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ABSTRACT

This paper studiexz and tests a hypothesis about
how racial preferences influence the choice of urban
residential tocation. The bhypothesis implies a pattern
of housing prices which lead to racial segregation. Data
from San Mateo County, California is used in the study.
Utilizing the techmigue of hedonic price index estimation,
the paper concludes that the empirical results are con-
gistent with the hypothesis of racial preferences by

households which ultimately result in racial segregation.



RACTAL PREFERENCLS AHD HOUSING PRICES®

by

Cayelang W. Paouguianga, Ja.

A pattern of housitug segregation by race or ethnic

Eroup in the urban areas of the United States has been
evident for a long time. The exclusion of minority
proups, especially the bBlacks, from certain neighbor-
hooas tnrough various means has also been pointed cut.
This has caused concern because of the possibility that
not everybody has equal access To housing with the
consequent loss of econonic welfare. however, almost

two decades of anti-discrimination laws have brought no

perceptible change in the pattern of housing in urlan areas.

“This paper is basec on mny unpubliished doctoral
dizgertaticn. I would like to thank my commitfes,
Richara F, BHuth, Hichasl Bozgkin and Michaedi Block,
for valuable acvize; Bill Rumpf, for origioally
suggesting that somebouy study housing discrimination
in San Hateo County, Califeornia; Fred Mola, HNilo Sarmiento,
Jeff Helaughlin, Eli Hemolona and other members of the
Etantora GS5H lunch group for adueéd assistance, and Very
especially, my wife Delia for direct aiu ane inspiration,
ALl Temnaining errors,; are mine :



tau Hateo County im taiiforniz follows the general
Patrern ol persistent housing se regation. A+ the gtart
of Lhe seventies, eighty percent of the population were
HElte, Ten percent were Hiack. The rest were Asian
Alerican-iigrans gaud othep $DDLHb.J The Two wistinguishable
HABODITY. groups (Black and Spanish-Amevrican) differed
significantly iu their patterns of resicential location.
Spanish-Americens were aistrituted relatively evensy
over & wiue area, while Blacks were concentrated in:a

few swall pockets. . i

bata from 5an dateo will he usea To analyse and
test an expiandtion which is hoped to explain the
persistence of segrepated bousing patterns iunspite of
the sanctions ayainst aiscrimainatory practices by
Suppliers of housiug services, anu provice indirect
notivation for intentional anc ve faceto discriminatory
actiols by housing suppliers. The implication of the

. ¥ o : : :
bypothesis for public policy will alsc bhe discussea.

EEE defined by the Bureau of Census, the term "Spanigh”
meant "Persons of Spanish language or Spanish surname.” The
spanish-fmerican population is predominantly White; but incluwdes a
swall awount of Spanizh Blacks.




I. The HypotThesiz anda Theoretical hodel

ihe hypothesis iz based on the copnstrained utility maxi-
mizaticn mogel Usew 1n urban ucﬂﬂnmius.l HBousehodds with given
InColiue naddimice GLitTTy over two explicit commonities: housing
Services and the compogite of all the other goous, The housing
barhet aliocates resources in such a way that houscholds are
sepregated by income lével. To Ilhu extent that soms raceg ard
PoOer on cha Averdaps [oan another pace, this factor contributes
to nousing s%rcg:_atinn by race. Howewver, the hypothesis, first
aiscusseu by bartin bajltey in 19.".-1:-1,:"3 @ggerts the presence of
bousing segregation for reasons other than those implied by

the basic mousl.

The Bailey hypothusis ascribes to white households an
aversion to iiving with Blacks and a preferénce to living close
toother Whites., Black householas on the other hand, are either
attractes or 4t leasi Incifferent To living clozé to White house—
holdg, In the long mum . White bouscholds will cuthia Black
ouseholds for housing In those neighborhoocas that have a higher

percentage of White bouseholds on the average.  Ubtimately, the
stromoyur racial prefereuces of white households will lead to

nousing sepregation between races,

1EEE Witliam Alonszo, Location and Land Uge {(Canbridpe, Hassachusetts:
hervard University Fress, 1984}, Bawin 5. Mills, Studies in the Structure
of the Lrban Loonoiy (Baltimore: Johus hopkins University Press, 1972,
anay Fachard F. Huth, Citles ane Housing (Chicago: University of Chicago,
16b9]) .,

ihartin J. gailley. A Hote on the Eccnomies of Residential
Soning and Urban Kenewat ., Lanu bconomies {(Augnst 1959), 265-:90,




Formally, the hypothesis ig incorporated into the basic podel
by reakang uown Holsing services, g, Into two o T Ty of
5 - housing services that flow from the botsing
& L T s Sl
4= Oousing services tnat households obtain From
+ht characteristics of the meighborhoow.
The first component measures the heusehelds satisfaction from shelter,
Warntn aud other amenities that acerues to individuals with a fiwved
and secur¢ place to stay. The second component 15 site specific and
households experience it because the consuuption of housing services
canot he diverces frow 1ts location. In the case of race, this
Celponent may be raken as the heouseholus! aversion op attraction
to different races. pecause householas o0 DOt consume 5 and @
Separately even if they Lay consider these two &5 =eparale components,
they choose betwesn DOUSIng pAckages that imply varyiog proportions

of g, 8, and nu. The LIl ity function is:

(o]
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and households are wWilling to pay fop i in two ways:

(a) By an ourright "payment” for the neiphborbeod characteristic.
In the case of tangible charactTeristics like the pregence of parks.
better schoois, eto. . Bouseholds may et oheervedg as dgpreaing with
thelr neighbors (voting) to pay Taxes or dies fop these ¢ pencitures.
Ur, perbaps more accuritely, households By Bove to communities with
more of The cesired neiplborbood characteristics and the appropriate

tTax rates,




(b} By their willingness to pay a premium for
souses in neighborhocds with the desired characteristics,
or Ly the necesszity for a discount for houses in neighborhoods

with disrasteful characteristics.

Incorporating these, the buaget comsiraint may Dbe

written as: )

TR A S D, L E Fﬂi n;+ i t, m + T (k, ¥} ()

where:;

q = augmenteu definition of gq.

Px = normalizec as being equal to one.
£, = explicit payment ;ur the specific meighborhood
chapracteristic
T {k, y) = +transportation costs of the haﬁsehnlu which

depends on both eistance and income.

For simplicity in expositiomn, assume that racial composition,
¢, 4is the only relevant neighberhooe characteristic.
Further, since householos cannot legally pay to keep menbers
of unuesireue races out of a neighbiorhood, the terms tﬂ is

introduces only initially for completeness, and will De

ignoreu thereafter. hence, the moaified model iz as follows:
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Hote that s and ¢ cannot be consumed saparately.

i) UH - A Ph = 0
(ii) ﬂa ek Pa o or

(U o+ u.J - A (P_ + PE} = 0
{(iii): =2 {qPEk e

Civ) 0 = dx % ES+PC+ tec + Tlk, y)} = 0

Households will equate the ratio of the marginal
rates of substitution Letween housing services and the
composite commodity ana the ratio of their prices. This
ratio will vary according to the assumprion ou racial

preferences by the household:
(a) Without racial preferences:

E
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(b)) With racial preferencas:

(3}
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Lbnder the Bailey hypothesiz both BElacks anu Whites
prefer living close to other Whites. However, while BElacks
Eay be inaifferent to living close To other Blacks, wWhitesz
are not as inaifferent to living in a mixed neighborhocd.

Al absolute cifference in the intensity of preferences for
the weasirea racial composition arizes. Whitesz have stronger
preferences for segregation than Blacks have for integration.
I'mizs leads to 4 price aifferential between what householasz

of each race will pay for uesirec neighborhoous.

In the following sectiomn, it is assumed that house-

holds pet the Zame utility from The housiog structure

repardlegs of ite locatiomn. That iz,
L = U
s
b Sw
L = utility derivea from structure in a
b

Black meighborhioou.

U = utility from a structure in a White

neighborbosa.



Black householas:

fa) In the EBlack neighborbood:
ufd ¢, = Foo: = 0
aaﬁﬁuh ] ey
-
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{b) In the white neighborhood:

4 ufd o = 10 T
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Price adifferential that Black householas=

willing te pay:

uﬂlack = Pﬂ + Pcw - I& = Pg

For White householas:

(a)}) Io the Black meighborhooa:

ks

LS < 0

b

o
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T e
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(L} In the White neighborhoou
aufac >0 Pe. >0
T T
Ly - o P -
MRS - = = e Tey
H,q Us + uﬂ Ps + PE
W W

Price aifferential for a White hougehold:

LT = P +P ={P._+PF_ )
khite ] = 5 ﬂb
Since P < i
: >
uhhlt& hulauh

White households which are in every respect identical with
giack households are wiiling to pay a relatively higher

to live in a Waite neighborhoou than Black households would.



= b T

The wifferential is inoicated by the negative externality
L - . . 1
eanperienceu by White housebolds 1l & miked ATE3.
Te susmarize, priceés of housing services along

the bocidary , in the Whzite border area, will show the

following pattern:

PH > P“. R F.. = White intericy price

In the Black border area, on the other hand, this pattern

will appear:

= MR SN e z
P FB + 4, PEh Black dinterior price

For housing sepregaticn o resnlt, it neel not Le
assumen that White householas & strong aversion to other
races (dufde, < 0). It is enough that white househdlids
have a strong preference for liviug among other Whiteg than
Black hougeholds have for living cloge’ to Whitez, aod that
this aifference in iutensity be acequately reflectec in the
premium that householos are williug te pay. In fact, estimatiocn

of the prewmium paid by White households from market data does
noTt allow distinction between the two possible comnponents of
tne White premium. A wore accurate statement, then, is that

the White householas' preference for segregation is nore
intenze than the HBlack householas' prefarance for integration
ana that thiz is reflectec in market data.




¢ = ©price aifferential for being on

the boryer

This higher intenszity of racial preference by
Whites results in raciai housing segregation. If we
start with housing randomly distributeq by race, Whites
will start outbiading Black households for sites where
the Whites are a higher percentaze than the mean. If the
process continues long enocugh, housing segregation as

we koow it will eventually result.



HEThDﬂUlﬂgE

Householas are conceptuali.ed az eguating the
pratic of toe sum of the marginal satisfaction for all
relevant housing attributes to the price of the housing
upit to a similar ratio pertaining to all other goods.
Jugt as households conceive of awelling units as a bundle
of housing attributes, tThe price of a dwelling unit may

he considered as a sum of the incremental prices corresponding

to the housing attributes of that unit.

T
Pi = _E Piai
i=1i

where

a, = "guantity" of housing attribute i

p. = "price" of housing attribute i
ana R ) . ..ea J refer to structural characteristics

4 = J F X, wesp B refer to meighborhbood

characteristics

In the case of households with preferences regardaing the
racial composition of the meighborhooca, a differential
will arise in the price that those households are willing to

for houses with aifferent racial compositlions.




The capitalizeda value of the flow of services

is what is relevant to the househole for house purchases.

'E t T I +

Yy = L P Cl ey = E E p; &y (1 +r) %)
e=o 9t t=0 i=1 "t t

v = wvalue of B house To the housebola

price households are willing to pay for the

=
|
1]

bundie of housing services at time tT.

Given their preferences, households will set an acceptable
price for each house tlhey canvass cepending on the minture
of the housing attributeg proviaea by that house. The value
of two otherwise identical houses that differ only by a
specific attribute, e.p. racial composition, will differ
only by the capitalized value of that housing attributed.

i t
Y = Y = ¥ el S (e R |
1 2 t=0 -t I

In the present case of racial mix as a housing attribute,
aj wouie be equal to one or zero depending on the presence
or absence, respectively, of the cesired rTacizl mix of the

neighborhocd.

Hedonic price indux ¢stimation, the technigue

usec here, takes auvantage of the variation in the selling



Price of houses couplea with the variation in the mIxture
of bhousiug attributes to uerive the estimated average

N s £ = AL
prices for each housinig attribute. Thug, even Though

houses are bought and so0ld with a single price attachea to

edCch one, housing attributes can be jaentifiec. Hultiple
regression Techniques appliea on the observed housing,
attributes and prices are ugeu to estimate the contribution

of each individual attribute to total price.

The Regression Lguation

The marginal satisfaction provided by a house is
cairectly related To the structure and community-specific
characteristics it pogsesses. The householo's demand for
any specific house is, therefore, determined by the inter-
action of the totality of these housing characteristics
with tue price of that house within constraints imposed

by the household's income.

Two types of housing characteristics are distinguished:

*For example , see R.G. Riuvker and J.A. Henning,
"The Determinants of Resisential Property Values with
Special Heferences to Air Pollution," BEeview of Economics
and Statistics 44 (hay 15967): 246-55, and A. Thomas King
dud Peter nieszkowski, "Racial Discrimivation, Segregation,
anu the Price of Housing,"™ Jourual of Political Econcomy -
(Hay/June 1973): G590-G04,
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la) douse-specific variables: K

LR e R
] “q}

& vector of structure-specilic

wherae =,
]

o i
variables Ear 3 ¥ housze

a8 vector of lot-specific variables

=
il

J
(b)) Environmmental wariables: Ek
T Lk {Hk‘ Gk}
H, = vector of neighborhose for el
nelpbborhood

Gh = wector of public sector wariables

S 1
The i household's cemans for the jtb house (im the
th 3 A
k neighborhood) may be representea in terws of the

market price for that unit, P all of the housing

Jk’
characteristics attached 1o tThe unit, and the income of

the household.

Q = . (H,., Ek} = ink, Yi, ipj{sj, lei
E, Lo, 80/ : (5)

The =um {herizontal) of all such -indiviuval demands

by all p = L. households represents the market demand for

ha ]th house.
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The income of the particular househole can be
cousivered in two ways: {a) as & ueterminant of the
nousehold's eiffective wewmand, ama (k) as a determinant
of the effective (after-tax) price that the household
pays for the dwelling unit. For the Ffirst cousiderailtion,

the convention that the same income distribution applies

to all the houses offereu for sale in the market is usea.
Thas allows individual incowmes to be ignored while 211 the

’ g 3
potential offers of many Luyers are added up .

Ine effective after~-tax sales price for a house
may aiffer from its cash equivalent sales price because
of the income ta: advantages proviveu by interest payuents

on the house mortgage.

S A i=f d-F.,, =P, — P S B
IJki ik ¢ lj ik ik jk t i ¢ 4}
r F iy © eifective selling price

tiin} = effective ta.' rvate for household i

It is assumes that the same income distribution
applies to the entire housing market.




T

The narxst aemand Fubetion can be reyritten as:

1 |

ujk = F EP*jk, hj’ Lk} (67)
The equivalent estimating form i=:
ij - EﬂPﬁjk’ + ﬁifﬂj}ﬁjm + EE{Lj} Ijn + BN
+ By Gk*‘&jk (Ba)
BoPsy ¥ By Ty * By {Sj}sjm * By ILj} 1jn
+ Euﬂk + Ejk
where sjm = quantity of housing measurea by sguare
feet of living area,
ljn = the area of the lot measured in

sguare feel.

. . A 2
Yk = median family incoume for theé censzus tract.

Hote that B 0 is expectes. This dmplies that Eﬂ} 0.

1
Meaian family income for the census tract, Y .,

has been uzed under the assunption that zome form of
self-selection by families by income takes place.

4] -
Confer footnote number 1 above.



uses is a function of the prevailing

=)
f‘l
=)

The supply oFf

1 weptain attributes anc the

=

L

b

price for uwelling units w
cost of producing the dwelliug. tThe cost of producing a
gawelling of guality level 3 in community K, ﬂjk’ is

a Functicn of the cost of proaucing the individual inputs.

Tue supply function can therefore he written as:

e R S i e

5k Ssp (Paper 85 Lx-ﬁ{sj} sjm,r {Ljhjn}} (7)

Lk

The corresponcing estimating eguation is:

{ = @ 3 LTRSS L, &, 7
qjk o Bap ¥ 8.7 B EPL} L, E]ﬂ (Ta)
+ wjk
where 5=w = the gice of the dwelling as measurec by
1|I +

the square feet of living area;

i the unit price of structural atiributes, a
function of the wecior of Struciura
characteristics, S., atd their replacement

J
costs;
r. = the unit price of lanu in commEunity k;
1 = the size of the lot -
Ju
S = Tandom error termn.




The reduced form eguation of the market equilibrium

caun be solvew in termns of observable dwelling unit sales

pricaas
SR T s R e (5)
ik (o — B) (e, - By ) ]
(B —@s o ¥ (B, = a,rp } (L.)
e EEa R caien T
: By () : By, (G.) e
{un - ByJ te, - B} ik

As before, Ej, Lj, HR and Ek are vectors of house and community--
o : 1 . . :
gpecific attributes. The effect of structure and lot-specific
variables are assumed to be proportional to the size of the
, 2 < - =
house anu lot respeciively. More concisely, and incorporating

the test as being of one on unit prices for dwelling units,

the finai estimating equation is weighted Ly the inverse
ah

joe

of the bouge gize,

“the incivigual effect of each attribute will be
estimated iu the empirical portion.

“The effects of neigphborhood and goverument character-—
istics may well be propertional io the szize of the property
but there is no & priori reasom to support this.



E i N
B = 3E =a (&, &, L k
i L _{v-J“L':J?'_E*_S

T r"jm jm

L e

o S ik
JH
: Sk L :
Wioere i = £+ lnls fraosformed error term is
o e R
jo

enpected to Le more comstant thau that in the Total

sales price equatiom.

Test of the hypothesis

6 conclusion of the present analysis of the Bailey
hypothesis is that, in long-rusm equilibrium, prices paid
for housing services will be lower in interior Black
. 2 - - L= . - ; :
than iu interior White areasz.  The dynamics ana implications
of the hypothesis are more richly illustrated by looking
at a restrictend area, €.g., an ared of several blocks

straddling the bounuary between Llacks and Whiteg,

& B £ i E F G

Frice P" E F o4 -d o opogd P P

1 . - o ' = :
See Richard F. Huth, Urban Economic Problems (Chicago: Harper &
Fow, .968), Chapter i, for a more complete discission of This.
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Suppoge L sStreet iz the ipnitial boundary between
Whites apc Blacks. Listea beleow are the prices paie by

aifferent households as implied by the hypothesis.

P = price paid by White houseliclds in

the White interior,

Pw+d“ = price paid by White households on the
White border. By zssumption ﬂw{ Q.

Py = price paiu by Black households in the
Black interior.

Eh+Lb = price paiae by black households on the

Black borcer. By assumption d, = D,

Initially, prices for housing services im the White and
Biack interiors are assumed to be egual. The following

can, therefore, be inferrea:

+ <
PH dw Pb + o

B

(a} short-Dun

Frices

& )

P||'.I+d1'i' 1 1

= Location




The Hlack area will expana at the expense of The White
grea, Given stabiwe populations, at some point PE
wiil fs11 to induce households to live in the Black

-

IREaTTor, -Foeoonothe e hamss wil¥ sises w5z The
M

%

HbiTe aree shrifk=. Ohce the prices at the boundary

are agual, the adjustments will cease.

(k) loug-run

R

[na)
1]

- =

» Location

Lopg-run equilibrium i rveached when pricegs on both side

gf the boumdary are egual,

In the long-run., PH > PH’ a5 we noted in the
preceuing section. However, this may not necessarily
exizt in thée short-run. A& wore reliable strategy would

be to test if the boroer premiumfdiscount for msach side

of the boungary exists. In the forsgoiop illustrations,

=




This amounts to testing whether housing prices on both
Slues of the boundary differ frow the interior prices
by ay or dB' One cawn fit regressions on the datas,
introducing dummy variables designed to capture the

boundary effects of racial uifferences. Dummy variables

according te the following scheme may be set up:

Dl DE Dﬂ
Interior White ] 0 ]
White Hordewn L 4] o
Black EBoraep ¥ Al p
Intericr Black 4] ] 1

The following signs on the dummy coefficients

Are gHpactec:

lhe expecteq sign for the dummy variable for housing im

the “Black areas,™ Dys is ambigucus. The resulting coefficient

may be greater or less than zerc depending oo whether

short-run forces such as the relatively rapid increase



in dematd” for Black urban housing are stronger than
tha sxpected’ long-run tendency for White hounseholds
to pay & prelium To live in White intericr areas.

heweTer ., SLpirisal cstimates of Bl iz a spfficient

fest Tor thke-hypotheprg (ioe.. Wwhether hovses on the

"Whirte bouncary"exhibit discounts).

b Data L=sedq

Tha wariables usec are classifijed into two major
groupss those reldted to the house and its corresponding
lot, and those pertainaing to the characteristics of the
neighborhood in which the jlicuse is ;uca:uﬁ.; The first
group includes the physical dimensions and characteristics
ef the house apo the sceompanying rot as well @z relevant
facts about the sales price and aszeszeéd waluation of the
property. The secopd group includes all infermation
about the activities of the publiic sector in the different
communities, the locaticon of the 1ot and prevailiog land
use of tie surrounding area, socio-economic and demographic
catd aud The main interest of the study, racial character-

izticg o the meighborbooa,

A listing and clasgification of the wvariables used
is given in the Appendix,
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ihe basic gource of hous¢-specific data are
The San hateo Country asseésscr's records for sales
of single family homez. The final sample for the
Leograpnic subsei chosen contained 9,241 ohservations
for ivhe three years uudep sTUuty, 1871 1o 1873. A very
ieporiant advantage and benefit proviced by the cata i
base iz the awvailability of the data on the basis of
ingiviuual dwelling units apnd its relative richness
1o house-specific chavacteristies.” The relative
conplétenesse of house-specific varisbles is particularly
critical for the purposes of this study becausé the
ultimate test.gépends on the ability of Linary
variazbles to capture the effect of the racial character-
1s5tics of the meighborhoce. In such cases, the precizion
of the test i= greatly infiuvenced by the abkility to
coutros for tpe effects of all other significantly

relaevant variables .

lﬁcﬂnnﬂetvic literature has elaborated on the loss
of precizion due to the aggregaticn of data for all dwelling
units in an area (e.g., census tract). See for exauple Henri
ITheil, Principles of Ecomecmetrics (WNew York: John Wiley &
bons, i47:).and Jan Kmenta, Elements of Lecomometrice {hew:
York: The Macmillan Cempany, 1971). For the danger of biazed
coefficients in an area relatec to our study, see A. Mitchell
Folinsky, "The Demanco for Housimg: A study in Specification
anu Grouping," Econometrica, Vol. 45, No. 2 {(Karch 1977):
447-64% anu Barton Smith anc .M. Camphell , Jr. "Agpregation
bias ana the Decand for lousing," Internationzl: Economic
neview, Vol. i9, ¥o. 2 (June 1878): %85-505.




Community wariables describe characteristics
of an area bigger than just the immeciate neighborhood
of the dwelling unit. date =n these variables
varying levels of aggregation were obtained from the
1800 Cenpes of Fopulation and huusingL and a; variety
of local public agency sources.” Because of confidentiality,
n%ly the tax code area was available for the awelling
pnits in the dssezsor's record. The dwelling units angd

the corresponding community characteristics were matched

through this,

Uata was collected arcund 1974 when the peninsula
housing marked bhad already exhibitec an inflationavy
treneg for a few years. The perioc under study was kept
T0 a short a pericd as possible while keeping the sample
stiil large enough to give adeguate representation te
the different sectors anu different iyses of houging im tThe
country. Rising prices could introduce needless variation
into the data Lhat weuld only weaken the precision of

mates. The most recentiy compiled information.

5l

the ezt

g | Jepartment of Commerce, Bureau of Census, Census
Ef PFopulation and Hnuain&i_jﬂ?ﬂ, b; Cenzus Tracisz, Final
Report PHCL.)-189, San Francisco-Oaklanc, Calitornia,
Standard Melfropolitan Statistica: Area {Washington, D.C.:
U.S5. Goverpmeat Printing Office, April ag¥a).,

£ > .
& summary of Iinformation souvces is gEiven in the
Babliography.




then was for 1873. The period was extended back to
i371l as 4 COoOEpProHlSEe betweun the conflicting considera-
tions menptioned. It was belidved that inflation could

bhe adeduately controlled for a peviod that ITong.

Construction of Racial Hinary Variables

The lowest level of aggrepgation avaiiable ==
primary tax code areas, school districts and census
tracts -- forecloses exact identifiability of the
enpirical test with oor thecoretical model. The study
cannot specifically inwvezgticete whether a black or white
household will pay to live in & certain neighborhood.
Rather, tha test will show what the housing market a= a
welghted average of the willingoness of all households to
pay For housing services will set for the racial
characteristics of certain neighborhoods. The specific
guestion answered by our test is: "“Hy how much lower
or higher will a house of the "average' type be bought
and sald 1f it wére located in each of the warious
types of neighborhocas." Binary variahles are constructed
o capture the differences in mean prices among houses

located in the varicus neighborhoods.



The test evaluates The implicatricnz for the

[ 5]

hypothesis on the pricv of housing services omn bLoth

=

=

L&
il
(]

4 f The Lounvary betweun areas predominated by
sitferent races. Four types of areas arownd the
bounndary were of interest: Ewo ioterior areas, each
of The racial groups on e¢ithear gide of the boundary;
&nd the two corresponding border areas adjzcent to
the boundary on the inner =ide of each group. Since
long-run conditions ©f eguilibrium may not be sufficiently
satisfied for the housing market, one iz able to test
only for the border effectz omn housing prices --
effects that show up even under short-run concitions.
These border eifects are essentially step-like
differences in housinug prices hetween the horaer

area prices and interior prices of hoth racizl groups.

Three races are explicitly ocongidered in This
study: White (Caucasian)}, Black, and Spanish-dmerican.
Several other races are digscernible in the population
statistics compiled by the Horeaun of Cemsus, e.g.,
Chinese, Filipinos, Japanaese. Howeéver, they were not
present in San Matec County in such numbers as to

compase diztinet racial proupings for our purpOses.




SubEtantial iiterature on rdcial segreagation
and neighborhood tipping sugpests that on a broad
basis neighborhcous can be classified into areas
"precominated” by racial grnu;u,l That iz, once
the percentage of a minority group exceeds 'a ceptain
threshold, a neighborhcod rapicly becomes predominated
by that racial 5rﬂup.2 Thig has Lbeen borne sut in the
cage of san Hateo County. FEetween the minisum level for
4 census tract to qualify as Black or Spanish interior
(25%), and the very high rates of £0% Black of Spanish
and over, very few of intermediate composition cam be
found. This is sspecially trus of the Black areas where
the stronger conceptrations were noted earlier. The

next concentrations found bevend the 25% threshold were

in the 0% lévels.

15&& for example, Luigi Laurenti, “"Effects of Howhite
Furchazes of Market Prices of Residences," The Appraisal
Journal (July 195%): 314-29 Martin J. Bailey, "Effects of
Face and of Other Demographic Factors on the Yalues of
Single Family Homes," Lana Economics (May 1966): 215-20
Chester L. hunt, "Integratec housing in Kazlamaszoo ™ din
Alfred N. Page and Warren . beyfried {eds.), Urban Analysis
(Glenview, Illinois: Scott, Foresman and Co., 19/0): 296-310.

ESEE for example, Thomas Schelling, "A& Procass of
Resivential Segregation: Neighborhood Tipping," in A.H.
Paseal (e¢d.) Racial Discriuination in Economic Life
(5ta. honica, California: RAKD Corporation Hemsrapdum,
1367}, pp. 157=18H4.




On the minority (lliack or Spamish) side of
the boundary are the Black Boraer (BB) and Spanish
border (5B} arcas. These¢ were census tracts thart
wers from i0% to 28% Hlack (or Spanish) or were
adjacent te & ceénsus tract that had been classified
a5 Black {(or Epanish) Interior area. On the "White
sige" of Theé boundary "near" 4 minority area under the
Bailey hypothesis,; the areas, called White Border,
are gefined as those census Tracts with 6% to 9%
Black or Spanish concentrations, In order to fina
gUT whether the h;usiug market treats the Black and
Spanish ethnic groups differently, the White Border
was further subdivided into the White Black Horaer

and the White-Spanish Border.

Tne sample aoes not include any confirmed sale
of & single-family home in the Black Interior areas of
the pericd. A Jdummy variable was, therefore, constructed
for the Black and Spanish areas showing our inability

to distinguish between minority boundary and interior

areds.,




In sunmary, the different ethnic arcas are:

HA ¢ Black ArTea . 0% = 2R Blsol oapr oven
oy the cansus $ract Is

adjacent £t & Black Ioterion

area
WZB : White-8lack Border :  B% 2 9% Biack
SA : Gpanish Area i 10% - 2%% Spanish or over op

the censu=s tract 1§ adjacent
toc & Spanish Interior area

WSE : White-Spanish HBeraer : 6% — 9% Spanish

Bsp : blackx-Spanish Berder : Census tracts fulfilling the
conditions for White-Blagek
and White-Spanish Border areas,
except that the borders are

between Black ana Spanish areas.

The last area designated is the black-Spanish Boracer
(B5B). These are censusg tracts that fulfill the
conditions for the White-Black Border and White-Spanish
Horders except that they are between Black and S$panish
arzas. The duvamy wvariable For these census tracts are
expecteu te indicate how the housing market treatg Bbeas

of overlap between the two minority groups.



Coefficients for the final estimating
are shown in Table 1. Statistically significant
results for the house-specific ane rasial binary
variables ware obtained throughout the whole of the
Sticdy. TFurther, the estinated coefficients are
empirically sensibie in nagnitude for almost all

variabhles.
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TAHLE 1

RACIAL PREFEMrRCES EhD HULSIHG PRICES
SAN HATEG UOUNTY, CALIFORNIA

EHPTRICAL RESULTS

Dependent Variable: Selling Lrice per
square foot (iiving area)

nean of cependent varizhle

Humosr of coservations

R—sqyuared

C=statistic

bepress of freedom
<Irrepenoent Variables

. InTlation Ingices

Doy for yedr = 1972

Linmsny o gesr = 3974

55
®

STrUCTure-specitic Varialhles

square Teet of housa (living area)
Jaality

farcent Gooa Ll - depreciaticon)

Begression: Huiter

i

69477
G4l

LBlich

37E BO00

(4%, 9196}

1.6les |
{ ie.uu00)2

3.494970
{ &0.2500)

- oA
(= 5.3100)

o=k

 20.7900)

T . olaw
L E2.3000)%



TABIE 1 Contipiied )

Regression Mumben
1
Lumaiy: for aultiple-story structure = 16500

L= 1, 2E00)

Dummy for peesence of baseuent R BT,
. 12.:800)

ho. of bearcoms per sguare foot

af houze - 79 n9NE
¢ 2.2u00)

So. of bedrooms syuared PED square =412, 5760
Toor of house [— 3.00007
Dummy for presence of EErage i.,9766

[ 9. T200)

Vumy for central heating w AT
{ 7.7300)

Exira paved grea per square foot 1,386l
of houze— { B.1800)
Lost of improvements 1o house o L%
interjor per sguare foot of housze [ HLE100)

Cost of improvements to house

CaAterior per square foot of house 1.2582
{ 21.3600)
Cost of pool per sguare foot of house 1.2848%2

[ 675000
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TARELE 1 [Continued)

Regression humbern

:
C. Lot-specific Variables
Width of 1ot per sguare foot of house BE, LEad
[ 24, SB00)
Depth of 1ot per sguare fool of holze 240514
{ 12.s900)
tunmy = i if lot is uneven - 1.0k
(- 7.4500)
amy = @ 1iFf lot is on a bank or r
shelF - R i
(- 3.5000)
Yalue of Lot pelative o neignborbood 165620
{  H.uGo0)
Dummy = 1  if ares hag excess traffic - S B 1
(= 3.5100)
InEmy = 3 3if lot iz in a cul-de-zac - L2340
(- 1.5900)
famy = 1 if land not fronting a
stheet 1.0%b
( 2.5000)

. Public sector Variabies

Total umniaip@} governnent expentitures
per person= — A.3TB3
(= Z.T7g00)




TABLE 1 ({entimued)

nepression Numbeps

Elementary aciieveanent o
1

toiet= TR T g Ta
{ B2 00}

- T = -
he schiool dis

/

High scheool expenditures— 23682
{  2.64k00)

- . . L T
Fire class rating for the towp—2> Lo BEA G

L= 002500
G

Resicential burglary i??ﬂfl,ﬁuﬂ Tid,296
population by city= { H.9100)

Location ana Lano Tsa Yariahles

Population growth rate by :iﬁyii:f — a%.97 45
{- 13,5600}

Percant uwe¢;¢u;_u§§t: for =ale in =1E0, 152y
Censns tract —r— [ T aen )
o i e e Ty T [

LerdllVe commule into BATS® one =23 0505

(- 4.5000)

: - 4 i .

ropuiation density in census tract— = #3700

[— 5.8200)

Travel time To $?n Francizco by
CEGsus traot— 1da. 450

(P E 000

!

o ES . g
Lemperatyrre— 180 5EES

{- 5.7800)
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TARIE 1 {Continued)

Regregzion Humber

F. Socioceconomic Variables

Percent of populaticn owver o years
resicing outside the SMSA in 1965

Perceut of popuwlation DE’BEIHE-\
finished high schopl—2<

Fercent of pﬁpu]ﬂti?na??ﬁr 5
tinished college—I—

if

Hedian family income by census tract—

Percent be poverty level in census
t['aﬂ-tgt-ﬁ-?u

Racial Hinary Variables

S : Dumy = 1 if census tract is in
the Spanish Area; zero otherwise

W5E : Dnmmy = 1 if census tract is
in the White-Spanish Border;
Lero oTherwise

i

58,0755
{  4,3800)

- 3.9773
{— 2Z.5600)

— 20,3347
{- 11.0700)
L8398

{ d1&.H000)

22,2799
{ 4%.2800)

= 1.6383
(= &.5600)

-  LO0ES
- 0.04%00)



1 [ Continued)

1TABLE I

T . 7
B TESS 10T NUer

B& @ Dommy = 34 3t cengus Bract iz
the black dAréa;, Zero otherwise P
[y B 1
WhE : Dummy = 1 if census tract is
in the whote-=black Border; -  Z.8687
zepre otherwise (= 10.0900})
Bod @1 dummy = 20 if census Tract is
in the Black-Spanish boraer, S P
= T.3200)
L.ihbEL

zers otherwize
S o0

Constant

Bay Aras Traneportation Stody

£
s i e :
— HWeighted by l/sguare feel house
2/ o S - .
— T-sTalistics Are reportec in parenthesis: beloyw the
COrYesnonaing coefficient.
5200

=Ffects,

Coefficient repoirted oy variable sultiplied by 1
== 1

to desophasize scaling




IIL . Egpirical- Easulrs

The independent wvariables includés in the final
estimating egquation explained guite a large amount of
the vartation of the dependent variable, selling price per
square foot of house. The R-sguered of the final eguation
Was more than 64%. Most of the independent variables

incluaed were highly significant (at the 1% lewvel}.”

The significant results may be ascribed to the
relative completeness of the gpathered data on dwellirg
unit specific wvariables. If it is true, &8s the rasults
would seen to indicate, that major portion of housing
price variatiomn cam be traced to the structuve and the
let, using a data se¢t such a=s the preszent one substantially
evolds the imprecision that would surely crop up in less

complete eata. This imprecision can be expected to show

“To find the incremental contribution of each broad
group of wvariables, artificially restricted equations were
estimated on the same gample. Each broead group of community
variablez were eliminated from the estimating equation one by
ocne, Just the structure and lot-specific variables account
for 55% of the uependent variables'" variation. Thisz is
probably the reason behind the robhustness of these wariahles.
{The incremental explained variation accounted for by each other
group of variables are indicates by the estimating equations
with reztricted sets of independent variables showo in the
Appendix. Unce choices were made as to which of cuplicaty.
structur¢ anu lot characteristics represent best some commc
house¢ attributes, a set of independent variablez that explaia
wore thanp half of the dependent vapriables variation were
obtaineu, The amount of wvariation explained by the awelling
unit characteristics alone already account for an explained
variation rate that is guite high for these types’of studies.
The results are zhown in Appendix Tahle 1. Changing the order of
elimination aid not substantially ¢h age the results. (Sees
Paderanga, 157§).



up in the independent wvariables that weuld be cctually
present 1n & less complele data set, including community-
specific data sets. In fact, this feature of completeness
miy nave coptributed much toward the robustness of the

that hes been ménticnad. The

Hs
]
1
1=

nary varizbles

=
[

ac 4 x

implications of the estimated coefficients are summarized

in Taplse 2y

L]

[

Structure-specific Variab

Attributes that pertain te the house structure
such as heating and number of bedrocoms ave conjectured
to have an effect on each unit of housing services. They
may be viewed as changing the guality of housing services.
Heunce, structure-specific wariables were assumed to be
proporTional to house size. The results of the estimation

generally supporied tThis conjecture.

The absolute si%e of the louse {:_;.I;;_I_'q_‘.l"'t.- feet of living

area) had a negative and consistently significant effect

i1ng price per square foor of the dwelling unit.

on the =al

The exact magnitude of the estimatea doefficient was - 002,
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giving us an elasticity coefficient of -0.06. This
dmplies that tThe size of the house hasz 3 inchease

by 7842 square feet for the price per sguare foot to
decrease by 51.00. The average size of the dwelliap

unit sola in our sample wes ladsa aoguare fTeel,

The next two variables pertain to the type of
materials used in thu comstructicn of the unit {(quality
class) and its condition at the time of szale {percent
good). Thera were tean quality classes specified
corrésponding to inereasing sturdiness ino the frame of

construction, the mean level for gur sample heing %.73,

o

The coefficient for this variable Was positive. However,
the exact magnitude was an increase in quality of
construction of the house, If the incremental cost of
raising a house's guality one level up ig more than 70
ceiis per gguare foot, the marginal benefit of raising
house quality te a house building or remodeller would he
negative. The variable percent good, too, had a small
absolute coefficient although it ‘was consistently significant:
Al & cent increase in selling price per square foot for a
Lhe percentagze point increase in tha undepreciated portion
of the unit (i.e., a one Percentapge point decrease in

depreciation).. It impliés the break-even point of




maintaining a house in the gample in its existing

conaition (8 cents per zguare foot).

Hext are sewveral bingry variables representing

The pregeucs or gbhzencesof carTain stencrural chavEctar—

-
=

istics. The sample exhibits a tendency for the San

Hateo County housing market to favor one story structures.
The seiling price per square foot of the dwellimg unit

iz discounted hy 531 .69 if The structure is multi-story.
That ancunt to & discount of $2,290 for the average

bouse =sola during the period if it was & multi-story house.
e pregense of Jabagcmwent , & garage and central hearing ,
ol Tthe ¢Ther hand, sScemed To increage the price of the
house: For the average honge, the price was SI, 075,

i gBba ane Sioadb foro tThe presence of a basemell, sarage

apd sentrad heating; mespectivelss.

The intensity of use of any given floor =space may
be measurec by the number of roous in the house. The
pullber of bedrooms per sguare foot houze had a positize
erfect on selling price per sguare foot as may be expectad
from The primary use of houvses for shelter. The significance
e¢f The guauratic térm of thi=s wariable though sugge=sted

The decelerating effcct that Scale mconomies and potential




B
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o

—hf -

overcrowding would have on the positive influstice of
more noams oh the price of a4 hovse. Although no more
effort was speut on explicitly stuaying this peint our
re¢sulis roughly Indicate that in tares of just adding
P Lo Swiling price per sqguare foor, the nusber of
beuroous for which the selling price per square foot

WEE AT a mAXImUm, Was 2.

ALUADG EXTrR pAVed APfed around the house also
incrdsseas ThHe price of The houge., This cocfficient was
quite siguificant and consistently so from the start of
the regression runs. An increase of 100 square Feet of
EXTra paved ared incruases the price by tTen cents per

square foot, an increase of 5136 for the average house.

An interesting hint for the economies of ‘household

managewent in The San Hateo County housing market is
provided by The results oo the following group of structure-
specific variables: <¢ost of inprovements to the interior

of Tthe bhouse and cost of the pool. VWhere a chaice is
possible, money dig beller spent on improvements outside

the house. In fact, it coes nol «Ven pay to spenc on

inprovesmeuts Irside the houses
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Lot=gpecific Variahles

tumuy variables for the prescuce or zbsence of

Spuciric characteristics comprised most of this group
of variables. The only exceptions were tThe width anpd
the weptn of the lot apd the valve of the lot relative
to lots in the neighborhooca. Wiath and cepth were

Introguced in liew of The lot size for several reagons:

ta) To avoid some collineanity bPetweeh Notise size and

I

1ot S1se; Lbh) To engble the ivse of house sgize for
Wweirghting other lot-gpecific variables necded (although
this aid not turn cut To La necessaryl: ana (o) To
eaamine the effects of Lhe aimensions of the lot on The

selling price of the house, as compared to Eny other Tot

claracteristic,

-

Width of lot ane depth of lot, both divided by

square faat of house, hac positive coefficients as

I

fapected. However, when translasted to a2 dellar change
inr selling price per sguare foot, for every one foot
changs in either the width or the cepth of Lhe lot, tha
effects of the explanatory variables were surprisingly
wiedk. Tha results do offer the rinding that given fixea
Lot sizc, a homeowner should opt for the wider lot

whenever a cheoice was possible.
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wag included To mewsure the willingness of somne home-
ORpers - to pay a8 premiuvm-:n houge pricesin oDaRT TO
poceupy & lot that is larger than woulae otherwise be
available in the neighborhood. The vasults imply that
a 1% Ipcrease o the lotts walue relative to the
nelpghborbhood would inerease the sellin

“cwnts per sguare foot.

The rest of the lot-szpecific wariables were
imarpy mariables fop the pregencs orabzence of The

— ]

following varizbles; f(a) unevenness of lox, (b))
loeation of 2ot on 2 bhank or =shelf, (o} sxcessive
traffic, tdd clecatien inrateunl-de—gac, cand L)
absence of a strcet-front. 6Hil of these variablas,

excent the lazt., had negetive coefficients.

oot surprizing except Io the caze of tThe 15T TWO.

ek the Lot

T the =ase ol the characterist
being in a tul-ae=-gas, a.cloger examipation of Tthe
aréa reveals that these cul-de-sa36s axist bedciuse

ht before the Tallrosa tracks or the

Ay

o the raflrded trecks ang The Ireewiy.

Fhe: value of the 1ot -relative o the hDeighborhood

rariable may therefora

usT be capturing the-pegative exferpalities of clozenezs




The positive coefficient for ihe wummy variable
for a lot inot fronting a - s=trest was also Initiaslly
purzling. However, more than four-fifths of the
chservations with this Eeature are found Incensus
tracts that ztand for arvezs where most 'of the kigh~
income households of the country's population live,
hivety-three percent of the resicential land in these
census tracte has four awelling units or less per acre
while only 26% of the resivential area for the rest of
the country are &8s sparsely populated. Thisz dunmy
variable may be capturing community-specific character-

"
iztics vather than the lot-spacifie fearure that has

been hypothesized.

Community Variables

The second major subpuivision of our incepenaent
variables are the community varisbles. These are further
subdivided for our purposes inte the following groups:
(&)} public sector variables, (b)) location and land
use variables, (¢} socioeconomic, and (d) racial

variables.

Community variables as 2 whole do not really

explain much of the variation of our =elling price
per square foot of house. The house and location-

gpecific variahle= zlone explain 35%% of the aependent



vapiable's variaticns implying loogely an incremental axplaiped
vaptdtionse of less than 10% copirabutea by Combuniiy

T : P
2L EES b ChHe oTthern t--\'_'J.'.._': Che CcoalfTlclants ofr

=

var
the house 3aby Lot=-specific wardablez chanpge when the
compunity vapiahles are renovec, inciceting incomplete
orthogonaiity hetwean These twoe broad groups and

eBphasizing the inclusion of community wariables ds

o

aruer To contrel for their effects in the estimation.

The ofher point woribh noting is the chservation

of gubstantial correlation between scome of the community
variables that have be#n used. This problen iz eszpecially
troublesome within the zmwaller sibdivisionz (e.g., among
soma piublic aector varishies), but there a&re Some Cross-
relaticnz betwesn groups. Since, the prezent Interest

is only in controlling for the combined affects of these
community wariables; no extra-ordinary effort was sSpent

Invegt

(28

gating these results further. I'op The pUNpOSes

of Tthe stuuy it i=s encugh that the effects of each
sipnificant proup of interrsfated variables are controlled
for by the inclusion of some of then to represent each

group. Puzzling resilts on some of thege community




I 2

variables will be noted in passing in the course of the

mportance is refinement of the

o]

situdys: 0F eritical
egtimating function tu such degree as to eliminate
substantial correiation between the main objects of
concern - racial variables - anu any other variable,

and the inclusion of the necessary inaependent variables
s¢ that the estimates of the effect of racial character-

istics ara reliakle;

Fublic zector Wariahles

Several measures for government vevenus and
exipencitures were tried.” (elg. . expenditures of the
eiffersut functional uepartments of the government
on the lecal level, like police and fire departments.)
The total)l tax rate for the tan code arez was alzo
included criginally. Iz the ena, only total local

EOVernment eipenditures per perscon was retainea.

The sigh of the coefficient (negative) was the
opposite of what would be enpected. However, the very

high correlation between local government expenditures

*Please refer to the Appenaix on the wvariables usea
in the study for a more detailed distcussion of the variables
uged &ud those retaineud or rejectea.




dnd-opredamies Sugpedasts That this resuelt may be The redoced
form coelfacient for beth expenditures ane revenues on
the local Jleveli. An equal increase in both local
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EOVEerinent preVelues and expenditvres would decrease
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the selling price per uni
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Ihe mestults of several wariables representing local

sChool activities were as expected. Schiewemdnt scores

e
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e elementary and high school levels had

= Cotraily - S L s . o - 2
poEltaive effects on the seiling price of houses in Their
erc&s. =0 d1d expelndi®ores on the local high school
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EXpecied negative cowfficient (the scale increases

Wwith increasipy riask of fire) but the coefficient on the

n v 1 a3 & - b o -t -t = 1L
burglary r&te by city was pozitive., However, & paper

WwritTen at the Celter for Econometric Studias of Crime
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anu the Criminal Justice
Sd-a-l-__-ﬂc_-ﬂl 1 ET T ey e - -_.J T i o= ] s 2

t I oL AU AR S 5y SUEeste that the p cporting rate
for burglary is influenced by the =zize of the loss

T g . T £ i - - i :
Furtnery The gize of ios2 spo even the regorting rate

is infiuenced by the iucome of tThe household. The burglary

b £ B
Itzhak Goléiberg anc Freaerick Hold, "Does Reporting
Deter Burglars? - Ao Empirical Analysis of Risk and Return
in Xiud," Review of Lconciiics anc Statistics, Vol. 62, Mo. 3,

(Aupgust I9=0),




variable may b= capturing an effeot that has not Leen
duequately countrslled for by the median family income

variables.,

Lecation and Land Lse

The following variahles wepe uitimately chosen:
Population density in census tract, population growth
Tate by city, ano relative commnute inte the business
“one, The variables presumably represent the intensity
of residential land use in an area and its potential for
crewding., A separate variable, percent of dwelling units
for sale in the census tract, was utilized to represent
the relative tighiness of the housing market in a dwelling
vuitls immediate area. The last two variables in this
group, however, had confusing signs. Distance to a central
buginess district as measurea by travel time to San
Francisco by census tract had z positive sign, while

average temperature by ciiy hau a negative sign.

Sociocecononic Variakhles

Four socicecomomic wvariables wepe retained in the
final estimating equation. Heaian family income by

census tract haa the expected positive coefficient.



Percent families below the: posxerty léwel im the cengus

|:I

rising

]

tyact also had & posjirive coeffigcient. A sup

Findineg was that thie zelling price perisqiare oot of

7]

bouse was Decdtively fnflusliced by the percenmiage of thea

popilition o¥er TWERTy=-Tive Witk 4 high =chiool diploms
or a colllage degres. The last zocicadonomic variable
ineluaed in The formulation was The percentage of the
populationiover five years old resiaing outsiue the
standary metropolitan - statigtical area of San Francisoo-—
faklama in' 19656. This wvardiable was important because it
ha= been sugpested & 4 posEsible explanation Tor the
higner holzing prices i minority oeighborhkooas. * Thuz,

t was nsefunl both as a contrel for the gocitecononic

characteristics of the neighbeorhooas apd - az-go indirect

test of the hypothesis That “Righer housing prices In

L&
I =

miner iy Eress are caused by thée larpgs perceniage o

-

the poplilation i these sectsons That have iosuffzedent
information about the iocal housing market. 0n one hand .,
the eztimgten coefficient for this varizble is Sipnificant
anu positive indicating. that the hypothesizead effect of

insufficient informaticn - abouwt the housing market Ly &

large percentage of, the population lLeads o higher bhouzing

pPriiceEs. On the other hans, the ifacliusion of this variabla

din mot affect theé rezuaits on the racial binary »ariables




in any significant Wy, Suggesting that the presence of
4 large numher of in-migrants dc not cempletely explain

the higher housing prices in minority neighborhoods.

Rdcial Binary Variables

The estimated coefficients for the racial variables
are found in the last portion of Table 1. As mentioned
edrlier. tHheze pacial binary wvariables szhowed a2 EUrprising
robustiness. The pattern of which binary wvariazbles were
significant ano their =zigne were apparent from the eapiiest
@stimates. The negative coefficients For all the dummy
variables indicated that, as hypothesized, housing prices
are highest in the ¥hite interiop. Ho test was possible
on whether the housing market prices in the Black o1
Spenish Border werae high as contrasted with the interior.
However, estimates were made for the housing marketTs
treatuient of housez on the White sice of the boundary with
Einority areas {(White-Black and White-Spanish Borders).
Tested also was the differential treatment by the housing

market of the border between Black and Sramish areasz.

On the whole the hypothesis that the bousing market
treats houses differently in aifferent racial neighberhoods

held up. In the present sample, houses in the Epanish



ared are distcunted by less than $2.00 per square foof:
theze in Black areas by Sd.5% pep scuare foot. 'As wasg
holted in the thesreétical perticn, these prices may reflect
short-run cooditions in the long-run tendencies thart oup

theor'y predicts.

Gf erucial importance ape the borger affects on
the selling prices of housas. houses on the White-Spaniczh
borger are treated significantly different from those in
the White=Black Boraer. The Qummy variable for the White-
Spanish Border {HEE) was iusignificant apnd had hean
consistently so for most of the ewpirical phase of gur
study. While not ORCessdrily contrary to expectations
this result especially when contrastec with the coefficient
on the cummy variables Tor tie Hiite-Black Border (WEB)

ig neverthaless surprising.

The binary variable for HEE oo The other hand has
a Very significant pegative cosfficient of $2.97. This
is an 1i% digcount From luentical hoiszes in the White
interior. Alternatively, it may he saié that households
in the White interjor paid at least $4_022: mers fer an
avelage size hovse in their arez than it would have cost

in the White-Eoraer ares. The eVerage seliing price Fop




BT

his pericd was %36, 514,

i

the average house sold durin
Hote that this coefficient is the average difference in
housing price betwewen the White-Black Border and the band

White Interior that is cloge to the Dordep. Two things

Hy

=]

ay be remembered. First, the average uifference in housing

price between the White-Black Border dang. the whole White
interior would have been higher. Second, households living

in areas of the White intericr still farther from the border

may be willing to pay premia much higher than the coefficient S

- -+

estimatad

ferhaps the most surprising finding was now the
housing market treated houses on the ﬁluck—ﬁpanizh border.
This area, by far, showec the largest discount: 54%.73 per
square foot of house or 1&% of the average selling price
for houses in that period. That translates o | B Hld
discount for houses in the area. HNo explicit treatment
of the border area betyeen twoe minerities can be inferyed
from the hypothesis being tested. This result is reported
here a=z an interesting finding and-a starting point for

further research on this Tapic,

Compariszon with Selectea Studies

Pifferential’ treatment of houses located in areas

of varying racial composition has been noted in several

other studieg. Muth! studied the differences in changes

*Richard F. Muth, Cities and Housing (Chicago:
University of Chicago, 19657,




in average coniract rents and median values of oné-unit
oWner-occupied houses from 1950 to 1960 between census
rracts: Jocared an - the saniral parnt of the southsiae

of Chicago clasgsified into {2) tracts that remained
under White occupancy curing the pericd, (h) tracts

that changed from White to Black occupancy, and ()
tracts that remaineu uncer Black occupancy. Ridker aad
heunintl also found results on the aifferential treatment
of houses according to percentage Black population of the
census tract in which the house wasz located in a study
primarily aimea at measuriig the effect of air pollution.
Both of these stuaies found szignificant premia heing paid
for houzing in a significantly Black arua.z Howewver, both

of these studies were based on data aggregated OVer census

tracte ange coutaimedw lititle informavion on house and Laot-

H

specific characteristics. If most of housing price variation

-

is accounted for by variations in these house-specifiec
features, as our data would seem £o imply, these results
are guite imprecise and can provide only rough approximations

cf the effects that are of interest have.

1 1 : : =

Ronald G. Ricker and John A. Hennimng, "The Deter-
minants of Resicential Froperty Values witl Special Reference
to Air Polluntion,™ Review of Economics and Statistics
(May/June 2967): 246-37.

Note that Moth Interprets his results as showing
the higher operating and maintenabice costs for Black housing.




~5% -

In an early study using dissggregzated data,
hEilﬂyl stuaiec the effect of racizl composition of
much smaller area {racial cowposition of indiwvidual
blocks ana squivalent combinations of half-bicck) om
the transazction prices of owner-occupieu single-family

house units. His results imply that Whites enjoy a

aigcount for housing in area clese to Black areas.

Another study uwsing information on =sales of

. 2 B
& done by Lapham™ for B50 chservations

k

inaivicual vnits w
in Dallas, Texas in 1960, Estimating substantially the
game hecvonic price equation on both the White and Black
areas, she concluded that the price of housing in both
areas impliec by the estimated coefficients were not
significantly different. The rezults were initially
Burprising comnsidering the marked residential segregation
in housing in Dallas and the 6E0% increase in Elack
pepulation frem 195C to 1860. However, King and

- - i) 3 i S i
Hieszkowski etiribute This to two pecullarities of

1Hartin J. Bailey, "Effects of Race and Other
Demographic Factors on the Values of Single-Family homes,™
Land Economics {(May 1966): 214-20,

‘?i:tﬂria Lapham, "Do Elacks Pay More?"  Journal of
folitical Economy, 79 (November/lecember 197i): 1284-57.

[ 41}

A. Thomas King and Peter MHiaszkowski, “Racial
Discrimination, Segregatiion, and the Price of Housing,”
Journal of Pelitical Econoamy (May/June 19734): S59i-806.




the sanple area: C(a) black arwas o Dallas are not
surrcunded by White tracts but rather follow the river
running fc the city, and (5) during the pericd studied,
land aajacent io Black aPeas but not previously suitahle

for building were openew for CODSTRUCT IO

In the same paper citeu above, King and Nieszkowski
used data gathered in a special survey of 220 rantal
units in New Haven, Connecticut, to examine the effects
of paciad digerimination and gegregpation on the rents
paid by Blacks and Whites. Due to the special character-

stic of their data, they were able to distinguish the

i

race of the renter in the threé areas they delineated:

(a) the White interior, (L) the boundary area betweern

the White and Black areas, and {c¢) tha Biack interior.

Whiie not guite having the number and choice of structure

and lot-specific inforwmation as this study does, theip

study ipcluded substantially all ULit-specific wariables

that were deemed relevant to venters. Their baszic conclusion
is in accord with that of the preszent study: "that the rents
for structurelly similar units in New Meven vary, depending
on the race (4and sex)} of the houzehold heau and the racial
composition of the neighborhood. Whites Iiwving in the
boundary ared enjoyed discounts egual to seven percent of

rents in the White interier. They gid not find evidence




—

of Black preference for integration; if any, they found

¥

nat Blacks in the bounaary area paid a discount compared
to rents pailc by Slacks in the Elack interior. Eoth

dlacks ana Whites in the Black terjior paid a premium

in
i o
compared to rents in the White interior, SUpperting
the hypothezis that it is limitation in supply that

leade to higher prices in Black areas.

-

The ‘conclusions of the lagt two studies discussed
shed further light on the finuings of the present paper.
bata on the housing market in San Mateo county indicate
the pregence of discounts on houses in the border area
cn the White sice of the bouncary. The findings of King
and Miegzkowskl inacicate something similar. There is
ne *widence that The =supply of hkou=zes= in the Black areas
of San hateo county were in short supply during the
period of the study. In fact, the empirical findings
show a discount for houses in the Black area relative
to houses in the White interior,; although admittenly of
a smailer absolute Emount compared to houses im the White-—
BElack Border. Cf the three areas of Black concentration,

on the relatively small Black interior area in Teast

“White interior in their paper meant no Black families
were living in the neighborhood. However, in earlier results
they found ne significant wifferences between rents paid by
Blacks and Whites in areas where Blacksz were 0-20% of the
population.,

. s O e EEREE
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S5an Mateo i= surrounded by developed meighborhoods
{Spanish-American concentrarzicons). The lapge Black
cnncﬁnératiun of East Palo Aito-ig the outer fringe

of The cities of Menlo ﬂfrh ant Fale Altue. Like the
allas bBrack concentration gtudied. by Laphau,; thare
are o 1@mediate barriers to an outward spreac of

san Mateo County's Black areas. This explainz why the
coefficient on The Hlack area ie in the sameé general
direction as the expected long-term effects of the

Bazxiey hypothezis.

s [ . :
Victori&a Lapham, op. cit.
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IV. CONCLUSTONS AND POLICY IKPLICATIONS

The ramitications of the results of this study
can be explored. The findings are consistent with the
aypothesis thax bousing HEEPuEa*inﬁ 18 the United Statas
is mainly the result of racial preferences by consumers
of houzing services. Specifically, the preference by
White heuseholus for Sépregalion are stronger than those
of the ninerity householes {(Black and Spaniszh-Anerican)
for aintegration. The study could uot test airectiy
winether minoraty householus prefer teo live ¢lose to
Lhe majority. However, the Findings are enough to
provide a plausible and consistent €aplanation for
housing market Phepomena 1ike houszitg segreration,
the apparent and Se factlo discrimibatory practices
of suppliersz of housing services, and the apparentiy
conflicting results of Previous studies on whether
housing prices are higher in Black Areag tham in

Hhite areas.

Uirectly affectea by the Fiudings are the pre-
vailing iceas and atlituces on Tae segregation of
ethnic groups iu wrban areas and the FPresence of siums,

Housipp segregation 2no sluws tena to be assaciateu

e P . | - et
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becaus¢ minorities have lower ancome Than Whltes
dp¢ tend to live din lower guality housing. People
object to slums because O The comparalive poverly

of its resigents. For sowe, zlunms &re unaesirable:.

]

hecause of the pubilic nulsance identifiea with it
tcrinwe for example). The restlt has been lepislation
to econtrol residential usze of land (woning) and public

projects uwesigned To improve slull BTeas.

However, segyregation by race is different irou
segrégation by income. If housing prices are egqual
for ail ethnic groups, segrepgation by incowme woulo
still Le present aue to the liuits imposea Ly the
wiffering warket baskets afforcalble Ly the hnusehﬂldé.'
These are just rationel responses by economic incividuals
to aifferent situatlons and do not by themselves reaguire
COrrecitlyE pﬁblic pnliuy.l

Kacial integration may have cesirable sffecis
frou the point of view of social welfare. Lowever,

given the findings of this anu the other stuniss

i . : '

Alhept Wohlzetter anu Sinclair Coleman, "hRace
pifference in Income," in Anthony H. Pascal {ea.l,
Racial wiscrimimation inm Lconomic Life (Lexington,

Wassachusetts: U.L. neath & Company, L%72), ph. 3-Bi.

P = L

Aithough the causes of systematic cifference in
income shoula, of course, be eiLaminec anc may reguire
corrective pubiic policy.




mentioned, it 1Is understanuable how public policies
regarding the housing market (anti-discriwinstion laws
ang public housing, for enample) have failet to bring
it abeout until now. Anti-discrimination laws have
other beneficizl effects but they cannot be expected
To result in the integrataicn of different ethnic

groups in the urban areas.

Perhaps of more immediate imporiance for the
housing market in urban areas is the goal of giving
411 ethnic groups ¢gual access to housing services,
ihe data examined show forces leading to racial
Segregation. Thi® iz inaicates by the ciscount borne
by houses on the White-Elack Berger areas. 1In other
worde, the premium paid for housing in the minority
areas result from the inability of the minority areas
To expand fast enough to meel the increase in demand
for minority housiang. Haugen ana heins™ ghow that
both encirclement of minority areas by majority
neighborhoods and sluggishness of evacuation by Whites
fron areas adjacent to the minority concentiations led

- - . - ; . p T _ i
to haigher prices for Black housing. King and Mieszkowski

“Robert A. bacgen and A. James heins, “A Market
seéparatiocn Theory of Rent tifferentialsz in Hetropolitan
Areas," Quarterly Jourpal of Ecopnomics, bs (liovember
19b0 ) BEEQ=T2.

2 - = 3 : =

A. Thomas King and Peter niegsckowski, “Racial
Discrimination, Segregation, aund the Price of Housing,"
Journal of Political Lconomy (May/June 1975): 591-606.




corrohborate that White households at the bounsary enjoy

a rscount Sompdred ta White houvseholds located farther

trom the Black areas. They also attribute Thée absence

of price ajifferentials betlween black ang White interiorn
: : 1 : s s s i

prices in Dallas™ to the eaze of expansion of the Black

in all, there is eviasnce that higher

-

section. Al
housing prices to Black households are mainly the

results of The 1nability of the Black area to expand in
respond to an increase in semand. The immediate objective
of policy, it seems, should be to raise the elasticity

of supply of housing teo minorities. @Anti-discrimination
laws are primarily beneficial only baci;se they help
remove barriers to minority expansion artificially set

up by housing suppliers. Lanc use controls passeaq By
suburban governments should also be scrutinized for
possible retaraing effects on the supply of housing to

some ethuic groups.

Local government policies that try to prevent the
migration of White wmiuvdle clags fanilies frow the central
cities t¢ suburbs have bharmful side effects. MHinority
bouzeholds restricted to the inner minority areas end

up paying Digher prices for bousing because of the

lVict&ri& Lapham,  "Do Hlacks Fay Hore?" Jourual
of Politaical kconomy 79 (Movember/December :571): iZ24B-57.
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inability of the ethoic area To expand. & more benetficial policy

from the poiot of view of social welfare for these EOVernmeEnts would

be to abandon trying to save Their tax bases and instead work for the
establishnent of metropolitan crpeiizations that dversec public services

with sirong redaistributive connotations,

Over the long-ters though, the most fruitful policy ie to formulate
policies that cirectly alleviate poverty, ithe fundamental problem,
rather than to dissipate effort in trealing its symptoms in the housing
market. The implication for racial Sepregation is especially enlightening.
If racial szegregation is caused mainly by the preferences of the consumers
of housing, as the Finadngs of this stuuy seew to indicate, one can hardly

%

sSpouse policies that pemalize householus for their r:h-::nir:E+l After
policies have been structure that assure the raising of-the elasticity of
bousing in the minority aresz to a level high enoupgh to avequately meet
changes in gemand for minority housing, pubiic effort would seem to be
best spent on treating the causes of unequal incomes between diffevent
ethuic groups. Householis with racial prefersnces would willingly
P2y 4 premduwn to live in preferrec aress. liouseholds inaifferent to
the racial composition of their neighbortioods would live in disfaverea

areas at lower housing prices.

1lf integration were desires by itself, then the best policy
in this case would be a subsidy for White householdos to locate in the
black areas., However, there uces not Seem to be much zupport for this
tyre of policy at the moment,




1T summaTye the stuay has Foind That racial
preferenices by congumers of houzing iz 4ab iBEporiant
cauge of pegregation in urban aress. Howerdr,
resiriction on the expansion of Ginority areas
sometimes result in highex pricéeés for the minority
household, Policies should be formulated To increase
the elasticity of housing to the minority to a level
adequile to meet Shapges 10 demand Tfor housing “Theze
Areas. Atter: that, efforte are Dbetler spent on
atracking the funcamental problen -- poyerty,

.

specifically cifferences in income that are systematic-

ally related To race -- directly.
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