This PDF is a selection from an out-of-print volume from the National Bureau of Economic Research

Volume Title: Residential Location and Urban Housing Markets
Volume Author/Editor: Gregory K. Ingram

Volume Publisher: NBER

Volume ISBN: 0-88410-479-6

Volume URL.: http://www.nber.org/books/ingr78-1

Publication Date: 1978

Chapter Title: Front matter, Introduction to "Residential Location and Urban Housing Markets"
Chapter Author: Gregory K. Ingram
Chapter URL.: http://www.nber.org/chapters/c3864

Chapter pages in book: (p. -26 - 0)



SEARCH
Vealth

GREGORY K.
INGRAM,
Editor

Residential
L. ocation and Urban

‘Housing Markets

Studies in Income and Wealth

Volume 43
by the Conference on Research
in Income and Wealth

Published for the

NATIONAL BUREAU OF

ECONOMIC RESEARCH, INC.

by

BALLINGER PUBLISHING COMPANY
A Subsidiary of |. B. Lippincott Company
Cambridge, Mass.

1977 ’




This book is printed on recycled paper.

Copyright © 1977 by the National Bureau of Economic Research. All
rights reserved. No part of this publication may be reproduced, stored
in. a retrieval system, or transmitted in any form or by any means, elec-
tronic mechanical photocopy, recording or otherwise, without the prior
written consent of the publisher.

International Standard Book Number: 0-88410-479-6
Library of Congress Catalog Card Number: 77-10831

Printed in the United States of America

Library of Congress Cataloging in Publication Data
Main entry under title:
Residential location and urban housing markets.

(Studies in income wealth; 43)

Includes bibliographical references.

1. Housing—United States—Addresses, essays, lectures.
I. Ingram, Gregory K. II. Series: Conference on Research in
Income and Wealth. Studies in Income and Wealth; 43. '

HC106.3.C714  vol. 43 [HD7293]  330'.08s
ISBN 0-88410-479-6 [301.5'4'0973]  77-10831

Arthur|
James -
Moses |
Martin|
Victor
Direcf
Thom:
Charley
Direc
Dougly
Secre

Gary Si}
Charlo
Phillip
Solomd
Martin
Milton
Victor
J. Royd
Raymo
Michae§
Michael




NATIONAL BUREAU OF ECONOMIC RESEARCH
_Conference on Research in Income and Wealth

GREGORY H

INGRAM
Editq




- . - BT e e ma o e—— ‘_1

v e ot A - g — % . i T

Residential Location
and Urban Housing
Markets




pch. All
stored
as, elec-
he prior

P i

'NATIONAL BUREAU OF ECONOMIC RESEARCH

Arthur F. Burns, Honorary Chairman
James J. O'Leary, Chairman
Moses Abramovitz, Vice Chairman
Martin S. Feldstein, President
Victor R. Fuchs, Vice President,
Director, Palo Alto Office
Thomas D. Flynn, Treasurer
Charles E. McLure, Jr., Executive
Director for Research
Douglas H. Eldridge, Executive
Secretary :

Sam Parker, Director of Finance and
Administration

Edwin Kuh, Director, Cambridge
Computer Research Center

Robert E. Lipsey, Director, New York

ce
Joel Popkin, Director, Washington
ice

DIRECTORS AT LARGE

Atherton Bean, International
Multifoods Corporation

Andrew F. Brimmer, Brimmer &
Company, Inc.

Otis F. Btubeker, United Steelworkers
of America

Arthur F. Burns, Board of Governors
of the Federal Reserve System

Wallace J. Campbell, Foundation for
Cooperative Housing

Emilio G. Collado, Adela Investment
Company, S.A.

Solomon Fabricant, New York
Uniuem'tg .
Martin S. Feldstein, Harvard University

Eugene P. Foley, Pan American
Building, New York

Edward L. Ginzton, Varian Associates

David L. Grove, International Business
Machines Corporation

Walter W. Heller, University of
Minnesota

Walter E. Hoadley, Bank of America

Roy E. Moor, Becker Securities
Corporation

Geoffrey H. Moore, National Bureau
of Economic Research

J.IWilson Newman, Dun & Bradstreet,

ne.

James,J. O'Leary, United States Trust
Company of New York

Rudolph A. Oswald, American
Federation of Labor and Congress of
Industrial Organizations -

Peter G, Peterson, Lehman Brothers

Robert V. Roosa, Brown Brothers
Harriman & Co.

Eli Shapiro, The Travelers Corporation

Arnold M. soloway, Jamaicaway
Tower, Boston, Massachusetts

Lazare Teper, International Ladies’
Garment Workers' Union

DIRECTORS BY UNIVERSITY APPOINTMENT

Moses Abramovitz, Stanford
Gardner Ackley, Michigan

Charles H. Berry, Princeton

Otto Eckstein, Harvard

Walter D, Fisher, Northwestern

John H. Kareken, Minnesota

J.C. LaForce, California, Los Angeles
Robert J. Lampman, Wisconsin
Maurice W, Lee, North Carolina

Daniel L. McFadden, California,

Berkele:

Almarin ;hillips Pennsylvania
Lloyd G. Reynolds, Yale
Robert M. Solow, Massachusetts

Institute of Tec’mology

" Henri Theil, Chicago
William S. Vickrey, Columbia

DIRECTORS BY APPOINTMENT OF OTHER ORGANIZATIONS

Richard M. Bird, Canadian Economics
Association

Eugene A. Birnbaum, American

anagement Associations

Carl F, Christ, American Economic
Association

Robert G. Dederick, National
Association of Business Economists

Thomas D. Flynn, American Institute
of Certified ublic Accountants

Franklin A. Lindsay, Committee for
Economic Development

Paul W. McCracken, American
Statistical Association

Douglass C. North, Economic History
Association

G. Edward Schuh, American

Agricultural Economics Association

James C. Van Horne, American

Finance Association

DIRECTORS EMERITI

Percival F. Brundage Albert J. Hettinger Jr. Willard L. Thorp

Frank W. Fetter George B. Roberts Joseph H. Willits

Gottfried Habeder Murray Shields Theodore O. Yntema
Boris Shishkin

SENIOR RESEARCH STAFF

Gary S. Becker
Charlotte Boschan
Phillip Cagan
Solomon Fabricant
Martin S. Feldstein
Milton Friedman
Victor R. Fuchs

J. Royce Ginn

Raymond W. Goldsmith

Michael Gort
Michael Grossman

James J. Heckman
John F, Kain
John W. Kendnck
Irving B. Kravis
Anne O. Krueger
David T. Kresge
Edwin Kuh
William M. Landes
Robert E. Lipsey
Sherman J. Maisel
John R, Meyer

Robert T. Michael
Jacob Mincer
Geoffrey H. Moore
M. Ishaq Nadiri
Joel Popkin
Richard Posner
Richard Ruggles
Anna J. Schwartz
Robert J. Willis
Victor Zarnowitz




This volume
the Economi
kets held in
We are inde
port and to t
Ingram, chai
their guidanc
the manuscri
Finally, we
help with pre .

Relation of the National Bureau Directors to

Publications Reporting Conference Proceedings

Since the present volume is a record of con-

ference proceedings, it has been exempted

from the rules governing submission of man-

uscripts to, and critical review by, the Board

of Directors of the National Bureau.

(Resolution adopted July 6, 1948,
as revised November 21, 1949,
and April 20, 1968)
_‘




[ to
ings
bn-
ted

ard

et Ao e | vt grs

PREFATORY NOTE

This volume contains the papers presented at the Conference on
the Economics of Residential Location and Urban Housing Mar-
kets held in Cambridge, Massachusetts, on May 15 and 16, 1975.
We are indebted to the National Science Foundation for its sup-
port and to the members of the Program Committee—Gregory K.
Ingram, chairman, Frank de Leeuw, and Eugene Smolensky—for
their guidance. We wish to thank Ester Moskowitz, who prepared
the manuscript for press, and Felix Cooper, who drew the charts.
Finally, we thank Anna Tremblay and Madeleine Lane for their
help with preparations for the conference.

Executive Committee, 1976-1877

Clopper Almon, Chairman
Laurits R. Christensen

Stanley Lebergott

Milton Moss

Joel Popkin

dJ. A. Sawyer

Jack E. Triplett

Dorothy Walters e
Burton A. Weisbrod

Allan H. Young

Mildred E. Courtney, Secretary




Inu-q

Funds for the economic research conference

program of the National Bureau of Economic l

Research are supplied by the National Science ‘ P “"t;_k
Foundation. _ Res

Ch
The
Hou
Lo
Rich

Comments: W

Cha
Inte
Dec
Mah

|
Cha
Sim
and
Mul
Kat
Ow

ix




1

e

v

nce
mic
nce

M s M e
e A T g e

r

&

Contents

Introduction—Gregory K. Ingram

Part I .
Residential Location and Housing Choice

Chapter One

The Influence of Age of Dwellings on
Housing Expenditures and on the-
Location of Households by Income—
Richard F. Muth

Comments: William C. Wheaton

Chapter Two

Interdependence between Public-Sector
Decisions and the Urban Housing Market—
Mahlon R. Straszheim

Chapter Three

Simultaneous Estimation of the Supply
and Demand for Housing Location in a
Multizoned Metropolitan Area—
Katharine Bradbury, Robert Engle,
Owen Irvine, and Jerome Rothenberg

ix

23

27

51




x Contents

Comments: John M. Quigley

Part 11

Measuring Prices and Quantities in the
Housing Market

Chapter Four
An Analysis of Ghetto Housing Prices over Time—
Ann B. Schnare and Raymond J. Struyk

Comments: Peter Mieszkowski

Chapter Five

Census Data and Housing Analysis: Old Data .
Sources and New Applications—

William C. Apgar, Jr.

Comments: Eric A. Hanushek

Chapter Six

Habitability Laws and Low-Cost Rental
Housing—Werner Z. Hirsch and
Stephen Margolis

Comments: Robert Schafer

Part 111
Modeling the Housing Market and Selected
Housing Policies

Chapter Seven

Analyzing Housing Policies with the Urban
Institute Housing Model—Frank de Leeuw and
Raymond J. Struyk

Comments: Edwin S. Mills

87

93

95

135

139

173

181

215

229

231

269

Comments: Jei

Part
I nvi#

Chay.
Hou
Sus

Chay
Som
Zond

Comments: Eyf
Wig

Index




T S

"ime—

o —

-

87

93

95

135

139

173

181

215

229

231

269

Chapter Eight

The Production of Housing Services
from Existing Dwelling Units—
Gregory K. Ingram and Yitzhak Oron

Comments: Jerome Rothenberg; Marion Steele

Part IV
Invited Student Papers

Chapter Nine
Housing Discrimination and Job Search—
Susan C. Nelson

Chapter Ten
Some Economic Effects of Residential
Zoning in San Francisco—Marcy Elkind Avrin

Comments: Eugene Smolensky; Stephen P. Coelen and
William J. Carroli

Index

Contents xi

273

315

3217

329

349

377

389




%1
Lisﬁ
[
|
|
i
|
| | |
l ‘ 21 Vari,
, "Alte
31
32
41
6-1
6-2
, 6-3
' 6-4
] 6-5
. ; 6A-1
| ' 6A-2
; 7-1
§ 7-2
i 7-3
8-1
|
8-2
: 8-3
1




e e o S R | e ey s 14

2-1

3-1
3-2
4-1

6-1
6-2
6-3
6-4
6-5
6A-1
6A-2
7-1
7-2

&

List of Figures

Variation in Voter Preferences for Zoning

" Alternatives

Estimated Rent Differentials in Boston and
Pittsburgh

Solution for Consumer
Graphical Solution for Producer

Firm Behavior

Household Behavior

Housing Supply over a Ten-Year Span

The Structure of Housing Prices
New-Construction Costs, Housing Allowances,
and the Structure of Housing Prices

Interest Rates, Cash Flow, and Current-Period
Maintenance Decisions

Time Path of Rent for Quality during
Adjustment with No Borrowing (high rise unit;
good neighborhood; p = 0.07)

Time Path of Rent for Quality during
Adjustment Period with Borrowing (high

rise unit in good neighborhood; P = 0.07;

r. =10 percent)

Xiii

44
73
71

105
193
194
197
198
203
217
221
238
246

250

281

293

295




xiv Contents

8-4
BA-1
8A-2

9-1
9-2
9-3
10-1
10-2
10-3
10-4
10-5

Quality versus Rent for Quality from Sensitivity
Tests of Supply Parameters

Elasticity of Substitution Using Consumer

Price Index (CPI)

Elasticity of Substitution Using Utility and

Fuel Index

Price Trends

305
312

313
338
339
344
350
350
351
351
357

31

3-2
4-1

4-2




[ U

305
312

313
338
339
344
350
350
351
351
357

4-3
44
4-5

4-6

-4-7

&

List of Tables

Sign and Significance of Age-of-Dwell_ing
Coefficients, 1970 Regressions
Summary of Partial Coefficients of Income on

" Distance for Full Regressions

Coefficients of Variables in Regressions for
Expenditure-Income Ratios

Effects of Alternative Depreciation Rates on
Dwelling Characteristics '
Estimates of Household Demand Equations by
Two-Stage Least Squares
Conversion-Demolition Supply Equations
Wihry’s Analysis of Median Census Tract
Rents and Values in Eighteen Central Cities

in 1960 :
Gillingham’s Analysis of BLS Survey Data on

. Dwellings in Multiunit Structures in Five

SMSA’s 1960-1961 -

Selected Characteristics of Boston and
Pittsburgh, 1950-1970

Housing and Demographic Trends in Boston, by
Tract Type, 1950-1970

Net Changes in the Stock of Housing in Boston,
1950-1970 and 1960-1970

Net Population Movements in Boston, 1950-1970
Housing and Demographic Trends in Pittsburgh,
by Tract Type, 1950-1970

Xv

XV

10
11
17
20
62
80

96

97
108
i1

113
114

120




xvi Contents

4-8 Comparison of 1960 Characteristics of : 8-5
Nontransitional Tracts in Pittsburgh with Tracts
in Transition during 1960-1970 . 122 8-6

4A-1 Stage I Boston Regressions, 1960 and 1970 124

4A-2 Stage I Pittsburgh Regressions, 1960 and 1970 127 8-7

4A-3 Stage II Boston Regressions, 1960 and 1970 129 .

4A4 Stage II Pittsburgh Regressions, 1960 and 1970 . 130 88

51 Rent Regressions for Total SMSA Sample, 8-9
Pittsburgh, 1970 152 . 10-1

5-2 Means and Standard Deviations of Structural } Disd
and Neighborhood Variables for Renter-occupied : 10-2 Pric
Dwelling Units, by Race and Location, 10-3 Cro
Pittsburgh, 1970 155 10-4 Croj

5-3 Coefficients of Individual Variables in Rent 10A-1 Ch
Regression for City and Suburban Samples, : 10A-2  Pricd
Pittsburgh, 1970 156 10A-3  Pric{

54 Coefficients of Individual Variables in Rent
Regression for White-occupied Dwelling a

; . Units, by Location, Pittsburgh, 1970 157 \

5-5 Coefficients of Individual Variables in Rent :

Regression for Black-occupied Dwelling .
: Units, by Location, Pittsburgh, 1970 A158

6-1 Habitability Laws by States, 1972 184

6-2 Description and Source of Variables 200

6-3 Rent Equation 205 ]

6-4 Supply and Demand Equations 207 :

6A-1 Ownership of Parcels and Dwelling Units by |
Owner Size and Neighborhood 219

7-1 Estimated Parametric Values for Six A ;
Metropolitan Areas : 245

1-2 Simulation Results for Changes in
Construction Costs and Population Growth 252

7-3 Simulation Results for a Housing Allowance :
and a Construction Subsidy ' 258

7-4 Cash Equivalence of Two Housing Policies 262

8-1 Operating and Maintenance Expenditures as ‘ : j
Ratios to Gross Rents and to Each Other, !
1942-1969 and 1971-1973 286

8-2 Supply Model Parameters 288

8-3 Quality Levels and Long-Run Average Cost of
Quality per Dwelling Unit per Year : 288

8-4 Demand Parameters and Elasticities of
Probabilities 300




170

L70

hpied

122
124
127
129
130

152

155

156

157

158
184
200
205
207
219
245
252
258
262
286
288
288

300

85

8-7

88
8-9
10-1

10-2
10-3
10-4
10A-1
10A-2
10A-3

List of Tables xvii

Summary of Results from the Equilibrium

Solution of the Basic Case 302
‘Sensitivity Tests: Results Aggregated over

All Households 304
Sensitivity Tests: Results by Neighborhood

and Structure Type 306
Housing Allowance Simulations : 307
Housing Allowance Runs and Quality Levels 308
Sums of Squared Residuals for Test of

Discontinuity in Price Indexes 359
Price Effect of Zoning, 1963 361
Cross-sectional Results 368
Cross-sectional Results by Zoning District 369
Characteristics of Sample Properties 370
Price Index of R1 and R2 Properties 371
Price Indexes of R3 and R4 Properties 373




|ntrq

Grego

business cycle
addition, econ -
volved in the {
real estate m

producers; an
ments. This
economics of

Although
taught us a
problems in

measurement,
address one
grouped rough

Xix




. w apemes v o

&

Introduction

Gregory K. Ingram

Before the 1960s most studies of housing by economists
emphasized the macroeconomic aspects of housing mar-
kets, such as the role of residential construction in the
business cycle and the aggregate value of residential real estate. In
addition, economists interested in financial markets became in-
volved in the analysis of housing markets through their studies of
real estate mortgage markets. Both approaches are evident in early
NBER publications.! Although work on the macroeconomic side
of housing markets has continued, in the early 1960s many econo-
mists began to study microeconomic and spatial aspects of housing
markets in urban areas, including topics such as the household’s
choice of residential location and type of dwelling unit; the struc-
ture of housing prices within urban areas; the behavior of housing
producers; and the provision of public services by local govern-
ments. This volume focuses upon this relatively new area of the
economics of residential location and urban housing markets.
Although analyses carried out over the last fifteen years have
taught us a great deal about how urban housing markets work, the
problems in this field abound. At the risk of oversimplification, I
have categorized the major problems in the economics of resi-
dential location and urban housing markets into those of theory,
measurement, and policy analysis. The studies in this volume each
address one or more of these categories, and they have been
grouped roughly according to their major emphasis.

Xix




xx Residential Location and Urban Housing Markets

PROBLEMS OF THEORY

The theoretical underpinnings of residential location within urban
areas were developed in the early 1960s with the work of Alonso,
Wingo, and others.? These theories of residential location are
essentially adaptations of a model proposed by von Thunen to
explain the pattern of agricultural land uses surrounding a market
town. The simplest residential location theories assume that eco-
nomic activity in an urban area occurs at a single center and that
travel costs are similar in all directions; the theories produce
equilibrium household locations and distributions of lot size that are
radially symmetric about the single center.

It has become apparent, however, that many of the simplifying
assumptions of these theories do not agree with reality, and we have
had mixed success in modifying these underlying theories to incorpo-
rate more realistic assumptions. First, it is obvious that the mono-
centric assumption does not apply to modern metropolitan areas
. where workplaces and other centers of activity are not concentrated
in the central business district or even in the central city. In Boston,
for example, roughly a third of the metropolitan area’s total 1970
employment was in the city of Boston, and less than a fifth in the
central business district. Multiple centers or continuous distributions
of employment and other activities more closely approximate reality
than does the monocentric representation.

A second problem with the simple residential-location theories is
that they ignore the existence of long-lived capital stocks. House-
holds participating in the housing market are concerned with charac-
teristics of residential structures beyond simply location and lot size;
they value such qualities as structure type, number of bedrooms and
bathrooms, unit layout and size, and the unit’s state of repair.
Furthermore, residential structures are durable, heterogeneous, and
often difficult to modify; so structure characteristics may change
slowly. If structure durability has a significant impact on market
outcomes or prolongs the time of adjustment to equilibrium, resi-
dential-location theories must incorporate stock adjustment on the
supply side of the housing market.

A third problem for residential location theories might be termed
locational interdependence; that is, a household’s location decision
may depend directly or indirectly upon the location choices of other
classes of households. Examples of interdependencies include racial
discrimination, the public goods or externalities that may be pro-
duced by the agglomeration of household-location choices, and
possibly the service levels (such as education or safety) produced by
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Introduction xxi

local governments. Interdependencies in location can easily produce
multiple solutions to location problems or make static equilibrium
solutions unattainable. Relatively few theories of residential location
have incorporated interdependencies or even an endogenous local
public sector.

‘In addition to multiple activity centers, durable stocks, and
locational interdependencies, other complications might be intro-
duced into theories of residential location and housing markets.
Examples of potentially important considerations include tenure
choice, the role of housing as an investment as opposed to a
consumption good, zoning requirements, and income tax regulations.

PROBLEMS OF MEASUREMENT

Although lack of suitable data for housing market studies continues
to handicap some empirical work, many specialized data sources are
available for housing market research. Moreover, the content and
form of decennial census data has steadily improved, and housing
analysts have become more adept in its use. When suitable data are
available, two major choices must be made in order to measure
housing: measures can be made of either stocks of housing capital or
flows of housing services; and the stocks or flows can be assumed to
be either homogeneous or heterogeneous.

For example, stocks can be measured as homogeneous housing
capital, and the procedure used to report housing starts measures
housing stocks simply in terms of numbers of dwelling units. This is a
crude measurement technique because new dwelling units embody
different amounts of housing capital. In this case, data are also
available on the value of new residential construction, but these
suffer many of the classic problems of aggregation. Many housing
market analysts attempt to measure flows of homogeneous housing
services in terms of a quantity index of housing services, but
developing an overall quantity index has proven difficult because of
the same aggregation problems.

More recently, much attention has been devoted to measures that
assume that the stocks or flows are heterogeneous, i.e., a dwelling
unit is defined as a bundle of attributes obtained in a single purchase.
Numerous studies based on this approach have used hedonic indexes
to value housing attributes. Even with this approach, however, the
housing attributes dealing with quality have not been well measured.
Indeed, our lack of success in quantifying attributes such as dwelling
unit quality, neighborhood quality, and the quality of local public
services is probably the major problem facing empirical work on
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urban housing markets at this time. Finally, the hedonic index
approach often incorporates so many attributes (twenty to thirty are
typical) that subsequent analysis such as the estimation of demand
equations can be unwieldy.

PROBLEMS OF POLICY ANALYSIS

In many respects, the quality of policy analysis in economics is
directly related to the appropriateness of the theory at hand and the
accuracy of the available data and parameter estimates. It is apparent
from the preceding paragraphs, therefore, that our ability to analyze
policies in urban housing markets is limited. As our observations of
housing market activity lead us to extend theories and to develop
more disaggregated techniques of measurement, we are confronted
by an awkward choice between two alternatives for policy analysis.
The first approach, termed the ‘“‘grand simplification,” employs
representations of residential location and housing markets based on
the monocentric model of long-run equilibrium. These representa-
tions are relatively transparent, understandable, and easy to check
for errors; yet they almost certainly exclude many aspects of housing
markets that may have important consequences for policy evalua-
tion. The second approach, termed the ‘‘grand incorporation,”
employs representations of housing markets with more realistic
assumptions and produces complex, numerically solved, computer-
based models that are not easily intelligible. These representations,
ironically because they include more complexities, are often difficult
to believe when used for policy analysis because they are so difficult
to understand and to check for errors.

SUMMARY OF STUDIES

The studies presented in this volume focus on many of the difficul-
ties just outlined. They have been grouped into four parts, with the
first three parts corresponding roughly to the problem areas of
theory (Chapters 1-3), measurement (Chapters 4-6), and policy
analysis (Chapters 7-8).

In Part I, which concerns the theoretical aspects of residential
location and housing choice, Richard Muth discusses empirical work
motivated by his vintage model of housing services, which incorpo-
rates aspects of housing stock durability. Using census data to relate
age of dwelling units, distance from the central business district, and
income of resident households, the author finds that household
income increases with distance from the CBD, and that age of
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dwelling units does not appear to be an important determinant of
household location by income level. He reports comparable results
for 1950, 1960, and 1970 census data, although the strength of the
association between household income and distance from the CBD
has tended to increase over this. period. These results lead Muth to
suggest that dwelling unit age may not be a good indicator of
dwelling unit quality, and that filtering models based on dwelling
unit age may be invalid.

In Chapter 2 Mahlon Straszheim outlines what might be described
as a model of decision making in the local public sector. Noting that
households jointly purchase a location, a level of local public
services, and a housing unit, he believes it may be possible to predict
household preferences for public services within a local jurisdiction,
given data on the jurisdiction’s housing stock and household prefer-
ences for dwelling units. Straszheim lays the theoretical groundwork
for this approach using the change-of-variable technique. His goal is
to integrate decisions about the supply of local public services into a
model of the housing market. ‘

Chapter 3 by Katherine Bradbury and others, reports preliminary
empirical estimates of a household-location model based on Boston
data. One of the major components of a spatially disaggregated
regional growth model being developed at MIT, this model allows for
the durability of housing stocks and includes structure conversion or
rehabilitation as well as new construction in its supply-side activities.
Furthermore, the model treats housing as a bundle of attributes that
are valued differently by different classes of households. This is
perhaps the first simultaneous equation model of a housing market
that has incorporated durability and heterogeneity as characteristics
of housing stocks.

Ann Schnare and Raymond J. Struyk (Chapter 4), investigate the
extent to which and the reasons why blacks pay more than whites
for housing in urban areas. The authors first measure price differen-
tials paid by blacks at two different times, 1960 and 1970, and in
two different cities, Boston and Pittsburgh. They then analyze data
on changes in the population of blacks and whites in these two cities,
contending that the decrease in price differentials blacks experienced
from 1960 to 1970 is due primarily to the rapid loosening of the
urban housing market and the increased availability of units.

~ Chapter 5, by William. Apgar, describes a technique for using
Census Bureau data more efficiently to estimate linear regression
equations. He demonstrates that the two-way cross tabulations of
data found in the fourth and later counts of the 1970 Census can be
used to estimate ordinary least squares regression coefficients. Al-
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though this technique can be used in any application involving
Census data, Apgar illustrates it with several housing market ex-
amples. He also suggests a number of revisions in Census Bureau
practices that would make Census data more useful without compro-
mising the confidentiality of individual questionnaire responses.

Chapter 6, by Werner Hirsch and Stephen Margolis, describes an
attempt to estimate the impact that a variety of habitability laws
may have on the cost of housing occupied by low-income house-
holds. After describing a theoretical model, the authors report
parameter estimates based on an interstate sample of households
compiled by the University of Michigan Income Dynamics Panel
Study. They find that rent receivership, the most severe form of
habitability law, may increase rents paid by low-income households
by as much as 16 percent.

The third section, involving policy analysis, includes two studies
that use models to simulate the response of the housing market to
particular policy interventions. Chapter 7, by Frank de Leeuw and
Raymond J. Struyk, briefly describes the Urban Institute housing
model and its use in examining several housing policies. Although the
Urban Institute model is dimensionally small—it typically includes
five or six zones and thirty to forty households--it incorporates
several important housing market characteristics such as the durabil-
ity of existing units and neighborhood effects. Using two representa-
tive sets of parameters for the model, the authors examine the
impacts of housing allowances and new-construction subsidies on the
structure of prices in urban housing markets. They find that housing
allowances may increase the housing prices paid by recipient house-
holds, and that construction subsidies produce benefits for house-
holds living in existing units as well as for those who buy new
housing.

In Chapter 8, Gregory K. Ingram and Yitzhak Oron present a
housing market model that focuses on the production of dwelling
quality by owners of existing units. In this model, a housing supplier
produces quality by combining a dwelling unit’s capital with operat-
ing inputs, and he alters the unit’s stock of capital by incremental
investment or disinvestment. After calibrating production functions
for the model, the authors explore two issues: First, using just the
supply model, they determine the likely magnitude and duration of
rent increases for housing units if the demand for dwelling quality is
increased by a housing allowance or similar program. They find that
a typical housing allowance program is likely to increase rents in the
short run by less than 10 percent and that this increase is likely to
dissipate in less than six years. Second, when the supply model is
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" combined with a demand model, the market-clearing simulations

suggest housing allowances will increase the average level of housing
quality, but that some households may substitute other housing
attributes for quality.

During the past few meetings of the Conference on Income and
Wealth, it has been customary to have a session composed of student
papers selected by a review committee. The first selection included
here (Chapter 9) is a study by Susan Nelson of Princeton which sets
forth a theoretical model that relates reduced labor market opportu-
nities for blacks to their spatial segregation in the housing market.
The author uses a search model over space in the labor market to
determine how housing market segregation could produce higher
unemployment rates or lower wage rates for blacks. Nelson’s study is
virtually the first theoretical analysis of this topic, which is the
subject of controversy in the empirical literature.

The other paper (Chapter 10), by Marcy Avrin of Stanford, is an
empirical study of the effect that zoning and zoning changes have
had on residential property values in San Francisco since the city’s
zoning regulations were changed in 1960. By compiling data on
property sales Avrin is able to investigate the effect of zoning
regulations over time (before and after the change) as well as at one
point in time (across zoning districts). The author’s empirical
findings support the conclusion that zoning restrictions increase the
value of all residential property but that increases vary by allowed
density levels.

The studies presented in this volume cover many topics and
convey a sense of the range of issues in the economics of residential
location and urban housing markets. At the same time, the studies do
not cover all topics in this field, nor do they integrate neatly as a
progress report or survey. Taken together, however, they reflect the
approaches and subjects that housing market analysts are focusing on
now, and they are a good sampling of current work in the field.

NOTES TO INTRODUCTION

1. For example, see David L. Wickens, Residential Real Estate (1941) and the
six volumes in the NBER series, Studies in Urban Mortgage Financing, published
in the early 1950s.

2. For example, see William Alonso, Location and Land Use (Cambridge,
Mass.: Harvard University Press, 1964); Lowden Wingo, Jr., Transportation and
Urban Land (Washington, D.C.: Resources for the Future, 1961); John F. Kain,
“The Journey-to-Work as a Determinant of Residential Location,” Papers and
Proceedings of the Regional Science Association, IX (1962); Edwin S. Mills, “An
Aggregative Model of Resource Allocation in a Metropolitan Area,” American
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Economic Review (May 1967); and Richard Muth, Cities and Housmg (Chicago:
University of Chicago Press, 1969).




