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Abst r act

This study focuses on the relative inportance of anenity and
productivity differences in determ ning wage differentials across urban
areas. The approach devel oped takes advant age of the connection bet ween
land and | abor market clearing conditions required for |ocationa
equi | i briumof households and firns. Data on recent novers are used to
estimate equilibriumwages and rents for a sanple of netropolitan areas.
This informationis then used to identify amenity and productivity
conponents of wages for each city in the sanple. Using national estimates
of the relative share of land in consunption and production, differences

in productivity and anenities are found to be roughly equal sources of

wage variation across the sanpl e.



[ ntroduction

The persistence of interarea nomnal wage differentials in the
presence of a high degree of factor nobility suggests that wage
differentials shoul d be viewed as an equilibri umphenonenon related to
differences in site characteristics across urban areas. * Recent work by
Roback (1982) stresses the interdependence between the decisions of firns
(as demanders of |abor) and househol ds (as suppliers of labor) in
determning interregional wage differentials. |n her nodel, site
characteristics are valued by both households and firms. Thus, one can
think of nominal wage differentials as being conposed of two conponents:
a supply-shift portion and a demand- shift portion

However, enpirical studies relating site characteristics to wage
differentials typically concentrate on either demand or supply, but not
both. Denand- si de studies, such as Kelly (1977) and Segal (1979), focus
on the relationship between site characteristics and the productivity of
firms. Consequently, | ow wages reflect the | ow productivity val ue of an
area. Supply-side studies, such as Gerking and Weirick (1983), Rosen
(1979), and Sahling and Smith (1983), view wage differences as
conpensation to househol ds for differences in anenities across areas,
which in turn affect the supply of labor to each area. According to this
view, |owwages are an indication of the high val ue househol ds pl ace on
anenities in the area.

Descri bing both supply and demand as functions of site
characteristics conplicates the issue of explaining wage differentials.
For instance, suppose that a site characteristic is beneficial to both

househol ds and firms. In this case, households are willing to accept
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| ower wages, and firms are able to pay higher wages. These two effects
may of fset one another to the extent that little or no total wage
differential is observed between two regions. The sane offsetting effects
coul d occur when a site characteristicis detrimental to both househol ds
and firns. In both cases, the site characteristic appears to have no
effect on wages when, in fact, it affected the decisions of both
househol ds and firns.

The purpose of this paper is to examne the relative inportance of
| abor supply and dermand in expl ai ni ng nom nal wage differentials. W
devel op a nonparanetric nethod of identifying the contribution of a shift
of each curve to the total interarea wage differential, which expands on
Roback' s (1982) approach of using rent and wage differentials to val ue
anenities. This nethod is then used to estimate the relative contribution
of demand and supply (firms and househol ds) to the total wage differential
for a sanple of metropolitan areas. This deconposition hel ps to answer
two rel ated questions: what are the causes of regional wage
differentials, and which variables(related to supply or demand) are nore
appropriate to explain then?

The paper is organized in the foll owing way. The theoretical node
relating interarea differences in amenities and productivity to interarea
wage differentials is reviewed in section II. The method used to identify
empirically the anenity and productivity conponents of wage differentials
i s devel oped in section II1I, The estimation technique and data sources
are discussed in section IV, and the enpirical results are presented in

section V. Section M contains concludi ng renarKks.
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II. A Mdel of Household and Firm Equilibrium

W adopt Roback's (1982) general equilibriumnmodel of househol d and
firmlocation. In this nodel, cities are assunmed to have different site
characteristics that enter into a household s utility function and a
firms production function. The objective of the nodel is to identify the
pri ce mechani snms that conpensate households and firns for interarea
differences in site characteristics. Wrkers are assuned to be identica
intastes and skills and conpletely nobile across cities. Simlarly,
capital is assumed to be conpletely nobile, and production technol ogi es
are assuned to be identical across firms. Equilibriumis then
characterized by equal utility across workers and equal unit costs across
firns. However, wages and land rents may vary in equilibriumdue to
interarea differences in site characteristics.

Residents with identical tastes and skills consume and produce a
conposite consunption good X The price of X is determned by
i nternational narkets and for convenience is normalized to one. Each
wor ker supplies a single unit of |abor independently of the wage rate.
Intercity commuting is not considered, and differences in |eisure
resulting fromdifferences in intracity comuting are treated as a site

characteristic. ?

The problemfor the worker is to maximze utility subject to an
i ncone constraint. Wility depends upon consunption of the conposite
commodity (X), residential land (L°) and the bundle of site
characteristics(9. Equi val ently, the problemcan be stated in terns of
an indirect utility function, V, which is a function of wages (w), rents
(r), and site characteristics(s. Equi li briumfor workers requires that

utility is the same at all |ocations, or



(1) V(w,r3s) = V,.

If the bundle of site characteristics ina city has a net positive effect
onutility(that is, it is a net amenity), then Vs>0. The migration of
workers in response to interarea differences in utility will insure that
wages and rents adjust to conpensate workers for differences in anenities
across areas.

Firms are assuned to enploy local residents and land to produce a
conposite conmodity (X), according to a constant-returns-to-scale
production technol ogy. Under these assunptions, equilibriumfor firns

requires that unit costs are equal in all locations and equal to the price

of X, assuned to be 1,

(2) C(w,r3s) = 1.

The unit cost function €(.) is increasing in factor costs, Cw = N/X > 0
and ¢, = LP/X > 0, where Nis the total nunber of workers in the city
and L® is land used in production.

If acity' s site characteristics provide a net productivity advant age
to firms, then Ccs<0 and sone conbi nati on of hi gher wages and rents will
be required to make firns indifferent between locations. The nmovenent of
firms between cities will insure that wages and rents adjust to conpensate
firms for differences in site characteristics.

Equi li briumwages and rents are deternined by the interaction of the
equi libriumconditions for suppliers(workers) and demanders(firns) of
labor. Wage and rent differentials between cities with different site

characteristics can be deternmined by totally differentiating these
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equilibriumconditions(equations 1 and 2), and solving for dw/ds and

dr/ds. This procedure yields:

i

(3) dw/ds = (1/D)(-V.C, + V.Cs) and

(4) dr/ds (1/D)(VuCs + VCw),

where D=VC.-V.Cw>0. As shown in equations 3 and 4, differences
in wages and rents across cities are dependent on both the nargina
val uation of workers (Vs) and the marginal valuation of firms (Cs) of

the bundl e of site characteristics in each city.

I1I. Identifying Arenity and Productivity Conponents

The equilibriumdescribed above is illustrated in figure 1(p.25). The
wor kers' equilibriumconditionis reflected in the upward sl oping
"iso-utility' curves. These curves are conbinations of wand r that yield
equal utility, givens. Individuals will nove to cities with a net
ameni ty advantage until sone conbi nati on of higher |and rents and/or | ower
wages nmakes the individual indifferent between locations. Assumng S,
represents the average city, S, then would represent a high-anenity city.

Equi li bri um conbi nations of wand r for firms given s are represented
by the downward sl oping curves infigure L. Firnms will locate incities
with a net productivity advantage until some conbi nation of hi gher wages
and rents equalizes unit costs across all locations. Again assuning that
S| represents the average city, S would represent a city in which

site characteristics have a net negative effect on productivity (Cs>0).
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Each city can be characterized by a specific bundle of site
characteristics and therefore by a pair of isocost and iso-utility curves,
as shown in figure 1. Equilibriumwages and rents in each city are then
determned by the intersection of the appropriate pair of isocost and
iso-utility curves. In equilibrium wages and rents in the city
represented by s, will be w, and r,, and wage and rent differentials
relative to the average city (S,) will be (w,-w;) and (r,-r,).

As shown in figure 1, the nagnitude of the differential depends on
the size and direction of the shifts of each curve and the sl opes of the
curves. By definition, the net wage differential (w,-w:) is made up
of two conponents: the productivity conmponent ([dw/ds]€) related to the
shift in the iso-cost curve; and the amenity conponent ([dw/ds]")
related to the shift in the iso-utility curve. Assumng linear isocost

and iso-utility curves about the nei ghborhood of inquiry, we have:

[}

(5) (dr/ds)</(aw/ds)°® 1/L° and

(6) (dr/ds)’/(dw/ds)’ = -N/LP.

The right-hand side of equation 5 is the slope of the iso-utility curve
(-V«/V.), and the right-hand side of equation 6 is the slope of the
isocost curve (-Cw/C.).

Sol ving these equations for the productivity and anenity conponents

of the wage differential and summi ng up the conponents of dw/ds yi el ds:

(7)  dw/ds = (dw/ds) +(dw/ds)€ = L° (dr/ds)® - (L°/N)(dr/ds)".



Since (dr/ds)¢ = dr/ds - (dr/ds)’,

(8) dw/ds = L° (dr/ds) - (L°+LP/N) (dr/ds)", or in logs

(9) dlogw/ds = k,(dlogr/ds) - (k, + R./Rw)(dlogr/ds)’,

where k&, is the share of land in househol ds' budgets and R; is the
cost share of the ith factor
Substituting the resulting value into the log formof equation 5

yields the anenity conponent of the wage differential:

(10) (dlogw/ds)Y = —(R:/Rw)[(Nw/Lr)(k,dlogr/ds - dlogw/ds)],

where L is total land used in housing and production and k, +

r./Re = Lr/Nw.?3

Substracting equation 10 fromthe total wage
differential (dlogw/ds) yields the productivity conponent of the wage

differential:

(1) (dlogw/ds)® = [1-(R./Rw)(Nw/Lr)]dlogw/ds +

(R-/Rw)(Nw/Lr)k,dlogr/ds.

Calculating the ratio of the anenity conponent to the total wage
differential illustrates the dependence of the relative size of the wage
conponents on the estinates of land shares:

(12) (dlogw/ds)" = [(A-k,)/Al[1-k,(dlogr/ds / dlogw/ds)],
(dlogw/ds)
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where Ais land' s share of total incone (Lr/Nw). The ratio of the amenity
conponent to the total wage differential is roughly proportional to the
firms share of total land value, (A-k,)/A. This relationship follows
because estimates of the share of a househol d' s income spent on | and
(k,) tend to be very snall and the ratio of the rent and wage

differentials is typically around one

V. Estimation

The nom nal wages and rents required to carry out the wage
deconposi tion must be adjusted for quality differences of workers and
houses across netropolitan | abor and |and markets.® To do this, we
estimat e standard hedoni ¢ equati ons for wages and rents and then subtract
the predicted wage and predicted rent fromtheir respective actual
val ues. The quality-adjusted wage, in essence, indicates the wage a
wor ker with typical characteristics could receive in each | abor narket
exam ned; the quality-adjusted rent records the value of a typical house
in each labor market. In both cases, it is assuned that the differences
across cities of these quality-adjusted values reflect differences due to
site characteristics. In particular, the difference in rent is due
primarily to differences in land prices(assuning construction costs do
not vary significantly across cities), which reflect the capitalization of

the effects of site characteristics on firns and househol ds.

Dat a
The wage and rent equations are estimated using data drawn fromthe
conbined Aand B files of the 1 in 1000 sanpl es of the Public Use

M crodata Sanpl e (PUMB) of the 1980 Census of Population. Only
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i ndi vi dual s who |ived and worked in the same Standard Metropolitan
Statistical Area (SMSA) in 1980 and who changed addresses between 1975 and
1980 are included in the anal ysis. This subsanpl e of nmovers was chosen
because we felt that these individuals represent nmore closely the margina
deci si on naker and, thus, the prices they face nmore accurately refl ect
current market conditions.

The rent equation includes both owner occupi ed and rental units for
whi ch positive values of unit or gross rent are reported. The dependent
variable in the rent equation is gross nonthly housing expenditures. For
homeowner s, the nonthly housi ng expenditure is based on the val ue of the
dwel | ing using 7.85 percent as the discount rate.” The nmonthly housing
expenditure is the sumof this inputed rent and nmonthly utility charges.
For renters, the nonthly expenditure is gross rent (contract rent plus
utilities).

I ndividual s included in the wage sanple had to neet the foll ow ng
criteria. Individuals had to be between the ages of 25 and 55; work nore
than 25 hours per week; not be self-enployed; and have positive wage and
sal ary income. The dependent variable in the wage equation i s average
weekl y earnings, which is cal cul ated by dividing annual wage and sal ary

i ncone by the nunber of weeks worked.

Wage Equati on

The first step in constructing the wage i ndexes is to specify
estinmabl e equations that reflect appropriate individual characteristics of
wor kers that could affect wages. Qur approach foll ows the human capita
specification of individual wages set forth by Hanoch(1967) and Mincer

(1974). Thus, we specify individual wages (expressed in |logarithns) as a
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function of education level (entered as a quadratic), potential experience
(age, mnus years of education, mnus six, also entered as a quadratic), a
bi nary variable indicating part-time enploynent status(less than 35 hours
per week), and 42 binary occupation variables(with one omtted as a
constant). Binary variables are also entered to account for gender, race,
marital status, union affiliation, and mlitary service.® In addition,
the gender variable is interacted with other characteristics in order to
control for male/female differences in the rate of return to these
attributes.

The estimated coefficients of the wage equati on are presented in
table 1, except for the occupation variabl es, which are onmitted for
brevity. The estinated coefficients are as expected. Education and
experience are val ued positively in the |abor market, while part-time,
femal e, and nonwhite workers receive | ower wages than their otherw se
identical counterparts. W also find that individuals who are narri ed,
head of househol ds, and in highly unionized industries earn nore than
their counterparts. Fenales receive |less return on experience than
mal es.

The predicted wage | evel for each worker in the sanple is obtained by
mul tiplying the estimated coefficients by each worker's characteristics.
The predicted wage can be interpreted as the conpensation a worker coul d
expect to receive, given his or her characteristics, regardl ess of
geographic location. Subtracting the predicted wage fromthe actual wage
nets out the portion of the actual wage that is related to the individua
wor ker' s characteristics. The skill-adjusted netropolitan wage
differentials are then obtained by averagi ng the wage resi dual s(actual,

nm nus predicted, wage) for all workers in a particular netropolitan area
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Average wage differentials are calcul ated for each of 35 cities. The 35
netropolitan areas are chosen by including only those SMSAs for which 100
or nore individuals in the sanple were recorded as novers between 1975 and

1980. The quality-adjusted wage differentials are displayed in table 3.

Rent Equati on

The nethod used to calculate quality-adjusted rent differentials is
simlar to the one used to cal cul ate quality-adjusted wage differentials.
The log of the reported house val ue is regressed agai nst housing
attributes. These characteristics include the nunber of roons, nunber of
bedr oons, nunber of bathroons, and separate binary variabl es indicating
location of the dwelling in the central city, and whether or not the
dwelling is a single structure, has central air conditioning and/or
heating, is connected to a city sewer system and has well water. The
year the dwelling was built is entered to proxy the vintage. Dwelling
characteristics are interacted with rental status in order to account for
differences in the valuation of these attributes between rented and
owner - occupi ed dwel i ngs.

Coefficient estimates are reported in table 2 The results are as
expected. Larger, newer dwellings with central air and heating and
| ocated outside the central city have hi gher market val ue than ot herwi se
identical honmes. |In general, attributes of rentals are val ued | ess than
ot herwi se identical owner-occupied dwellings. The predicted rent is
calculated by multiplying the estimated coefficients by the housing
characteristics of each household. The quality-adjusted rent
differentials presented in table 3 are the differences between the actual

and predicted house val ues.
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By including a nunmber of housing characteristics in the rent
equation, the difference between actual and predicted house val ues can be
interpreted to reflect prinarily land val ues i n specific geographi cal
| ocations. Thus, quality-adjusted rent differentials relative to the
national average reflect differences in city land val ues, which are due
primarily to the capitalized effects of differences in site

characteristics.

V. Anenity and Productivity Conponents

The relative size of the anenity and productivity conponents of the
total wage differential is derived fromequations 10 and 11. Use of these
equations requires estinmates of land incone and derived estinates of
land's share of househol d budgets. Unfortunately, accurate data
concerning land use and income in alternative uses are difficult to
obtain. W foll ow Roback' s approach of using national estimates, even
t hough we recogni ze that these shares may vary across areas. The budget
share of land is calculated by multiplying the fraction of income spent on
housi ng(27.0 percent in our sanple) by the ratio of land value to the
total value of the house(estimated to be 19.6 percent). ' From these
estimates, land's share of household incone (k;) is 53 percent. The
ratio R./Rw is calculated by subtracting our estinmate of k; from
the ratio of the total income to land (6.4 percent of national income)
relative to total |abor income(73 percent of national income).® The
ratio of these incone shares is 88 and the estimate of R/Rw i5S
35

Estimates of the wage deconposition are displayed in table 4

Several features of these estinates should be noted. For our sanple, the
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ameni ty conponent averages 40 percent of the total wage differential,
while the productivity conponent averages 60 percent.® The relative
contributions of productivity and anmenity effects vary consi derably across
cities. However, the productivity effect is the primary source of the
wage differential for all but two cities: Atlanta and San Diego. In both
cases, the productivity conponent accounts for 38 percent of the tota
wage differential. For the other cities, the contribution of the
productivity conponent ranges from51 percent for Indianapolis and .
Louis to over 70 percent for Los Angel es.

Sone of the variation across SMSAs could be due to differences in the
| and shares. As nentioned earlier, estimates of |and shares are not
avai l abl e for individual metropolitan areas. To get sone idea of the
sensitivity of the relative magnitudes of the wage conponents to estimates
of land shares, we conputed val ues of k; associated with sel ected
magni t udes of these wage conponents. As shown in table 5, the val ues of
each conponent range fromcontributing nothing to the total wage
differential to accounting for all of it. Wsing as a benchmark our
estimates of 60 percent for the productivity component and 40 percent for
the anenity conponent, the sinulation shows that the magnitude of the two
wage conponents woul d converge to be equal if k. decreases 11 percent,
fromb5.3 percent to 4.6 percent. Furthernore, if k, falls from6.0
percent to 3.4 percent, a 43 percent decrease, the amenity conponent
changes from 33 percent of the total wage differential to 67 percent.
However, in order for amenity differences to account for the entire wage
differential, firms would not enploy land in production. Simlarly, in
order for productivity differences to explain the entire wage

differential, househol ds would not own land. & course, both of these
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situations are inplausible. Thus, it appears that, in general, interarea
wage differentials reflect both the conpensati on to househol ds for
differences in amenities, and to firns for differences in productivity.

Finally, it appears that with few exceptions the estinated
productivity and amenity effects are reinforcing. The correlation
coefficient of the two conponents is 0.98. Thus, high productivity cities
are also lowanenity cities, and vice versa. This result follow Rosen's
(1979) point that what benefits househol ds may cost firns. This high
correl ation between the anmenity and productivity conponents indicates the
difficulties one woul d encounter when using paranetric estimationto

identify the amenity and productivity conponents of wages.

VI . Concl usion

V¢ have attenpted to assess the relative inportance of supply
(arrenity) and demand (productivity) factors in determning
i nternetropolitan nomnal wage differentials. Qur estinmates of the
productivity and anmenity conponents of the wage differential for
i ndi vi dual SMSAs indicate that, on average, the productivity conponent of
interarea wage differentials accounts for a larger share of the total
differential than the anenity conponent. However, the relative inportance
of these factors varies fromone city to the next. |In some cities,
relatively | ow wages are found to be primarily the result of high
anmeni ties, which increase the supply of labor to the city. In other
cities, lowwages are found to be prinmarily the result of the | ow

producti vity-enhancing site characteristics, which decreases the denand

for |abor.
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These findings underscore the caveat that one should be careful not

to interpret interarea wage differentials as reflecting only amenities or

productivity differences. Both factors appear to play conparable roles in

determ ning interarea nom nal wage differentials.
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Foot not es

Bellante (1979), Johnson (1983), and Scully(1969) are exanpl es of
nurrer ous studi es that have exam ned interregi onal nom nal wage

differentials.

Roback' s model ignores intracity commting. Hoehn, et. al. (1986)
have pointed out that this leads to incorrect estimtes of the val ue
of other site characteristics. Since we are not interested in
deriving val ues for specific characteristics but sinply valuing the
net inpact of these characteristics, our model is not subject to this
criticism Ve sinply assune that intracity commuting is another site
characteristic that reduces leisure time and therefore is a
disamenity for workers.

Note that k, = rl % w= Nr1°/Nw and R./R. = rlP/Nw.
Ther ef or e,

k, + Re/Rw = r(N1°/wN + 1°/wN) = rL/wN,

where L is the total land used in housing and production, and rL/wN
is sinply the ratio of the total income to land relative to the
total income to |abor.

Recent studies by Farber and Newman(1987) and Jackson (1985) show
that regional nom nal wage differentials also arise fromdifferences
inreturns to these characteristics. However, we concentrate on
differences in characteristics across regions, since we are
primarily concerned with the relative val ue placed on different
bundl es of site characteristics.

The discount rate is froma study of the user cost of capital by
Pei ser and Smt h(1985).

The neasure of unionization in the wage equation is the industry
uni oni zation rate taken from Kokkel enberg and Sockell (1985).

The ratio of land value to total house val ue was estimated by Roback
(1982) wusing FHA housing data. Unfortunately, the census data used
in this study cannot be used to make a new esti nate.

The estimate of |abor conpensationis taken fromthe national income
account data reported in Table B-23 of the Economc Report of the
Presi dent (1987). Unfortunately, the national income accounts do
not include land incone as a separate category of incone. CQur
estimate of |and s share of income is taken fromMIIls and Hamilton

(1984) .

When the sanpl e was expanded to include SMSAs that received 50 or
nore novers, the results were identical
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Table 1. Estimates of Wage Equation

Vari abl es Mean Qoefficient
I nt er cept 4,33
(50.19)

Sex (Female=l) A2 -.083
(-5.00)

Race (Black=1) .16 -.161
(~-11.57)

Educati on 15.55 .043
(5.16)

Educat i on squar ed 250.37 .0007
(2.81)

Experi ence 10.29 .043
(25.12)

Experi ence squar ed 192.33 -.0008
(-15.63)

Part tine .04 -.308
(-14.44)

Wsual hours worked per week 42.05 .006
(10.84)

Head of househol d .64 111
(10.20)

Vet er an .20 ~-.017
(-1.53)

Sex x Race .08 111
(5.47)

Sex x (Marital status) .22 -.058
(-3.14)

Sex x Experience 4.10 ~-.019
(-7.81)

Sex x (Experience Squar ed) 76.82 .0003
(3.54)

Marital Status .62 .108
(9.62)

Uni on nenber .25 434
(14.12)

(42 Qccupati on Dumm es)

R square .34
No. observations 22313

Dependent Vari abl e:
log(weekly earni ngs) 5.50

Note: Estimates derived fromPublic Use Mcrodata Sanple. T-statistics
i n parent heses.

Source: Authors.



—20-

Table 2 Estimates of Rent Equation

Vari abl es Mean Coefficient

I ntercept - 9.93
(248.36)

Dwelling rented (=1) .53 .084
(1.35)

Central City (=1) .14 -.05
(-3.29)

X rental .021
(1.70)
Nurmber of floors 1.10 122
(5.43)

X rental -.056
(-2.62)

Attached dwelling (=1) .06 .06
(2.41)

X rental .027
(1.17)

Year dwelling built 3.65 ~.06
(-17.98)

X rental ~-.018
(-4.94)

Nurmber of roons 7.07 .11
(22.80)
X rental -.032
(-5.64)

Nurmber of bedrooms 4.25 .10
(9.96)

X rental .011
(1.03)

Well water (=1) .14 .06
(3.70)

X rental -.027
(-.83)

Central air conditioning (=1) .52 .12
(9.13)
X rental .038
(2.82)

Central heating (=1) .91 .12
(6.35)
X rental -.058

(-4.14)
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Tabl e 2 (conti nued)

Dwel |'i ng ot her than condom nium (=1) .96 -.046

(1.62)

Nunber of units at address 2.92 -.003

(-.65)

X rental .007

(1.41)

Nunber of bat hroons 2.72 .179

(32.03)

X rental -.056

(-6.73)

Gty Sewer Connection (=1) .87 .053

(4.27)

X rental .004

(.18)

Lot size |less than one acre (=1) .92 -.130

(8.72)

X rental .185

(8.07)

H evator (=1) .04 .065

(2.45)

R square .63
No. of observations 16017

Dependent vari abl e:
log(house val ue) 11.07

Note: Estimates derived fromPublic Use Mcrodata Sanple. T-statistics
in parentheses. The entry "x rental" indicates that the rental
dummy variabl e has been interacted with the variable |isted
i medi at el y above it.

Source: Aut hors.
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Table 3 Quality-Adjusted Rent and Wage Differentials

Metropolitan Area Qual i ty- Adj ust ed
Rent Wage

Anaheim CA .281 .078
Atlanta, GA —-.145 .014
Bal ti nore, MD -.075 .031
Chicago, IL .104 .081
G ncinnati, CH -.082 .064
d evel and, CH -.053 .108
Col unbus, CH -.126 -.074
Denver, CO .036 -.013
Detroit, M .013 .149
Ft. Lauderdal e, FL .039 -.029
Houst on, TX .023 .142
I ndi anapolis, IN -.172 .04l
Kansas City, MO -.155 -.037
Los Angel es, CA .261 .049
Mam, FL .076 -.112
M nneapoli s, MN .073 .065
Nassau- Suf f ol k . 240 .077
New O | eans, LA -.110 -.079
New Yor k, NY .145 .036
Newar k, NJ .195 .045
Phi | adel phia, PA -.013 .017
Phoeni x, AZ -.029 -.047
Pi ttsburgh, PA -.079 .047
Portl and, CR .059 -.027
Ri ver si de- San Ber nardi no, CA .016 -.008
Sacramnent o, CA -.014 -.047
S. Louis, MO .085 .019
Salt Lake City, UT -.099 -.081
San Antonio, TX -.203 -.105
San Diego, CA .148 -.014
San Franci sco, CA .308 .073
San Jose, CA .269 .125
Seattle, WA .048 047
Tanpa, FL -.142 -.119
Washi ngton, DC .116 .103

Source: Authors. Quality-adjusted differentials are obtained by
subtracting the predicted estimate fromthe actual value. The reference
point for these estimates is the sanpl e average.
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Tabl e 4. Deconposition of Interarea Wage Differentials into Arenity
and Productivity Conponents

Metropolitan Area Wage Conponents Share of Tota
Anrenity Productivity Anenity Productivity
Sanpl e Average .000 .000 .40 .60
Anaheim CA .025 .053 .32 .68
Atlanta, GA .009 .005 .62 .38
Balti nore, »D .014 .017 A5 .55
Chi cago, IL .030 .051 .37 .63
G ncinnati, CH .027 .037 .43 .57
d evel and, CH 044 .064 4l .59
Col unbus, CH -.027 -.047 .36 .64
Denver, QO -.006 -.007 .45 .55
Detroit, M .059 .090 .40 .60
Ft. Lauderdal e, FL -.012 -.017 .43 .57
Houst on, TX .056 .086 .39 .61
I ndi anapolis, IN .020 .021 49 .51
Kansas City, MD -.012 -.026 .31 .69
Los Angel es, CA 014 .035 .29 .71
Mam, FL -.046 -.066 A1 .59
M nneapol i s, MN .024 .041 .37 .63
Nassau- Suf f ol k, NY .026 .051 .33 .67
New Orl eans, LA -.029 -.050 .37 .63
New Yor k, NY .011 .025 .31 .69
Newar k, NJ .014 .031 .31 .69
Phi | adel phia, PA .007 .010 41 .59
Phoeni x, AZ -.018 -.029 .39 .61
Pi ttsburgh, PA .020 .027 43 .57
Portland, CR -.012 -.015 A .56
R versi de- San Bernardino, CA -.004 -.005 A .56
Sacramento, CA -.019 -.029 .39 .61
S. Louis, MO .009 .010 .49 .51
Salt Lake Cty, UT -.030 -.051 .37 .63
San Antonio, TX -.037 -.067 .36 .64
San Diego, CA -.009 .005 .62 .38
San Franci sco, CA .023 .050 .31 .69
San Jose, CA 044 .081 .35 .65
Seattle, WA .018 .029 .38 .62
Tanmpa, FL -.045 ~-.075 .37 .63
Washi ngton, DC .038 .065 .37 .63

Source: Authors.
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Table 5. Sensitivity of the S ze of the Wage Conponents to
Val ues of Househol d Budget Shares to Land (k)

Share of \Wage Conponents
of Total Wage Differential: ki
Anenity Productivity

0 1 .088
.33 .67 .060
.40 .60 .053
.50 .50 .046
.67 .33 .034
1 0 .000

Note: K, is derived by solving equations 10 and 11

under various assunptions about the rel ative nagnitudes of
the two wage conponents and assumng that A equals .088.
Val ues of k, are then derived for each SMBA usi ng observed
val ues of total wage and rent differentials. The sanple
average of the appropriate values of k, are reported in
the table.

Source: Authors.
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