ISSUE
Reassess the basic allowance for housing (BAH) computation to consider the use of ownership verses rental cost due to the growing national trend of home owners as opposed to renters.    

DISCUSSION
The Department of Defense (DoD) designed BAH to provide uniformed service members accurate and equitable compensation based on housing costs in local civilian markets and is payable only when government quarters are not provided.  The DoD computes BAH according to three key criteria: median current market rent; average utilities (to include electricity, heat and water/sewer costs), and average renter's insurance.  BAH rates vary according to the geographic duty location and take into account appropriate housing based on pay grade and dependents.  
Based on the results from the BAH study performed prior to the conversion from BAQ to BAH in 1998, DoD assessed that rental cost is equally appropriate, but less complex than ownership costs to compute out-of-pocket expenses.  Specifically, the monthly cash outlays of homeowners are not a good indicator of the economic costs of home ownership. The variables needed to compute this include such difficult to measure factors as the expected appreciation in the value of the residence, the amount of down payment, the opportunity costs of interest from down payments, settlement costs, and the tax savings due to the interest payments deduction.1  Despite the complexities in calculating a median ownership cost, with national home ownership surging since 1994 and at an all-time high of 69%, the current calculation based on rental cost does not accurately depict out-of-pocket expenses.2  Fundamentally we are doing a disservice to our members by basing BAH on antiquated rental costs because a BAH formula based on ownership is too complex.   
RECOMMENDATION

Recommend the Air Force initiates action, for DoD consideration, to reassess BAH computation using an ownership verses rental rationale.  Based on the recent surge in national home ownership percentage to its current all time high of 69%, substituting home ownership for rental cost or at least including home ownership cost in the BAH formula depending on specific market conditions will more accurately reflect housing out-of-pocket costs. 
1. DoD Per Diem, Travel and Transportation Allowance Committee website, BAH FAQ 10, https://secureapp2.hqda.pentagon.mil/perdiem/bahfaq.html.

2. Doms, Mark and Meryl Motika, The Rise in Home Ownership, Federal Reserve Bank of San Francisco website, http://www.frbsf.org/publications/economics/letter/2006/el2006-30.html.
