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Abstract

The goals of federal housing policy are to provide every American family with a decent
home in a suitable neighborhood. While substantial progress has been made toward satisfying
the goal of a decent home, survey evidence indicates that many Americans, especially those
living in central cities, are highly dissatisfied with their neighborhoods. While policymakers
are fully aware that too many people have a low opinion of the overall quality of their
neighborhood, there is little reliable evidence available on what neighborhood attributes
matter most to people and how neighborhood preferences vary among different types of
households. As a result, policymakers have little idea how best to allocate scarce public
resources to achieve the greatest possible improvement in neighborhood quality.

This paper implements a new methodology with new data in order to reveal the
neighborhood preferences of households categorized by race, income level, location, and type
of housing occupied. The methodology involves interpreting the ranking that households
assign to the overall quality of their neighborhoods on a ten-point scale as an ordinal utility
index. This index enables us to observe directly the relationship between neighborhood
variables and individuals’ utility. To handle the ordinal nature of the dependent variable,
N-chotomous multivariate probit is used as the estimating technique.

The results suggest that while many neighborhood variables affect the utility of all
households similarly, there are differences in preferences among groups, especially between

black and white households.
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I. Introduction

The Housing Act of 1949 contains a famous statement of intent: "The Congress hereby
declares that the general welfare and security of the Nation and the health and living
standards of its people require... The realization as soon as feasible of the goal of a decent
home and suitable living environment for every American family." Both policymakers and
housing analysts have focused their attention on achieving the goal of a decent home (i.e.,
structure) for every American family. Much less interest has been shown in the goal of
providing a suitable living environment (i.e., neighborhood). The historical emphasis on the
structural dimension of the housing bundle can be justified by the high incidence of
overcrowding and substandard housing prevailing after World War II. However, it may now
be time to shift the emphasis to more neighborhood-oriented policies, since (1) the historical
problems of overcrowding and substandard housing are no longer of critical proportions, and
(2) survey evidence indicates that households are now more dissatisfied with their
neighborhoods than they are with their homes.!

The dissatisfaction with neighborhood is documented in Table 1 with data collected by
the 1985 American Housing Survey (AHS). Each occupant was asked to rank the overall
quality of his neighborhood (and structure) on a ten-point scale, with "1" indicating worst and
"10" indicating best. In addition, occupants were asked to indicate whether a particular
neighborhood condition is so bothersome that they would like to move. We have categorized
these opinions from the national survey of the AHS by race, income level, type of housing
occupied, and location in Table 1. The greatest dissatisfaction with neighborhood is among
groups living in multifamily housing within central cities. Regardless of race or income level,

high percentages of these households (from 22 percent to 36 percent) are so bothered by their



neighborhood that they want to move. However, even among the group with the highest level
of neighborhood satisfaction (namely, high income whites living in single-family suburban
housing), over 10 percent wish to move because of their neighborhood. A comparison of
columns 1 and 2 of Table 1 reveals that all but one of the 16 groups rank the quality of their
structure on the ten point scale higher than that of their neighborhood. Similarly, columns 3
and 4 indicate that a higher percentage of each of these groups rank their neighborhood as
poor in comparison to those who rank their structure as poor, where a poor neighborhood or
house is defined as one that received a 1, 2, or 3 quality ranking. This is particularly true
within central cities. Regardless of race, income level, or type of housing occupied, the
number of central city residents who ranked their neighborhood as poor is roughly twice as
large as the number who said they lived in a poor quality dwelling unit.

The evidence presented in Table 1 indicates that there exists a considerable gap between
actual neighborhood conditions and the goal of a suitable living environment for every
American family. In order to reduce this gap, policymakers need to know the relative
importance of individual neighborhood attributes to different groups of households. Most of
the research addressing this issue has been based on the estimation of hedonic price models.
In these models, sale price or contract rent is regressed on variables describing the structure
and the neighborhood environment. The assumption underlying the hedonic approach is that
neighborhood attributes that are important to consumers should have an affect on housing
value. The signs of the neighborhood coefficients have often been either statistically
insignificant or wrong, which would suggest that neighborhood attributes are not important to
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the average consumer.” An explanation for these surprising results is that the hedonic



approach assumes that preferences are identical. Hence, if a house is abandoned within the
neighborhood, this is supposed to cause equal reductions in the utility (and property values)
of all households affected by the abandonment. However, suppose that preferences are not
identical and some people do not mind living next door to abandoned housing. If these
households represent the marginal buyer, housing abandonment will be uncorrelated with
property values, even when most people find the abandonment bothersome. The hedonic
approach therefore cannot be relied upon to measure the relative importance of individual
neighborhood attributes to the average consumer.?

The purpose of this paper is to provide some new evidence on which neighborhood
attributes have the most important effect on households’ utility and how these effects differ
across groups, especially between blacks and whites. Regarding the latter comparison, Galster
(1979) has found that subcultural disparities between the races give rise to differences in
housing (i.e., structural) preferences. It is of interest to determine whether these disparities
also result in racial differences in neighborhood preferences. In lieu of the hedonic approach,
we employ a method which reveals the specific neighborhood attributes that households
evaluate in ranking the overall quality of their neighborhood on a ten-point scale. In prior
work, we have found a strong relationship between the quality score that the household
assigns to its neighborhood and the utility that the household obtains from its housing
bundle.* Based on this result, we interpret the neighborhood quality scale as an ordinal utility
index. There are two advantages to our approach. First, since we employ random samples of
households, the neighborhood preferences of the average household within each group are

revealed rather than those of the marginal buyer. Second, by focusing on the perceived level



of neighborhood conditions, direct implications can be drawn regarding policies to reduce the

substantial neighborhood dissatisfaction among American families reported in Table 1.°

II. The Model

Assuming that utility functions are strongly separable, the j** household’s utility from its

neighborhood (U jN) can be expressed as a function of individual neighborhood attributes
(Xi,i=1,...,k):

U" = wXpXy 3 G) (=1, )
where G represents a group identification variable. We hypothesize homogenous preference
functions for households within a particular group, but permit these functions to differ among
groups. The utility function for households within the same group then can be defined over
the set of neighborhood attributes and, assuming it is linear in its parameters, can be

expressed as:

U = uO(x) = i BX, + ¢, 2)
i1
with the stochastic term € ; accounting for the influence of unobserved attributes of the
neighborhood and random deviations in preferences from the average of the subgroup. We
assume that the €; are N(0, o%).

In principle, the ordinary least squares regression model could be employed to estimate
the relationship between utility and observed neighborhood attributes. However, this model
assumes an interval level dependent variable, which would require a cardinal measure of
utility. As is well known, such a measure is not available. However, our data do provide an

ordinal version of U jN, for which the OLS model is not satisfied. Households were asked to



rank the overall quality of their neighborhood on a ten-point scale, with a "1" indicating worst
and a "10" best. We assume that greater utility levels from the neighborhood are concomitant
with higher rankings. The neighborhood quality ranking therefore provides a utility measure
of ordinal strength, namely /.

An estimating equation using / ; in lieu of U jN as the dependent variable can be derived
by first noting that in the general case, if there are Z distinct neighborhood rankings
(Rm,m::l,...,Z), there must be Z + I hypothetical category boundaries ( m,m=0,...,Z) such
that the /# household ranks its neighborhood as a "1" (R) if py, < U jN < My, a"2" (Ry if
n<U jN < M, etc. In other words, we observe the m™ ranking if the true (but
nonobservable) value of cardinal utility falls within that category’s boundaries (M1 K )
Since it has been assumed that U jN is normally distributed, the probability of observing the
m'™ rank by the j* household can be expressed as

PRe) = F(U" = wua)/o] - F(U - 1) 0], ®
where F is the cumulative standard normal density function. Following the convention of
setting g = -0, b, = +oq, W, = 0 and o’ = 1 and substituted from (2), (3) can be rewritten
as

PRyj) = F [EBXy - bp] - F[LBX, - 1] @

Equation (4) estimates the conditional probability of observing a particular neighborhood
ranking (which indicates some range of cardinal utility from the neighborhood) given the
value of the neighborhood’s attributes. McKelvey and Zavoina (1975) have provided a model
(namely, N-chotomous multivariate probit) that simultaneously provides estimates of the B

b d

and {i vectors of (4) that are minimum variance and consistent. Furthermore, since the



parameter estimates are obtained by maximum likelihood techniques, they are known to be

asymptotically normally distributed, allowing for standard statistical tests.

III. Data, Samples, and Variables

The data for this study come from the individual household records of the 1985
American Housing Survey (AHS), which has recently been made available by the U.S.
Census Bureau. Both the full national sample and the neighborhood cluster sample are
employed in our analysis of neighborhood preferences. The neighborhood sample is a special
sample added to the AHS in 1985 that covers the ten nearest neighbors around each of 680
randomly selected AHS homes. After restricting the samples to whites and blacks located
inside metropolitan areas and dropping observations with missing values, the national and
neighborhood samples included 36,166 and 5,672 households, respectively. Both the national
and neighborhood samples are used because each offers something that the other lacks. The
large size of the national sample enables us to separately analyze the neighborhood
preferences of 16 different groups of households. The advantage of the neighborhood sample
is that a number of additional variables measured at the cluster level can be included in the
analysis.

The AHS data permit the construction of an extensive set of neighborhood variables that,
as a group, describe most of the neighborhood attributes that are thought to affect household
utility. These variables are defined in Table 2. The variables can be categorized into three
groups based upon their origin. One group of variables comes from the assessments of
individual occupants regarding whether a particular problem exists within their neighborhood.

These variables are 0-1 dummies and indicate the presence within the neighborhood of crime,
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noise, junk or litter, rundown housing, poor roads, odors, inadequate public transportation,
inadequate shopping facilities, and inadequate public schools. The second group of variables
is based on the enumerator’s observations of the immediate area surrounding the sample unit.
The area is defined as 300 feet in any direction from the front of the building. These
variables are also 0-1 dummies and indicate the presence of abandoned housing, multifamily
housing, single-family housing, nonresident land use, parking lots, open space, and whether
surrounding buildings tend to be older or newer than the sample unit. The area dimension of
these variables is an improvement over those employed in previous work. Typically,
neighborhood variables are measured at the census tract level. However, casual observation
and what little evidence exists on the importance of neighborhood effects suggest that they
are extremely localized geographically. For example, based upon the results of Tideman
(1969), Mills and Hamilton (1989) have suggested that even if houses next door to an
offensive activity are strongly affected by the externality, households down the block may be
almost indifferent. The final set of variables is computed for the neighborhood cluster and
includes median household income, a measure of neighborhood stability (i.., the percentage
of households in the cluster that have been there for at least 5 years), and dummy variables
which indicate whether the cluster has mostly black (75 percent or more) or mostly white
households.

The 16 groups of households for which separate N-chotomous probit models are
estimated using the national sample are those listed in Table 1. These particular groups were
chosen in an attempt to combine households with similar neighborhood preferences and to

enable us to focus on those households with the lowest opinion of their neighborhood;



namely, central city residents living in multifamily housing. Also estimated were equations
for all whites and all blacks.

All of the occupant evaluation variables and enumerator observation variables are
included in the models, except for the POOR SCHOOL variable, which is based on a question
asked only of those households with children. To investigate the importance of school quality
to the neighborhood quality rankings of households with children, a separate analysis was
conducted. This analysis involved estimating probit models for eight distinct groups defined
by race, educational level (high school or less versus more than high school), and location
(central city versus suburbia).

The neighborhood cluster sample was used to estimate probit models for all whites, all
blacks, two divisions of the black sample, and four divisions of the white sample. The black
groups are (1) those who reside in central city multifamily housing and (2) all other blacks
(ie., those who reside in single-family central city housing and those who reside in all types
of suburban housing). The white groups are (1) high income households living in central city
multifamily housing, (2) all other high income households, (3) low income households living
in central city multifamily housing, and (4) all other low income households. The selection
of these groups was based on the results obtained for groups defined for the national sample,
on sample size considerations, and on our desire to separately analyze those households with

the lowest opinion of their neighborhood.

IV. National Sample Results

The estimated N-chotomous probit coefficients and their associated standard errors are

found in Tables 3 and 4 for white and black households, respectively. These coefficients



indicate the increment in probability of being in a higher response category brought about by
a unit change in the independent variable. Also reported below each coefficient in brackets is
the standardized coefficient suggested by McKelvey and Zavoina (1975), which is analogous
to the beta coefficient in regression analysis. For a particular coefficient B of the probit
cquation, the standardized coefficient B;" is computed as B; = B,(0/ G ), where ©; and o
are the standard deviations of the i* independent variable and the dependent variable (on its
underlying cardinal scale), respectively. The interpretation of B [ is that it represents the
number of standard deviations of change in the (hypothetical) dependent variable (i.e.,
cardinal utility) brought about by a change of one standard deviation in the independent
variable. The standardized coefficient can be used to compare the strength of different
variables in the same equation, since when all independent variables are orthogonal, (B ;! )2
equals the proportion of the variance explained by variable i.

For all 18 equations (all whites, all blacks, and the 16 groups), estimated coefficients
are collectively found to be significantly different from zero at the 1 percent level as
measured by the likelihood ratio test. Regarding the statistical significance of individual
variables and focusing first on the equations estimated for all whites and all blacks, the
following variables are significant (with the expected sign) in both equations by a one-tailed
test at the conventional 5 percent level: CRIME, NOISE, JUNK, RUNDOWN, ABANDON,
LOWRISE, HIGHRISE, DETACHED, and POOR SHOPPING. There are a number of
variables that are significantly different from zero in the white but not the black equation:
POOR ROAD, NONRESIDENTIAL, PARKING LOT, OPEN SPACE, ODORS, and NEW

BLDGS. The racial difference in the statistical significance of these variables may reflect the



larger sample size of white households. Leamer (1978) has suggested that the significance
level be adjusted downward as the sample size grows to improve the interpretation of the data
against a null hypothesis. However, when we employ a 1 percent in lieu of the 5 percent
significance level for the white equation, all of the variables listed above remain significant.
However, the observed differences in neighborhood preferences between blacks and white
may not be due to race per se but rather to racial differences in location, income, or type of
housing occupied. It is therefore important to investigate black-white differences in the
significance levels of variables across the 16 groups that control for these other influences.
These comparisons reveal that there are two variables (namely, POOR ROAD and ODORS)
that are generally significant in the white equations but almost always insignificant in the
black equations. Two other variables -- NONRESIDENTIAL and OPEN SPACE -- are never
significant (with the correct sign) in the black equations and are also insignificant in the low
income white equations, with the exception of NONRESIDENTIAL in the equation estimated
for low-income households living in single-family suburban housing. In contrast, these
variables are always significant in the high income white equations. The insignificance of
NONRESIDENTIAL for blacks and low income whites may be due to the fact that these
households perceive no negative externalities from these activities. Alternatively, the nearby
location of these activities may provide work and consumption opportunities to these
households that are valued sufficiently to offset any noise, traffic congestion, or other
negative externality effect. The variables DETACHED and LOWRISE also performed
differently in the white and black equations. These variables are consistently insignificant in

the black equations but are generally significant with a negative sign in the equations
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estimated for whites living in single-family housing. These results suggest that the latter
group prefers neighborhoods with lower population densities.®

The significance of the variable ABANDON is similar in the black and white equations,
but varies between households living within central cities and suburban areas, with the
variable generally significant for only the former group. It is unlikely that this difference
reflects less of an aversion to abandoned housing by suburban households. A more plausible
explanation is that the incidence (2 percent) and variance (.02) of abandoned housing is too
low within suburban areas for it to register a significant effect.

Despite the differences noted above, nine of the variables performed similarly, in terms
of statistical significance, across all 16 equations. With few exceptions, CRIME, JUNK,
RUNDOWN, and NOISE are significant for all groups, while PARKING LOT, POOR
PUBTRANS, HIGHRISE, OLD BLDGS, and NEW BLDGS are consistently insignificant.

Before discussing the standardized coefficients reported in the tables, we briefly review
the results (not reported) obtained from our separate analysis of the importance of the POOR
SCHOOL variable to the neighborhood quality rankings of households with children. In the
equations estimated for more educated white and black households, POOR SCHOOL is
negative and significant. It is also significant in the equation estimated for less educated
whites living in the suburbs. However, for less educated blacks living in central cities and
suburban areas and for less educated whites living in central cities, POOR SCHOOL is not a

significant determinant of their neighborhood quality. This result lends support to one of the

reasons frequently mentioned for the inferior quality of central city schools; namely, that the
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parents whose children attend these schools are apathetic regarding the performance of local
public schools.

A comparison of the standardized coefficients reported in Tables 3 and 4 within and
across the 16 groups indicates that four variables account for the lion’s share of the explained
variance in neighborhood quality rankings for almost every group: CRIME, RUNDOWN,
NOISE, and JUNK. For both blacks and whites living within central cities, CRIME was the
most important variable (or shared this distinction with another variable). The standardized
coefficients on CRIME are especially large for central city households living within
multifamily housing. CRIME is also the top variable for low income whites in the suburbs.
However, for high income, white, suburban households, the importance of CRIME is
dominated by the variables RUNDOWN, NOISE, and JUNK. These variables also tend to be
more important than CRIME in the equations estimated for both low and high income
suburban blacks.

To summarize the results obtained with the national sample, there are two important
findings. The finding of greatest interest is that regardless of income level, race, location, or
type of housing occupied, neighborhood quality ratings are strongly influenced by the
presence of crime, rundown housing, junk or litter, and street noise. This finding suggests
that neighborhood attributes do matter to consumers and sharply contrasts with those
generally reported in the hedonic price literature. While the above variables are found to be
consistently important, other variables are found to have little, if any, effect on the
neighborhood quality ratings of any group. For over half the total number of variables, the

effects are similar across all of the groups. This similarity in the performance of the variables
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across household groups suggests that there is considerable homogenity in neighborhood
preferences. Our second finding, however, is that the importance of a number of attributes is
found to differ between blacks and whites, high and low income whites, whites living in
single-family and multi-family housing, and more educated and less educated households.
Neighborhood preferences are best characterized as similar but not uniform among the

different groups of households analyzed.

V. Neighborhood Cluster Sample Results

The N-chotomous probit coefficients obtained from the eight equations (all whites, all
blacks, and the six groups) estimated with the neighborhood sample are reported in Table 5.
The independent variables of these equations are the same as those in the equations using the
national sample (i.e., the occupant evaluation and enumerator observation variables), plus four
new variables computed for the neighborhood cluster: MOSTLY BLACK, MOSTLY
WHITE, MEDINC, and NEIGH STABILITY.

The results obtained with the occupant evaluation and enumerator observation variables
are similar to those reported above for the national sample. For example, for those equations
that are directly comparable, namely the all white and all black equations, the neighborhood
and national samples yielded almost identical results. In addition, the standardized coefficient
estimates indicate that the variables CRIME, NOISE, JUNK, and RUNDOWN are once again
strong predicators of neighborhood quality in all of the equations estimated with the
neighborhood sample. It does not appear to be the case, therefore, that the conclusions drawn

from the national sample are tainted by the omission of the neighborhood cluster variables.
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The results obtained with the new variables entering the neighborhood equations are of
considerable interest. The racial composition of the neighborhood cluster is found to matter
to whites but not to blacks. Whites who have mostly white neighbors rank the quality of
their neighborhoods higher than whites who live in more integrated areas. The one exception
to this finding is the insignificance of the racial composition variables in the equation
estimated for low-income whites living in central city multifamily housing. The
insignificance of the racial composition variables in the black equations is contrary to
evidence from attitudinal surveys, which indicates that blacks prefer integrated neighborhoods
(Kain, 1985). However, the results from these surveys are difficult to interpret because of the
absence of controls on nonracial aspects of neighborhoods which might be influencing the
respondent’s choices. Our results suggest that blacks say they prefer integrated
neighborhoods not because they value white neighbors per se but because the nonracial
attributes of these neighborhoods are generally superior to those found in predominately black
neighborhoods.

MEDINC has a positive and statistically significant effect with relatively large
standardized coefficients in the two equations estimated for high income whites, but it is
insignificant in the low income white equations. This finding is intuitively appealing, since it
suggests that higher income whites have a stronger aversion to having lower income
neighbors than do low income whites. For blacks, MEDINC is positive and significant in the
all blacks equation and in the equation estimated for central city households living in

multifamily housing, but it is insignificant in the "other blacks" equation.
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The variable that differs most dramatically between the races is NEIGH STABILITY.
This variable is significant in all of the equations estimated for whites and has the largest
standardized coefficient of any variable in 4 of the 5 estimated equations. In contrast,
NEIGH STABILITY is insignificant in all of the black equations. The stability of a
neighborhood may proxy a number of different neighborhood attributes. However, the
strength of NEIGH STABILITY in all of the white equations, despite the inclusion of an
extensive set of controls, suggests that there is a distinct and important difference in the way
in which blacks and whites perceive the process of neighborhood change. While the purpose
of this paper is to reveal and not necessarily explain neighborhood preferences, the magnitude
of the observed racial difference in the preference for neighborhood stability merits some
speculation regarding its origin. We therefore suggest that this difference may be a natural
outgrowth of the traditional supply side housing policy of the Federal government, which has
emphasized as one primary mechanism for disseminating benefits to the poor, the process of
"filtering." This process contributed to dramatic neighborhood instability, a rapid rate of
housing decay and abandonment, and the decline of many of our nations central cities. In
virtually all instances, the manifestation of this process involved whites fleeing from racially
changing neighborhoods. Inner city black households may have benefitted from this process,
albeit in the short run. However, it is not clear that in the long run, the benefits received by
these families exceeded costs. On the other hand, in most cases, affected whites experienced
significant losses. The observed indifference of blacks and the substantial aversion of whites
to neighborhood instability could be largely a psychological residual of misguided Federal

housing policy.
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VI. Accounting For Differences in Mean Neighborhood Quality Rankings Between
Groups

The final question which we address is why mean neighborhood quality rankings differ
between groups of households. For example, on average, blacks rank the quality of their
neighborhood lower than do whites. There are two possible reasons for this: (1) the mean
values of neighborhood attributes that affect neighborhood quality may differ between black
and white households, and (2) there may exist racial differences in neighborhood preferences.
If our equations had been estimated by ordinary least squares regression, the difference in
mean neighborhood rank between any two groups could be easily decomposed into the
portion attributable to differences in the mean values of the independent variables and the
portion attributable to differences in estimated coefficients (Blinder, 1973; Oaxaca, 1973).
Simple decompositions are unfortunately precluded by the nonlinearity of our estimated
equations. As an alternative approach, we conducted the following experiment using the
results obtained from the neighborhood sample equations: First, using the black estimated
coefficients and the black means on all other independent variables, we replaced the black
mean with the white mean on one independent variable (e.g., X ; = CRIME) and computed a

hypothetical expected score,

t
B’x! + ¥ B’x?, )
=2
where superscripts B and W represents blacks and whites, respectively. Second, the
hypothetical expected score and the estimated values of the fi vector were inserted into
equation (4) to predict the probability of observing each of the ten possible neighborhood

quality rankings. Third, these probabilities were used to compute the hypothetical mean
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neighborhood ranking of blacks if they lived in neighborhoods with the same level of CRIME
as whites. Finally, the change in blacks’ mean neighborhood ranking resulting from the
substitution of 5('1W for )-K'-IB was computed and expressed as a percentage of the actual racial
difference in mean neighborhood rank (.79).” This experiment was done for each of the mean
values and estimated coefficients of the independent variables that are statistically significant
in at least one of the two equations. In addition to analyzing the racial difference in
neighborhood rankings, we analyzed the difference in mean neighborhood quality rank (1.55)
between the groups least and most satisfied with their neighborhood (namely, central city
blacks living in multifamily housing and high income whites not living in central city
multifamily housing).

Among the variables that are significant in the probit equation estimated for all blacks,
the substitution of the white for the black mean value of MEDINC causes the largest
reduction (29 percent) in the black/white difference in mean neighborhood rank (see Table 6).
Other substitutions that have an important effect on reducing this difference are for the
variables JUNK (17 percent), ABANDON (14 percent), and CRIME (12 percent). The
substitution of the white for the black coefficients results in a substantial reduction in the
black/white difference for the variables MOSTLY WHITE (17 percent) and NEIGH
STABILITY (120 percent). The latter result indicates that if blacks had the same preferences
for neighborhood stability as whites, the mean neighborhood rank would actually be higher
for blacks than whites.

The mean value substitutions that would cause a large reduction in the difference in

mean neighborhood rank between the least and most satisfied groups are for the variables
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CRIME (17 percent), JUNK (14 percent), ABANDON (20 percent), and MEDINC (115
percent). Important coefficient subsitutions are for the variables MOSTLY WHITE (48
percent), NEIGH STABILITY (38 percent), CRIME (15 percent), and ABANDON (21
percent).

The analyses presented in this section indicate that disparities in both neighborhood
conditions and neighborhood preferences are important in understanding intergroup
differences in mean neighborhood quality rankings. From a policy perspective, perhaps the
most important implication of our results is that the high level of neighborhood income
segregation that exists within metropolitan areas plays an important role in explaining

differences in neighborhood quality rankings between groups.

VII. Conclusion

Evidence from the American Housing Survey indicates that many Americans are highly
dissatisfied with their neighborhoods. The results of prior research are of little help in
pinpointing the sources of this dissatisfaction. This has served as the motivation for this
paper.

This analysis is important because in the past, the hedonic and related literatures have
given policymakers the mistaken impression that virtually all neighborhood characteristics are
unimportant to consumers. Our analysis demonstrates that this idea is wrong. It is true that a
number of attributes have little or no measurable effect on neighborhood quality and therefore
can be ignored in the formulation of policy. However, another group of attributes (namely;
crime, rundown housing, street noise, and litter) are consistently found to have an important

effect on neighborhood utility, regardless of the race, income level, type of housing occupied,
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or location of the household. Neighborhood characteristics do matter to consumers and the
high level of neighborhood dissatisfaction at the national level can be mitigated by policies
that succeed in reducing the incidence of the above neighborhood problems.

Also of policy interest are the results which suggest that the importance of a number of
neighborhood attributes varies among different groups of households. This is particularly true
when comparing the preferences of blacks and whites. These results suggest that
neighborhood impovement policies will have the greatest success if they recognize that
neighborhood preferences are similar but not uniform among household groups. For example,
our results indicate that the gap between the perceived neighborhood quality of blacks and
whites can be reduced by increasing the level of income in neighborhoods where blacks
reside. There are two ways to accomplish this. First, employment, education, and other
policies that would lead to the elimination of human capital, and ultimately wealth,
differences between the races could be expanded. Like many housing problems, the racial
differential in neighborhood quality is largely a symptom of our basic poverty problem.
Second, policies could be promoted to encourage racial integration at the neighborhood level.
However, in order for these policies to improve the neighborhood quality of blacks and at the
same time maintain the neighborhood quality of whites, great care would have to be taken to
insure that integration is achieved without destabilizing neighborhoods.

While the N-chotomous probit models estimated in this paper yield information on the
relative importance of neighborhood attributes to household utility, they have an important
limitation that future work should seek to correct. Namely, no estimates are provided of the

household’s willingness to pay for more or less of a particular neighborhood attribute. Such
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estimates would facilitate the development and implementation of neighborhood improvement
policies. We recommend, however, that these estimates be sought from a theoretically

sounder approach than the hedonic price model.
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NOTES

"Mills and Hamilton (1989, p. 218) report that the percentage of the housing stock
lacking complete plumbing has declined from 55.4 percent in 1940 to just 2.7 percent in
1980, while the percentage of the stock with more than 1.5 persons per room has declined
from 9.0 percent to 1.0 percent over the same time period.

For example, among the twelve recent hedonic price studies reviewed by Bartik and
Smith (1987), the estimated coefficient on the neighborhood crime variable had the wrong
sign in three cases and was not statistically significant in seven other cases.

3A second approach that has attempted to reveal neighborhood preferences is similar to
estimating a hedonic price equation, with the difference being that property value (rent)
equations are estimated for separate demographic groups (e.g., Galster, 1979; and Wheaton,
1977). This approach is founded upon the "bid-rent" theory of urban land pricing originally
presented by Alonso (1964). Households with identical preferences and incomes are assumed
to enjoy equal levels of welfare regardless of the price they pay for housing or the home they
live in. Hence, if the sample can be divided into households with identical preferences and
incomes, a regression of house value on structural and neighborhood variables will yield the
marginal willingness to pay for a unit increase in each independent variable. Operationally,
of course, the problem is whether or not households with identical preferences can be
identified. The studies that have taken the bid-rent curve approach have stratified samples by
life-cycle stage and socioeconomic class in an attempt to obtain groups with identical
preferences. However, while the assumption of identical preferences within groups is less
heroic than the assumption made by the hedonic approach of identical preferences for all
market participants, there is still no assurance that the preferences of the marginal bidder will
be representative of the group. This may explain why Galster’s (1979) application of the bid-
rent approach yielded results which suggested that neighborhood attributes have little effect
on utility levels.

*This relationship was observed from estimating a residential mobility model (Boehm
and Ihlanfeldt, 1986). In this model, both the neighborhood quality score and its change since
the household first moved in, along with an extensive set of control variables, were used to
explain the household’s relocating decisions. The neighborhood score and its change were
highly significant and strong predictors of residential mobility. Given the substantial
pecuniary and psychic adjustment costs associated with relocating one’s residence, our
mobility results imply that changes in the neighborhood score correspond to large changes in
the utility households derive from their houses.

In a previous paper (1987), we used the approach taken in the present paper to perform
a test of the externalities rationale for government intervention in the housing market.
Neighborhood quality rankings are found to be significantly related to variables measuring
zoning and housing code externalities. The present study more generally focuses on all
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neighborhood attributes, uses a superior data base, and makes comparisons of neighborhood
preferences across groups which were not possible in our earlier paper.

51t was expected that HIGHRISE would also be negative and significant in the equations
estimated for whites living in single-family housing. However, this variable was not

significant because there are virtually no highrise buildings within 300 feet of single-family
homes.

"For our approach to make sense, the difference in the predicted mean neighborhood
ranks of blacks and whites should be approximately the same as the actual difference. The
actual difference was .79 and the difference in the predicted means was .78.
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Table 2

Independent Variable Descriptions

Occupant Evaluation Variables

CRIME

NOISE

JUNK

RUNDOWN
POOR ROAD
ODORS

POOR PUBTRANS
POOR SHOPPING
POOR SCHOOL

Crime is present in the neighborhood, 1 = yes.

Street noise is present in the neighborhood, 1 = yes.

Trash, litter, or junk present in the neighborhood, 1 = yes.
Neighborhood houses or buildings in rundown condition, 1 = yes.
Neighborhood streets continually in need of repair, 1 = yes.
Odors, smoke, or gas present in the neighborhood, 1 = yes.
Neighborhood public transportation is inadequate, 1 = yes.
Neighborhood shopping facilities are inadequate, 1 = yes.
Neighborhood public schools are inadequate, 1 = yes.

Enumerator Observation Variables

ABANDON
LOWRISE

HIGHRISE
DETACHED
NONRESIDENTIAL
PARKING LOT
OPEN SPACE

OLD BLDGS

NEW BLDGS

Abandoned, boarded up, vandalized buildings within 300 feet, 1 = yes.

Single-family attached/multifamily lowrise buildings within 300 feet,
1 = yes.

Midrise/highrise buildings within 300 feet, 1 = yes.

Single-family detached house(s) within 300 feet, 1 = yes.
Commercial/institutional/industrial buildings within 300 feet, 1 = yes.
Residential parking lot within 300 feet, 1 = yes.

Body of water, open space, parks, woods within 300 feet, 1 = yes.
Surrounding buildings tend to be older than the sampled unit, 1 = yes.

Surrounding buildings tend to be newer than the sampled unit, 1 = yes.

Neighborhood Cluster Variables

NEIGH STABILITY

MEDINC
MOSTLY BLACK
MOSTLY WHITE

Percent of households in the cluster that have been in the
neighborhood for at least 5 years.

Median income of households in the cluster.
75 percent or more of cluster households are black, 1 = yes.

75 percent or more of cluster households are white, 1 = yes.
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