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Abstract

We study neighborhood choice using a novel research design that contrasts the move rate of
homeowners who receive a new different-race neighbor immediately next-door versus slightly
further away on the same block. This approach isolates a component of household preferences
directly attributable to their neighbors’ identities. Both Black and White homeowners are more
likely to move after receiving a new different-race neighbor. Results are robust to additional
controls (e.g., income) and alternative research designs. We find evidence of heterogeneity in
responses associated with income, density, and region, which has implications for understanding
contemporary neighborhood racial change and the prospects for maintaining stable, integrated
neighborhoods.
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1 Introduction

Two decades into the 21st century, US neighborhoods remain racially stratified. This phenomenon
is well-documented, yet there remains little consensus on how the identities of neighbors themselves
drive racial sorting and persistent stratification in modern housing markets. At issue is whether the
attributes of individual neighbors directly enter household residential choices. Conventional tipping
theories since Schelling (1971) emphasize preferences over the racial composition of the neighbor-
hood as a principal catalyst for neighborhood turnover. This widely accepted understanding of the
relationship between race and neighborhood transition has been complicated by recent work noting
that neighborhood composition changes are often strongly bundled with gentrification and related
processes where individual racial preferences may be unimportant.! These observations coupled
with an ostensible expansion in progressive public—facing racial attitudes have led some observers
to argue that in contemporary housing markets, a neighbor’s race may be of secondary or almost no
importance in individual household neighborhood choices despite the persistence of racial stratifica-
tion. Krysan and Crowder (2017), for example, discusses how seemingly race-neutral neighborhood
search processes can result in maintaining stratified neighborhoods while Gould Ellen (2000) notes
the absence of traditional White flight behavior in response to Black entry in contemporary housing
markets.? Understanding the source of the dynamics maintaining stratification is no idle concern. A
broad literature establishes that neighborhoods, and who lives in them, matter for a wide range of
economic, social, and health outcomes (Chetty et al., 2016, 2022a,b; Chyn and Katz, 2021).

Credibly distinguishing whether households respond directly to the attributes of their neigh-
bors or factors coincidental with new neighborhood entrants has proven difficult. Two fundamental
challenges confound identification of preferences over the identities of new neighbors. First, neigh-
borhood demographic change is typically accompanied by shifts among a wide range of other neigh-
borhood amenities, including public goods (e.g. schooling and safety) and private goods and services
(e.g. shops and restaurants). Many important amenities are both likely to be unobserved and to
respond endogenously to a change in neighborhood racial composition. Second, household location
decisions are naturally affected by both current conditions and future expectations. Some current

residents may perceive new entrants of a different race negatively because of concerns about future

LCouture et al. (2019) and Baum-Snow and Hartley (2020) document, for example, the sharp rise in demand for center-
city neighborhoods by high income households since 1990, while Almagro and Dominguez-Iino (2020) highlights how both
neighborhood demographic composition and nearby amenities change endogenously in response to the rapid expansion of
AirBnB in major cities in recent years.

2Instead Gould Ellen (2000) attributes the persistent stratification primarily to avoidance of Black neighborhoods on
the part of White households.



entry by others of that group (see e.g., Gould Ellen (2000) and Casey (2020)). Together these factors
make it difficult to determine empirically whether households are reacting to the identities of their
neighbors directly or instead using information about neighborhood composition to form expectations
about the future evolution of the neighborhood.

Evidence from surveys that attempt to directly measure preferences by providing “neighborhood
cards” describing different configurations of racial integration introduced in Farley et al. (1978) and
subsequent followup work (e.g., Farley and Frey (1994); Logan et al. (2004)) for the Detroit area
notes that although White tolerance for Black neighbors has increased, surveyed households voiced
discomfort with the prospect of a majority Black neighborhood.?> While useful, this hypothetical
evidence provides limited insight into how such stated preferences play out in reality, as surveys
necessarily have to abstract from other features of the neighborhood and respondents may find it
difficult to “hold all else equal”. In recognition of the need of better estimates of preferences, several
recent papers propose research designs aimed at distinguishing preferences for neighborhood com-
position from other neighborhood attributes/amenities including Almagro et al. (2021), Caetano and
Maheshri (2021), Davis et al. (2021), and Li (2021).

In this paper, we study how incumbent residents respond to the receipt of new different-race
neighbors to better understand the nature of these responses and how they may shape the character
of neighborhood racial change in contemporary housing markets. To do so, we propose a novel ap-
proach that exploits highly localized variation in exposure to new neighbors on a residential block.
Our primary research design contrasts the propensity to move in response to receiving a new neigh-
bor of a different race immediately next door versus slightly further away on the same side of street
on the same block.*

We motivate this approach with a dynamic model of neighborhood choice presented in Section 2.
We use the model to highlight several fundamental challenges to identifying preferences for neigh-

bors’ race. We formally introduce our “nearest neighbor” research design in Section 3 and show how,

3By contrast, Black respondents were fine with a broader array of neighborhoods, though they did express distaste for
nearly all-White contexts. Charles (2000), extending this approach to Los Angeles to measure preferences for integration in
a multiracial context, finds that all groups express a preference for living in neighborhoods with some degree of integration.
However, Whites and non-Black groups admitted discomfort at the prospect of living in neighborhoods with higher shares
of Black neighbors.

4McCartney et al. (2024) use a closely-related research design based on contrasting the move decisions of households
within the same census block group who receive a new Democratic or Republican neighbor to study political polarization.
We explore a similar approach. Bayer et al. (2008), Bayer et al. (2021), and McCartney and Shah (2022) use a related
research design based on contrasts between households on the same block versus a block or two away to study the role of
neighborhood social interactions on job referrals, household finance, and investment activity. In these papers, the thinness
of the owner-occupied housing market provides the primary basis for the argument that the assignment of neighbors at
such fine geographic scales is essentially random.



under reasonable identifying assumptions, it overcomes these identification challenges to isolate a
component of move propensities attributable to preferences for the neighbors’ race. In the empirical
analysis that follows, we provide supporting evidence that these identifying assumptions do, in fact,
hold in our sample.

We implement our strategy in neighborhoods drawn from a national set of MSAs using data
that combine detailed housing transactions with demographic information on households available
in home mortgage loan application registry (LAR) files collected as required by the Home Mortgage
Disclosure Act (HMDA).? The housing transactions data provide information about the housing unit
as well as the exact timing of home sales. The HMDA files provide important demographic details
on buyers including race of the applicant and/or co-applicant, income, and key loan-related informa-
tion. We match these data to construct a house-level panel dataset that allows us to observe racial
transition dynamics across neighborhoods for a national set of counties. We focus specifically on the
well-documented, historically salient, and stubborn Black-White neighborhood stratification.® More-
over, the places we study using our research design are among those with the highest potential to
foster stable, integrated neighborhoods.”

Our baseline results reveal that both Black and White homeowners have a higher propensity to
move in response to receiving a new different-race neighbor immediately next door versus just two
to three doors away. The magnitude and statistical significance of these results are essentially un-
affected by the inclusion of a broad set of building, homeowner, and mortgage characteristics. For
Black households, the implied effect size corresponds to a roughly five percent higher move propen-
sity, while the corresponding estimate represents a three percent increase for White households.
Importantly, these estimates isolate only the incremental response of incumbent homeowners resid-
ing right next to the new neighbor relative to other homeowners a few doors further away. The latter
homeowners may, of course, also react to the new different-race neighbor and, as a result, our esti-
mate naturally provides a lower bound on the magnitude of the full response to the receipt of a new
different-race next-door neighbor.

Next, we estimate an alternative set of models that expand the set of homes considered beyond

5To combat redlining and mortgage discrimination, the Home Mortgage Disclosure Act, enacted originally in 1975 and
expanded several times since, requires financial institutions to collect and disclose information on mortgage applicants
and borrowers.

8The continued salience of Black-White stratification and its significance in governing the dynamics of modern housing
markets remains a topic of active research. See, e.g., Lewis et al. (2011), Hwang and Sampson (2014), or Christensen and
Timmins (2022).

"To ensure a meaningful number of within-block cross-racial purchases, we focus on a set of MSAs that are both rela-
tively large and possess representative-sized Black populations.



the same side of the immediate block. We examine responses to receiving a new nearest neighbor
of a different race among the 10 nearest parcels by distance within the same census block group.
These parcels potentially include homes down the block, across the street, and behind the home of
interest. Similar to our baseline strategy, we find evidence consistent with a hyper localized response.
In particular, both Black and White incumbent households receiving a new different race neighbor
within the 1 or 2 closest parcels are statistically more likely to leave than if the new different-race
neighbor arrived among the 3rd, 4th, or 5th closest parcels. The magnitude of these results are
similar to the baseline within-block results and, together, the estimates imply that both Black and
White residents have an increased response to receiving a different race neighbor in immediate
proximity to their home.

There are several potential challenges to the interpretation of these reactions as a response to
the race of a new neighbor. We address four major concerns in our analysis. First, there might
be non-random selection in where the new neighbor arrives on a block, even at the fine geographic
scale that we use for these empirical contrasts. Using a set of observable homeowner and housing
characteristics, we show that the arrival of a new neighbor one versus two to three doors away
appears to be as good as randomly assigned. A second potential concern is that the move responses
we identify might somehow be driven by within-block changes in amenities that vary even at the fine
geographic scale we study. To test for this possibility, we examine how the receipt of a different race
neighbor one versus two to three doors down affects subsequent resale housing prices. This analysis
results in a precisely-estimated null effect for both Black and White current residents, providing
empirical support for the claim that our baseline results are not capturing changes in highly localized
variation in unobserved aspects of housing or neighborhood quality.

A third potential concern with the interpretation of our baseline estimates is the possibility that
incumbent residents may be responding to the general disruption arising from the receipt of any new
next-door neighbor, regardless of the neighbor’s race. To study this possibility, we present results
from an alternative estimation approach that compares current residents who received a different-
race neighbor with those who received a same-race neighbor, in the same Census block group and
quarter. For both Black and White incumbent households, we again find evidence of differential
move responses among those receiving a new different race neighbor immediately next door versus a
few doors away. These estimates are statistically significant with magnitudes similar to our baseline
estimates. In contrast, the estimated differential response of both Black and White households to

receiving a new same-race neighbor immediately next door is small in magnitude and statistically



insignificant.

A final potential major concern about our baseline results is that the estimated response to re-
ceiving a new neighbor of a different race may not be capturing a racial response per sé, but instead
reflect household preferences for other attributes of their neighbors, such as income, which are cor-
related with race. To address this concern, we are able to leverage the income measures provided
in the HMDA data. Adding income as a control to the specifications described in the previous para-
graph reveals a strong income response - incumbent move propensities are inversely related to the
income of their new next-door neighbor - but, remarkably, has no effect on the estimated response
to the race of the new neighbor. That controlling for income does not affect the estimated racial re-
sponse is directly attributable to the extremely fine geographic contrast at the heart of our research
design. That is, despite the strong correlation of income and race at the population level, income
is essentially randomly assigned among new different-race neighbors one versus two to three doors
away in the same Census block group. The robustness of our result to income greatly strengthens the
likelihood that the differential responses we estimate to the receipt of new different-race neighbors
do, in fact, represent responses to neighbors’ race rather than some other correlated attribute.

We close the paper by studying heterogeneity in the racial responses estimated in our baseline
results. The main goal of this final section is to provide a sense of the places in American soci-
ety where neighborhood race-based preferences remain strong drivers of stratification versus those
spaces where such preferences are weaker and, therefore, may be more amenable to stable racial
integration. To this end, we study heterogeneity along dimensions related to income, housing den-
sity, and region. For income, we are able explore how the estimated racial responses vary with the
income of the (i) incumbent resident, (ii) new neighbor, and (iii) neighborhood. The results paint an
interesting and consistent picture for Black and White households. On the one hand, the response of
Black households to the receipt of a new White next-door neighbor appears to be quite broad based
- i.e., of a similar magnitude regardless of income, as captured by each of these dimensions. The
response of White households, on the other hand, varies systematically by income, and in the same
way generally for all three dimensions. In particular, the response of White incumbents to the re-
ceipt of a new Black next door neighbor is especially great when the new neighbor’s income level is
relatively low.® In contrast, White racial responses are much closer to zero at higher levels of income

along each of these dimensions.

8The same pattern holds qualitatively for the incumbent homeowner’s and neighborhood income, although these esti-
mates are less precise.



The results also point to strong racial responses, particularly for White households, in dense
areas where houses are close together. In contrast, the racial responses in areas with suburban
and exurban density are much weaker due, perhaps, to fewer or less intense interactions among
neighbors in these spaces. Together, the results for income and density are largely consistent with
recent descriptive evidence that show declining racial segregation and increases in racial tipping
points in suburban areas of many American cities (Bartik and Mast, 2021). Finally, we estimate
stronger racial responses by White homeowners in Northern versus Southern states. These results
are in line with the especially high levels of racial segregation, historically and currently, in Northern
cities (Boustan, 2010; Derenoncourt, 2012), as well as increased racial integration in the suburbs of
Sunbelt cities.

Our paper makes several broad contributions to the existing literature. First, the empirical
results provide new evidence that race remains an independent force shaping household sorting
decisions in contemporary housing markets. This result has important implications for racial in-
equality in current and future generations, since (i) racial sorting drives enormous differences in
neighborhood quality for Black and White households with identical levels of household income and
wealth (Aliprantis et al., 2022; Bayer and McMillan, 2005) and (ii) differences in neighborhood qual-
ity have substantial causal effects on many social and economic outcomes, especially for children
(Bayer et al., 2008; Chetty and Hendren, 2018; Chetty et al., 2016; Chyn, 2018; Chyn and Katz,
2021). Putting these two effects together, Chetty et al. (2020) shows that neighborhood differences
have an independent effect, over and above parental differences, on the Black-White gap in absolute
intergenerational mobility. Likewise, Chetty et al. (2022a) and Chetty et al. (2022b) demonstrate the
importance of social connectedness within neighborhoods for upward mobility outcomes.

Our results also imply that immediate responses to the racial identity of neighbors — which may
be compounded, in turn, by accompanying changes in amenities, prices, and expectations — con-
tribute to the dynamic patterns of racial tipping, “White flight”, and neighborhood racial transition
(documented in, for example, Blair (2017); Boustan (2010); Card et al. (2011); Casey (2020); Derenon-
court (2012); Gould Ellen (2000)), making it difficult to sustain racially integrated neighborhoods. An
extensive literature in economics has documented the causal benefits of racial integration (Billings
et al., 2022; Johnson, 2011, 2019; Reber, 2011; Tuttle, 2019) and costs of residential segregation
(Ananat, 2011; Andrews et al., 2017; Chyn et al., 2022; Cox et al., 2022; Lutz, 2011), for both Black
and White children. In addition, recognition of the potential benefits of racial integration has spurred

the passage of a number of public policies aimed at broadening access to better neighborhoods and



fostering stable neighborhood integration and these results suggest nuance in interpreting the effi-
cacy of such policies in modern housing markets.® We discuss the implications of our findings for the
sustainability of racially integrated neighborhoods further in the concluding section of the paper.

A final empirical implication of our paper is that social interactions that occur at the level of
one’s immediate neighbors remain important in a modern context. Interactions at this hyper-local
level have motivated identification strategies for estimating social interactions and local spillovers in
Bayer et al. (2008), Anenberg and Kung (2014), Bayer et al. (2021), and McCartney and Shah (2022)
and the neighbor-based segregation index developed by Logan and Parman (2017).

Our paper also makes a methodological contribution to the literature that has attempted to dis-
tinguish the role of racial preferences in neighborhood sorting. In Section 3, we discuss in detail how
our research design works to solve the problem of separately identifying direct preferences for the
attributes or identities of one’s neighbors from associated changes in neighborhood amenities and
expectations about the future evolution of the neighborhood. This issue is well known in the litera-
ture on neighborhood sorting and many papers — e.g., Bayer et al. (2007) — simply acknowledge the
inability to distinguish these components as a limitation of the analysis.

Another issue that naturally arises in the neighborhood sorting literature is how to distinguish
the role of preferences in household location choices from various forms of housing discrimination.'®
Bayer et al. (2007) and Krysan and Crowder (2017) discuss the conceptual difficulty of differentiating
whether observed neighborhood choices are driven by preferences of households for neighborhood
composition versus discriminatory constraints that effectively restrict the options available to certain
households.!! By focusing on the exit decision of existing homeowners in response to changes in the
demographic characteristics of their neighbors, our methodological approach avoids the difficulty of

trying to identify whether neighborhood entry choices are driven by preferences or constraints.

9These interventions broadly include anti-discrimination legislation such as the Fair Housing Act of 1968, housing
vouchers, scatter site housing, and related policies. See Galster (1992) and Massey and Denton (1993) for additional
discussion.

10 An extensive literature has documented housing discrimination through many channels including differential willing-
ness to rent/sell to Black renters/buyers and neighborhood steering by real estate agents (Bayer et al., 2017; Christensen
and Timmins, 2021b, 2022; Hanson and Hawley, 2011; Ondrich et al., 2003; Page, 1995; Yinger, 1986).

L Christensen and Timmins (2021a) uses a novel combination of an audit study and choice date to estimate a model
that simultaneously captures both racial preferences and housing discrimination. Li (2021) uses detailed historical data
to separately identify the role of preferences versus constraints in driving segregation in Northern cities during the Great
Migration.



2 A Conceptual Framework

In this short section, we introduce a theoretical model of an existing homeowner’s decision to re-
main in their neighborhood or move, as their neighborhood evolves. We assume this decision is
inherently dynamic insofar as the homeowner bases their decision on both current neighborhood
conditions and their expectations about how the relevant factors will evolve going forward. We use
the homeowner’s dynamic decision problem to highlight two fundamental identification issues facing
researchers seeking to study whether the neighbors’ identities directly affect residential location de-
cisions. We formally introduce our nearest neighbor research design in the next section of the paper,
explaining there how it helps to overcome these important identification issues.

We characterize the dynamic problem of a homeowner deciding whether to stay in their existing
residence or move in each period. Households are forward-looking with preferences defined over
the characteristics of their neighborhood, including the composition of their neighbors. Households
also understand that neighborhoods are constantly evolving and form expectations about how their
neighborhood is likely to change going forward given its current state.

We model the decision of an existing homeowner i with observable attributes Z; to stay or leave
their current residence in neighborhood j as a dynamic binary choice model in discrete time. We

characterize the per-period utility, U that i receives from their current neighborhood at time ¢ as:

Uiji=fZi,piji: Xijt:Cijt- @)+ 8Zi,Zi 1, Dip, p)+€ijs 1)
%
where:

* f(-) captures utility from neighborhood amenities, both observed X; ; ; and unobserved ¢; ; ;, as
well as the value of household i’s home, p; ; ;,

* g(-) captures utility associated with the attributes of each neighbor %, located a distance D, ;
away,

* ¢; j: captures the idiosyncratic taste of household i for living in their current residence.

This general formulation of the per-period utility function allows homeowners to have preferences
over both neighborhood amenities and the identities/attributes of their neighbors, and to potentially
care more about their immediate neighbors than those a bit further away. The flexible form of f(-)
also permits homeowners to care about the value of their home both as a measure of the cost of living

in this location and because they benefit from any appreciation that occurs over time.



The Unobserved Amenity Problem. Inspection of the components of the static utility function
illustrate a principal reason why it is challenging to separately identify and isolate independent
causes of household move decisions. Since many neighborhood amenities are likely to be unobserved
in any data set, distinguishing preferences for the identities/attributes of one’s neighbors — captured
in g(-) — from tastes for unobserved neighborhood amenities in ¢ is difficult. Are households respond-
ing directly to the changing identity of their neighbors or to other aspects of the neighborhood - e.g.,
schools, shops, restaurants, churches — that may be changing at the same time? Answering this ques-
tion is made all the more difficult by the fact that many of these amenities may evolve endogenously
in response to changes in the neighborhood demographic and socioeconomic composition. Such en-
dogenous amenities include public goods like school quality and public safety as well as any private
goods and services that respond to local demand such as local restaurants, shops, and churches that

may be highly correlated with neighborhood demographics.

The Neighborhood Expectations Problem. Given the characterization of static utility above,
we can recursively define the household’s present discounted value of remaining in their current

residence V; ; ; using the Bellman equation:

Vijt=FZi,pije-Xijt:Cijt @)+ 8Zi,Zp1,Dip,p)+6EMax(V;j1,0)+€i 5, (2)
%

where § is the discount rate and for simplicity, and without loss of generality, we normalize the value
of moving away to zero.

The right hand side of the Bellman equation highlights a second challenging identification prob-
lem related to the dynamic nature of the decision problem. In particular, the continuation value term
EMax(V; j;+1,0) in equation 2 captures expectations about the future evolution of the neighborhood
along a number of dimensions, including household i’s house price p. The inclusion of this term
in the homeowner’s decision problem makes it difficult to ascertain whether households respond to
changes in neighborhood amenities and demographic composition because of the direct effect on their
own utility or because they provide new information about the future evolution of the neighborhood.
In the context of racial tipping, for example, this forward-looking behavior makes it difficult to dis-
tinguish whether households care directly about the race of their neighbors or are motivated instead
by what neighborhood demographic change might signal about the future evolution of the neighbor-
hood. In many historical contexts, in particular, fears about future price depreciation have been put

forth as a primary explanation/justification for “White flight” in reaction to the initial entry of Black

10



residents on a block.

These fundamental identification problems are the primary reason the question of what funda-
mentally drives neighborhood racial change remains an open academic and policy question more than
half a century after realtors openly practiced blockbusting in many American cities and Schelling
(1971) formalized a dynamic model of neighborhood tipping. No existing paper has been able to fully
separate the independent contribution of the identity of one’s neighbors from the associated simul-
taneous (and potentially endogenous) changes in local amenities and what those identities might

signal about the future evolution of the neighborhood.

3 Nearest Neighbor Research Design

The research design we use in this study is based on an empirical contrast between the behavior of
existing homeowners who reside on the same residential block. Specifically, we compare how house-
holds of the same race react to receiving a new neighbor of a different race depending on whether
the new different-race neighbor moves in immediately next-door versus slightly further away on the
same side of the street on the same block. In practice, our main empirical results focus on compar-
ing the reaction of current residents to receiving new next-door neighbors to those receiving a new
neighbor just two to three doors away.'? Intuitively, this fine geographic contrast directly addresses
the fundamental identification challenges discussed above. First, because these homeowners live so
close to one another, any differences in the neighborhood amenities they experience are likely to be
very small and idiosyncratic. And, second, the arrival of the new neighbor should provide nearby
existing homeowners with the same new information about how the neighborhood is likely to evolve
over the coming years, regardless of whether they move in one versus two to three doors away. As a
result, any systematic differences in move propensities in response to the arrival of the new neighbor

can plausibly be attributed to differences in preferences related to proximity to the new neighbor.

3.1 A Potential Outcomes Framework

We introduce the nearest neighbor research design using a potential outcomes framework. Our main
goal is to characterize the identified causal effect and the key identifying assumptions underpin-
ning the design in a concise way. We discuss the implications of slightly weaker assumptions for

the interpretation of the identified effect and foreshadow some empirical tests of these identifying

121n some specifications, we expand this contrast to within 2 parcels away relative to 3, 4, or 5 parcels away.
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assumptions that we implement later in the paper.
Consider existing homeowners i of race r who reside on block j with neighboring homes d doors
away. We model each incumbent household’s move propensity, Y, in response to the arrival of a new

neighbor of a different race r’ arriving d doors away as:

Yi(d)=2(d)+BiW(d) +vi +w; (3)

where the four factors on the right hand side of equation 3 capture the impact on move propensities
due to:

¢ preferences for living near a different-race neighbor d doors away: ®(d),

* within-block differences in future amenities or housing prices related to the arrival of the
different-race neighbor d doors away: §; W(d),

¢ idiosyncratic factors affecting household i’s move propensity: v;, and
* factors affecting block j as a whole, w;, including any expected future changes to amenities,
composition, and housing prices at the block level related to the arrival of the new neighbor.
The nearest neighbor research design aims to estimate the component of move propensities due to
preferences for living near a different race neighbor, ®(d), by contrasting the move responses of
incumbent households immediately next door, d = 1, versus those a few doors away, to the arrival
of a new neighbor of race r’. We are specifically interested in identifying ®(1), which requires three

assumptions:

Assumption 1: Quasi-Random Arrival Location within the Block (d 1L v). The first key
assumption underlying the nearest neighbor design is that d LL v - i.e., the location of the newly-
arrived neighbor of race r’ is quasi-randomly assigned to existing owners residing a few houses from
the new neighbor on the same block.'® Our empirical focus on owner-occupied single family homes
is motivated by this requirement. Two aspects of the market for single family homes help make this
a reasonable assumption empirically. First, while the size, age, and quality of single family homes
vary greatly across a city, homes are much more homogeneous on a given residential block. Second,
the market for single family homes is typically quite thin, with only a small fraction listed for sale at
a given moment in time. As a result, while a household might have a preference for a particular type
of home in a particular neighborhood, the exact home they wind up buying within a block is largely

a function of homes listed for sale at the time of their search.

13The independence assumption also implicitly requires all incumbent households to observe the arrival of the new
neighbor, so that they can update beliefs about the expected future evolution of the neighborhood accordingly.
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This assumption is testable on observable household and housing attributes, although obviously
not on unobserved factors. As we show in the empirical analysis below, there are no systematic
differences in the observable attributes of incumbent households one versus two to three doors away

from a new neighbor of a different race on the same block in our large sample.

Assumption 2: Limited Geographic Scope (D(d)=0 V d >1). This strong version of the limited
geographic scope assumption requires that only close next-door neighbors are directly affected by
the racial identity of the newly-arrived neighbor, over and above any impact on the future amenities,
composition, and price of the block j as a whole. This assumption ensures that the component of
move propensities due directly to preferences over the racial identity of the new neighbor can be
identified by comparing the responses of immediate next-door neighbors, d = 1, and those just a few
houses away - e.g., d €(2,3).

A weaker, and more reasonable, version of this assumption is that the preferences of neighbors
two to three doors down are affected by the new neighbor in a qualitatively identical but quantita-
tively weaker way, ®(1) > ®(d) V d > 1.1* In this case, our estimated effect provides a lower bound
on the true strength of the move response to a new next-door neighbor due directly to preferences

over their racial identity.

Assumption 3: No Effect of Arrival Location on Future Amenities or House Prices (W(d) =
0 V d). This final identifying assumption ensures that all households on block j within a few homes
of the newly-arrived neighbor of race r’ experience the same (block-level) impact on future amenities
and house prices captured in w. We use the term amenities broadly here to include anything that
affects the value households receive from their residential location besides that due directly to the
identities/composition of their neighbors. For most local public and private goods this is likely to be a
reasonable assumption empirically, given the fine geographic scale of the analysis - i.e., differences in
dista