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The Hamilton Project seeks to advance America’s promise of 

opportunity, prosperity, and growth. The Project’s economic 

strategy reflects a judgment that long-term prosperity is best 

achieved by making economic growth broad-based, by 

enhancing individual economic security, and by embracing a 

role for effective government in making needed public 

investments. Our strategy—strikingly different from the 

theories driving economic policy in recent years—calls for fiscal 

discipline and for increased public investment in key growth-

enhancing areas. The Project will put forward innovative 

policy ideas from leading economic thinkers throughout the 

United States—ideas based on experience and evidence, not 

ideology and doctrine—to introduce new, sometimes 

controversial, policy options into the national debate with  

the goal of improving our country’s economic policy.

The Project is named after Alexander Hamilton, the 

nation’s first treasury secretary, who laid the foundation 

for the modern American economy.  Consistent with the 

guiding principles of the Project, Hamilton stood for sound 

fiscal policy, believed that broad-based opportunity for 

advancement would drive American economic growth, and 

recognized that “prudent aids and encouragements on the 

part of government” are necessary to enhance and guide 

market forces.
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NOTE: This discussion paper is a proposal from the author. As emphasized in The Hamilton 
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thinkers across the nation to put forward innovative and potentially important economic policy 
ideas that share the Project’s broad goals of promoting economic growth, broad-based partici-
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 Abstract

This paper argues that the two most serious structural shortcomings of the current  
system of low-income housing assistance are (1) its excessive reliance on unit-based  
assistance and (2) its failure to provide housing assistance to all of the poorest eligible 
families who ask for help. Evidence on the performance of housing programs indicates 
that unit-based assistance has a much greater cost than tenant-based assistance for provid-
ing equally good housing, and it needlessly restricts recipient choice. Unit-based assistance 
has no advantage over tenant-based assistance to offset these disadvantages. The nonen-
titlement nature of the current system is inconsistent with plausible assumptions about 
taxpayer preferences. The paper argues for a transition to an entitlement housing  
assistance program that relies exclusively on tenant-based assistance. It describes concrete  
actions that would achieve this result without spending additional money, and it shows 
that the major objections to these proposals are inconsistent with the evidence on  
program performance. The proposed transition would benefit most current recipients  
of housing assistance, and the reforms would give those taxpayers who want to help  
low-income families with their housing more for their money. After the transition is  
complete, millions of additional families would receive housing assistance that enables 
them to occupy better housing in nicer neighborhoods, and to consume more of other 
goods. Millions of other families that would have received unit-based assistance with the 
continuation of the current system would live in housing, neighborhoods, and locations 
that they prefer to their units in subsidized projects.
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Low-income housing programs are an impor-
tant part of the U.S. welfare system. The most 
widely cited figure for government expendi-

ture on these programs, about $30 billion a year, 
refers to the U.S. Department of Housing and Ur-
ban Development’s (HUD’s) direct expenditure. 
This figure ignores the large and rapidly growing 
Low-Income Housing Tax Credit (LIHTC), major 
U.S. Department of Agriculture (USDA) programs, 
expenditures of state and local governments, and 
the many indirect subsidies that account for a large 
part of the cost of the system. In fact, governments 
in the United States directly or indirectly spend 
roughly $50 billion a year on low-income housing 
programs. This means that they spend substantially 
more on housing subsidies to the poor than on oth-
er better-known parts of the welfare system such as 
Temporary Assistance for Needy Families (TANF) 
and Food Stamps.

The purpose of this paper is to describe the ma-
jor structural shortcomings of the current system 
of low-income rental housing assistance and to 
propose how these shortcomings can be remedied 
without spending more money. The most serious 
structural shortcomings of the current system are 
its excessive reliance on unit-based programs that 
serve about two-thirds of assisted households, and 
its failure to provide housing assistance to all of the 
poorest eligible families who ask for help. Evidence 
indicates that tenant-based housing vouchers have 
a much lower total cost than any program of unit-
based assistance for providing equally good housing. 
Therefore, by shifting resources from unit-based to 
tenant-based assistance it would be possible to serve 
current recipients equally well (that is, provide 
them with equally good housing for the same rent) 
and serve many additional families without spend-
ing more money. This would involve terminating 
or phasing out current production programs, disen-
gaging from unit-based assistance to existing apart-
ments as soon as current contractual commitments 

permit, and avoiding new programs of unit-based 
assistance. The savings from these actions would 
make it possible to create an entitlement housing 
assistance program serving millions of additional 
households without spending more money, there-
by avoiding the inequity of providing assistance to 
some households and denying it to other similar 
households.

This paper does not address the issue of how much 
to spend on low-income housing assistance. Instead, 
it deals with how to deliver any amount of assis-
tance—whether more, less, or the same amount as 
the current system. The desirability of the proposed 
reforms does not depend on how much is spent on 
low-income housing assistance. If more money is 
spent on it, more families will be helped and the 
families assisted will receive larger benefits.

The paper also does not deal with the fundamental 
issue of whether housing assistance to low-income 
households is preferable to unrestricted cash grants 
for these households. Several coherent arguments 
for housing assistance have been offered (Olsen 
2003, pp. 368–70). For example, many taxpayers 
want to help low-income households but think that 
some low-income households undervalue housing 
and therefore might not provide adequate housing 
for themselves or their children. The proposals in 
this paper are based on the assumption that it is de-
sirable to induce at least some low-income families 
to occupy housing that is better in at least certain 
respects than the housing that they would occupy if 
they were given cash grants with no strings attached, 
even though the recipients themselves would prefer 
the unrestricted cash grants.

The paper is organized as follows. Section 2 pro-
vides an overview of the current system of low-in-
come housing assistance. Section 3 summarizes the 
most important evidence on the performance of dif-
ferent rental housing programs, presents evidence 

1. introduction
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 on the magnitude of the increase in the number of 
households that could be served with the current 
budget for low-income housing assistance by shift-
ing from unit-based to tenant-based assistance, and 
discusses household choice, the other major advan-
tage of tenant-based housing assistance. Section 4 
describes concrete proposals for phasing out unit-
based housing assistance. Section 5 argues that tax-
payer preferences call for an entitlement housing 
assistance program for the poorest eligible families 
and shows how this can be achieved without spend-
ing more money. Section 6 summarizes the major 
effects of the proposed reforms. Section 7 addresses 
the main objections to exclusive reliance on tenant-
based assistance. Section 8 concludes the paper.
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The U.S. government provides assistance 
to some households who live in rental and 
owner-occupied housing.1 The most impor-

tant distinction between rental housing programs is 
whether the subsidy is attached to the dwelling unit 
or the assisted household. If the subsidy is attached 
to a rental dwelling unit, each family must accept 
the particular unit offered in order to receive as-
sistance and loses the subsidy when it moves. Each 
family offered tenant-based rental assistance has a 
choice among many units that meet the program’s 
standards, and the family can retain its subsidy 
when it moves. Homeownership programs fall into 
two analogous categories. Some programs autho-
rize selected developers to build a limited number 
of houses to sell to eligible families of their choos-
ing and require eligible families to buy from these 
builders in order to receive a subsidy. Other hom-
eownership programs provide subsidies to eligible 
families that are free to buy from any seller whose 
unit meets the program’s housing standards.

Unit-based rental assistance is the dominant form 
of direct federal housing assistance to low-income 
families. The overwhelming majority of housing 
assistance recipients receives rental assistance, and 
more than 70 percent of these renting families re-
ceive unit-based assistance. HUD provides unit-
based rental assistance to about 2.7 million families, 
LIHTC projects house about 1.6 million families, 
and the USDA’s Section 515/521 and HUD’s 
HOME block grant program each serve almost a 
half million families in subsidized projects. HUD’s 
Section 8 Voucher program, which accounts for 
almost all tenant-based rental housing assistance 
in the United States, serves about 2 million house-
holds.

There are two broad types of unit-based rental as-

sistance: (1) public housing and (2) privately owned 
subsidized projects. Public housing projects are 
owned and operated by local public housing au-
thorities established by local governments. The 
overwhelming majority of projects were newly built 
for the program. Until 1969, with minor exceptions, 
federal taxpayers paid the initial development cost 
of public housing while tenants and local taxpay-
ers paid the operating cost. However, the federal 
government now provides local housing authori-
ties with substantial operating and modernization 
subsidies. In the public housing program, local and 
federal government officials and employees make 
all of the decisions that are made by private owners 
in the unsubsidized housing market.

The federal government also has contracted with 
private parties to provide unit-based assistance in 
subsidized housing projects. The majority of these 
private parties have been for-profit firms, but non-
profit organizations also have had a significant pres-
ence. The largest programs of this type are the IRS’s 
LIHTC, HUD’s Section 8 New Construction and 
Substantial Rehabilitation programs and Section 
236 Rental and Cooperative Housing for Lower-
Income Families programs, and USDA’s Section 
515/521. Under most programs, these private par-
ties agree to provide rental housing meeting cer-
tain standards at restricted rents to households with 
particular characteristics for a specified number of 
years. The overwhelming majority of the projects 
have been newly built under a subsidized construc-
tion program. Almost all of the rest were substan-
tially rehabilitated as a condition for participation 
in the program.

It is important to realize that none of these pro-
grams provides subsidies to all suppliers who would 
like to participate. Since subsidies are provided to 

2. overview of current system of Low-income Housing 
Assistance

1. See Olsen (2003, pp. 370–94) for a more detailed description of the system of low-income rental housing programs, and Olsen (2007) for 
a more detailed account of homeownership programs that serve low-income households.
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 selected private suppliers, competition among these 
suppliers does not ensure that subsidies will be 
passed along to occupants of the subsidized units 
in full, or indeed at all. The only way to ensure that 
subsidies are passed down is through administrative 
mechanisms. Without these mechanisms, for-profit 
suppliers would charge rents and provide a level of 
services so that the marginal occupant of the project 
would receive no net benefit from the program and 
no additional eligible families would want to live 
in the project. Furthermore, these suppliers would 
receive a higher return on their investment of time 
and money than they could earn in the unsubsidized 
market.

The federal government has administered two large 
homeownership programs for low-income house-
holds: (1) USDA’s Section 502 Single Family Direct 
Loan Housing program, and (2) HUD’s Section 235 
Homeownership program. Section 502 provides as-
sistance directly to homeowners for houses of their 
own choice. Section 235 has not made new com-
mitments for the past two decades, but continues 
to provide subsidies on behalf of a small number of 
families. Its larger component provided assistance 
tied to construction of particular dwelling units. The 

smaller existing housing component used a proce-
dure for allocating subsidies that had elements of 
unit-based and tenant-based assistance. Over their 
histories, these programs have subsidized housing 
for about 2.5 million families.2

The federal government also provides funds to state 
and local governments intended to subsidize the 
housing of low-income families. The HOME In-
vestment Partnerships program is a housing block 
grant that has been used to provide rental and ho-
meownership subsidies. Under the Mortgage Rev-
enue Bond program, state housing agencies issue 
bonds whose interest is not subject to the federal in-
dividual income tax and use the proceeds to provide 
below-market rate loans to low-income, first-time 
homebuyers. The smaller Multifamily Housing 
Bond program provides below-market rate loans 
for the construction of rental housing projects for 
low-income households. Finally, about one-fourth 
of the funding of the Community Development 
Block Grant program is used to provide housing 
assistance to low- and moderate-income families. 
State and local governments operate programs of 
unit-based and tenant-based assistance with the 
funding from these programs.

2.  According to Mikesell and colleagues (1999, p. 3), Section 502 had served about 1.9 million families through 1998. Carliner (1998, pp. 
313–14) reports that about 525,000 households received Section 235 subsidies over its history.
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The most important finding of the empirical 
literature on the performance of low-income 
housing programs from the viewpoint of 

housing policy is that tenant-based housing assis-
tance has provided equally good housing at a much 
lower cost than any type of unit-based assistance.3  
Given these cost savings, a nationwide tenant-
based assistance program would serve at least 20 
percent and more likely 70 percent more families 
than today’s unit-based assistance program, without 
spending more money. In addition, a tenant-based 
housing program would afford eligible families 
more housing choice, allowing them to choose a 
home more suited to their specific tastes and cir-
cumstances.

evidence on cost-effectiveness

The best cost-effectiveness analyses of housing 
programs involve a comparison of the total cost of 
providing the housing with its market rent (an index 
of the overall desirability of the dwelling).4 For ten-
ant-based vouchers and certificates, the approach is 
straightforward. All costs associated with providing 
the housing during a period occur in that period, 
and all those costs are in the records of the admin-
istering agency. To estimate the market rents of the 
units occupied by subsidized households, analysts 
first estimate a statistical relationship between the 
rent and characteristics of unsubsidized apartments, 
and then substitute the characteristics of the subsi-
dized units into this estimated equation.

Dealing with construction or rehabilitation pro-
grams is more difficult because the time path of cost 

bears no particular relationship to the time path of 
the market rent of a unit and all of these programs 
involve indirect costs that are not in the records 
of the administering agency. The most widely ac-
cepted measure of cost-effectiveness for programs 
of this type is the ratio of A to B, where A is the 
present value of the rents paid by tenants and all 
direct and indirect costs incurred by federal, state, 
and local governments and B is the present value of 
the market rents of the units over the period that 
the units are used to house subsidized families. If 
a government owns the project at the time that it 
stops being used to house subsidized families, the 
present value of the project’s market value at that 
time should be subtracted from the present value 
of the costs.

Four major studies have estimated both the cost 
per unit and the mean market rent of apartments 
provided by tenant-based housing certificates and 
vouchers and the largest older production pro-
grams, namely, Public Housing, Section 236, and 
the Section 8 New Construction program.5 These 
studies are based on data from a wide variety of 
housing markets and for projects built in many dif-
ferent years. Two are detailed studies conducted for 
HUD by a respected research firm during the Nix-
on, Ford, Carter, and Reagan administrations. The 
four studies are unanimous in finding that housing 
certificates and vouchers provide equally desirable 
housing at a much lower total cost than any of these 
production programs do, even though all of these 
studies are biased in favor of the production pro-
grams, to some extent, by the omission of certain 
indirect costs.

3. comparing unit-Based and tenant-Based Housing Assistance

3. Other aspects of program performance have been studied. In some cases, the differences between the estimated effects of different pro-
grams are small. In other cases, the differences could be eliminated without fundamental modifications of the programs involved. For 
example, if recipients of housing vouchers occupied better housing, on average, than public housing tenants, then this difference could be 
eliminated without spending more money by reducing the generosity of the voucher subsidy and devoting the savings to greater subsidies 
to housing authorities for the maintenance and renovation of their public housing projects. Olsen (2008) provides a brief summary of the 
evidence, and Olsen (2003, pp. 394–427) provides a more detailed account. 

4. Alternative indices are possible, but have not been used in cost-effectiveness analyses. For almost a decade, HUD’s Real Estate Assessment 
Center has produced an overall index of the physical condition of units in each of HUD’s subsidized projects. Unlike market rent, this 
index does not cover all aspects of the unit of value to occupants such as the quality of local public schools and the convenience of the 
location to jobs, shopping, and recreation. However, it does cover many important matters in great detail. This index has not been used to 
compare the cost-effectiveness of different methods of delivering housing assistance.
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 Table 1 summarizes the results of these studies. The 
studies with the most-detailed information about 
the characteristics of the housing provided by the 
programs found the largest excess costs for the pro-
duction programs. Specifically, Mayo et al. (1980) 
estimate the excessive cost of public housing com-
pared to housing vouchers for providing equally 
desirable housing to be 64 percent and 91 percent, 
respectively, in the two cities studied (Phoenix and 
Pittsburgh) and the excessive cost of Section 236 to 
be 35 percent and 75 percent, respectively, in those 
two cities. Another study with excellent data on 
housing characteristics estimates the excessive cost 
of the Section 8 New Construction program com-
pared to the tenant-based Section 8 Certificates 
program to be between 44 percent and 78 percent 
(Wallace et al. 1981).6

Recent evidence supports these older findings. Sev-
eral studies (Leger and Kennedy 1990; Mayo et al. 
1980; Wallace et al. 1981; Weinberg 1982) have 
found that the total cost of various types of tenant-
based housing assistance have exceeded the market 
rent of the units involved by only the cost of ad-
ministering the program. In contrast, the total cost 
of the Section 8 New Construction and Substantial 
Rehabilitation programs, HUD’s largest program 
that subsidized the construction of privately owned 
projects, has exceeded the market rents of the units 
by much more than the program’s administrative 
cost. Based on a large random sample of HUD-in-
sured Section 8 programs, Finkel and colleagues 
(1999, Exhibit 5–1) report that property owners re-
ceived payments from tenants and the government 
in 1995 that exceeded market rent for 86 percent 

5. The studies are HUD (1974), Mayo et al. (1980), Olsen and Barton (1983), and Wallace et al. (1981). Olsen (2000) provides a description 
and critical appraisal of the data and methods used in these studies as well as a summary of their results.

6. This study made predictions of the market rents of subsidized units based on two different data sets including information on the rent 
and characteristics of unsubsidized units. The study did not collect information on the indirect costs of the Section 8 New Construction 
Program. These indirect subsidies include Government National Mortgage Association (GNMA, or Ginnie Mae) Tandem Plan interest 
subsidies for Federal Housing Administration–insured (FHA-insured) projects and the forgone tax revenue due to the tax-exempt status of 
interest on the bonds used to finance state housing finance agency projects. Based on previous studies, the authors argue that these indirect 
costs would add 20 to 30 percent to the total cost of the Section 8 New Construction Program. The range of estimates reported in the text 
is based on the four combinations of the two predictions of market rent, and on the lower and upper limits on the indirect costs.

Program and study Localities Projects built (years) excess cost (percent)

Public Housing   

 Olsen and Barton (198�) New York City 19�7–1965 14
 Olsen and Barton (198�) New York City 19�7–1968 10
 HUD (1974) Baltimore, Boston,  195�–1970  17 
  Los Angeles, St. Louis,  
  San Francisco,  
  washington (DC) 
 Mayo et al. (1980) Phoenix 1952–1974 64
 Mayo et al. (1980) Pittsburgh 1952–1974 91

section 236   

 Mayo et al. (1980) Phœnix 1969–1975 �5
 Mayo et al. (1980) Pittsburgh 1969–1975 75

section 8 new construction  
and substantial rehabilitation  
programs   

 wallace et al. (1981) National 1979 44–78

Source: Author’s calculations.

tABLe 1 

excess cost of older Production Programs for equally Good Housing
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of their units. Two-thirds of the units received pay-
ments that exceeded market rent by more than 20 
percent. But even these calculations understate the 
excess cost for two reasons: (1) The predicted mar-
ket rents are based on the assumption that all prop-
erty systems are restored to their original working 
condition and hence overstate the market rents of 
the units in their current condition. (2) They ignore 
other subsidies received by these projects, such as 
the Ginnie Mae Tandem Plan interest subsidies 
received by all projects and the local property tax 
exemptions received by many projects. Shroder 
and Reiger (2000) produce similar results in a di-
rect comparison of the total payments to property 
owners under the Section 8 Certificate program, 
and the Section 8 New Construction and Substan-
tial Rehabilitation programs, finding that Section 8 
projects are about 35 percent more expensive than 
certificates.

Recent U.S. General Accounting Office (GAO) 
studies have produced similar results for the major 
active construction programs—LIHTC, HOPE 
VI, Section 202, Section 515, and Section 811. 
Table 2 reports results based on the conceptually 
preferable life cycle approach.7 The excess total 
cost estimates range from 12 percent for Section 
811 to 27 percent for HOPE VI (GAO 2001, p. 
3). These estimates are lower bounds on the exces-
sive cost because some costs of the production pro-
grams were omitted. Most notably, the opportunity 
cost of the land and cost of preparing the site were 
omitted from the cost of HOPE VI projects. These 
are real costs to society of HOPE VI redevelop-
ment. More generally, some costs of each produc-
tion program were omitted. For example, some 
projects under each program receive local property 
tax abatements. The preceding results ignore this 
cost to local taxpayers. Other projects are built on 
land sold to the developer by a government at a 
below-market price.

It is often argued that production programs work 
better than tenant-based vouchers in the tightest 
housing markets. The GAO study includes evi-
dence concerning whether production programs 
are more cost-effective than tenant-based vouchers 
in housing markets with low vacancy rates. In 1999, 
the rental vacancy rates in the seven metropolitan 
areas studied ranged from 3.1 percent in Boston to 
7.2 percent in Baltimore and Dallas, meaning that 
all of the specific markets studied were tighter than 
the U.S. average of 7.8 percent. In each market, ten-
ant-based vouchers were more cost-effective than 
each production program studied. Table 3 reports 
the results for Tax Credit program. The results for 
Section 202 and 811 are similar (GAO 2002, pp. 
19–20).

tABLe 2 

excess cost of Active Production Programs

Program excess cost  
 (percent)

LIHTC 16

Hope VI 27

Section 202 19

Section 811 12

Section 515 25

Source: gAO 2001.

7. The GAO study also reports first-year excess costs of the production programs. The first-year cost of a production program is the sum of 
the annualized development subsidies and the tenant rent and other government subsidies during the first year of operation. The GAO 
estimates of excessive cost of production programs based on this method are much higher than estimates based on the life-cycle approach. 
Olsen (2000, pp. 18–21) explains the shortcomings of first-year-cost methodology and how this approach can bias the results in either 
direction.
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Unlike most of the earlier cost-effectiveness stud-
ies, the GAO study does not compare the total cost 
of dwellings under the different programs that were 
the same with respect to many characteristics. In-
stead, it simply compares the average cost of dwell-
ings that have the same number of bedrooms in the 
same metropolitan area or the same type of location 
(metropolitan or nonmetropolitan). This has led to 
the criticism that the results overstate the excessive 
costs of the production programs for providing 
equally desirable housing because these programs 
provide better housing than the units occupied by 
voucher recipients. However, evidence from earlier 
construction programs casts doubt on this view. 
This evidence does not indicate a significant differ-
ence in overall desirability between units in recently 
completed projects under construction programs 
and units occupied by households with certificates 
and vouchers. Moreover, the relevant issue is not 
the quality of the housing under a construction pro-
gram when it is new but rather the average quality 
of housing provided over the time that the project 
serves assisted households. This quality has typical-
ly declined over time, at least until additional subsi-
dies are provided for major renovation.

In fact, the existing evidence suggests that, well be-
fore the units in subsidized projects reach the mid-
point of their service to assisted households, they 
provide housing worse than the housing occupied 
by recipients of tenant-based vouchers and certifi-
cates. Mayo et al. (1980) estimate the market rents of 
units under several housing programs in Pittsburgh 
and Phoenix in 1975 based on data on the market 
rent and numerous characteristics of unsubsidized 
units and their neighborhoods. At the time of the 
study, none of these units had reached the midpoint 
of their useful lives. The results in Table 4 indicate 
that these public housing units were no better than 
the units occupied by recipients of housing allow-
ances. In addition, the Section 236 units, which were 
only a few years old at the time, were not much bet-
ter than the units occupied by recipients of housing 
allowances. In a study of sixteen randomly selected 
metropolitan areas in 1979, Wallace et al. (1981) 
find a difference of less than 10 percent in the esti-
mated market rents of Section 8 existing units and 
Section 8 New Construction program units.

Metropolitan area Vacancy rate (all units)  one bedroom two bedroom 
 (percent) (percent)  (percent)

Baltimore 7.2 24 24

Boston  �.1 6 19

Chicago 6.5 �4 25

Dallas/Fort worth 7.2 21 21

Denver 5.6 40 21

Los Angeles 5.1 11 21

New York 4.7 21 17

All metro areas 7.8 19 14

Source: gAO 2002.

tABLe 3 

excess cost of tax credits in Markets with Different Vacancy rates
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A similar picture emerges from David Vandenb-
roucke’s unpublished tabulations based on the 1991 
American Housing Survey Metropolitan Sample. 
(Vandenbroucke is with the Office of Policy De-
velopment and Research, HUD.) He estimates 
separate statistical relationships between market 
rent and numerous characteristics of unsubsidized 
units and their neighborhoods in a number of met-
ropolitan areas and then uses these relationships to 
predict the market rents of public housing units, 
units in privately owned HUD-subsidized projects, 
and units occupied by certificate and voucher hold-

ers. Table 5 reports his results. In eight of eleven 
metropolitan areas the median market rent of the 
units occupied by recipients of certificates and 
vouchers was greater than the median market rent 
of units in public and privately owned HUD-sub-
sidized projects. Based on the median age of public 
housing units at the time, it is plausible to believe 
the majority of public housing units in his sample 
had not reached the midpoint of their service to as-
sisted households and that the majority of privately 
owned projects were much younger than public 
housing projects.

tABLe 4 

Market rents of units under Production Programs in their early Years compared with Voucher units

  Program

city section 236 Public housing Housing allowance

Pittsburgh $1,826 $1,748 $1,626

Phoenix $2,417 $1,918 $2,084

Source: Mayo et al. (1980).

                  Program

city Voucher and certificate  Privately owned projects Public housing

Atlanta $505  $400 $�28

Baltimore $460  $458 $�7�

chicago $475  $550 $440

columbus $�75  $�95 $�40

Hartford $59�  $570 $54�

Houston $�65  $�25 N/A

new York $605  $578 $520

newark $568  $570 $500

san Diego $480  $410 N/A

seattle $475  $455 $445

st. Louis $40�  $�78 $�80

Source: David Vandenbroucke’s (Office of Policy Development and Research, HUD) unpublished tabulations. 
N/A = not applicable.

tABLe 5 

Median Monthly Market rents of subsidized units, 1991
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 The GAO study will not be the last word on the 
cost-effectiveness of the programs studied. Data 
on the condition, amenities, and neighborhoods of 
subsidized units over time are essential for accu-
rately assessing the cost-effectiveness of alternative 
methods of delivering housing assistance. Other 
improvements in the GAO’s implementation of the 
life cycle methodology are possible and desirable. 
However, the GAO study provides the only inde-
pendent cost-effectiveness analysis of active subsi-
dized construction programs.

The preceding evidence on the cost-effectiveness 
of project-based assistance applies to units built or 
substantially rehabilitated under a subsidized con-
struction program and still under their initial use 
agreement. In contrast, the Mark-to-Market pro-
gram provides evidence on the cost-effectiveness 
of renewing use agreements for privately owned 
subsidized projects, and the Experimental Housing 
Allowance program (EHAP) provides evidence on 
the cost-effectiveness of project-based assistance to 
existing, previously unsubsidized housing.

Congress created the Mark-to-Market program 
in the 1997 Multifamily Assisted Housing Reform 
and Affordability Act to reduce the excess subsidies 
under the project-based Section 8 programs. Early 
evidence on the experience with this initiative in-
dicates that it failed to eliminate the excessive cost, 
however. Only one-third of the projects that had 
been restructured by July 31, 2003 received the 
market rent with no additional subsidies (Hilton et 
al. 2004, p. xiii). HUD repaid all or a part of the out-
standing balance on the mortgages of the remain-
ing projects. For more than one-fourth of these 
projects, HUD also agreed to monthly payments in 
excess of market levels. For 35 percent of the proj-
ects with above-market rents, the initial monthly 
payments exceeded market rents by more than 20 
percent (Hilton et al., p. 40). Furthermore, we can 
expect the excess of the cost relative to market rent 

to increase over time because the projects receive 
automatic rent increases that are independent of 
the condition of their units.

EHAP provides additional evidence on the cost-ef-
fectiveness of project-based assistance. One type of 
housing allowance tested in EHAP was essentially 
identical to the housing voucher program that oper-
ated between 1983 and 1998: it offered each eligible 
family a subsidy that depended on the family’s char-
acteristics, on the condition that the family occupies 
a unit meeting minimum housing standards. At the 
time of EHAP, HUD operated the national Section 
23 Existing Housing program, the first program 
of tenant-based rental housing assistance in the 
United States. Under one variant of this program, 
housing authorities rented existing apartments and 
sublet them to eligible families. This is analogous 
to the project-based component of the Section 8 
Voucher program.

The results for one of the metropolitan areas stud-
ied provide clear evidence on the cost-effectiveness 
of tenant-based versus project-based assistance for 
existing housing (Mayo et al. 1980, pp. 134–39). 
All Section 23 units in Pittsburgh were leased by 
the housing authority and sublet to tenants. The 
ratio of total cost to market rent for these units was 
1.67. For example, it cost $835 to rent a unit with a 
market rent of $500. The ratio for the tenant-based 
housing allowance program was 1.15.8 Therefore, it 
cost 45 percent more to provide equally good hous-
ing when the housing authority found the units and 
negotiated the rent than when tenants found their 
own units and negotiated the rent.

What accounts for the large differences in the total 
cost of providing equally good housing under pro-
grams of tenant-based and unit-based assistance? 
Among the plausible explanations are the absence 
of a financial incentive for good decisions on the 
part of civil servants who operate public housing, 

8. The administrative cost of the housing allowance program was about 15 percent of the total cost. This implies that landlords of housing 
allowance recipients received market rents for their units. Subsequent research has indicated that this is a common characteristic of all 
tenant-based rental assistance (Leger and Kennedy 1990; Wallace et al. 1981; Weinberg 1982).
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the excessive profits that inevitably result from al-
locating subsidies to selected developers of private 
subsidized projects, the resources that developers 
devote to securing the subsidies, and the distortions 
in usage of inputs resulting from the subsidy for-
mulas. A special case of the latter is that unit-based 
assistance is usually tied to the construction of new 
units. The least-expensive approach to improving 
the housing conditions of low-income households 
involves heavy reliance on upgrading the existing 
housing stock, the primary mechanism through 
which tenant-based assistance achieves this goal.

The results concerning the cost-effectiveness of 
different housing programs illustrate the virtue 
of substantial reliance on market mechanisms for 
achieving social goals, especially the virtue of forc-
ing sellers to compete for the business of buyers. 
Under a program of tenant-based assistance, only 
suppliers who provide housing at the lowest cost 
given its features can remain in the program. If the 
property owner attempts to charge a voucher re-
cipient a rent in excess of the market rent, the ten-
ant will not remain in the unit indefinitely because 
she can move to a better unit without paying more 
for it. Under programs of project-based assistance, 
suppliers who receive payments in excess of market 
rents for their housing can remain in the program 
indefinitely because their tenants would lose their 
subsidies if they moved. These suppliers have a cap-
tive audience.

number of Households served

The difference in cost-effectiveness between tenant-
based and unit-based housing assistance has major 
implications for the number of households that can 
be served with the current budget. If we compare 
programs of tenant-based and unit-based assistance 
that provide recipients with equally good housing 
for the same rent, the tenant-based programs will 
serve many more families with a given budget. In-
deed, as will be shown later, it is possible to design 
a tenant-based voucher program that would serve 
more families in each major group and more of the 
poorest families of each size without spending more 

money. Therefore, many eligible families and the 
taxpayers who want to help them will gain if tenant-
based assistance replaces unit-based assistance.

The magnitude of the gain from shifting from unit-
based to tenant-based rental assistance would be 
substantial. Even the smallest estimates of the ex-
cess costs of unit-based assistance imply that shift-
ing ten families from unit-based to tenant-based 
assistance would enable us to serve two additional 
families. Since the federal government provides 
unit-based rental housing assistance to more than 
5 million families, a total shift from unit-based to 
tenant-based assistance would enable us to serve at 
least 1 million additional families with no additional 
budget. The most reliable estimates in the literature 
imply much larger increases in the number of fami-
lies served. For example, the results in Wallace et 
al. (1981) imply that tenant-based vouchers could 
have provided all of the families who participated 
in the Section 8 New Construction program with 
equally good housing for the same rent, and that 
those vouchers could have served at least 72 percent 
more families with similar characteristics equally 
well without any additional budget. In an analysis 
of the effect on program participation of replacing 
HUD’s low-income housing programs with an enti-
tlement housing voucher program that has the same 
cost to taxpayers, Olsen and Tebbs (in progress) find 
that the voucher program would serve an additional 
2.4 million families. Section 5 of this paper sum-
marizes the methods and presents some results of 
that research.

Household choice

In addition to providing equally desirable hous-
ing at a lower cost, tenant-based assistance allows 
each recipient to occupy a dwelling unit with a 
combination of characteristics preferred to the spe-
cific dwelling unit offered under a program of unit-
based assistance, without adversely affecting tax-
payer interests. All low-income housing programs 
have minimum housing standards that reflect the 
interests of taxpayers in ensuring that low-income 
families live in adequate housing. Unit-based assis-
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 tance forces each family to live in a particular unit 
in order to receive a subsidy, greatly restricting 
recipient choice among units meeting minimum 
housing standards, whereas tenant-based assistance 
allows recipients to occupy any unit meeting the 
program’s minimum housing standards. Units that 
meet the program’s standards and that are afford-
able to assisted families differ greatly with respect 
to their condition, amenities, size, neighborhood, 
and location. Each family will choose the option 
that best suits its tastes and circumstances. When 
its circumstances change markedly, the family can 
move to another unit. Since all of these units are ad-
equate as judged by the program’s minimum hous-
ing standards, restricting the family’s choice further 
serves no public purpose. If the subsidy is the same, 
it is reasonable to expect recipients of tenant-based 
assistance to be significantly better off than they 
would be with unit-based assistance.
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The available evidence on program perfor-
mance has clear implications for housing 
policy reform. To serve the interests of tax-

payers who want to help low-income families with 
their housing and the poorest families who have not 
been offered housing assistance, Congress should 
shift the budget for low-income housing assistance 
from unit-based to tenant-based housing assistance 
as soon as current contractual commitments permit, 
and should not authorize any new programs involv-
ing unit-based assistance.

The Clinton administration made detailed propos-
als to Congress to achieve this transition (HUD 
1995), and Senator Dole supported the general 
concept during his presidential campaign against 
President Clinton (as reported by Guy Gugliotta, 
“Dole Urges Abolition of Public Housing,” Wash-
ington Post, April 30, 1996, p. A05).9 The evidence on 
program performance that has accumulated in the 
dozen years since then has confirmed the wisdom 
of the main thrust of these proposals. It is time to 
refine and act on them. This section proposes some 
concrete steps to achieve the desired results.

transitioning from Public Housing 
Assistance to tenant-Based Assistance

First, the money currently spent on operation and 
modernization subsidies for public housing projects 
should be shifted gradually to provide tenant-based 
vouchers to public housing tenants. HUD provides 
housing authorities with about $7 billion each year 
in operation and modernization subsidies. This is 
about one-fourth of the total HUD budget for low-
income housing assistance. The evidence indicates 
that we can get more for this money by giving it 
to public housing tenants in the form of housing 
vouchers.

The Quality Housing and Work Responsibility Act 
of 1998 (QHWRA) made a small step in that direc-
tion by mandating the conversion of public hous-
ing projects to tenant-based assistance under cer-
tain circumstances, and by allowing it under other 
circumstances. However, it did not go nearly far 
enough to realize large gains. The following pro-
posal will achieve these large gains in an orderly 
fashion.

The proposal would allocate to each housing agency 
the same amount of federal money as it would have 
received in operation and modernization subsidies 
under the current system so that no housing agency 
can argue against the proposal on the grounds that it 
would have less with which to serve its clients. With 
one caveat mentioned below, it would require every 
local housing agency to offer each current public 
housing tenant the option of a portable housing 
voucher or remaining in its current unit on the pre-
vious terms. The latter provision ensures that no 
public housing tenant is harmed by the legislation. 
Families that accept a voucher would benefit from 
it. They would be able to move to housing that they 
prefer to their public housing units. These vouch-
ers would be funded from each agency’s current 
public housing budget. Housing agencies would 
be allowed to charge whatever rent the market will 
bear for the units vacated by families that accept the 
voucher offer, and sell any of their projects to the 
highest bidder. This would generate the maximum 
amount of money to operate and modernize their 
remaining projects.

Given the difficulty of predicting the consequences 
of these far-reaching changes, it would be desirable 
to start with a demonstration program involving 
public housing authorities willing to implement 
these proposals for a randomly selected subset of 
their public housing projects. This demonstra-

4. Proposals to shift Budget from unit-Based to tenant-Based 
Assistance

9. See Weicher (1997) for a detailed analysis of proposals for vouchering out unit-based assistance.
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 tion would produce evidence on the effects of the 
proposals, and would provide useful information 
for modifying them to avoid unforeseen negative 
consequences and to achieve better outcomes. The 
housing authorities that volunteer should receive 
additional administrative funds to compensate 
for the extra workload associated with this radical 
transformation of public housing, and HUD’s Of-
fice of Policy Development and Research should 
receive funding for the research component of the 
demonstration so that we learn from the experi-
ences of these pioneering housing authorities.

The remainder of this subsection spells out the de-
tails of the proposal and some options of the basic 
plan. It also anticipates some problems and discuss-
es possible solutions to them.

The most important requirement of the proposal 
is that each housing agency must offer a housing 
voucher to each family currently living in a public 
housing project. The payment standards for fami-
lies of each size (that is, the subsidy to a family with 
zero adjusted income) need not be the payment 
standards of the regular Section 8 Voucher pro-
gram.10 To ensure that housing authorities can pay 
for these proposed vouchers with the money avail-
able, payment standards for families of different 
sizes should be set to use the housing agency’s entire 
public housing budget in the highly unlikely event 
that all public housing tenants accepted vouchers. A 
set of payment standards that satisfies this criterion 
is easily calculated. Evidence from HUD’s latest 
Picture of Subsidized Households (HUD 2000) in-
dicates that the national average payment standard 
in the regular voucher program was $653 a month 
in 2000, and it would have been $628 a month in the 
proposed voucher program for public housing ten-
ants. However, this small average difference does 
not preclude large differences for individual hous-
ing authorities.

It is important to realize that this proposal would 

not lead to an immediate mass exodus from public 
housing. The results of the HUD-funded Moving 
to Opportunity (MTO) for Fair Housing Demon-
stration program show that public housing projects 
would retain the overwhelming majority of their 
tenants, at least initially.11 The families eligible to 
participate in the experiment lived in public hous-
ing projects in census tracts where the poverty rate 
exceeded 40 percent prior to the experiment. Only 
one-fourth of the families in the projects involved 
signed up to participate in the experiment within 
the specified time limit (Goering et al. 1999, p. 32). 
About 62 percent of the families offered regular Sec-
tion 8 vouchers as an alternative to staying in their 
public housing unit used the voucher and left public 
housing (Orr et al. 2003, p. 26). This surely exceeds 
the fraction of all public housing tenants that would 
accept a regular Section 8 voucher if for no other 
reason than public housing tenants in lower poverty 
neighborhoods live in better neighborhoods. Na-
tionally, about one-third of public housing tenants 
live in neighborhoods with poverty rates as high as 
those experienced by MTO participants (Newman 
and Schnare 1997, Table 3). Public housing projects 
in better neighborhoods probably also are newer 
and provide better housing.

The proposal would not require housing agencies 
to sell their projects beyond what will be required 
under the regulations implementing the relevant 
QHWRA provisions. However, it would allow them 
to sell any of their projects to the highest bidder, 
and many housing agencies would surely choose to 
sell their worst projects. With uniform vouchers of-
fered across all of a housing agency’s projects, it is 
reasonable to expect that the fraction of all public 
housing tenants that accept the vouchers would be 
greatest in these projects. These are also the proj-
ects that would be the most expensive to renovate 
up to a specified quality level. They are the types 
of projects that have been demolished under the 
HOPE VI program and that Congress intended to 
voucher out under QHWRA. Thus, the proposal 

10. This proposal does not affect the regular Section 8 Housing Choice Voucher Program.
11. See Orr et al. (2003) for a description of the experiment and a summary of its results to date.
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is consistent with clear congressional intent in this 
regard.

To be sure, some public housing tenants could be 
hurt by the proposal. Some tenants might want to 
remain in the projects that housing authorities de-
cide to sell, even if they sell their worst projects. 
Some of these tenants might later discover that they 
prefer their new housing to their current units, but 
that does not preclude initial opposition to the sale. 
In evaluating this proposal, the losses to certain ten-
ants must be weighed against the gains to other ten-
ants. It is difficult to justify renovating structures 
that reach a certain level of obsolescence and dilapi-
dation, and the Congress has made a policy deci-
sion to tear down the worst public housing projects 
even if some tenants would like to remain in them. 
Through 2005, about seventy-eight thousand dis-
tressed public housing units had been torn down 
and another ten thousand had been slated for demo-
lition under HOPE VI (HUD 2007). Others have 
been demolished with funding from other sources. 
The number of public housing units has declined by 
more than 223,000 since its peak in 1991.

To minimize the number of public housing tenants 
forced to move, Congress could place restrictions 
on housing authority discretion with respect to sell-
ing its projects. The decade-long struggle to write 
the regulations to implement the 1998 QHWRA 
provisions concerning the mandatory and voluntary 
vouchering out of public housing projects argues 
for simple and unambiguous legislative provisions. 
One possible restriction on housing authority dis-
cretion is to require at least a certain percent of the 
tenants in a building to approve the sale. The higher 
the percentage, the smaller the number of projects 
that could be sold. Another possibility is to limit the 
number of units sold to the number of units vacated 
by families that accept vouchers. Since it is not prac-
tical to sell individual units within buildings, this 
rule should not be applied separately to each build-
ing. If 350 families living in projects operated by a 
housing authority leave public housing with vouch-
ers, the housing authority would be allowed to sell 
buildings with up to this many units.

When a project is sold, the remaining tenants in 
that project would be offered the choice between 
vacant units in other public housing projects and 
a housing voucher. The Uniform Relocation Act 
requires housing agencies to provide each family 
that is forced to move with relocation assistance. 
Although out-of-pocket moving expenses within a 
metropolitan area are modest (about $250 a room 
in a locality with an average price level), the housing 
authority would have to spend whatever is required 
by the Uniform Relocation Act. Some of the pro-
ceeds of the sale would have to be used for this pur-
pose. The rest of the sales proceeds could be used 
to improve the housing authority’s other projects or 
to offer housing vouchers to additional families on 
its waiting lists.

Each year some current public housing tenants that 
have not accepted the proposed vouchers will move 
from their units without these vouchers. For exam-
ple, some will get jobs that pay so much that they 
are no longer eligible for housing assistance, some 
single mothers will get married thus raising their 
household income and making them ineligible, and 
some will be offered a preferred unit in a private 
subsidized project or a regular Section 8 voucher. 
When this happens, public housing agencies should 
be required to offer the family at the top of its pub-
lic housing waiting list the option of occupying the 
vacated unit on the standard terms or accepting one 
of the new housing vouchers. These requirements 
will expand the choices of families who are offered 
housing assistance and will ensure that there is no 
reduction in the number of subsidized families.

When a current public housing tenant accepts a 
voucher, or when a family on the public housing 
waiting list rejects a public housing unit in favor of a 
voucher, the proposal requires the housing author-
ity to charge the highest rent that the market would 
bear for the unit. This will be greater than the rent 
paid by the previous tenant in almost all cases and 
hence provides additional revenue to housing agen-
cies without additional government subsidies and 
without reducing the number of assisted families. It 
also will make the housing agency’s revenue depend 
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 in part on the desirability of the housing provided, 
thereby encouraging better maintenance of public 
housing units. This aspect of the proposed reform 
will almost surely lead to some unsubsidized fami-
lies living in each public housing project. The frac-
tion will be different in different projects and will 
increase over time.

Under current law, occupancy of vacated public 
housing units is limited to families eligible for low-
income housing assistance. Given the socioeco-
nomic characteristics of the families living in public 
housing and the condition, amenities, and locations 
of these projects, applying this occupancy restric-
tion to new tenants paying market rents would 
surely have little impact. For a family of four, the 
upper-income limit for eligibility is 80 percent of 
the local median income of all families. It is unlikely 
that many families with higher incomes would want 
to live in most existing public housing projects.

Current law also requires that at least 40 percent of 
new tenants of public housing projects have incomes 
less than limits based on 30 percent of the area’s 
median income. Meeting this requirement might 
reduce the maximum rent that the housing agency 
can charge for its vacated units, but this does not 
affect the proposal in any fundamental way. Each 
housing agency would simply charge the highest 
rent that the market will bear for its vacated units 
subject to satisfying the income-targeting require-
ment. This would lead to the same income target-
ing as the current system.

To promote economic integration in public hous-
ing projects, Congress might want to eliminate the 
income targeting rules for families that pay market 
rents for public housing units. Indeed, it might want 
to eliminate upper-income limits for these families. 
Under the proposal, the new occupants will receive 
no public subsidy, and so income targeting would 
serve no public purpose. Eliminating these require-
ments would promote economic integration in pub-
lic housing projects without reducing the number 
of families that receive housing assistance.
Each year some public housing tenants that used 

the proposed vouchers to leave their public housing 
units will give up these vouchers for the same rea-
sons that some tenants leave public housing. A new 
voucher should be offered to a family on the pub-
lic housing waiting list to replace each such family 
that leaves the program. This will ensure that the 
tax money spent on public housing will continue to 
support at least the same number of families.

Offering the voucher option to all tenants requires 
additional administrative resources. The revenues 
generated by renting some units at market rates 
might be more than adequate for this purpose. 
However, the reforms would yield such large ben-
efits to so many low-income families that they easily 
justify additional administrative fees from the fed-
eral government.

The preceding proposals would benefit many cur-
rent public housing tenants without greater cost to 
taxpayers. Only public housing tenants who initially 
want to remain in units in projects sold by housing 
authorities and who do not prefer their new situ-
ation after their displacement would be hurt. The 
public housing tenants that accept vouchers would 
obviously be better off because they could have 
stayed in their current units on the old terms. They 
would move to housing meeting HUD’s housing 
standards that better suits their preferences and 
circumstances. Under the proposal, each housing 
agency would receive the same amount each year 
from the federal government as under the current 
system, and each would have the same assets, name-
ly, the land and structures on which its projects are 
located. However, these assets would be better used, 
and the proposal would provide housing agencies 
with more money to better serve assisted families 
who remain in public housing. The additional mon-
ey would come from selling projects and charging 
market rents for the units vacated by current public 
housing tenants. The proposal would greatly facili-
tate the sale of projects that are not worth reno-
vating. The requirement that these projects must 
be sold to the highest bidder ensures that the land 
and structures would be put to their highest valued 
use and maximizes the money available to help low-
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income families with their housing. It also avoids 
scandals associated with sweetheart deals. The dys-
functional public housing program of the twentieth 
century would wither, but public housing agencies 
would do a much better job in helping low-income 
families with their housing without spending ad-
ditional money.

transitioning from Private subsidized 
Projects to tenant-Based Assistance

The second broad proposal is that contracts with 
the owners of private subsidized projects should 
not be renewed. The initial agreements that led to 
the building or substantial rehabilitation of these 
projects called for their owners to provide housing 
meeting certain standards to households with par-
ticular characteristics at certain rents for a specified 
number of years. At the end of the use agreement, 
the government must decide on the terms of the 
new agreement and the private parties must decide 
whether to participate on these terms. A substantial 
number of projects have come to the end of their 
use agreement in recent years and many more will 
come to the end of theirs over the next decade. When 
use agreements are not renewed, current occupants 
are provided with other housing assistance, usually 
tenant-based vouchers. Up to this point, housing 
policy has leaned heavily in the direction of provid-
ing owners with a sufficient subsidy to induce them 
to continue to serve the low-income households in 
their projects. This has been the primary purpose 
of the Section 8 Loan Management Set-Aside, the 
Preservation Incentives, and the Mark-to-Market 
program (Hilton et al. 2004, pp. 1–2).

We should not repeat the mistakes of these pro-
grams by continuing to subsidize private housing 
projects. Instead, we should give their tenants por-
table vouchers and force the owners to compete 
for their business. It is important to realize that 
for-profit sponsors will not agree to extend the use 
agreement unless this provides at least as much 
profit as operating in the unsubsidized market pro-
vides. If the owner is offered a lower profit than 
in the unsubsidized market, the owner will leave 

the program. Therefore, government subsidies can 
only err in the direction of providing excess profits 
to these private projects. We should leave the job of 
getting value for the money spent to the people who 
have the greatest incentive to do it: the recipients of 
housing assistance.

It is often argued that giving families that live in pri-
vately owned subsidized housing projects portable 
housing vouchers at the end of the use agreement 
will force them to move. This concern is certainly 
not valid unless the payment standard is below the 
market rent of the unit. If the payment standard is 
equal to the market rent, it would enable the family 
to continue to live in its current unit without devot-
ing more of its income to rent, and it would offer 
the family options to its current unit that it might 
prefer. The evidence on the cost-effectiveness of re-
newing use agreements versus tenant-based hous-
ing vouchers indicates that offering such vouchers 
would reduce the taxpayer cost of assisting these 
families. The savings could be used to assist addi-
tional families.

Others argue that the failure to renew use agree-
ments on privately owned subsidized projects re-
duces the number of affordable housing units. In 
fact, portable vouchers make many units affordable 
to low-income families since they can use these 
vouchers outside of designated housing projects. 
When use agreements are extended, the only unit 
that is made affordable to an assisted family living 
in the project is its current unit. Terminating use 
agreements does not change the number of house-
holds or the number of dwelling units and has no 
effect on the overall vacancy rate.

Phasing out current Production 
Programs and Avoiding new Production 
Programs

Third, the construction of additional public or pri-
vate projects should not be subsidized. This involves 
terminating or phasing out current production pro-
grams and avoiding new production programs.12
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 The LIHTC is the largest active production 
program. It subsidizes more units than all of the 
other active production programs combined. The 
Tax Credit program is already the nation’s second 
largest low-income housing program, and it is the 
fastest growing. In 2006, the tax credits themselves 
involved a tax expenditure of about $4 billion. 
However, these projects received additional devel-
opment subsidies from state and local governments 
(usually funded through federal intergovernmental 
grants) accounting for one-third of total develop-
ment subsidies (Cummings and DiPasquale 1999, 
p. 299). Therefore, the total development subsidies 
were about $6 billion a year. Furthermore, GAO 
(1997, p. 40) found that owners of tax credit proj-
ects received subsidies in the form of unit-based or 
tenant-based Section 8 assistance on behalf of 40 
percent of their tenants. If the per unit cost of these 
subsidies was equal to the per unit cost of tenant-
based housing vouchers in 2006, those subsidies 
would add more than $4 billion a year to the cost 
of the tax credit program. Thus, the cost of the pro-
gram to taxpayers was about $10 billion in 2006.

The GAO results on the cost-effectiveness of the 
Tax Credit program, combined with the results of 
studies of similar earlier programs, suggest that 
money currently spent on the LIHTC would be 
better spent on expanding the Section 8 Voucher 
program. It might be argued that the GAO results 
are not sufficiently compelling to justify immedi-
ate termination of this program, and that the Tax 
Credit program is sufficiently different from older 
production programs to make evidence of their ef-
fects of little relevance for this decision. The GAO 
results are convincing enough, however, to justify 
rescinding the indexing of the tax credit for inflation 
and immediately launching a careful, independent 
analysis of the cost-effectiveness of the Tax Credit 
program. The reduced tax expenditures on the LI-

HTC could be diverted to a refundable tax credit 
for low-income first-time homebuyers, thereby 
offsetting to some extent the antihomeownership 
bias of the current system of low-income housing 
assistance (Olsen 2007).

Similar remarks apply to other active produc-
tion programs. For example, no additional money 
should be allocated to HOPE VI. This program 
has been HUD’s major production program over 
the past decade. It is an initiative within the public 
housing program under which some of the worst 
public housing projects have been torn down and 
replaced by new housing built at lower density on 
the same site. This program is an improvement 
over traditional public housing in that it avoids 
concentrating the poorest families at high densities 
in projects. However, the GAO study reveals that 
it is highly cost-ineffective compared with tenant-
based vouchers that also avoid these concentrations. 
Therefore, the money that would have been spent 
on HOPE VI is better allocated to the much more 
cost-effective Section 8 Voucher program or added 
to the budget of each housing authority to operate 
its reformed public housing program.13 This shift 
in the budget for housing assistance would allow us 
to provide all of the families that would have lived 
in HOPE VI projects with rental units meeting 
minimum housing standards, and would allow us 
to assist tens of thousands of additional families that 
would otherwise live in deplorable housing.

It might be argued that this recommendation ig-
nores the positive effect of HOPE VI projects on 
their neighborhoods. HOPE VI projects are much 
more attractive than the housing projects that they 
replaced, the density of the housing is much lower, 
families with higher incomes occupy some of the 
units built, and the most troublesome tenants are 
not allowed to return. Therefore, it is reasonable to 

12. Under the cover of dealing with the current housing crisis, the Housing and Economic Recovery Act of 2008 signed by the president on 
July 30, 2008, moved the current system in the opposite direction. It established an affordable housing trust fund financed by Federal Na-
tional Mortgage Association (FNMA, or Fannie Mae) and Federal Home Mortgage Corporation (FHMC, or Freddie Mac) and increased 
subsidies delivered through low-income housing tax credits and tax-exempt housing bond authority.

13. This money could be divided among public housing authorities using a formula that accounts for the size of their public housing program 
and the ages of its units.
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expect HOPE VI projects to make neighborhoods 
in which they are located more attractive places 
to live. However, the same beneficial effect on the 
neighborhood could surely be achieved at a small 
fraction of the cost of HOPE VI redevelopment. 
For example, the old public housing project could 
be torn down, some of its land devoted to public 
facilities such as parks, and the rest sold to the high-
est bidder. Many alternative uses of the land would 
surely improve the neighborhood as much as HOPE 
VI redevelopment and have a much lower taxpayer 
cost. The savings could be used to provide housing 
vouchers to a larger number of low-income house-
holds than were served by the old public housing 
project, let alone the HOPE VI redevelopment of 
that project. Selling much of the land to the high-
est bidder would almost surely lead to private rede-
velopment that would improve the neighborhood, 
and this sale would generate additional revenue to 
provide vouchers to more households. Since public 
housing projects pay only a small fraction of full 
property taxes, it also would generate more revenue 
for local governments to deal with a host of prob-
lems.

Finally, there should be no new production pro-
grams. Congress should reject the administration’s 
proposal for a tax credit to selected builders of 
housing for low-income homeowners modeled 
after the LIHTC.14 It also should reject the Mil-
lennial Housing Commission’s (2002) proposals to 
create new programs of unit-based assistance such 
as tax incentives to preserve and expand the stock 
of existing units providing unit-based assistance, a 
new rental production program with a 100 percent 
capital subsidy, and elimination of limits on the 
amounts of Mortgage Revenue Bonds that states 
can issue to finance low-income housing projects. 
For the same reason, Congress should reject the 
National Housing Trust Fund Act of 2007 (H.R. 
2895) until it is modified to direct the funds in-
volved to tenant-based assistance. Launching a new 
construction program is particularly inappropriate 
when rental vacancy rates are at historic high lev-
els.15 Any additional money for housing assistance 
should be used to expand the Housing Choice 
Voucher program.

14. The administration’s American Dream Program to provide a part of the down payment on a house for low-income families is not subject 
to the same criticisms. Since this program is well designed to benefit low-income families and increase their homeownership rate without 
creating other distortions, a good case can be made for it.

15. See http://www.census.gov/hhes/www/housing/hvs/qtr307/q307tab1.html.
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The argument for replacing unit-based with 
tenant-based assistance is based on evidence 
on program performance. This section ar-

gues for an entitlement program of housing assis-
tance based on taxpayer preferences. In combina-
tion, these arguments imply that we should have 
an entitlement program of tenant-based housing 
assistance.

Unlike other major means-tested transfer programs, 
housing assistance as mandated by the Housing Act 
of 1949 is not an entitlement, despite its stated goal 
of “a decent home and suitable living environment 
for every American family.” Millions of the poor-
est families are not offered any housing assistance, 
while a smaller number of equally poor families re-
ceive large subsidies. For example, an assisted fam-
ily with one child and an adjusted annual income of 
$10,000 living in an area with the program’s average 
payment standard would have received an annual 
housing subsidy of $6,600 from the Housing Choice 
Voucher program in 2007 if it occupied an apart-
ment renting for at least the payment standard. The 
majority of families with the same characteristics 
living in that locality would receive no subsidy from 
any low-income housing program. Furthermore, 
the majority of the poorest eligible families receive 
no assistance while many families with considerably 
greater income are assisted. This is not because the 
poorest families do not want assistance on the terms 
offered: the waiting lists of public housing authori-
ties are long, would be much longer in many cases 
if they were open continuously for new applicants, 
and consist largely of families with extremely low 
incomes.16

5. Justification and Design of an entitlement Housing Voucher 
Program

It is difficult to reconcile these features of the low-
income housing programs with plausible taxpayer 
preferences. How would taxpayers who want to help 
low-income families with their housing feel about 
dividing a fixed amount of assistance between two 
families that are identical in his or her eyes? Surely, 
almost all would divide the money equally between 
the two families.

Another strong argument for an entitlement hous-
ing assistance program for the poorest individuals 
and families is its effect on homelessness (Khadduri 
2008). The homeless are the poorest of the poor. 
Almost all would be eligible for an entitlement 
housing voucher program that could be funded 
with the current budget for low-income housing 
assistance. Without extraordinary outreach, an 
entitlement program of housing assistance for the 
poorest individuals and families would eliminate 
homelessness except possibly for the chronic home-
less—those who suffer from serious mental illness 
and substance abuse (Early and Olsen 2002).17 The 
results of the recently completed Welfare to Work 
Voucher Experiment provide further evidence of 
the power of housing vouchers to address homeless-
ness (Abt Associates et al. 2006). Housing vouchers 
also have proven extremely effective in getting the 
chronic homeless off the streets, though it requires 
a proactive approach to reach these people. These 
individuals are much more willing to live in a regu-
lar apartment than in a homeless shelter, and it is 
much easier to deliver other services to them when 
they have a fixed address than when they live on 
the streets.18 One of the country’s leading experts 
on homelessness argues that “the current system of 
providing temporary shelter in lieu of rental assis-

16. This information is in the annual plans that public housing authorities submit to HUD each year. See http://www.hud.gov/offices/pih/
pha/.

17. Existing homeless shelters will certainly be a part of the solution to dealing with homelessness. Due to the time necessary to determine 
eligibility and find regular housing, an entitlement housing assistance program for the poorest households will not eliminate the desirability 
of some short-term facilities to house people who would otherwise live on the streets. Although we might want to fund them in a different 
manner, existing shelters would surely be among the short-term facilities used.

18. This is the thrust of the promising Housing First approach. See http://www.endhomelessness.org/section/tools/housingfirst.
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tance would appear to be relatively inefficient, since 
it is a less direct method of addressing the afford-
ability gap and since, compared with independent 
housing, it carries such significant administrative 
and facility costs in addition to the social costs of 
disruptive shelter stays on families and children” 
(Culhane et al. 2007, p. 26).

The preceding argues strongly that a program of 
housing assistance should be an entitlement for 
the poorest families. To say that housing assistance 
should be an entitlement is not to say that it should 
be designed to ensure that all eligible families par-
ticipate. It is inevitable that the participation rate 
will be less than 100 percent even in a well-designed 
entitlement housing assistance program. An entitle-
ment housing assistance program should provide 
no subsidy to families with incomes at the upper 
limit for eligibility to avoid the inequity that results 
from offering families with incomes just below the 
upper income limit a higher standard of living than 
families with incomes just above it. This implies 
that families with incomes just above the income 
limit for eligibility will be eligible for small subsi-
dies. In order to get this subsidy, they will have to 
occupy a unit meeting particular housing standards, 
spend time filling out paperwork and dealing with 
program administrators, and reveal personal infor-
mation. These requirements are all inherent in op-
erating a means-tested housing program. Further-
more, few enjoy accepting public or private charity. 
For all of these reasons, many eligible families will 
choose not to participate in an entitlement housing 
assistance program.

What would be the participation rate in an entitle-
ment housing program? The participation rate in 
the tenant-based entitlement housing assistance 
programs operated in the 1970s in Green Bay and 
South Bend as a part of EHAP was about 32 percent. 
However, evidence from EHAP indicates clearly 
that participation depends on the generosity of the 

subsidy, among other things. Studies of the success 
rate in the Section 8 Certificate and Voucher pro-
grams also accord with this commonsensical result 
(Finkel and Buron 2001). Thus, the participation 
rate would be different in different entitlement 
housing programs.

In ongoing revisions of their 2006 paper, Olsen and 
Tebbs have estimated the effects on the number of 
families served that would result from replacing 
HUD’s major low-income housing programs with 
several entitlement housing voucher programs that 
have the same direct taxpayer cost. These estimates 
are based on data from HUD’s administrative re-
cords and the 5 percent Public Use Microdata Sam-
ple from the 2000 Decennial Census.19 The partici-
pation rate in the entitlement program for families 
of each type is based on experience from the only 
entitlement housing assistance program that has 
been operated in the United States: the Housing 
Assistance Supply Experiment. Like the Supply 
Experiment, the entitlement programs analyzed by 
Olsen and Tebbs provide a subsidy conditional on 
occupying a unit meeting certain minimum hous-
ing standards. The magnitude of the subsidy is 
equal to a payment standard minus 30 percent of 
the recipient’s adjusted income. Payment standards 
are larger for families whose size and composition 
justifies more bedrooms, and they are different in 
different localities. They are designed so that re-
cipients who occupy units renting for the local pay-
ment standard live in equally good housing in all 
locations. The upper-income limit for eligibility is 
the lowest income at which the subsidy is zero. Un-
like the current system, then, income limits are the 
same in real terms in all localities. In Washington, 
DC in 2000, the upper-income limits for the pro-
posed program analyzed below would range from 
$17,479 a year for families entitled to an efficiency 
apartment to $49,642 a year for families entitled to 
eight bedrooms. For families entitled to two bed-
rooms, it is $19,421.

19. For reasons that are not important for present purposes, single nonelderly households are excluded from the calculations. It is assumed 
that these households continue to be served by current programs. The money used to serve them is not available for the entitlement pro-
gram.
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 Tables 6 through 9 report the results for one of 
the entitlement voucher programs analyzed. There 
were 88.2 million households in the United States 
in 2000 who were not single nonelderly households. 
About 13.3 million (15 percent) of these house-
holds would have been eligible for the proposed 
entitlement program. It is estimated that 5.8 mil-
lion households would have participated in it, so the 
participation rate would have been about 44 per-
cent. This is a low participation rate compared with 
existing entitlement welfare programs. However, it 
is reasonable to expect that the participation rate in 
an entitlement housing voucher program would be 
lower than in programs that provide equally gener-
ous subsidies for other goods because many families 
must move in order to satisfy the program’s mini-
mum housing standards. Subsidies for other goods 
do not have this cost of participation. The partici-
pation rate would be even lower for an equally gen-
erous entitlement program of unit-based housing 
assistance because all families must move in order 
to participate.

Table 6 reports the percentage of all households of 
each size in each real income decile that are served 
by the HUD programs replaced by the proposed 
entitlement housing voucher program. Even in the 

20. The percentage served by all low-income housing programs would be larger in each cell, but probably not that much larger for the lowest 
real incomes because the largest program not included in the calculations, the LIHTC, serves few extremely poor households who do not 
receive assistance from one of the HUD programs replaced.

lowest real income decile, the highest fraction served 
is less than 40 percent.20 Table 7 displays participa-
tion rates in the HUD programs replaced for vari-
ous subgroups by real income and household size. 
The most striking feature of these results is that 
participation rates are much higher for blacks than 
for whites or Hispanics with the same real income 
and household size. Table 8 reports the number of 
households in each real income and household size 
category served by the HUD programs replaced 
and the estimated number that would be served by 
the entitlement housing voucher program. It indi-
cates that more households of each size in the low-
est two deciles would be served by the entitlement 
program. Table 9 summarizes the overall results. It 
indicates that the proposed entitlement program 
would assist about 2.4 million more families than 
the HUD programs replaced, and it would serve 
more families of each type—white, black, or His-
panic; elderly or nonelderly; and families living 
in metropolitan or nonmetropolitan areas. Other 
entitlement voucher programs with somewhat dif-
ferent parameters would produce the same general 
pattern but different numerical results.

  real income decile    Household size

  1 2 �  4 5 6+ All

 1 �2.6 28.� �8.5  �5.5 �0.1 26.2 �2.2

 2 8.0 8.9 15.6  16.0 15.8 16.� 11.0

 3 0.7 1.4 �.�  �.8 4.� 5.0 2.2

 4 0.1 0.2 0.5  0.7 1.0 1.� 0.4

 5 0.0 0.0 0.1  0.2 0.2 0.4 0.1

Sources: HUD’s Multifamily Tenant Characteristics and Tenant Rental Assistance Certification Systems. 
Note: Since they account for only one-tenth of a percent of all participants, all tables exclude households with real incomes greater than the median. Table also excludes 
single nonelderly households.

tABLe 6 

Participation rates in HuD Programs replaced in 2000 (percent)
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tABLe 7 

subgroup Participation rates in HuD Programs replaced in 2000 (percent)

    Household size

 1 2 3  4 5 6+ All

Group                     first decile of real income

white �0.� 21.9 �1.7  29.7 26.7 25.8 27.8

Black 4�.9 52.4 64.1  62.5 51.0 44.1 5�.4

Hispanic 45.4 28.6 28.5  24.6 18.2 1�.7 28.2

Elderly �2.6 17.0 14.9  14.9 12.2 8.5 �0.0

Nonelderly N/A �1.1 �9.6  �6.0 �0.5 26.7 ��.9

Metro �5.� 29.0 �8.6  �5.7 �0.4 26.9 ��.5

Nonmetro 24.� 25.7 �8.1  �4.8 28.9 22.5 27.8

                   second decile of real income

white 7.7 6.6 11.7  12.5 1�.9 15.6 8.7

Black 11.7 20.4 �2.1  �5.� �1.7 �0.� 25.1

Hispanic 5.8 9.5 11.6  10.8 9.8 8.� 9.9

Elderly 8.0 6.1 6.2  8.0 8.1 6.6 7.4

Nonelderly N/A 10.4 16.5  16.� 16.1 16.6 14.1

Metro 8.4 9.8 16.4  16.7 16.� 16.7 11.8

Nonmetro 6.8 6.4 12.8  1�.6 1�.7 14.0 8.7

Source: Author’s calculations with Jeff Tebbs. 
Note: Table excludes single nonelderly households. N/A = not applicable



GettinG More froM Low-incoMe HousinG AssistAnce

28 THE HAMILTON PROJECT  |   THE BROOkINgS INSTITUTION

 tABLe 8 

number of Households served by HuD Programs replaced and entitlement Housing Voucher  
Program with same taxpayer cost, 2000

real income decile                       Household size

  1 2 3  4 5 6+ All

                      Programs replaced

 1 8�8,989 587,152 441,722  260,064 11�,117 67,458 2,�08,501

 2 208,467 2��,�94 192,975  1�5,18� 69,608 50,004 889,6�0

 � 11,545 42,441 44,826  �7,182 21,69� 18,024 175,711

 4 674 6,662 8,002  7,889 5,599 5,12� ��,947

 5 114 1,760 2,141  2,�65 1,67� 1,570 9,622

                    entitlement program

 1 971,552 915,576 680,4�6  4�7,�17 215,067 128,449 �,�48,�98

 2 26�,148 419,661 498,664  �84,7�2 220,462 1�8,459 1,925,126

 � 0 24,658 106,245  121,9�4 115,044 114,582 482,464

 4 0 0 562  �,45� 7,754 �5,661 47,4�0

 5 0 0 0  0 124 7,617 7,741

                      Absolute increase

 1 1�2,56� �28,424 2�8,714  177,25� 101,951 60,992 1,0�9,897

 2 54,682 186,267 �05,689  249,549 150,854 88,455 1,0�5,496

 � –11,545 –17,78� 61,419  84,75� 9�,�52 96,559 �06,75�

 4 –674 –6,662 –7,440  –4,4�5 2,155 �0,5�8 1�,48�

 5 –114 –1,760 –2,141  –2,�65 –1,549 6,048 –1,881

Sources: Data from PUMS5 2000 Decennial Census; participation prediction equation from Housing Assistance Supply Experiment 
Note: Single nonelderly households are excluded from the reform. Under the proposed entitlement voucher program, the payment standard for two-bedroom units is 
adjusted across localities for differences in the rents of identical units. The payment standard for an efficiency is 90 percent of the two-bedroom payment standard. The 
payment standard for a one-bedroom unit is 95 percent of the payment standard for a two-bedroom unit. For other numbers of bedrooms, standard adjustments in 
HUD’s Section 8 Voucher program are used.
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tABLe 9 

summary of effects of Proposed reform on number of Households served, 2000

Group Programs replaced entitlement voucher Absolute increase increase 
    (percent)

All �,442,11� 5,812,601 2,�70,488 69

white 1,886,970 �,�58,501 1,471,5�1 78

Black 1,408,461 1,541,��2 1�2,871 9

Hispanic 452,415 1,196,278 74�,86� 164

Elderly 1,224,7�0 1,588,10� �6�,�7� �0

Nonelderly 2,197,�8� 4,224,498 2,027,115 92

Metro 2,767,870 4,7�7,794 1,969,924 71

Nonmetro 654,24� 1,074,807 420,564 64

Source: Author’s calculations with Jeff Tebbs.

The main argument against making housing assis-
tance an entitlement is that it would be too expen-
sive. Delivering housing assistance to all currently 
eligible families using the current mix of housing 
programs would almost surely greatly increase the 
amount spent on housing assistance, though this 
magnitude has not been estimated. However, we do 
not have to make more than 40 percent of the popu-
lation eligible for low-income housing assistance. 
Furthermore, we can reduce the fraction of hous-
ing assistance delivered through programs that are 
cost-ineffective, and we can provide new recipients 
of housing assistance with smaller subsidies.21 If we 

reduce the fraction of the population eligible for 
housing assistance, increase the fraction of fami-
lies served by tenant-based assistance, or reduce 
the subsidy to new recipients under each housing 
program, the cost of an entitlement housing as-
sistance program would be less than commonly 
assumed. Olsen and Tebbs’s (in progress) analysis 
shows that it is possible to design an entitlement 
housing voucher program that serves many more 
households in each major group and more of the 
poorest households of each size without spending 
more money.

21. It is extremely difficult to determine how many households are eligible for low-income housing assistance under the current system be-
cause housing programs have implicit as well as explicit income limits, different explicit limits for admission into a program and continued 
receipt of assistance, and implicit limits within a program that depend on the particular dwelling unit involved. The most common explicit 
limit for initial receipt of assistance is HUD’s very low income limit based on 50 percent of the local median income. In 2005, about 29 
percent of all households (owners and renters) had incomes less than these limits. The most common explicit limit for continued receipt 
of assistance is HUD’s low income limit based on 80 percent of the local median income. About 47 percent of all households had incomes 
less than these limits. See HUD’s Housing Affordability Data System at http://www.huduser.org/datasets/hads/hads.html.
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The proposals in this paper involve shifting 
money from one method of delivering hous-
ing assistance to another. Since taxpayers 

continue to pay the same taxes to support housing 
assistance, they gain only because people whom 
they care about are better served. This section sum-
marizes the effects of these reallocations on low-
income households.

One major effect of the proposed shifts is that mil-
lions of additional households will receive housing 
assistance. Evidence indicates that these households 
would live in better housing and neighborhoods, 
and they would have more money to spend on other 
goods (Abt Associates et al. 2006). In addition, mil-
lions of households that would have received as-
sistance under the old budgetary allocation would 
live in housing and neighborhoods that they prefer 
to the units in housing projects that they would 
have occupied with the continuation of the current 
system. The MTO demonstration provides direct 
evidence on the effects of the public housing reform 
proposal for public housing tenants living in cen-
sus tracts with high poverty rates (Orr et al. 2003). 
Since the vouchers involved in the public housing 
reform proposal in this paper are about as generous 
as regular Section 8 vouchers on average across all 
housing authorities, this evidence should provide a 
good indication of the proposed reform’s average 

6. Major effects of Proposed reforms

effects for this subset of public housing projects. 
On average, the families that accepted the regular 
Section 8 voucher in MTO moved into a better 
dwelling unit, a safer and nicer neighborhood, and 
a census tract with a much lower poverty rate.

The effect of the proposed reforms on the type of 
neighborhood occupied is not limited to public 
housing tenants living in high poverty neighbor-
hoods. In general, families with tenant-based hous-
ing vouchers are much less likely to live in high 
poverty areas than families in subsidized projects, 
and they are much more dispersed geographically. 
Newman and Schnare (1997, Table 3) report that 
only 5.3 percent of voucher recipients live in census 
tracts where the poverty rate exceeds 40 percent. In 
contrast, 10.4 percent of occupants of private sub-
sidized projects and 36.5 percent of public hous-
ing tenants live in such census tracts. Devine et al. 
(2003, p.12) find that more than 80 percent of cen-
sus tracts in the fifty largest metropolitan areas have 
some recipients of Section 8 vouchers, whereas only 
17 percent of census tracts have private subsidized 
projects and 8 percent have public housing projects. 
Based on the preceding information, it seems likely 
that the proposed reforms will promote economic 
integration in housing with its associated benefits.
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Tenant-based rental assistance has a much lower 
total cost than any program of unit-based as-
sistance for providing equally desirable hous-

ing, and it offers recipients much greater choice 
concerning the characteristics, neighborhood, and 
location of their housing. This makes a strong case 
for exclusive reliance on tenant-based assistance. 
Objections to this reform have been raised. This 
section addresses the main objections.

First, some are concerned that tenant-based assis-
tance will not work well in markets with the lowest 
vacancy rates because these markets do not have 
enough affordable vacant apartments that meet 
minimum housing standards to house all families 
who are offered vouchers. In fact, it is not neces-
sary for the number of vacant apartments that meet 
minimum housing standards and are affordable to 
voucher recipients to exceed the number of new 
and recycled vouchers available in order to use all 
vouchers available. Many families offered vouchers 
already occupy apartments meeting the program’s 
standards. We do not need vacant apartments for 
these families. They can participate without mov-
ing. Other families who are offered vouchers live 
in housing that does not meet Section 8 standards. 
However, these apartments can be repaired to meet 
the standards. Similarly, vacant apartments that do 
not initially meet the program’s standards can be 
upgraded to meet the standards. In short, a ten-
ant-based voucher program increases the supply of 
apartments meeting minimum housing standards.

The evidence from the tenant-based Section 8 
Certificate and Voucher programs illustrates these 
general points. One detailed analysis is based on 
data from a national random sample of thirty-three 
public housing authorities in 1993 (Kennedy and 
Finkel 1994). Thirty percent of all recipients out-
side New York City continued to live in the apart-

7. objections to exclusive reliance on tenant-Based Assistance

ments that they occupied prior to participating in 
the program (Kennedy and Finkel, p.15).22 Forty-
one percent of these apartments already met the 
program’s standards and 59 percent were repaired 
to meet the standards (Kennedy and Finkel, p. 83). 
About 70 percent of all recipients outside New York 
City moved to a new unit. About 48 percent of these 
apartments were repaired to meet the program’s 
standards (Kennedy and Finkel, p. 84). The rest 
moved to vacant apartments that already met the 
standards. Therefore, the apartments occupied by 
about half of the families that received certificates 
and vouchers outside New York City during this pe-
riod were repaired to meet the program’s standards. 
The previously mentioned sources have similar re-
sults for New York City. In this city, only 31 percent 
of the apartments occupied by recipients had to be 
repaired to meet the program’s standards.

The Housing Assistance Supply Experiment of the 
EHAP provides additional evidence on the ability 
of tenant-based vouchers to increase the supply of 
apartments meeting minimum housing standards 
even in tight housing markets. The Supply Experi-
ment involved operating an entitlement housing al-
lowance program for ten years in St. Joseph Coun-
ty, Indiana (which includes South Bend) and Brown 
County, Wisconsin (which includes Green Bay). 
About 20 percent of the families in the two coun-
ties were eligible to receive assistance (Lowry 1983, 
pp. 92–93). These sites were chosen because of the 
great difference in their vacancy rates in order to 
determine whether the outcomes of an entitlement 
housing allowance program depend importantly on 
this factor. At the outset of the Supply Experiment 
in 1973–1974, the vacancy rates in Brown County 
and St. Joseph County were 5.1 percent and 10.6 
percent, respectively (Lowry, p. 53). In 2000, only 
26 percent of the seventy-five largest metropolitan 
areas had vacancy rates less than the vacancy rate 

22. The authors analyzed New York City separately from the other housing authorities.
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 in Brown County, and only 20 percent had vacancy 
rates greater than the vacancy rate in St. Joseph 
County. Contrary to widely held expectations, the 
participation rate differed little between the two 
sites. Indeed, it was higher in the locality with the 
lower vacancy rate (Lowry, p. 122).

Data for analysis were collected during the first 
five years of the experiment in each site. During 
that period, about eleven thousand dwellings were 
repaired or improved to meet program standards 
entirely in response to tenant-based assistance and 
about five thousand families improved their hous-
ing by moving into apartments already meeting 
these standards (Lowry 1983, p. 24). The former 
represented more than a 9 percent increase in the 
supply of apartments meeting minimum housing 
standards. Tenant-based assistance alone produced 
a greater percentage increase in the supply of ade-
quate housing in these localities in five years than all 
of the federal government’s production programs 
for low-income families have produced in the past 
sixty-five years (Cutts and Olsen 2002, p. 232). The 
annual cost per household was less than $4,000 in 
today’s prices.

Some argue that the low success rates in the Section 
8 Voucher program in areas with low vacancy rates 
implies that the available vouchers cannot be used 
in these areas and hence new construction must be 
subsidized in order to serve additional low-income 
households. However, it is important to distinguish 
between a housing authority’s voucher success rate 
and its voucher utilization rate. An authority’s suc-
cess rate is defined as the percentage of the families 
authorized to search for a unit that receive a subsidy 
by occupying a unit meeting the program’s stan-
dards within the housing authority’s time limit. Its 
utilization rate is the fraction of all vouchers in use.

An authority’s success rate depends on many factors, 
including the local vacancy rate. One careful study 
of success rates (Kennedy and Finkel 1994) indi-
cates that, among localities that are the same with 
respect to other factors, those with the lowest va-
cancy rates have the lowest success rates. Obviously, 
it is more difficult to locate a suitable unit when 
the vacancy rate is low. However, housing market 
tightness does not explain most of the variation in 
success rates. Success rates also vary with family 
characteristics and program parameters. For ex-
ample, families that are eligible for larger subsidies 
due to lower incomes or higher payment standards 
have a higher success rate, presumably because they 
have a greater incentive to find a unit meeting the 
program’s standards.

For many years, public housing authorities have 
overissued vouchers and thereby achieved high 
utilization rates despite low success rates. By over-
issuing vouchers early in the year and adjusting 
the recycling of the vouchers that are returned by 
families who leave the program late in the year, 
housing authorities are able to come close to us-
ing their voucher budget. Their ability to use the 
money allocated to them is further enhanced by 
federal regulations that allow housing authorities 
to exceed their voucher budgets in a given year by 
modest amounts using their reserves and borrowing 
against next year’s allotment. According to HUD’s 
Fiscal 2004 Performance and Accountability Re-
port (HUD 2004), the voucher utilization rate was 
98.5 percent in that year.23

Although it is true that some families who are of-
fered vouchers do not find housing that suits them 
and meets the program’s standards within their 
housing authority’s time limit, other eligible fami-
lies in the same locality use these vouchers. This 
indicates clearly that the problem is not a lack of va-
cant apartments that meet program standards and 

23. Although housing authorities could achieve a voucher utilization rate close to 100 percent each year by adjusting the extent to which they 
overissue vouchers, they have not always done so. Like others, directors of housing authorities respond to incentives and disincentives. 
In recent years, they have faced disincentives that have led to lower voucher utilization rates. Sard and Coven (2006) analyze the effect of 
proposed changes in federal regulations intended to induce housing authorities to use all of their vouchers.
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are affordable to voucher recipients or apartments 
whose owners are willing to upgrade them to meet 
program standards. In the tightest housing markets, 
these apartments are more difficult to locate for ev-
eryone; families who do not receive subsidies also 
have trouble locating apartments in tight housing 
markets. The real issue is not whether tenant-based 
vouchers can be used in all market conditions, but 
rather whether it would be better to use new con-
struction or substantial rehabilitation programs in 
tight housing markets. Evidence from the 2001 and 
2002 reports from the GAO (2002) study indicates 
that tenant-based vouchers are more cost-effective 
than production programs even in markets with low 
vacancy rates. Another key question is which type 
of assistance gets eligible families into satisfactory 
housing faster. If the choice is between authorizing 
additional vouchers or additional units under any 
construction program, the answer is clear: tenant-
based vouchers get families into satisfactory housing 
much faster than any construction program even in 
the tightest housing markets. By overissuing vouch-
ers, housing agencies can put all of their vouchers to 
use in less than a year in any market conditions. No 
production program can hope to match this speed.

The second major objection to the exclusive reliance 
on tenant-based assistance is that new construction 
promotes neighborhood revitalization to a much 
greater extent than does tenant-based assistance. 
The evidence suggests that there is little difference 
between housing programs in this regard.

The evidence from the EHAP is that even an en-
titlement housing voucher program will have mod-
est effects on neighborhoods. The small literature 
on the Section 8 Voucher program confirms these 
findings for a similar nonentitlement program 
(Galster, Tatian, and Smith 1999; Lowry 1983, pp. 
205–17). These programs result in the upgrading 
of many existing dwellings, but this is almost surely 
concentrated on their interiors.

It is plausible that a new subsidized project built at 
low density in a neighborhood with the worst hous-
ing and poorest families would make that neighbor-

hood a more attractive place to live for some years 
after its construction. To compare the performance 
of different programs, however, it is important to 
consider the magnitude of neighborhood upgrad-
ing across all projects under each program over the 
life of these projects, the identity of the beneficiaries 
of this upgrading, and the extent to which upgrad-
ing of one neighborhood leads to the deterioration 
of other neighborhoods.

The primary beneficiaries of neighborhood up-
grading will be the owners of nearby properties. 
Since the majority of the poorest families are rent-
ers, it is plausible to believe that most of the hous-
ing units surrounding housing projects located in 
the poorest neighborhoods are rental. Therefore, 
if a newly built subsidized project makes the neigh-
borhood a more attractive place to live, the owners 
of this rental housing will charge higher rents and 
the value of their property will be greater. Since the 
occupants of this rental housing could have lived in 
a nicer neighborhood prior to the project by pay-
ing a higher rent, they are hurt by its construction. 
The poor in the project’s neighborhood will ben-
efit from the neighborhood upgrading only to the 
extent that they own the property surrounding the 
project.

With the passage of time, the initial residents will 
leave the improved neighborhood and others who 
value a better neighborhood more highly will re-
place them. Therefore, housing programs involv-
ing new construction will shift the location of the 
worst neighborhoods to some extent. The afore-
mentioned possibilities are rarely recognized in 
discussions of housing policy, let alone studied.

What has been studied is the extent to which proj-
ects under various housing programs affect the de-
sirability of the neighborhood. If a housing project 
makes its neighborhood a better place to live, it 
will increase neighborhood property values. Most 
existing studies find small positive effects on neigh-
borhood property values on average for some pro-
grams and small negative effects for others (Erick-
sen and Rosenthal 2007; Galster, Smith, et al. 1999, 
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 Chapter 4; Lee, Culhane, and Wachter 1999). The 
excellent study by Schwartz and colleagues (2006) is 
an exception. They find that a number of construc-
tion and rehabilitation programs in New York City 
have substantial positive effects on neighborhood 
property values. However, the weight of the evi-
dence still favors the view that no federal housing 
program has substantial effects on neighborhood 
property values on average across all of its units.

Third, it is often argued that we need to subsidize 
the construction of housing projects because some 
types of individuals and families—especially the el-
derly, persons with disabilities, and large families—
have difficulties using housing vouchers. In fact, the 
tenant-based voucher program serves many fami-
lies of these types. According to HUD’s “Resident 
Characteristics Report,” 45 percent of families in 
this program include either an elderly member or 
a member with a disability, and about 25 percent 
of the families served have at least four members. 
Thus, the objection that housing vouchers cannot 
be used to serve the disabled, elderly, and large fam-
ilies is counterfactual.

It is true that public housing and private subsidized 
projects tend to serve the elderly to a greater extent 
than the voucher program. About 31 percent of the 
families in public housing include an elderly person, 
as opposed to 18 percent in the voucher program. 
Public housing serves more elderly families (and 
hence smaller families) primarily because neigh-
borhood opposition to the building of projects for 
the elderly has been much less than opposition to 
building projects for families with children. As a re-
sult, a disproportionate number of public housing 
projects were built for the elderly. Similarly, private 
projects serve more elderly people, perhaps because 
they tend to be better tenants—they generally do 
less damage to the property, they generally do not 
disturb their neighbors, and so on. The owners of 
these projects are not paid more to serve tenants 
who are more troublesome.

However, housing vouchers serve persons with 
disabilities and large families to a greater extent. 

Around 33 percent of households in public hous-
ing include a disabled person, compared with 38 
percent in the voucher program. Only 18 percent 
include at least four members, as opposed to 25 
percent in the voucher program. The qualitative 
difference between vouchers and privately owned 
subsidized projects is similar.

Furthermore, if Congress felt that the current 
Section 8 Voucher program underserved certain 
groups, it could easily modify the program to in-
crease the number of families of these types served 
using targeting requirements similar to the income 
targeting requirements that apply to HUD’s pro-
grams. The income targeting regulations require 
that at least a certain fraction of new recipients 
have extremely low incomes according to HUD’s 
definition of this term. Participation in the voucher 
program by members of a group also could be in-
creased by increasing the maximum subsidy avail-
able to these households and thereby increasing 
their success rate (Finkel and Buron 2001).

Finally, it has been argued that economies of scale 
in providing services other than housing to the 
elderly and disabled justify project-based housing 
assistance. Although the magnitude of these scale 
economies has not been studied, their existence is 
beyond doubt. They explain the existence of hous-
ing combined with assisted care in the unsubsidized 
market.

This does not argue, however, for project-based 
housing assistance: these economies can be achieved 
under a system of tenant-based housing assistance. 
The scale economies involved are surely smaller 
than scale economies in the provision of services 
in nursing homes. Medicaid subsidizes low-income 
individuals to live in nursing homes. This is not 
done by subsidizing their construction and requir-
ing recipients to live in particular nursing homes 
in order to receive assistance. Instead, eligible indi-
viduals can choose any nursing home that meets the 
program’s minimum standards for care and charges 
less than the program’s maximum payment. Private 
business firms and not-for-profit organizations 
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have built nursing homes in response to the demand 
created by this subsidy. A similar approach could 
be used to provide low-income housing assistance 
to individuals with special needs. These individuals 
could be offered vouchers that are more generous 
on the condition that they live in a building that 
provides the desired extra services. As is the case 
under current housing programs that provide extra 
services, the extra subsidy would not have to be suf-
ficient to pay for them. Under HUD’s Section 202 
Supportive Housing for the Elderly program, proj-
ect owners are required to provide certain support-
ive services. However, the program places an upper 
limit of $15 per unit per month on the amount of 
the HUD subsidy and standard tenant rent that 
can be used for supportive services. The bulk of the 
money for supportive services comes from other 
public and private sources. HUD’s Section 811 
Supportive Housing for Persons with Disabilities is 
a similar program. As in the case of these programs, 
the purpose of the more-generous voucher subsidy 
is to pay for the staff needed to arrange and main-
tain the subsidies for supportive services.

This section has addressed the major objections 
to exclusive reliance on tenant-based housing as-
sistance. It argues that a tenant-based voucher pro-
gram can be used to get recipients into adequate 
housing faster than production programs even in 
the tightest housing markets, in part because it rap-
idly increases the supply of adequate housing. We 
do not need production programs for this purpose. 
Production programs have not had a perceptibly 
greater effect on neighborhood revitalization than 
tenant-based vouchers. The housing voucher pro-
gram serves well the disabled, elderly, and large 
families. If we want to serve more families of these 
types in a nonentitlement housing voucher pro-
gram we can do so easily with targeting rules. In 
an entitlement program, that goal is easily achieved 
with higher subsidies. Finally, achieving economies 
of scale in the provision of services other than hous-
ing to recipients of low-income housing assistance 
can be achieved as easily with tenant-based as with 
project-based housing assistance.
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Given the many competing demands on the 
federal budget in coming years, the ques-
tion is, how can we continue to serve cur-

rent recipients equally well and serve some of the 
poorest families who have not yet been offered as-
sistance? The answer is that we must use the money 
available more wisely.

The stated goal of the Housing Act of 1949 is “a 
decent home and suitable living environment for 
every American family.” We can move closer to this 
goal by transferring funds from less cost-effective 
methods for delivering housing assistance to the 
most cost-effective approach and providing smaller 
subsidies to new recipients of housing assistance 
than received by current recipients. Research on 
the effects of housing programs shows that we can 
serve current recipients equally well (that is, provide 
them with equally good housing for the same rent) 
and serve many additional families by shifting re-
sources from unit-based to tenant-based assistance. 
We should learn from our past mistakes and not 
heed the call for new production programs. Indeed, 
we should go farther and terminate current pro-
duction programs, and disengage from unit-based 
assistance to existing apartments as soon as current 
contractual commitments permit.

In assessing the political feasibility of the type of 
fundamental reform considered in this paper, it is 
important to realize that this reform need not be 
implemented overnight. A politically feasible re-
form would involve a transition that does not harm, 
or even benefits, the overwhelming majority of cur-
rent recipients of low-income housing assistance. 
For example, public housing tenants could be of-
fered a choice between housing vouchers and stay-
ing in their current units on the same terms. This 
will benefit some without hurting others. Current 
recipients of Section 8 vouchers could be allowed 
to receive the generous subsidies that are now of-
fered by the program while new recipients receive 
less generous subsidies so that more households can 
be served. Reform also must honor legal commit-
ments. For example, payments on current terms will 
be provided to owners of private subsidized projects 
until the end of their use agreements. Occupants of 
these projects will not be offered vouchers until that 
time, and they might be provided with relocation 
assistance if they decide to move.

8. conclusion
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