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How does place-based development affect groups?

· Tiebout literature predicts gentrification
· Sieg et al. (IER 2004)
· Banzhaf & Walsh (AER 2008)
· But no sorting on endogenous demographics
· Public concerns about this as well (e.g. NEJAC 2006)

· Schelling literature ignores the public good.
· Card, Mas & Rothstein (QJE 2008)
· Cutler, Glaeser & Vigdor (JPE 1999)
· Sethi & Somanathan (JPE 2004), Hoff & Sen (AER 2005)

· We combine the two approaches
· Similar in spirit to Becker & Murphy (2000)

Summary of Findings

· Place-based development can increase group segregation
· May partly assuage concerns about gentrification
· It also increases the correlation between groups and public good
· Confirmed in empirical test of model

· Reduced-form parameters of a cross-section change over time in response to policy shocks.
· May partly explain findings in Greenstone & Gallagher 
(QJE 2008), Cameron & McConnaha (Land 2006)

· Place-based amenities can determine tipping points
· Relates to Card, Mas, & Rothstein (QJE 2008)

Formal Model:  The Basics

· Two communities j  (C1, C2)
· Each composed of measure 0.5 of housing

· Two types of people, r  (b, w), with income distribution Fr
· β pct of people are type b, β<0.5 (type b is minority)

· Fixed house size
· To close the model, normalize P1=0; P2=P
· Define Bidr,y as WTP for C2.

· Type w is richer than type b:

Fw(y) < Fb(y) for all y

· But income distributions not “too different”:




Preferences:  U(C, V(Gj, Drj))

· Exogenous public good Gj
· Increasing G is always good:  V’(G) > 0
· As (G2-G1)∞, BidiYi

· Endogenous group composition Drj
· Note indexed by type
· Not necessarily monotonic, but prefer 100% own type to any pct < 1- β

· Within type, preferences exhibit “single-crossing” between C and G/D bundle 

Equilibrium

· Land markets clear in each community (supply = demand)
· Each individual resides in his preferred community
· Community compositions resulting from individuals’ choices are consistent with the compositions on which they based choices.
· Note:  Equilibria can be “stable” or “unstable.”  
“Stable” if after switching a marginal [indifferent] type-w individual with a marginal type-b across two communities, they prefer to switch back.

Some Observations about the Model

· Because of these equilibrium conditions, the percent of Community 1’s residents who are type-w determines the percent who are type-b, and the respective composition for Community2.
· PCTwC1 completely defines a feasible allocation.
· Value of all D( ) functions
· Value of boundary incomes

· Among feasible allocations, people prefer more of own type.

· Some type-w individuals always live in both communities (β<0.5)
· Some type-w individual is always indifferent
· There may be an all-w community.  If there is, we call that “segregated,” if not, “integrated.”

· In an integrated equilibrium, ==P

· In a segregated equilibrium with C1 all-b, >

· The community that type-w perceives as more desirable will always be more expensive.

· Without tastes for D(), collapses to Epple model.  Stratification by income.

Figure 1: [image: ]PCTW1[image: ], Community Sorting and Bid Functions (No Differences in Public Goods).
	Panel 1: Racial Composition
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	Panel 2: V Function
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	Panel 3: Y-Bar
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	Panel 4: Bid Functions
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Evolution of Equilibria as G1 improves.
[image: ]


Empirical Specification

· Pct Minorityjt = t + ItIjt + ytyjt + LLj + ejt.
· I is dummy if exposed
· y is level of exposure, if exposed
· L is locational controls (spatial fixed effects)

· Look at effect of “typical exposure”:  It + ytjt

· We expect ΔI + Δ yjt > 0.


Results:  Effect of “Typical Exposure” on Pct Minority (pct points)

	Spatial Controls
	1990
	2000
	Change

	Latitude, Distance to Coast
	21.3***
	24.3***
	3.0***

	School FE
	11.7***
	14.3***
	2.6***

	Zip code FE
	4.2***
	7.0***
	2.8***

	Community FE
	-1.6***
	0.2
	1.8***



County-by-County
	Level of Improvement
	1990-2000 Change

	None
	2.2**

	Average Improvement
	3.7***

	Max Improvement
	5.8***


All Regressions include zip-code fixed effects
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