Household Sorting

Urban Problems, including poverty, crime, poor education, and inadequate housing are not spread evenly throughout metro areas, but are concentrated in some central-city neighborhoods.

Households tend to sort themselves into neighborhoods of similar income, education, and race—becoming relative homogeneous.  This homogeneity has two implications:

1. Relatively low income causes other problems, including inadequate housing and crime.

2. Large concentrations of low-income households make poverty and urban problems even worse.

Sorting by Demand for Public Goods

1. The Tiebout model is an example of household sorting according to a bundle of public goods offered by multiple local municipalities.

2. “Voting with their feet” allows a household to choose the jurisdiction with the best combination of public services and taxes.

Public Choice Theory

1. Local governments must decide how much of a local public good to provide.  Will voters choose the efficient level of a local public good?

2. The efficient level equates the present value of the marginal social benefit with the marginal social cost of alternatives.  Voter model predict median outcomes in based on an average of voters marginal social benefits.

3. The Tiebout model advocates homogeneity to lower the deviation between individual and group benefits.

Some Problems with Tiebout Model

1. Municipal choice.  There must be enough jurisdictions to ensure that every household finds the perfect jurisdiction.

2. Perfect information and mobility.  Information and mobility is not costless.

3. No interjurisdictional spillovers.  The benefits of public goods are confined to the jurisdiction with no external benefits to citizens outside the jurisdiction.

4. No scale economies.  The average cost of production is independent of output.

5. Head taxes.  The municipality pays for its public goods with a head tax:  if you have a head (at the other end of your feet) you pay a tax.

The Property Tax and Sorting by Housing Demand

1. A head tax is unrealistic, often replaced with property taxes.

2. Property taxes encourage households to locate in homogeneous neighborhoods and to exclude poorer housing.  (See fiscal residuum example)

3. Exclusionary zoning is one method of capturing the full benefits of property taxation.

4. The property tax increases the number of jurisdictions.

5. Since the demand for housing increases with income, property taxes also sort households with respect to income.

Sorting for Peer Groups

1. Many parents are looking for a place to live with a good learning environment in local schools.

2. Educational achievement of a particular child is, in part, dependent on his or her classmates—learning more with a favorable peer group.

3. Neighborhoods with favorable peer groups have families that are involved in schools and encourage their children to learn—increasing with the income and education of parents.

4. The bid-rent approach to explain sorting with respect to school peer groups results in the capitalization of land and home values in areas with more favorable peer groups.

5. High-income households have steeper bid-rent curves for areas with more favorable peer groups (as measured by group average test scores)

6. Mixing instead of sorting will occur if low-income households have a steeper bid-rent function for land in school districts with higher peer achievement.  Without income assistance, peer groups reinforce sorting based on peer achievement to higher-income households.

Causes of Racial Segregation

1. Although many causes may be listed, it is difficult to disentangle their influences because they are so interrelated.

2. One factor is that people have preferences for the racial mix of their neighborhoods, preferring segregation.  Studies show, however, that racial homogeneity in more preferred among whites than among minorities.  Also, there is a difference in percent composition regarded as integrated among different groups.  (Minorities say 50-50; whites say 80-20)

3. A second factor is the sorting effect due to income with minority households having on average, lower incomes.

4. A third factor in racial segregation is racial discrimination in real estate markets, using techniques such as racial steering, misrepresenting the housing market, delaying transactions, and giving less help in financing.

5. A fourth factor is exclusionary zoning in suburban communities.

6. Finally, until recently federal housing policies have indirectly encouraged segregation.
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