
FIGURE 4

The R.E. Prices Cycles In Italy (1962-1994)
(without allowing for inflation hcrease in purchasing power of middle class Italian employees
[costant-Lira 1963] [1995-2008: forecast])

ENVIRONMENTAT
RACISM: THE
NEW LIABILITY
FOR INDUSTRIAT
SITE SELECTION

f ndustrial site selection is a real estate decision
I impacted by many variables. Whereas location
I. for retail site selection can effect the firm's reve-
nues, this is rarelv applicable to industrial locations,
since most industrial goods are exported. Conse-
quentlv, industrial site selection becomes a right
side of the balance sheet decision for the firm. Deci-
sion makers attempt to counterbalance production
and transfer costs with occupancy costs so their
consumers (other industrial or retail firms) have a
lower product cost, given the risk associated with
each lariable's future expense.

Since most production, transfer and occupancy
cost are easilv quantified after the negotiation pro-
cesses, the location decision is usually straightfor-
ward. Today, however, the new issue of
environmental racism is complicating industrial site
selection decisions and creating new liabilities.

Environmental Racism
In 1982, protesters attempted to block the siting of a
hazardous waste dump in minority-dominated
Warren Countv, North Carolina. The protest failed
and the landfill was completed. Although the at-
tempt was unsuccessful, it did serve to focus na-
tional attention on the relationship between
geographical racial patterns and environmental
hazards.

This phenomenon, known as environmental
racism, has become a topic much discussed in the
popular press. It is analogous to the widely de-
bated mortgage redlininp;, which refers to an al-
leged effort to pre\€nt mortgage capital from
flor+,ing into an area based on non-economic factors
like race. Environmental racism, sometimes re-
ferred to as re\€rse redlining, is the alleged effort
on the part of industrial planners to force induskial
capital into minoritv areas without regard for eco-
nomic considerations.

Looking at simple correlations between racial
composition of neighborhoods and environmental
hazards, many community activists claim the exis-
tence of svstematic bias against minoriw commu-
nities in the site selection process for
environmentally undesirable facilities.'.2 Indeed,
much anecdotal evidence of environmental racism
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FIGURE 5

Real Estate Prices Vs. No. of Sales Tiansactions in Italy (1968-1994)

by Andrew Holmes and
Lary B. Cowart
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exists. For instance, the U.S. General Accounting
Office (GAO) recently reported that three out of
four commercial hazardous waste landfills in the
Southeast United States n'ere located in predom-
inately black communities. l

Industry leaders, of course, deny allegations of
racism. lnstead, they point to the economic criteria
used in choosing industrial locations, e.g., land
prices, access to ma,or transportation arteries,
taxes, available labor force, proximity to major sup-
pliers, zoning laws and natural Seologv. Racism,
they claim, is not part of the equation.

Howevet industry advocates also have anecdo-
tal evidence to suPport their position. For example,
a recently protested landfill site was located near
Emelle, Alabama, a town with a predominantly
btack population and a poor economy. In response
to the protest, the companv argued that the site
was chosen not because of the communitv's racial
composition, but rather because a study by the en-
vironmental protection agenry reported the site
had ideal geology.{ Although interestinS, the anec-
dotal evidence presented, to date, does not satisfac-
torily address the issue of whether race has any
impact on industrial location choice after controlling
for prudent economic variables.

The Allegations
The allegations of environmental racism are not as

simple as they mav initially appear. Economic re-
search and economic policy analysis usuallv fol-
lows the lines of some clear economic mandate.
That is, researchers attemPt to identify the eco-

nomic incentives alailable to the ParticiPants in the
market and then assume that these incentives will
influence behavior Where there are clear incentives,
it is often elementary to def ise a methodology to
expose the rational workings of market forces.

In cases where the objective is to test for poten-
tial discrimination, the standard practice has been
to test for the consequences of the economic hcen-
tives. If the expected consequences are found to
exist, then the industry/participants in question are

exonerated of the discrimination allegations. [f
these consequences are not Present, it is usually
interpreted as evidence that discrimination exists.

This standard procedure is much more difficult
to adhere to in the case of environmental racism
since the economic incentives involved are not
straightfor*'ard. Between the communitv activist's
allegations, the industrial plannert response and
the pontification of policvmakers and ivory tower
reseirchers, at least four states of environmental
racism need to be considered before satisfactorv
conclusions are made.

Strong-Form Arguments
The first argument may be called strong-form alle-
gations or the indictment of industrial planners as

blatant and malcious racists. Under this argument,
industry officials target minority neighborhoods in
the siting of environmentally undesirable facilities
in a conspiratorial effort to Protect white neighbor-
hoods. In this case, economics is completely domi-
nated b,v bi8otry.

In response to the strong-form allegations,
there is a strong-form defense where industry re-
sponds that the siting decisions are based on eco-
nomic criteria such as land values, proximity to
markets and suppliers, zoning laws, tax rates and
other legitimate economic factors. Racism, it is ar-
gued, is not part of the equation. If only the oPPos-
ing strong-form arguments existed, it would be
relativelv easy to verify the validity of the allega-
tions. Unfortunateh', the question is more complex
than this simple dichotomy implies.

Weak-Form Arguments
There is a line of reasoninp; which might be called
the weak-form allegation. This more subtle allega-
tion charges that, while industrial planners are not
blatant and malicious racists, they do choose the
path of least resistance. Furthet, this Path system-
atically leads to the choice of minority neighbor-
hoods as host communities.

The siting of an undesirable facility often be-
comes a NIMBY (Not !n My Back Yard) political
struggle. Thus, it may be that the degree of political
empowerment of potential host community resi-
dents becomes an economic factor in the sense that
politically u,eaker neighborhoods vvould offer less
resistance. Given the purported positive correlation
between wealth and political power and the well
documented inverse correlation between income
and minority status, it may very well be that minor-
ity neighborhoods are svstematically perceived as

less powerful and therefore less difficult targets.
That is, political realities may see poorer, minority
neighborhoods as better candidates in the siting
process simply because they lack the resources to
challenge the location decision. Thus, under this
line of thou8ht, environmental racism exists not
from malicious racism, but because of economic
externalities.

Finally, and perhaps most insidious, there is the
weak-form defense. In this view, the industrial
planners acknowledge that minority communities
mav be exposed to a disproportional share of the
larger community's environmental hazards. How-
ever, they maintain that siting decisions are made
without regard for neighborhood racial composi-
tion. This current distribution of hazards, it is ar-
gued, is caused bv the existence of the undesirable

FIGURE 2

Residential Real Estate Prices and Average Italian Employee Purchasing Power
(1963-794, both in real term 1,00=1953 values)
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FIGURE 3

Cost of Living and Real Estate Prices
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FICURE 1

Five Years Of Crowth
(Annual % variation of the GNR 1993-98)

becomes more or less equal to the Browth period.
The 1990s represent the turning point of this struc-
tural change. The forecast for the next few years in
Italy is that prices will continue to fall through 1996
when a discernible recoverv should begin.

A comparison of inflation, real estate prices and
the yic.lds of BTP treasurv bonds from 1970 to the
early l90s shou's that real estate prices earned
higher yields than ltalian treasurv notes during pe-
riods of high inflation (1970s). In the 1980s BTPs
gave higher average annual yields than real estate
investments. A comparison of cost of living in-
creases n,ith real estate prices shows that from 1970
through the 1990s the cost of Iiving index rose sig-
nificantly slower than real estate prices (Figure 3).

Interpretative Model
An analysis of price cycles and transactions from
1962 to the present shorvs that the ltalian experience
has followed the general pattern of real estate cvcles
(Figures 4 and 5). After a crisis prices remain stable
for a time as the number of transactions increases.
When the equilibrium breaks, the number of trans-
actions continues its upnard climb as prices begin
to rise. As prices increase demand is suppressed in
the medium-to-short-term. The number of transac-
tions falls as prices remain stable and then collapse

Benerating overall stagnation for supply and de-
mand. The crisis ends not when prices stabilize,
but when the number of transactions begins to rise.
An increase in the number of transitions, even if
prices continue to fall, is positive and pre-
announces the growth part of the rycle. This model
is ralid for sales transactions and rental contracts.
In Italy's 1995 property market, both prices and the
number of transactions continued to fall. In 1996,
howevel, it is expected that prices will stabilize and
transactions escalate and lhat by 7997 both prices
and transactions n'ill begin to increase.

The Residential Market
The rariation in real purchasint poh,er (corrected
for inflation) of the average worker is a key element
in forecasting residential real estate prices. In the
last 30 vears Italians have increased their real pur-
chasing power by 200 percent and real estate prices
have matched everv step of that hcrease.

Forecast data relating to CNP and real purchas-
ing power, taking into account increases in the tax
load, justify the hypothesis that private investment
development will be less dynamic than in past dec-
ades. This also will limit private investments in the
non residential sector, particularlv for smaller prop-
erties (shops, small offices). Unless inflation should
explode, a rapid recorery in residential prices is not
foreseen in the near future.

facility which alters the patterns of population mi-
gration. So, the observed simple correlation be-
tween facility location and minority communities is
not a function of the racist siting decision, but
rather the residential filtering process which occurs
after the siting.5

Consequently, a confounding factor in estab-
lishing the existence of environmental racism is the
age of the facilities in question. Civen that the loca-
tion decisions are historical (in some cases dating
back scores of years), scrutinizing the current racial
composition may not suffice. Industry officials are
quick to claim that a change h racial makeup after
the siting decision is beyond their control.

Issues
A literature search indicates that an objective studv
of the allegations involving both community charac-
teristics and economic factors has yet to be pub-
Iished. Ultimately, two empirical questions must be
answered before the corresponding policy analysis
is addressed. First, anecdotal evidence aside, are
minority communities currently bearing a dispro-
portionate share of the burden caused by environ-
mentally undesirable commercial facilities? That
is, holding constant economic factors relative to
the choice of industrial location, are minority
neighborhoods currently host to a larger number
of polluting facilities and/or the recipient of
more actual pollution than similar non-minority
neighborhoods?

The second question is whether current ineq-
uities, if they exist, are the result of systematic bias
on the part of industrial planners? In other words,
are minority neighborhoods bearing a disproportio-
nate share of the larger community's environmental
liabilities due to discrimination in the choice of in-
duskial location or due to other factors? Analysis of
this problem will require examining the characteris-
tics of the host community's characteristics when
the siting decision was made.

In both the current state and event time ques-
tions, it is possible for the existence of environmen-
tal racism on two levels. First, it can be viewed
strictly as a function of location for polluting facili-
ties. Does a disproportional number of industrial
environmental hazards exist in minority areas? This
assumes that the sited facility is unambiguously
bad for the host neighborhood and that all facilities
are equally bad. Most studies, to date, examine the
phenomenon on a facilities only level. Howevet all
facilities are not equal. The analysis also must be
taken beyond a simple examination of facility loca-
tions to the amount of pollution released by the
plant.

Sitint of an industrial plant has positive as well
as negative implications for the host community.
Increased local emplovment and additions to the

local tax base are, in isolation, favorable compo-
nents of the siting process. Therefore, potential
host communities may be faced with a cost/benefit
decision when courting or opposing a proposed
facilityt location. For some facilities, the positive
attributes may far outweigh the negative impact of
modest pollution levels. For particularly undesir-
able facilities, the negative environmental impact
may dwarf any benefits received.

Conclusion
The potential impact is enormous for industry and
host communities regarding the allegations and [iti-
gation surrounding the issue of environmental rac-
ism. Billions of dollars and the health of whole
communities may literally hang in the balance. Un-
fortunately, an objective analysis of whether this
phenomenon even exists has yet to appear in real
estate/economics/finance literature.

Ib date, current research fails to satisfactorily
address the correctness of the allegations for two
primary reasons. First, to account for the economic
criteria of the siting process, the costs and benefits
to the local community must be included. Here-
tofore, the issue has only been viewed from indus-
try's point of view Second, an event time analysis is
necessary to determine if current inequities were
caused by discrimination on the part of industrial
planners or population migration after the siting
decision.

The issues are complex. Multiple allegations,
the lack of a clear economic directives, the need to
differentiate the hazards caused by facilities, politi-
cal realities and neighborhood incentives all impact
the question. A multi-step approach is necessary to
determine whether the allegations of environmental
racism are true or false. In the meanwhile, indus-
trial planners are well advised to document the eco-
nomic factors leading to the selection of a specific
site. Allegations of environmental racism and envi-
ronmental racism litigation certainly represent a
new liability in the choice of site selection for indus-
trial locations.
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(to a lesser extent, commercial) real estate. Even
considering second and third homes, 75 percent of
Italian families ou,n their own homes, one of the
highest rates in the world. Italians traditionallv
have invested 50% of their global wealth in real
property while the average debt level for new home
purchases remains below 307o.

ln the next few years Italian household saving
levels should decrease as real disposable income
falls. A growing part of this savings will not be
managed directly but rather entrusted to organized
forms of investment, e.g., pension funds, invest-
ment funds, life insurance and annuities, etc. This
new kind of Italian in\€stor, more professional and
financially-minded than the traditional private in-
vestor, will approach real estate markets differently.
Investments will be directed exclusively toward
property and developments that are capable of
tuaranteeing high yields with primary leases.

History And Forecasts
An analysis of residential real estate prices in con-
stant 1963 lira (Figure 2) illustrates a cyclical pro-
gression since 1962. Initially the cycles contained
price growth periods shorter than price contraction
periods (usually two or three times as long). As the
real estate market becomes increasingly sophisti-
cated, the contraction period should shorten until it
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