
RACE AND PROPERTY VALUE:
A CHANGING CONCEPT

by l. S. Fuerst and Susan M. Sarcone

For years banks and real estate appraisers have taken the
view that the entry of racial minorities, notably blacks, into
neighborhoods, reduces the price of housing and prop-
erty values. lt is even more significant that their policies
have reflected this attitude and have escalated any gen-
eral effect that miSht have been present. Popular liberal
thinking, on the other hand. has held that race has no ef-
fect upon property values.
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These areas of interest are by no means fixed; there are
wide variations between lenders with respect to property
type, so the investor nrust do phone or legwork to find the
lender best suited. lt's helpful to know that real property
is usually classified by lenders according to tenancy, pur-
pose and whether or not income is produced.

Specialty lenders, because of their autonomy, are not
usually subject to Beographical limitations. With some,
lending.iuthority is rn the "front lines," a circumstance
that allows rapid processing. Others, notably insurance
companies and pension funds, must often answer to many
masters before a loan can be approved, and terms can
change accord ingly.

On the other hand, the slower lenders may offer longer-
term financing, though equity participation and prepay-
menl pen.rlties may be substantial. Limitations on loan
amounts vary accord ing to the lender, each attempting to
fit into an identified market sector. Each lender usually
offers a specific structural advantage, with most involv-
ing some degree of negative amortization and/or the
exploiLltion of older, lower-rate underlying loans.

Careful shopping will turn up some programs that have
surprising and unique applications to real estatc trans-
actions. The fact that most creative financing takes ad-
vantage of older loans already in place leads to the next
rule of survival.

Avoid 'wrap-o-phobial ' The hesitancy and even suspi-
cion with which borrowers sometimes regard wrapa-
round loans are moslly due to lack of information and
myths arising from coffee-break scuttlebutt. Wraparound
loans are certainly nothing new; multi-family building
sellers have used them for years to offer buyers seller-
carried financing while enjoying the interest rate spread
between it and the underlying first mortSage. A wrapa-
round is just a iorm of secondary financing in which the
lender takes control of, and makes the payments on, the
primary financing. Usually the borrower signs an all-
inclusive trust deed (or mortgage) and note, pledging to
make regular payments to the lender on the entire amount
of the wrap. The lender takes the borrower's payment,
deducts the amount of the first nrort8a8e paymenl and
pockets the rest. This way, the borrower has the conven-
ience of making a single payment and receives a below-
market interest rate; the lender can protect his or her
secondary position by being sure the first is current.

The most prevalent misconceptions about wraps are that
the lender always enjoys the underlyin6 equity truild, that
the borrower remains responsible for payments on the
wrapped loan and th.lt wraparounds take precedence over
the underlying financing.

ln fact, an interest-only wrap will still give the borrower
the equity build; the lender receives interest dollars on the
total wrap amount, but must pay out principal dollars to
amortize the underlying loan. As wrap equity is p.rid off,
the borrower accrues the advantage because the under-
lying balance becomes lower than when the wrap was

originally placed. Thus, the borrower take's advantaBe of
equity build, not the lender. As to the last myth, wrrp-
arounds saddle the lender with full responsibility for
making payments on underlying loans. The legal consen-
sus is that wraps never take priority over earlier loans.

To stay afloal in a sea of ambiguity, you must first ac-
knowledge the imminent possibility of drowning, A suc-
cessful real estate investor must stay in touch with the
property and financial markets, especially now when
they're in almost daily flux. King Lear, the U.S. railroad
industry, the brontosaurus and Detroit automakers have
at various limes shared one common, tragic flaw: an in-
.rbility or resistance to change with the times. Even though
inflation and short-term inlerest rates are presently eas-
ing, the income property investor looking for a l4 per-
cenl, 3O-year mortgage with a 2-point {ee is wasting time.

This is presently more true of income property than of the
single-family residential market. But the low-rate, long-
term financing advertised by residential developers for end
loans is usually subsid ized by a profit sacri{ice, short term
buy-downs or are provided by an institutional lender who
mistakenly issued a long-range, fixed-r.rte forward com-
milment in 19781o '79.

Real estate lenders learned one permanent and extremely
painful lesson in the last round of 20 percent or more in-
terest rate inflation, and they will likely never allow
themselves to be burned again by making long-term, low-
yield loans while their own cost of funds soars to record
levels. For inst.lnce, witness the current shake-out in the
thrift industry, another segment of the financjal commu-
nity which has been unable lo react quickly enough to the
radical market changes.

LonB-term, low-interest rate mortgages are already being
called "dinosaur loans" by financial cognoscenti; some
play,ful wags contend that old loans are being replaced by
"neutron mortSages" which destroy the borrower but leave
the property intact. Not only are long-term loans becom-
ing extinct, but real estate loans from traditional lenders
are hard to come by in any form. Experience tells us that
the availability of so-called offshore money is usually a
mirage; in fact, the money that is supposed to appear at
the U.S. bank often turns out to be a letter of credit from
a small foreign bank which the U.S. bank cannot honor.
Creative financing has provided some breathing space for
property owners, but asphyxiation may occur when all
those balloon payments come due. The astounding rise
in foreclosure rates over the past several months repre-
s€nts the tip of an iceberg composed of purchase money
second mortgage defaults.

Understand the depression. On the surface, the depres-
sion in the real estate market is a function of unbearably
hiSh interest rates. Why have rates remained so high with
inflation now on the wane? No one knows for sure. but
lhere are a variety of variables influencing the situation.
Some may b€ political; low unemployment and interest
rates benefit an administration most when re-election lime
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Laurenti's Work
Because lhe earlier held attitudes and the resulting cor-
ollary actions such as redlining and exclusionary zoning
were inconsistent with constitutional justice to minori-
ties, there has been.r concerted effort by the liberals to
demonstrale the falsity of establishment views. To dis-
prove conventional thmry, a number of organizations and
individuals undertook studies on the effect of race on
property values. The b€st known study supporting
the liberal stance was Property Values and Race,r by
Luigi Laurenti.

Laurenti's work, based on comparisons of property val-
ues in test areas where nonwhite entry has occurred and
control areas that have remained white, in 5an Fr.tncisco,
Oakland and Philadelphia, showed that in four times out
of five when blacks enter an area prices will keep up with
or exceed those in areas that remained white.

One major limitation of Laurenti's study is that he se-
lected test neighborhoods with mostly single family res-
idences and areas not contiguous to existing black
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residential areas. Both of these factors make the analysis
inapplicable to many midwestern and eastern cities, where
the movement of black families is primarily an expansion
ofthe nonwhite central city ghetto. The study concluded
without any proof that property price change was not de-
pendent on the number of blacks that entered a test.rrea.

What Laurenti's study demonstrated, according to an un-
usually incisive review by Anthony Downs in land fco-
nomrcs,'was that the introduction of nonwhite families
into a neighborhood, in contradistinction to the conven-
tional wisdom, does nol necessarily result in deteriorat-
ing neighborhoods and fallinB property values.

Other Studies
Other studies in Chicago and across lhe U.S. indicate rirs

e
)-

=.#

1.1 RIAL ESIATE ISSUES, FALL/WINTER 1982 STRATT()N and BATES: A LENDER'S VIEWPOINT .,5

I



A TENDER'S VIEWPOINT: SIX WAYS TO SURVIVE
TODAY'S REAL ESTATE DEPRESSION (AND
OTHER OBSERVATIONS)

by Donald l. Stratton and Barrett R. Bates

lnvestors who bought real estate between 1976 and 1979
were prepared to accept ne8ative or zero returns, count-
ing on unprecedented appreciation rates and pent-up de-
mand to make up the loss and provide a tidy profit upon
sale or refinance. The pent-up demand is still very much
present, but the appreciation is not. When interest rates
hit record levels, building becomes unprofitable, existinS
property is almost impossible to buy and formerly cash-
productive property is difficult to hold.

gage rates subside. Yet no one knows when, with what
strength, or even whether the market will show improve-
ment; consequently, few property owners know how to
approach problems in the meantime. M..rgical incanta-
tions, wishful prayers or supplications to the IRS may not
suffice to solve these problems. The following sugges-
tions should help as practical, preventive medicine for the
ailments of forward-looking investors.

ldentify your rescuers. The Loan Arranger is stillthe hero
of the day, but its disguise has changed somewhat. Sp€-
cialty lenders have entered the market to fill the vacuum
left by institutional lenders who have exhausted their
lendable funds or even their net worth. Some specialty
lenders have been around for awhile, but are just now di-
versifying or expanding their lending programs. A partial
list of currently active lenders includes:

. REITs (Real Estate lnvestment Trusts)

. Pen s ion/Ret irement Funds
r lnsurance Companies
. lndustrial Revenue or Mortga8e Bonds (local)
. Corporate Lenders, Private lnvestors, Mort8aBe

Bankers, Finance Compan ies

The primary advantages of borrowing from RElTs, such as

those sponsored by Consolidated Capital companies and
others, are quick decisions and fundings, nontraditional
flexibility in tailoring a loan to meet the borrower's spe-
cial needs, minimal participation in comparison to part-
nerships, and a variety of payment programs designed to
improve cash flow and the borrower's ability to ride calmly
through the current trough in the real estate cycle.

Each type of specialty lender tends to orient itself to spe-
ci{ic property types. Pension funds seem to like residen-
tial and resort property, insurance outfits and corporate
lenders prefer offices and retail, and REITs are generally
interested in commercial property. Private lenders,
finance companies and mortgaBe bankers are most
frequently involved in home mortgages.

in values in are.ls that have undergone r.rcial change. E.

F. Schietinger's article, "Race and Residential Market
Values in Chicago,"' indicates that while prices decline
during the period when the threat of black entry is per-
ceived, during aclu.rl entry values increased. He con-
cluded that because of the type of finan(i.11 commitment
that it was necessary for a black family to make in pur-
chasing or renting a home, overcrowding was often the
only solution. Schietinger found that blacks paid more for
real estate than whites did in an area.

A study by Martin l. Bailey, "Ef{ects of Race and Other
Demographic Factors on the Values of Single-Family
Homes,"o analyzed Chicago areas from 1948 to 1951 and
from 1954 to I 956. These findings also indicate that al-
though prices were low in neighborhoods adjoining black
areas, the relationship between race and property values
in black areas was insignificant.

Most of the studies undertaken during the i 950s and 1960s
show results presaging no change in property values when
blacks enter a neighborhood, regardless of the number o{
incoming families. Even a cursory examination of hous-
ing values in the Chi( ago area suSgested that this was not
completely accurate at that time.

For a number of reasons quite apart from color, in-
migration in large numtrers did seem to result in a slow-
down of the value rise or an actual decline in values in
many communities. Differences in a black family's abil-
ity to obtain financing, annual income differences, and
lack of experience in home purchasing create circum-
stances unlike those that the average white family taces
in buying a home.

ln addition, the entrance of blacks into an area often has
resulled in the departure of white families. The conven-
tional theory of "white flight" from a neighborhood
undergoing racial transition is related to economic con-
siderations. Attitudes of white residents during transition,
in particular their fear of decreased property values, es-
tablish the pace at which brlack families enter a neigh-
borhood. The tendency ofwh ites in a neighborhood to sell
their homes at the first sign of black move-ins creates a
surplus of housing, which resuls in depressed prices. Thus,
the threat of decreased values feared by wh ite homeown-
ers and potential white buyers materializes due to their
own desertion or avoidance of the area.

Chicago Value Analysis
The current study of property values and race used land
values as an indicator of property values but recognized
thal this measure is valid only to a limited extent. The land
values used were obtained from Olcott's Land Value Blue
tsook ior the Chicago Area; and reflect a 30-year period
for areas that arct/alo 1/) square mile in size. According
to Olcott, these values are based on existing zoning laws,
tax records, sales price information and interviews with
real estate people and area residents." While land values
are merely a portion of property values, in general these
values as given by Olcott seem to correlate with the fluc-

tuation of selling prices. There is no brie{ given fortheva-
lidity or reliability of Olcott's land values; and there is some
indication that in hiSh property value areas his estimates
are low, whereas in low priced areas the values app€ar
high. Nevertheless, for I0 to 3o-year trends, the relation-
ship values assigned by Olcott seem to be realistic, which
enables us confidently to infer relationships between
property values and land values.

ln order to test the correlation between Iand value as
measured by Olcott's book and appraised property val-
ues, a comparison was made in a northwest Chicago res-
idential area (7200 W-7600 W; and 6800 N-7600 N).- ln
this area, land values rose 40 percent, from $l95 per front
foot in 1964 to $275 in I 970. Appraised property values
on a selected group of houses in the same area increased
from $24,000 in 1964 to $34,000 in 1 970, slightly more
than 40 percent. Similarly, from 1970 to 1973 average land
values in the same area increased 27 percent from $275
to $350, while appraised property values rose from
$14,000 to $39,000, an '18 percent increase. This com-
parison sug8ests that the relationship between these two
factors is positive.

Data seem to lead to the conclusion that land values over
substantial time periods are affected by racial factors.

For example, in areas that were exclusively white from
1950 to 1979, values jumlxd from $48 a front foot in I950
to $337 in I979. ln North Side areas in Chicago such as
those bounded by lrving Park Road to Addison Street,
Central to Austin Street, land values went from $57 in 1950
to $41 5 in 1979. Another nearby area bordered by Sem-
inole and Foster, Oriole and Canfield, had a similar un-
broken rise from $15 in 1951 to $425 in 1979, a 7OO

percent increase over 2B years. All neighborhoods se-
lected from North and South sides that remained white
throughout the 2s-year survey period showed a consis-
tent rise in values, often doubling or tripling from 1951
to I 970.

ln areas that have remained black since before i 950,
steady rises in value have occurred bul at a greatly re-
duced level. Here the value went from $30 to $60 a fronl
fu)t or in some cases to $100. Examples of these all-black
areas are Hamlin to Aberdeen in Morgan Park, with prices
increasing from $25 to $75 per front foot; or the 63rd Street
to Marquette Road, Cottage Crove to Vernon area in West
Woodlawn, where prices increased from $35 to $ 100. ln
sum, all these areas had low land values for the 40-year
period and none rose to a land value over $ 100. This sug-

Bests that while land values reflect the reduced demand,
they also rise, to some extent, with the general price level.

Perhaps the changes that can be attribuled most to racial
attitudes were those which occurred in areas where black
families moved between 1970 and I979 - areas which
were all white from 1950 to 1970. These areas had shown
virtually the same land value trends as many other all-white
areas, increasing from $50 to $l 70 from 1950 to 1970.
However, after the areas were populated by a substantial
number of blacks, the land values fell from $ 1 70 to $ 100
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Because of the continuing demand for housing and some
types of commercial property, the real estate market should
rebound as general ec<.rnomic recovery begins and mort-
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per front foot. ln most cases, these land v.rlues in 1979
were less than the land prices in 1960.

The tendency lor prices to drop with r.rcial change was
also found in other areas, but the effect on land value was
not always as immediale. A more important phenome-
non was the relative.lmount of the increases. For exam-
ple, in many areas where blacks moved in from 1950 to
I 960 or from I 960 to 1970, land values continued to rise
but at a far lower rate than in most of lhe white areas and
at almost the same r.rte of increase as occurred in areas
th,lt had been hlar L ior many years.

Large Scale Transition
A cogent example of the differential effect o{ large scale
or small scale black in-migration is observable in the
conlrast between the South Shore and EdBewater com-
munities. The South Shore area (Chappel to Phillips, 75th
Street to 79th Street) showed continued land value in-
creases between 1950 and 1970, from $81 to $125.
Clearly, the area had been one of the highesl priced areas
in Chicago in 1950 and remained above average in I 970.
However, by 1979 when the population of blacks in the
area had risen to over 90 p€rcent, the average land value
dropped to $ I 00 even though the physical condition of
the area was still very g,ood. ln contrast, in Edgewater on
the cily's North Side where there were less than 5 percent
bl.-rcks, the land price jumped from $76 in 1950 (less than
in South Shore) to $475. Other upper middle class areas
where blacks have moved in in large numbers from 1970
to 1979 were Austin from Central to Lockwood and
Adams to Harrison. Land values in these areas have Bone
fiom $74 per front foot in 1950 to $216 in 1970 and
back to $75 by 1979.

These changes suggest lhat price fluctuations in areas of
above average property evaluation where blacks move in
are not necessarily related to differences in the quality of
housing. Contrary to the conventional idea that blacks
primarily move into deteriorated areas, black families have
in recent years moved into areas that prior to their in-
migration had high property values. Following ihese rJ-
cial changes, several areas with a substantial black influx
showed declines or small increases, while areas with some
blat L but predominanllv white oct upant y conlinue to
show sharp increases.

Stable Black Areas
One example, which may indicate a future pattern, is
found in a South Side area where prices decreased for
awhile as black families filtered in, but the loss was re-
covered in part as lhe upper middle class black families
began to predominate. ln one of the two most prestigious
.rreas on the South Side, known as "Pill Hill" because many
physicians built their homes there from 1950 to 1968,
prices dropped from $180 a front foot in 1960 to $l l5
between '1970 and 1976. Although this loss was later
partially recovered and prices rose to $ I 50 per front foot,
it never reached the 1960 price and was still much lower
than the prices of similar or even lesser quality housing
on the all-white Northwest Side of Chicago. The signifi-

cant fact here seems lo be that although values can rise
with all-black occupancy, because oi the Iimited market
the values do not rise as much.rs in all-white or pre-
dominantly while areas.*

A further ind ication of the housing conditions in the areas
where blacks moved in from '1950 to 1970 is derived from
the Census Bureau Reports of I 960.n These studies show
no evidence that the areas that underwent racial transi-
tion were dilapidated or deteriorating when black fami-
lies entered. All the;rreas studied, into which blacks moved
in large numbers between I960 and 1970, showed 1960
dilapidation figures for their census tracts of considerably
less than the citywide average of 2.5 percent, wh ich sug-

Sests that neither the original housing conditions nor any
decline in maintenance practices by the blacks on the
property caused the apparent slowdown in value in-
creases. Rather, the white residents' fear during the tran-
sition of decreasing property values and the corollary
actions of the families to leave the neighborhood created
a surplus of rental and singleJamily housing on the mar-
ket. This surplus together with a large fall-off of the de-
nrand due to an avoidance of the area by white buyers
results in the slumped market prices.

Black Entrance without white f liBht
Laurenti's study pointed out that the number of black
families entering an area have no effect on the price
structure. As indicated atrove, findings in this study are at
variance with Laurenti's work. On the other hand, it has
been found that the introduction of black buyers or ren!
ers into an area, if done in moderate numbers, has no e{-
fect on prices because it has little or no effect on white
demand. This is, in fact, the most imporlant finding of the
study- Where a moderate percentaSe of black families
moved in, prices have continued their climb with no vis-
ible effect on land values.

Cood examples of this are in Lincoln Park and Hyde Park
where some black families have moved. There has been
no mass exodus and no consequent substitution of black
for white population in Lincoln Park. While Hyde Park
experienced some substitution of blacks for whites in the
1950s, essentially the area has stabilized in the last l0
years. ln both of these areas, as the table below shows,
there has been a steady value increase despite black
in-miBration:

Price Per Front foot
Year Lincoln Park Hyde Park

1950 s70 $80
r 960 $ 100 $105
1970 $400 $300
1979 $725 $400

Whereas Lincoln Park on the city's Near North Side has
iewer than l0 percent black families, Hyde Park had 40

'An rnterestrnB (orcll.rry lo lhe mainlenance ol propeny values is tht,
high reading scores achieved by lhe students rn the public schools
in this area a\ well d\ lhe boundary.rre.rs populated primarily by
mrddle class blar k Lrmrlres (Publir Inteft,\t. 5prin8 I981 issue).

Equily Rale

Neither the range nor the standard deviation for the OR
ever exceerl thal for either the money or capital markel
yields. The range and standard deviation for the equity
rate exceed the range and standard deviation of only T-
B ill yields, and on ly for both types of commerc ia I prop-
erty and other industrial. The range and standard de-
viation for both measures of return to commercial and
industrial real properly never exceed the range and
standard deviation for long-term government bonds,
long-term corporate bonds or common stocks for the
same period.

Summary And lmplications
A significant positive relationship has been demon-
strated between two measures of return to commercial
and industrial re.rl property and investment yields of
long{erm Bovernment and lonB-term corporate bonds.
No significant systematic relationship was found with
common stock yields. A significant relationship, how-
ever, was found for commercial property and T-Bills,
indicating a special sensitivity o[ investors in commer-
cial property to money market yields for whatever
reason.

Although the resulls are not unexpected, this is, never-
theless, the first study to estimate yields for a large sam-
ple of commercial and industrial real property that can
be used by professional portfolio managers.

Caveats

Ihe reiu/Ls ol lhir study mu5t be viery(, reldtrye lo the data By'ri(h
are not reprerentalive ol a// real e5tale. A .a nclom sampling pr<t
cedure was nol u\ed. Ihe data art, iom iarge iit'e insurancc
companiei where grople skilled in analyzing rea/ eskte havc
reviewed and acc(.pled these speci/ic prop.,rties. Others rrot ir-
c/uded in these r/ata were relecled.

since the policy (h.rnges at the ft <./t,ral Rt'serve Board, due to
lhe insta//ation ol Paul Volker as chairnrln in 1979 ancl ts1x..
cia/iy since lhe passage oi the l)eposibry /nstitutions Deft,g-
ulation and Monetaty Control Act oi l9ll0, numerous \ttuctual
changes in lhe economic iyJtem hav'o<'currecl and mctre vr,tll
iollow- Thertiort,, tht se resu/ts must be regarded as prelintinary
and wi/i have Io be coniirmerl or modiiied through aclditicyr,tl
/uture research rn thii ,rrea. /t is hoped that this study will \tim-
uiate such research.

NOTES

L Cetlel ind Rrck! 17, l4) are lhe only t,xceptions that could be
iound prior to I979.

2. lt is also equal lo lhe "equity dividend rale." See ( I 1,, 257 25{t
l. See Ricks (l )); his Table 5 on beiore-llx, beiore'frnrn( rn8 rs

simply lhe overall rate.
4. See ferSuson nnd Could (5). 97-102, for a malhemati(nl dcrr-

vation and a m()re detailed expl.rnalion of poinl elastiCllreq.
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TABL E 9

Relurn Mea!ure Property fype

Percenl
Per(ent Percent Standard
Mean Range Deviation
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Dep€ndenl
variable
'overall
Capitalization
Rale (OR) bv
Property Types

TABTE 7

OLS Estimates of Overall Capitalization Rates of
Relurn on Other Assel Returns: '1966-l976

TAELE 8
OLS Estimates of Equity Rates Return on Other Asset

Returns: 1966-1976

percent as of 1970 and the same percentage in 1979. ln
addition, Hyde Park is on the South Side between vir-
tually all-black South Shore and Kenwood. While it is the
most stable inteBrated area in Chicago, the prices are
clearly affected by its location in the middle of a mostly
black South Side. Hyde Park, like Lincoln Park, is com-
posed of white families of above average income and ed-
ucation. Most of the whites in Hyde Park have chosen to
live in this diverse community although they cou ld afford
to live elsewhere.

The acceptance by whites of a Sreater number of black
families may be, at least in part, due to these social {ac-

tors. While income level does not necessarily correlate
with racial anitude, the percentage of blacks a white area

would tolerate is likely b be influenced both by the so-
cioeconomic background and the previous exposure to
integration of the white residents.

Hyde Park and Lincoln Park are only more obvious illus-
trations of what is happeninB in other areas as well. Mid-
dle class neighborhoods of the city are becoming more
receptive to moderate black entrance. In the many areas

where blacks have dispersed in differing numbers (the

school populations include from I to 20 percent black
youngsters in these areas)," no effect is observable in the
land value level. ln a West Rogers Park area bordered by
Western, Wolcott, Birchwood and Farwell, an unbroken
escalation from $85 to $580 per front foot occurs. Cor-
respondingly, in Lincoln Square in an area bounded by

Ravenswood, Foster, Clenwood and Summerdale, the
prices of land have escalated continuously from $70 in

1950 to $450 in 1979. Similarly, in an area bounded by

Ridge, Clenwood, Sherwin and Morse, alsoon the North
5ide, the prices have risen from $100 to $490 despite the
presence oi a substantial number of black families.

ilies (1 to I percent) in southeastern Evanston had an av-
erage land value change irom $75 in I 951 to $295 in I 976.

Black families have lived in Evanston for decades. Until
the last 20 years, however, they have lived for lhe most
part in .r western section of the city, that has remained
predominantly black. Over the last 28 ye.lrs they have
moved into many sections. ln Oak Park the predomi-
nantly black popu lation west of the Chicago Loop has ex-
p.rnded during the survey period. By 1960, the black
population of the city's West Side had reached Central
Avenue, less than a mile from Oak Park's east€rn bound-
ary. Oak Park, which bordered the western edge of the
expanding black area on Chicago's West 5ide, was faced
with the possibility of the entrance of large numbers of
bl.rck families, many of them from nearby low income
areas. The village, since '1970, has taken steps to plan for
black entry. Recognizing that the entrance of a small
number of blacks would not cause a mass white exodus,
Oak Park attempted to protect property values to reassure
doubters by establishing a quota system in the village.
These etforts were legally blocked, but so far there has been
no mass entrance or exodus of black or white families.
The village board more recently sought to institute
a Suaranleed buy-back plan to assure homeowners
who remain in the area that they would nol lose money
on home sales.

Planned Entry Of Black families
Many suburbs, including Oak Park and Evanston, Park
Forest, Calumel Park, Maywood, Bellwood and others,
have recognized the need for balanced racial occupancy
and have formed housing centers. These housinS centers
make every effort to see that black fanrilies are intro-
duced into all parts of the community insteacl of being
concentrated in one area. Perhaps the best example of
success in this endeavor is in Calumet Park, a suburb on
the Southwest Side of Chicago with a 6rpulation of 10,000
people and mostly blue collar workers; the community
has a 25 percent black population with 90 percent of the
blacks being integrated throuBhout the suburb (see Com-
monweal, lune 5, I982, "The Town Where lnteSration
Worked").

It is unrealistic to approach the field of buying and selling
or renting with color-blind Slasses. To say that racial fac-
tors play no part in property values is not only an illusion,
but it is misleading. lt is this kind of "democratic neu-
tralism" that causes areas to reseSregate from all white to
all black, even when neither group particularly desires this
direclion. lgnorinB race will neither make white people
stay nor enter an area, and it will not keep black people
from buying or rentinS in large numbers.

The establishment of race as a legitimate consideration in
lhe areas of housing, employment or educalion has been
validated time and again by the U.5. Supreme Court. Most
recently in the Bakke case lustice Powell spoke ior the
Court, sayinB that race was a valid, even necessary factor
in choosing students for a medical school. Aclually em-
ployers, universities and government itself have, by their
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'See lext for deirnalron oi dep€ndent v,rriable.
dSigniiicant al the l0 percenl level oiconiidencer rvalues in
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for L-T COVT and L-T CORP bonds are as follows
respectively:

Commercial warehouse .391 .344
Other commercial .286 .253
lnd ustria I warehouse .583 .649
Manufactu rinB plant .538 .554
Other industrial .366 .481

The relationship between the first measure of yield to
commercial and industrial property (OR) and both types
of bonds is definite and slrong. However, the rate of
return {or commercial and industrial real property is

obviously influenced by olher factors such as liq u id ity
and risk.

The figures in brackets are point elasticities which in-
dicate a percentage change in the dcpendent variable
(investment yields to real property) that result from a

percentage change in the independent variable. The
point elasticiry is equal to OR/ LTGB. LTGB/OR for
long-term Bovernmenl bonds, where OR : overall
capitalization rate and LTCB = long-term government
bond yield.

For example, suppose the yield on long-term govern-
ment bonds increases from 10 to 11 percent. This is a

l0 percent increase. Thus, from the estimated equa-
tions, the OR for commercial warehouses, other com-
mercial, industrial warehouses, manufacturinB plants
and other industrial would be expected to increase 3.7
percent, 3 percenl, 3 percent, 3.6 percent, and 1.9
percent, respectively. The same reasoning would be
applied to longlerm corporate bonds. Since most of the
common stock and T-Bill coefficients were insignifi-

'See lext i()r defanilion oi dep€ndenl variable.
asigniii(anl rl lhe l0 percent level of coniidence; I values in
parenthest'r.

"These are poinl clasli(atres. see text for deiinrtion.

cant, the point elasticities were calculated for only sig-
nificant coefficients. The point elasticities are more
useful in forecasting how a change in yields for bonds,
etc. should affect investment yields on commercial
and industrial real property rather than the estimated
coeffic ients.'

Table 8 is the result of OLS estimates of the simple lin-
ear relationships between the after-financing measure
of real property investment yields (the equity rate) and
the yield rates in the money and capital markets. The
results are almost identical with those for the OR with
one exceplion.

The coe{ficienl for common stocks with other com-
mercial property was significant at the q = . l0 level.
No explanation can be offered except that it may sim-
ply be a Type I error. All other common stock coeffi-
cients were insignificant. All L-T COVT and L-T CORP
bond coefficients were significant. T-Bill coefficients
were significant for only commercial warehouses and
other commercial. All other T-Billcoefficients were in-
significant. Rr lerms were more varied than those usinB
the overall rale. They are as follows for L-T COVT and
L-T CORP bonds, respectively:

Commercial warehouse .306 .2O3
Other commercial .243 .299
lndustri.rl warehouse .7 44 .892
Manufacturing plant .506 .446
Other industrial .152 .090

Table 9 displ.rys the mean investment yields, range and
standard deviation for both measures of return to com-
mercial and industrial real property.

Suburban Communilies
An analysis of the land value change in two large sub-
urban communities in the Chicago area, Oak Park and
Evanston, illustrates the same pattern: The entrance of
blacks in small percentaSes shows no effect on land value.
By 1979, Oak Park was almost 10 percent black, while
Evanston was about 25 percent black. While black fam-
ilies are largely concentrated in certain sections of these
suburbs, a substantial number of black residents are scat-
tered in areas that are predominantly white. ln an area
bounded by Garfield, Roosevelt, Maple and Oak Park
avenues, with about 6 percent black families, land val-
ues changed frorir $60 to over $300 by 1970 - a contin-
uous increase.

Areas in Evanston that have remained white since I 951

have shown .r consistent rise in value comparable to white
Nonh Side areas of Chicago. These selected neighbor-
hoods which have an overall average increase from $65
a front foot in I 951 to S27O in 1976 are southwest Ev-

anston areas. Neighborhoods that have been black for 20
to 30 years in western Evanston show an average in-
crease from I 951 to I 976 of $28 to $1 27. Areas that more
recently have absorbed a small percentage of black fam-
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selection policies, validated this expansion of opportu-
nity for black people.

Despite statements to the contrary, in housing, too, as
shown in the case of Hills vs. Cautreaux, the Supreme
Courl validated the action of the District Court wh ich had
placed a specific "quota" in four housing projects with
predominantly white families, saying that not more lhan
a fixed number of blacks could be admined.

Conclusions
While the findings in any study on the effect of race on
property values are not conclusive, this study suggests
gener..tlly the introduction of a large number of black
families into an area causes a slowdown in the increase
or decrease in property values during the transition. At the
same timL', areas with small-scale population changes re-
flect no such value changes.

Until such time as a housing market and a society ex-
ist which are so open that black families can more freely
move into white areas without prompting white fears and
resulting disruption of real estate values, race must be
considered in any anempt to prevent continuation
or reinstitution of existing housing patterns in cities like
Chicago.

Conclusions in a study of this nature are temporary, not
permanent, since they depend so largely on attitudes as
well as the economics of a particular time. lf what is hap-
pening in a few places now, namely, the crystallization
of strong black middle class areas, becomes widespread,
there is no reason that all black areas may not have values
and prices that approach, if they do not equal, values in
white areas.

ln any case, emphasis must be placed on positive solu-
tions: revitalization of all-black stable areas for those bL.rcks
who wish to live in black areas, plus the introduction of
blacks into all-white areas. Only then will a truly color-
blind housing market exist in the United States.
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Relationships Between Rates of Relurn
The expectations are that rates of return evidenced in
real estate markets for commercial and industrial prop-
erty should be strongly related to rates of return in the
money and capital markets. T-Bills, being a short-term
instrument, should perhaps be less related than long-
term assels such as stocks and bonds, since real estate
is usually regarded as a long-term asset. Table 6 is the
correlation matrix between the returns on commercial
and industrial property and the money market and cap-
ilal market returns. Cenerally, the previous e\pectd-
lions are conf irmed

Long-term Bovernment (L-T COVT) and long-term cor-
por.rte (L-T CORP) bond returns are signi{icantly cor-
related (alq = .10) with the overall rate for all
commercial and industrial property types. L-T COVT
and L-T CORP returns are also significantly correlated
with every equity rate except other industrial. Com-
mon stock returns were not significantly correlated to
either measure of return to realestate for any property
lype. T-Bill returns were significantly correlaled with
equity rate for every property type.

The lack of siBnificant correlation for returns to com-
mercial and industrial property and T-Bills is not sur-
prisinB since T-Bills are short-term whereas real estate
is usually a long-term investment. Real estate returns
will, of course, adjust eventually if T-Bill rate changes
persist. However, the lack of significant correlation for
stock markel returns and either measure of return to
commercial and industrial property is more difficult to
explain since common stock is often touted as a long-
lerm investment. However, the wide fluctuations of
common stoc ks in the last decade (in 197 4, down 26.5
percent; in '197 5. up 37 .2 p€rcent) may have allered this
relationship and therefore explain the lack oi signifi-
cant correlat ion.
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Table 7 is the result of ordinary least squares (OLS) es-
timates of the simple linear relationship between the
before-financing me.:rsure of investment yield to com-
mercial and industrial real property used in this study,
overall capitalization rate (OR), and the rates in the
money and capital markets. The results are quite ho-
mogeneous. Common stock yields were never signifi-
cant (ato = .10) with the ()R of any type of commercial
or industrial real property. T'Bills yields were signifi-
cant with ORs for only commcrcial warehouses and
other commercial.

ln contrast to these results are those for L-T COVT
and L-T CORP where bond yields were siBnificant with
both measures of return to real eslate for every type of
commercial and industri;rl real propertv. Rr terms
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