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Introduction

How households make decisions about where to live has obvious implications for
residential segregation by both race and class. Technological developments, such as the
availability of online search engines, have the potential to change aspects of households’
neighborhood decisionmaking process. What do we know about households’ decisionmaking
processes about neighborhoods, and what are the potential leverage points in those processes

where intervention can contribute to the creation of more integrated places?

Household- and Neighborhood-Level Characteristics

Neighborhoods play a particularly focal role in the housing search process in the United
States, in part because they significantly shape access to opportunity. They do so largely
because the decentralized structure of government in the United States leaves the provision of
many goods and services, and the raising of a substantial share of government revenue, to
municipal governments.! Over fifty years ago, the economist Charles Tiebout proposed a
“consumer-voter” model of municipal selection in metropolitan areas with high numbers of
distinct localities. In Tiebout’s model, residents sort into municipalities by selecting the one that
best meets their preferred set of amenities and their desire (or ability) to pay for those
amenities through taxes. A substantial literature has extended and critiqued Tiebout’s
consumer-voter thesis, exploring the interaction of income, race, and socioeconomic status in
shaping neighborhood choices.? According to Tiebout’s model, the proliferation of smaller
municipalities should best meet the needs of consumer-voters by providing a range of taxation
levels and public services suited to their varying preferences. In reality, municipal
fragmentation has also facilitated exclusionary zoning policies, racial and economic segregation,
and opportunity hoarding by wealthier households. The general principle, however, that both

household-level characteristics, such as income and race, and municipal or neighborhood-level
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characteristics, such as school performance or tax rates, affect the decisionmaking process in
the choice among neighborhoods is widely accepted.

The extensive range of amenities associated with a neighborhood in the United States
extends from shared community resources (e.g., parks), to infrastructure (e.g., public
transportation networks), services (e.g., schools), regulatory structures (e.g., zoning),
demographic characteristics (e.g., income distribution), social characteristics (e.g., crime rates),
environmental factors (e.g., sources of air and water pollution), physical factors (e.g., structure
type and age), and tax rates.? Housing prices then represent not only the value of the structure
of the home itself but also the quality of local services and neighborhood conditions that are
capitalized into home values.*

Neighborhood-level factors have been found to be the strongest determinants of
household location choice.> Among the neighborhood-level factors studied, (e.g., crime,
property tax, median housing value), school quality exerted the largest influence on household
location decisions.® Research using restricted U.S. Census data to examine housing prices along
school attendance zone boundaries has similarly found that school performance, as well as
neighborhood educational levels and neighborhood racial composition, all exert significant
influence on household locational decisions.” As one might expect, higher levels of school
district fragmentation within a metropolitan area are associated with higher levels of between-
district racial residential segregation.®

Given the capitalization of neighborhood attributes, such as school performance, into
housing prices, the ability to move into a neighborhood of one’s choice depends, of course, on
household wealth and income. Over the past four decades, neighborhoods have become more

segregated by income. Two-thirds of families in 1970 lived in neighborhoods with a median
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income similar to that of the region overall—essentially middle-class, mixed income
communities.® But today, less than half of households live in mixed-income neighborhoods as
more and more live instead in either very poor or very wealthy ones.° Part of the reason for
this increase in residential segregation by income is the hollowing out of the middle class in
general. But local-level factors, such as municipal and school district boundaries and zoning and
housing policies, play a significant role in either exacerbating or ameliorating the sorting of
households by income.!! Nationwide, the poor, and especially the rich, are increasingly isolated
from each other and from the middle class. By concentrating the advantages of wealthy
households and the disadvantages of low-income households, income segregation accentuates
the differences in neighborhood conditions that households face.

Nevertheless, the United States is still more segregated by race than by income.'? And
differences in income by race cannot explain the persistently high levels of residential
segregation by race. For instance, the average black household with an income greater than
$75,000 lives in a neighborhood with a higher poverty rate than the average white household
with an income below $40,000.13 Research has consistently found that income differences are
not the main driver of either residential segregation by race or the disparities in neighborhood
resources that are correlated with racial segregation.** Analysis of restricted U.S. Census data
with precise location information has found that for black-white segregation, observable
sociodemographic characteristics, including education, income, language, and immigration

status, can explain less than one-third of contemporary levels of residential segregation.®®
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The Continuing Significance of Neighborhood Racial Composition

Notwithstanding the significance of schools and other local amenities, the racial
composition of a neighborhood remains a significant determinant in the residential
decisionmaking process. As Krysan and Crowder write in this volume, residential segregation is
reinforced through a housing search process shaped by neighborhood perceptions and
homophilous social networks that are themselves already shaped by segregated residential
patterns. Krysan and Crowder emphasize that the housing search process cannot be
understood through a neat rational decisionmaking model because 1) housing searchers have
significant blind spots created by incomplete, and sometimes inaccurate, information about the
range of neighborhoods in a metropolitan area; 2) the gaps in housing searchers’ knowledge
are shaped by their lived experiences and social networks and may therefore be colored by
existing segregated living patterns; and 3) the search process is multi-staged, and a large set of
housing options are eliminated in preliminary stages using heuristics rather than a careful
rational-choice model and cost-benefit analysis of all possible options. Neighborhood racial
composition becomes a common, explicit or implicit, heuristic through which neighborhood
choice sets are narrowed throughout the search process.

Not only does neighborhood racial composition matter to homeseekers, it matters
differently depending on who the homeseeker is. Whites tend to favor predominately white
neighborhoods (estimated at less than 20 percent black) and are often reluctant to move into
neighborhoods with more than a few non-white households.® Black homeseekers prefer
significantly more integrated neighborhoods, on average ones that are about 50-50 black-
white.'” According to black homeseekers, their preference for at least some black presence in
their neighborhoods is driven by fear of experiencing white hostility.8

Research on preferences for neighborhood racial composition has found the existence

of a racial hierarchy in preferred neighborhood racial composition. Whites are the most-
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preferred “out-group” —a race different from the homeseeker—and blacks are consistently the
least preferred out-group neighbors. Asians and Latinos are usually located in the center of the
hierarchy, with Asians generally more preferred than Latinos.*?

While early studies established that neighborhood racial composition affects
homeseeking behavior, more recent work has analyzed whether the observed neighborhood
racial preferences are driven by race itself or whether race serves as a convenient proxy for
other socioeconomic factors. Existing research has consistently identified independent effects
of neighborhood racial composition beyond socioeconomic factors.?°

For example, after controlling for crime rates, school quality, and housing values—
commonly cited neighborhood characteristics for which homeseekers may see race as a
proxy—the percentage of black and Latino residents continues to have a significant
independent impact on whites’ likelihood of purchasing a house, while the proportion of Asian
households has no effect on white home purchases.?! These findings suggest that race plays an
independent role in neighborhood preferences, and, further, that the neighborhood
compositions preferred by whites are primarily driven by resistance to living in neighborhoods
with substantial shares of black and, to a lesser extent, Latino residents, rather than by a
preference for living in white neighborhoods.?? Turning to measures of neighborhood
satisfaction, subjective neighborhood condition (such as property upkeep and problems with
crime) and objective neighborhood conditions (such as poverty rates) have been found to
explain little of white residents’ self-reported neighborhood satisfaction when compared with
neighborhood racial composition.?® In other words, “after accounting for community social

characteristics, distinct effects of racial/ethnic composition persist, supporting the idea that
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there is something about race, above and beyond social class, that propels neighborhood
satisfaction.”?*

Perhaps the strongest evidence that racial composition matters independently of class
or other neighborhood characteristics when whites make housing decisions comes from studies
employing experimental methods to directly test the racial proxy hypothesis.?> In one
experimental study, researchers showed respondents videos of neighborhoods in which the
researchers manipulated the racial and class characteristics of the neighborhood in order to
test the independent effects of race and class characteristics on neighborhood preference. For
example, researchers would show a video of the exact same neighborhood scene but change
the race of visible neighborhood residents or the class valence of their activities. White
homeseekers consistently rated all-white neighborhoods as the most desirable. The effect of
race was smaller for blacks, who identified racially mixed neighborhoods as the most
desirable.?®

In addition to differences by race in preferred neighborhood racial composition and
neighborhood perception, segregation is exacerbated by the “mismatch” between whites’
desired neighborhood racial composition and the composition of neighborhoods in which they
perform their housing search. Whites search in neighborhoods with even higher percentages of
whites than they say they would prefer. In contrast, black and Latino homeseekers conduct
their search in neighborhoods that correspond to their stated preferences.?” While whites
mainly search in overwhelmingly white communities, black homeseekers search in communities
with a variety of racial compositions.?®

Less examined are specific differences in how these racialized patterns of
neighborhood-seeking behavior unfold between households seeking to purchase homes versus
rent, and how access to mortgage capital may shape housing searches. Moreover, little is

known about the experience of recent immigrants, especially those with limited English
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proficiency, in the neighborhood search process. Hum'’s research in this volume examines the
role of minority-owned community banks in providing credit for foreign-born residents who
may not qualify for conventional loans. Hum also identifies the role of those same banks in
facilitating property purchases by international investors that may drive up housing costs for

other buyers and for renters and contribute to neighborhood change through gentrification.

Sources of Information in the Housing Search Process

Given what we know about how neighborhood preferences contribute to residential
segregation, it is helpful to look in more detail at the processes through which these
preferences are transformed into actual neighborhood search decisions and home purchases.
In particular, the sources and information that homeseekers use to support and guide their
search have implications for segregation and may suggest points of leverage for pro-integration
interventions.

A range of types and sources of information are available to homeseekers when
searching for homes and neighborhoods. Formal sources of information include real estate
agents, newspaper advertisements, and internet-based real estate services. Informal sources
include homeseekers’ own experiences with particular neighborhoods as well as information
passed by word of mouth through friends, family, coworkers, or other social networks.
Research on the differential use by race of sources of information in the home search process
has found that, after controlling for relevant demographic factors, including income, education,
and type of search (buyer versus renter), blacks and whites generally use the same types of
search strategies (e.g., networks, realtors, newspapers). However, some differences in the
housing search process do exist. Early studies found that black homeseekers are more likely to
rely on networks, such as friends and family, and slightly less likely to use the internet in their
search than whites, even after controlling for demographic factors and type of search.?® Much

of this research, however, was conducted before use of the internet had become as widespread
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as it is today. As a result, more research is needed to understand the role of information
sources in different types of search processes, with particular emphasis on how the greater
availability of data through the internet is changing search processes.3°

Such further research on housing searches is particularly important given that years of
carefully conducted experimental evidence has shown that black and Latino homeseekers
continue to be shown fewer units than similarly situated whites, significantly raising the cost of
housing searches for black and Latino buyers and limiting their housing options.3' Previous
research has also demonstrated that black renters are often provided less information about
units, shown fewer units, and quoted higher rental prices, and that black homebuyers receive
less assistance with financing and are steered into lower-income neighborhoods and

communities with higher proportions of racial and ethnic minorities.3?

New Technology and Unanswered Questions in the Search Process

In general, homeseekers, regardless of race, increasingly rely on the internet for
information about housing decisions. The vast majority of homebuyers in 2015 (87 percent) still
turned to real estate agents at some point in the search, but 42 percent of buyers used the web
as the first step of their search, and 89 percent used online sources at least once.33 The effect
of the increased availability of online real estate information on segregation is not yet clear.
Easy access to online listings and neighborhood information may allow consumers to expand
the set of neighborhoods considered and avoid segregative steering by informal or formal
sources, but formal sources, such as brokers, are governed by the Fair Housing Act and may
have the potential to play an integrative role by pointing out neighborhoods that homeseekers
might otherwise have ignored.

As McLaughlin and Young write in this volume, greater access to real estate data comes

in three general forms: property-specific data, neighborhood-specific data, and “user-
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customized” data (such as estimates of mortgage borrowing capacity based on information
provided by the user, such as household income). Although the increased availability of real
estate data will improve the efficiency of the home search process, it could affect residential
sorting (and therefore segregation) in two countervailing ways. On the one hand, greater access
to data could contribute to larger choice sets of neighborhood options than would have
otherwise been considered and ultimately to greater residential integration by race and class.
On the other hand, greater access to data, especially regarding neighborhood characteristics
such as school performance and public safety, could increase the demand for and price of
housing in areas with high levels of access to opportunity. Without a corresponding expansion
in supply, price stratification across neighborhoods could increase, contributing to increased
segregation by class and also potentially by race.3*

Further, through the provision of different search results tailored to users’ IP address
location or shaped by users’ prior searches and social networks, online searches have the
potential to introduce even less visible segregative effects. And in other ways, online services in
the housing market have shown evidence of how new technology can exacerbate, instead of
ameliorate, discriminatory effects. For instance, evidence from the short-term rental platform
Airbnb is illustrative. Airbnb hosts are less likely to accept guests with distinctively African
American names, and black hosts earn less for renting similar apartments than white hosts after
controlling for quality, location, and other relevant factors.3

As the examples from Airbnb demonstrate, a primary concern about new technological
platforms, algorithmic matching services, and the increased availability of information about
consumers is that new forms of discrimination may emerge that have widespread impacts but
are hard for individual users to identify. How can new search tools and data sources contribute
to residential integration rather than perpetuate segregation? Municipalities such as Oak Park,

Illinois and Shaker Heights, Ohio undertook concerted efforts to encourage the creation and
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maintenance of racially integrated communities at a time when white flight and blockbusting by
realtors was the primary concern. Are there ways to modernize those efforts to encompass the
growing use of new, wide-reaching online platforms? Discrimination can at least be partially
addressed through the design of online markets—by, for example, limiting the availability of
information based on which people discriminate and instituting incentives for users to reduce
discrimination. While much recent attention has focused on bias in machine learning and
search engines, little has been done to understand how search engines can prevent segregation
or even encourage integration.

The literature on neighborhood search processes highlights the fact that whites’ general
reluctance to move into predominantly minority neighborhoods perpetuates segregation. This
fear and stigmatization of black spaces can be cyclical—integration has historically focused on
opening up white spaces to black people, which can simultaneously valorize white spaces and
stigmatize the black spaces left behind.3® But the experience of high-cost cities also raises the
guestion of what happens when whites move into predominantly black and Latino
neighborhoods, initially fostering integration, but, in the long term, contributing to
gentrification, displacement, and new forms of segregation. How can we revise integration
efforts, often created in response to fears of white flight, for a context where the primary
concerns vary from white avoidance of neighborhoods with predominantly black and Latino
residents all the way to white displacement of low-income black and Latino residents in

gentrifying neighborhoods? The chapters in this section provide a helpful starting point.
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