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I. INTRODUCTION

Basic Issues Involving Minority Oriented Housing Policies

For over a decade the Department of Housing and Urban Development
has been given an explicit mandate to monitor the problems of minorities
in acquiring housing and to develop programs aimed at ameliorating these
problems. HUD's success in achieving positive results in urban housing
markets will have an jmpact on progress toward other minority oriented
social objectives, such as equality of educational opportunities, equal
access to public services and work opportunities, and fair representation
in the 1ocal political process. In essence, HUD's mandate is tied directiy
tc and is an integral part of the larger social objective of achieving a
reasonable measure of integration and assimilatien of all groups into
American society. In this context, equal opportunity for minorities in
the housing market is only a part of the overall goal.] While equal oppor-
tunities for minorities could be achieved at least to a great exteni with-
out social integration, integration appears to be an important objective in

itself and thus becomes a joint product along with equal opportunity.

1At this time equal opportunity appears to be the foremost objective,
though this issue remains an important topic of debate. Some argue that
total equality of opportunity, indeed, requires social integration. At this
" point in time, however, the arguments presented seem to be more a matter of
semantics than of substance.




However, given the breadth of the social probiems faced by minor-

ities, it is obvious that housing policies alone will not solve them. In
fact, in many instances it now appears that explicit housing programs may

in themselves be insufficient to provide long run solutions to most of these

problems, jncluding, ironically enough, even "housing probiems" for which HUD
has direct responsibility. Policies and programs with respect to employment,
jncome redistribution, fiscal equity, crime, public services, education, and
transportation also have a bearing on the solution of minority housing pro-
blems. Furthermore, it must be realized that many problems faced by minor-
ities in the housing market are not unique to them, but are problems faced

in common Qith all low to moderate income househoids.

While issues with respect to minority access to adequate housing are
very complex and intertwined with a host of other probiems, the research re-
ported in this text is limited to specific issues that by their very nature
are unique to minorities in the housing market and for which a proper under-
standing is requisite for the development of rational and cost effective hous-
ing programs.

Amazingly, after years of research and policy discussion, there still
exists much confusion over the nature and extent of minority housing problems.
Obviously there appears to be a considerable amount of minority segregation
in urban housing markets. On the other hand, there is still very little con-
census with respect to its extent, causes and policies that might provide
workable solutions.

Statistical data suggest that minorities consume less housing, even



after controlling for income and other social-demographic facters. Such
patterns of observed minority housing comsumption are in harmony with the
basic concept held by many analysts who consider Blacks to be limited by

a very restricted supply of housing. It was assumed only natural that
Black households would thus turn to the consumption of other goods where
they had better access. If this scenario is correct, the policy impli-
cations are rather straight forward: break down housing market restric-
tions and open up housing opportunities to minorities that were previously
closed. Unfortunately such policies are too naive and are too often imple-
mented without great thought.

Even more disconcerting is that the basic assumption that Blacks
underconsume housing has not been sericusly questioned nor have rigorous
attempts been made to understand the phenomenon. Today, in light of more
sophisticated analyses of avaiiable data, it no Tonger is clear that Blacks
underconsume housing once their economic¢ status is fully taken into account.
With the weakening of these assumptions, once taken for granted, past
explanations and subsequent policy prescriptions alsoc must be questioned.

Unfortunately this preblem is not 1imited to assertions of under-
consumption. Assumptions with regard to low Black home ownership rates and
higher housing prices faced by Blacks are also beginning to be questioned.

Given the current confusion, two steps need to be pursued. First,
the basic differences between housing consumption patterns of Blacks and
Whites need to be re-examined and requantified. Second, additional analyses
are required to adequately explain such differentials. Only then can use-

ful policy options be considered and unfortunate mistakes be avoided.




Until some rather basic questions are answered with respect to minorities

in the housing market, policy makers may be forced to discover, the hard
way, the counterproductiveness of many policies and programs. These in-
clude community development strategies, subsidized housing programs and site
selection criteria involving public housing or rent suppiement housing pro-
grams. The task is rather large.

This research is not intended to be comprehensive. In fact, it
represents only a modest beginning in a continuing effort to put all of the
pieces together. It's focus is aimed at clarifying some basic facts with
respect to housing and minorities and to begin to develop an understanding
of the differences in minority/non-minority patterns of housing consumption

that can directly aid housing policy development.

Research Focus

Considerable attention is given in the economics literature to the
housing market experience of minority households, especially Blacks. This
voluminous literature, however, fails to provide a basis for concensus.

In fact, a large degree of coniroversy remains both with respect to the
empirical findings and with respect to the interpretation of the results.
In addition, as pointed out by Yinger (1978), little effort has been spent
on rationalizing empirical findings with theoretical models of housing mar-
ket discrimination. This has clearly hampered efforts to interpret the em-

pirical results of past analysts.



The purpose of this study is to re-examine some of the basic issues
surrounding discrimination in housing markets and observed phenomena pur-
parted to be consistent with the presence of discrimination. While both
Blacks and Mexican-American are analyzed, the primary focus is on Black
households.,

Three issues dominate this research. First, the potential of housing
price differentials between Blacks and Whites is examined. Second, the
apparent undercensumption of housing by Black househclds is analyzed, and
finally the relationship between tenure choice {owner/renter) and race is
reappraised. For each issue, past studies are reviewed and critiqued, the
important conceptual and empirical problems are summarized, and alternative
approaches to the analysis of each question are explored.

The primary stimulus for this study is the existence of a consider-
able amount of conflicting results which are found in the current litera-
ture. Past studies, it is argued, are flawed by inappropriate methodologies
or severe data limitations. 1In addition, particularly important issues are
ignored in previous studies. Two such examples are: (1) the role and im-
portance of wealth in housing consumption, especially with respect to minor-
ity acquisition of housing; and (2) the difference in the consumption of
housing by Blacks in "segregated" markets versus Blacks who have broken
social barriers and have acquired housing in predominately White neighbor-
hoods. Finally, inferences from empirical results are made too casually.
Analysts typically fail to rigorously demonstrate that the phenomena they
observe do, in fact, substantiate their conclusions about housing markets.

Too often the results cited are necessary, but not sufficient evidence to




substantiate such conclusions.

Consider one particulariy interesting example. Many analysts find
that Blacks appear to underconsume housing. This finding is immediately
accepted as evidence of explicit market discrimination and exclusion. Few
seriousily consider their resuits in light of other differentials found be-
tween Blacks and Whites. Because the underconsumption by Blacks seems to
be consistent with popularly held concepts of discrimination {where Blacks
are limited in their consumption of housing by restricted supply), alter-
native hypotheses are ignored. Occasionaliy, obvious alternative expla-
nations are overlooked, such as the interpretation of Black undercon-
sumption as merely a reflection of White overconsumpticn. This alternative
view has very different implications about the impact of racial prejudice on
Black households. Yet, it is fully consistent with most reported empiri-
cal results regarding the so-called Black underconsumption phenomenon.

In Tight of the compliexity of the issues involved and the current
amount of disagreement in the literature, the research described here must
be considered a modest effort. Many questions are left unanswered. How-
ever, to the extent that this study helps explain the discrepencies in
past findings and stimulates further research to continue the reconcili-
tation of the race and housing Titerature, these efforts will have been
successful.

The analysis presented in this report draws upon data collected
for the city of Houston during 1976. However, previously collected data
for Chicago as well as national data obtained from the National Longitudinai

Survey are also used. For the most part, the results presented here are




considered to have broad national implications. Though some of the resulis
may be specific to Houston, the basic generalizations made and the method-
ological issues raised have universal application.

Section II describes the data bases used in the analyses to follow.
Sections III through V present in detail the basic research guestions, the
alternative approaches considered in this study, and the empirical results
that were obtained. Section VI discusses the apparent policy implications

of these empirical results.

Brief Summary of Findings

The analysis presented in this text produced many important resuits.
Strong evidence is provided that Blacks actually pay less for housing in
both the Houston and Chicago housing markets. These lower prices, however,
can be almost totally explained by differences in the levels of Tocational
amenities that exist between each of the five types of neighborhoods stud-
ied which were defined in terms of their racial composition. In fact, given
the neighborhood characteristics of transition or integrated areas, it
appears that Blacks actually pay higher prices in those areas than would be
"expected." In addition, an examination of separate rates of housing price
inflation for each of these racially defined areas in Houston indicates that
the price differentials are not converging over time but are actuaily becom-
ing larger. The overall rate of appreciation of home prices in Houston
between 1970 and 1977 averaged approximately 110%. However, housing in
Black, integrated and "border" areas appreciated at lower rates. Nonethe-

less, the lowest rate of appreciation found was 79%, a figure not typically




associated with neighborhood housing markets that are depressed or declin-
ing.

Evidence was found to substantiate the fact that even after account-
ing for their socio-economic status, Black's are likely to underconsume
housing. However, the empirical results are not particularly robust and
their interpretation and policy implications are ambiguous. First of ali,
it appears that the magnitude of this effect is highly sensitive to spec¢i-
fications of income used in the analysis. Black underconsumption of housing
may actually be more a function of the nature of the income creation pro-
cess of Black households than of housing market distortions. For example,
Blacks in Houston were found to earn about 20% less with the same basic
endowments of human capital {education, occupational status, age, etc.).
This finding is not only consistent with many labor market analyses, but
is remarkably similar to the 18-25% underconsumption of housing by Black
households and may, in part, explain the phenomencn. In fact, when a
wide variety of estimated or “expected" income variable are used in re-
gression analyses of housing demand, the underconsumption effect falls
dramatically and in some cases completely disappears.

While part of the Black underconsumption of housing may be explained
by appropriately defining income, the Tower housing prices faced by Blacks
may also explain the phenomenon. This is especially true when under-
consumption is defined in terms of housing expenditures. The price diff-
erential of about 20% between Black and White areas is startlingly similar
to the estimates of Black underconsumption or underspending.

Since it is found that about 50% of the price differential in many




of the racially defined neighborhoods is in the form of a separable price
shift as opposed to changes in the marginal prices of housing attributes,
the possibility exists that the Tower prices paid by Blacks could explain
much of the apparent underconsumption effect. This latter hypothesis,
however, is weakened somewhat by estimates of separate demand functions for
individual housing attributes similar to that done by Kain and Quigley (1975).
The results for Houston indicate that Blacks underconsume housing quality but
not Jand (lot size) or living space {sguare feet of interior living area),
though the underconsumption of "house guality" as estimated with the Houston
data is still sensitive to alternative definitions of income used in the
analysis.

The results of this research also indicate that Blacks have a 15 to

25% Tower probability of homeownership, ceteris peribus. The inclusion of

net wealth in the estimating equation Towers the differential in the marginal
probability of ownership frem about ~.22 to near -.14. These results, it is
shown, are sensitive to both alternative income variables used and to the
representativeness of the sample.

Kain and Quigley suggest that the primary importance of wealth arose
out of the relationship between net wealth and equity accumulation through
previous ownership. This would seem especially applicable in the infiating
Houston housing market. However, net wealth is consistently an important
explanatory variable even when previous tenure {owner/renter) is controlled
for or when wealth is made endogenous in two-stage estimations. This suggests
that wealth is important as a separate and distinct element of & household

budget constraint.




While "segregation® in areas with more rental property might be

thought to explain part of the tenure distortion phenomena, the fact is

that most Black expansion in the past decade in Houston has occurred in
predominately single-family, owner-occupied areas. Oniy during and after
racial transition did these areas begin to be converted toward rental pro-
perty., Further analysis, beyond the scope of this study, is required in or-
der to understand fuliy the limitations on Black ownership. The results pre-
sented here suggest that future explorations would do well to focus upon

the availability of credit te minority households and upon the phenomenon of
segregation and Black expansion into previously all White areas. It may
well be the case that the dynamics of racial transition result in forces
that lead to excessive conversion to rental property and to relative price
incentives that make home ownership less attractive to Blacks. In addition,
it seems necessary that the analysis of Black home-ownership be examined in
more detail within the context of Muth/Bailey type prejudice models, for

the lower ownership rates among Blacks may merely refiect abnormally high
ownership rates for Whites who see ownership and overconsumption of housing

as an additional means to perpetuate segregation.
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I1. DATA

The data used in this research comes from a wide variety of sources.
Brought together they represent a rather broad and comprehensive data base.
Because several alternative strategies were employed in obtaining the req-
uisite data, there does not exist a single data base. Gaps in the data to
accomodate a particular analysis were filled during the process of the
study. Consequently, some& of the data acquired has the requisite infor-
mation for the analysis of price differentials while other data is only
useful in examining tenure choice. In most cases the data sets used are
overlapping, but are not always identical. To avoid confusion, a descrip-
tion of the primary sources of the data is presented in the text with a
list of the various data sets used for different types of analyses pro-

vided in the Appendix.
Sources

Information pertaining to individual housing units, including market
values and comprehensive 1ist of variables describing each property in
question, were obtained from data published by the Society of Real Estate
Appraisers (SREA). Of the 100,000 observations obtained for 1970 through
1977, a random selection of 3736 observations for the period of 1976-77 and
2112 observations for the pericd 1970-71 were used. Accompanying this data
are property addresses and é Key Map geo-code that allowed for precise

location of each pr*t:v;:'t-:‘lf‘ty.'l The data is conseguently geo-coded by census

1Key Map, Inc. provides detailed maps for Houston that provide cross
grids that allow any parcel of Tand or real property to be located within an
area of approximately 50 c¢ity blocks.

11




tract, zip-code, police district, school district, etc.

In addition to thé SREA data, primary data were obtained by mail sur-
vey questionnaires. The purpose of the survey questionnaires was to pro-
vide essential information on demographic and economic characteristics of
households who either were renting or purchasing. Of those responding, 639
are directly tied to households whose properties appear as an observation in
the SREA data file. 1In addition, another 61 surveys were obtained from own-
ers not found in the SREA data. The surveys alsc include responses from 165
renters. Table I below gives a summary of the distribution of the surveys
by family type.z The questiconnaire also provided information on housing
choice and housing market experiences.

A1l SREA and survey data are geo-coded into census tracts. Some
census data are used in city-wide hedonic estimations. In addition, Census
Block data for 1960 and 1970 are used extensively in mapping neighborhood
areas by racial composition. Black (100% to 65% Black), Integrated (65% to
5% Black), Border (less than 5% White adjacent to Black or Integrated areas),
and all White (less than 5% Black) areas are defined, From the Houston Com-
munity Study (1977), projections are provided to split the Border areas into
those where racial transition is expected in the next decade versus border

areas where the status quo is anticipated to be maintained.

2For some groups, the response rate was disappeinting. Several ap- '
proaches were taken to increase the sample size incijuding pre-telephoning,
post-telephoning, telephone surveying and site surveying. Special attention
was given to increasing our sample of renters and Black households.

12



TABLE 1

DISTRIBUTION OF SURVEY AND HOUSING DATA

BY

HOUSEHOLD TYPE AND NEIGHBORHOOD LOCATIGN

Owners (SREA)
Owners {Non-SREA)
Qwners {Total)

Owners {Special Black sampie
in White areas)

Renters

Totals

Areas

Black

Integrated

Border (Transitional)
Border {MNon-Transitional)
White

Total (Non-Overlapping)

Survey

Blacks

86
28

114

52
38

204

SREA Data

1976-77

259
302
489
254
2543

3736

13

Whites Totals
553 639
33 61
586 700
52
127 165
713 N7
1970-71
301
_ 306
251
180
1414
2112



Pollution data were obtained from the Department of Public Health,
Pollution Control Division, City of Houston; crime data were obtained from
the Police Department, City of Houston; comprehensive school data were ob-
tained from the Houston Independent School District (HISD) and selected dis-
tricts outside the HISD boundaries. The pollution, c¢rime and school data
are geo-coded into all appropriate data sets including the SREA and survey
data. In addition a matrix of distances between the centroid of all census
tracts and 7 areas of importance with regard to accessibility was created.
This includes distance to the CBD and other key work centers and transpor-
tation facilities in Houston. This distance matrix is also merged intoc all
relevant data sets.

Since companion studies for areas other than Houston are discussed
below, it should be mentioned that data obtained from the National Longi-
tudinal Survey and SREA data for Chicago are also used. The former are
used in examining consumption decisions and the 1atter in analyzing Biack/
White housing price differentials. A more complete description of the data
sets that are used in this study is provided in the Appendix, where they are
categorized according to the dominant fype of analysis for which they are

applied.
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I11. HOUSING PRICE DIFFERENTIALS
IN AREAS OF
DIFFERENT RACIAL COMPOSITION

Past Studies of Housing Price Differentials

In summarizing the state of the arts, Muth (1974} comments that the
findings of the better studies of racial differences in housing prices are
"clearly mixed." Muth could well have added that there is ample empirical
evidence on housing prices to substantiate aimost every existing theory of
racial discrimination in the housing market. While some of the past Tit-
erature is clearly superior to others, no article appears fiawless.

The earliest literature seems to be dominated by findings that,
holding quality constant, housing in Black areas is generally priced Tower.
However, often these results are only of secondary importance to other re-
search objectives. For example, the coefficient of a varjable such as per-
cent Black is often found to be negative in a typical hedonic regression,
where the primary focus of the analysis is directed towards measuring the
implicit value of a neighborhood amenity such as clean air. Unfortunately,
even the recent literature that focuses directly on the race issue provides
Tittle basis for concensus, either with regard to the sign or magnitude

price differentials.
{a) Lower prices in Black areas.

During the past two decades several studies have concluded that prices
in Black neighborhoods are significantly lower than elsewhere in a metro-

politan area. In an early study, Bailey (1966) finds that while the racial
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composition of a block does not affect home prices, the percentage of Blacks
in surrounding areas lower prices by as much as 60%. Straszheim (1974,

1975) concludes that most housing prices are about 10% lower in dominately
Black areas but that prices in Black areas are higher for newer housing units
with relatively Iafée Tots. In the Straszheim work, rental unit prices
(rents) are lower for all subclasses.

Several other studies come to similar conclusions. Daniels {1975)
finds that the price (rent) of rental housing in Black areas is 6% lower
than in White areas and that it is even Tower in integrated areas. Olsen
(1974) discovers rental prices lower for Black areas in New York City.
Results by Schnare (1976) indicate the pr%ce of housing units falls with
increases in the percent Black within a neighborhood (census tract). For
1960, Schnare finds that the lowest prices paid for housing wére in areas
with approximately 25% Black. In 1870, the decline was continuous for val-
ues ranging from 0 to 100% Black.

In a rather extensive study, Berry {1976} alsc finds a negative cor-
relation between the percent of Biacks in an area and housing prices. Berry,
however, dogs not use a continuous race variable. Instead, he examines hous-
ing prices in White, White border, Black expansion, and Black areas. Housing
prices are found to be 18% less in Black areas compared to White interior ar-
eas. The general pattern across all neighborhood types indicates that, 1in
comparison with White interior areas, prices in White border areas are sig-
nificantly Jower; prices in Black expansion areas are somewhat less depres-
sed (that is, they recover somewhat); and that in Black areas, prices are

at their lowest level. Berry's study, while subject to serious questions,
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nonetheless, is found appealing by many because his results are compat-
able with a rather wide set aof theoretical models of discrimination.
Applying a much different approach, Galster (1977) finds that rents
in White border areas are actually 20 to 50% Tess than what Biacks would be
willing to pay. Galster interprets this to mean that barriers exist to
prevent Black instrusion or otherwise to keep Black bids from being actu-
alized. This result, in direct contradiction to Berry's results, suggests
that the primary effect is at the border and presumably could adversely
affect Whites as well as Blacks who are prevented from moving in. @Galster's
findings seem to indicate that housing prices in Black areas are lower for
Blacks and that it is primarily the Blacks who attempt to penetrate the bor-

ders who are impacted by some form of exclusion or price discrimination.
(b} Insignificant differences.

In contrast to the studies above, other research indicates virtually
no differences in housing prices between Black and White areas. Lapham's
{1971) work is probably the best known. Lapham's study was limited to
Dallas, but the findings are relatively strong given Dallas' high degree
of segregation. While differences exist between the "shadow price" of
certain housing attributes in White and Black areas, the overall price
effect is negligibie. Similar findings are reported by Schnare and Struyk
(1975). These more rigorous studies, thus, tend to verify much eartier
studies such as that by Nourse (1966) which finds race to have an insignif-

icant impact on housing prices,
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(¢} Blacks pay more.

Though much of the literature indicates that Black housing prices
are the same or less than prices in White areas, even more research finds
that housing prices are higher in Black areas. One of the earliest papers
by Rapkin {1966}, indicates that these higher prices are particularly large
for the Black middie class. However, the extent of the price differentials
found in this subset of the literature has a large range.

Kain and Quigley (1970) originally estimate that the price differ-
ential is +8% for owners and +5% for renters in Black areas. Later Kain
and Quigley {1975) indicate that the prices of housing in Black areas range
anywhere from 1 to 50% higher. Yinger (1975) estimates housing prices to be
in the order of 25% higher in boundary and predominantly Black areas.
Gilligham (1973), however, finds this differential to be only +4% to +13%,
and Ridker anﬁ Henning's (1967) resuits indicate the differential is only
about +10%.

One of the most rigorous articles which concludes that Black area
prices are higher is by King and Mieszkowski {1873). Their resulis indi-
cate that prices (rents} in the Black interior are about 9% higher than
prices in the White interior. Finally, Vaughn (1975) also supports the
basic finding that a positive price differential exists for Black areas,
but he indicates that it has been reduced in recent years by Black expan-
sion into previously all White areas. This finding strongly suggests that
a consideration of the date of the data analyzed is important when compar-

jng different studies.
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Haugen and Heins (1968) provide a partial explanation for the

existence of such a wide range of results found in the literaturs. Their
basic finding is that Black/White rent differentials in different urban
areas depends significantly on the nature of the city. For example, the
extent of "Ghetto centralization," the growth rate of the Black population
and the rate of suburbanization strongly affect differentials between SMSA's.
Given that many of the studies discussed above examine different data sets
for different cities and for different time periods, there may be no reason

to assume that their results should be the same.
{d} Prices and Neighborhood Transition.

In addition to the confusion over Black/White housing price differ-
entials, there is also debate on the impact racial change can have on hous-
ing prices. There has for some time existed a popular belijef that movements
of Blacks into an area depress home prices. This is one of the alleged
motives for rapid transition and White flight, as Whites attempt fo sell
before they incur severe capital losses due to declining property values.
However, the literature, though Timited, tends to reject the notion that
Black intrusion leads to significantly depressed neighborhood housing markets.

The most recent study by Dobson (1976) examines price trends between
similar areas remaining White and those that became occupied in part or to-
tally by Blacks. Dobson's results indicate that there exists no significant
~differences in price patterns for areas experiencing Black immigration either
just before the racial change, during the change, or after the change.

Dobson thus provides support for the earlier conclusion of Laurenti (1960)
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who makes an even stronger statement from his empirical research. Con-
trolling for other factors, Laurenti concludes that Non-White entry into
previously all White areas may actually lead to an increase in prices rath-
er than to a decline. Nonetheless, these findings must be contrasted to
Berry's resuits, which show that prices in White border areas where tran-
sitjon is eminent are severly depressed and only recover slightly in new

areas of recent Black expansion.

Discrimination and Housing Price Differentials

The empricial Titerature is not only confusing, but it fails to pro-
vide help in evaluating current theoretical models of discrimination in ur-
ban housing markets. The theoretical literature is broad and unconclusive.
In order to understand this 1iterature it is useful to categorize it into
two major groups.

The first type of model basically ignores spatial aspects of the
housing market and “border" phenomena in a world of segregation. Instead,
this literature concentrates on implicit restrictions on the supply of hous-
ing to Black households. The supply restriction is expected to force hous-
ing prices up in Black areas, a phencmena which would require a rather
strong centralized control over racial movement within an urban area.
Nevertheless, this rather simple, yet popular, construct provides the basis
for the hypothesis that housing prices should be higher in Black areas.

The second type of model {often referred to as the Muth/Bailey model}
concentrates on an equilibrium process at the border where a price differen-

tial emerges such that no further incentives exist to "transform" neighbor-
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hoods from White to Black. G&Given the assumption that Whites are adverse

to living near Blacks and Blacks are either indifferent or prefer Tiving
near Whites, the end result is that prices in the Wnite "interior” will ex-
ceed prices in the Black "interior," while prices at each side of the border
are equal. This, of course, provides a rationale for the estimates of Tower

prices in Black areas.

The Muth/Bailey models of prejudice predict that Blacks will actually

pay less for housing, while the exclusion models, where supply to Blacks is

restricted, predict that Blacks will pay more. Yinger (1977) provides a
good summary of both the internal inconsistency of many of the models of
discriminaticn and prejudice and their external inconsistency with empiri-
cal evidence. While Yinger's work offers some important insights, his con-
clusions must be viewed with caution since the problem still remains that
the empirical evidence by no means provides a reliable benchmark. Futher-
more, even Yinger fails to carefully delineate just what constitutes neces-
sary and sufficient evidence to verify these alternative hypotheses. This
results in premature judgements regarding the validity of theoretical models

and regarding the "reasonableness of empirical findings."
Conceptual Issues
(a) The "price" of a house.

i1t is felt that much of the confusion in the literature is due fo a
lack of understanding of just what constitutes the “price” of housing and

subsequently a price differential. Most empirical studies examine house
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values while "Eontro?Ting“ for differences in housing quality. Implicit

in most studies is the assumption made by Muth (1969} that house value, HY,
is equal to the price per unit of housing services, P, times the amount of
services provided by a dwelling (or housing quality) Q: HY =P . Q.
Implic¢it in this assumption is that the average price per unit of quality
and the marginal price are the same, HV/Q = 3HV/3Q = P. However, alter-
native specifications may be more appropriate, especially when the theo-
retical concept of quality or housing services is given substantive meaning
by using actual housing attributes as independent variables in hedonic
regression estimates to “control® for quality.

One aTlternative specification is HV = a + bQ, which differentiates
between two separate types of price shifters: a, the Tump sum price paid
for a house in a given location; and b, the implicit marginal price of ad-
ditional Q. Average price and marginal price are no longer the same, where
AP = b +a/Qand P = b

This distinction regarding the components of price is quite important.
First of all, only b directly belongs as an argument in the demand function.
As such, it is changes primarily in b not a that will affect the consumption
of housing services in different Tocations of an urban area. Traditionally

the question of whether Blacks pay more for housing has been of interest

M1t should be noted that the issues regarding the nature of the
“price" of housing are rather compiex, involving important distinctions
between the theories of quality found in the works of Lancaster (1966);
Muellbauer {1975) and Rosen (1974). A completely rigorous consideration
of all 1ssues requires that housing be considered a bundle or package of
attributes which are made available through a single purchase in what
Rosen terms "implicit markets.” In this study, the consideration of
housing as a composite good (in the Muth tradition) but in a manner that
allows for-the basic non-linearities that can arise in a more complicated

(yet realistic) framework, represents a necessary compromise, given the
current state of the arts.
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because of the potential impact price differentials may have on Black
consumption patterns. However, past studies have failed to distinguish
between marginal and average prices and thus reccgnize that it is primarily
differentials in b that are of importance in analyzing Black/White consump-
tion differences.

In general, the difference between & and b from cross section com-
parisons stems from neighbarhood differences. Changes in & represent a
first order approximation of the value of amenities between neighborhoods.
Changes in b reflect supply and demand equilibrium. That is, b represents
market determined marginal prices given the existing characteristics of the
stock of housing and submarket demands generated from the type of household
that lives in each area. For example, a high amenity neighborhood which
is attractive to upper middle class residents (they are the highest bidders
for the area and the housing there) may have many housing units with sub-
normal 1iving space. The lack of larger homes coupled with a higher demand
for the area may raise both a and b,, the iatter being the shadow price or
marginal value of additional 1iving space.

On the other hand, two new developments are apt to differ in price
in terms of a only because of differing amenities. b will be determined by
costs in these areas with new construction and should not differ signifi-
cantly between areas. Hence, across various neighborhoods, "prices" may
differ in a wide variety of ways and any analysis of price differentials

must take this into account. The relationship between these two components

of the price of housing and the empirical results invelving Black/White price

differentials is discussed in more detail below.
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(b} Differences in the two price components.

Consider for the moment that Black and White areas are segregated
into segmented housing markets. To test whether Black's pay more for hous-
ing, one of three approaches is typically used. All invoive some form of

hedoni¢ estimation. The first approach includes a Black/White dummy vari-

able in the estimating equation; the second a percent Black variable; and

the third approach involves the estimation of separate hedonic equations

for each racially delineated area, followed by a comparison of the estimated

price (value) of housing obtained from the separate equations for a given

set of structural characteristics.
First, consider the case where the actual house price functions are

distinguished by the following: ab < a' and b° > b". That is, the con-

stant term or intercept of the housing price Tunction is higher for Whites
while the marginal cost of Q is higher for Blacks. Diagramically the re-
Tationship looks 1ike that shown below in Figure 1.

Assume now that all or most of the Black observations are associated
with lower levels of Q than are the White observations. Est1matiﬁg the
relationship between HY and Q using either a dummy variable for racial com-
position or a percent Black variable forges the slope coefficients to be the
same. Differentials are detected only by differences in the shift coeffi-
cient, a. In the example shown in Figure 1, if a Black/White dummy were
used, the sign on the coefficient would indicate that Blacks pay more.
However, if the mean value of Q for the White subsample, ﬁw, were smaller

=B

and Q- were larger than that shown in Figure 1, one could get the opposite
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FIGURE 1

House Value Functions
Within

Biack and White Submarkets

Hous ing
Value
HY

aw

B

d

ﬁB ﬁw Home Quality, Q
Key: Actual Black and White House Value Functions

Estimated House Value Functions with Race Dummy Variables
(B =a -D+b . Q)
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resuits, despite the fact that the White and Black price structure, the
parameters a and b, remained exactly the same.

If the variable percent Black were used and if percent Black and Q
are highiy negatively correlated, then the sign of the coefficient will
depend upon the nature of the data used and whether sufficient data exists
for integrated areas, such as areas with 50% Black. In this case, shown
in Figure 2, as percent Black (%B) increases, "prices” rise and then eventu-
ally fall. This effect can be captured by including (%B) and (%8)2 in the
estimating equation as does Schnare (1976). If the data is strongly polar,
as is usually the case, the sign on %B without the quadratic term could be
gither positive or negative, again depending upon the gap between ﬁ“ and

T

functions.1

and their relative location with respect to the intersection of the two

If the third approach is used, where two separate equations are
estimated, then both the shift and slope coefficients are obtained, providing

fuller information with regards to the differing structure of prices. How-

Ew) andEw<EB

ever, in cases such as those above, where a , often an un-

ambiguous conclusion still cannot be reached. If, the White and Black

house value equations intersect and if ﬁB and ﬁw

straddle the point of inter-
secticn, then Blacks can be shown to pay either more or less, depending upon

the consumption bundle used to measure the difference.

1t should be noted that differences in (GH - ﬁB) can result from
how the sample was constructed or from differences in the income distri-
butions between racial groups.
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FIGURE 2

Single House Value Equation
with Percent Black included as
an Independent VYariable

House B B B
Yalue
HY
W
HY=a"+blg
aw
. |
aB . ] ! i
| 1 | |
] | i |
= = - 5 House
4 & Q 4 Qality, Q
100%8 75%B 25%B 0%8
Key: Actual Black and White House Value Functions

Estimated House Value Functions with Continuous
Race Variable (HV="a +%8 +b - Q)
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As shown in Figure 3, if ﬁB is used in making comparisons, Whites
would be shown to pay more. That is, H?B < H?“, where the latter is esti-
mated by evaluating the White equation at the Black consumption mean ﬁB.
The "price" differential is estimated to be AB as shown in Figure 3.

On the other hand, if ﬁ” were used as the basis of comparison, then
the "price" differential would indicate that Blacks pay more by CD. Lapham
obtains similar conflicting results, where the sign of the price differen-
tial changes when alternative housing bundles are used to evaluate esti-
mated house values. However, in either case the differentials she finds
are not statisticaily significant,

In summary, we find that with the use of a Black/White dummy vari-
able any sign can be obtained (inciuding insignificant coefficients) depend-
ing primarily upon the gap between ﬁB and ﬁw. The sign on the coefficient
of the variable %B also depends upon the gap between GB and ﬁw and upon the
extent that the sample includes a full range of areas of differing racial
composition, If the latter requirement is fulfilled, the 1ikelihood is
quite high that a quadratic fit, as was used by Schnare, will be statis-
tically significant.

Schnare finds that in 1960 the Towest prices for housing were 1in
"integrated" areas. This suggests that the price functions may be reversed
from those described in Figure 1 te 3, where instead g? > gﬂ and QF < QF.
These functions are shown below in Figure 4.

To many this set of price structures has an intuitive appeal. One
set of hypotheses suggested by this structure of prices is that a is higher

for Blacks because of restricted supply in segregated areas and b is Tower
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FIGURE 3

Comparisons of Expected House Values
from Separate Estimating Equations where
Price Differentials are Evaluated with
Alternative Bundles

House
vee Hv=a°+bBg
W
v (@)
W
W, =W o
HY"(Q") | M aa+bv.:Q
)
—B,=B
RV(Q)
ﬁB ﬁw House Qualiaty, Q
Key: Actual and Estimated Black and White House Value Function

{RV(Q) is equal to the expected house value obtained from thg estima?ed
house value equations evaluated at same level of housing services, T)
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FIGURE 4

Alternative Structures of
House Prices Faced by
Blacks and Whites

House
Yalue
HV

Q" - House Quality, Q

Key: Actual Black and White House Value Functions with

aw< aB and bw > bB.
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because the lower incomes of Blacks generate a Tower demand for Q. How-
ever, such a pattern is also consistent with segregation and "price" differ-
entials in the absence of explicit discrimination or exclusion of any kind.
Blacks merely outbid others for housing {the level of Q) they can afford.
Whites with higher incomes simply do nof consider the }nitialTy Tower qual-
tiy housing at the price Blacks are willing to pay, even if the property
could be upgraded. Conversely for higher quality units, Whites outbid Blacks.
Given the geographic distribution of housing by quality, the resuit of both
household types simply maximizing their utility could lead to a form of de-
facto segregation.

1f the curves lcok 1ike those shown in Figure 4, then all of the com-
ments in earlier paragraphs are still relevant except that the signs will,
in general, be opposite. With the use of (%B) and (%B)Z, the quadradic will
have a minimum rather than a maximum. In either case a very wide range of
results can be obtained from alternative empirical specifications, even from

the same basic price structures.

(¢} Unambiguous ranking of both price components.

The primary source of the problem discussed above stems from the am-

W

biguous situation where a~ < EF and Eﬁ > g?. Rowever, problems still ex-

ist if both price terms differ in the same direction. Consider the situa-

W B

tion where QH > g? and where b > b . The HV functions look 1ike those

_ shown in Figure 5. If a Black/White dummy variable is used in estimating

a single HY equation which constrains Q? = bB, the estimated price differ-

ential will be biased. As shown 1in Figure 5 the differential will be under-
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FIGURE 5

House Value Equatians
with
Unambiquous Rankings

House
VYalue -
HY W

GB ﬁw House Quality, Q

Key: Actual Black and White House Value Functions

Estimated House Value Functions with Dummy Variable
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estimated by at least the amount AB and by as much as the amount CD.

Similarly the use of %B as an independent variable is also likely te pro-
duce biased results. In both cases, however, the sign {direction) of the
differential will always be correct.

The use of separate regressions will also indicate Blacks pay less
given the structure of prices depicted in Figure 5. However, the magni-
tude of the differential will differ significantly depending upon the hous-
ing bundle used to make the comparison. The price gap using EB will always
be smaller than the gap when ﬁw is used as can be seen from Figure 6. This
in part explains why in the Kain and Quigley work the price differentials
range wildly from 1 to 50%.

1t can be concluded then that, almost without exception, past esti-
mates of price differentials are flawed by failure to appreciate the dual
nature of housing prices and the extent that the use of different method-
ological technigues can alter the so-called "price” differentials which
analysts have attempted to measure. This problem alone may expiain much of
the confusion that exists with regards to the empirical results currently
in the literature: Furthermore, in ignoring the basic differences in both
a and b, past studies fail to provide ali the requisite information to make
inferences about discrimination and its effect on Blacks in segmented hous-

ing markets.

Other Issues:

Two additional issues of interest involving the estimation of price

differentials require further comment. One involves additionatl refinement
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FIGURE 6

‘ Comparisons of Expected
House Values where House Value
Equations are Umambiguously Ranked

House
Value
HY
] ]
ﬁB ﬁw House Quality, Q
Key: Actual and Estimated Black and White House Value Equations

|
34



of the concept of price, and the other concerns empirical questions with

regards to the correct hedonic specification.
(a) The effective price of housing.

If housing is thought of as an investment good as well as consump-
tion good, then the effective price of a home must take into account the
expected rate of return to home ownership. Ignoring, at this poeint, various
tax advantages to ownership, a purchaser of a home receives an annual rate
of return on that home by way of appreciation of value. This return is a
benefit stream beyond the annual yield of housing services he consumes,
Thus, holding quality constant, a positive correlaticn would be expected
between the price of a home and its expected rate of appreciation. There-
fore, two homes of equal value (P - Q) and of the same quality (Q), but
with different appreciate rates, dﬁ, will have different effective prices.

In other words, if dE]

> dﬁz, then P1 must be greater than P2 for the effec-

tive price of housing to be the same.

Suppose then that at any point in time the price paid by Whites and

Blacks does not significantly differ. If homes in White areas are appre-
ciating at an annual rate of 10% and those of Blacks are appreciating at

only 4%, then with P = pB

, Blacks must be actually paying more in terms of
the "effective price" of housing. This suggests that to completely investi-
gate differentials in housing prices faced by Blacks, rates of house price

appreciation also need to be examined.

{b} The specification issue.
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The specification issue is considerable more compiex than the pro-
blem of controliing for different appreciation rates. It basically in-
volves the question of just how differences in neighborhood quality are
capitalized into housing prices. In part the discussion above, concerning
the dual nature of house prices, touches upon the issue. However, in many
studies neighborhood amenity variables are included in the empirical esti-
mation. Whether the value of neighborhood amenities is separable in the
estimating equation or whether it merely effects the marginal values of
structural attributes of housing is a matter of debate. Diamond (1980)
and Diamond and Smith (1580) provide one of the best theoretical frameworks
to answer the guestion. However, the answer is not at all simple.

If hedonic equations are estimated over a set of neighborhoods where
the population is relatively homogenecus in terms of characteristics that
effect housing demand, then a separable specification including the values
of neighborhoocd amenities along with the value of the structure may be
appropriate. One can either estimate a house value equation with both
structure and neighborhood attributes together in some linear form or if
the variance in neighborhood attributes is small within sub-areaé, separate
gquations can be estimated for each area including structural characteristics
only.

If the sample includes housing occupied by a brecad heterogeneous
population, then a specification allowing for interaction between structure
and neighborhood values is apt to be required. One such specification is
found in King and Mieszkowski (1973) who use both semi-log specification and
interaction terms with the neighborhood variables. The issue is to some

extent an empirical one. However, because incorrect specifications of the
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house value equation can lead to biased estimates of price differentials
due to race as well as to biased estimates of the "value" of neighborhood
amenities, it is felt that given any particular data set, alternative speci-
fications should be applied to examine the rcobustness of estimated price

differentials to alternative specifications.

The Analytic Approach Used

The basic approach followed in this research involves the separate
estimation of hedonic equations by neighborhood type. For Chicago, areas

are defined as Black, Expansion, Border and White Interior. This corre-

sponds to the exact neighboborhood definition used by Berry (1976), so that
a direct comparison with his results can be made. In Houston, areas are
defined as Black (65% Black or more}, Integrated {5 to 64% Black), Border
Transition {White areas on border where Blacks are’expected to move inj,

Border Non-Transition (White border areas where the status quo is likely to

remain the same) and White Interior aar'eas.-l In the Houston case the areas

are defined at the block level of resolution.
Because of the way the areas are defined in both cities, the vari-

ances in the neighborhood characteristics are quite small. Consequently,

most neighborhood variables prove insignificant in the subsample regressiens.

Thus, in the final specifications each neighborhood regression includes only
structural characteristics variables. However, an equation for the entire

metropolitan area with the neighborhood variables included is estimated in

]See Section Il for seme additional details with respect to the defi-
nitions: of the Houston submarkets, especially in regard to Border Transition
and Non-Transition areas.

37




order to obtain "rough" measures of the implicit prices or values of key
neighborhood amenities. This procedure, whereby structural variables are
only used for the separate neighborhood regressions, helps to aveoid the
difficult specification problem with regards to the interaction of structure
and neighborhood characteristic variables. The King and Mieszkowski approach
was attempted as an additiconal check on the appropriateness of this approach.
For the most part, similar results were produced.

The question of the dual nature of housing prices is addressed by ex-
aming the difference in both a and b for each set of neighborhood compari-
sons. In addition, price differentials are made using both consumption bun-

dies ﬁB

and ﬁw as the basis for comparison. In application, differences in
the value of housing between areas is decomposed into differences attri-
butable to the shift coefficients (the constant), differences in the slope
coefficients, and differences in the attributes of the housing in each area.
The so-called constant (shift) plus coefficient (slope) effects provide one
measure 0f the overall price differential between areas.
The basic relationship estimated is

(1) Hvii‘ = 3‘; + zs‘i‘x';j + pi.‘

i=1+ton
K ; .th . th
where HVi is the value of the i~— house located in the k=— area and the
k
iJ
type, this equation is separately estimated. From the different subsample

X5, are the structural characteristics of each house. For each neighborhood

estimates the differential in the expected house value in any two areas,

(ﬁ?q - ﬁ?e), is broken down into three categories: that portion captured
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by differences in the constants ("the shift coefficient"); that attribut-
able to differences in housing attributes, the Yi's; and that attributable
to differences in the subarea coefficients, the si‘s.

In particular, differences between the White area and the Black area

are broken down as Tollows:

the attribute effect,

(2) z, 8 (X - %),

the coefficient effect,

W B
(3) IX; (85 - 85),

and the constant (shift coefficient) effect,

W_ B
(4) 8, - 8,

It can easily be shown that the sum of these three effects equals
(HV ﬁﬁB) the average (or expected} differential in house values between
the two areas, In the empirical results presented below each of these
three partial effects is isolated. As previously mentioned the sum of the
coefficient and constant (shift coefficient) effect is considered the

"orice" differential after controlling for quality differences.)

1This overal] price differential is essentially the differential in
"average prices" between areas To obtain information on the differences
in ejther marginal prices, b., or in the lump sum price, a, the individual
components must be examined éeparately It should also be noted that be-
cause of the exponential specification used for most regressions, the co-
efficients, as well as the constant and coefficient effects need to be
interpreted with care. For example, as presented in the text to follow,
the coefficient effect actually measures differences in the percent mar-
ginal price of various housing characteristics.
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However, each individual effect, which is equivalent to aa and Ab as dis-

cussed above, is also analyzed separately.

Findings
{a) Data

A semi-log specification of equation {1) is estimated using similar
data from both Chicago and Houston. The housing data, including market
prices and a host of structural characteristics, were obtained from quarter-
1y 1istings published by the Society of Real Estate Appraisers. Additional
data on distance to key work centers, demographic characteristics of the
area where each home is located, and key neighborhood attributes obtained
from census data and other local sources were added to each SREA observa-
tion. Data on crime by police districis were obtained for both Chicago and
Houston from their respective Police Departments. However, Houston police
districts are so large and encompass such heterogeneous areas that the
crime data were found to be virtually useless in hedonic estimations.

The Chicago file contains 1917 observations grouped into 4 areas
that correspond exactly to those used by Berry (1976): (1) all White;

{2) White/Black border; (3} Recent Black Expansion; and (4) Black Inte-
rior. The 3736 observations obtained for Houston are grouped into five
areas: (1)} White; (2) Integrated; (3} Border/Non-Transition; {4} Bor-.
der/Transition; (5) Black. The Chicago data is for transactions for 1972.
The Houston data is for transactions in 1977. In addition, 2112 Houston
observations for 1970 are grouped into the same Houston subareas in order to

estimate differences.in rates of appreciation between these areas over time
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as well as cross-sectional differences in housing prices at a single

point in time.
{b) Empirical results: Chicaqo

Tables II% and 111% present the regression results for the Chicago
data using the entire sample. The regression reported jn Table 11% includes
only structural characteristics of the housing. Table 1112 reports the re-
gression results for which neighborhood variables are added. Inciuded among
these additional explanatory independent variables are four primary neighbor-
hood characteristics or amenity variables: distance to the CBD, nejghbor-
hood pollution levels, per student expenditure in neighborhood schools, and
Tocal area crime rates. Finally, as shown in the second column of
Table 1112, variables based on racial composition of each area are included
in the estimating equation.

A1l three OLS regression estimates have respectable Rz's, all co-
efficients have the correct sign, and most coefficients are statistically
significant. The ccefficients of the neighborhood variables indicate that
housing prices are lower in Black areas. This is consistent with Berry's
(1976) results. However, the lowest prices are found in the White area
bordering the Black neighborhocds. Though these results differ from Berry's,
definitive conclusions should be avoided at this point since the probabil-
ity of specification error with the use of neighborhocd dummy variables is
quite high.

The products of the coefficients of the neighborhood amenity vari-

ables and mean house value (g, - HY) are taken as the "overall implicit
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market prices" for these attributes. As such, they represent equilib-
rium market prices at the margin for those attributes and are not neces-
sarily their marginal value tao any particular demographic group. However,
as an overall rough estimate of market-wide marginal values, they are used
later to estimate the “"expected” differences in housing prices between the
4 designated neighborhocd areas.

Table IV presents the results of the separate QLS regression esti-
mates for each neighborhoocd area. Again each subsample regression has a
respectable Rz, though a few coefficients have incorvect signs or are in-
significant. The neighborhood variablies are deleted here because the vari-
ance in these characteristics across these more narrowly defined areas is
minimal, making estimation of the implicit values within the separate areas
impossible.

Following equation (2) through (4), Table Ve provides a breakdown
of the attribute, coefficient and constant effects associated with the Bor-
der, Black Expansion, and Black areas as compared with the White Interior
submarket. Since the basic specification of equation (1) is semi-log, in
order to estimate in percentage terms the actual differential in-prices,
the exponential of the "price difference” estimates (.112, .141, and .193}
must be calculated. The results shown in Table VII? are 11.9%, 15.1%, and
21.3% respectively. Thus Table v and VII? indicates that housing prices
fall monotonically with closeness to the Black interior. (The positive
sign indicating that Whites pay more.}) These results are reasonably con-
sistent with Berry's (1976) findings, though the Black expansion area does

not show an increase {or partial recovery) in prices.
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In general both the White constant, a, and the Hhite stope coeffi-
cient, b, are higher than for other areas, although the coefficient effect
(differences in the b's) dominates the White/Black Expansion comparison.

It is also of interest to note that Blacks pay slightiy more for iarge lots,
fireplaces, and to some extent interior space. However, Blacks save less

by purchasing older housing or, in other words, Whites pay more for younger
housing.

Table VI? takes the implicit shadow prices of neighborhood charac-
teristics in each area and calculates the implicit value of housing attri-
butable just to those characteristics. The bottom line on Table vi® simply
standardizes the differences between neighborhood areas with respect to the
White Interior area. The exponential of these coefficients shows that

prices in the Border, Black Expansion, and Black area are expected to be

5.2%, 20.3%, and 22.6% lower respectively due to inferior neighborhood
characteristics (e.g., higher crime, inferior schools, greater pollution,
and poorer accessibility).1

Table vII® compares the estimated price differentials between neigh-
borhoods (excluding the effects of neighborhood amenitiesj with the "expect-
ed" price differential accountable to differences in the four primary neigh-
borhood characteristics. Of the 11.9% differential between the White and
Border areas, almost half can be explained by differences in neighborhood

attributes. On the other hand, housing prices in Black Expansion and in

Black areas are actually higher than would be expected because of inferier

]In actuality, Blacks fair better in Chicago with respect to acces-
sibility and Black areas have only siightly inferior schoolis. However,
Black areas have significantly higher poliution levels and crime rates.
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TABLE 11°
CHICAGO RESULTS
QVERALL MARKET EQUATION

WITH STRUCTURAL CHARACTERISTICS OHLY
(DEPEKDENT VARIABLE, HOUSE YALUE)

INDEPENDENT j
VARIABLES 5, X,
AGE -,0086 137
(587.2)

$q. FEET L0145 13.3
{127.5)

BRICK 1033 N2
(74 6)

RODMS -.0065 5.94
{1.n

BATHS 0493 1.23
(13.5}

BASEMENT 141 .958
{21.2)

MODERNIZE 0223 1.13
{37.5)

AIR COND 1380 57
{118.2)

FIREPLACE L0540 .16a
{24.5)

GARAGE .0282 1.25
{33.1)

LOT $I2E .0279 478
{119.3}

CONDITION 0058 2.53
{1.4)
CONSTANT 5.0656
RZ=.628
Ka1917

*F statistics are provided bensath each coefficient.
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TABLE 1118
CKICAGD RESULTS

"MARKET EQUATION" REGRESSION RESULTS

WITH HEIGHBORHOGD CHARACTERISTILS
{DCPENDENT VARIABLE, WOUSE VALUE)

INOEPENDENT
YARIABLES Yi 8 8
1 i
AGE 3137 -.0072 -.00M
(562.8) {505.8)
$G. FEET 13.3 0161 .015%
{229.6) (207.3)
BRICK 2 1061 .0933
{108.7) {88.6)
ROOHS 5 94 O 0092
(7 4) (4 6
BATHS 1.23 .0508 L0441
{21.3) {14.9)
BASEMENT .959 .15586 L1455
(58.8) {47 §)
MODERNIZE 1.13 L0175 0202
{34.2) {42.6)
AIR COKD 187 173 L1205
{126 1) {122 9)
FIREPLACE 168 0613 .0536
(46.2) (33.1)
GARAGE 1.25 ,0248 0233
(35.3} (28 9)
LOT $1ZE 478 L0163 0151
(52.3) {42 0}
CONDITION 2.50 L0075 0072
(3 4) (2.9)
DIST. TO LOOP 10.3 -.0085 -.0128
{24.4) (57 2)
POLLUTION 10.8 - 0075 -.0015
(3.7} {203}
SCHOOL § 5 47 L0724 0809
{37 4) {46 0)
CRIME 8.53 -.0159 -.082
{235.1) {364 6)
BLACK ExP 483 -.0812 ———
{38.3)
BORDER 149 -.1505
{156 5)
BLACK 116 - 1070 ——
{39 3}
COHSTANT 4.8971 4 9582
RZ= 753 RZ= 732
N=1917 N=1917

*f statistics are found beneath each coefficient
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TABLE Iv'

CRICAGD RESULTS
REGRESSTONS FOR FOUR

SEPARATE HEIGHBORHOOD TYPES

WHITE BORDER BLACK EXP. BLACK
2t X 8y 1 8 L fy e
AGE -.0092 19,5 - 0074 26.6 - .0082 31.9 - 0080 5.1
{141 &) {(116.1) {379.4) (mie)
$Q. FEET 0184 11.9 .020% 14.1 0103 1.6 ozt 138
{20 6) (39.9) (76 5} {5 4)
BRICK .0757 867 an .836 . 1040 .61 - 118 838
L9 8 (47 9} {66 6} {16.4}
ROOMS 0215 5.3? 0218 5.92 L0316 6 24 L0051 & 05
(2.5} {4 0) (342} (0.2}
BATHS .03%¢ 1.17 .0288 133 0369 1.21 0296 1.29
(.1 [1.2) (6.3} 13 -
BASEMLKT L1818 .500 L0650 972 L1342 .978 L1186 987
{51 3} {1.7} {18.4) {(z 3
MODERN2E L0096 .693 - 0039 762 oon 1.26 - Q073 1.06
{2z 3} {03 (3.3) (0.5)
AR COKD. o182 307 .0726 .231 214 119 .0135 .108
{22.7} 11 4) {i79 1) {0.2)
FIREPLACE 0359 195 0714 %! 0519 125 504 198
(3.0} {17.8) {16.4) {5 0)
GARAGE 0404 136 .0315 40 .0238 .2 L0157 120
{13 5) {10 1} (19.8) (2 2}
\0T SIZE 0209 5 37 0123 5.55 0270 457 L0335 448
{18 1} {9 4) {77 5) {23 2}
CONDITION L0923 763 0269 2.51 L0038 2.52 0434 2.68
{7.2) (7.4) {0.5) {10.5)
CONSTANY 4 8580 4.8060 £.0494 47350
aZ. 730 #%-.778 RZe 762 %% 788
§oe 241 H o« 248 H o= 975 H= 222

*F statistics are fn parsntheses
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TASLE ¥*
CHICAGO RESULTS

COMPARATIVE AMALYSIS
WHITE WITH 3 QTHER NEIGHBORHOODS

VH{TE -BORDER WHITE-BLACK €XPAR|  WHITE-BLACK
ATIRIE  COEFF | ATTRIB  COEFF | ATTRIB  COEFF
EFFECT  EFFECT | EFFECY  EFFECT | EFFECT  EFFECT
AGE 068 - 048 88 -.038 342 -.082
sq. £ -2 -3 | o-om a2 | -0 .02
SRICK 002 -.102 o9 -0 002 - 034
ROOKS ..01% 0 | -0 .25 | .00 136
BATHS -.007 o | - 003 003 | -.008 013
MSTHENT .00 AW | -0 037 | -6 061
WOOERRIZE  -.00) 016 | -.008 003 | - o0 018
AlR COND.  .006 001 N5 -0 016 007
FIREPLACE  =.005  -.012 003 -.002 | -.0000 - 003
BARAGE -.004 009 004 .020 004 029
10T §126 -.004 049 07 -0 09 -.086
COXD. 004 006 LA048 064 = 002 - {138
SO0 4060 | 356 e332 | +.096  +.072
CONSTANT
DIFFERENCE + 052 + 009 s 10
“PRICE
OIFFERENCE s 112 PR +193
ToTAL
DIFFERERCE +,098 +.297 + 289
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TABLE VI°

CHICAGD RESULTS

PRICE DIFFERENTIALS DUE TO NEIGHBORHOOD FAUTORS

NBHD COEFFICIENTS

FOR WHITE BORDER BLACK EXP. BLACK

MARKET EQUATEON

8 % X,y % Vg, | % 8y % ¥y
DIST. LOOP -.o128 11.950  -.353 | 17.680  -.148 [10.240  -.131| 8.9 -1
POLLUTION - 0513 9.320  -.44 | 4380  -.154 {11640  -.180 | 11.950  -.18S
SCHOOL, +.0809 5.693 460 | 5.618 ase | s5.299 azs| 54N 443
CRIME -.0182 2,953  -.054 | 5.098  -.093 |10.583  -.192] 12.198  -.239
INCREMENT
WE 10
HE IGHBORHOGD + 109 +.058 -.078 -.095
OLFFERENCE
COMPARED 10
WRITE AREA 000 -.051 - 182 -.204
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TABLE VII®

CHICAGD RESULTS

PRICE DIFFERENCES BETWEEN NEIGHBORHOODS

AREA ESTIMATED EXPECTED PRICE
COMPARISON “PRICE DIFFERENCES" DIFFERENCES
DUE TO NEIGHBORHOOD
CHARACTERISTICS
WHITE/BORDER -11.9% -5.2%
WHITE/BLACK EXP. -15.1% -20.2%
WHITE/BLACK -21.3% ~22.6%
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neighborhood attributes. In either case, however, the difference is not
statistically significant. Consequently while it appears that Blacks
actually may pay less for housing, for the most part, they do so because

they purchase housing in inferior neighborhoods.

(¢) Empirical results: Houston.

Tables IIb through VIIb are constructed similarly tc these for
Chicago. The primary difference 1s that the specification of equation
(1) is somewhat different. There are five designated neighborhood types
and c¢rime is not included as an independent variable in the overall market
equation presented in Table IIIb. It also should be noted that while the
"guality" of housing between neighborhood types does not differ signifi-
cantly in Chicago, in the Houston samplie the average housing bundie in
White areas as compared to the other Tocations is far superior. In general
the regressions estimated fit the Houston data somewhat better. Rz's
and F statistics are generally higher.

The dummy variables for the different neighborhood areas indicate
a monotonically decreasing relationship between housing prices and near-
ness to the Black interior areas. The price differences obtained from the
resuits displayed in Tables IVb through VIIb show that housing prices in
Black areas are approximaée]y 21% lower than housing prices in White areas.
Prices in Integrated, Border/Transition and Border/Non Transition areas
are 16%, 10% and 7% lower respectively. One anomoly is that in inte-
grated areas the coefficient effect is negative, indicating that Blacks

pay more for housing because of substantial changes in coefficients of the
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HV function. This is due primarily to the higher percentage marginal
price for interior space (number of rooms) and exterior space {lot size).
For most other comparisons, however, the coefficient effect is positive
apd, in general, is the dominant factor responsible for the overall price
differences. Also, in further contrast to the Chicago results, Blacks

in Houston gain less than Whites by purchasing older housing and pay more
for larger lots.

Table VIIb summarizes the results and again compares the price dif-
ferentials with the expected differentials after neighborhood attributes
are taken into account. These results are startlingly similar to those
found for Chicago. The Houston Black/White differential of 21% is virtu-
ally identical {at least to the nearest percentage point) to Chicago's 21%
differential. The other neighborhocd comparisons between the two cities
are also quite similar, especially after taking into account the fact that
these other neighborhoods are defined somewhat differentiy. Furthermore,
as is the case for Chicago, most of the price differences can be explained
by neighborhocd factors. In Houston the "expected" price differentials
usually exceed slightly the estimated differentials. The largest gap is
for the White/Border Transition comparison where the expected differential
is 18.5% while the estimated differential is only 10.2%. To some extent
then, it can be concluded that after accounting for differences in neigh-
borhoed quality, Blacks actually pay more for housing (though the differ-
ences is not statistically significant}. From another perspective, it
could be concluded that Blacks pay less for housing (the structural as-

pects of housing) but are paying more for neighborhcod {that is, interior

51




areas in which many Blacks live are not sufficiently discounted).
(d) Differential in the "Effective Price"” of housing.

Using the same basic technique as “applied cross-secticnally, rates
of appreciation by neighborhood type were aiso calculated for the Houston
metropolitan area. All areas in Houston experienced significant annual
housing appreciation as is shown in Table VIII. Black areas, in general,
appreciated at a rate that was between 20-45% lower than White areas.
Thus, to the extent that Black prices, after adjusting for neighborhood

differences, are similar, then the "effective price" Blacks are paying for

housing is much more than that paid by Whites. In addition, these results,
indicating that the prices paid by Blacks for housing structure are in-
creasing less rapidly than in White areas, suggest that the Black/White
price differential or price gap is widening over time. To some extent
this is to be expected if the "effective price" in White areas is too low.
However, whether this phencmenon is due to temporary disequilibrium re-
quiring price adjustments or whether this is due to an expectation of con-
tinuing decline in neighborhood quality in Black areas relative to White

areas requires further investigation.

Summary of the Chicago and Housion Results

The empirical results presented above indicate that for both

Chicago and Houston, Blacks pay less for housing (the structural character-

istics). The differential seems to increase steadily from border to inte-

grated to dominately Black areas. However, the price differential between
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neighborhoods within the two metropoiitan areas differs in its composi-
tion. While in some cases the constant effect, the difference in a,
dominates in the overall price effect, other comparisons (between neigh-
borhoods) show a coefficient effect, the difference in the percentage mar-
ginal price of housing attributes, b, to be equally, if not more important.
Comparisons using either ﬁB or ﬁ“ indicate that Blacks pay less, though
the magnitude of the differential does change (quite significantly for a
few compariSOns).1

While the results indicate that housing prices for areas either
threatened by Black immigraticn or with substantial Black population are
Tower, it is shown that differences in accessibility, school quality,
crime rates, and poilution level could by themselves account for the dif-
ference in price. In essence, it appears that Blacks do pay less for hous-
ing, but they get less quality neighborhoods which accounts for the differ-
ential.

On the other hand, while Blacks may pay less for housing {struc-
ture), it appears more likely that, if there exists any differential, they
are likely to be paying more for the entire housing and neighborhood bundle
than are Whites. Furthermore, when the investment aspect of housing is
considered, Blacks seem to be faring even worse. In terms of the "effec-

tive price" of housing, Blacks may be paying substantially more.

1Note that the results presented above suggest that while in gen-
eral the slope of the White house value function is steeper than the Black
functaon, which indicates that the price differentials would be larger if
Qu were used as the baseline bundle, it needs to_be remembered that 1u some
cases Q actually is greater than M, and that b sometimes exceeds b
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TABLE 177

HOUSTON RESULTS
GVERALL MARKET EQUATION

WITH STRUCTURAL CHARACTERISTICS ONLY
{DEPENDENT VARIABLE, HOUSE VALUE)

INDEPEHDENT
VARJABLES By I1
KITCHEN 113 1 36
MOBERNIZAT 0K (288.5)
AGE OF HOUSE ,0084 12.1
(72.1)
AGE OF HOUSE ($9.} -.0001 279.
{12.6)
LOT Sz 0015 8.74
{3.07)
LOT SIZE {80} 0087 105.
(0.22)
NUMBER OF ROOMS .006 6.68
{2.34}
NUMBER OF BATHS 1126 181
tos 2)
SO. FT. LIVING AREA .0373 6.4
(999 3)
CONDITION 0567 3 63
{172.5)
CENTRAL AIR 1613 674
(227.6}
FIREPLACE RYAE] 422
(264.0)
GARAGE X FCARS .030% 1.58
{175.2)
CONSTANT 1.2451
RZz 823
K =3736

*F statistics are provided bensath each coefficient.

54



ThBLE 1110
HOUSTON RESULTS

"MARKET EQUATION" REGRESSION RESULTS
WITH NEIGHBORHOOD CHARACTERISTICS
{OEPERDENT VARIABLE, KOUSE VALUE)

INDEPENDENT
VARIABLES X, B, 8
1 b
KITCHEN MODERRIZATION 1.02 073 .08
{53.1} {60.0)
AGE OF HOME 18.3 -.005 -.005
{8.5) (6.0)
AGE OF HOME (SQ.) 467. 000 .0oo
(1.9} {4.0)
LOT SIZE 8.41 .010 .006
(11.7) (4.2)
LOT S1ZE (5Q.) 98.9 -.000 -.000
(5.1) (1.1}
NUMBER OF ROOMS §.37 -.019 -,02
(9.2} {9.0)
HUMBER OF BATHS 1.64 055 .042
(9.0} {4.8)
SQ. FT. LIV, AREA 15.2 047 050
(397.9) (411.3)
CONDITION 3.79 .053 .054
(40.0) (38.8}
CENTRAL AIR 514 123 128
(57.5) (54.5)
FIREPLACE .264 .154 .165
(75.4) (80.0)
GARAGE X #CARS 1.40 ,080 .065
{47.0) {50.9)
POLLUTION 80.3 -.004 ..003
{75.8) {45.5)
SCHOOL QUALLTY IMDEX 40.6 004 007
(47.9) (266.2)
DISTANGCE TO CBD 7.82 -.035 -.033
(125.1) {101.3)
BLACK 140 -.207
{77.5)
INTEGRATED 415 -0
(94.7)
BORDER/TRANSITION 527 -.024
{22.8)
BORDER/HON TRANSITION .754 -.027
(37.9)
CONSTANT 5.097
R2=,866 R2= 849
N =1207 N =1207

*F gtatistics are found beneath each coefficient
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TABLE 1vP

HOUSTON RESULTS

REGRESSIONS FOR FIVE
SEPARATE HEIGHBORHGOD TYPES

WHITE BLACK INTEGRATED
By X, 84 % 84 %
XITCHER MODERN. .1043 1.57 0314 645 L0164 970
{180.6) {2 0} (10.0)
AGE OF HOME .0078 10.1 -.0076 12.7 -.0076 138
(46.7 (2 8) (8.0}
AGE OF HOME {5Q. - 000 232. L0001 428, .0001 276.
! (14.7) (0.9} {6 2}
LOT $iz2E 0105 8.76 0401 7.88 L0460 8.00
(3.5) (3.4} (6.0)
LOT SIZE (5§ ) - 0002 B5.9 0020 701 - 0018 69.7
{0.8) (4.1} {51}
MUMBER OF ROOMS 0091 6.94 .0122 5.97 .0334 6.20
{4 8} (0.6} {60.8)
NUMBER OF BATHS L1158 1.93 .0148 1.43 L1459 1587
{77.1) {0.1) f2z.4)
SQ. FT. LIV. AREA 037N 17.7 0507 12.8 0122 136
(814.5) {67.8) {25.3)
CORDITION .0414 3.79 0220 3.21 0282 - 305
{35.2) (4 9) (17.2)
CEXTRAL AIR L1446 162 .189% .367 .1188 573
{139.2) (25.0) (22.1)
FAREPLACE 1550 .532 L0802 Rk L2561 REE]
{192.3) {(2.4) (60.9)
GARAGE X #CARS .0812 1.74 0726 1.04 .0549 1.43
{114 2} {13 8) (34.5)
CONSTANT 42880 4.241% 3.9702
&= 5207 RZa 7854 R2= 8684
N = 2543 K= 259 K= 302
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TABLE I¥P (Cont'd)
HOUSTON RESULTS

REGRESSIONS FOR FIVE
SEPARATE HE1GHBORMOOD TYPES

BORDER/NT BORDER/T
By X By X
KITCHEH MODERN. ,1554 .803 .0108 796
{38 1) {0.5)
AGE OF HOME .0020 22.0 -.0022 17.1
{0.0) (0.2)
AGE OF HOHE (5Q.) .00Q0 620, L0001 343,
{6.0) (0.4)
10T s1z¢ 0333 7.719 0012 8.03
(3.9} (4.1}
LOT SIZE (54.) -.0009 68.9 -.0014 n.?
{18) . (5.8}
NUMBER OF ROOMS -.0077 6.27 .0387 5.95
(0,3) {9 5}
HUMBER OF BATHS -.0361 1.48 0853 1.43
(o 1) {7.9)
$Q. FT. L1V AREA L0406 1401 L0363 12.6
(52.4) {53.7}
CONDITION .0618 3.48 L0243 3.26
{18 2) (10.2)
CENTRAL AIR 1632 .394 .0986 .3%6
{16.3} {18.5)
FIREPLACE 2195 .2¢8 .1454 034
{28.4) (6.4}
GARAGE X FCARS L0354 1.38 .0578 1.17
{3.4) {16.7}
CONSTANT 4.4061 4 2690
RZ= 8489 R2s_8306
H= 254 H= 378

*F statistics are found beneath each coefficient.
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TABLE ¥°

HOUSTON RESULTS

COMPARATIVE AMALYSIS
WHITE RITH 4 OTHER MEIGHBORHDODS

WHITE~BLACK WHITE - INTEGRATED WHITE-BORD. /NT WHITE-BORD. /TRANS

ATIRIB.  COEFF ATTRIB.  COEFF ATTRIB,  COEFF ATTRIB. COEFF

EFFECT  EFFECT | EFFECT  EFFECT | EFFECT  EFFECT | EFFECT EFFECT

KITCHEN FODERK. 0963 0476 0624 0853 0798 - 0410 .0806 0743
AGE OF HOWE -.0592 2726 | -.0289 2127 | -.0928 673 | -.0848 1713
AGE OF HOME (SQ.) 0197 ..0857 0044 -,0851 0288 -.0620 om -.0685
LOT SIZE 0083 -.2333 0080 -.2840 L0103 -1 0077 -.1661
LOT SIIE (sQ.) -.0032 2362 | -.0032 Jus | -.0034 .0e82 | -.0028 0860
HUMBER OF ROOMS 0088 -,008% .0067  -.5541 .008) 1054 0090 -8
KMBER OF BATHS 0582 .1341 D415 -.0473 .0516 .2255 .0584 0433
SQ. FT. LIVING AREA RE73 NS V£ 1515 .3389 1,33 -.04%4 +1905 0100
CONDITION .023 .0623 0295 .0403 0121 -.0709 .0212 0557
CENTRAL AIR 0572 -.0166 .0274 .0148 0533 -.0073 0530 0182
FIREPLACE .0621 0098 D547 - 0181 0803 -.0173 o1 .0003
BARAGE X FCARS 0569 0089 0251 -.0196 .0293 .063) 0482 0274
5112 1427 3791 6190 3550 1825 8972 0778
CONSTANT DIFFERENCE _0461 3178 _hsr 0138
PRICE DLFFERERCE L1808 _as8 _06a4 _098
TOTAL DIFFERENCE .7000 5279 am 5940
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TABLE vIP

HOUSTON RESULTYS

PRICE DIFFERENTIALS OUE TO HETGHBORHOOD FACTORS

NEHD COEFFICIENTS

FROM WHITE BLACK INTEGRATED BORDER/NT BORDER/T
MARKET EQUATION
By X X8y 'i1 Y{ai X‘i Yts, i’i Y{B' 11 ¥131
POLLUTIQH -, 003 73,396 -.229 | 50.295 -.282 | 63.036 -.256 | 94.43 =296 | 77.143 =241
SCHOOL L0072 56,635 388 | 22.548 163 | 30.723 .222 ¢ 37.B60 .274 | 20.g85 222
DIST -.0330 8.722 - 256] 5,586 -.193§ 7.667 - 225 | 5 541 -162 ¢ 8.45% -.248
THCREMENT
UE TO
HE TG1BORNOOD -.097 =012 -.258 -.1B5 -.267
DIFFERENCE
COMPARED
TO WHITE
AREA .000 -.215 - 162 -.088 -




TABLE VIID

HOUSTON RESULTS

PRICE DIFFERENCES BETWEEN NEIGHBORHOODS

AREA ESTIMATED EXPECTED PRICE
COMPARTSON YPRICE DIFFERENCES" DIFFERENCES :
DUE TO NEIGHBORHOOD
CHARACTERISTICS
WHITE/BLACK -20.78% -23.97%
WHITE/INTEGRATED -16.04% -17 .55%
WHITE/BORD.~NON TRANS. -6.65% -9.20%
WHITE/BORD.-TRANS. -10.16% -18.52%
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TABLE VIII

ESTIMATED RATES OF HOUSING APPRECIATION BY
NEIGHBORHOOD IN HOUSTON BETWEEN 1970-1976

Area Rate of Appreciation

White Interior 101.8%
(a1l areas)

White Interior 152.7%
{middle and upper middle class)

Border/Non Transition 117.1%
Border/Transition 79.8%
Integrated 92.8%
Black 84.1%
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IV. THE UNDERCONSUMPTION OF HOUSING BY BLACK HOUSEHOLDS

Past Studies

The existence of discrimination {both price discrimination and ex-
clusion) leads to several hypotheses regarding differentials in housing con-
sumption patterns between minority and non-minority groups. One such hy-
pothesis is that, as a consequence of discrimination, Blacks are 1ikely to
consume less housing than Whites of the same socio-economic status. An ex-
amination of published data which is readily available seems to give credence
to this hypothesis. This type of casual empiricism, however, usually fails
to rigorously control for major differences in the socio-economic status that
exist between Whites and Blacks.

While many studies have analyzed the existence and extent of differ-
ential housing prices faced by Blacks, less research has been focused upon
differences between Black and White housing consumption patterns. To the
extent that this empirical question has been investigated, most studies,
found that Blacks tend to underconsume housing.

Rapkin (1966) was one of the early researchers that documented the
low consumption of housing by Blacks. Using census data, he demonsirates
that Blacks of similar socio-economic status live in areas with a greater
amount of low gquality housing and with greater percentages of substandard
housing. In a more rigorcus study, Straszheim (1974) shows that Blacks
(ceteris paribus) expend about 10% Tess on housing and that Tow income
Blacks spend about 15% less for housing than White counterparts. Strasz-

heim's results also indicate that Black underconsumption of housing primarily

62



takes the form of abnormally low levels of quality, and that while hous-
ing quality differentials were large, house size differentials were rather
small. Straszheim concludes that the primary cause for the differentials
is the difference in prices paid by Blacks.

Others also document findings similar to Straszheim's. Quigley (1974)
finds Blacks spend about 25% less on housing. Kain and Quigley (1975) dis-
aggregate the overall underconsumption of housing into several categories of
housing characteristics and find that Blacks consume 60% less quality, in-
significantly less interior space, 17% less exterior space and 13% less neigh-
borhoor quality. Using national data and two-stage least squares approach,
Smith and Campbell (1976) estimate that on a national basis Blacks consume
9 to 12% less. However, as much as two thirds of this underconsumption is
found to be attributable to differentials in income. Smith and Campbell also
find that the ratio of defacto (due to income} to dejure {presumably due to
discrimination) underconsumption differs significantly between regions in the

u. s.

Suggested Explanations of the Underconsumption Phencmenon

Several explanations exist with regards to the apparent underconsump-
tion of housing by Black households. One explanation is that since most stud-
ies focus on hOUSiﬁg expenditures rather than actual consumption and since
housing prices may be lower for Blacks, then Black expenditures would be
expected to be less {ceteris paribus) as long as the price elasticity of hous-

ing demand is less than 1.]

]Even this latter restriction is unnecessary if price differences are
all embedded in the a price term as opposed to b, the marginal price of hous-
ing attributes.
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While such a hypothesis has merit, the underconsumption of housing cannot
he that easily dismissed. This is especially true, given Straszheim's and
Kain and Quigley's findings with respect to the consumption patterns among
Blacks and Whites of specific components of the housing bundle.

Another popular hypothesis is based upon the presumption that in a
segregated world Blacks face a highly restricted supply of housing. Thus,
it is suggested that Blacks substitute away from a market in which they are
discriminated against to other markets for which they have better access.
{onsequently, Blacks are expected to consume less housing because discrim-
inatory segregation keeps them in neighborhoods with inferior quality hous~
ing. This hypothesis is also too simplistic, in part because it fails to
explain why adequate housing is not produced or maintained in all Black areas.

In many cases segregation may take place because of the existence of
some type of self-segregation. Such a situation would be consistent with
Muth/Bailey models of prejudice, where Blacks simply outbid Whites in se-
lected areas. For example, consider the focllowing scenaric where Blacks
begin to move into a previously ali-White area. Some Whites with a high
aversion to }iving near Blacks will quickly move out. Prices may become
somewhat depressed, opening the door to more Black immigration. Ultimately,
not only do prices change, but the entire housing "submarket" changes.

New potential buyers in this submarket, seeking low cost owner-occu-
pied housing available with a minimum down payment of 5 to 10%, typically
have less income and wealth. Before transition occurred, when the market
was "stronger”, a seller of a home could get top doilar and sell to a pur-

chaser who intended to finance the home with a 20 to 30% down payment con-
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ventional loan. Because of the preferability of conventional morigages
in the stronger market, households who sought 5 to 10% down loans through
F.H.A. mortgages were preemplted, even if they could “"afford” the capital
price of housing there.

With racial transition, the housing market is assumed to soften and
sellers thus must sell to "FHA buyers.™ Slightly Tower home prices and
the competitive availability of Tow down payment FHA 10ans now make the
area even more attractive to Blacks with Tower levels of wealith. To the
extent that Whites have an aversion to living with or near Blacks the sit-
uation will be unstable. Equilibrium occurs only when the neighborhood is
all Black and FHA financing eventually becomes the only viable mortgage
instrument in the area. As long as FHA mortgages continue to be available,
this will speed the transition process.

Far what type of neighborhood and housing could such a transition
process occur? To a great extent this depends on the cptions available to
the Black middle class, especially to those that participate in the transi-
tion process. If White neighborhoods with high quality housing are per-
ceived by Whites to be secure from minority intrusion, then Muth/Bailey
type premiums will be paid by Whites. These racial premiums will dis-
courage Blacks {even if they could afford it} from locating in the area,
since they will be unwilling to pay the higher prices stemming from White
prejudice. On the other hand, White neighborhoods with lower quality hous-
ing that may be financed with low down payment FHA Toans may be perceived

to be less secure from minority intrusion and hence warrant no special
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premium. Because perceptions of the "racial security” of an area alter
the prices of housing between areas, Blacks will have a strong incentive
to move into inferior areas where the price (price per unit of quality) is
relatively lower. Consequently, Black movement headed by the Black middle
class is often directed toward White areas where relative housing prices
are jow because of the lack of prejudice oriented premiums.

Typically the basic level of neighborhood and housing structure
quality is relatively Tow in these areas for which Whites perceive as po-
tential transition areas. The end result is that middie income Blacks sac-
rifice neighborhood quality and housing structural quality in the attempt to
achieve some degree of upward mobility in the housing market and access to
integrated areas. In the long run, however, they are frustrated in the
attempt by the eventual complete racial transition of the area. The result
is that Blacks will tend to appear to spend Tess on housing because of lower
prices in Black areas. They will also be observed to underconsume housing and
neighborhood quality because of the nature of the neighborhoods where the
middie-income Black efforts to integrate are focused and because most Black
consumption of housing is restricted (in this case by their own optimizing
choice) to areas that have been previously penetrated by the Black community
in the past. In essence, this particular alfernative view suggest that the
key to understanding Black consumption of housing at any point in time is a
correct knowiedge of the process of the neighborhood transiticn and of thé
expansion of Black neighborhoods.

The scenario described above is not necessarily meant to be a de-

scription of fact, but to be suggestive of one of many reasonable hypotheses.
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More important, it demonsirates the complexity of what seems on the sur-
face to be rather a simple phenomencn: the underconsumption of housing by
Blacks. This underconsumption is clearly a function of a wide variety of
factors that affect both housing and location decision which may stem from
either explicit market barriers or implicit incentives generated from a
White-dominated housing market, where relative prices reflecting White pre-

judice distort the decisions of Black hgousehglds.

Empirical Issues

While the cause of the so-called underconsumption affect is not at all
well understood, past documentation of the phenomenon itself is also question-
able. Several aspects of past studies make uncertain the extent to which
Blacks actualiy underconsume housing. First of all, most studies including
Straszheim (1974) and Kain and Quigley (1975) are much too casual with re-
gards to adequately controlling for the generally accepted appropriate budget
constraint. The absence of any consideration of differences in the wealth of
households in previous estimations of demand or expenditure functions makes
the Black/White differentials found highly suspect.

Another preblem with past studies is that they tend to use pooled data
of housing purchased by conventional mortgages and housing purchased with FHA
mortgages. More and more evidence, beginning with Smith and Campbell (1974},
indicates that the two markets are considerably different and that failure
to test the robustness of any results across each submarket is a serious mis-
take. Furthermore, many studies do not distinguish between hcuseholds that

have recently made a home purchase versus those that have lived in their cur-
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current house for some time. Questions are raised as to whether all house-

holds are in equilibrium or whether market conditions have changed sufficient-
ly over time to make pooling data for such different households inappropriate.

Finally, analyses of race and housing in the current literature typi-
cally fail to distinguish between Black households purchasing housing in
dominantiy Black areas and Blacks purchasing housing in virtually all White
areas. Such a comparative anaiysis is requisite t¢ any validation of most
discrimination and segregation models. Furthermore, the empirical question
of whether "segregated" and "integrated" Blacks differ in their consumption
of housing will provide insights regarding the importance of integration as

a selution to minority housing problems.

The Analytic Approach Used

Both housing expenditure (or value} functions and individual demand
functions for several key components of the housing bundie were statistically
estimated. The analysis of individual housing characteristics employed fac-
tor analysis, much along the same line of Kain and Quigley {1975). The stat-
ed house value as indicated in the survey data and the actual value of the
house indicated from the SRéA data were both used in estimating the expendi-
ture functicon to test for comparability. In general, both values were reascn-
ably similar. However, for the few observations in the overall sample where
some time had passed between the survey and when they had purchased their
home, there appears a greater discrepancy between the two values.

In the analysis of Black/White differentials in the consumption of

housing, considerable attention was given to the sensitivity of the resuits
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to alternative definitions of the income variable used in the regression
equations and to differences the inclusion of the wealth variable made upon
the estimates of all key parameters. Some attention was also given to ques-
tions of specification, especially regarding the inclusion of demographic
variables. However, since these specification questions are extremely com-
plex and since they were beyond the scope of this project, most were not
fully addressed. On the other hand, differences between Blacks in Black
areas versus Blacks in White areas, and differences between households fi-
néncing through FHA as opposed to conventional mortgage sources were ex-
amined more thoroughly, even though these analyses were also beyond the
initial scope of the study. In this case, it was felt that the preliminary
findings which are presented below provided additional insight needed to

help clarify aspects of the complex underconsumption phenomenon.

Empirical Findings

{a} Primary Results

Table IX presents alternative resuits that differ in their specifi-
cations of the budget constraint. The first equation reported.in Table IX
uses actual stated income along with net wealth as a measure of budget ori-
ented shifters. The estimate of .479 obtained from this first specification
is not usually low for an estimated income elasticity from microdata where
no special attempt is made to guarantee that the variable is representative
of the household's permanent income.

The second and third equations use a predicted income variable, ?,

obtained from estimating an incomes equation. ? was obtained by the appli-

cation of OLS regression analyses to income as a function of several human
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capital type variables for each worker in the family as provided by the

survey. This form of estimated income satisfies the arguments of many pro-
ponents of permanent income as the correct measure of the budget constraint
shifter, in that the transitory components of current income are purged
through the regression error term. The estimated income elasticity of .761
(third column, Table IX) is quite similar to past microestimates where the
concept of permanent income has been given much more attnetion. The inclu-
sion of wealth in the estimating equation (Second column, Table IX} Towers
the income elasticity to .626, a Tinding consistent with results presented
in Smith and Campbell (1974) and Smith and Campbell (1978). However, the
wealth elasticity is somewhat Tower than that found in the limited number of
studies that include this variable.

Notice that in all cases both Black and Mexican-Americans are shown
to consume less housing. For the most part, the level of underconsumption
is reasonable similar between the two groups. It is significant, however,
that the magnitude of the coefficients on the Black and Mexican-American
dummy variables drops sharply when estimated income is used, falling from
-.21 and -.22 to -.09 and ~.11, respectively. This phenomenon occurs con-
sistently, regardless of the definition of estimated income. In addition,
the inclusion of wealth in the estimating equation lowers the coefficients
on the racial/ethnic dummies as well, though the change is perhaps not as
Targe as might have been expected.

Tabie X provides a large number of estimated coefficients for slight-
1y different specifications of the basic equations described in Table IX.

The primary differences involve: (1) the inclusion of alternative income
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variables (?, ?2, ?3, YN); (2) the inclusion or exclusion of the weaith
variable and/or the age dummies; and (3} the use of two-stage least squares
to control for possible endogeneity between house value and wealth. This
later set of specifications is alsc used to simultaneously provide an ad-
ditional "permanent income" variable in the form of an instrumental variable
for income that is created when income is made endogenecus. Finally, the
last set of coefficients displayed (columns (27} to {44)) were obtained from
regrassions where the data sample was limited to households with married
couples only or was split between households that purchased homes with either
conventional or FHA mortgages.

Table X indicates that the inclusion of age and/or wealth does change
the other parameters somewhat. Most importantly, the inclusion of wealth
almost always lowers the magnitude of the Black and Mexican-American co-
efficients. On the other hand, the inclusion of the age dummies makes much
less difference on the coefficients of these racial variables. In fact,
it usually raises their magnitude somewhat. Most startling is the impact
that alternative specifications of the income variable have on the Black
and Mexican-American coefficients. With the exception of ?2, all "estimated"
income variables significantly reduce the estimated minority underconsumption

of housing.
(b) Alternative Specifications of Income and Wealth

The alternative income variables used represent variocus attempts to
apply variables that might reasonable reflect a households permanent income

position.
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Y is estimated by OLS regression using a standard "“incomes equation."
This equation included such variables such as education, occupaticn, age, as
well as Black/White and Mexican-American/White dummy variables. ?2 was es-
timated using the same specificaticn but without the racial dummy variables.
§3 was created from two separate incomes equations, one for Whites and one

1

for minorities.’ Ip the two stage estimates, ?x stands for the actual

stated income variable (Y) taken to be exogensous in the system of equations.
§x is Tikewise ? taken to be exogeneous. Yn is stated income but made endo-
geneous. Thus Yn represents a form of an instrumental variable used as a
proxy for permanent income. Also to be noted is that when W is accompanied
by a subscript n, wealth was estimated as an endogeneous variable.

0f particular interest to this study is that the Black coefficients
fall sharply when ?, §3 and Yn are used, especially if wealth is alsc in-
cluded in the equation. In fact, all estimates of the coefficient of the
Black/White dummy variable are statistically insignificant when Yn is used,
Estimates of the income elasticity of demand are also sensitive to alterna-
"~ tive specifications. The estimates most consistent with recent literature
are obtained when either Y or ?2 are used. In terms of both the income and
wealth elasticities the two stages least squares (2 SLS) specification with
Yn and wn appears quite reasonable. In each of these cases, however, the
underconsumption effect becomes quite small and in most cases disappears al-

together. While not lending themselves to a precise conclusion, these re-

sults are, nonetheless, instructive. Taken together they suggest that the

]There was Insufficient degrees of freedom to estimate a Mexican-
American incomes equation alone.
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so=-calied underconsumption affect could be an illusion, empirically cre-

ated by improperly specifying the appropriate budget constraint(s).
(c} Subsample Results

Some alternative specifications created questions with respect to
unusual diftferences found for households headed by a single adult. As a
consequence separate regressions were estimated for only households with
married adults. These results were not much different, however, from that
obtained from the entire sample. Income elasticities were a bit higher and
so0 were the Black and Mexican-American coefficients, though the use of Y
still lowers their magnitude significantly.

The sample was also divided intc households who financed their home
purchase through federally insured mortgages (FHA and VA), referred to in the
tables as FHA, and those financed privately as conventional mortgages, CONV.
This dichotomy proved to be quite interesting. The FHA results are similar
to the over all sample estimates except that estimates of the income elas-
ticity are significantly lower. The coefficient of the Black/White dummy
exceeds -.20 for this sample, though it does fall to less than -.10 when Y
is used in the regression. On the other hand, for the conventional mortgage
submarket the sign of the Black/White coefficient is positive regardless of
the income variable used though the coefficient 1s never significant. Thus,
Blacks -who, for whatever reason, acquire owner-occupied housing through
conventional mortgage markets show no sign of underconsumption, & phenomenon
that is robust with respect to all specification variants attempted. As

such, these tenative findings suggest that in future analyses of housing
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consumption behavior between racial groups the role of home financing needs

t0 be studied much more thoroughly.
{d) Blacks in Black Neighborhoods versus Blacks in White Neighborhoods

One important issue that 1s ignored in the 1iterature is the extent
that the consumption patterns of Black households which locate in predominant-
1y White areas differs from Black households living in Black areas. To ex-
amine this issue, the sample of Black households were split into two groups:
those 1iving in Black, Integrated and Border areas and those living in White
Interior areas.]

Table XI presents the results of the basic expenditure functions for
four specifications where two alternative income variables are used and where
the wealth variable is either included or excluded. While all other vari-
ables included in Table IX are used, only the elasticities with respect to
income, wealth, and the demographic group dummy variables are reported.

As can be seen, the results obtained with respect to the income and
wealth elasticities are quite similar to previous estimates. However, the
racial or demographic elasticities differ significanily from past estimates.

Black households 1iving in Black neighborhoods appear to underconsume housing

by nearly 40%. Even with the ? specification, Blacks in Black neighborhoods

]Hhile Border areas are currently "White," it was felt that their
proximity to Black areas and their potential disequilibrium nature would
suggest that recent Black movers into these areas should not be classified
among those Blacks that have definitely broken racial barriers and now re-
side in White interior locations. Unfortunately, the number of Black house-
holds in Border areas within the overall data sample was too small to dis-
tinguish them as a separate group in the empirical work. Also, the number
of Mexican-American households that 1ive in Hispanic ghettos was too small
to distinguish as a unique group. {Mexican-Americans in Houston are reja-
tively integrated throughout the metropolitan area, with two-thirds living
outside areas with a Hispanic majority.
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are estimated to spend between 18% to 26% less on housing, ceteris paribus.

These figures are substantially higher than almost ali previous estimates.

On the other hand, Biacks in White neighborhocds are found to con-
sume approximataly the same amount of housing as Whites. That is, the
differential in the levels of expenditures on housing is not significantly
different from zero between these Black households and the White control
group. Such results appear to suggest that previous estimates of the Black/
White differential are averages of the differentials that exist between the
two sets of comparisons. Consequently, past estimates will have been af-
fected by the nature of the sample used; in particular the percent of the
Black population in the sample that lives outside the ghetto.

The results in Table X1 suggest that further investigation into the
differences between Blacks in Black areas versus those in White areas is
clearly needed. Special attention should be given to individual cases of
successful integration. In the sample used in this study those Blacks who
lived in White areas had greater incomes and wealth than the average Black
household in Houston. In fact, for the most part, Black incomes and wealth
in White areas were not significantly different than their White neighbors.
However, many Blacks with similar incomes as those who had moved to White
areas still lived in the ghetto. Unfortunately, the number of Black house-
holds in White ‘areas was quite small and they were located in a diversity of
neighborhoods. Consequently a detailed analysis of this group was impos-
sible. Hence, conclusions about the group are very tentative. If an general-
ization can be made at this point, it is that these households are virtually

the only Blacks acquiring housing with conventional mortgages. This, of
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course, i1s consistent with the results presented in Table X and provides
further support to the suggestion that the role of financing home pur-
chases warrants expanded analysis beyond such recent empirical studies on

redlining as Schafer (1978) and Smith (1979).
(e} The Consumption of Housing Characteristics

Measures of underconsumption stemming from expenditure equations may
be inappropriately identified if price differentials faced by Blacks and
whites‘do exist. Therefore, individual regressions of demand functions for
four housing characteristics were estimated. These characteristics include
lot size, home age, square feet of living area, and a weighted index of hous-
ing quality, where the implicit weights were obtained from previously esti-
mated hedonic regressions. The four separate regression equaticns that were
estimated not only ameloriate the problem of ambiguities ;n the interpretation
of the underconsumption results that might be due to potential price differ-
ences, but they also provide better insights into just what it is that Black
households are underconsuming.

Table XII provides the results of the regressions for each character-
istic for two specifications, with Y and with ? used as the income variable.
Again only the elasticities for income, wealth, and the racial variables are
included in the table, though all other relevant variables were used as in-
dependent variables in the regression.

Several aspects of these results are worth noting. First, Blacks
are shown to underconsume housing only in terms of age (older housing} and
in terms of quality, a phenomenon which also holds for Mexican-American house-

holds. Given the other arguments (variables} that enter into the demand func~
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tion, the levels of lot size and square feet of 1iving area consumed seem to

be no different among the demographic (racial) groups. Second, underconsump-
tion of home quality {newness and the quality index) is not significantly af-
fected by alternative income variables used, though alternative income vari-
ables do produce substantially different income e]asticities.1 These re-
sults praovide the strongest evidence that, in fact, some degree of distertion
exists in Black household housing consumption decisions. Neither difficulties
in controlling for price differentials nor in measuring permanent income ap-

pear to influence the results. Black, ceteris paribus, are shown with 1ittle

ambiguity to purchase older homes of inferior gquality, findings that are

reasonably consistent with those of Straszheim and of Kain and Quigley.
Summar

In summary, while a considerable portion of the results presented
above provides a somewhat ambiguous answer to the empirical question of the
existence of differentials between Blacks and Whites in the consumption of
housing, the last set of results, where the demand for individual components
of housing is estimated, makes any outright dismissal of the underconsumption
thesis unwarranted. What can be said is that Blacks do appear to purchase
older homes with inferior quality than White counterparts. Whether Blacks
spend Tess on housing, on the other hand, seems unclear. The results obtain-
ed from alternative specifications of income cloud this issue, which was al-

ready complicated by the confusion that exists regarding the role prices play.

1E]asticities estimated with Y are typically larger, as would be ex-
pected, and for the most part they are more consistent with a priori expec-
tations.
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1f Blacks do not spend less on housing, (as much of the results above indi-

cate) then one may infer that, given their acquisition of inferior dwelling
units coupled by their location in inferior neighborhoods (as shown in Section
111}, Blacks must, therefore, be paying more for the quality of housing and

the quality of neighborhoods they are getting. In contrast, if Blacks do

spend 1ess on housing, then one must assume that there exists either explicit

market barriers or impiicit market forces that are distorting Black household
decisions. In elther case, whether it is due directly to exclusion or to the
indirect effects of White prejudice, Blacks appear to be facing different hous-
ing market conditions. Thus, the concept of the existence of a Black housing

"submarket" appears to have substantive merit.
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TABLE IX

ESTIMATED CORSUMPTION FURCTIONS:

ALTERNATIVE OLS SPECIFICATIONS
{DEPENDENT VARIABLE, HOUSE VALUE)

uith with
Actual Income Estimated Income

(¥} {Y)
479 626
(1e.) (7 8}
073 I3
{3.9) (7.8)
-.209 - 087
(2.5) (1.6}
-« 217 - 105
(2.8} (1.2}
009 L0417
(.14) {6.6)
033 Rix!
{.85) {0.9)
- 074 =117
(2.1} (3.1}
-.133 - 164
{3 5} (4.2)
056 042
(0 9) (e 7)
050 002
{1.8) (00
- 073 -.195
{1.3) {3.1)
- 023 -.016
{1.4) (0.9}
085 003
(1.6) {.06}
083 H -.031
(1.5) {0 5)
273 34
{4.5] {1.9)
.303 134
{4.6) (7
180 .022
{2.4) {0 3}
121 022
{0.7) {c.1)
-.059 - Q67
(2.0} {2 8}
Rz-.d?B R2-.447

with
Estimated Tncome
fweaith excluded)

.761
(g 4)

- 120
(2 2)
- 148
(1.5}

098
(13

057
(13}
- 60
(4.1}
-.234
{5 9)
022
{0 4)
-.00%
{0.1}
- 127
(1.9}
-,024
{1 3)
019
{¢.3}
- 018
(0.3)

134
(1.9}
165
{2 1)
.085
19
.085
{0 7}

- 052
(3.4)

Rz' 405

*t-statistics are ¢iven below each estimated coefficient
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TABLE X

KEY COEFFICIENTS FOR ESTIMATED EXPEMOQITURE FUMCTIONS

WITH ALTERRATIVE SPECIFICATIONS

(Starred Coefficients are not Significant at 90% Level)

() {2) (3) 4) (3] (&) (7) (8) {9) 0o} (W)
REGRESSION DESCRIPTION oLs {18 oLs oLs cLS oLs QaLs oLs 0LS oLs oLs
Y ¥ Y Y ¥ ¥ ¥ ¥ Y, Y, ¥,
W w/oAge W W w/ohge W L) w/oAge
wioAge w/chge
[NCOME COEFFICIENTS 467 479 620 .534 L7861 626 856 io? ol 842 .997
WEALTH COEFFICIENTS .072 iy k)| 131 .128
BLACK CQEFFICIENTS - 208 - 182 - 2m I -9 - 087 -.0%4 -070 .2 -.167 -.224
MEX AMER. COEFFICIENTS | -.217 -.212 - 264 - 234 -.48 -5 -.137 -.100 - 209 - 156 -.218
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TABLE X {CONT'D)

KEY COEFFICIENTS FOR ESTIMATED EXPENDITURE- FUNCTIONS
WITH ALTERNATIVE SPECIFICATIONS

{Starred Coefficrents are not Sigmificant at 90% Level)

! (]2‘} {13} {14) {15} {16) (17) {18} (19) (20) {21) (22)

REGRESSICN DESCRIPTION OLs s oLs OoLs oLs 2518 2515 2sLS 2518 25Ls 288

Y, Y, Y5 ¥ Y5 Y, Y, Y Y, Yy ¥y

W W wiohge W 'h'u w/okge Hﬂ UN

w/oAge w/oAge wioAge

INCOME COEFFICIENTS .833 .830 659 .943 765 541 30 (628 Jd0r TN 526
WEALTR COEFFICIENTS 125 L133 A3) . 339 433 .185
BLACK COEFFICIERTS - 181 -.092 - 074 - 062 -.050 - 197 =-,133 - 251 -.188 - 037 - 014+
HEX. AMER. COEFFICIENTS] -.169 - 156 - 18 - 148 - 13 - 245 -127 -7 -1 -124 -.067*
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KEY COEFFICIENTS FOR ESTIMATED EXPENDITURE FUNCTICNS
WITH ALTERNATIVE SPECIFICATIONS

TABLE X (LONT'D)

(Starred Coefficients are not Significant at 90% Level)

Households With Married Adults Only

(23)  (24) (25) (26) {27} {28) (2%} (30} (m} (3 (33)
REGRESSION DESCRIFTION 25LS 25LS 25LSs 25Ls LS 13 oLs oLs oLs OLS 0oLs
¥ Y ¥ Yy ¥ Y ¥ Y ¥ Y '
w/ohge  Hy Wy Wy W w/ohge K W w/ohge
w/oAge v/ohge
INCOME COEFFICIENTS 1.18 .9527 A74 .620 .565 472 L6256 521 B850 719 N2
WEALTH COEFFICIENTS 145 2584 207 082 Nl L3143
BLACK COEFFICIENTS ~ Q45% - QOY* -.056% - OGA% [-.269 -.256 - 250 - 238 -5 -126 -.133
MEX AMER COEFFICIENTS| -.108* - 067 -.056+ - 677* |-.2688 - 226 -.272 240 -.127 -.079 -.116
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TABLE x (CONT'D)
KEY COEFFICIENTS FOR ESTIMATED EXPENDITURE FUNCTIONS

HITH ALTERMATIVE SPECIFICATIONS
{Starred Coefficrents are not Significant at SO0I Lewvel)

Married Adults Conventional Mortqaqe FHA Mortgage

(M} (35) (36) {3y {38)  {39) (s0) | (#1) {42} (a:)  ({494)

REGRESSION DESCRIPTION OLS oLS s 0LS oLs aLs aLs OLs oLS aLs OLS
CORY. FHA CONY. CONY. COMY. CONY FHA FHA FHA FHA

Y 7 v Y Y ¥ Y Y Y Y Y
W o ') w/ohAge | W w/ohge M ] W

wiohge w/oAge wlohge

EMCOME COEFFICIENTS 13 A58 669 AQT L342 635 461 280 222 652 562
i
WEALTH R 135 o 099 136 077 088
BLACK COEFFICIENTS .19 153 - 086 - 125 - QN1 28 145« 222 -.221 - 066 -.DEB
HEX AMER. COEFFICIENTS | - O76* 303 - 022 212 168 382 ozl - 228 -.118 - 085 -,045




TABLE X1I

ESTIMATES OF XEY REGRESSION
COEFFICIENTS WITH SPECIAL SAMPLE

INCLUDING BLACKS IN WHITE HEIGHBORKOGDS*

REGRESSION LS LS oS s
DESCRIPTION 1 ¥ ™ v
W w/o W . wio W

INCOME ELASTICITY 436 571 .649 .B26

(14.) {17.} (18.) {13.}

WEALTH ELASTICITY .102 - 139
{7.6) --- (5.3) -

BLACKS IN DLACK -,303 -.375 -.182 -,258

NE EGIBORHOODS {7.8) (7.4) {5.5} fa.5)

BLACKS IN WHITE -.052 .009 010 019

NE IGHDORHOODS (.7} (.37) {.58) (.87}

MEXICAN AMERICANS -.189 -.207 ~.078 -,096

{(2.9) {2 4) (2.5 (z 1}

*¢_statistics are given below each estimated coefficient.
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DEPEHDENT

TABLE

X1

KEY COEFFICIENTS GF DEMAND FUHCTION
ESTIMATES FOR SELECTED ROUSING ATTRIBUTES

VARIABLE Leg {Lot Size) Log (Aqe) tog {Living Area} Log {Quality)
REGRESSIOR oLs oLs oLs oLs (' 0LS oLs oL
DESCRIPTION y v ¥ v y 5 ¥ i
¥ R ¥ " W u ¥ ¥
TNCOME ELASTICITY 228 101 - 176 ~.268 168 .489 172 73
{13 ) (1.4) (2.7} (1.0 {62.) {68.) z.) {34,
WEALTH ELASTICITY .020 .010 -.106 -.199 056 .72 . 500 2
{ ) { 54) {5.6) (1) {34.) {58.) (. T}
BLACK ELASTICITY -.042 009 294 .47 .007 .000 -,224 -2
(.02} ( 03} (6.7} {9.8) {.05) {.00) {12.} (7.4
ME X ICAN/ NHER TCAR .27% .050 .428 A6 013 .032 - 209 -.18
ELASTICTTY 4N { 40} {4.8) {z4) { 08) {.33) (3.7} (2.3




V. OWNER/RENTER TENURE DISTORTION

Past Studies

The Titerature which focuses primarily on owner/renter decisions in
the housing market is relatively sparse. Most observers find that Blacks
of equal economic credentials have a higher probability of being renters.
However some authors provide persuasive evidence that Blacks may actually
have a slightly higher propensity to own.

Kain and Quigley (1975) are among the first to rigorously document
what most already knew or thought they knew: that Blacks had a greater
tendency to rent than Whites of identical economic status. Kain and Quigley
find that, in general, Blacks have a 9% higher probability of renting, ceteris
paribus. In earlier work, Kain and Quigley (1972) document that this ob-
served higher probability of renting varies between cities and depends upon
such factors as the percent of single-family dwellings in the central city
and degree of centralization of Black householids.

Others, including Straszheim {1974), also find that Blacks have a
higher probability of renting. After controliing for socio-economic fac-
tors, Straszheim reports that Blacks in general have a 10% higher probability
of renting. Struyk (1975), who takes a somewhat different empirical approach,
also finds a significant difference in Black/White propensities to rent.

But of greater interest is Struyk's finding that improvements in Black in-
comes affect the probability o% ownership for Blacks much more than alter-
ation in price lavels (presumably lowerad by the elimination of price dis-

crimination or through housing subsidization).

=
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Two studies consider the impact of wealth on the tenure decision.
Birnbaum and Weston (1974) indicate that when differences in wealth are
considered that Blacks actually may have a smailer propensity to rent than
Whites. In particular, they find that, nationally, Blacks have a 14% higher
probability of renting if wealth is not considered, but have an 8% lower pro-
bability of renting when wealth differences are accounted for. For St.
Louis, the c¢ity which is the focus for the Kain and Quigley research, the
Birnbaum and Weston results were simjlar: a 5% higher probability of rent-
ing without accounting for wealth and a 9% lower probability when it is ac-
counted for.

In contrast, Roistacher and Goodman {1976), who also attempt to con-
trol for wealth differences, find Blacks have a 26% higher probability of
renting, though they present evidence that Black/White differential is de-
creasing. These results are obthined even when they include total savings
as an explanatery variable, a variable that is admitted to be less than
satisfactory as means to control for wealth differences. Roistacher and
Goodman also find that for recent movers, the difference between Blacks and
Whites is much less pronounced, a finding that reinforces concerns that the

assumption of equilibrium consumption levels for all households may not hoid.

Alternative Explanations of the Tenure Distorition Phenomenon

Not only i3 the Titerature inconsistent in demonstrating the empirical
phenomenon of higher propensities of renting by Black households, explana-
tions of the purported phencmenon are simplistic and inadequate. Further-

more, while Birnbaum and Weston make an important contribution in considering
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wealth, much more investigation into the wealth accumulation process and

its impact on housing decisions is called for. If wealth is a major factor,
it may well be that past discrimination, which in earlier periods resulted
in Blacks being excluded from owner-occupied markets, has prevented them
from acquiring weaith through equity accumuiation. Such an occurrence could
reinforce any current limitations upon opportunities for ownership even
though explicit barriers may be beginning to be dismantied.

While very little evidence has been provided to document or explain
tenure distortion among Blacks, several hypotheses are suggested in the 1it-
erature. One explanation is that Blacks, because of discrimination and ex-
clusion, are presented a 1imited choice, especially in ghetto areas domi-
nanted by rental properties. Another explanation exphasizes the constraint
created by higher owner-occupied home prices faced by Blacks, a phenomenon
which is shown in Section III to be questionable.

An alternative explanation related to the first two hypotheses is the
suggestion that through exclusicnary segregation, Blacks face such a re-
stricted supply of housing that they turn to other areas of consumption
where access is more open. Home, ownership is simply a part of that sacra-
ficial choice as Blacks turn away from housing in general.

Perhaps the most popular current hypothesis is related to purported
discrimination in mortgage lending practices, in particular redlining.

While this hypothesis has definite merit, there does not exist any strong
empirical evidence documenting its existence, nature, extent, or impact.
Questions of financing also pertain to issues involving the role of wealth.

If Blacks do, in fact, tend to have a higher propensity to rent, consider-
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able research will need to be conducted to sort out what is 1ikely a very

complex phenomenon.

While this research does not attempt to provide a comprehensive des-
cription of the tenure distortion problem, as with previous empirical issues
discussed in Sections III and IV, it is felt that the refinements made in
measuring the phenomenen in this study will lead and give focus to further

research efforts to resolve many of the unanswered questions.

Key Empirical Issues

The primary empirical question focused upon in this study is the
impact of including wealth as an independent variable in the estimating
equations, It was anticipated that at least some of the apparent tenure
distortion could be explained by past failures to account for a household's
wealth position. In addition, because of the findings in Section IV,
alternative specifications of the income variable were also considered
important. In contrast to past estimates of consumption or demand functions,
even less attention has been given in the literature to the sensitivity of
tenure decision parameters to different income variables used in the analy-
sis,

Few studies also use the appropriate statistical analysis. However,
the development of improved statistical approaches to the analysis of the
dichotomous outcomes is rather new. In general, the past literature re-
flects a level of analysis that is reasonably consistent with the state of
the art. Kain and Quigley {(1875) used GLS regression analysis and more

recently Li {1977) used logit analysis in examining the tenure chaice

question.
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Perhaps the most startliing aspect of past analyses is that none of
the previous studies question or discuss the representativeness of the
sample used in the analysis. Using continuous variables, economists have
for some time ignored the requirements of "representativeness” in the
samples used for empirical studies. However, with logit or any other analysis
of dichotomous choice, the representativeness of the sample is in itself in-
formation and the use of an unrepresentative sample can iead to enormous biases.
Kain and Quigley"s results are one example of an owner/renter analysis that is
highly suspect because of this problem. Though they do give some attention
to the representativeness issue as applied to their hedonic estimations and
to their expenditure functions, they ignore this issue entirely with regard

to their owner/renter analystis where it is much more important.

The Approach Applied

The basic statistical tool used in this study is logit analysis,
though OLS estimations are also provided. Only single equations were run
at this time, because of data limitations. However, in general, separate
Black and White owner/renter equations would be preferable. The basic
tenure equation was estimated with and without wealth as an explanatory
variable and considerable experimentation was conducted with aiternative
specifications. Again, special attention was given to the use of different
1ncome variables.

To overcome the problems of sample representativeness, a sample was

created by a process of duplication of observations. The goal was to create
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a sample that was representative of Harris County's {the Houston metro-
politan area) population with respect to income, tenure and racial distri-
butions. 7o illustrate the extent of the biases that can be introduced
using an unrepresentative sample, results from samples of different distri-

butions are presented in Table XV for comparison.

Empirical Results

Table XIII presents the estimation of the basic owner/renter equation
using both OLS and Togit regression analyses. The OLS results provide elas-
ticities directly. The logit elasticities provided in Table XIII were cal-
culated from the logit coefficients using the appropriate probability trans-
formation at the mean of the X.. All elasticities have signs that were ex-
pected. While Togit analysis should not alter the sign of coefficients, the
magnitude of the estimated elasticities and the significance levels of each
were anticipated to differ.

It must be remembered, however, that QLS and logit elasticities are
not directly comparable. Logit analysis explicitly assumes non-linearity.
Hence elasticities change along the probability function. Furthermore, while
it seems reasonable to calculate the logit elasticities at the mean pro-
bability of the estimating sample, there does exist some arbitrariness in
that choice.

In both equations wealth appears to be the "strongest” explanatory
variable. In the QLS equation this is borne out by the Beta statistics and
the incremental Rz's which show that wealth almost totally dominates the

estimating equation. In the Togit it can be seen by an examination of the
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realtively high t-statistic for the wealth variable.

The logit results indicate that a 100% increase in income and wealth
will result in an 18% and 16 % increase in the probability of ownership, re-
spectively. Householids with married couples have a 31% higher probability
of owning than do households with one single adult. Households recently
moving from out of fown have a high probability of renting and households
that previously rented have a 6% higher probability of renting, even when
accounting for differences in household wealth. The age dummies reveal to
some extent 1ife cycle patterns, though it is not clear why the 25-30 age
groups (Age 2) should have a lower probability of owning than the youngest
group. Interestingly, the second worker discount, evident in the consump-
tion/expenditure functions, does not appear in the tenure choice estimations.

Both OLS and iogit estimations indicate that Blacks and Mexican-Ameri-

cans have a Tower probability of owning, ceferis paribus. B8lacks appear to

have a 20% Tower probability of owning, though in this case the difference
between the logit and OLS estimates is quite evident. On the other hand,
Mexican-Americans appear to have a 10% lower probability of owning regard-
less of which statistical technique is used.

Similar to the estimations of the consumption functions in Section
1V, the estimated differentials in Black/White ownership probabilities are
sensitive fo alternative specifications. As before, the use of an esti-
mated income variable (§ or §3) significantly lowers the Black/White dif-

1I-‘er'ent'Ia’i..I

1?2 was not used in the logit estimations because of the compli-
cations of"creating this variable within the logit software package.
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Nonetheless, no specification reversed the conclusion that Blacks, ceteris
paribus, tend to have a significantly lower probability of owning. The
lowest estimate is -7%.

The exclusion of wealth raises the estimated differential somewhat,
but clearly the results shown in Table XIV indicate that the absence of
wealth in past studies cannot explain away the tenure distortion phenomenon.
The exclusion of the age dummy variables produces ambiguous results, rais-
ing the probability differential when OLS is used and Towering it when logit
analysis is used.

Particularly interesting are the results presented in Table XV, where
the owner/renter equation was estimated using different samples of various
distributions with respect to: (1) the number of Blacks and Mexican~-Ameri-
cans in the samplie; (2) the number of homeowners; and (3) average level of
household income. Except for Sample 5, where mean wealth is particularly
low, the wealth elasticity is reasonably robust. On the other hand, the
estimated income elasticities change significantly, with a range of .06 to
.24,

In general, higher elasticities are associated with samples where
mean income or wealth are below the Harris County average or where either
Blacks or Mexican-Americans are under-represented in the sample. The re-
sults shown in Table XIV are considered most accurate, given that the sample
used (referred to in the table as REP) is basically representative of the
Houston Metropolitan Area. Table XV is provided here simply to indicate
the severity of the representativeness problem as suggested earlier. These

results show that Biacks and Mexican-Americans can be "demonstrated” to have
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either higher or lower probabiiities of homewonership, depending upon
the sample used.

The representative sample was created from the initial data set by
duplicating observations such that the new set of obhservations was reason-
ably representative of Harris County's population with respect to race,
income and ownership. This, of course, does not guarantee that the sample
is completely representative, especially with respect to other key independ-
ent variables, Nonetheless, the robustness of many variables such as wealth,
gives some indication that the elasticities of other variables not adjust-

ed for representativeness are probably not terribly biased.

Summary

Though the results above seem somewhat sensitive to alternative speci-
fications and samples, these results are actually more robust than those
found in Section IV. For the sample that is reasonably representative of
Harris County population characteristics and for all alternative specifi-
cations, Blacks and Mexican-Americans are found to have unambiguously lower
probabilities of owning. While the inclusion of wealth lowers the magni-
tude of estimated tenure distortions, it clearly does not eliminate it.

The same is true when estimated income is used in the regression equations.
Thus, while the Titerature may be flawed somewhat for ignoring the issues of
appropriate measures of permanent income, the inciusion of wealth, and the
sample representativeness, it'appears that the basic conclusions of past
studies hold up rather well. In Houston, Blacks and Mexican-Americans are
found to have 10 to 15% lower probabilities of owning their homes, a find-

ing that is not much different from previous research for other areas.
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OWNER/RERTAL ANALYSIS
ESTIMATED ELASTICITIES USING
HARRIS COUNTY REPRESENTATIVE SAMPLE*

INDEPENDENT
VARIABLES

Log Income
tog Wealth
H;rital Status .
#lhildren
Black

Mex. Amer.
Family Inc.
Family Dec.
Past Tenure
Gut of Tawn
Out of State
Age 2

Age 3

Age 4

Age 5

Age &

Age 7

Second
Worker

*Logit coefficients above are elasticities estimated at the means ef the X..
The asymtotic t {s gfven in parenthesis below each coefficient
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TABLE X1¥

OMHER/REHTER ANALYSIS  KEY ELASTICITIES
FOR SELECTED ALTERNATIVE SPECIFICATIDNS

(v (2) {3 (4) (9 (6) (7 (8) {99 0oy () 2y  (13) (14}  {15)
AMALYS]S
DESCRIPTION REF  REFP REP REP  REP REP REP  REP REP REP REP REP REP REP REP
oLs  OLS oLs oLs LS s 0LS oS oLS  LOGIT  LOGIT LOGIT LOGIT  LDGIT  LOGIT
¥ Y ¥ ¥y Yy Yy ¥ Y ¥ Y ¥ Y Y Y Y
w/oAge  w/oM w/olge w/oW w/oAge ol wiodge  w/oW wioAge w/oMW
EMCOME
ELASTICITY 089 072 s ,308  .257 h35 .330 283 L6131 132 10 363 181 .187 LA0%
WEALTH
ELASTICITY A3 147 126 .138 33 .04 L 154 L3363 .162 .167
BLACK
ELASTICITY {-.168 -.176 - 220 -.103 -.126 - 159 - 072 - W3 - 124 -.244 =179 r 280 - 202 -.14] - 237
MEX AMER

ELASTICITY |-.134 -.167  -.186 - 181 -,116 - 094 - 105 -.323  -,107 -.126 -.175 -.i45 - 094 -.144 -0
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OWNER/REKTER AHALYSIS:
ALTERMATEVE SAMPLE DISTRIDUTIONS

TABLE X¥

KEY ELASTICITIES

(1 (2) (3) 4} (5) (6) 5] (8} (9 (18} )
ANALYSIS
DESCRIPTION{ SAMPLE 1 SAMPLE 2 SAMPLE 3 SAMPLE 4 SAMPLE & SAMPLE & SAMPLE 7 SAMPLE 8 SAMPLE 9 SAMPLE 10 SAMPLE )1
{HCOME
ELASTICITY 060 .065 093 066 244 112 122 072 118 L1 204
NEALTH
ELASTICITY A74 186 J06 176 0N i3 nz 113 124 .116 .148
HLACK
ELASTICITY L0254 =012 063 .054 039 =.190 - 150 =146 -.042 -.137 -.224
HEY . AMER,
ELASTICITY 058 065 106 .048 .040 -.148 -.009 A1 053 -.175 174




VI. SUMMARY OF EMPIRICAL RESULTS AND THEIR IMPLICATIONS

Contributions to the Race and Housing Literature

To some extent this research was purposefully biased against the prop-
osition that the experience of Blacks in the housing market is different than
that of Whites. That is, issues are raised which quastion whether previous
studies fully accounted for all factors other than race that might account
for observed differences between Black and White housing consumption patterns.
Many questions and inconsistencies in the race and housing literature are
stilil left unresolved. However, virtually all of the empirical results pre-
sented in this study, including the fact that there exists significant dif-
ferences in the housing price structures of Biack and White submarkets, sug-
gests that markets are segmented by race. Furthermore, although less con-
clusive, it also appears that Blacks consume less housing and have lower

probabilities of home ownership, ceteris paribus.

These findings are consistent with hypotheses that suggest that Black
alternatives 1n the housing market are restricted and that Black access to
the owner occupied housing market is limited. However, they are also con-
sistent with expected outcomes stemming from Muth/Bailey type prejudice models.

Thus, while this study tends to verify the general proposition that
Black households face significantly differently market conditions in the ac-
guisition of housing, important questions regarding the source of these dif-
farences is left incompletely answered. That is, it 15 stiil not clear to
what extent these differences are due to explicit discrimination in the hous-

ing market as opposed to other more subtle and less direct phenomena involv-
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ing the mechanisms of race sensitive urban housing markets which can gen-
erate these same observed outcomes. The latter might include the existence
of strong housing market incentives which would lead Blacks te choose to
acquire less housing and neighborhoods and to choose to remain segregated.
Clearly, further research is still required in order to resolve this gquestion
and, in particular, to test the validity of the two major alternative models:
the Muth/Bailey models of prejudice and the Cournant/Yinger models of ex-
clusion and discrimination.

Even though this study was unable to document the extent of explicit
discrimination and exclusion against Black households, the research reported
above makes several contributions. First, it provides a more rigorous and
accurate estimate of the actual extent of differential market conditions and
cutcomes for Blacks. Second, in carefully develeping methodologies that
avoid many of the errors of previous studies, this research generates a new
impetus toward the reconciliation of a very confused literature on race and
housing. To the extent that monitoring the progress of activities which at-
tempt to promote equal access to housing for all races is considered impor-
tant, then appropriate methodologies must be agreed upon and a concensus
must be reached regarding the relationship between observed phenomena and
discriminatory housing practices. For this reason equal attention was given
in this study to resalving issues of methodology as was given to obtaining
definitive estimates of Black/White differentials. ’

In all likelihood, a wide variety of factors, including discrimination,
interact together in a rather complex manner. Consequently, analyses that

focus on any one race and housing issue alone are apt to reveal very little
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about the causes of the phenomena they document, and may actually lead to
misinformation. Therefore, the approach taken in this study was to ana-
lyze together ali of the major phencmena purported to be consistent with
discrimination using the same data base, and then, to the extent possible,
integrate the findings. Because of this rather ambitious approach to the
analysis of issues involving race and housing, it was recognized from the
onset that the work involved would exceed the time and resource constraints
of this particular grant. As a consequence, many conclusions must at this
point in time be considered preliminary. The tentativeness of the conciu-
sions stem in part from the continued existence of missing pieces to the
empirical puzzle that preclude complete, comprehensive answers. In fact,
until further analyses are pursued which can resolve these remaining issues,
rushed attempts to develop broaq generalizations from the findings presented
here could actually be counterproductive. In some ways, therefore, this
study appears to generate more questions than answers. However, such a pos-
sibility was fully anticipated. From the beginning it has been assumed that
the fact that all issues involving the race and~housing literature were not
to be resolved would not in any way diminish the value of the new insights

generated from this research.

Biacks and the Price of Housing

The results presented above indicate that Blacks pay about 20% iess
for housing, defined to include structure and land but not the neighborhood
environment. However, once key neighborhood amenities are controlled for,

the “"price" differential seems to disappear. In general, the price function
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across housing characteristics is shown to differ significantly between
submarkets. In addition, within submarkets,Blacks are shown to have faced
lower marginal implicit prices for most housing characteristics. This
phenomena must be considered in light of the highly segregated nature of
their different submarkets and of the differentials that exist in the quality
levels of the stock of housing in each area. From this perspective, Blacks
actually appear %o face higher prices for increased housing. That is, for a
middle income Black households to significantly increase both housing and
neighborhood quality it would have to move to a White neighborhood, but in
doing so it has to pay the price of increased housing quality in addition to
the White area premiums as shown in Figure 7 below. Blacks faced with this
high marginal price of acquiring greater levels of home quality may choose
instead to restrict their consumption of housing to amounts consistent with
quality levels available in the Tower cost Black neighborhoods. As a con-
sequence, higher income Blacks will be observed to increase their consumption
of only those housing attributes which are readily available in the ghetto.
Given the structure of housing prices in Black and White Submarkets
found in Section IIL, it is reasonable to expect that Blacks would tend to
"adequately" consume interior and exterior space which are available and
"cheap" in Black areas and to underconsume house quality that is 1imited
and relatively more expensive in those areas. Furthermore, Blacks would be
expected tec underconsume neighborhood quality, if for no other reason than
the fact that market realities provide them with strong incentives to remain
in the ghetto where neighborhood quality is lower. On the other hand, those

Blacks that do move to White areas and that, in essence, have paid the lump
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FIGURE 7

Housing Price Structure Faced by Blacks
Considering a move from the Ghetto to
Better Quality Housing in a White Neighborhood
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premium to live in a White neighborhood, face the same implicit marginai

prices as do their White neighbors. Thus, they would be expected to con-

sume similar levels of housing as their White counterparts {ceteris paribus).

These Blacks, however, must have rather strong preferences for neighborhood
amenities or perhaps for living in White areas.

Such expectations, as described above, are confirmed by the findings
of Section IV. OFf particular interest is that Blacks in White areas do not
underconsume housing. Because this latter result is consistent with expec-
tations and because such a phenomenon provides greater insights into the
causes of segregation and underconsumption, it seems clear that valuable in-
formation could be obtained from further analyses of Black households re-
siding in predominately all White areas. In particular, it would be useful
to identify those distinguishing characteristics of Black households who
choose to 1ive in White areas. _

Differential prices paid by Blacks can affect their housing consump-
tions in several other ways. First, because of Jower prices, Blacks can
buy comparable housing at a lower level of expenditure. To some extenti this
could explain the phenomenon that Blacks spend less on housing. In addition,
since Blacks face different implicit marginal prices for various components
of housing bundle, the consumption mix of housing attributes that Blacks
consume is likely to be altered.. However, while relative prices between
various components of the housing bundle differ between White and Black
areas, in many cases these differences seem to only sTightly affect the
housing consumption patterns of Blacks. For example, while the marginal

orice of purchasing somewhat younger housing is lower for Blacks in Black
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areas, they, nonetheless, consume older housing. Consequently, it appears

more likely that to the extent that price differentials are responsible for
the underconsumption affect, it is differentials in implicit prices across
the segmented markets, not within them, that is most important.1

Finally, as previously alluded to,price differentials that distort
Black location decisions will indirectly alter consumption patterns. With
Black neighborhood prices discounted, Black households will have incentives
to remain in the ghetto. But if the supply of housing in the ghetto pro-
vides limited options with respect to housing quality levels, then the price
incentive to remain in the ghetto will result in an implicit incentive to
consume lower quality housing.

While differentials in home prices in Black and White areas may be
expiained by either discrimination or prejudice, another explanation of the
price differentials observed is that they are merely the by-product of util-
ity maximizing behavior. Given relative preferences, Blacks simply cheose
to live in less desirable neighborhoods where "prices" are lower and housing
is 'affordable." Such a scenario is also consistent with the empirical find-
ings on consumption patterns, which indicate that Blacks underconsume home
quality and neighborhood quality, but not interior or exterior space. This
suggest that, given income, wealth, and family size, Blacks may have a re-
Tatively higher demand for 1iving space than for the luxury of structural

and neighborhood quality. That is, Black preferences differ from Whites.

1However, more research is required to completely understand this phe-
nomenon, since the lower “price” of younger housing may reflect less demand
for such housing in what appears to be a segmented housing market. Thus,
the separate supply and demand effects are not properly identified.
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If this hypothesis is correct, Black segregation could be self-imposed as

they simply locate in areas where they out-bid Whites. If Whites have a
higher relative demand for neighborhoods than do Blacks, then Blacks as the
highest bidders, wiil locate in lower quality neighborhoods which have ade-
quate housing in terms of exterior and interior space. While this hypothesis
is likely incorrect, it further iilustrates the fact that conclusions from
analyses of price differentials should not be made without consideration given
to observed differentials in consumption patterns and vice versa.

Likewise, this hypothesis illustrates that while the empirical findings
in Section III supported by the results described in other sections are con-
sistent with urban housing models of prejudice in the absence of explicit dis-
crimination or exclusion (the Muth/Bailey Models), they are not in themselves
sufficient evidence to substantiate such models.

In 1ight of the possiblilties suggested above, further analyses of in-
tegrated neighborhoods and of the neighborhood transition process could ob-
viously provide important insights. In particular, such analyses might help
in determining the source of the price differentials that apparently affect
the consumption of both housing and neighborhood by Black houseliolds. If it
is White prejudices that generate these price differentials, then this pre-
judice behavior should be observable in areas of transition, or in other words,
in marginal areas where White prejudice prices are insufficient to keep Blacks
from moving in. If Whites in these areas are strongly adverse to living with
or near Blacks, the subsequent White flight from those areas into which Blacks
are beginning to move will lower prices even further. The eventual result

will be total racial transition as the Tower prices make the area more and
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more attractive to Blacks. Thus, integration will be inherently unstable.
Clearly price differentials not only play an important part in keeping Black
and White markets segmented, but they aiso appear to play an important role
in the transition process.

As a final word of caution, it should be noted that in drawing infer-

ences about price differentials and their impact on Black households, one should

avoid broad genaralizations and loose comparisons from cross sectional analy-
ses between cities. While the Houston and Chicago results were remarkably
similar (much more than anticipated), differences did exist in the housing
price structure between the two cities. This is indicative of the fact that
each city has quite different housing markets, reflecting differences in the
population distribution of various demographic groups and the distribution of
the stock of various types of housing in each metropolitan area. Consequently,
for each city the empirical results regarding price differentials could be
open to different interpretations. As such, policies to promote integration
and improve Black accessibility to housing in one city may not be applicable

in the other,

The Underconsumption of Housing by Black Households

Section IV presents important findings regarding the apparent Black
underconsumption of housing. While these vary considerably, it appears that
Blacks of similar socioeconomic status as Whites spend about 10% less on
housing. This could be due, at least in part, to the fact that, as in pre-
vious studies, 1t is housing expenditures which is being explained. Since

Blacks pay lower prices, to some extent respect, low expenditures are to be
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expected. That is, because of lower prices, Blacks can buy comparabie hous-
ing at a Tower level of expenditures, thus possibly explaining why Blacks
spend Tess on housing. On the other hand, the evidence that Blacks actually
underconsume key attributes of hausing by as much as 15 to 20% suggests that
lower prices cannot explain the entire underconsumption phencmen.

Section IV also provides svidence that Black incomes appear to be
somewhat discounted in the housing market. This could be because Blacks may
have a larger transitory component of income. Such a hypothesis is supported
by the fact that almost all specifications which use some type of permanent
income variable (instead of current income) obtain lower estimates of the per-
cent level of underconsumption. Furthermore, while additional expioration is
required, tentative evidence was also found to suggest that occupational class
may also influence the amount of housing an individual c¢an buy. Members of
occupational groups that have high concentrations of minorities typically had
the greatest difficulty in acquiring housing consistent with their earnings.

" Finally, the discount of Biack incomes also may stem from prejudices formed
from weak generalizations about income and Blacks as a group. Because Black
incomes are significantly lower on average than Whites, the income of a Black
that exceeds the White mean may be considered an aboration and only temporary.

Regardless of the exact reason, the empirical results from Section IV

indicate that it is highly 1ikely that past studies have not used a proper

measure of permanent income in analyzing Black/White differences. Nonethe-

less, it alsc is likely that, even after properly controlling for differences
in the "true" budget constraint, the economic position of Blacks is still dis-

counted in the housing market.
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Perhaps the strongest evidence that Blacks face severe limitations

with respect to their access to housing for which they could afford is the
fact that they unambiguously underconsume housing quaiity. If housing qual-
ity has embedded into it the premium prejudiced Whites are willing to pay
for all-White areas, then the underconsumption of quality could cccur in the
absence of explicit discriminatory barriers or exclusion. In this case, to
increase the level of structural and neighborhood quality, Blacks must not
only pay the additiona1’price of these attributes, but they must alsc pay
the price of locating in predominately White areas. Therefore, Blacks who
wish to acquire better quality homes in better quality neighborhoods must be
willing to give up the discount on housing structure found in the Black ghetto.
Blacks, who consequently must indirectly pay these higher prices for housing
and neighborhood quality at the margin while simultaneously being forced to
pay a locational premium to 1ive in a White neighborhood, will have a strong
incentive to consume less quality housing.

Because the underconsumption of housing quality is equally consistent
with explicit discrimination and exclusion, further research is obviously
needed to examine this issue in more detail. Particularly useful would be
an expanded analysis of areas currently occupied by Whites where Blacks
would be willing to and could afford to purchase housing. In addition,
further refinement in estimates of relative demand for different housing
characteristics is needed in order to address such important questions as
whether the relative demand Sy Blacks for interior space is sufficiently
high to explain why housing and neighborhood quality are apparently sacri-

ficed Tor exterior and interior space.
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Low Black Ownership Rates

Whereas some of the results reported in Section IIT and IV indicate
that Black/White price and consumption differentials may not exist, the re-
sults presented in Section V unambiguously indicate that Blacks have lower
ownership rates. In that section, Blacks are shown to have at Teast a 10%

lower probability of owning a home, ceteris paribus. While it is demonstrat-

ed that past studies of Btack ownership rates are Tikely biased by the use
of unrepresentative data samples, it is now evident that this problem cannot
completely expiain the lower cwnership rates found in earlier studies.
Furthermore, though wealth and previous housing tenure are quite important
in explaining ownership, their inclusion also does not eliminate the dis-
parity that exists between Whites and Blacks.

The exact cause of the low ownership is not clear. In part it may
be due to Black segregation in areas with a higher percentage of rental units.
Were such the case, aggressive fair housing efforts to open up new owner-
occupied areas to Black households would be required. Poor access to tra-
ditional mortgage money may also be a factor. Indeed several pieces of evi-
dence suggest that more monitoring of mortgage lending patterns could be
valuable.

The fact that the inclusion of wealth in all estimating equations
lowers the Black/White differential suggests that lower levels of wealth does
make it difficult for many Black households to acquire and/or maintain
owner-occupied housing. However, again, this alone cannot explain the en-
tire difference between Whites and Blacks. In addition, the empirical find-

ings from Section V also indicate that Black incomes are discounted in the
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process of acquiring owner-occupied housing (that is, as it affects their
ability to buy instead of rent) as appeared to be the case with respect to
housing expenditures. Together, the empirical findings invoiving wealth

and income seem to suggest that subsidy programs may need to be redesigned.
That is, effective subsidies are needed to overcome both income and wealth
deficiencies in order for minorities and other lower income households to be

able to acquire and continuousiy maintain owner-occupied housing.

The Importance of Wealth to Household Housing Consumpticn and

Ownership Opportunities

The empirical verification of the importance of wealth as a separate
and distinguishable part of a household's budget constraint in effecting
the level of consumption of owner occupied housing is a major contribution
of this research effort. Individuals having identical incomes may still
have different levels of current wealth due, for example to past windfall
gains {or losses) or unusual savings histaries. It is shown in Sections IV

and V that both tenure and expenditure choices are affected as much by

wealth as by income. Indeed, entry into the owner occupied market is shown
to be particularly dependent upon wealth accumulated by families through
past savings decisions. While this has been implicitly recognized by hous-
ing analysts for some time, most forms of income used in past demand studies
do not incorporate wealth as a part of the budget consiraint.

Considerations of wealth could be incorporated into analyses of de-
mand in several ways. One alternative approach t¢ include wealth in demand

analyses is to define a single budget constraint as the expected present
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discounted vatue of explicit future income from all sources, including debt
repayment obligations and implicit income flows from capital assets such

as consumer durables. However, while this might fully account fer all as-
pects of a comprehensive budget constraint, because of inefficiencies in
capital markets in a world of risk and uncertainty, various components of
this broader definition of income are not likely to be perfect subsitutes.
*As a consequence, they are apt to be weighed differently in the housing
market. That is, an additional $10,000 in the present discounted value of
a family's future income stream may not be "worth" as much in purchasing a
house as an additional $10,000 in a savings account.

Traditionally,wealth is considered important in acquiring housing in
order to meet downpayment and closing cost requirements. Few conventional
mertgages can be consummated in today's housing market for less than $10,000.
In most cases, such costs must be financed out of a household's wealth.
Given that most middle income White areas require conventional financing and

that Black households (ceteris paribus) have tess weaith, it is easy to un-

derstand why few Blacks break the segregation barrier.

During the 1960s the barrier to home ownership created by high clos-
ing costs and downpayments was partly negated for low income famiiies by the
FHA-235 program. Th%s program was considered at its inception a major step
forward in ameliorating the problems faced by Tower income families in ac-
quiring owner occupied housing. However, the program was plagued by ex-
cessive abandoment rates of "235" housing, which were typically vacated in
poor physical conditien. Most of the problems were attributed to the poor

quality of initial construction and HUD's failure to properly manage the

111




program. However, it is more likely that the problem stemmed from a failure
to recognize and appreciate the importance of family wealth in maintaining
home ownership.

As Kain and Quigley (1975), de Leeuw (1971) and Reid {1962) argue,

a host of additional and often unexpected expenditures, including repairs,
accompany home ownership. Such costs do not directly affect renters. For
most home ownérs payments for home improvements and/or corrective maintenance
are spent out of their wealth, When a household's net assets are insufficient
to meet necessary expenditures for maintenance and unexpected repairs, the
resultant neglect will result in the deterioration of the home regardless of
the initial quality of construction. If & home's value minus transactions
costs is less than the outstanding mortgage, the excessive burden of owner-
ship expenses can make it more econcmical to abandon the house than to con-
tinue to absorb the costs. The probability of this occurring is especially
high for families with negligible discretionary income to supplement and add
to their wealth. Consequently, wealth is important with regard to a family's
ability to both enter the owner occupied housing market and to assume the
continuing financial burden of home ownership.

In this 1ight, it becomes evident that a once and for all "wealth sub-
sidy" through, for example, low downpayment requirements will have signifi-
cantly different effects than an income (fiow) subsidy through programs that
provided subsidized interest or amortization payments. Also, where subsidy
programs are limited by income criteria alone, families whose income levels
qualify them for subsidies but whose wealth would allow them to acquire better

housing may choose to underconsume housing in order to purchase at the sub-
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sidized price. On the other hand, programs that incorporate wealth ceilings
face the difficult task of ascertaining a proper wealth threshold. (Ceilings
that are too low can result in the exclusion of households whose wealth Tevels
are above the threshold but whose wealth is insufficient to acquire non-sub-
sidized housing from conventional housing markets.

For the most part, Black household wealth is Tower than White counter-
parts with the same level of income. Thus, at least some portion of the under-
consumption effect as well as the lower probability of ownership is 1ikely due
to lower Black household wealth. This is born out by the empirical evidence
presented in Sections IV and ¥V, where the inclusion of wealth in the esti-
mating equations reduces the estimated extent of both of these effects. C(lear-
1y policies aimed at increasing ownership rates for minorities must carefully
consider the importance of wealth and must provide a means to ameloriate the po-
tentially adverse affect of inducing marginal buyers with low incomes and low
wealth into owner-occupied housing.

The problem of low home ownership rates among minorities is further
complicated by conditions in today's housing market. As housing prices con-
tinue to soar, the ability to own a home is rapidly becoming the luxury of
those that have owned in the past. Home equity appreciation (aside from
forced retirement plans and social security) is the primary means of wealth
accunulation by middle income families. Few new households, whose wealth is
small, can afford even lower cost new homes. In fact, even this market is
increasingly becoming reserved for previous home owners. Ironically, Tamily
wealth will continue to be a major determinant of home ownership, while home

ownership will remain a dominant means of wealth accumulation. Thus, while
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incomes and home prices continue to rise, ownership rates are likely to con-
tinue to fall. Given that Blacks and minorities have much Tower ownership
rates to start with, it is these households that will be unable to take ad-
vantage of rapid housing price appreciation. Furthermore, as shown in
Section III, even Blacks who own houses in Black areas are experiencing sig-
nificantly Tess growth in home equities than Whites. Consequently, during
the next decade it may be more difficult to increase ownership rates among
Blacks and other minorities, even if discriminatory behavior in the housing

market declines.

The Role of F.H.A. Mortgage Financing

Another interesting phenomenon discovered in this study was that the
Black underconsumption of housing seems to be associated primarily within
the "FHA" submarket. This finding is consistent with that found in Smith
and Campbell (1974), though that study demonstirated that to some extent all
households in the FHA submarket appear to underconsume housing.

There may be several reasons for this effect. As suggested in Smith
and Campbell (1974), the demand for housing may be somewhat distorted by the
FHA mortgage ceiling, causing households at the margin (of the ceiling} to
consume less housing in order to receive more favorable FHA credit terms.

If FHA mortgages are the only means of financing the purchase of a home for

many low/mederate income Blacks, in order to get into the owner-occupied mar-

ket, they may be induced to consume inferior quality housing merely because
such housing can be acquired by FHA financing. Furthermore, FHA financing

may allow “inferior" housing tc be scld in the owner market. Given that
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Blacks almost exclusively use FHA or VA financing, a majority of these
marginal homes are subsequently bought by Blacks. In essence, the relation-
ship between Black undercansumption and FHA financing may reflect the fact
that FHA mortgages bring to the owner-occupied market families that could
not buy owner occupied housing in any alternative way and would otherwise
be forced to rent, while simultaneously allowing homes that would otherwise
be rental property to be sold in the owner-occupied market.

As a primary tool to aid low/moderate income families, FHA insurance
should avoid being so constructed that it Teads to less than anticipated
housing consumed. Special concern should also be given to the role of FHA
programs play in effecting neighborhood change, since the predominance of
FHA leans in an area is considered by many observers as positive evidence
that "redlining” is occurring and is often taken as a leading indicator of
neighborhood decline. It seems unlikely that such a strong position is
warranted, but given the findings from this research plus current public
perceptions, 1t seems imperative that further analysis investigate the role
of FHA financing as it affects consumption patterns of both minorities and

non-minorities.

Racial Segregation and Public Policy

Black households are not only residentially segregated, but are
shown in this study to participate in a significantly different "housing
market” than White households. Among other things, Blacks face different
implicit prices for housing characteristi¢s and appear to have a more

restrictive set of housing types to choose from. If this is due to the
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continuation of explicit discrimination and exclusion, then current fair

housing programs that seek to open up housing opportunities to Blacks by
preventing discriminatory behavior in the housing market will continue to
be useful. However, if the observed differences in the housing market for
Blacks is due to White prejudicial behavior in the absence of explicit dis-
crimination (White exclusiveness and White flight), then standard fair hous-
ing activities may not be particularly effective. If the latter case is
correct, then H.U.D. faces a difficult probiem. In essence, H.U.D. must be
willing to readdress the gquestion of whether the probiem of segregation and
effective Timitation on the supply of housing to minorities should be ignored,
even if it occurs as a result of natural market forces where freedom of choice
is being exercised by households of all races. In this case, White prejudices
generate nhigh White prices. Thus, Whites "pay" for their prejudice and their
exclusiveness. Blacks choose not to pay to break 11 down. But while freedom
of choice and open housing in the legal sense exists, it seems that a reason-
ably strong case can be made for policies that directly promote residential
integration, if for no other reason that it will yield a broader degree of
social integration and ameloriate a whole host of urban problems related to
segregation. Even more important, however, the encouragement of integration
may be the only effective way to truly open up housing to minorities who are
now effectively limited in their housing choices, even if this limitation does
not involve explicit discrimination.

While this research does not directly address issues involying the
causes of segregation, many of the findings reported here are relevant.

Such findings suggest that there indeed exists a reasonably high probability
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that given the realities of today's housing market, Blacks may self-segre-

gate. This does not mean that they prefer to live in all Black areas.
Rather, it indicates that with strong White preferences to avoid integration,
which have a depressing effect on housing prices in Black areas, most Black
households do not find the marginal benefit of integration worth the premium
they would have to pay to live in the higher cost all White areas.

it also appears that a key element to the success of integration as a
means of opening up housing opportunities for all Blacks involves the behavior
of the growing Black middle class. These are the Black households that appear
to have the purchasing power to buy "meighborhood" quality, including that
which is offered in predominantely White areas. Black middle class families
that do break the segregation barrier appear indistinguishable from Whites
in their housing consumption. Black families that can "afford"” to penetrate
White areas seem no Tonger restricted to the ghetto supply of housing. But,
integration is achieved through alterations in the behavior of both Blacks
and Whites. Black migration into dominately all White areas will lend itself
to integration only if Whites accept the change and don't leave. Black house-
holds that can afford upper middle class housing in White areas are not per-
ceived as a real threat to the status quo, since too few Black households
with the income and wealth to purchase in the area exist to significantly at-
ter the demographic mix and "tip" the neighborhood. On the other hand,
moderate income White areas, into which substantial numbers of Black house-
holds can now afford to move, tend to be quickly depleted of its White pop-
ulation as Black households move in. Often this is accompanied by expec-

tations of lower public services and of a general decline in neighborhood
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amenities. Such a change in expectations will only widen the gap between

White and Black housing price bids beyond that generated from the neigh-
borhood discount Whites may now apply to the area because of their preju-
dice towards intearated areas. The ultimate result is that integration
promoted by Fair Housing policies that primarily emphasize equal opportunity
of access may actuaily be disstablizing, with the end result being "1egal
block busting.”

Housing policies aimed at achieving integration need to keep several
factors in mind. First, housing programs that only focus upon the piight
of low income minorities are 1ikely to foster either very token forms of
integration or actually strengthen racial segregation. Integration polic~
jes that do not focus upon the Black middle class will be inconsistent with
market realities to such a degree that the ultimate social objective will
be unattainable. Furthermore, such programs are 1ikely to impese terribly
high social costs associated with the decline of nejghborhcods experiencing
racial change.

Bn'the other hand, policies to promote integration may require sub-
sidies to Blacks (even middle income Blacks) to allow them to buy in higher
cost areas. This should be simultaneously accompanied by special support
£o integrated or transitional neighborhocds to ameliorate pressure for White
flight. In other words, the most effective means to inmsure stable integrated
areas may be to promote neighborhood oriented affirmative action policies to
“strengthen" integrated areas. Such policies may, however, be difficult to
politically implement, since they also entail focusing considerable aid to

less economically depressed minorities. Here again, H.U.D. faces 2 policy
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predicament involving a potential trade-off between the achievement of

greater residential integration as opposed to the achievement of an improv-

ed housing environment for the nation's Tlowest income minorities. In reality,
the former is much more related to housing policy issues involving race.

The later is more of a question involving the housing status of all Tow income
households. By pursuing the former, it seems piausible that all low income
households will recejve spillover benefits. Nonetheless, if integration
efforts were to succeed to the point where Black neighborhood home prices are
no longer discounted, this could have potentialiy adverse impacts on Tow in-
come Blacks. Ironically, low income Blacks may actually benefit from the

Tower housing prices that result from segregation.
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APPENDIX

DATA FILES
Descriptions of the data files are presented below according to the
dominant type of analysis for which they were used. This does not mean
that they were used solely for that purpose. The basic information pro-
vided here includes the number of observations for each data file and a
list with accompanying mean values of various key variables used in the

empirical anaiyses discussed in Sections III through V.
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I. PRICE DIFFERENTIALS:

HEDONIC ESTIMATES

Chicago File SREA, Census Tract, NBHD Variables

Observations
Key Variables

liouse Value

flouse Age

S5g. Feet

Lot Size

Brick

Dooms

Baths

Garage X MNo. of Cars
Alr Conditioning

Use

Analysis of Frice differences between areas

34
33
1
4

b= 1~

1917

, 764
. 705
;328
¢+ 179
712
.93¢6
.231
.246
157

of different racial composition
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I.

1970 llouston 'ile:

PRICE DIFFERENTIALS: HENONIC ESTIMATES (CONT'D)

SREA, Census Tract, NBID Variables

1.

3 L

OBservations
Fey variables

House Value
tHiouse Age

1ot Size

S, Feet

Rooms

Baths

Ar Conditioning

GCarage X No. of Cars
Whilc

InLegrated
Rovrder
Black

Use

Analysas of Rates of llousing Appreciation between
areas of different racial composition,
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2112

17,995
12,839
9,637
1,546
1.514
1.653
.H2l
.880
.508
145
.204
.143



I. PRICE DIFFERENTIALS:

1977 Houston File:

SREA, Census Tract,

HEDONIC ESTIMATES (CONT'D)

NRBUD variables

1. Observations
2. Key Variables

llouse Value
Housce Age

Lot Size

. Feet

Rooms

Baths

Airr Conditioning

42,
.89
8.
.642
o7
1.

.674

12

1
G

Carage X Mo. of Cars 1

White
Integrated
Border
Black

3. Use

3736

106

741

509

.579
. 681
.094
L1486
.079

Analysis of Price Diffecrentials beltween areas
of different racial composition.

129




IT. UNDERCONSUMPTION: EXPENDITURE AND DEMAND ANALYSES

Survey Data Only/All Owner Observations

1. Observations
2. Key Variables

louse Value

Income

Wealth

Black

Mexican-American

Married

Second Worker

Number of Children
Expectaing Larger Family
Expecting Smaller Tamily

3. Use

Demand for liousing
Black Underconsumption

130

700

39,580
22,600
25,100
.163
.039
.877
.439
1.130
.079
1294



II. UNDERCONSUMPTION: EXPENDITURE AND DEMAND ANALYSES (CONT'D)
Married .875
Sccond Workeoer 423
Number of Children 1.120

Survey Data Tied to SREA Data

1. Observations 639

2. Key Varaiables
liouse Value 37,653
Income 22,318
Wealth 24,250
Black .138
rxpecting Larger Family 0717

Mexican-American .03%°
Expecting Smaller Family .304
3. Use

Demand for Housing

Test on comparability between stated house
value and actual house value

Test differences between F.H.A. and conventional
markets

Analysis of separate demand functions for housing
attributes

Examine issue of whether "Blacks" pay more for
housaing regardless of location
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IT. UNDERCONSUMPTION: EXPENDITURE AND DEMAND ANALYSES (CONT'D)

Survey Data plus Special Survey

1. Observations 590

2. Key Variables

House VvValue 42,3890
income 26,090
Wealth 27,920
Black 201
Mexlcan-American .036
Marraied .883
Second Worker .439
Number of Children 1.1%0
Expecting Larger Family .083
Expecting Smaller Family .296
3. Use

Demand Analysis

Comparison of Underconsumption of Black
households in Black areas versus those
in White areas.

(Note: This 1s the basic survey data file plus the

special survey of 52 Black households in virtually all
white areas.

A separate data file was required since the special
survey contained only a limited amount of information
as opposed to the basic survey.)
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ITT. TENURE DISTORTION: OWNER/RENTER ANALYSES

Pooled Renter/Owner Survey Data

1. Observations B58

2. Key Variables

Junerc .823
Income 20,592
Wealth 18,801
Rlack 178
Mexican-American .036
Married L7196
Second Worker L403
Number of Children 1.070
Expecting Larger Family .294
Fxpecting Smaller Family .076
Previous Qwner .612
3. Use

Analysis of Tenure Choice-
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ITI. TENURE DISTORTION: OWNER/RENTER ANALYSES (CONT‘D)

Representative Sample

1. Observations 3525

2. Key Variables

owners .587
Income 17,999
Yealth 9,174
Black .199
Mexican-American .066
Married .640
Second Worker .316
Humber of Children .963
Lxpecting Larger Family .239
Expecting Smaller Family 069
Previous Owner .659
3. Use

Analysis of Tenure Choice

(Note: Since Logit Analysis is highly dependent
upon the representativenesd of the sample used, a
sample created by multiples of the original data
was created to conform more with the population
characteristics of Harrxis Co. In other

analysis a Tobit program that allows for explicat
weighaing was shown to produce similar results

as those produced in this study.)
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III. TENURE DISTORTION: OWNER/RENTER ANALYSES (CONT'D)

National Longitudinal Survey

1. Observations
2. Key Variables

QOvmer

Eouse Value (of owners)
Income

Wealth

Age of tlousehold head
Second Worker

Family Size

Black

3. Use

Comparison Analysis of Primary Study of Qwner/
Penter choice that allows for interdependencies
in the Expenditure and Tenure Decisions.
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.640
17,703
7,210
6,158
40,820
.440
4.850
170



