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The Debate Over Impact Fees 

Jose Antonio Gomez-Ibanez 


In April, the Institute for Government and 
Public Affairs at the University ofIllinois 
sponsored an Impact Fee Symposium, 
organized by Professor Jan Brueckner ofthe 
University's Department ofEconomics. The 
event's purpose was to foster a discussion of 
impact fees, which the public sector some
times levies on private parties wishing to 
develop real estate. Representatives ofthe 
academic and legal communities, the home 

building industry, and local government 
participated. Harvard University's Jose A. 
Gomez-Ibanez, an expert on impact fees and 
co-author ofREGULATION FOR REVENUE: 

THE POUTlCAL ECONOMY OF LAND USE 

EXACTIONS (Brookings, 1993, with Alan 
Altshuler), delivered a keynote address. 
Excerpts ofthat address follow. 

Both the opponents and the advocates of 
impact fees should exercise caution. The 
general idea behind an impact fee, or an 
exaction, is to get real estate developers 
to pay some of the costs of off-site public 
services that their residential or commer
cial projects require. The impact fee is an 
extension of an old idea. Developers have 
long had to provide for on-site improve
ments; with impact fees they help pay for 
improvements away from the immediate 
site as wel1. While off-site public services 
typically refer to infrastructure, such as 
roads and sewers and water, they have 
come increasingly to include social 

services, such as schools, low-income 
housing, and even day care centers. 

Why Opponents Should Be Cautious 
There are legitimate reasons why the 
movement to impact fees has been so 
popular. First, the fiscal pressures that 
have led cities to consider impact fees are 
serious, especially in communities that 
are rapidly growing. Intergovernmental 
aid to local communities has been cut 
back, even as mandates to provide addi
tional services have increased. While 
growth has always put pressure on 
localities, urban governments today have 
fewer financial resources for dealing with 
this pressure than they had in the past. 

Second, growth can be controversial. 
The land use politics of the 1950s and 
1960s, often dominated at the local level 
by pro-growth forces, has fundamentally 
changed. Now there are strong coalitions 
that are skeptical about the benefits of 
growth. Officials in growing localities 
must walk a path between the old pro
growth forces, which remain strong, and 
the new anti-growth skeptics. For these 
embattled officials, impact fees represent 
a remarkably useful and flexible compro
mise. Levying exactions allows private 
parties to develop, while the public sector 
can appear responsive to groups that are 
not enthusiastic about development. 
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Third, with regard to impact fees, all 
evaluation is relati ve: if not impact fees, 
then what? Without these fees, how are 
the political issues surrounding local 
growth going to be addressed? Will 
communities simply tolerate additional 
congestion, or would voters prefer to pay 
higher property taxes? Or perhaps oppo
nents of growth will find ways to stop 
new construction altogether. Since this 
latter altemati ve may be the most realistic 
one for many localities, developers might 
be wise to leave impact fees on the table. 

Why Proponents Should Be Cautious 
Caution is also in order for proponents 
of impact fees. The first reason is that, 
while the fiscal impacts of growth are 
serious, they also are often exaggerated. 
Because growth is such a visible phe
nomenon, it tends to receive more blame 
than it really deserves; advocates of 
impact fees ought to recognize that there 
are many other causes for increased 
spending on infrastructure and social 
services. For example, higher income 
growth alone leads to increased consump
tion of public services. As household 
incomes rise slowly over time, people use 
more water, and they spend more time 
driving; economists say that services 
such as water and roads have fairly high 
income elasticities. Moreover, much of 
a community's infrastructure spending 
is driven not just by higher per-capita 
incomes of the service users, but also by 
higher standards for the services being 
provided. For example, the stricter 
environmental standards applied to 
landfills and water treatment facilities 
increase the costs of public services, yet 
these standards are not growth-related. 

Second, impact fees are unlikely to 
encourage a more efficient use of land 
or infrastructure. Of course, proponents 
believe that impact fees do promote more 
efficient land use, in that if a developer 
is unwilling to reimburse the costs that 
the development is expected to impose on 
society, then the project does not consti
tute an efficient use of the land. Yet an 
exaction constitutes a connection charge 
rather than a passing along of the costs 
of providing services; the developer pays 
an impact fee for the privilege of having 
the new project connected to the commu
nity's water, road, and school systems. 

And while the public sector typically 
incurs capital expenditures in expanding 
regional water, roadway, or education 
facilities to accommodate a new develop
ment, the added costs of managing the 
infrastructure are determined not so 
much by the number of users ultimately 
connected as by their use of the system. 

As a result, impact fees really are just 
crude approximations of what should be 
paid as user charges. Under the impact 
fee system, lot owners who use less than 
"their share" of the water, road, or school 
systems (perhaps they are smaller-than
average households or businesses) get no 
credit for their underutilization of public 
services. Moreover, the costs that the 
community incurs in connecting a new 
development are likely to vary by loca
tion, yet impact fees seldom vary by 
location. Thus, the incentive to spatially 
distribute activity in a more efficient 
manner is limited as well. We should 
be candid about the fact that exactions 
are primarily a fiscal device for raising 
money and closing budget gaps, rather 
than a means of channeling growth in 
more constructive directions and encour
aging more responsible use of resources. 

TIrird, there is a substantial risk that 
impact fees will lead to certain types of 
inequities. When an exaction is imposed 
on a residential development, the key 
question is whether the burden ultimately 
will be borne by the developer, by the 
home buyer, or by the seller from whom 
the developer purchases the land. The 
developer would be expected to try to 
push the impact fee, at least in part, for
ward onto the home buyer or backward 
onto the land seller. A growing consensus 
among economists is that, in the long run, 
almost all of any impact fee is passed 
on to the consumer, and that the result is 
higher home prices. 

There are, however, three important 
exceptions to this passing of impact fees 
to the ultimate users of the land. First, 
when a locality initially imposes impact 
fees, some developers may, in the short 
run, face fixed obligations in the commu
nity from which they cannot extricate 
themselves. Such developers may "take 
the hit" and proceed with developing, 
even if the impact fee cannot be passed 
along. Another exception occurs in a 
"hot" market, where supply is outstripped 
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by demand. The price that the developer 
receives for his product is determined not 
by the fundamental costs of the inputs, 
but rather by a temporary scarcity. Under 
such circumstances, the exaction can 
extract some of the developer's extraordi
nary profit, or economic rent. The third 
exception occurs when there are binding 
growth controls, so that a developer 
unwilling to bear the burden of the 
impact fee is unable to obtain develop
able land. Generally, though, the exaction 
fee will be passed on to the home owner 
and, as a corollary, the price of the 
existing housing stock will rise. We can 
think of existing housing as a substitute 
for new housing; if the cost of producing 
new housing increases, the price of 
existing housing will be driven upward. 
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proportional to home values, or to 
occupants' incomes. The owner of a 
three-bedroom $100,000 house usually 
is assessed the same impact fee as the 
owner of a three-bedroom $500,000 
house. Since low-income families pay 
more of their incomes toward housing 
to begin with, impact fees cause a larger 
proportional increase in housing costs 
for less-affluent families, and therefore 
are regressive in nature. The problem 
becomes even more severe when we 
extend fees to public services, such as 
schools, that traditionally have been 
provided to offer equality of opportunity 
without regard to the ability to pay. 

Yet while there is serious risk of 
inequity, we must remember the alterna
tives. We have been implicitly comparing 

Equitable Outcomes? 
Is it equitable that developers should pass 
these costs on, and that prices of existing 
homes should rise along with new home 
prices? In answering this question, we 
must address two concerns. The first is 
intergenerational equity. To feel that a 
sudden shift to an impact fee regime is 
fair, one has to believe that development 
activity "paid its own way" through 
property taxes in earlier times, but that 
it no longer does. If that belief is correct, 
then the imposition of exactions is fair. 
However, if that belief is wrong, then 
wealth is transferred from new buyers 
(who must pay impact fees) to current 
home owners (who never had to pay 
exactions, but whose property values 
rise). Recent changes in the fiscal 
environment do not appear sufficient to 
make this argument compelling. Chang
ing the rules in this manner therefore 
takes wealth from households too young 
(or perhaps too poor) to already have 
bought homes, and gives it to people who 
own developed property at the time the 
impact fee regime is installed. 

An additional equity concern arises 
because impact fees typically are not 
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the imposition of a regime of impact fees 
as an alternative to financing through 
higher property taxes. While this latter 
choice might not be politically realistic, 
strict controls on development could 
be, and the imposition of such controls, 
depending on their severity, might be 
even less equitable than exactions. 

Conclusion 
Both sides in this discussion should 
acknowledge the limitations in their 
positions. Impact fee opponents should 
recognize that local officials must deal 
with some very real fiscal pressures, and 
that they therefore must find a basis for 
compromising with groups that they have 
not had to work with before. Opponents 
should also recognize that feasible 
alternatives may be less attractive to the 
development community than are impact 
fees. Proponents should acknowledge that 
these fiscal trends, while real, have been 
exaggerated, and that efficiency argu
ments associated with impact fees are not 
convincing, since impact fees are really 
a fiscal device. Moreover, there is serious 
risk, depending on how the fees are 
administered, of inequitable outcomes. _ 
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ing. He has served several terms on the 
AREUEA Board of Directors, and he 
continues on the Editorial Board of Real 
Estate Economics, the Association's 
highly respected journal. 

In his final official act, Colwell 
delivered the Presidential Address at 
the 1996 annual meetings, held during 
January in San Francisco. The speech, 
"Tender Mercies: Efficient and Equi
table Land Use Change," outlined 
Colwell's ideas on an efficient sul)sti.tut1el 
for zoning that utilizes a two-tiered; 
front-end~loaded tender offer system. 
This systemprovideS a: ,marketfor 
partial propertytigbts•• lJnder'· . 
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Wisconsin at MilWilt;!kee. In 
Fall semester, she willbeginherstudieS
in the Ph.D. prograln in the University' 
of lllinois Departinentof Finance. The 
Office of Real Estate Research wel
comes this energetic new staff member. 

We're On the Web 
ORER now has a World-Wide~Webpage 
at the. U of I Department of Finance site: 

bttp:llwww.cba.uiuc.edu/financelrestate.btm 

The page contains information about 
ORER, the University of Illinois real 
estate programs, recent Rho Epsilon 
speakers, and recent Illinois Real Estate 
Letter articles, along with a complete 
listing of ORER publications. Comments 
are welcome. 
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ICPA's Impact Fee Symposium 

Those who participated in the April impact fee 
conference, along with Brueckner, Gomez
Ibanez, and ORER Director Peter Colwell, 
were Ned Becker, Naperville Director of 
Public Works; Naperville attorney Craig 
Cobine; Plainfield builder Tom Collins; 
Elgin Planning Director Roger Dahlstrom; 
Chicago attorney Harold Francke; UIUC 
professors J, Fred Giertz, Gerrit Knaap, 
Robert Resek, Robert Rich, and Thomas 
Ulen; DuPage County Assistant States 
Attorney Anna Harkins; Roger Huebner of 
the Illinois Municipal League; Kent Huffman 
and Roy Krughoff of the Nonhern Illinois 
Home Builders Association; Naperville 
developer Roy Kopp; Sleven Langert from 
the Plainfield School District; UlC professors 
John McDonald and Therese McGuire; 

services to the new development. The 
issuance of bonds therefore could replace 
the imposition of impact fees as a 
financing tool for local public services, 

Moreover, if the community's cost 
per household of providing infrastructure 
services is essentially the same regardless 
of population, as some evidence suggests, 
then the cost of serving a new resident 
is no greater than the cost of serving the 
area's longest-standing resident. There
fore, even though the municipality 
spreads the costs of new physical facili
ties over the area's entire population, 
existing residents do not realize any 
differences in their tax burdens. How-

Mayor Fred Norris ofSt. Charles; Bill Ward 
ofthe Home Builders Association ofIllinois; 
and Wheaton attorney Evan Williams. 

These individuals offered valuable 
insights into many of the issues surrounding 
impactfees. The paragraphs below summarize 
the views expressed. Because panicular ideas 
were voiced by different individuals at varying 
points in the discussion, the statements are 
presented withaut attribution. Because there 
was sometimes disagreement among the 
participants (indeed, some were generally 
supportive ofimpact fees, while others 
generally opposed them), the reader should 
not assume that a specific participant agrees 
with any particular statement. 

Why Exactions May Be Unnecessary 
When development occurs in a commu
nity, home prices typically rise. As a 
result, the value-based property tax 
revenue contributed by the newly 
improved parcels exceeds, on average, 
the tax revenue that would be generated 
per parcel in the new project's absence. 
Since the newly-constructed homes tend 
to be higher in value, on average, than 
existing housing, their owners pay 
enough in taxes over a series of years 
to allow the local government to repay 
any money borrowed to provide public 

ever, there are factors that cause the 
cost per household of providing public 
services to appear to rise as population 
grows. First, growth comes in lumpy 
increments. Until a certain number of 
new families enters the community, we 
simply cram more autos onto existing 
roads and more students into existing 
classrooms. Once a critical level is 
reached, however, some of the public 
services that the new residents receive, 
such as roads and schools, require high 
up-front expenditures. Second, infrastruc
ture costs can seem to rise over time 
because of inflation. Third, the compo
nents of public infrastructure continue to 
change in character, and the quantity of 
infrastructure desired by the citizenry, 
or at least by some elected officials, 
continues to increase. 

Because it appears that new construc
tion may, in fact, pay for itself through 
higher property taxes, opponents of 
exactions sometimes make the compari
son between an impact fee and a country 
club membership fee. The logic of this 
analogy is that regular dues pay for the 
services that the club provides, but that a 
new member has to pay an initiation fee 

in addition to the first year's dues. In a 
similar manner, it might be argued that 
regular property tax revenues cover the 
community's costs of providing public 
services, while a developer pays an 
impact fee simply in exchange for the 
opportunity to develop in the locality. 

Exactions and Efficient Development 
The Proponents' View: 
When a municipality charges an impact 
fee, the developer considers all costs 
of development, including the amounts 
paid for the land, the structure, and the 
required infrastructure. The developer 
makes better decisions as a result of 
correctly taking into account all of these 
development costs. Alternatively, under a 
traditional property tax system, in which 
the costs of new development are shared 
with existing residents, the developer 
does not necessarily pay the full cost of 
the new project's impact. 

The Opponents' View: 
Impact fees should not be defended on 
the grounds of greater efficiency in the 
development decision-making process. 
Because impact fees are, in effect, taxes 
on improvements, rather than on land or 
on the total values of improved proper
ties, they may actually lead to diminished 
efficiency. There is something problem
atic about a revenue-generating device 
that is based on taxing buildings at a 
higher rate than land. 

Who Bears the Burden? 
Theory tells us that if only one jurisdic
tion in a large metropolitan area levies 
impact fees, the fees cannot be directly 
passed on to the buyers of the homes 
or business properties being developed; 
households or business operators will 
simply buy houses or commercial 
properties in other jurisdictions within 
the area. Under these circumstances, 
if the fee is passed along, it is passed 
"backward," entirely onto the parties that 
sell the land to the developers. 

But in Illinois, impact fee use has 
grown rapidly in recent years and become 
commonplace in many jurisdictions, 
largely as a result of the cap on property 
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taxes, forcing municipalities to search for 
alternative sources of revenue. In this 
more competitive inter-jurisdictional 
situation, the burden of the fee may be 
either passed backward to the land seller 
in the form of lower land values, or 
passed forward to the home bu yer in the 
form of higher housing prices. 

Through what process might the bur
den of impact fees be determined? Con
sider a case in which the city announces 
a new water zone or a new sewer project. 
Land speculators, rather than developers, 
begin to buy properties in anticipation of 
higher values. Often in such cases, they 
make their land purchases before the 
municipality has any idea of what project 
will be approved, and therefore before 
officials know what the per-unit improve
ment costs will be. If the public sector 
requires pricier improvements than the 
speculators had expected, and if, as a 
result, impact fees end up being higher 
than had been anticipated, then the spec
ulators run the risk of selling the land at 
prices less than they had paid. 

Conversely, if the impact fee is lower 
than anticipated, it is likely to be passed 
along to the buyer, in the price of the 
house. And where within the house price 
is the fee absorbed? It cannot reduce 
the sums paid to raw materials or labor, 
which could be redirected to uses other 
than real estate development. Nor can it 
reduce the developer's profit; without a 
reasonable expected profit, the developer 
would not proceed with the project. The 
exaction therefore usually is absorbed in 
the design or the amenities of the house. 

Unless an impact fee is imposed in an 
abrupt manner, after a developer has fully 
committed to a particular project, it is 
generally true that the developer can pass 
along the full burden of the fee. Most 
economists believe that, in the long run, 
the burden of the fee is passed forward 
to the home buyer. While in the short 
run the burden may fall on land sellers in 
the form of lower land prices, ultimately 
that element gets shifted to the buyer 
in higher improvement costs. However, 
with variations in the level of impact fees 
being charged by otherwise comparable 
communities, some portion of the exac
tion burden in the community with the 
higher relative fee level may be passed 
backward to the land seller. 

Are School Impact Fees Effective? 
The Proponents' View: 
Impact fees are essential to counteract 
the manner in which school systems are 
financed. When new housing units are 
produced in the locality, they are served 
by the school system immediately. Yet 
the school system does not receive any 
revenue, either for direct education costs 
or to cover overhead in connection with 
the new students, until eighteen months 
later. And while municipalities receive 
only 20% of their overall funding from 
real estate taxes, schools are 75% funded 
by these taxes, so schools are hit harder 
than are other governmental units by the 
lag in revenue collection. 

Because municipalities often approve 
developments regardless of the available 

Moreover, when municipalities apply 
impact fees to such services as public 
education, they are effectively charging 
user fees from those whose children 
attend the public schools. This practice 
contradicts the view, traditionally held 
in American communities, that everyone 
should have access to the educational 
system, regardless of their ability to pay, 
so that each successive generation enjoys 
an equality of opportunity. For similar 
reasons, municipalities do not charge 
for access to the criminal justice system, 
or in some cases for emergency medical 
care. Extending the principle that every 
piece of property "pays" only for services 
that its occupants directly use undermines 
local government officials' ability to 
provide this important social overhead. 

space in their existing school facilities, 
schools can be forced to accommodate 
higher student populations in unconven
tional ways: kindergarten classes are 
held in churches, principals' offices are 
converted into special education facili
ties, and high schools operate in split 
shifts. The imposition of impact fees 
guarantees that money will be available 
for the needed infrastructure improve
ments in a more timely fashion than with 
traditional bond financing. An impact 
fee is, in effect, a down-payment that the 
municipality requires the developer of 
the new houses to contribute. 

The Opponents' View: 
Since school impact fees take the form 
of a contribution of land or cash by the 
developer, they are not superior to con
ventional bonds as a financing device. 
After all, impact fees do not directly 
increase the availability of seats, or 
provide new school buildings. Should 
the impact of a new school facility not be 
shared with the whole community. since 
existing residents ultimately will share 
in the benefits of the new development 
through higher values for their homes? 

Who Should Be Held Accountable? 
The Proponents' View: 
The problem is not one of accountability; 
it relates rather to how much money is 
being discussed. The crux of the develop
ers' position is that they are held respon
sible for too high a proportion of the 
costs of a new development's impact. In 
the typical case, however, the developer 
is accountable only for between 10% and 
20% of the development's impact. In 
other words, the developer of a new 
subdivision pays for 100% of the land 
and subdivision improvements, and 10% 
to 20% of the off-site infrastructure costs; 
ultimately, the other 80% to 90% is to be 
financed solely through real estate taxes. 
The question that should be addressed is: 
if a new subdivision necessitates signifi
cant expansion of the existing off-site 
infrastructure, is it justifiable to assign 
the developer responsibility for only 10% 
to 20% of the costs? 

The Opponents' View: 
It should be reasonable to assume that 
municipalities levying impact fees can 
prove that new homes are not. in fact, 
"paying their way." Often, however, 
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officials offer no proof of why funds are 
needed. It is not unusual for the fees to 
far exceed the impact, as a result of the 
way in which exactions are derived and 
imposed. Impact fees should be based on 
objective criteria and, if they are substan
tial, be phased in over a period of time. 

Moreover, municipalities do not 
always specify how the funds raised 
through impact fees will be spent. 
Affected sites should be identified, 
and the construction dates for the new 
facilities should be stated, with the 
guarantee that if the money collected for 
the specified purpose is not used within 
the designated period, it will be returned 
to the developer. It is not uncommon for 
impact fee negotiation [0 come to a halt 
because of the issue of accountability. 

. that no onedoes,?lnd 

Are the Issues Serious in Illinois? 
While the population of our state has not 
grown appreciably in recent years, the use 

of land has increased dramatically. The 
Northeastern Illinois Planning Commis
sion reports that from 1970 to 1990, the 
population of the Chicago metropolitan 
area increased by 4%, while the land area 
occupied by housing increased by 46%. 
What we have observed is a redistribution 
of an existing population. From an urban 
planning point of view, all the infrastruc
ture needed to serve the state's current 
population exists today, but it is in a 
decaying condition. And massive 
amounts of new infrastructure continue to 
be built for the same number of people. 

How Have the Fees Affected Growth? 
The Proponents' View: 
Without impact fees, there can be no 
growth, but with impact fees we can 

school and water services, then as devel
opment occurs farther out. a land econ
omics factor that comes into play drives 
up the values of the more distant proper
ties. Based on this principle, a municipal
ity can locate the point that should be the 
edge of its infrastructure system. 

The Opponents' View: 
The result of impact fees has been to 
restrain overall growth. So many commu
nities have initiated impact fees that, at 
some point, the Chicago area might suffer 
from the California Syndrome, in which 
it becomes so expensive to build houses 
that no one does, and the economy slows 
down, and everyone who is able to "bail 
out" goes somewhere else. Notice the 
way that people move from Northeastern 
DIinois to Northwestern Indiana. 

A Neutral View: 
Impact fees are only a minor determinant 
of urban growth patterns, since so many 
other factors also affect growth. There is 
a tendency for fees not to be widely dif
ferent in otherwise comparable communi
ties. Comparable communities tend to 
be under the same types of political and 
fiscal pressures, and thus tend to end up 
with similar impact fee systems. • 

So many communiti~s haVe .tntt~uttl~a 
some point, the Chicago 
Syndromel in which'if oecottU. 

handle substantial growth. If the fees are 
applied consistently, and are based on the 
need for additional facilities, particularly 

To untlerstand why communities neecV'i 
impact fees, and why there has been a 
switch from the historical tradition of 
sharing infrastructure cdsts; -we mast;;., 
examine the financing ofinfrastructure 
among all taxpayers. Figure I illustrates 
the relationship between population and 
the costs of infrastructure, for a given 
community. The u-shaped marginal 
infrastructure cost (MIe) curve reflects 
the costs of extending local infrastruc
ture to serve an additional user. 

Marginal infrastructure costs depend 
on population size. As the affected 
area's population begins growing from 

iil.<liClltl.on:UJresidentrequires a 
progresshrely .... 'This 

reSuItmighf~'Qbs~ed asagr6wing c· 

citY reaches the geographic limit of its 
infrastructure services,; apoint defmed 
by the capacity oithe sewer and water 
systemS. In tliis:latter~situatioil,depicted,· 

$ 

Fi e 1. ,gtlI". '. 

marginal 
infrastructure 
costs incremental ~ 

existing and ne111'1'1~si~fents)dik:~~~I1nls, 
theavernge~p~ycr~~.~an~mi~~ing 

a low initial base, the cost of extending 
the infrastructure to serve an additional 
resident (making roads and sewers a 
little bigger) falls; an additional resident 
can be served more cheaply than the 
previous new resident. Beyond some 
population level (corresponding to the population 

tax bill. The risingper~pitaja~j)lg:aen 
provides a justification for pUttlngthese 
costs on the shoulders ofthenewresi
dents in the fonn of an impact fee. • 

A more complete theoretical analysis tilimpact 
based on Figure I,appears in Dr. Bruec1cner's 
working paper, "Infrastructure Financing & Urban 

The Economics . '. Fees." 
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Impact Fees: Some Further Ruminations Zoning Prices: To Fee or Not To Fee 
The true reason for impact fees' popularPeter F. Colwell 

While exactions can be defended under 
specific circumstances as a public policy 
tool, the types of rationalizations offered 
by impact fee supporters often are not 
valid. Nevertheless, there is one solid 
rationale for impact fees, which has been 
overlooked in earlier discussions. 

Fairness and Timing Questions 
One justification often given is afairness 
doctrine, whose adherents feel it is unfair 
for localities to fund new public projects 
with general obligation bonds because all 
residents must then pay (through taxes to 
retire the bonds) for facilities necessitated 
only by the presence of new residents. 
The result, it is argued, is to unfairly 
saddle "old" taxpayers with a substantial 
portion of the payments for improve
ments that primarily benefit newcomers. 

Let us conduct a thought experiment 
regarding this fairness doctrine. Suppose 
that the school tax on residential property 
exactly pays the full annual cost of oper
ating schools, including the capital costs 
of new buildings. (This assumption pre
vents us from mixing rationalizations.) 
Current residents thus pay the principal, 
and a portion of the interest, to build the 
new school. But if school taxes on new 
residents are sufficient to cover this 
amount, these newcomers end up paying 
for other services consumed by existing 
residents. A broad view of budgets thus 
reveals that existing residents pay nothing 
for the new school...although it may seem 
otherwise to the more literal-minded. 

There is also a timing doctrine. Its 
proponents' argument that a community 
should pay for public facilities "up front," 
and that exactions therefore are neces
sary, is a non-sequitur; after all, a bond 
issue also provides for up-front funding. 
In fact, community leaders should prefer 
borrowing to the levying of impact fees, 
because the exclusion of municipal bond 
interest from the federal income tax base 
causes taxpayers nationwide to subsidize 
the local project. We must also recognize, 
however, that local officials may face 
limits on bond financing, and therefore 
are afforded a measure of flexibility 
when they instead impose impact fees. 

Marginal Costs 
Advocates of a marginal cost doctrine 
argue that, as population grows and gov
ernment activity becomes more complex, 
marginal costs of many services exceed 
their average costs. The solution offered 
is to force all new residents to bear the 
marginal costs that their arrival creates, 
thereby reducing incentives for people 
to move into the jurisdiction. This policy 
may be efficient if the new facility is one 
for which average and marginal costs of 
delivering services are rising. Yet while 
such increases may characterize transpor
tation, they do not characterize education. 
Providing schools tends to be a "lumpy" 
activity; short-run congestion problems 
caused by this lumpiness may lead some 
observers to think that providing schools 
is accompanied by rising marginal costs. 
Yet schools (or fire stations) actually can 
be produced at constant costs; as new 
structures are built at appropriate spatial 
intervals, there is no reason to suspect 
that they cost more per unit, in inflation
adjusted terms, than did similar existing 
facilities. Efficiency concerns might sug
gest that developers should pay to allevi
ate temporary congestion, for example by 
paying the rent for portable classrooms. 
However, this approach involves a much 
smaller order of magnitude than paying 
for "permanent" facilities. 

Taxes or User Fees? 
Other impact fee proponents may state 
that a particular land use (usually resi
dential) does not "pay its way" in prop
erty taxes, and thus should be subject to 
impact fees. But a fair observer will also 
note that some land uses may be net tax 
contributors (owners pay more in taxes 
than the cost of services received). It 
might be argued that owners of land put 
to these uses should eventually realize tax 
reductions, to reflect their net contribu
tions. Of course, the logical result of this 
thinking is to turn all taxes ultimately 
into user fees. While this idea has some 
appeal, its implementation would pose 
great difficulties for officials trying to aid 
activities, such as education, for which 
subsidies enjoy wide political support. 

ity among public officials is that exac
tions provide substantial revenues from 
the pockets of individuals who do not 
constitute a significant voting block. But 
are there circumstances in which impact 
fees help to bring about the efficient 
allocation of land? The answer is yes; 
impact fees can be used to stabilize 
zoning plans. Efficient zoning would 
result in equal per-unit prices for physi
cally similar land in the interiors of 
adjacent land use zones (admittedly, we 
generally do not observe efficient zoning 
and the described price pattern). On the 
other hand, market eqUilibrium requires 
that prices be equated at the boundaries 
between zones (otherwise, owners of 
residential land bordering a commercial 
zone would seek permission to switch to 
the higher-valued commercial activity). 
Boundary price effects may cause effi
cient zoning allocations to be constantly 
under market pressure for change. 

Yet suppose that an impact fee is 
charged at the moment when zoning is 
changed, such that the magnitude of the 
fee is the boundary price differential that 
would exist between the two zones if 
zoning were, in fact, efficient: 

Impact fee/acre =(interior land price in shrinking 

zone boundary land price in shrinking zone) 

(interior land price in growing zone - boundary land 

price in growing zone). 

Suppose that interior R-2 land is worth 
$5,000 more per acre than is land on a 
boundary with a C-I zone. If there is no 
similar interior vs. boundary price differ
ential for C-l land, the impact fee that a 
developer would be required to pay for 
changing use from R-2 to C-I should be 
$5,000 per acre. If this fee were charged, 
then market pressures for zoning changes 
would stop precisely at the efficient land 
use allocation. Zoning officials' only 
task would be to address zone shapes. 
We would hope for zones of lower land 
uses to be fairly compact, to minimize 
boundary lengths and the accompanying 
externality effects (noises, odors) faced 
by higher land uses. Officials might 
approve any change that reduced the 
ratio of boundary length to zone area, if 
accompanied by the optimal impact fee .• 
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Problems with Section 8: A Comment 

John C. Weicher 


The SummeriFalll995 issue ofthis publi
cation carried the article "Problems with 
Section 8 Rental Assistance, " in which 
authors Peter F. Colwell and Carolyn A. 
Dehring raise several concerns regarding the 
Section 8 subsidized rental housing program. 
In the interest ofproviding readers with an 
opposing view on this controversial issue, 
ILLINOIS REAL ESTATE LETTER in vited John 
C. Weicher to refute statements in the earlier 
article, or to criticize the authors' conclusions 
or any of the references on which those 
conclusions were based. Dr. Weicher is a 
Senior Fellow in the Washington, DC office 
ofthe Hudson Institute. From 1989 to 1993 he 
was Assistant Secretary for Policy Develop
ment and Research at HUD. For the contri
bution printed below, he receives the first 
ORERlILUNOIS REAL ESTATE LETTER grant. 

Colwell and Dehring (hereafter, C&D) 
have strongly criticized federal tenant
based rental housing assistance programs. 
In my view, there are inaccuracies both in 
the authors' analysis and in their conclu
sions. Illinois Real Estate Letter has 
generously invited me to respond, and I 
am grateful for the opportunity to do so. 

Tenant-based assistance, in the form 
of housing certificates and vouchers, 
has been the most studied of all housing 
programs, both before its enactment and 
in the years since. Unfortunately, C&D 
develop their analytical framework 
without reference to the large body of 
evidence on tenant-based assistance. 
Evidence that they do cite refers mostly 
to other programs, such as public 
housing, or to forms of tenant-based 
assistance that were tested and discarded. 
This evidence is not relevant to Section 8 
tenant -based assistance programs. 

A second concern is that many 
of C&D' s criticisms of tenant -based 
assistance refer as well to project-based 
assistance; indeed, in some cases the 
criticisms apply to nearly all low-income 
benefit programs. Thus, as I read their 
attack on tenant-based assistance, I find 
myself asking: compared to what? 

How Tenant-Based Assistance Works 
It is convenient to begin with a brief 
description of tenant-based housing 
assistance. There are two tenant-based 
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programs: certificates, enacted in 1974, 
and vouchers, enacted in 1983. More 
than one million low-income households 
receive certificates; more than 300,000 
receive vouchers. The programs are very 
similar. The most important differences, 
particularly regarding issues raised by 
C&D, are in the subsidy formula and in 
restrictions on household behavior. In 
both programs, households receive help 
toward paying the rent on privately
owned housing of their own choosing. 
They find houses or apartments meeting 
the program quality standards, and nego
tiate agreements with the landlords. The 
federal government, through the local 
housing authority, pays part of the rent. 

Both programs limit the maximum 
subsidy: the government will pay no 
more than an amount representing the 
cost of modest, but decent, existing rental 
housing in the locality. This limit is 
defined in terms of the distribution of 
rents for rental housing that meets the 
program's quality standards, and that is 
occupied by a "recent mover" (someone 
who has moved into a qualifying unit 
within the last fifteen months). Originally 
the limit was the median rent, or 50th 
percentile of the distribution; it is now 
the 40th percentile. This level is known 
as the Fair Market Rent (FMR). 

In the certificate program, the FMR is 
the maximum rent that can be charged for 
a housing unit receiving a subsidy, and 
also the maximum that the government 
will pay. A family wishing to rent a unit 
that costs more than the FMR cannot 
receive a subsidy to do so. In the voucher 
program, the FMR sets the maximum 
subsidy, but not a maximum rent; if 
a family likes a unit renting for more 
than the FMR, it is free to spend its own 
money to cover the difference. Also 
in the voucher program, the housing 
authority may set its maximum rent 
below the FMR; this lower amount is 
called a "payment standard." 

The other major difference concerns 
dividing the rental payments between 
the government and the household when 
units rent for less than the FMR (or pay
ment standard). If a unit's rent equals the 

FMR, then the tenant pays 30% of income 
toward rent under either program. But if 
the household finds a unit renting for less 
than the FMR, then in the certificate pro
gram it still pays 30% of income while 
the government subsidy is reduced dollar 
for dollar; in the voucher program the 
government pays the difference between 
the payment standard and 30% of the 
household's income, and the tenant's rent 
payment is reduced dollar for dollar. This 
difference is known as the "shopping 
incentive" in the voucher program. 

Despite the features that distinguish 
certificates from vouchers, evaluations 
have found few differences in housing 
outcomes for participants in the two 
programs. Both programs are fundamen
tally different from public housing and 
other forms of project-based assistance, 
such as Section 8 New Construction. In 
these programs, the household receives 
a subsidy only if it lives in the specific 
assisted project in which it is offered a 
unit; if it chooses to live anywhere else 
it receives no subsidy_ As in the voucher 
and certificate programs, the subsidy is 
conditioned on income, but the maximum 
subsidy is limited mostly by project cost 
rather than by market rent. 

Vouchers, Certificates, and Rents 
C&D analyze tenant-based assistance 
from the standpoint of the tenant, using 
a standard utility-maximizing framework 
from the economic theory of demand. 
This standpoint is certainly appropriate; 
much mischief has been done in housing 
policy because policy makers have 
focused mainly on the well-being of 
entities other than the low-income people 
being served. Within this framework, the 
major point raised by C&D is that tenant
based assistance drives up rents because 
tenants receiving assistance, and in turn 
the government, pay more than they 
would have to if the units were not 
subsidized. This issue has been raised 
ever since tenant-based assistance was 
first considered as a policy option in 
1970, more than a quarter of a century 
ago, and the available evidence indicates 
that the criticism is not valid. 
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There have been three major studies 
of rent increases incurred by subsidized 
tenants. The first of these analyzed the 
Experimental Housing Allowance Pro
gram (EHAP) during the 1970s; EHAP, 
a forerunner of the present certificate and 
voucher programs, included experimental 
variants that were basically the same as 
today's programs. Overpayments were 
small, between 0 and 3% for different 
types of households in the Pittsburgh and 
Phoenix metropolitan areas. These dif
ferences were statistically insignificant.' 

The second study compared Section 8 
tenant-based and project-based assistance 
in the programs' early years (roughly 
the later 1970s). This study covered a 
national sample of sixteen large urban 
areas. It found that rents for assisted units 
in the certificate program were about 
10% less than rents for similar units, 
in the same market area, that were not 
occupied by subsidized tenants. This 
unexpected outcome occurred because 
subsidized tenants often received 
discounts as a result of having lived 
in the same units for several years and 
proven to be desirable tenants. When 
length of tenure was taken into account, 
rents for assisted units were about 4% 
more than rents for similar unsubsidized 
units.2 (C&D cite this study, but not 
the estimated percentage changes.) 
Whether 4% is large or small is a matter 
of personal opinion; it is certainly a 
smaller premium than existed in any of 
the project-based programs. The same 
study found that rents for units in Section 
8 New Construction projects were 24% 
above the market for similar unsubsidized 
housing units. 

The most recent study compared the 
two forms of tenant-based assistance as 
of the mid-1980s, when the certificate 
program had been in place for about 
ten years and the voucher program was 
relatively new. Like the previous study 
of Section 8, it examined sixteen large 
urban areas, and also two states where the 
programs are administered on a statewide 
basis. This study found that rents for 
units in the voucher program were about 
4% higher. on average, than rents for 
similar units in the certificate program.3 

Differences between the programs were 
based on the differing subsidy mecha
nisms. In the certificate program, the 

FMR generally held rents below what 
they might have been in the unsubsidized 
market; however, at low quality levels 
(still meeting minimum program stan
dards) renters in the certificate program 
were more likely to pay above-market 
rents because they had no incentives to 
economize. On average, these effects 
more or less canceled out in the certifi
cate program, though they indicate that 
the shopping incentive in the voucher 
program tends to hold rents in check. 

C&D ignore virtually all of this body 
of research, instead asserting that there 
is "abundant formal and anecdotal 
evidence" that assisted tenants pay too 
much. To support their position, they 
offer two pieces of evidence, each of 
which is worth examining in some detail. 

"proportional rent subsidy" referred to 
by C&D as something Congress would 
never enact because of opportunities for 
corruption. They are correct, and thus the 
fact that rents would be pushed upward 
by a "proportional rent subsidy" is 
irrelevant to the Section 8 program. C&D 
have confused a subsidy conditioned on 
price with one conditioned on income; 
they attribU(e the flaws of a proportional 
rent subsidy that existed only as an 
experiment (conducted 20 years ago) 
to an actual program that has been in 
operation for more than two decades. 

The second piece of evidence cited 
by C&D is anecdotal: a central Illinois 
landlord's view that Section 8 rents are 
15% above market rents. One anecdote 
is not much evidence to weigh against 

First, they cite John Yinger's 1981 refer
ence to an earlier study suggesting a 
20% differential between subsidized and 
unsubsidized units.4 However, Yinger 
referred not to Section 8, but rather to a 
form of tenant-based assistance known as 
"Minimum Rent High," which was inves
tigated as part of the EHAP Demand 
Experiment during the 1970s. The sub
sidy was a fraction of the rent the house
hold paid, if that rent was at least 90% of 
the rent for modest existing housing that 
met minimum quality standards. It is 
important to note that the household was 
not required to live in housing that actu
ally met those standards, but merely to 
pay the specified rent. The study cited by 
Yinger' found that rents did rise by 13% 
to 20% for households participating in 
this experimental "treatment plan." 
(Yinger himself mentions only the 20% 
figure, and C&D follow him.) 

It is easy to show that, in some cases, 
the household and landlord would both 
gain if the landlord raised the rent; the 
subsidy would be large enough to reduce 
the tenant's payment. This situation 
obviously invites fraud. Indeed, this 
Minimum Rent High approach is also the 

systematic analyses covering a national 
sample of urban areas, but it could still 
be true. Yet there is strong evidence that, 
even if true, this story is atypical. As 
mentioned earlier, the FMR is based on 
rents for decent housing occupied by 
recent movers. Data on rent distributions 
for smaller markets (such as central 
Illinois) are based on the decennial 
Census. When HUD reviewed these 
smaller markets in 1994, using the 1990 
Census, it found that FMRs were, on 
average, about 5% too high. In between 
Censuses, FMRs are adjusted based on 
telephone surveys of rents; between the 
phone surveys, they are adjusted annually 
to reflect changes in the Consumer Price 
Index. Smaller metropolitan areas are 
surveyed on about a five-year cycle, so 
any marked difference between actual 
rent and the FMR should be caught within 
a few years. Thus, while a gi ven Illinois 
county could have experienced a very 
low rate of market rent changes since 
1990 compared to those of other Mid
western counties, and thereby could have 
too high an FMR, this inaccuracy should 
be offset by market rent increases in ex- . 
cess of the FMR elsewhere in the region . 

. _..-- .... _-- ... _----------
Wimer/Spring 1996 Illinois Real Estate Letter page 9 



Viewpoint 


The Shopping Incentive 
As I have noted above, the shopping 
incentive works to hold down rents paid 
by tenants in the voucher program. and 
thus reduces the likelihood of the over
payment that is of particular concern 
to C&D, Yet in their discussion of the 
shopping incentive, they do not recognize 
this merit, and instead strike "a note of 
caution" on other grounds. Specifically, 
they criticize the incentive because 
a family can claim a benefit without 
shopping by staying in its present unit; 
they note that 85% of voucher recipients 
in New York City do not move. New 
York, an idiosyncratic market because of 
rent control, has the lowest mobility rate 
found in any of the 44 metropolitan areas 
surveyed in the AHS.6 Nationally, 70% of 

assistance programs bring about substan
tially better housing (tenants enjoy about 
a 30% improvement in housing quality), 
and indeed tenant-based assistance is 
more cost-effective in this regard than 
is project-based assistance. 

Limiting Choices 
C&D list three other problems with 
tenant-based assistance. In my judgment, 
their critiques are wrong in all three cases 
if appropriate comparisons are made with 
other housing programs. In the first of 
their cited problems, C&D complain that 
tenant-based assistance limits household 
choices. This contention is dead wrong; 
reality is the exact opposite. In compari
son with a non-participating household's 
current situation, tenant-based assistance 

voucher and certificate recipients move, 
while in New York only 40% do. Of 
those who do not move, 28% look at 
other units.7 These patterns are not sur
prising, since most low-income house
holds already live in decent housing that 
meets program standards, while they 
incur high housing costs, spending more 
than 50% of their incomes for rent. 

Furthermore, "staying put" does not 
mean that housing quality is unchanged. 
The units in which assisted households 
remain often are upgraded to program 
standards, perhaps because the tenants 
agree to stay only if landlords make 
improvements. The previously mentioned 
evaluation of the certificate program 
found that 25% of those who stayed 
enjoyed upgrading that met program 
standards in the units they lived in.s The 
most recent study reports upgrading for 
59% of those who remained in place.9 

C&D complain that Section 8 does 
not result in better housing for assisted 
families. The context leaves unclear 
whether they are criticizing the shopping 
incentive alone or tenant-based assistance 
in general, but the criticism is not valid 
in either case. Both of the tenant-based 
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expands housing choices; a low-income 
household can afford a broader range of 
housing with the subsidy than without it. 
Tenant-based assistance also expands 
housing choices more than does any form 
of project-based assistance, in which the 
household's only choice is the particular 
unit available when its name reaches the 
top of the waiting list. If the household 
rejects that unit, it receives no subsidy 
and must return to the bottom of the list. 
Freedom of choice is one of the great 
strengths of tenant-based assistance. 

Cheating 
While C&D state that "anecdotal evi
dence abounds" concerning cheating in 
tenant-based programs, they present no 
real evidence that cheating exists, and 
admit that they "can offer no hard proof' 
of fraud. In fact, tenant-based assistance. 
which has been studied for 25 years, has 
been found to be much easier to adminis
ter, and much less prone to fraud or other 
abuse, than project-based assistance. 
The project-based programs are the 
hardest for HUD to manage, and the most 
prone to scandal. The problems show up 
repeatedly in reports by the GAO, HUD's 

Inspector General. and independent 
analysts. Fraud is one reason why mem
bers of Congress or the executive branch, 
from both political parties, regularly 
become dissatisfied with project-based 
assistance programs and terminate them. 

The only evidence of fraud that C&D 
adduce is a GAO study showing 21 % of 
subsidized renters to have reported lower 
incomes to local housing authorities than 
to the IRS. to Yet this study covers only 
project-based programs; it has nothing 
to do with tenant-based assistance. GAO 
does not make this point clear; it uses 
overall data rather than individual pro
grams as the basis for comparison. But 
the report states that 93% of the respon
dents lived in public housing. Nor do 
C&D note that 11 % of the households in 
the study overreported incomes to their 
housing authorities, or that the total 
dollar amount of overreporting was 213 
as large as the total underreported. 

Furthermore, some new evidence has 
become available since C&D's article 
appeared. A recent study conducted for 
HUD, which analyzes the effect of 
misstated income on subsidy payments, 
finds that income underreporting adds 
about 3% to federal housing subsidies, 
and that the algebraic sum of under
reporting and overreporting is about 1 %. 
This study covers both project-based and 
tenant-based programs; the latter tend to 
have somewhat lower error rates. l ! 

More fundamentally, underreporting 
of income is a potential problem in any 
program for which benefits are condi
tioned on recipients' incomes, a charac
teristic of most federal low-income 
programs, not just housing subsidies. 
What would C&D suggest as a solution? 
Should society assist the poor without 
considering their incomes, so that the 
same dollar amount goes to everyone, 
regardless of resources? Or should we 
provide no help to poor families because 
cheating might occur? I doubt that the 
authors embrace either of these two 
approaches any more than would most 
other Americans. Instead, in almost every 
program we condition assistance on the 
recipient's income, and then we try to 
monitor against cheating. In tenant-based 
housing assistance, we appear to be doing 
reasonably well in monitoring fraud and 
holding it in check. 

Illinois Real Estate Letter Winter/Spring 1996 



Viewpoint 


Wailing Lists 
C&D correctly note that appJ icants for 
subsidized housing face lengthy waiting 
lists; alone among major benefit pro
grams, housing is not an entitlement. This 
anomaly is unfortunate, but understand
able. Subsidized housing is very expen
sive. My rough calculations show that 
tenant-based assistance costs as much per 
household as do Medicare and Medicaid, 
programs whose cost is causing great 
concern in government circles. Project
based assistance is twice as expensive 
per household as Medicare or Medicaid. 
Moreover, eligibility for housing assis
tance is not limited to the poor, but 
extends much higher into the income 
distribution. It is not surprising that no 
Administration or Congress has been 
willing to consider a housing entitlement. 

Economists, who have recognized 
this problem for at least 25 years, have 
proposed various solutions. Richard Muth 
once suggested simply splitting the total 
housing assistance that Congress is 
willing to appropriate among all eligible 
householdsP with adjustments for 
income and family size; C&D suggest 
variants of this approach. Yet all such 
solutions create new problems. Raising 
the required rent/income ratio makes the 
program less effective in reducing the 
serious affordability problem faced by 
low-income renters. Setting a lower FMR 
effectively sets a lower housing quality 
standard, and reduces the availability of 
units (at least for the certificate program) 
by more than the number of eligible 
households. There is a dilemma. 

At the same time, it should be noted 
that the problem is more easily addressed 
through tenant-based assistance policies 
than through project-based aid. Because 
tenant-based assistance is half as expen
sive, a given appropriation can serve 
twice as many households. It should also 
be noted that the benefits of cheating or 
other perverse behavior are reduced by 
the existence of waiting lists; there is no 
particular advantage to becoming home
less just to receive housing assistance. 
Federal law has given preference to 
households with excessive rent burdens 
(50% of income), to families living 
in inadequate housing, and to people 
displaced by public action; none of these 
categories has higher preference than the 

others under federal law. A large majority 
of eligible unassisted households fall into 
the first category; most households that 
are willing to consider becoming home
less probably already face high rent bur
dens, and becoming homeless does not 
confer any higher place on the waiting 
list than they already have. 

Conclusion 
Economists have traditionally favored 
tenant-based over project-based housing 
assistance on standard welfare grounds: 
beneficiaries enjoy wider choices and 
greater control over their resources, so 
they can achieve higher levels of utility. 
Research also indicates that tenant-based 
assistance is more efficient than project
based plans. Vouchers and certificates 
enable the poor to afford decent housing. 
They do not lead to higher rents, either 
for assisted households or for unassisted 
ones. They are much easier to administer, 
and offer much less scope for fraud. 

For these reasons, tenant-based 
assistance has been the preferred housing 
policy of the last four Republican admin
istrations; and last year the Clinton 
Administration proposed a program to 
convert public housing and Section 8 
New Construction to tenant-based 
assistance. Churchill's famous comment 
about democracy applies to tenant-based 
assistance: it isn't perfect, but is better 
than all the alternatives - a point that all 
economists can readily understand. • 
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Viewpoint 


Problems with Section 8: A Response 
Peter F. Colwell and Carolyn A. Dehring 

We thank John Weicher for his careful 
analysis of our criticism of Section 8 
rental assistance, and for providing 
readers with an alternative view of the 
program's merits. However, we stand by 
the facts as stated, and by the conclusions 
presented, in our original article. 

Price Effects Do Exist 
One of our principal hypotheses is that 
rents for units in the Section 8 tenant
based assistance program are higher 
than rents for comparable units in the 
unassisted market. Weicher, however, 
disputes our price effects hypothesis, 
offering evidence from three studies to 
support his position. He first cites the 
Housing Allowance Demand Experiment 
(HADE), in which participating Phoenix 
and Pittsburgh households did not pay 
significantly more in rents than did 
"control" households. 

Because the subsidy provided the 
difference between a benchmark and a 
portion of income, the assistance was not 
tied to actual rent. The renter therefore 
had an incentive to bargain with the land
lord, to avoid paying more than market 
rent. Certificate recipients, who pay 30% 
of their incomes regardless of rent levels, 
have no such incentives. Thus, HADE 
results on price effects, while perhaps 
applicable to vouchers, may not apply 
to tenant-based assistance in general. 

The results of the study that Weicher 
cites, in which a recipient's underpay
ment or overpayment is determined 
through the use of regression analysis 
(predicting rent based on structural and 
loeational characteristics, and on the 
duration of a tenant's occupancy), are 
questionable. The researchers used the 
wrong statistical test. In fact, the model 
llsed in the study is misspecified in such 
a way that, in combination with the 
wrong test and some differences in 
quality measures between program and 
nonprogram tenants, almost any out
come is possible. The researchers tested 
whether predicted rent levels for HADE 
panicipants, and those for non-participat
ing households, differed significantly 
from HADE participants' actual rents. 

!,age 12 

But the question that should be investi
gated is whether HADE households' 
predicted rents differ from non-HADE 
rents for a constant-quality measure of 
housing services. 

J.E. Wallace conducted a similar 
study for the certificate program, but he 
evaluated each housing unit to obtain an 
estimate of market rent, and found rents 
for units in the program to be higher than 
rents for similar unsubsidized units.2 

Although Weicher downplays the magni
tude of amounts by which program rents 
exceeded those in the unassisted market, 
the difference was statistically significant 

(actually, one of the state's top five met
ropolitan areas) could exist, he deems the 
possibility remote. To improve, at least 
marginally, on our anecdotal evidence, 
we conducted a small-scale study to test 
our price effects hypothesis. We obtained 
reliable information on rents and assessed 
values for eighteen single-family houses, 
four of whose occupants received tenant
based assistance. We then completed our 
own regression analysis to measure the 
impact that property value and Section 8 
participation have on rent. Specifically, 
we measured the degree to which the 
natural logarithm of rent is associated 

(it did not simply reflect what could have 
occurred randomly) at a 99% level of 
confidence. For families that did not 
move, the rent difference was approxi
mately 10%. It is interesting that voucher 
recipients who do not move experience 
materially larger rent increases than do 
certificate holders who do not move.3 

This difference suggests that price effects 
may be greater for vouchers than for 
certificates; indeed, the third study cited 
by Weicher supports this conclusion. 

In faulting our presentation of John 
Yinger's views, Weicher has taken our 
reference out of context. Our intent was 
merely to cite Yinger's speculation that 
landlord behavior might contribute to 
price effects for subsidized housing. It 
is not hard to imagine that owners might 
set rents near FMR ceilings, so that units 
normally renting below the FMR would 
come to be rented at levels concentrated 
near the FMR. In fact, early in the Section 
8 program, 40% of landlords who raised 
rents did so to meet the FMRS.5 

Weicher chides us for providing an 
anecdote as evidence of price effects; 
moreover, while he concedes that price 
effects in a "smaller" Illinois market 

with the natural logarithm of assessed 
value (to control for housing quantity and 
quality) and with an "indicator" variable 
specifying whether the tenant is a Section 
8 participant. Our results are as follows: 

InRENT= 3.250 + .302 InVALUE + .26 SEe8 
(3.869) (3.221) (2.735) 

Values in parentheses are t-ratios, 
which indicate the degree to which the 
model has statistical significance. Our 
.441 adjusted R2 value implies that we 
can associate 44% of the rent variation 
with value-related features and the ten
ant's Section 8 status. More to the point, 
the results indicate that if assessed value 
is held constant, Section 8 rents are 
approximately 30% higher' than market 
rents. This result, while not from a large
scale study, is more than anecdotaL 
Perhaps central Illinois landlords know 
something that HUD does not know, or at 
least does not publicize. The experience 
of another Section 8 landlord follows 
in the "Street to Tower" column; this 
writer's account supports our belief that 
there is a substantial Section 8 premium, 
although he attributes its existence to the 
irresponsibility of participating tenants. 
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Viewpoint 


Incentives to Shop, or to Cheat? 
In discussing the shopping incentive, 
Weicher offers helpful statistics on tenant 
mobility. With regard to housing quality, 
he contends that there is substantial 
improvement (30%) for households in 
tenant-based assistance programs. He 
may be referring to the Housing Assist
ance Supply Experiment, in which nearly 
a third of the participants shifted from 
substandard to standard housing units. 
Yet, on average, these families realized 
only an 8% increase in housing quality.7 
In fact, the median repair outlay to bring 
a Section 8 unit into line with program 
standards was only about $10 (excludiJ)g 
labor, most of which was supplied by 
the landlord or tenant).8 Moreover, units 
brought up to standard do not necessarily 
stay in compliance. In the two HASE 
sites, 21 % and 36%, respectively, of units 
that initially passed inspections failed a 
year later.9 More recently, it has been 
determined that about half of all units 
occupied by voucher households fail to 
meet the program's quality standards. to 

Weicher also contends that we 
characterize tenant-based aid as restrict
ing choice more than do other types of 
housing assistance. Yet we state that 
"Tenant-based assistance gives house
holds more housing choice options than 
does project-based assistance." We held 
that families in the certificate program 
face restricted choices, relative to those 
who receive vouchers. It is primarily for 
this reason that costs more closely match 
benefits for vouchers than for certificates. 

Furthermore, in asserting that waiting 
lists do not increase the benefits of 
cheating, Weicher ignores the literature 
suggesting that New York City'S rise in 
shelter occupancy in the early 1990s 
was attributable to the city's aggressive 
subsidized housing placement policy. 
While one recent research effort blames 
the "Dinkins deluge" of shelter dwelling 
on high levels of unemployment coupled 
with improved shelter quality, II home
lessness research is at too early a stage 
for us to view these results as definitive. 

When a locality gives preference for 
housing aid to those living in shelters, 
individuals can increase their levels of 
satisfaction by mixing subsidized housing 
with shelter dwelling. We can define the 
individual's satisfaction over a relatively 

long period, during which someone 
with a low income might either stay in a 
shelter or live in standard housing with 
subsidy assistance. The person depicted 
in Figure I can buy housing services in 
the market, or he can almost realize the 
satisfaction level of a certificate recipient 
by first being identified as a "homeless" 
shelter dweller. If there were no chance 
of getting a subsidy, he would consume 
hnc of housing, reaching indifference 
curve 1/. Housing service consumption 
level he' associated with the certificate 
program, would not be attainable during 
the measured period because of the long 
waiting time. However, this person could 
almost reach the indifference curve 
associated with he of housing through 
a mix, in which he received certificate 
assistance after living in a shelter for a 
brief period, thereby consuming housing 

and reaching indifference curve 12,hmix 

With regard to cheating, Weicher 
asserts that the GAO "Urban Poor" study 
had nothing to do with tenant-based 
housing, and ridicules its inclusion in 
our discussion. 12 Yet a feature of all these 
programs is that the subsidy is based on 
income, and that the assistance formula 
gives the household an incentive to cheat. 
We consider the GAO's findings to be 
directly relevant in this context. 

Weicher also alleges "new evidence" 
on the minimal effect that income 
misreporting has on subsidy payments. 
However, the KRA study he cites targets 
not tenant fraud, but such general public 
housing authority activities as whether 
PHAs accurately calculate subsidies and 
verify reported incomes. KRA assured 
interviewed households that they could 
answer in strict confidence, and it tried to 
verify income and expense amounts from 
all reported sources. I3 It might therefore 
appear that participants did not intention
ally withhold information from KRA, 
so that evidence of misreporting exists 
only if disclosures to KRA disagreed with 
reports to the PHA. Yet it is unrealistic 
to think that a tenant intentionally with
holding information from the housing 
authority staff would risk giving such 
information to a data collector. Therefore, 
the context in which Weicher cites KRA's 
study would seem to be misplaced. 

Furthermore, in a paper to be pre
sented later this summer, HUD researcher 

Figure 1 

Ken Tomasewski suggests both under
reported wages and unreported illegal 
income as possible explanations for the 
high rent burdens sometimes measured 
for voucher recipients. He feels that such 
behavior would be rational in light of 
the incentives, and likens Section 8 to 
other programs in which participants are 
widely believed to underreport incomes. 

Finally, Weicher asks: If not a sub
sidy conditioned on income, then what? 
Of course, shelters are not conditioned on 
incomes, nor would a wage rate subsidy 
have to be. Similarly, a proportional rent 
subsidy program need not be conditioned 
on income. And, of course, abolishing 
housing subsidies altogether eliminates 
the need to condition them on incomes .• 
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Street to Tower 


of her apartment. Her adult son moved into the 
basement. which was supposed to be a secure. non
public area. We finally gave her notice, but sold the 

My Life as a Section 8 Landlord 

Compensation for Taking Vacant Land 


Section S landlords require rental premiums not. 
as you suggest, because of difficulties created 
by housing authorities ("Problems with Section 
8 Rental Assistance," ILLINOIS REAL ESTATE 

LEITER, SummerlFali 1995), but because of the 
irresponsibility of the tenants themselves. Let me 
relate my experience with Section S tenants since 
becoming involved with apartment management. 

My partner and I have managed about 250 
apartment units on Chicago's north side. When 
I began my landlording career, I was pretty wet 
behind the ears, and thought that all tenants would 
behave responsibly. My partner and I initially 
viewed the Section 8 program as a "gravy train," 
because we thought that we would be able to charge 
$625 each month for a unit with a $450 market rent. 
We projected our cash flows and quickly started 
running ads seeking Section 8 tenants; we said come 
on down I How cruelly experience teaches us. 

Even though we turned away Section 8 tenants 
who looked a little rough, in our first building we 
ended up with Section 8 households in five out of 
six apartments. We expected that six-flat to pay the 
mortgage and crank out $19,000 in extra cash flow. 
Everything went fine for the first month, but then 
we started to see why Section 8 premiums exist. 

Apanment iN: Patricia D., single mother, 
reasonably intelligent, but stayed up drinking and 
partying all night, slept all day, and had boyfriend 
traffic in and out of the apartment on weekdays. 
When notified that the traffic was unacceptable and 
injured the reputation of the building, she threatened 
to kill the bearer of the notice. At her eviction 
hearing, she threatened to kill the judge and bailiff, 
and was told to leave the courtroom. Before the 
sheriff came to evict her, she and her friends ripped 
the trim off the walls, broke the toilet and bathtub, 
tore out the plumbing, and let water run onto the 
floors until it was discovered eight hours later. 

Apanment 3S: Nice family. Too nice; they let 
all their friends who had been evicted from other 

The conclusion of "Nonlinear Effects in Lnnd Valuation" (IUlNOIS REAL ESTATE 

LEITER. SummerlFalli995) is incorrect. It leads one to believe that the condemnor 
does the condemnee a favor by taking a portion of the condemnee's land! A "forced" 
subdivision of a larger parcel which is a "partial taking" is not a favor. One is paid first 
for that which is taken. Then, if there is damage to the remainder. it is added ... if no 
damage, it remains that the condemnee is paid for that which is taken. 

James W. Gustafson, Houston, TX 

In your article, you said that a smaller parcel (to be acquired) should not have a greater 
per-unit value than the whole. If this is a case of "inverse plottage," I disagree. In 
plottage. the plus value resulting from the owner combining parcels is not the same 
as a government taking a marketable piece from the parcel as a whole. The owner did 
nothing. so how could it be inverse to something he would have had to do to achieve 
greater value per square foot? A jury would have a hard time here. 

Albert R. Bellerue, Gold Canyon. AZ 

Your article is on target Someone wanting to overstate the loss to a landowner from a 
street widening would say. "Look. they took the frontage. the most valuable part." You. 
however. would say. "They took the old frontage. but gave a new one; the net effect is 
to take the back of the lot. not the front" Mason Gaffney. Riverside, CA 

I very much enjoyed and appreciated your recent article on size adjustments, especially 
for vacant land. In case you were unaware of it. you are now part of the grand tradition 
of Dilmore and Kinnard. who have been bleating in the wilderness (yet again) on this 
wpic for some years. William N. Kinnard. Storrs, CT 

buildings crash at their place. At one point, people 
were sleeping in shifts, and fi fleen were counted 
living in the unit. And although the family was nice, 
some of their friends weren·t. Other tenants did 
not like the weekend parties on the front sidewalk, 
which would attract crowds of up to fifty. With 
great sorrow, we were forced to evict them also. 

Apartment 2S: Jeanette C .. a lady so nice that 
we initially hired her as building janitor. However, 
she had two sons involved with gangs; they would 
loiter in the front of the building and attract frequent 
police visits. Although we did not have to evict 
her, we did ask her to leave. Before her mail was 
forwarded, it was found that she had been collecting 
welfare checks under five different names. 

Apartment 3N: Nice single lady with a daughter. 
We did not have any real problems with her, except 
that she didn't pay her minor portion of the rent that 
Section 8 did not cover. When push came to shove, 
she moved out owing ten months of her payments. 

Apartment 2N: Camile H.. an older hermit-type 
lady who was our eyes and ears in the building. She 
did not get along with the neighbors, and since the 
neighbors had become our enemies we thought she 
was our friend, at least until some normal people 
moved in. She was a continual busybody, telling 
other tenants what to do and getting into frequent 
arguments. We discovered later that she had a nasty 
drinking habit that resulted in her becoming a truly 
mean drunk. It was either lose her or lose the other 
tenants, so another of our subsidized renters was 
gone. But we hadn't given up on Section 8 yet. 

Apartment iN: Alice K., who was not a problem 
for us, except that she would never leave her unit 
and she refused to clean anything. Her apartment 
became a roach factory. Finally, our exterminating 
program included evicting her; however, she had 
referred another Section 8 friend to us who moved 
into nearby ... Apartment IS: Sue R., also a nice 
person, but one who collected children as though 
they were dolls; soon she had two in every room 

Editor's Note: Mr. Gustafson and Mr. Bellerue seem to be on similar wave
lengths in their criticisms. But if there is plattage, or "inverse plottage," the value 
to size relationship can be represented by the solid line in the figure below. As 
parcel size decreases, land value decreases at an increasing rate. Thus, while the 
total value of the remainder decreases when land is taken, the remainder's value 
per acre increases with a decrease in parcel size. 

..;/~Pf. 
p.rea.at 
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building before she was evicted. 
Alice D., with a certificate for a two-bedroom 

unit for herself and her two dogs. seemed like a 
very nice old lady. We knew something was amiss, 
however. when she began complaining that people 
were breaking into her apartment to steal milk from 
the refrigerator. When her neighbor. a good tenant, 
complained of her strange behavior. she insisted 
that this neighbor had broken into her apartment 
when she was away. and had perpetrated unnatural 
acts on one of the dogs. At that point we realized 
that our old lady had a not-so-sweet side. Again. 
we had to choose between her and our other renters. 

We still hadn't learned our lesson, and decided 
to get an even higher rent through the Section 8 
voucher program, renting to a hearing disabled 
mother of three. We tried to accommodate her 
special needs, for example by installing Iight
activated doorbells. However, the kids got a real 
charge out of telling their friends to make as much 
noise as possible, just to prove that their mother 
could not hear. No, Mom couldn't hear, but the 
other tenants certainly could, and it was either lose 
her or lose them, so back to court we went. 

Finally, we rented to two brothers who did not 
cause any trouble, except that they didn't bathe very 
often and offended the other tenants by their odor 
and appearance. But just so you don't think we are 
heartless, insensitive landlords, we offer you the 
comfort of knowing that they remain to this day, 
and that our other tenants simply have to adjust. 

So now you have vicariously experienced my 
entire history of renting to Section 8 tenants. As you 
can see, inspections by the housing authority and 
other "red tape" issues have very little to do with 
the higher rents we require for Section 8 rentals; the 
tenants themselves cause us to require a premium. 
And although the premium is substantial, we have 
decided that it's not worth the headaches: we no 
longer rent through the Section 8 program. Should 
we have learned this lesson a little more quickly? 

Name withheld by request 
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Campus Events 


Rho Epsilon Alumni in Full Bloom for Spring 

Spring 1996 was an especially productive 
semester for the Rho Epsilon chapter of 
the Lambda Alpha International Student 
Association (LAISA) at the University of 
Illinois. A busy schedule of professional 
activities was highlighted by visits from 
a number of former U of I students. 

Membership Grows 
The roster of active chapter members, 
which had dropped considerably during 
the recent past's weak real estate market 
environment, rebounded dramatically. 
Thirty-seven new members joined the 
thirty-four returning Rho Epsilon actives, 
raising the membership total to seventy
one. The chapter's faculty members were 
Professors Roger Cannaday, who served 
as chapter advisor; Peter Colwell; Philip 
Rushing; and Ward McDonald. 

Professional Events 
An impressive list of guest speakers 
visited campus during the Spring term. 
The fIrst speaker was alumnus Mike 
Zukerman, President of The Mike 
Zukerman Group. The topic of his talk, 
presented on February 6, was "Develop
ment: The Fort Sheridan Project." A 
February 13 meeting featured LaSalle 
Partners Vice President Dan Goelz and 
Analyst Mike Reilly. The Illinois gradu
ates discussed "Real Estate Consulting" 
and their fIrm's interviewing process. 

Three representatives of Price Water
house addressed the students on February 
20. Alumnus Sean Cannaday, along 
wirh Ben Laird and Greg Rice, spoke 
on "Real Estate Appraisal." February 27 
marked the return to campus of Chicago 
attorney Barry Springer. The U of I 
graduate and frequent Rho Epsilon visitor 
spoke on "Eminent Domain" issues. 

Two more Illini, CB Commercial 
Analyst Anthony Blanchard and 
Assistant Regional Manager Rana Lee, 
discussed "Real Estate Financial Ser
vices" on March 5. Two offIcers of LR 
Development offered insights on "Real 
Estate Development" during a March 
27 visit. David Kirshenbaum, Vice 
President - Operations was joined by 
alumnus Tom Panoplos, Vice President 
Corporate Development/Special Projects. 

Robert Treleven, an Assistant Vice 
President with Duff & Phelps Credit 
Rating Company, spoke on April 2. The 
Illinois graduate's topic was "Commer
cial Real Estate and Securitization." The 
semester's fInal on-campus professional 
event was held on April 16. University 
of Illinois graduate James Bergsneider, 
Director of Real Estate for Northwestern 
Mutual Life, discussed "Institutional Real 
Estate Investment and Credit Markets." 

SIOR Awards Scholarship 
On April 6, Professor Cannaday traveled 
with six students to the Rosewood 
Restaurant in Rosemont to attend a joint 
meeting of the Society of Industrial and 
OffIce Realtors® (SIOR), the Commercial 
Investment Real Estate Institute (CIREI), 
and the American Society of Real Estate 
Counselors. The CIREI's National 
President, B.K. Allen, was the featured 
speaker. The U of I group also met with 
James Connor, Cushman & WakefIeld's 
Senior Managing Director, Client Ser
vices Midwest. Mr. Connor also serves 
as President of Chicago's SIOR chapter, 
which awards a $1,500 scholarship each 
year to the "Outstanding Undergraduate 
Student in Real Estate" at the University 
of Illinois. During this meeting, he pre
sented the 1995 award to Megan Quinn, 
a senior from Glen Ellyn. 

Spring Luncheon 
Another Illinois alumnus, McClier 
Corporation Chairman and CEO Grant 
McCullagh, was the featured speaker 
at the Spring 1996 U of I real estate 
alumni luncheon. McClier is an interna
tional consulting, architecture, engineer
ing, and construction fIrm. The title of 
his speech was "Integrated Real Estate 
Services in the Outsourcing '90s." At the 
April 26 gathering, held at the Chicago 
Yacht Club, more than sixty alumni and 
their guests joined fIfteen students, three 
faculty, and two U of I staff members. 
The semi-annual luncheons are designed 
to facilitate communication among 
Illinois graduates working in real estate 
and related fIelds. ORER again thanks 
Gene Stunard for his help in arranging 
for the use of the Yacht Club facilities. 

Field Trip 
During their Apri I 26 trip to Chicago. 
Professor Cannaday and thirteen students, 
along with Professor Michael McCulley 
from the UniverSity of Illinois Depart- . 
ment of Architecture, visited the Corpo
rate Real Estate Services division of 
Cushman & Wakefield of Illinois, Inc. 
Jeffrey P. Samaras, the company's 
Senior Director, joined Barbara Reidy 
and Illinois alumnus Greg Bante in 
discussing current trends in corporate 
real estate services. Major Cushman & 
WakefIeld clients include Kraft, General 
Motors, Procter & Gamble, and Amtrak. 

Chapter Officers 
Those who served as Spring 1996 offI
cers are Jody Garbisch, a senior from 
Rochelle, President; Alex Zylberglait, 
an MBA student from Los Angeles, CA, 
Vice President; Nancy Clarkson, a 
junior from Champaign, Treasurer; and 
Simon Zhang, an MBA student from 
Shanghai, China, Secretary. For the 1996 
Fall semester, Zylberglait ascends to 
the Presidency and Zhang continues as 
Secretary. Other incoming offIcers are 
Brian Moore, a joint MBNMaster of 
Architecture student from Arcola, Vice 
President; and Sam Mahisekar, ajunior 
from Orland Park, Treasurer. ORER 
commends these fine students, along 
with SIOR Scholarship recipient Quinn, 
for their commitment to excellence. • 

aO,OVe~·1U:z11lj~a grolipi oiiliS·tifl:ui£1ns. 
Anyone whose views differfrom those 
expressed in any ORER publication 
is err.cquraged to send comments or 
suggestions to Editor, IWNOIS REAL 
ESTATE LEITER at the address slwwn 
with editorial on page 2. 

....- .......--~--------------------------
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Thoughts for the Day Summary of Articles 


CEO Salaries: Playing Monopoly? 

Joseph W. Trefzger 


The hefty pay received by top corporate 
officers, relative to what other workers 
receive, has become a topic of great 
current interest, and a source of some 
embarrassment for the recipients. News 
accounts tell of senior executives cashing 
record paychecks, even as layoffs send 
displaced workers to the unemployment 
lines in droves. Explanations offered for 
top bosses' extremely high pay range 
from the technical global environment 
to an old-boys' network of interlocking 
directorates to high pay as a just reward 
for high stock prices. While each of these 
explanations might seem to have some 
validity, none tells a complete story. 

Is the Market Truly Competitive? 
When the price of anything, be it apples 
or executive labor, becomes very high 
in relative terms, the functioning of a 
competitive market causes the supply to 
increase, and ultimately brings the price 
down. If apples sold for $5 each (while 
other produce prices remained at their 
current levels), farmers would abandon 
other crops to grow more apples. By the 
same token, a very high relative price 
for CEO labor should cause more CEOs 
to be provided: workers should abandon 
their current jobs and become CEOs - by 
starting their own firms. 

Yet the craftsman or analyst who 

Office of Real Estate Research 
University of Illinois at Urbana-Champaign 
304-D David Kinley Hall 
1407 W. Gregory Drive 
Urbana,IL 61801 

thinks of starting a business might well 
change his or her mind after viewing the 
list of regulations that various levels of 
government place on businesses. Not one 
among my generation was willing to take 
over a small business that had been in our 
family for 132 years; the firm was instead 
sold, not to another "mom & pop," but 
to a small conglomerate, with a lawyer 
at the helm and a staff to deal with taxes 
and workers' comp and OSHA and EEOC. 

It seems that businesses must be ever
bigger to survive; even fast food franchi
sees today are multi-outlet corporations, 
rather than individuals. Have firms across 
a wide range of industries been forced 
to be larger than would be economically 
efficient (as dictated by the technologies 
of production and distribution) in order 
to be big enough to deal with regulation? 
If so, then we may have destroyed the 
competitive market for managerial labor; 
instead of rewarding those most able to 
steer the making and selling of widgets, 
perhaps we have given monopoly power 
to the small group holding the specific 
skills needed in running operations that 
are simply large. These skills are likely 
to be very different from those needed 
in running the most efficient operations; 
an ironic essential in running the largest 
firms seems to be the ability to lobby the 
government for regulatory relief. • 

In ''The Debate over Impact Fees" 
(page 1), Harvard University's Jose 
Antonio Gomez-Ibanez discusses the 
complexity of the issues surrounding 
impact fees, advising caution both to 
fee supporters and to their opponents. 
"IGPA's Impact Fee SympoSium" 
(page 4) summarizes views expressed 
by analysts from governmen4hldustry, 
and theUniversity at an Apri)c;qnfer
ence on exactions. ''Impact Fees:. 
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