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PREFACE

NATURE OF URBAN GEOGRAPHY

THERS are several studies on urban geography which reveal that
as a major sub discipline, it has a long tail but a short body
However the spectrum 1s so vast and broad that researchers are
able to make general statements in defence of its conception
philosophy npature and orientation Urban geography today
encompasses and interfaces with various disciplines which are
mterested 1 urban studies As an mtroduction to this series our
task here 18 to make an attempt to briefly review the development
of geographical interest 1n various aspects of cities

There are several reviews of the early development of urban
geography which have been dealt with by Berry and Harton
(1970)* and Carter (1974)% Berry and Harton m their book
Geographical Perspective on Urban System have made an attempt
to mtroduce readers to its present day status They have clearly
resolved that the formative years of the social science in the
late nineteenth century and early tweatieth century were also the
vears mn which urban studies first developed ? thus providing
the context for the geographers emerging mterest 1 cilies
However the emergence of wrban studies dates back to the
writing of Greek scholars but as a sub-dwscrpline 1t has reached
1ts present day status only m the past 30 years

In their historical perspective the works on urban geography
show that the pre 20th century studies primarily concerned
themselves with themes of location, size and shaps of the cities.
The imtial fincings were strongly subjective descriptive and
dependent more on observation such as the works of Hassert
(1907)% and Blanchard (1911)% In the succeeding years the
conceptual framework of site and situation was criticized by
Aurousseau (1924)° and Crowe (1938)7 taeir conception b g
hat cities were not inanimate objects i landscaps but also
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organic elements which involved people and their movements
The morphologist later m 1960 truly brought the indigenous
line of evolution 1n the sphere of urban gecgraphy and studies
on the build up fabric of cities (Conzone 1960) ® Smails (1955)°
constrtnted the prime base of urban geography which remamned
articulated without any major conceptual change till early 1960s
The studies on the morphological aspects of the urban system
were nfluenced by external forces consequently the methodolo
gical frameworks got impetus within the discipline At this
juncture the evolution of comcepts was not based on environ
ment but took shelter under the umbrella of economics of
locatron and incorporated apalysis of Jand values and rents
and the concept of nodality and accessibilitv These concepts
were derived from the economic theories of Cooley (1891}
Weber (1899) 12 and Hurd (1903) &

The Chicago School of Urban Ecology hastenea the
evolution of urban geography In his monumental work Park
(192513 developed the 1dea of order and analysis of towns
Further a powerful thrust and much of the rationale was oro-
vided to the studies of urban geography by the Central Place
Theory of Christallar (1933) 14

The impact of the statistical method was powerful and it
brought rapid and emormous changes in the field of urban
geography It also brought new insights into the development
and application of urban geography towards increased quantifi
cation BrianJ Berry, a pioneer in the field analysed the
spatial order size and location of towns and cities There was
widespread use of innovative techmques to explore the nature of
urban problems hypotheses were tested new theories propound
¢d and old theories remodelled The statistical methods were
put to a vaniety of uses Smuth (1965)%% evaluated the classifica
tion of settlements Berry and Garmson (1956)'¢ examined the
utility of the rank size rule for urban populations The models
of Park and Burgess (1925)17 Harrs and Ullman (1945)* and
Homar Hoyt (1939)* were tested and re examined by various
geographers

A new umpetus to urban geography came from social area
analysis which was mitially propounded by Shevky and Bell
(1955)?0 and later on this provided a basis for factorial ecology
The col aboration of this stream 1n urban geography was offered
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by Berry (1971) # Herbert (1972)*2 and Johnston (1971} %2 As a
consequence of these thrusts in geography after 1960 the
techniques of mmvestigation were sharpened and this has provided
the basis for a scientific explanation of cities Attempts were
made to mtroduce new theories and frame laws to make the
explanation of events more rational and logical Sophisacated
models were propounded as urban geography entered a new era
of rationalizing the subject matter of urban studies on the basis
of new philosophies new concepis new theories new methoa
ologies and applications

However the status of contemporary urban geography has
been elevated only receatly by the behavioural approach The
studies of peiception and cogmtion which have a long radtiion
i physiology were first infroduced into the field of geography
by Lynch (1960) 2* Dowson and Stea (1973)*® Gould and White
(1974) 28 At present there is a sudden spurt m the studies on the
subject with a8 new paradigm But the full impact of behavioural
approaches upon urban geography has yet to be realized

The aum of this series 1s to seek reorientation of the discl
phne sirengthened by new philosophies methodologies subject
matter or application The series has been arranged in such a
way that all contemporary viewpo.nts are covered comprehen
sively Hopefully this series will inspire researchers to appre
ciate the work already done by geograpaers in studying cities
Geography by nature seems to be a synthesizing field of mquiry
As such we have made an endeavour to combine some of the
otherwise disparate facts garnered by othe~ disciplines 1n such
a2 manner that we can gam a better understanding of the
urban system The study of urban geography 1s essential 1f we
are to analyse the human consequences of the settlements n
which we hive It i1 useful to planners decision makers m govern
ment and corporations and also to each one of us as citizens
Finally 1t gives us a perspective on what may be happening to
our cities and to the nature

To achieve the above goal only those contributtons with
originality and contrasting viewpoints were selected for inclusion
m this series In domng so the editor does not wish to compete
with the journals 1n the field m which novative research and
methodological aspects are presented But he does wish to
convey ord convey with conviction that s gosficant researctes
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are bemg undertaken in the different branches of urban geogra-
phy and mn other allied disciplines The present series 18 an
attempt to provide a selective reappraisal and rigorous examina
tion of the assumptions and the wurge to dissemipate new
knowledge created by the mutual mmteraction Emphasis 1s also
placed on the conceptuahzation and theorization of the subject
matter so that general laws may emerge A conscious effort has
been to orgamize the series in such a way that it reflects the
phiosophical approach paraliel to that of the behavioural
school Finally a vigorous attempt has been made to demons
rate throughout the series how geographers are basically
involved 1a solving the urban problems

CS YaAaDav
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C 5 YADAV

INTRODUCTION

Cities exists where there 18 action It 1 a focel point where mofte
than any wvhere else new knowledge new products new Iife
siyles nev art forms and new social mmstitutions emerge (Werner
1984) * In his milieu of complex societies there 1s a lugh aegree
of functional nterdependence of ecconomic and social services

Several urban theorists have advocated that a c1y play a
dommant role to foster this mrterdependence whch in iurn
mcreases economic efficiency and social advancement contacts
with diserse people pioducts and points of view 1s seen aga
source of cultural 4ttainment where as for economuist th s inter

dependence creates a aiviston or labour that develop the markets
for commodities and services which provide subject matéer of the
discipline under consideration There 15 no denying to this fact

m virtually any ¢ty regardless of its population size there exist
any array of economic activities and funcirons 1n which much of
the population 1s regularly engaged The expansion of economic
1ctivities m a city usually facilitated because city provide superior
transport facihities for the movement of goods and people 1 also
provides large and flexible pool of labour Apart from thess two
basic facildies cities also prowide provisions of certamn
professtonal services, and new technological innovations Thus
cities not only provide a wider vartety of goods and services they
also provide many commodities Another important aspect which
catches the eyes of economist 1s that city 1s the geographical
location where the poorest member of the society are most hikely
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find opportunities to improve their socio economic status Thus
it will not be wiong to assert here that any plan for the improve
wment of urban scene whilst 1gnormg economic corsideration
vould be to invite disaster (Goodal 1972)2 Econom:ic resources
are Iimited 1n quantity and they also vary constderably in quality
Therefore a rational decision to allocate these resources amongst
competing uses must be taken so that a society may achieve the
highest possible level of economic efficiency

THE SCOPE OF URBAN ECONOMICS

Although economust have studied urban problems for a long time

the discipline of urban economics 18 the still in 1ts infancy It 1s
so nfant that very term one may not be appropriate The reason
18 cbvious because there 18 not yet agreement on what constitutes
the discipline of urban economics As a matter of fact there 15
enormous body of knowledge available concerning cries which 18
still expanding at a most impressive rate  however the develop

ment of urban economics has been uneven and upto date there 1s
no agreement on what constitute the discipline of urban economics
(Bdel and Rothenberg 1972) ® As a result 1ts scope and limits

as well as 1ts intellectual underpinnings continue to be debated
widely Thus 1t 1s not surprising that urban economics 1s not well
defined 1 the hight of the relatively recent range of reseaich m
the field Traditionally urban economics 18 defined in terms of
urban problems that take place in an urban setting If it 1s taken
for granted that approximately three fourths of economic
activities are carned i urban areas and hence all economic
problems are called urban problems Therefore it 15 difinitely
accepted that all economic activities occurring 1o the city 1s
‘urban economics Thus this field of study has ircredible
proportions to claim that urban economics inc'udes the problems
of growth unemp'oyment competition and monopoly and mcome
distribution But this does not state urban economics as a
meamngful category of study 1t must be defined 1n such a way
that 1t wonld explore mmportant relationships In this context
then the study of urban economics deals with how a city affects
the economic welfare of its population it iavestigates how cities
function as a factor of production (Rasmussen 1973) * This
defin 1 on const tutes a wider perspective of the relationship of
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urban economics to regional economics In essengce urban
econo™ucs analyses how the city raises the welfare of s
mnhabrtants given level of population employment and per captia
mcome

The key role that urban economist can play 1s to analyse the
essential character of urban areas in terms of concentration of
vdrious activities—economic social and political—over space
which 1n turn generate capital earning so to ar urban economic
geographer 1t 1s the spatial concentration of activities that 1s the
cential fact The analytical structure of urban economics begins
with the quenes—why activities cluster 1n an urban setting? Why
these activities and what difference this clustering makes ? It s
a undeniable fact thatthe unique spatial relations between the
character of many of the types of urban 1ssues that have given
thus field 1ts recent public relevance (Edel and Rothenberg 1972) ¥
In this way urban economics can tackle a wide variety of urban
problems by organizing the subject matter around the economics
of spatial relations By this one should not make conclusion that
space 15 the only consideration to be emphasized It only suggests
the fachnique to approach a phenomenon and tests its validity
how it fits into the spatial relationship that make up a city and
then make an attempt to explore what special characteristics this
spatial linkage imparts to the phenomenon So these characterss
fics are only analytical tools with which to examine the complex
phenomenon of economic activities m a particular city

Undoubtedly then this analytical framework provides a com
prehersive account of inter and intra urban location patterns the

‘and market the housing market the economics of epatial
segreguuion of racial and ethnc groups the congestion and
oollution the urban transpoitation system and financial problems

of local goveinment

The Iocatiun theory and metropolitan growth

The urban economists constder 1t noteworthy to examme the
location of economic activities growth of crties and the ongins
of some urban problems in a market economy so that economic
onditions of cittes may be mvestigated thoroughly The
economics of a city consists of overall economic activities therr
rrowth and decline and the composition of thewr productive
activity As a matter of fact the location decisions of firms and
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households and the effect of these decisions on the patterns of
land uses and spatial variations of these activities 1s the aomain
of economic location tl eory Regional scientists and econom ©
geographers have made concerted efforts to explam the develop
ment of cittes growth of mdustries and the cffect of principal
exporting activitzes on production So the urban econorusts &
primanly concerned with the mternal orgamization of a eity thuy
follow the dictom of Brian J Berry s phrase svstems within
system of cities ®In a free market economy an economiv aruysis
of a city can cescribe the city as coming into existence becauss
owners of various productive resources vauous form of labow
and capital consider it to be profitable to use these resocu.rces .n
combination with land parcels locaied in close together William
Alon=o? 1m this dmrection has made 2 atterpt to review u .
theo y of location of the firm Fe found that irdividual cects 018
of firms are always governed by existing patterns of - der 1.
and busmess location Alonso s analysis threws light on ue
processes n which firm locations lead to the creatron of mnrl .t
areas with the progucing firms at their ceaters and the addit oral
agglomerative forces that Jead different proaucers to concentra ¢
at a Iimited number of central places
The external economics of agglomerat on always le~ds irm

to cluster togetber (Raymond Verman)® The need for cios.
contract among firms may not be as grea. in al] industies as +
18 1 the prowvision of office services Ihe rank size disinibution
of cities iIn would 15 largely effected by government spena g
decistons  All economic theonst bel eved that a thoory «f
location of economic activities 1m ¢ ties 2dvocates that
evolutionary process of market decisions and a marset with
mstantaneous relocation of firms can yield an effivient location
of activities in space The theory of microeconomics propagates
that m some perfect market decentralization decision of the
locatron of firm lead to efficient allocation which 15 based on
the principle where no further advantage for one person can be
had with out the disadvantage of another In this respect
decentralized allocation may lead to inefficiencies where a firm
does not take into account the effect of its location on other
firms Koopmans and Beckman®? postulated a model in which
each firm has a fixed activity to perform, which 1t can perform
with different degrees of profit ;n different locations Moses
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(1938)'° in his analysis advocates that location can influence a
firm s choice of and changes iz productive processes by affecting
relative proximity of different inputs

Intra wrban location and iand use

The arban econonust have largely concentrated on intra urban
location patterns of different functions which are rendered by the
cities  Busmess districts 1ndustrial pa ks residenual neigh
botrhoods represent a familiar functional separation of land
uses within a city As a matter of fact urban economist and
ecologist have developed separate theories of land values
anga land use succession Today the urban economist are
trying to show how locational patterns in city affect the
nature of many speaific urban problems Most of the urban
econonust have raised the issue of co locational economues or the
advantage of proximity to interrelated activities which help the
survival of cities The co locational economies provide a rational
explanation of the dustering of some activities mto different
districts which depend on the economic specialization or the
economc base of the city itself It 1s an established fact that once
m a city any clustering of activities located in any district there
are immediate advaniages to others locating near them The
urban economist have postulated that 1t 1s less costly to commute
1o work 1n these districts from one s home orto carry business
from ones office shop or plant They have advocated the
principle that 1n a market economy land near a center of activity
can command a higher price than more peripheral land
Therefore urban economit have constructed models of the
demand for land based on the advantages of proximity There 13
a tendency of firms and households to adopt a trade off principle
in therr location decisions and always try to locate nea to the
center because of advantages of proximity It has been observed
that major retail establishments always tend to seek central
locations where they would be convenient to access from the
population of entire city  Some models of this process are present
ed by William Alonso (1960),)* Edvin § Mills (1967) %2 Leon
Moses Harold F Williamson Jr (1967) 1* Mathew Edel (1972) 4

1 abour force and economic base of the city
From the previous sechon one can draw conc usion that ia
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virtually all citzes 1rrespective of their population size there exist
an array of economic actvities and functions 1 which most of the
population 1s regularly engaged who contribute to the city s econo
mic support It 1s an established fact that the wages and salirics
earned by the employed labourforce comtmbute much of the
economuc support and taxable wealth of the city The numercal
size of the urban labour force 15 our aspect of the wb n
economy Also significant 1s the output character and structure
of the urban labour force Therefore urban economics inilyses
the demographic traits of population i terms of occupations in
which people are engaged mcome levels degrees of unemploy
ment composition by 1ace and sex They stress more on the
industrial composriton of the labour fo.ce and kinds of economic
activiies 1n which the urban workers are engaged There are
various attempts made by urban economist to divide the
utban labour force into industmial groups and into economic
sector

A major concern of urbaa economist 1s the reason why ciaes
exist The probable answer fo this query 1s obiamed when we
consider that cities exist because within them are performed
certain operations—industrial and commercial which facil tates
the production transfer ard distribution of goods and services
for the population of areas outside the city 1itself The output of
goods and services m an idustry 1 the city 1s consumed by both
residents of the city and by residents beyond the bounds of the
city in the inibutory area or service area It reveals then the fact
that in reality there exist two production sectors of the urban
economy that have to do with the spatial refationship between
location of the Producer (Northam 1979) 3 Therefere a situation
arises where a portion of the economic activity of the eity s to
satisfy the needs of local res dents with the other portion go ng
to satisfy demands of more distant, non local consumer Tnus
determination of the extent to which each of the urpan functions
seryes the population outside the city, i contrast to the proauc
tion of goods and services for consumption mside the ciy 1s an
mmportant part of the urban economic base Most studies of the
urban economic base are concerned Wwith economic activ ly and
production destined to serve demands of consumers in 1wo
sectors—non local consumers mm the basic sector a d local
consumer 10 the non bas ¢ sector There are var ous academ cians
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who have evaluated the importance of basic and non basic
activities 1n a city They have provided methodology and
procedures to be adopted to classify the cities on the basis of
basic non basic functions rendered by different crties The
list includes Gunonar Alexander (1956)% John W Alexander
(1956) 1" Edward L Ullman and Michael F Dacey ® Richard
T P.att (1968) 1* Crarg L Moor (1975) 20 The studies of economic
base of a city appropnately explain the characteristics of the
urban populatton and 1ts economy A thorough understanding of
the economic base analys:s leads to an understanding of the role
of the specific city 1n its regional setting and of the mterrelation
ships between the city and s tributory area The value of
economic base studies 18 to provide information of value 1n
implementation of tax policy They also help 1n the identification
of the future economic structure and population of the crty

ABOUT THIS VOLUME

Scholars who are engaged in analys ng urbanization and its
consequences must colleet information and derive 1deas from
diverse fields archaeology econmomics geography, law mathe
matics pohtics administration psychology regional science
sociology traffic engineering urban and regional planning ete
This volume attempts an exploratory survsey of one of these
fields namely economics and include those papers which
emphasize the importance of economic comsideration in the
functioning of urban systems The volume 1s designed to offer to
the reader a survey of themes and analytical toos that have been
used 1n the recent development of economic analysis of the city
We have collected here a series of articles which offer a variety of
analysis and perspectives on some of the more notable urban
probiems local finance clustering of economic activities
commuter transpoitation segregation of housing and property
values

This volume however is not merely a sample of methods and
policy discussion rather we have attempted m our selection to
p esent a possible scheme of organization for urban economics
as a sub discipline of urban studies As a matter of fact the
readings provide some background in the applicatton of
cconom cs to the study of ciies for those n other disciplines as
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well as for the public at large For convenience of reading the
volume 1s divided into five sections (1) sectors of economy
and financial management of cities  (u) mntra urban land val 1eg
and rental values () segregation and housmg maiket
(1v) 1ntra urban location of economic activities and (v) urban
transportation

State and regional economic development has for many § ears
focussed upon efforts to encourage the growth of jobs and the
ummigration of high wage industry 1nto ecomomucally depressed
areas Essential intermediary activities such as market research,
financing wholesaling and advertising  traditionally have
exported their services out of a few major metropolitan
centers nstead of being spread ke leveming throughout the
natonal economy Now under the current redistribut on of
national economic activity there seems to be an assumpiion that
if goods producer can be induced to move into a new location,
the problem of locating and servicing lus comsumer wll resolve
iself In a relatively stable regional economy it may be safery
assumed that normal market pressures will ensure an adequate
supply of the services of economic intérmediarics Marketing
firms will know the locations of producers and consumers (both
miermediate and fina]) and lines of communications will be well
established linking financing advertising shipping and inventory
operations with the producer The role of ecomomic inter
mediaries 1n an economic system has gone largely unexplored to
this date The authors W Patrick Beaton and Leonard B
Sossamon 1n their article ¢ The Role of Economic Intermediaries
in the Shifting National Economy The Northeast Versus the
Sunbelt analyses the contribution of trade sector to the
econonic development The analysis 15 an attempt to show more
clearly the dramatic mmpact of trade and more specially the
effect of a lag m the growth of this sector in developing
economics The examnation in this paper involve the specifi
cation and estimation of the determinants of state wholesales
he locational shifts that have occurred in the interstate trade
component of wholesale sales and lastly the role that wholesale
activity quacconomic intermedraries has upon the economic well
being of a states citizenry The authors in this article explore the
ole of the economic mtermediary which 1s to provide a bridge 1
e and over space between a prodocer and a consumer Accord
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ing to the authors the nation s cyriently ovolved m 2 shift of
economic activity and population out of tl e Northeast and into
tne states of 1he Sunbelt This Work argues that a huy component
to balanced economi¢ gro*th and development economic
intermediaries 1s lagg ng behind the growth of manufacturing
and retail activity 1n the Sanb.lt states Based upon an analysis
of the residual obtained from a diterminants equation of state
wholesale sales the interstate component of wholesale sales 13
1solate mapped and used 1N turp as a determmant of state s
fumily income structure It 15 concluded that the presence of
economic intermediaries  as represented by the interstate
component of wholesale sales 1s positively related to state tncome
structure
Thus if an ecconomic Jevelopment strategy to improve a
state s imncome level 1s bewdg planned 1t must include eforts
to case the entrance of economic intermediaries along with the
commonly sought after manufacturing industrivs nto the region
or state
When the economic and political sitnation 1 the FRG had
consolidated at the beginming of the year 1960s unemployment
bad become a marginal phenomenon Not only official policy but
also the social sciences constdered large scale unemployment to
be a period belonging to the past  Since the mud 1970s however
this situation has chapnged fundamentally The FRG 1s
experiencing comparatively high uneémployment levels for several
years with a strongly mcreasing tendency during the past year
and therc are many signs mdicating a chronic under employment
for the years to come The authors Rolf G Hemze and Thomas
Olk 1n their article Imformal and Peripheral Economics in
Sociological Theory The Two Faces of the lnformal Sector
focus their attenuon on the future development of the Informal
ector 1n the Federal Republic of Germany The authors :dentify
that as a result of unemploymen and financial crisis of the
welfare state the informal economy which had been neglected
for a long time 1s being brought 1g un to the forefront. According
to the authors the informal secior comprises any types of
activities which are performed outside the formal economy and
which do not show up in gross national product figures The
work wthin the domestic housebolds as well as jobs not
reg stered m the official economy and vo untary work for self
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help groups unions and associations constitute an essential pan
of the informal sector The rediscovery and increasing import
ance of the mmformal economy which exists beyond market and
state has 1n ambivalent character which the authors ciscuss in
their paper In the first section of the present paper the authors
provide a general view of the actual Jabour market situaon in
the FRG Then against the background of economic stagnation
periods selected strategies of fiexibilization pursued by the capital
are discussed more in detail In the last the authors turn fo the
behaviour of those groups of workers who strive for 2 ne~ com
bmation of employment and mformal work

The term 1nformal sector s the legacy of attempts of the
Jate 19605 and the 1970s to charactense and explain the economuc
dualism of modermizing societies The concept of formal and
mformal has taken root in academic studies and policy
discussions and has served to focus attention on a pumber of
problems of employment and the urban poor 1 developing
countries Undoubtedly the principal factor m the general
acceptance of the term informal sector 1n the last decade was
its use 1n stadies sponsored by the ILO Under its World Employ
ment Programme (WEP) wh ch grew out of the ICO/UNDP
mission report on Kenya PEmployment Income and Equality
(1971) The ILO urbamzation and employment research project
kas sponsored a series of case studies of selected cities all making
reference to the informal sector with an ultimately comparative
purpose Two of these have been of Calcutta However inter
national Iiterature on employment and the formal sector contamns
few references to them The author Christine Furedy in his
article The Informal Sector m Calcutta Issues for Analysi
makes an attempt to examne the use of the informal sector
concept 1n discussions of employment 1n Calcutta considering
the articulation of sssues for this city i the light of current trends
of research and discussion 1he author emphatically demonstrates
that this analysis should raise questions concernng the use of the
concept as a basis for pohicy recommendations and its appl:
cability to a complex Ind:an city

Local governments use a wide varety of financial nducements
to mnflpence the location of economic activity These dev ces
include property tax delusions industrial revenue bonus of various
types and urban development Local governments also provide
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assistance to businesses 1n the forms of land assembly and
provision of these services seriously and the nse of these induce

ments has grown rapwdly The local officials may be percieved
as doing nothing about the problem Neve theless they are
engaged in efforts whicn are ineffective but generate favourable
political public ty The contention of the author Jobn F Me
Donaid in tis paper An Econom ¢ Analysis of Locai Induce

ments for Business 1s that there 15 a better explanation for local
mducements to busimness wh ¢ch can be derived from the standard
urban economic analysis of real estate and local real estate taxes

The analysis uses conventional micro ecopomuc theory te focus on
the impacts of various subsidy programs on the Intensity of
landuse and related variables at a specific urban site

Abstract
This paper presents a theoretica] and preliminary empirical
examination of various local real estate subsidies to business
Local governments can subsidize the structure capital land or
both at a particular urban site  Standard micro economic theory
1s used to investigate the effects of subsidy programmes on the
structure land ratio the employment land ratio and the amount
of real estate taxes collected at the site in question

Tt 15 concluded that municipalities may benefit from subsidies
to businesses even 1If those businesses would have located in the
municipality without the subsidy The plan of the paper 13 to
present a fairly general medel of local production and the
demand for inputs 1 the next sectton Section 3 contans an
analysis of the effects of various subsidies on the nature of the
real estate supplied at the site mn question and Section 4 reviews
the empirical evidence relevant o the determination of the signs
and magnitudes of the effects on real estate tax collections
derived 1 Section 3 Section 5 contains a brief examination of the
impacts of various subsidy programs on employment at the site
i question and a summary conciudes the paper

It 15 a truism to call present day industrial society on urban
society since the end of the 18th century Western cities have
grown 1nord nately changing their appearance 2 number of ¢t mss
The concept of expansion development and redevelopment are
all attemps to understand this phenomenon Analysis of this
growth bhas rcvea ed some of its aspects construct on  financing
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housing and servicing

Science offers two basic approaches to the question of <
umversal theory packaged under the genemc names of
Funct onalism and Marxism Each one offers 1ts own apparently
original explanation each one has 1ts untouchable and rrreducible
general framework As a result any reflection on urban questions
—or the larger problem of the social relationship to space—is
necessanly subordinated to wider theoretical conclusions about
society as a whole since 1t 1s compelled to fall within one or other
of the two authorized versions of reality As a matter of fact
both perspectives marginalize certain objects of investigation
objects that might be considered a prior1 to be essentral for an
understanding of the wrban environment This alone justies
subjecting both the Functionalist and Marxist paradigms to the
mplictt eritique posed by ¢ertamm aspects of social reality that
have been hidden avoided marginalized and ostracised Rent s
one of these aspects The author Gilles Lavigne 1o hus long
version Land Rent Questions and Answers reveals that land
rent stands as the economic manifestation of the exercise of the
Tight to private property of land The author remarks that it 1s
the symptom on the economic level, of the nature and state of
the pelitical 1elation of appropriation a society maintains with
space Thus the author appropriately convinces that analyzing
the phenomenon of rent means analyzing the economic effects of
land ownership The author identifies that Functionalism 1gnores
rent on the theoretical leve! ajthough remarking on 1ts practical
importance where as Marxism theorizes endlessly about rent
but empties the question of any practical significance Neither
side reselves the question however The author 1 his conclusion
remarks that at the end of this mvestigation one gathers the
impression that while every thing has not been said neithber has
every thung been left out A look back reveals the contradiction
inherent 1n a study that has been carried through but which
remaimns imncomplete So many problems imprecistons and weak-
nesses remain that our patiently constructed edifice appears
rather fragile

The goal pursued throughout this article has been to examine
he profit and loss of several years work on the question of
ent The aim has not been to convince any one or prove any
hung just to retrace the yoad taken The aothor 15 confused and
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put the question why has a questton as crucial as rent never
raised nterest equivalent to 1ts importance ? Why are obscure
research assistants the only one s facinated by 1t

The city we have been building for a hundred years now 1
the mmcarnation of our values 1deals and beliefs In 1s
contemporary form 1t clearly shows the place that science
technology and reason occnpy 1n our culture But behind these
obvious and oficial manifestations city incarnates the power and
omuy science of money that cultureless form equivalent to every
thing and nothing Ultimately urban rent operates on this level of
significance On the scale of the enormous transactions involved
men are but bits of informa 10n or less since money 1s the only
opject of much transactions

The Yand values in an urban setting are determinedn a
variety of forms (1) the effects of changes om a particular
location over ime (2) comparison of different sites withm a aity
at the same time (3) comparison of diffevent location with
macity over time and (4) tnter urban comparisons of aggregale
variab'es The inter mban land value research has concentrated
on demand vanables such as total population median family
1ncome pe-cent change m population etc The author Geoige M
Jonpston 1n lis article Survey and Crtique of Erpirical Stud es
of Iuter Urban Land Values has made an attemp to review the
bterature on mnter urban land value research The author found
that most of the research work has cencentrated on demand
varables as total population etc  to explam a varied estimate of
site price and for appreciation The author concludes that 1n both
the selsction of explanatory demand variables and unmits of
analysis the final cheice 15 arbitrary Because of the complexity
of the urban structure many aspects of community character: tics
are mdependent with other characteristics The author further
explores that while each listed variable 15 indicative of different
trends of interest selection of variables can only be made after
an analysis of specific theoretical mode] to be tested The author
emphasises that pragmatic choice have to be made

The author Tonu Puu m his article ‘ On the Equilibrium
Distribution of Population and Land Value in an Urban Region
tries to construct a model for the spatial equilibrium distribution
of population with 1n some urban areas The author :dentifies that
there exists an equiibrium when all Iocations are considered as
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equivalent and no reason for migration exist The author propose
that escape the complicated utility aprroach we simply state that
there s equivalence of location when the sum of housing and
communication costs for an individual balance so that more
expensive accommodation 1s compensated by less expensive

communtcation and vice versa
Land values mm central busmess districts (CBD) of North

American cities have long been studied by geogiaphers for the
purpose of assessing their spatial characteristics and further more
to determine 1f common distributional pattern exist The urban
econormst have postulated that 1n cities the economic rent of a
piece of land 1s based on 1its locational characteristics and that
the most accessible vomnt mn the city would have the higbest land
values The author Malcolm Fairweather 1n his article Land
Values and Land Use Intensity m North American Central
Business District An appraisal deals with the land values in the
Central Business District of North American cittes The author
evaluates the oroblem 1n 1ts right perspective through a case study
of Rochester The author concludes that the CBD does represent
the greatest clustering of highest land use for the city as a whole
but that even this pattern may be changing with the establishment
of suburban office and relating centres Thus the CBDs of North
American cities are complex areas undergoing changes 1 form
and functions Smmlarly the land use intensity pattern 15 belng
modified constantly as newer taller structures are picking thewr
way skyward

The system of local property taxaiion has received substantial
criticism n the area of the effects of the system on allocative
efficiency with 1n urban housing markets It 1s a truism that the
property tax system discourages the up keep and upgrading of the
existing housmg stock and as a result largely contributes towards
urban housing decay and abandonment Increasing concern wth
this problem has led many states @ USA to pass special
legislation  enabling their cities to implement programmes
providing property tax relief for rehabilitation sctivities The
author Sharon G Levin m hus article Property Tax Incentives
for Housing Rehabilitation Theory and Evidence makes an
attempt to review the theory and design of local government
property tax incentives for housmg rehabilitation with the
purpose of evaluating their effectiveness With this object ve 1
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mind Section 1 reviews the economic justificattons for government
activi y 1o the urban housing market Section I sets the scene for
the ensuing analysis of the incentives by presenting as a sumple
model of the urban hous ng market In Section 11l the design and
expected effects of property tax relief measures for housing
rehabilitation are examined And finally 1n Section IV reviews the
design operations and cost effectiveness of several prosrammes
which had sufficient data for analysis

The author in his conclusion states that local property tax
mcentives for housing rehabilitation alone cannot ensure that
urban housing conditions will improve dramatically However
such local policy mnstruments 1if properly designed and
understood could prove to be cost effective tools 1n a muolir
dimensional approach towards meeting the dual objectives of
efficiency and equity comserving and improving the existng
housing stock and providing decent’ housing for needy
citizens

The housing market has been closely related to global and
specsfic hous ng policies of the government since the end of the
first world war Thus the question of the structure and function of
*he housing market 1s always at the same time the question of
d rection and dimension of housing pohicy Recently the voices
calling for a strengthening of the market in housng supply have
become numerous The author Detlev Ipsen in his article

Segregation Mobulity and Opportunity on the Housing Market

An Empinical Study m Mannheim provides a sociological
analysis of the housing market

The author 1 this article attempts to show using empirical
research that the housing market is divided into market segments
which offer varymmg opportunity to consumers of different social
levels Segregation mobil ty and barners to mobility are the social
process through which the specific market segments are formed
and which lend a characterst ¢ shape to the economic processes
Section III analyse several theoretical considerations on the
sociological boundaries of these market segments Section IV
deals with factors determined on one hand by the intensity of
mobility and on the other hand by the concentration of certamn
sociai classes in particular Section V provides a representation
of the results of empirical research om the vamous market
opportunit es of different social classes on the mdividoal market
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segment Section VI provides some empirical indicators of the
barriers to mobility which forms the basis of m the creation of
such segregated market segment Finally m Section VII the aunthor
g:ves some mdication of inconsequences of findings for housing
policy

Since 1950 there has been a marked change in the localiza
tion of many economic activities although the process is spec ally
typical of industrial enterprise tertiary activ fies such as i retail
trade or serv ces to industry have also been effected In spite of
the numerous article writien about this problem exhaustie
analyses are relatively rare and ofter lmited to the most striking
aspects such as he creation of big mdustrial estates o~ act vities
the openung 1 p of new shoppimg centres or the development of
large office areas On tne other hand nothing or hardly anv thin,,
15 known about changes 1 localization ir the hear of an urban
center or in a suburban district and often litude 13 known abon
the changes of cccupation 1n the pre existent netwoik Xeeping
these deficiencies in mind the author B Merenne Schourmraker in
his art cle  Analysis of the Mobility of Economic Activities in
Urban Areas attempts to show the interest of studies about the
mobility of business organizations and tries to preseni some t ne
of research that could be done 1n this field o1 wnvesfigation T e
author i this ar icle analyses the concept of mobility spat al
trend 1 mobilty causes of mobihy and spat:al resuits of
mobiiity The antho~ in his concluding remarks suggests hat tne
mobility of businesses majo process of the evolution of cities
and of the changes in urban spatial structures appears tc be one
of the principal subjects to be explored when analysing cities

A city wlich 15 not only at the service of its residerts but
pursue a number of different functions Soch a city 15 Venice
Which 1s a tourist and cultural centre of international value plays
a directonial role towards a large part of the region These
functions are int~~mingling and occupy various areas and render
mextricable the various roles of the economic urban space
Moreover the number of retail activities and the services offered
18 not only notable i respect to the limited space 1n Venice bur
seems to be almost umiformally distributed along the various
streets The anthor Fabio Lando 1n his article Functional Areas
in the Town The Example of Venice Italy makes an attempt
to assign a number of functions to the Venice city and consider it
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tounist and cultural centie of international value He postulates
that it 18 a historic centre which render many economic activities
With the help of first principal component anaiysis the anthor
found that Venice city can be distmetly divided into different
functional areas which play a specific role 10 make it a foer of
attraction
It may be assumed that mdividual types of reta commodty

can be dishinguished relatively unambiguously The poblem 15 to
classify these commodities 1nto disttnetive groups This 18
necessary not only for research purposes but often also for the
clarification of policies 1n marketing or property development or
town planning A logical basis for classification would be that
each group or commodiues umplies a parlicular set of decision
making rules on the part of retailers andfor consumers Thege
rules mught also 1mply certamn patterns in space of location and
consumption respectively Tne author M QGuy m his article

Classificaucns of Urban Retail Facilliies exammes a topic of
utmost mportance to geographers and planners ahje—the
classification of retail facilities m urban areas In order to devise
a rational logical and consistent detailed descriptive clegsification
of shops the author find 1t necessary to rcview relevant existing
practice 1n three areas of research which author has pursued
independently in this paper The author first demonstrates to
analyse market research which seems to explamn the shopping
behaviour of consumers paymg particular attention to the ways in
which behaviour appears to be affected either in economic gocial
and psychologrcal characeristics of consumers themselves or by
characteristics of retaill commodities and of the methods 1n
selling them The second research area 15 concerned most with
physical attributes (sizes location and characteristics of shopping
centres Thirdly some spa 1al analysts have examined the spatial
distribution of shops of various types in Cifies The paper
proceeds as follows In Section 2 summaries are made of the way
1 which retail commodities and outlets have been claggrfieg by
market researchers economists and geographers The author
made an attempt to discuss the locational implications of various
classifications In Section 3 the work of spatial analysts on
patterns of retail locatton 18 briefly discussed In Section 4 syme
results of research into retart location in Reading area carried
out by the asthor from 1974 onwards
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Spatial arrangements of commercial activities 1n an urban
area 1s far more 1mportant than the Iimited amount of space they
cover This 1s largely because their distribution on space reflects
the aggregate demand conditions of a city Thewr concentrated
and deconcentrated patterns are related to the intra urban
mobility and the social status of the people The number and size
of the retail unmits on the other hand depict the economic
characteristics of the populatton The authors 8 Banerjee and
SR Joshi m their article Spatial Structure of Retamning
Activities in Pane City reveals that spatial distribution of retail
activities within an urban area 1s an expression of aggregate
demand condrtions the latter being reflected through pattern of
population distribution and the socio economuic status of the
people The number of size of retail units when observed together
with the population figures can signify the relationship between
demand and supply sectors

The present paper 1dentifies (a) the areas of retail concentra
tion 1 Pune 1n 1961 and 1981 (b) the relationship between
demand and supply sectors and explains the related dynamics of
retail structure of the city Correlation coefficient and regression
analysis have been carried out to show the relationship between
population and shops—the demand and supply sectors

Although food clothing and shelter are the basic necessities
of human beings transport in fact commands a larger share of
copsumers budget than clothing 1n most of the cities Mobility
from homes and work places is essential for the functioning of a
city The economic models have evaluated that land wses and
values with mn cities depend crucially on the advantages of
proximity between land uses

Todays society has placed extremely high priority on the
development of tramsportation system that will faciitate the
movement of both goods and people in a swift and relable
fashion and with the greatest convenience comfort and privacy
Although conflicts of nterest are inevitable on the design and
modification of alternative systems transportation planners
attempt to select those projects that will prowide the greatest
benefit to society The author C John Langley Jr 1 his article
‘Highways and Property Values The Washington Belitway
Revisited mvestigates the ympacts of Washington Beltways on
reqadential property value According to the author thus study
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proves conclusively that high way origmated environmental
externalities are the major cause of mverse relationship between
yearly increases 10 North spring field property resale values and
proximity The analysis found sigmficant differences among
distance related property value index number mn 12 of the 17
years under study The author finds 1t appropriate to mention that
the firdings of this study are quite comsistent with generally
accepted theories of capital asset pricing

The authors Masatoshi A Abe and Xumares C Sinha m
their paper discuss and produce two reports on  Pricing in Urban
Transportation—1 The Problem of Peak Local Pricing 2 Pricing
and Quality of Service m Mass Transportation  This report
mcludes two parts In the first part the peak load pricing problem
in urban transporiation 15 examuned withm a theoretical frame
work A general social welfare function 15 used to show what the
optimal price levels should be for peak and off peak pertods m
order to maxmimize social welfare The paper azlse shows that
given current pricing practice of urban transportation a strict
adherence to marginal cost pricing does not yield the maximum
social welfare but that a systematic deviation from margmal cost
pricing 18 requred for attainment of maximum social welfare

The second part of the report deals with the pricing problem
in urban mass fransportation As an example the operation of
the private bus transit company in the Milwauvkee area 1s
examined The investigation finds that a lowered bus fare
together with improved service will substantially increase transit
patronage which w il 1n turn reduce the cost of operating bus
transit as a consequence of the existence of the economy of scale
In addmtion the characterisucs of mass transit users 1 this
country are also reviewed and 1t 1s concluded that the majority
of the transit riders are captive riders i the sense that they do
not have any chorce in their mode of transportation This
finding substantiates the hypothesis that mass transit fare should
be significantly reduced, not just for attracting automobile users
to transit and thus to Limit congestion but also for mcreased
social welfare resulting 1n 1mproved equity

The first part of the report has been prepared by Masatosin
A Abe and the second part has been prepared jointly by
Masatosh: A Abe and Xumares C Sinha
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TWO

W PATRICK BEATON AND LEONARD B SOSSAMON

THE ROLE OF ECONOMIC INTERMEDIARIES
IN THE SHIFTING NATIONAL ECONOMY
The Northeast Versus the Sunbelt

StTATE and regional economic development has for many years
focused upon efforts to encourage the growth of jobs and the
immzgration of high wage industry mto economically depressed
areas Usually these efforts are designed to acquire manufacturing
firms and research type operations Seldom 1s the role and
importance of the economic mtermediary considered

In the work that follows 1t will be shown that a lag exsts
1 the growth of economic mtermediaries 1n those areas of the
country currently undergoimng rapid economic growth in the
manufacturing sector Second it shall be demons rated that the
economic cost of this lag can m the long term be translated mnto
lower worker incomes and hence lower local purchasing power
and a lower tax capacity for state and local government

Essential mtermediary activities such as market research
financing wholesaling and advertising traditionally have exported
their services out of a few major metropolitan centers mstead of
being spread litke levening throughout the national economy
{Vance 1970 41 47) Now under the current redistribution ot
national economic activity, there seems to be an assumption that
af a goods producer can be induced t0 move into a new location,
the problem of locating and servicing his consumers will resolve
itself

In a relatively stable regional economy 1t may be safely
assumed that normal market pressures will cnsare an adequate
suppy of the services of cconom ¢ 1ntermed anes Marketing
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firms will know the locations of producers aod consumers (bott
mtermediate and final) and hines of communications w 1l be wel
tstablished linkmng financing advertising, shipping and mventory
operations with the producer However 1n a period of radical
regronal shifts such as the recently recogmized growth in the

Sunbelt’ states (Sales 1975) lines of product and mformation
flow can become disrupted !

The establishment of new business relatiomships involves a
great deal of uncertamnty regarding the abihities of the new
business partners to hold up therr respective sides of the econemic
transaction Early recognit on of any weakness within a develop
g ecomomy should permit planners to suggest alternative ways
to ease the path of regional ecomomic growth and possibly to
Prevent a permanent deficiency from betng incorporated iuto the
regional economy

Economic termediaries

The role of economic intermediaries 1n an econopuc system has
gone largely unexplored to this date In the mput output mode of
analysis mnstiated by Wassily Leontief the supporting role of the
mtermediary as the mover of goods among the elements of the
Interindustry matrix 18 de-emphasized by treating 1t as a producing
or purchasing industry that s its status in the mput output table
1s for example the same as chemrcals apparel or stone clay and
glass products (Leontief 1966 1 40)

Economic geography has similarly discounted the role of the
Intermediary As noted by James Vance 1n lns analysis of central-
Place theory the theory tends to emphasize local self sufficiency
and mternally induced change rather than local economic develop
ment derived from mnter regional mterdependence (Vance 1970
Chapt 1 passim)

Regional independence 1s not a characteristic common to
modern industrial ecopomies However a profitable interdepen-
dence resulting from a well developed intermediary function 15 a
Preérequisite to the capitalization of regional comparative
advantages m transportation labor or resource costs (Isard
1956 Chapt 9, passim )} Demands must be observed producers
nformed products made and shipped consumers alerted to thesr
availability and a means of financing secured Excluding actual
production these are the roles assumed by the economic nter
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mediary In essence the intermediary isan agent of trade  he
15 the means for facilitating interregional interdependence and
hence the ability of a region te acquire the economrc benefits
accruing to 1ts comparative advantage in one or more of the
inputs to the production process (Beckman 1965)

Theodore Beckman suggests that several factors account for
the failure of economic development research to deal with mter
mediaries These factors juclude the complexity of the sector s
structurc and the absence of adequate cemsus data Recent
scholarly research further suggests that the dynamic nature of the
trade environment lhimis the ability of researchers to adequately
describe the structure of this sector of the economy (McKeon
1972 378)

Each of these cxplanations contributes to the overall neglect
of the trade sector by scholars However an important additional
factor may well be an inadequate appreciation of the importance
of the trade sector to economic development The following
analysis 1s an attempt to show more clearly the dramatic impact
of trade and more specifically the effect of a lag 1n the growth
of this sector 1n developing economies

The exammation will involve the specification and estimation
of the determinanis of state wholesale sales the locational shifts
that have occurred 1n the interstate trade component of whoiesalz
sales and lastly the role that wholesale activity gua economic
intermedianes has upon the ecomomic well bemng of astates
citizenry

Empirical analysis
As previously noted the role of the econmomuc intermediary
18 to provide 2 bridge 1n time and over space between a producer
and a consumer An mtermediary sells two services accessto
relevant market mformation and the collecting sorting and disper
sing of products (McKeon 1972) The successful fulfilment of
this role requires ihe use of marketing specialists and salesmen
financial advertising legal and publishing firms shippers
warchouse operators and Jaborers

No single measure of the total level of activities of econorne
mtermediaries 1s readily available from a nationw:de data source
Alternatives such as employment levels m the trade industries or
wholesale sales exist Neither of these 1ndicators, however
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encompasses the full range of achivities of economic

intermediaries
Wholesale sales data make on distinction between labor

mtengsive activities of merchant wholesalers and sales branches
with the information processing activities of both the agent and
broker as well as sales offices On the other hand employment
Ievel data crosscut both the type of firm and the levels of produc

trvity within a given type of firm Since the purpose of this
analysis was to explore the importance of economic intermediaries
from the pomt of view of family wealth and state tax potential,
the value of wholesale sales was chosen to act as the surrogate of
the total level of economtc activity by economic intermediaries

The causes of state wholesale activity
The mternal driving force behind wholesale sales activity is the
primary secondary and terfiary componenis of a state s economy
The surrogates of the forces demved from the primary and the
secondary ecomomc sectors of the economy are mining agricul
ture and manufacturing sales {value of shipments) As surrogates
of the retai sector population and average family income levels
are used

The unit of observation used throughout this work i3 the
state The use of the statec as an economic region assumes that
locally produced products and local consumption will use the
services of local economic mtermediaries

Two sources of error are tncurred in the use of this assump
tion One error has to be accepted as a Lmitation to the analysis,
the second 1s used as an index of the exportation or importation
of the services of economic intermediaries The first error will be
observed where major economc¢ centers (metropolitan areas)
overlap state boundaries So long as the various components of
the ecopomy are randomly distributed across state boundaries
this source of error will not bias our resulis

The second source of error 18 more statistical than substan
tive That 15 the relationship between wholesale sales and the set
of determinants 1 & cross sectional model 15 assumed to be
stochastic Thus situation occurs because state economic systems
are not solated Interstate trade 13 a form of basic economc
activity Tt 1s this fact that permuts researchers to partition whole
sale sales into thewr interstate and intrastete components In
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Equation 1 we show a model of the causes of a states level of
wholesale sales activity

Eq 1 Wholesales=Manufacturingi-}Retailings-+
Agriculture;+Mimng: +Interstate trade:

where  Interstate tradet—=Wholesale exports:—Wholesale
importst 1==state *

This equation recognizes that a state s total wholesale sales are
not solely dertved from activities within its borders rather the
explanatory equation must mclude a term which 1dentifies esther
the state s ability to export the services of its economic intermed:
aries or Ils necessity to import such services It 18 astates
mnterstate trade activity that 1s the index of the strength or that
state s economic nfermediaries

Analysis of gross and mterstate wholesale sales
The total volume of wholesale sales 18 as would be expect.d
strong'y associated with the size of a state s population (ry= 90
for 1970) ~ Tabile 2 1** shows that as of 1972 the states leading
in wholesale sales wers New York Calbiformia and illmois
Similarly these same states were the top dollar gainers for whole
sa'c sales from 1967 to 1972

However between 1967 and 1972 the siemficant shifts
occurred within the national economy Based upon the model of
the determnants of wholesale sales it 18 concluded that the inter
state wholesale sales of both California and New York experienced
the heaviest losses Table 2 2 shows that New York has fallen
from 1ts preeminent position m 1967 where t had a surplus of over
33 tilion dollars 1n wholesale sales to a still leadmmg but reduced
position having 22 plus billion dollars of interstate trade Strong
gainers over that same time period nclude Illinots New Jesey,
and Georgla

A graphic presentation of these patterns 15 provided mn
Figures 21 and 22 Figure211sa map of the distibution of
mnterstate wholesale sales for 1972 Figure 2 215 the map of the
change n mterstate wholesale sales between 1967 and 1972 2

*The Symbol r, represants a zero order Pearson Cozrelation Coefficient
“¢Tables are grouped together followmyg the text,
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TaBLE2 1 Wholesale sales by State for Umted
States 1967—1972

———a P

Moy

[l TR o

1972 1967 o Change
Wholesale Wholesale Wholsale

State Sales Sajes Sales
Name (Million §) (Million §) 1967 1972
Mew York 100 412 77 957 288
California 68 562 44 254 549
1imois 52 804 39 538 336
Texas 42 188 23910 76 4
Chio 33 630 23 466 43 5
Pennsylvania 32374 23 479 379
New Jersey 31 840 17 93} 776
Michigan 26 545 18 800 412
M sgourn: 20 /03 14 758 4013
Florida 19 983 10 302 940
Georgia 19 789 11 459 727
Massachusetis 19 303 13 157 46 7
North Carolina 15911 9 530 670
Mmnesota 15053 10 507 433
Tennessee 14 836 8628 720
Indiana 13 417 8 348 607
Wisconsin 10 838 7299 485
Virgiala 10 287 6043 629
Maryland 10 212 5937 714
Washington 10 007 6 696 45 4
dows, 9969 5949 676
Louwistana 9 805 6 642 41 4
Oregon 9289 5873 582
Connecticut 8 328 4672 390
Eansas 3214 4 405 865
Colorado 8 030 4 385 831
Alzbama 7 538 4 437 700
Kentucky 7020 3 988 76 0
Oklzhoma 6 809 4 262 598
Nebraska 6 391 4384 458
South Carolina 4 696 2745 711
Arkansas 4 438 1955 1270
Arizona 4 339 2143 104 8
Mississippr 3942 2,309 707
Utah 2925 1 661 761
Delaware 2482 1429 37
West Virgimia 2 394 1 690 417
North Dakota 2,222 1491 48 Q
Rhode Island 2,072 1475 403
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South Dakota 1966 1250 573
Mame 1886 1233 530
Idaho 1738 911 o0 8
Instriet of Columbia 1731 2376 —271
Montana 1573 1081 455
Hawarl 1561 1013 M1
New Mexico 1515 209 687
New Hanpshire 1144 689 660
Mevada 917 461 a0
Wyoming 717 287 1500
Vermont 669 382 751
Alaska 604 286 1112

Sousrce U S Department of Commerce Bureau of the Census

TaBLE 22 Wholesale trade sarplus (+) or defiat (—) for
(1) states with above average wholesale sales and
(2) states with below average wheolesale sales
1967 1972*

States with above average total wholesale sales

1972 Interstate 1967 Interstate  Difference
Wholesale Sales Wholesale Sales  1972--1967

(Million §) (Mullion §) (Mullion §)
Califoraia —12 169 — 2,857 - 9312
Flonida -~ 9825 5134 —14 959
Georgia 4 427 2286 2141
Ihnos 14 432 787 13 645
Massachusetts - 4532 - 73 — 4 459
“Michigan — 5649 —15 191 9,542
Minpesota 7010 591 6 419
Missour: 3435 2 590 845
New Jersey 4272 — 4318 8 590
New York 22 558 33261 ~10 703
North Carolina — 3533 - 2 511 - 1022
Olio — 9,262 ~14 630 5368
Penrsylvania —1512% —10 180 — 4 949
Tonnessee 617 2125 — 1508
Texas 31347 2 985 362
Alabama — 945 763 - 1708
Alaska 84 - 1374 1458
Argona —~ 719 — %4 — 635
Arkansas —~ 1137 — 632 - 505
Colorado 1512 1505 %
Connecticut 1874 — 944 23818

T —
susﬂl s’fﬂ‘? ? s
o e ray \
r [l - %
Q' A K 2 N
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TaBlE 27 (Contd)

Delaware
Distrect of Columbia
Hawau

1daho

Indianz

Towa

Kansas
Eentucky
Louisiana
Maine
“aryland
Mssissippt
Montana
Nebraska
Nevada

New hampshire
New Mexico
North Dalota
Oklehoma
Oregon

Rhode Island
South Carohina
South Dakofa
Utah

VYermont
Virginm
Washington
‘West Virginia
‘Wisconsit
Wyonung

——

—

1253
510
408
569
33
498
1257
1 061
778
311
1103
1813
371
754
242
348
1074
374
53
3755
448
1713
218
359
375
1059
1 605
1701
904
209

—

[a—

541
1126
703
644
1596
1049
80
110
41
264
1634
102
378
866
08
724
230
171
1149
2959
249
268
145
g
778
1586
1993
G660
354
1022

1794
516
295

75

1563
551

1177
951
727

47
331
1711
7
112
466
376
524
203

1202
796
€97

1445

73
350
403

2 527
388

1041
550
8i3

* The wholesale frade surplus or deficit values are the remduals £ om
the regression equaitons displayed in Table 2 4

The canses for these shifts in wholesale sales come from at
least two sources The national redistribution of the population
(Barabba 1975) part of which has been termed the *‘Sunbelt
phenomenon, and the corresponding shift 1n manufacturing

activity {Thompson 1975)

An exammation of the relationship between changes 1n manu
facturing and gross wholesale levels for the wvarious states shows
that mn both 1967 and 1972 a strong positive correlation exists
between these two components of the economy (r,=0 89)
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However 1t does not necessanly follow that the trade sector and
the manufacturing sector change at the <ame relative rates
required for balanced growth Nationally the cogrelation between
the percentage change in manufacturing value added and whole
sale ales was only 042 In order to study this phenomenon the
determinants of wholesale sales for 1967 and 1972 were
examinig

Determinants of wholesale sales
This research examines the lag 1n the growth of economic
mtermind aries It will be shown that after statistically controlling
for changes in a states population growth and manufacturing
ac1vty reliance upon 1mported wholesale services occurs m
those states growmg mosi rapidly in population and manu
facturing activity

Two models have ocen developed for this analysis The
models identify and produce estimates of the varioas determinants
ot wholesale sales varation across the states for 1967 and 1972
respect vely The lag pnenomenon 1s observed by identifymg for
each of the states the direction and degree of change from 1967
and 1972 of the residuals from the two determnants equations

The experimentai 1dentification of these models was
conducted through the use of cross sectional multiple regression
analysis Data for each state and the District of Columbia for the
years 1967 and 1972 were used to construct models When using
the full set of 51 economic umts as observations for a single
regression equatton a clear case of heteroscedastic residuals
occurred 3 To mmimze this problem the data were partitioned
into two subsets those stales that had above average wholesale
sales 1n 1967 and those states that had below average wholesale
sales for 1967 ¢

The regression equations for these two subsets of states are
displayed 1in Table 2 3 In each of the four equations the combuned
explapatory power for the full set of independent variables s
significantly different than zero at the 0 05 level While the central
focus of the analysis is the restduals from the regression equations
a drastic shift must be noted 1n the specific variables showmg up
as significant determmants m 1967 as opposed to 1972 In both
the 1967 subsets of states the vartation m manufacturing sales
significantly explams varstion ;. who esale sales while the
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TaBrE2 3 Regression equations expiaming cross state
variatios e who'esale sales 1967 1972
for states viath below and abeve average
levels of wholesale sales

1967 1972
Low High Low Figli
Wholesale Wholesala Wholesale Whni sale
Sales Sales Sal s Sales
Manufacturing 34 (04)* 88 ( 30)* 02 ( 14) — 11{37
Population — 019 ( 13} 2160 ( 14> 48344 (14 )~
Income 20( 12)¢ 9 (3 6) — 0037 ( 06) 07(15
Agriculture 1277 43)%* 2455 119 ¢ 08)* ~2 64T}
Mming 80 (28)* — 81(36) 09 { 06) —06(26)
Mean
‘Wholesale Sales? 23 086 00 323 178 00 45061 00 $24 265 00
Std Dewviation {2337) (18 502 ) (3 781} (22 80s )
‘Wholesale Sales?
R 81 63 90 81
F 33 2% 31* o8 8* g0r
N 36 15 35 i5
a Valuesin parentheses are siandard errors of the n tregression
coefficients
b Mean and standard deviaiion statistics are expressed ian tlions of
dollars

* Coefficient 1s significantly diffurent than gero at 01 level

variation 1n state populations has no exp'anatory power Now m
1972 the complete reversal s the case The index of mirastate
manufacturing activity requiring wholesale services ha no
significant explanatory power while population size has a sigm
ficant positive effect

Turnmg to an apalysis of the residuals each state s wholesale
sales were partitioned into two subsets The first partiion rcpre
sents the level of wholesale sales derived from 1ts ability to meet
its within state requirements from manufacturing retaitbng agn
culture and mining activities The second partition represents its
interstate wholesale activity This value represents either the
surplus or defictency 1n wholesale sales after the average wholesale
dollars per umit of manufacturing retailling etc activity has been
removed from the total wholesale sales level
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In the case of a positive residual the siate 1> an exporter of
whoaies~le services on the other hand if the state has a negative
rweidaal it must 1mport wholesale services from outside 1ts
borders Based upon this logic the explained portion of a state s
wholesale sales level represents or 13 a surrogate for the intrastate
activity of economic intermedraries 1t follows that +*he residual
portion of a state s wholesale sales 15 a surrogate for its interstate
activities

Tabie 2 2 displays the residual or interstate component of the
state s economic mtermeaqlaries Two spatial patterns are worth
noting First the Northeastern tier of states appears to be
ancnored around New York This state has suffered the most
severe loss n its level of interstate commerce Surrounding New
York are two states which have registered sirong gams m this
activity Connecticut and New Jersey

The second case focuses upon the Sunbelt states of the
Southeast and Southceniral regions of the country For the most
part these are the states which compose the Southern Industral
Development Counctl (SIDC) The pattern within these states 18
the oppostte to that which is occurring within the states of the
Northeast One state Georgia dominates the region in terms of
its elative growth in mterstate commerce Most of the remaimning
southern states are observed to be lagg'ng or to 1ncreasmgly lag

n the development of their capacity to trade therr manufactured
goods While Georgia can be termed the jobber and shipper of
the new South 1t has not fitled all of the needs of these siates

Table 24 focuses upon the 16 states comprising the SIDC

Summing the column of residuals it 15 concluded that as a region

the growth of economic mtermediaries has lagged behind its
growth 1n manufacturing In 1972 the analysis suggests that an
over 9 billion dollar shortfall m interstate wholesale sales exists

What are the conmsequences of this state of affars? For
sumpliciy s sake two alternatives present themselves Furst the
lag can be viewed as a transient phenomenon In this case it
would he assumed that over time the natural operation of the
free enierprise economy would respond with the optimal spatial
solution to the problem of the location of economic
intermediaries Second the lag can be viewed as an un
anticipated consequence of policies developed by state depart-
ments of econom ¢ devslopment and encouraged by local
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TABLE 2 # Interstate wholesaje trade surplus (+) or deficzency
(—)* for 16 states of the Southern Industriajl
Development Cooncil ranked accordmg to their
1972 wholesale trade (all valves 1 mallons of
doliars)
1972 1987 19 2 1967
Difference 11
Interstate Interstate In cistate
State Wholesalr Trade Wholisale Trade Wholisale Triwee
Georgia 4427 2286 < 141
Missourt 3435 2 590 84>
Texas 3347 2985 362
Maryland 1103 1634 ~— 531
Louaisiana 7178 41 737
Tenpesseo 617 2125 —1 508
Oklahoma — 53 1149 —1 0.
Alabama ~— D45 763 —1 70n
Virgina —1 059 1586 —2645
Kentucky —1061 — 110 — 851
Arkansas —1 137 — 632 — 305
West Virginia —1701 — 660 —1 041
South Carplina —1713 — 268 —14u>
Mississipp: ~—1 813 — 102 —I 71l
North Carolina —3 333 -3 i1 —1022
Flonida -9 825 5134 ~14 959
Regional Total —9 133 16 010 —25 143

* Interstate wholesale trade surplus {+) or deficiency (—) 13 gerived
from the residuls of a regression equation relating a stutés ross
wholesale sales to its manufactur ng agricultural and n iring activ ty
as weil a8 15 population and family income See Table 2 3

chambers of commerce

If the former view 15 held only the self optimizing activitics
of business within the market economy need to be supported On
the other hand 1f business government and the academy have a
collective role m gumding and determinmmg regional economic
development two addstional 1ssues present themselves First
what are the consequences of policies involving varying levels of
action or maction ? Second if an action oriented alternat ve 18
selected what can be done 1o facilitate a condition of more
balanced economic growth ?



Tl e Role of Economic Intermediaries 39

The consequences of continued nubalanced development
If the analytical models posited in th s paper arc valid representa
tives of economic 1eality economic development i the South 1s
becoming increasingly out of balance If this pattern were to
continue what might be some of the consequences for the people
of the region? One measure of the influence of ecomomic
structure upon econonue well bemng 18 famrly mncome

For analytical purposes the index that 1s used to measure
the impact of a state s cconomic structure upon 118 mcome levels
15 the difference between 1fs mean and median famuly mcomes
The values for the mear median and difierence scores are dis
played 1n Table 2 5 Besides mdicating the relrtive concentration
of h gher income families and correspondigly then higher
purchasing power this index corresponds positively with the
mcome level of the median or fiftreth percentile family Table 2 6

TABLE2 S5 Mean wedian and the difference beiween the mean
and medzan family ncome for all siates those
with shove average wholesale sales and those
with below average wholeeale sa'es 1970

Al States Above Average Below Average
Wholesale Sales ‘Whol sale Sales
Mean Income 10 490 11027 10 266
Median Income 9177 9629 3 989
Difference 1312 1398 1277

Source U § Census of Population 1970

displays the zero order correlation cosfficients among these
various measures of family imcome [The set of positive
correlations between median family income and the difference
between the mean and medsan family incomes suggests that there
15 a process whereby a broader mux of family mcome levels
within & state promotes a rise in the mncome levels of the poorer
families as well as those of greater wealth

To return now to the basic 1ssue how does the structu-e of a
state’s economy contribute to the income levels of 1ts citizenry ?
It 1s hypothesized that an economy rick in economic Inter
medianies should have a stronger family income structure That
13 2 state that has developed urban areas that have succeeded
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TaBLe 26 Zero order correlation coefficients among the mean
median and the difference between ithe mean and
median famply imcomes for ali stntes hose with
above average whelesale sales and those with belew
average wholesale sales 1970

All Stares Above Average Below Average
DIFAM70# Wholesale Sales Whojlesal. Sales
DIFAMT0 DIFAMT0
Mean Income 53 40 54
Meaiar Income 38 25 37

Source U 8 Census of Population
a Difference between the average family mcome 1970 and the
median fammly meome 1970

through the stages of export specialization, expoit complexity
economic maturation etc will attract and hold new growing
mdustries as well as the income benefits accruing from the same
(Thompson 1965 Chapt 1 passim }

To test this hypothesis four regression equations were
sdentified and est mated A cross section regression model was set
up with the dependent variable being the difference between the
mean and median family income levels of the staie Independent
variables are represented by statewide aggregates of manu
facturing mming agriculture intrastate and interstate wholesale
activities The residuals rrom the equations determining variations
mm wholesale sales were used as the surrogate for interstate
commerce while the difference between a state s actual wholesale
sales and the residual score was used as the surrogate for
intrastate trade activity Table 2 7 displays the results of these
tegression analyses

The results show that three of the four equat ons explamn a
statistically sigmificant portion of the variation in the income
difference ndex Correspondingly m those three equations only
the index of interstate wholesale activity was found to be a
significant determnant of variation 1n the income 1index In each
case the rmpact of interstate trade was to increase the value of
the index of family income strength
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Tasre 27 Regression equations re;ating a state S economic

strocture fo the difference between a state’s mean
family income and iis median famly mecome

1967 1972
States witr  States with  States with  States with
above below above below
average averige average average
wholesale wholesase wholesale wholesale
sales sales sales sales
Interstate 013%= 059+ 0l3% 02
wholesale trade  ( 005)? (047) ( 004) (09
Intrastate — 022 015 03
wholesale trade  ( 043) { 026) ( 13)
Manufactaring 01 — 038 — 08
{ 086) (052) (13}
Agriculture — 15 —09
(10} (22)
Mimng 016 — 02 009
(047 (q41)] ( 032)
Constani i266 1¢ 13610 1897 2 1989 2
R? 43 17 87 11
F 13 23* 34% 93
N 15 36 i3 36

a This can be materpreted as for a one mullion dollar 1ncresse
mterstate wholesale sales the differerce between mean and median
famdy mcome will increase by 013 dollars

b Values 1n parentheses are the standard errors of the net regression

coefficients

Constant 15 1n terms of mullons of dolars

Coefficient 1s significantly different than zero at 0f level

» £

CONCLUSION

Given the extensive mternal changes within the U S economy
this research has examined the shifts that bave occurred withmn
several of the more volatile sectors of that economy The results
show that during the period 1367 to 1972 economic mter
mediaries have not shifted to the Sunbelt’ states at the same
rate as has manufacturing activity To the extent that this lag
development among jobbers shippers, marketing specialists
financial firms etc 1s capitalized mto the permanent structure of
the Sunbelt states this analysis suggests that low famuly
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incomes reduced purchasing power, and a lower ax capacrty wilt
result or be perpetuated

Public policy may or may not be effective 1n changng Lus
course of events However 1n order to give public ard prvate
deciston mahers wortkable alternauves to this tuture further
research must be mounted The dynzmic model sugg st d by
McKeon shows that eacl class of producing firms develops
different needs for intermediaries Some of these needs mav be
developed within the 1eg on Qthoers may well bave to reside at
the final demand end of the production consumption process
Such research that 1s -rourted must the efore ximine the
behavior and ne=ds of each class of new firms 115 & 1is the roles
of economic mtermed aries

FOOTNOTES

1 The Sunbelt states form the southern trter of states which are
currently receivin, a large volume of immugration from Northeast o
and Northeentral businesses and famlies While severa! al ernative
listings of these states may be commled we have chosen to emaim
with Sale s lList ng (Sale 1975) Tie Sunbelt sta es mclude ali or
parts of TFlorida Georgia Noith and South Carolina Terncssee
Alabama Mis ssipp1 Lowsiana Arkans.s Texas Oklaboma, New
Mexico Arzona Nevada and Californ a

2 For further work m this mappmg of residuals from regression see
Leslic King 8 1969 work (King 1969 148 49)

3 This problem 1s exarned by means of the Goldfeld Quandt Tes in
Appendix B

4 With but one cxeeption the same states were found to exst 1o the
1972 subsets of states Foi simplicity the 1967 based partition was
used throughout the analysis
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APPENDI\ A

GLOSSARY OF TERMS

Agricaliural sales

The market value of all agriculture products sold represents the
market salue before taxes and expenses of all agricultural
products sold in the census year ncluding livestock and poultry
and their products crops, including nursery products and hay
forest products and all miscellaneous products The figures
include landlord s and contractor s shares

Wholesale sales
This 1ncludes merchandise sold and receipts from repairs and
other services to customers whether or not payment was received
1n 1972 Sales are net after deductions for refunds and
allowances for merchandise returned by customers Total sales
exclude amounts other than those received from customers such
as jocome from investment rental of real estate etc They
mclude local and state sales taxes and federal excise 18Xes
collected by the wholesale establishment directly from customers
and paid directly by .he wholesale establishment to a tocal state
or federal tax agency Gasolime lhquor tobacco and other
excise taxes paid by the manufacturer and passed along to e
wholesaler are also mnciuded

Sales do not include wholesale sales made by manufacturers
retailers service establishments or other businesses whose
primary activity 15 other than wholesale trade They do however
mclude receipts other than from the sale of merchandise at
wholesale (e g service receipts retail sales etc) by establish
mens primarily engaged i wholesale trade

Manuvfacturing value added

Value added by manufacture 1s derived by subtracting the total
cost of materials (including materials supplies fuel electric
energy, cost of resales and miscellaneous receipts) from the
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alue of shipments (including resales) and other 1M ara
adjusting the resulting amount by the net chaPE® M & red
products  nd work 1n process inventories between the Dug rr ng
aud end of the year
Value added avoids the duplication m the valug oF shipme s
figure which results from the ipcluston of the shiptrerts of
establishments producing materials and components along wich
1l ¢ shipments of establishments producing finis: €d PoGICs it
does not exclude purchased services Nevertheless 1t 15 vorsidered
to be the best value measu~e now available for cORpanig *pe
relative economic importance or marufacturing among naist es
and geographic areas

Mg valuee added
Value udded m miming smce the 1954 cemsus this measure hns
been computed by subtracting the cost of supplies €tc and
purchased machmery from the value of shipments and receipts
plus capital expenditures

Value added avoids the duplication 1 the value of supments
figure which results from the use of products of some estabush
ments as supplies emergy sources or materials by otnes
Moreover 1t provides a measure not only of vaiue added in
mimeral production but also 1n the development of mineral
properties For these reasons 1t 1s considered to be the best value
measure available for comparnng the relative economuc importance
of mining among industries and geographic areas

Manufacturing—Value of shipments
Net selling values, f o b plant after discount and allowances
and excluding freight charges and excise taxes (deltvery prices
acceptable if delivery was included as integral part of plant
operations as 1n mik and bakery industries) Includes
products made 1n the establishment as well as under contract
from materials owned by the establishment Included were
contract work performed for others, resales receipts for sale of
scrap and refuse, and value of installation and reparr work
performed by plant employees

Smnce the mdex of wholesale sales used i this analysis
reflects intrastate transactions and processing of goods the value
of manufactunng shipments and net value added 18 vsed as the
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determmant of wholesale sales activity
Listing of the defimttions of the variables used in he study
of wholesale activity for the years 1967 and 1972

Varable
Manufacturing
Population
Income
Agriculture
Mining
Wholesale Sales
AVINC 70

MEDINC 70
DIFAM 70

e

o
YD,

Defimition

Value of manufacturing skipments by
state 1967 and 1972 (1n mullions)

197G state population 1974 state population
estimates (1n thousands)

Mean family income 1970

Agricultural sales 1964 1969 (in millions)
Mming sales by state 1967 and 1972 (in
rilhions)

Wholesale sales by state 1967 1972 (in
mill:ons)

Mean fammly income by state 1970
Median family mncome by state 1970
Differerce between the average and
mealan family incomes 1970



APPENDIX B

THE PROBI EM OF HETFROSCEDASTICALLY
DISTRIBUTED RESIDUALS

In a cross sectional determ nants analysis the cases selected
for inctusion 1a the regression model must produce a vector of resi-
duals which are homoscedastically distuibuted (Yohnston 1972)
This 18 usually not a safe assumption to make for analyses of sets
of states or for that matter intrastate systems of cities (Beaton
1974) Tests must be performed to 1msure that homoscedasticsty
holds for the analysis The test used for this ourpose has been
devised bv Goldfeid and Quandt (Goldfeld and Quandt 1965)

Het=roscedasticity 1s detected by first ordering the cases
within the desired partition by the increasing value of the depen
desnt vartable sscond omitting a number of central observations
mn order to obtain residuals characteristic of either end of the
size range third fitting separate regression equations to the first
and last set of observations and lastly using an F distrbution to
test the ratio of the residual sum of squares from the former
Tegression equation with those of tae Iatter

The test ratio 15

R=15,/5),

where R has an F distribution with (a k 2m2/2 nk 2m 2/2)
degrees of freedom and

3 15 the smalier value of the residual sum of squares
Sy 1s the larger value of the residual sum of squares
n 15 the number of cases present within the origmnal pooled
sample
k 15 the number of central cases omitted, and

m 18 the number of independent variables used to specfy
the mode]

If S and S; come from the same Lnearly homoscedastic
Population then m all probability the R ratio should be a
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number close to unity Fowever if the population represented by
one or the other end of the s ze range 1s characterized by diffuring
structural conditions, the ratic will most hikely geperate a -lue
above unity If the size of this dewviation 15 highly mprobable
the assumption of homoscedasuic ty with the pooled svstem of
states will be rejected and tl ¢ pooled set of states wils not be used
as the model of the determinants of state wholesale sales

Table Bl shows that the residuals obtained from the pooled
system of states 18 probably not homoscedastically distributed As
a consequence at least two regression equations must be fitted
One for states with above average wholesale sales the otber for
states with below average wholesale sales

TaBLE Bl Application of the Goldfeld Quandt Test to the
problem of the distribution of residvale from a
wholesale sales determinants equation using the
pooled set of states as observations

S,=336 285 576
S,—35 529 225
n=>51
k=5
m=5
R=941
F 17 17 =947
F(O0)=33



APPENDIX C

Interstate wholesale trade levels inferred from the residuals of
the 1972 regression analysis and displayed on Table 2 4 Highest
level scores represent states where residual score 1s above the
third quartile while the lowest level scores are those below the
first quartile score
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Changes in 1nterstate wholesale sales as mnferred from the
differences in the residuals from the 1967 and 1972 regression
equations respectively Higher level scores represent states whose
differences in residuals are above the thira quartile score while
the lowest level scores are those below the first quartile score



THREE

ROLF G HEINZE AND THOMAS OLK

THE TWO FACES OF THE INFORMAL SECTOR

PRELIMINARY REMARKS

THE present paper focuses on the future development of the
informal sector 1n the Federal Republic of Germany As a result
of various problems that have arisen especially the employment
and financial crises of the welfare state the informal economy
which had been neglected for a long time s bemng brought again
to the forefront of discussion The mnformal sector comprises any
types of activities which are performed outside the formal
=conomy and which do not show up in gross national product
figures The work within the domestic household as well as jobs
not registered 1n the official economy (especially moonlighting) and
voluntary work for self help groups unions associations and so
forth constifute an essential part of the informal sector (cf Berger
and Offe 1982 Heinze and Olk 1982 Matzner 1982 164ff)
The rediscovery and the increasing importance of the
inforrra' economy which etists beyond market and state has an
ambivalent character which we will discuss 1n the following with
a view to some aspects On the one hand considermg the
lasting penod of economic stagnation the firms pursue changed
strategies of flexibilization designed to lower the cost of labor as
wel as 1o adapt the ass gnment of work to the fluctuating demand
for labor by circumventing the employment protection legislation
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by the firms show themselves less n an expansion of homework
as 1t 1s the case, for example, iz Italy (cf Mnpgone 198] but
rather for instance, 1n a flexibiization of working Fours aad the
resort to subcontracting While this strategy proves io be cost
saving for the firms certain groups of workers mereiy tul € such
unprotected employments because they have no other possioilities
of ofhcially participating in the labor marlet as a result of Lhmited
options (¢ g women young people o'der and disabled pcomie
which are early excluded from waged employment 1illegal
immgrants etc)

On the other hand there are sgns that a re di ccuon s
taking place as to the labor force behavior of certan groups For
example there 1s the increasing wsh for shorter and moure
flexible working hours 1n crder to have time for extra p ofessiona’
activi 1es (vanious forms of leisure work such as home maimienance
repair of cars and other technical equipment, neighborhood
help etc)

In the first section of the present paper we will givea
general view of the actual labor market situation 1z the FRG
Agamst the background of the economie stagnation period  selec
ted strategies of flexibihization pursuea by the capital are di cussed
more i detall Then we will turn to the behavior of these groups
of workers which strive for a new combination of employm.1t
and mnformal work

WORE AND EMPLOYMINT IN Tug 13803

An end to full employment *

When the economic and political situation 1n tne FRG had con
solidated at the beginning of 1960s unemployment had become 1t
marginal phenomenon Not only official policy but also the social
sciences considered large scale unemployment to be a period
belonging to the past Since the mid 1970s however this situation
has changed fundamentally The FRG 1s experiencing comnara
tively high unemployraent levels for several years (on the annual
average about 1 muilion persons), with a strongly increasing
tendency during the past year and there are many signs indicating
a chromic underemployment for the years to come In winter
1981 82 the number of those unemployed nearly chmbed up to
2 mllion and thos reached the ughest level since almost 30 years
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Up untif now the political system has relatively well coped
with the relatively high levels of unemployment Political crise
have failud to come on the ground of the contimung underemploy
ment One rather has the impression that the general public has
2ot used to the high unemployment figures and regards the monthly
rates of increase as mevitable fate A view to the other European
count-ies even adds to this passive attitude the model Germany
cowd reach a relatively good position compared to other countries
While unemployment rates of over 8§ per cent became a per
manent condition in Belgium Great Britair Ttaly and Ireland ke
unemployment rates of the FRG were relatively favorable up
until early m 1981 Duning the last months however the situation
Iikewise has changed for the worse It 1s true that the number of
those unemployed whick amounted to 56 per cent 1n
November 1981 was distinctly lower than that of most other EEC
couniries i Great Britain the unemployment rate was 113 per
cent m Belgium 12 8 per cent and in Italy 9 5 per cent only 1n
Luxemburg and n Greece 1t was noticeably lower But the FRG
however has experienced the relatively highest mcrease 1n
unemplovment rates In the EEC alone the number of those
unemployed has surpassed che 10 million mark 1n December 1981
so that quantitative comparisons with the world depression
occurring towards the end of the 1920s and the beginning of the
1930s and the mass unemployment which was attached to 1t 1n
several regions cannot be denied

As to the development prospects on the labor market both

the supply of labor and the overall growth rates (demand) are {two
central factors which must be taken into account ln contrast to

the,1970s labor potential wall tncrease relatively strongly in the
years to come From 1975 through 1990 the German labor
potential alone will rase by over 1 mullton Certainly, the total
number of the German resident population will steadilv decrease
till 1990 but mn return the age classes with high birth rates push
on ;the labor marxet seehing employment possibilities whilst at
the same time the age classes of pensioners decimated by war
vacate only very fewpositions

It 1s difficult to establish exact figures with respect to fhe
concrete labor potential since not only the total number of the
age-eligible population but also the extent of labor force participa
tion 1s 1mportant On the basis of the hitherto existing labor force
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participation rates 1t can be assumed that the labor force partic:
pation of retired persons will continue to slightly decrease while
female labor force participation did not decrease mn spiie of tie
economi. crisis but rather adapted to the fluctuations of the
market and increased and will continue to increase 1f the present
trend carries on Of course 1t cannot be excluded that 1r
the case of constantly high unemployment levels the female labor
force participation rate will cease to increase But it is Ik ly that
a possible withdrawal from the labor force will be accompanicd bv
more conflicts than 1t was the case in the 1960s when women
flex;bly adapted to the course of the busmess cycle As a result
1t can be derived from the forecasts that an increas.ng labor
potential 1s pushing on the Iabor market Alone in order to coun
teract the demographic shifts as well as the increasing tendency
of women to take an employment 1t would be necessary to create
at least over 1 million new jobs

Whether the imbalances of the labor market will continue to
mncrease depends to a large degree on the extent of the demand
for labor 1n contrast to the relatively reliable forecasts as 1o the
demographic development estirations with respect to the
development of demand and growth rates are more difhculi to
establish and therefore differ more strongly However therc is
agreement on he fact that a real annual growth rate of more than
6 per cent is mecessary in order to gradually duminish the actual
unemployment Let alone the question as to whethe~ such growth
rates would not create new environmental and natural resource
exhaustion problems all forecasts agree that such growth expecta
tions are unrealistic The factors accounting for that which are
mentioned n the literature can only be touched upon very bnefly
here On the one hand the enormous rise of the energy ird raw
material prices has led to a decline in demand 1 the past few
years which cannot be compensated even by addrtional orders of
the o1l producing countries Furthermore, there are signs tha* the
market for conventional manufactured goods especially for
durable consumer goods such as cars electrical appliances housc
hold equipment and so forth has reached saturation pomt Tle
new conditions on the world market also add to the existng
stagnation On account of the changed international distribut on
of work mvolving the transfer of mdustrial production from the
tradrtiopal indusirial covntries to the so called low wage or thres
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hold countries and the increasing import competition a great
nun ber of jobs s bemng destroyed m the FRG

A bottleneck 1n growth thus appears in outhines which takes
the place of the postwar pertod of prospenty with higo growth
rates As far since the 1950s there 15 to be noted a decline in
growth rates whilst the average annuoal growth rate of production
mcreased by 7 2 per cent during the decade 1950 60 the increase
merely was 4 6 per cent 1 1960-70 and ecven only 3 4 per cent
m 1968 78

Most forecasts relating to the economic development in the
19805 are based on the assumption that the growth rate will
amount to 3 4 per cent but that 1t will probably be lower Some
authors even predict a long period of economic stagnation and
rapidly increasing unemployment levels To explain the lashng
accumulation crisis receatly it 1s often referred to the theorem of
long waves 1o order to pomt to the enduring character of the
cconomic stagnation on the one hand and *o the historic return
of depression pertods on the other hand

Up until now the Federal Republic of Germany experienced
no acute poltical crisis An mmportant mechanism to reduce
soctal tensions 1s the uneven incidence of employment Latent
employment conflicts were controlled by the fact that the
margmal groups on the labor market were first affected by the
crisis  whilst the core of the workers 15 still relatively safe fror
being hit by unemployment Both the risk to be thrown out of
work and to remain unemployed for a relatively long period
mamly hits upon the valnerable groups on the labor market The
problem groups of the labor market comprise the disabled older
people young people and foreigoers

THE INFORMALIZATION OF WORK RELATIONSHIPS THROUGH
FLEXIBILIZATION STRATEGIES OF THE FIRMS

Without considering here carefully the details of b anch specific
characteristics and business struciures new strategies of employ
ment of the fitms can be observed which modify the traditional
principle to keep the permanent workforce and to employ
additronal personpel as the case may be depending on the
economic situation Under the conditions of intensified compett
tion and trends on the market which are difficult to predict
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the firms ncreasingly turn to the pract ce to level out fluctua
tions n the r demand for labor by flex bly us ng the permanent
labor force and to manage as far as possible without havng
recourse to external labor markets By this means the firms iry to
evade the rigidities ensming from the legal and collective agree
ment provisions of labor protection (eg protection agamnst
arbrtrary dismissal etc)

Evidence for the firms stralegies of shielding fiom the
external labor force and flexibly using the internal labor force are
the mcreased deviations from the standard working hours These
deviations 1nclude both overtime and short tume work which even
can occur simuttancously withimn the same firm, but also part time
work and subcontracting Thus the number of hours spent on
working overtime and on additional shifts has constantly increased
smce 1960 even in the crisis year 1975 the total amount of this
additional work exceeded unemployment (cf Merdius 1979)
Such deviations from nominal working hours are admited to a
large extent by the legislation on working hours and the working
time regulations dating from 1938 which are still binding Thus 1t
18 possible to extend the 8 hour day to approximately 10 hours if
there 15 ap urgent need (e g economuc snterests of the firm)

As an effective control of extra working hours through
collective agreement provisions has not been achieved up to now,
the works council or the staff and the management clash in the
bargaining of extra hours and exira shifts From a comparative
study of an automobile concern and dock workers conducted by
Dombois (1980) results that such regulations are always
negotiated on an mformal basis when the type of work and the
existing technologies 1mpede generahization and standardization

Aside from extra work part tume work 1s playing an impor
tant role within the scope of the flexibilization strategies adopted
by employers The proportion of part-time workers of the total
labor force has ncreased from 2 6 per cent in 1960 to 85 per
cent m 1978 these are not quite 2 milhon wage and salary
earners from which the most are women {over 90 %) Added to
this must be the number of part ime employees working only
seasonally or fewer than 15 hours per week (statutory Limits
where soctal security contributions are not compulsory) they are

estimated to amount to another 900 000 (cf Bacher 1981) Part
time work which has been done up to now mainly by married
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women with children of school age will further expand mn the
near future There 1s however a relatively large gap between the
supply of and the demamd for labor on this specific labor
market The vast majority of part time workers has a job in the
service sector such as vencor office worker or charwoman
Although part time work occurs on all levels of qualification it 18
mostly to be found with respect to unskilled activities involving
k gh psychic and physical strain

The expansion of part time work 1s due to the firms
flexibilization strategies which are designed to harmonize the
volume of work with the supply of labor to achieve increasesin
productivity through shortenmg individual working hours as well
as to recruit groups of workers (especially women with children)
which can only dispose of a lLimited amount of time The
unplementation of this strategy can be observed above all i the
retail trade Here full time jobs are in some cases divided up
into part time jobs 1n order to manage the varying volume of
work with a minimum of costs In this context the capacity
oriented vanable working hours (KAPOVAZ 1e¢ German
abbreviation) have become especially known The purpose of this
variant of working hours which has been 1ntroduced above all by
department stores and supermarkets 13 to make an optimal use
of the body of workers in relation to customers attendance The
capacity oriented variable working hours can be seen as a
consequent realization of flexible labor force use which enables
all firms confronted with fluctuating demand for labor
{especially in trade and other service sectors) to keep their
permanent labor force the smallest possible and to manage peak
hours by means of part time workers which can be employed mn
case of need Tne considerable gain in flexibility resulting from
all vanants of part time work on the side of the firms contrasts
with a legally undefined status on the side of the workers (cf
Eigfer 1982 Gabreel 1982) The workers are thus more at risk
of losing their jobs as the employer has in case of dismissals to
pay regard to the tmportance the job has for the mdividnal In
add:tion there are larger margins as to the admussibility of
contracts of employment concluded for a limited period

However many of the women in part time employment do
not come up te a certain number of working hours and a certan
amount of earnings they perform a so called *munor job This
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18 why they do not fall under the provisions of the law governing
health socal and apemployment nsurances Thus partt me
employees working not more than 10 hours per week are not
ehigible for nghts relating to continuance of pay during sickness
Likewise part time employees working fewer than 13 hours per
week and earnmg not more than 390 marks per week <re not
covered by the socital insurance resulations At the same tume
they are not required to pay contributions to the Federal Agency
for the Placemrnt of Labor and Unemployment Insurasce and
are more hlely to be dismissed The number of women affected
by this tendency towards the suspension of the protective labor
Iegislation can be calculated for 1977 according to the Micro
Census 2 18 million female blue and white collar workers hold a
part time job but only 1 32 million paid compulsory contributions
to the social and unemployment msurances the remamder of
800 000 hence does mmnor jobs which are not covered by the
protective labor legislation
Parallel to the increasing importance of flexible working
hours subcontracting has also mcreased in the last several years
Especially within branches experiencing relatively great cychical
and seasonal fluctuations (construction industry shipbuiiding
etc ) cmployers are turning more and more to the practice of
managing variations m their demand for labor with a minimum
of permanent labor force and additional workers hired at short
notice 1f required Though there 1s Itkewise not always a clear
definition of legal status in the case of subcontracting
encroachments upon the protective labor legislation can never
theless be stated A higher risk of losing the job must be added
They have different hours of work contracts of employment on
a temporary basis no claims to hold certain posttions Central
conditions of work are regnlated on an individual basis and not
by collective agreement as 1t 1s the case for the permanent labor
force The mimmum standards and protective regulations which
are guaranteed to the permanent labor force through the
collective bargammmg contract do not apply to the subcontiact
and part time workers although they are emploved mn the same
firm and possibly carry out the same work Their margnal status
which coufers to them the funchion of an institutional buffer
group 1s remnforeed by the fact that they are not participating 1n
wnstitufionahized forms of collective organization (Dombois and
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Osterland 1981 20)

Since the beginning of the 1974 75 recession the sub
contracting branch bhas developed by leaps and bounds In 1980
there were already about 1 400 lawful subcontractors wherea
therr number amounted not quite to 770 12 1977 the number of
the legally employed subcontract workers increased likewise from
about 9 000 in 1975 through 21 000 m 1977 to 47 000 1 1980 (cf
Sozialpolitische Umschau 10 4 1980) However rehable data are
available only with a view to lawful snbcontracting which has got
its legal basis in 1972 by the Law Goverming Professiona’
Subcontracuing

Experts estimate however that a by far larger extent of
illegal subcontract workers must be taken mto account lts size
varies depending on the specific branches often there are 6
through 10 illegally employed persons to one legallv employed
subcontract worker lllegal subcontract work occurs primari'y 1n
the construction mndustry but also iz the case of assembly work
1 the metal working industry and as to dockwork Subcontracting
13 concentrated in large towns and overcrowded areas Often the
llegal work 1s carned out by work immigrants , in 1979 alene
27 600 foreigners were picked up which did a job without a work
permit and i1n 29 000 cases firms had employed foreigners having
no work permit These figures might even be higher in 1980 and
1981

As no detailed studies on illegal subcontracting are available
a brief cutline will be given of the situation 1n Bavaria which has
been mvestigated more 1n detail by the Bavarian association of
the German Federation of Tiade Umions According to the figures
supplied by the German Federation n Bavaria alone there are
about 300 lawful and 500 1illegal subcontractors Approximately
50 000 pe sons, among them 30000 alone in the district of
Munich are working in these firms which are often co managed
by foreigners The majority of the illegal subcontract workers
comes from Yugoslavia and Turkey but mncreasingly also from
Great Britamn and the Benelux countries Protective labor
regulations of the firms and collective agreement provisions ~re
being evaded particularly through this form of subcentracting
Thus the protective function of collective labor agreements and
the tanff uniformaty 1s impaired to a considerable extent At the
same ttme this slave trade causes substantial losses in 1ncome



ol Urban Lcenom C§

taxa on and social secunty contnbutons In the case of the
nlegal subcontract work we unmistakably confront processcs of
dernvation of nghts whereas the legal subcontiact workers
certamly hold a special however disadvantaged status n
compari on with the permanent labor force but after ail they
are not Jegally discriminated

In the lignt of the variable working hours which are
mncreasingly spreading in the past few years and the prospering
branch of subcontractirg we have tried to point out that the new
flexibilization strategies adopted by employers are gaming in
umportance on the demand side of the labor market It surely
would be possible to find further examples for instance the
mcrease of homework m Ttaly and other countries (cf Rubery
and Wilkinson, 1980 Mimgione 1978 1981) which also show
the tendency to evade the protective labor legislation and limit
tne potential for collective action through internal division and
fragmentation of the workers The dividing up of the workforce
raises considerable unification problems for trade umon policy
(c¢f Heinze et al 1981h)

In the following we turn to the supply side of the labor
market m order to examme the question as to whether the
workers also tend to deviate from the model of the full time

wo-ker

THE CHANGING VALUE AND THE PDIMINISHING
IMPORTANCE OF EMPLOYMENT

The respective labor force participation depends on the
concurrence of a great number of subjective and ‘objective
factors As far as the type and the extent of the desired employ
ment were concerned ceantral variables such as age sex place
within the life ¢ycle, and value patterns on the one hand and
labor market policy wage levels and tax load on the other hand
have been 1nvestigated Recently however more attention has
been paid to the fact that the domestic household itself
constitutes a productive umt within which goods form the formal
economy and time are bemng combined in order to produce
commodities (¢f the contributions i Ostner and Preper 1980

Fenstermaker and Berk 1980) This change in perspective brings
mto view that the level of reproduction of the household
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members depends not exclusively on the earnings from paid
employment but also on the income from the home economy
The domestic household 1s developing more and more nto a
capital and technology intensive productive sector rather than
bemng just a center {for consumption Capital mvestment in the
average household (durable consumer goods cars mechanical
gadgets) 15 higher today than the average commercial firm needed
a hundred years ago (cf Joerges 1981) Consequently according
to Gershuny {1981) new consumer needs are satisfied less by
services than by goods m conjunction with do it yourself Thus
a so called domestic do it yourself sector 18 emerging within the
domestic household

Indrvideal deviations from the normal full ime worker
holding a stabie positrton occur 1n various forms and have-—as
we are assuming—acquired another signification 1n the past few
years Several empirical studres suggest that the atutudes towards
employment are changing Evidence for this chagge 1s the
increasing attraction of employment opportunities outside
constant employment the direction towaras diversified and
autonomous activittes the reduced effectiveness of the wage
Incentive as well as the higher demands concerning the conditions
of work (cf with respect to the FRG Kmieciak 1976, Olk and
Otto 1981) Thig change in value patterns coincides wita a
simultaneous change as to the importance attributed to the Iife
spheres within which the respective values shall or can be
realized the subjective importance attributed to the work sphere
decreases whereas the importance of the leisure sphere s
mcreasing This change 1 direction 15 not limuted to younger
workers symptoms of decline as to the traditional work ethic
have been repeatedly 1dentified (cf Strampel 1977) From the
comparison of survey data collected during the 1950s and 1970s
follows that the importance employment has for the individusl
has sirongly decreased, especially among the male occupied
population (under 30s age group) whereas women as a umt
show a greater nterest in paid employment It scems that
aousework and nonmarket activihies 1ncrease in attraction
especially for younger men Furthermore several studies
onducted on working hours preferences suggest that an ever
increasing number of workers would 1n certain cases make use
sf flexible hours of work remaming under the normal 40 hour
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week (cf Mertens 1979 Gorz 1980 136ff )

The changed attitedes towards work bave led to a re
direction 1n labor force behavior Informal non contractual
kinds of work gain increasingly 1n attraction as compared io
waged labor Such nonmarket activities include not only
alternative forms of work within craft cooperatives or self help
groups but also various forms of leisure activities such as house
building repair of cars and technical appliances home decorating
gardening as well as the development of the do 1t yourself
movement (cf Dahrendorf 1980 Berger 1982 , Vonderach
1982)

This change m labor force behavior finds a particularly
prominent expression 1n the activities of alternative prejects which
are increasmngly spreading mn the FRG (¢f Huber 1980, Hollstein
and Penth 198)) On account of the limited possibilities of
access to the formal labor market 1t 1s mamly young people
which are turning to look for and create alternative job
opportunrties such as for example small craft trades rural
communes shops and the ke The relatively unskilled young
sters which are coming mainly from the workmng classes are
Jomned by students and graduates who reject the alienation of paid
work and therefore rather iry themselves as new self employed
{Vonderach 1980)

Another kind of nom contractual work is the expanding
moeonlighting In other Western European countries for
example 1n Italy and Great Britain  but also 1n the USA ( black
or secret economy) moonlghting which 15 very difficult to
control has an estunated share varying from 7 to more than 10
per cent of GNP showing an mcreasing tendency (cf Georshuny
and Pah]l 1980 Shankland 1980) As to the FRG an increase
m moonlighting 15 hkewise to be registered according to the
figures supplied by the Central German Trade Association 1980
was a record year for moonlighters especially for bricklayers
roofers pawnters jomers and heating plant corstructors
The annual turnover of moonlighting varied beiween 30 and 40
bilion marks (cf Gretschmann and Ulrich 1980) Recently
governmental authorities are again increasing thewr efforts to
confrol these activities Domng so, they are supported by the
Central German Trade Association for whom moonlighters
constitute nuwelcomed competitors for its own clientele In spite
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of various measures that have been taken (e g extension and
redefimition of the notion of 1illegal work and increase of
penalties) 1t 13 notto be expected that the size of moonhighting
will noticeably decrease as it constitutes 11 many respects a
response’ to the ma'functioning of the formal economy On the
side of the woikers moonlighting 1s gamning increasingly in
attraction as the levels of income taxation rise and the demand
for moonlighting corresponds with the lack of quick and cheap
professional services

A further kind of informal work which 1s only very difficult
to distingmish from moonlighting 1s neighborhood help Individual
work undertaken 1n the neighborhood which does not enter into
national accounts statistics comprises activities such as repair
of cars home maintenance, help i gardeming shopping and
messenger services The reasons for this kind of neighborhood
help are roughly the same as in the case of moonlighting
on the one hand neighborhood help can be seen as a response
to craftsmen and repair services which are too dear and too slow
on the other hand it forms part of the strategies for reducing
reproduction costs 1n view of the relative income losses resulting
from inflation short time work and unemployment

Added to this must be the element of immediate job
satisfaction resulting from the antonomous organization of work
(not only the goods and services produced but already the very
process of work offers possibilities of job satisfaction) Further
more neighborhood help 1ncludes also services oriented towards
the pe~son which act as a substitute for the public provision of
services These services comprise care of persons m need of
pursing ramsing and looking after children care for sick persons,
and so forth This kind of neighborhood help can be iewed as a
response to tendencies of state faillure The lessening quahty and
the dismantling of social services 1n face of the increasing costs
in the service sector as well as the lacking orieatation of govein
mentzal and local bureaucracies towards the needs of consumers
favor the development of 1ndependent forms of need satisfaction
In the course of industrialization and urbanization however the
performance potential of the neighborhood has been largely
reduced to residual functions According to ihe evidence
furnished by empincal studies neighborhood 1s being conceived
of at best as a subsidiary help institution which steps i when
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government ard family rel tons fal(cf Homm 1973 Schubert
1977)

THE SOCIO POLITICAL PROSFECTS OF "HE INFORMAL SECTOR

In view of the fact t] at strategies for increased flexibility of work
are bemng folloned rot only by the employers but also by the
workers It vould be concluded that these developmen s procice
no negative efiects Consequently the restrammed scope of
applicat on and the reduced ecffectiveness of the en ploymert
protection legislation could be regarded as a resuit or the
voluntary preferences of those mvolved

On closer examnation however this view proves to be false
those groups of workers which are primanly aflueted by the
flexibuiization strategies of the firms are not identical w th those
groups of workers which are p actising a deviant labor force
behavior on their own account Thus for example part time
work 15 one of the strategies of empioyers to improve their access
to labor 1eserves hitherto unused Female workers which dispose
only of a hmited amount of time on account of therr fanuly obli
gations are 1n a particularly marked state of dependence vis a vis
the firms offering part time jobs That 1s why they kave to accept
particularly monotonous and degraded work as well as low wages
and lacking promotional opportumities if they are to find a job at
all A stmilar st~te of dependence often exists in the case of
subcontract work This apples first quite obviously to the legal
forms of subcontracting where for example the distress of the
immigrants 15 being taken largely advantage of But it apples
also to those workers which on account of their personal
situation seek only a temporary employment Deviating from
normal constant employment implies for them hikewisc a
discrimination as to legal status

The situation 1s quite different in the case of those groups of
workers which prefer shorter and more flexible working hours on
account of their material saturation and changed value patterns
There are no negative effects resulting for them from reduced
protection by collective regulations their material security and
their specific skills confer to them a stronger position 1n relation
to the irms Also without benefiting from employment protection
legislation, they are able fo give weight to their work related
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mterests Workers on whose skills the firms depend to a high
degree are more lkely in a position to succeed with special
demands concerming the conditions of work as well as to
successfully resist to an unconditional subordmation of their own
1nterests to the goals of the firm

The firms strategies for ncreasing the flexibiity of labor
amount to stabihize the formal capitalist economy at the expense

of the development potential of the informal sector This colonsz
ation of the informal sector could be avorded m our opmion by

implementing the strategy of the complementary network It 1s
based on the recognition of the efficiency and effectiveness and
the specific productive capacity of mmformal activities and on an
acceptance of the principle that these should be given the chance
to develop In our view the informal sector could be especially
productive m areas where a flexible personally oriented supply
with non standardized and non professional goods and services 1s
desirable In additron not only the goods and services
produced, but also the autonomous method of production would
create job satisfaction and thus could revitalize underused skifls
and abilities for self help Wherever informal activities prove to
be able to more adequately satisfy needs as state or private
market provision, these private mmtiatives must be especially
encouraged Accordingly private market and state act vities
shouid be limited to those areas where informal actvities would
be likely to farl Whereas there can be litile chance for expansion
of the mnformal sector in areas of economic production which
require high capital or skill mput, 1t 15 to be expected that
considerable development potential exusts i1n particularly labor

mntensive areas It must in any case be dependent on an adequate
material security of those working within the nformal sector and
a voluntary decision as to whether or not join the mnformal sector

This must include flexible transitions from one sector to another
without loss of rights and protection Shorter and more flexible
working hours as well as lIiberal regulations on part time working

longer holidays flexible retirement ages etc would help to
establish a permanent exchange between work spheres Shorter
and fimd working hours would greatly mcrease the possibility
for individuals to combine formal employment with some
mndividual private activities With that, the combination of formal
and 1nf ormal work would not oanly be realizable—as was stafed



66 Urban Econom c$

above—for a small group of privileged workers but would be
potentially achievable for all suppliers of labor The most
significant area of expansion of informal activity has been the
social Services which were previously controlied by professionals
and bureaucrats The old the sick the children can be cared for
by community groups or self help groups alternative educational
and day care centers can be orgamized and alternative therapy
refuge and youth centers can be set up

The future of work accordingly hes not exclusively in waged
employment but more and more 1 activifies which are not
oriented towards money making Individual social and profes
sional skiils would face new challenges Individuals would need
skills such as cieativity crafismanship orgamzing genms and
they would need to be more gregarious—1¢ they would need
skills which are not used 1n our present system Added to that
the mnformal sector s operations depend on the existence of
functioning soctal relationships for example on the community
or nerghborhood levels or among Iike minded people

A considerable proportion of economic output however can
only be produced 1n a capital and technology intensive system
If higher productivity 1n these areas could reduce the number of
man hours needed then there would be more freedom for
manoeuvre for privately organized activities Indeed 1t s only
poss ble to protect the informal sector from being assimilated
into the capitalist modermization process 1f the radical political
reformers start pressing the case for autonomy and industrial
democracy 1 ¢ for humanization of work An extreme st ategy
to liberate us from work—such as it 1s brought forward by
prominent proponents of sociabst ecology (cf especially Gorz
1980)—surrenders the very core of the work oriented society
without a struggle without even considering the possibility of a
productive co existence of humanized wage earnng apd
autonomous private work To discourage unrealistic expectations
1e illusions as to an empire of freedom 1t raust always be
remembered that the political protagomsts of such a concept
seem at present to be diverse and beset with internal and external
confhicts which prevent the realization of their model of society
Their major opponents are all the institutions and social forces
whose existence depends on the present system of production
distribution and consumption Among these central representa
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tives of the waning work oriented society rank last but not
least the ftrade wunions which cannot do other than draw
their own conclusions—about the consequences for therr own
organ zation of the future development of work For example
besides the immediately employment related interests they could
also promote the interests of those which have been placed out
of the system of waged labor and which are developing—more
or less voluntarily— informal economy activities {¢f Heinze et al
1981b) A strategy for tramsforming society must proceed
cautiously and must first of all break down the restrictions to the
expansion of the informal sector For example the tight
connection between the wage and weifare systems must be broken
and the imperative need for flexible working hours and organi
zational siructures must be put 1nto action
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FOUR

CHRISTINE FUREDY

THE INFORMAL SECTOR IN CALCUTTA
Issues for Analysis

THE term ‘informal sector 1s the legacy of aftempts of the late
1960s and the 1970s to characterize and explain the economic
dualism of modernizing societies 1 the conteat of concern about
mmcome earning opportumities It 15 one in an evolving series of
terms whose origin strefches back ten or fifteen years at least.
Like 1ts predecessor twin terms—modern/traditional firm centred/
bazaar type upper and lower circuits, regulated/unregulated—the
formalfinformal set has come in for a good deal of scrutiny and
criticism * There have been several types of eritique and differing
leveis of criticism ranging from those that accept the basic
referent of the concepts (1e accept some kind of duahism n
economic structures) but that object to the terms formal and
informal through those that seek to modify unduly dichotom

ous or static analysis based on the concepts, to those that have
argued that a sectorial framework however labelled and how
ever elaborated 15 {undamentally flawed? In spite of this on
slaught the concept has taken root in academic studies and
policy discussions and has served to focus attention on a number
ot problems of employment and the urban poor in developmng
gountries

Undoubtedly the principal factor in the general acceptance
of the term nformal sector 1n the last decade was 1ts use m
studies sponsored by the ILO under its World Employment Pro
gramme (WEP) which gtew out of the ILO/UNDP muission
report on Kenya Ewnploym nt Incomes and Egualiy (1971)%



0 Urbgen Economics

The ILO urban zation aod employment research project has
sponsored a scnics of casc studies of selected ¢ ties * all mak ng
reference to the mmformal sector with an ultimately comparative
purpose Two of these have been of Calcutta However the
imnternational hterature on employment 1nd the informal sector
contains few references to them Indeed the multifaceted deb (o
about employment problems and uiban economies rarely mecludes
Indian data The aim of th,s paper i1s to examne the use of the
informal sector concept in discuss ons of employment 11 Caleuita
considering the art culation of issues for this city n tl e ught of
current tiends of resea ch and discussion This analysis shold
raise questions concernming the use of the concept asa b sis for
policy recommendations and 1ts applicabih y to complex
Indian city I wilt lumit my discussion to the two WEP cise
studies of Calcutta s employment characteristics and problems
Urban Development and Employment The Prospects for Calcattu
by Harold Eubell (1976) and Calcutta and Rural Bengal Small
Sector S)mbrosis by AN Bose (1978) 8

Tcyminological debate

For the present purpese I do not wish to elaborate upon the
terminological debate nor to examime mn any detail the position
of scholars who have argued that current trends of analysis are
seriously mn error 'With respect to the former let me sumply siy
that the Yterms themselves are problematical if taken too literally
or if used to sumplify or restrict the examnation of a very
complex reality It would seem that regardless of what terms
are used for socio economic structures our analysis require 1s 1
starting pornt some means of denoting when important contrasts
exist within a society m terms of employment earnipgs and
economic and social organization One may start by describing
these contrasts 1n a dichotomous framework but mevitably

detailed analysis will reveal intermediate cases QOur 1mitial
orgamizing concepis must not be set in stone so that alternatine
modes of analysis are overlooked and data are artificially fitted
mto an mflexible framework The formalfinformal distinction
may well prove more apphicable to some societies than to others

and 1t may be more relevant to certain types of discussion than
to others

In accepting the terms ““formal and mformal sectors for
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the purpose of this discuss:on I assume that we must look behind
the facade of the labels to examine the assumptions underlying
their use This 1s particularly mmportant when the concepis are
used as a starting pomnt for policy recommendations for complex
urban economics

Blocxages or hinkages
When the terms formal and informal are accepted there 1s
still a difference among scholars according to whether the
emphasis 1s placed upon the distincttons between the two broad
sectors which are assumed to exist in the economy or upon the
linkages between them This has been the mamn thrust of the
theoretical (or quas: theoretical) discussion 1n the last few years
Some scholars see the informal sector as operatiag with a good
deal of independence from the formal sector an independence
which results on the one hand from the lack of enumeration or
regulation of certain activities and on the other from the urban
poor s lack of ready access to formal ins rtutions They emphasize
blockages n labour mobility resources markets and informa
tion Thus an nfluential paper published by a World Bank team
mn 1976 argued that dualism 1 the form of contrasting techno
logies was not per se a sign of a disfunctional economy but

The problem 1n countries with restricted labour markets 18
that 1t becomes a discontinuous form of dualism The two
segments of the economy are 1solated from one another the
possibility of stepwise adjustments and of movement of
labour capital and rnnovations between sectors 18 blocked
both are made more inefficient than they would otherwise
be ¢

This position 18 very different from the argument of nco Marxst
scholars who mterpret the informal sector in terms of the
dynamacs of international capitalist penetration of third world
economics These scholars wish to define the informal sector
more 1 terms of its * structural relations to the formal sector
than 1ts contrasts with that sector They emphasize the depen
dence of the mformal sector upon the formal in line with their
understanding of underdevelopment Hence they would interpre
Iinkages between formal and informal sector enterprises fot a
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entrepreneunal outreaches but as the result of capitahist corpora
tions seehing to marginilize petty capita ists or to coopt informal
sector workers 7

The former position has as 1ts corollary the assumption that
the dynamism of the informal sector (which many see as the hope
for 1ts positive contribution to the economy) resides mamly in
its unregulated uplinked characteristics In contrast Portes has
argued that 1ts existence and dynamsm are dependent upon
the formal sector ® A less ideological statement come Icom
Gerry it 15 the relatrons between these different systems or
subsystems of production which dete-mine those phenomena which
will characterise each of the elements of the ensemble ?
{emphasis added)

The orientation to blockages on the one hand or to
Iinkages on the other 1s important because 1t can lead to
quite different policies for mntervention in the economv

Producteve enterprises and services
There 1s one further aspect of the evolving discussion of the
last decade which should be noted When attention was first given
to employment problems 1n the developing countries the feature
considered to be most prominent in the informal sector (1t was
not usuaijy so labelled m the early 1960s) was the multiplication
of petty trading and services which was considered a mark of
underemployment ¢ The lower levels of urban economies were
viewed predomunantly as unproductive Subsequently largely as
a result of the combined effect of the Kenya mission report and
independent research elsewhere researchers pomted to the
productive enterprises  of shantytowners migrants and
untramed urban dwellers There was & desire to counteract the
negative conceptions current in commentaries and policy docu
ments Once these small scale enterprises were seen as holding
hope for employment generation the earlier corrective point
became a predominant emphasis Reading many of the discus
sions of the last few years one might easily conclude that the
informal sector consisted largely of productive undertakings the
unproductive  service occupations (including retailing) and
ather aspects which do fiot appear to be amenable to mtervention
are practically Iift out of account Preoccupied with policy mak
mg the WEP studies have reinforced this tendency
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Relevance of mtermational discussion to India
How relevant are the issues being debated in African and Latin
American countries for the understandmg of Indian cities ?
Certamn aspects have not become pomts of controversy 1n Indian
research One need not bother to ask for India whether the mnfor
mal/formal division 18 too simple and whether intermediate sectors
must be distinguished Nor can 1t be said that the nonformal parts
of the economy have been overlooked as wags m for Kenya*
Analysis of the Indian economy has incorporated understanding of
cottage industries 1n erban areas and distinctions have been
made between the small scale productive sector and the larger
scale India has recognized the differences even further mn defining
a ftiny sector with its distinct problems ! Since mdependence
the needs of these sectors have been included im policy
Jdiscussions (Whether they have received the suppori which some
advisors now call for 15 another matter ) The main pomnt 18 that
the productive enterprises of the informal sector have been
seen as having a distinct role i industrial strategy (The service
occupations bave not however recewved so much attention )
Hence 1t 15 not surprising that Indian analysts have not
thought 1t necessary to enter the mternational discussion about
the formal/informal dichotomy The great diversity of the
nationzl economy and the size of each distinguishable category of
enterprise or occupation for India as a whole (and for large cities
in particular) has left no doubt that the country possesses a
continuzm of enterprises Agam the 1ssues rased regarding petty
producers the self employed and the coopted workers take
on a different 1mport 1 a complex economy simplistic charac
tenzations of informal sector employment will not hold The
more 1mportant task becomes to distinguish significant categories
and relationships 1n such a way as to understand the roles of
different occupations and styles of enterprise within the economy
In summary, one does not find in large Ind:an cities the sharp
contrasts which have been emphasized for smaller African cities
With respect to complex ¢ 1es one might exXpect to find greater
attention pard to the dymamics of interaction between different
types ot enterprises and oc.upational groups both within
definable sectors and betw.c1th m This concern s em rging as
an 1=portant one for research 1n Calcutta
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Harold Labell s study
The study which was published as Urban Developn ent and En pl
ment the Prospects for Calcutta was undertaken as one of the
first of the city case studies of the urbanization and employ ment
project of the WEP The stated aims were to suggest practical
policies for improving the employment situation by drawing upon
the research and knowledge of local mstitutions and to suggest
futore research orlentations ard lines of policy discussion Each
of the ILO case studies published so far has given some cons:
deration to the ¢ ty s relation to the natronal economy the -ole of
migration in employment pressures the characterstics of the
labour force and the economie efliet of urban infrast-uciure
development In & recent exptanation of the research series SV
Sethuraman suggests that the mnformal sector was the principal
concern in each case ® The mntention w4s to make comparisons
among cities possible Thus while the studies have polivy
recommendatiors as a priority analytical frameworks and
research directions were to be developed as a basis for further
research

In the Light of these goals one wouid have expected that the
Calcutta s udy would devote considerable attention to the
informal sector both because Calcutta 15 regarded as having one
of the largest and most complex informal sectors among world
cittes and because at che tume of the wrniting of the monograph
the Kenya mission report was beng widely discussed
Surprisingly Lubell devotes only three or four pages 1o the
informal sector much of that consisting ot fawrly casval remarks
Lack of data was one constraint Lubell did not consider that
any direct information existed about the city s informal sector 1%
But this cannot have been sigmficant in his decision since at
least as much information existed as was availabl. for Kenya
More mmportant must have been Lubells attitude that the
informal sector in Calcutta was not a problem for employment
analysts he did not 1dentify the migrant families whose income
depends upon informal sector employment as a target group
for an employment policy On the contrary Lubell identfied
Calcutta s most urgent problems as lying with the long urbanized
Bengall res:dents m  particular the educated unemployed of
Bengali middle class families Lubell exphicitly linked this
preoccupation to his dismissal of the problems of mugrants (who
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form a considerable portion of the informal sector and whom he
expects to increase in numbers in the future)

In the near future the target group of employment policy for
Metropolitan Calcutta need not be the new arnvals or
potential arrivals of unskilled manpower from the country
side As 1n the past either they will fit into the lower
productivity and lower paid employment opportunities that
Calcutta has to offer particularly if the industrial economy
expands at a reasonable 1ate or they will dnift away

The mam target group must be the young people who are
already 1n the Ca'cutta Metropolitan environment m wh ¢h
they have grown up and to whose ways both good and bad,
thev are accustomed 15

Lubell goes on to make it clear that these yourg people are those
of Bengall middle c'ass famihes

The careless attitude (n the hteral sense of that term)
embodied 1n the statement quoted above must surely be witnout
parallel 1 the Literature of employment pioblems m developing
countries One could spend some time examimng the assumptions
underlying this policy recommendation however the present
purpose 1s to consider wnat Lubell has to say about the informal
sector 1a general This 18 not easy since there 1s no coherence
Lubell s scattered references to the mnformal sector He does not
define the sector directly but sumply refers to the Kenya study
defimition 1 He apparently includes m the sector all cottage
mndustries most of the casual manual workers of the city the
small scale famuly enterprises which come under the Shops and
Establishments Act small workshops and the unorganized
services His remarks reflect 2 number of orientations current in
the literature of the early 1970s and he seems unaware that there
are a number of 1mplicit contradictions 1 his various statements
For mstance he characterizes the informal sector as a iabour
market of last resort 17 but refers to ethme language group and
caste stratification 1n employment and surmises that rural
migrants have a rather effective network of imnformation on the
Calcutta labour market ¢ Further, the emphas:s en the ‘last
resort concept seems to be inconsistent with his later stress on
the mnformal sector as an enormous reservoir of productive
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shills 1° Lybell discounts his perception of the great vanely
of the informal sector by such blanket characierizations

Systematic development of the informal sector
Although Lubell does not identify the participants in the informal
sector as a target group for employment policy his chapter on
the employment problem and ts solution  contalns 4
recommendation for the systematic development of the mformni
sector 2 Here he brings together his two perceptions of the
informal sector as a labour market of last resort and a reservolr
of productive skills by suggesting a variety of waysin which
unskilled jobs «nd productive entexprises can be increased With
optimistic sweeps of the brush he envisages the transformation of
an ever deteriorating urban economy by agricultural moderniza
tion which will generate demand for agricultural equipment and
mvestment m urban infrastructure This will mcrease jobs and
generally stimulate consumer demand 1n the metropolian area
Once the agricultural sector 15  reorgamized , he sees the smaller
workshops of Calcytta and Howrah contmibuting to the market
for agricultural products (with proper organization 3 Tepalr
mdustry would develop) @ A passing reference 18 made to
retailing and to cottage industries 1n the suggestion thata small
scale commercial and handicraft centre could be encouraged to
grow around a planped trucking termimnal on the edge of the
metropolitan district 2% As for the wunorgamized services , which
he recognizes to be one of the largest users of urban manpower
Lubell thinks that the best guarantee of continuing jobs 15 a
muitiplicity of household incomes that are too small for the
purchase of mechanical household applhances but large enough to
command the services of sweepers laundrymen and talors 22
He predicts an unchanging persistence of this part of the mformal
secfor  As long as a large labour surplus exists, all these
unorgamzed services in the metropolis will continue to absorb
large numbers of the unskilled at Iow rates of remuneratiop 24

Twpact of Lubell s study

From the perspective of a decads of research and discussion of
the rmformal sectors of third world cities Lubell s study of
Calcutta seems to contrsbute little to the general international
debate Preoccupied with the problems of formal sector dustry
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and of the educated unemployed Lubell essentialiy dismissed the
mformal sector as a matter for real concern Consequently he felt
ntttle need to 1dentify a concept of the informal sector approptiate
for the city or to apply an analytic framework to the varety of
nonformal cccupations Although he recognizes linkages between
the rural and urban econom:es (in his discussion of 1 migration),
his lack of a clear framework does not lead hum to explore these
1n any detail His observations on the mmformal sector in Caleutia
cannot readily be used to compare this sector in Calcutta with
other cities 1n the ILO case study series

Furthermore, his recommendations for improvement of the
informal sector are piecemeal some are short term and himated
others depend upon substantial economic revival m the whole
region a revival which his analysis of West Bengals economic
situation does not suggest 1s imminent The lack of examination
of ways 1n which the mformal sector relates to the formal raises
questions regarding some of his other recommendations For
mnstance since the way i which small engmeermg workshops
relate to formal sector production 18 hardly touched upon 1t 1s
not easy to envisage how the desired encouragement of small
scale engineering and repair industries could be achieved There
15 a suggestion that this would be accomplished by subcontracting
by formal sector firms® without any consideration of the
problems which such subcontracting mght entail for small firms
In general the polhicy recommendations for the informal sector
have a quality of unreality since no reference 1s made to current
policies towards the informal sector and one can gain no sense
of how likely 1t is that any of lis recommendations would be
immplemented

Perhaps 1t 1s unfar to criticize Lubell for the many weak
nesses 1n his treatment of the informal sector o Calcutta since
he did not see his main purpose as a consideration of the
characteristics of that sector The value of his study thos lLes not
m his treatment of the mformal sector as such but in his laying
out of the multiple problems of industry commerce and
employment in Calcutta His general analysis has power
whatever one might conglude about hus policy recommendations
and his decisions on approptiate target groups for employment
policy
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A N Bose Calcntta snd rural Bengal Small sector symbiosis
Th s study preparcd with n the framework of the WEP  but
published independently 1n Calcutta rather than by the 1LO
Geneva was designed as a follow up to Lubell s Specifically 1t
was to tmplement bis recommendation that a study be done ot
the production possibilities of workshops 1n Calcutta slums n
order to see which lines of production could be developed to
contribute to the anticipated need for modern agricultural
equipment The monograph 1s predominantly a summary with
comment upon past surveys of small scale industrial units in
metropohtan Calcutia together with the results of a small survey
undertaken 1o conjunction with the study Bose presents these
data with an mnterpretation of Calcutta s economic problems and
a programme for development

If Lubell s study suffered from lack of a consistent framework
of analysis Bose s 18 burdened by repetitive dogma and heavy
rhetoric Tracmg the ills of Calcutta s system to the persistence of
take up colonially established relationships Bose states a neo
Marxist dependency position 1n stark and simplistic terms His
discussion 18 replete with references to economic necessity

historic role  overall domnation (of the formal sector over (he

whole economy) excessive profits for metropolitan oligopohies
and other catch phrases of dependency theory 2® There can be no
doubt that Boses omnentation to the 1nformal/fo mal sector
distinction 1s 1n terms of structural linkages

Thus Bose resolves the problem of the relations between the
formal and informal sectors by asserting that thuy operate 1n
separate markets®” but are inexorably linked by dependency
relations the informal sector being at the mercy of a fiw lhrge
houses controliing modern industry and especially the maiketing
system *¥ The persistent poverty of the mformal sector 1s
explamned 1n terms of this domination These assumptions lead
Bose to interpret aspects of the small scale production process in
Calcutta very differently from Lubell For instance Bose regards
subcontracting not as a modernizing lifeline which may uphift
part of the informal sector but a mechatism used by forma'
sector units for the exploitation and further marginalization of
small units *®

Ultimately, Bose s repetitive rhetoric dulis the interest yet
there 13 much 1n his discussion of surveys of small scale wmts 1n
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Calcutta which 1s opposite To have Summarized the scattered
and 1naccessible survey and census material on smill scale units
m Calcuttas industry 15 an importadl coniribution to uader
standing a portion of the informal seciof Between the bracketing
rhetoric one can piece together a very thorough analysis of the
charactenstics and problems of smallscale umts Bose
convineingly points to the wtertwining of factors such as access
to captal acquinng of orders the use of capial space and
squipmrent of marketing and transportation 30 He underhines the
extreme vulnerability of small umits and therr dependency upon
the general condition of the ccomomy He sets the informal
mapufacturing sector 1o the context of the mformal sector of
West Bengal asserting that despite the fact that small umits
the city deliver therr proprietors and workers very low returns
they produce nevertheless significantly higher incomes than units
elsewhere n the state and certamnly produce a net surplus 3 Jtis
this surplus that Bose sees as the most distmctive feature of the
small umts holding hope for 1tmprovement through
1ntervention 32

Bose s analysis of the data 1s often perceptive He sunggests
the importance of factors which are rarcly mentioned in more
general discussions For ipstance pomtimng to the relauvelv higher
1ents and the higher caprialized value of land and buildings of the
small units he draws attention to the pressing reasons why these
enterpiises seek to Jocate as near as possible to the ‘centre of
demand Among these 15 the fact that because the units do pot
produce enough to regularly hire modern transport they must
depend upon mformal tranmsport Further imefficiencies in
production and marketing occur 1f ths tramsportation must be
used to cover considerable distances ®

Bose stresses the constramnts faced by small unis in operating
at full capacity as a major factor 10 Immitations on 1ncome
productivity and employment for small units He concludes that
for the metropolitan district as a whole, the capital productrvity 1s
not a great deal lower than for medum and large units i spite
of the multiple difficuliies faced by them® This challenges
common assumptions about the use of capital by small units and
their general productivity

Perhaps the most valuable contﬂbl.ltlon of the descriptive
chapters 15 a summary of some of the results of a survey of some
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slnm mdustries 1 Calcutta conducted as part of the stody in
1974 Although Bose was unable to generate adequate statistical
information from the survey of 649 units in Calcutta and Howrah
covermng 56 types of industries the study can be used to suggest
significant variables as a basis for further research The immediate
interest lies 1n some of the thumbnail sketches of small scale
enterprises Bose includes brref details on sophisticated small
engineering units an electrical goods produeer subcontracting
known company and a cottage type footwear making family 3%
Some surveys were designed fo show the structure and
functioning of a number of units within the same area For
instance Lhere 15 a discussion of garment makmg units i1n a
northern fringe bustee 1n which data from 78 famihes are used to
demonstrate the differences among medium traders small traders
and piece workers within the slum industry 3 Makers of rubber
goods carpenters and the image makers of Kumartully are also
mcluded

These brief sketches are sufficient to suggest bow complex 1s
the structure of relationships among different types of traditionally
skilled workers and modern units within slum areas In his

modern c¢ase studies Bose suggests the demands which

sabcontracting to formal unrts make upon smaller enterprises

Bose s dominant theme 1s the financial problems of the smali
units their high msecurity and the probable reasons for the high
mortality rates of small firms He pownts to factors in the
established structures which order many of the more traditional
occupations and to the high volatility obtaimning in the Iittle
scrutimized fringe world of the subcontracting modern unit It
18 through these sketches that one gains a sense of the dynamics
of informal sector industry in Calcutta rather than from the
survey statistical data of this and earhier studies There 13 scope
for a great deal more discussion of these data Unfortunately
Bose does not make the most of his material the chapter ends
abruptly with little effort to relate his findings to the earlier
government conducted surveys

Recommendations

What are Bose s recommendations and how do they compare to
Lubell s / He presents several levels of recommendation for
mmproving the productive potential of mformal sector units An
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economic rehef programme for small wvaits should amm to
ensure that they would be able to raise capital at the same rate
as formal sector enterprises thus removing  financial
diserimination against small umts In certain selected areas (he
does not specify which) Bose believes economic relief would
1mbue operators with hope and the will to organize for larger
benefits 3 Bose does not attacn much mmportance to such
measures for they will certainly not bring about a basic change
mn the livelihooa pattern of the urban poor in general and the
slum poor in parficular 32
But the relief programme suggestion 15 essentially at variange

with his main argument that policy must aim at *a basic
reorientation and restructuring of the present metropolitan
mdastrial commercial  base rather than a2 further
strengthening of the existing base and 1ts structure ** For the
reorientation Bose turns to the same mechanism as Lubell
technological change in the rural economy He too looks to a

green revolution in West Bengal buf argues that 1t will be
counter productive nnless accompamed by a thoroughgomng reform
of rural socio economc institutions (equitable land distribution
abolition of share cropping full cred t to agricultural producers
at low rates of iterest state controlled or cooperative marketing
systems etc ) % A rejuvenated rnal economy will create a hugher
volume of demand for industrial goods which will generate

massive new employment 1a the non agricultural sector “ Thus
it would be possible to accomplish a reordering of the entire

industry mix * in the metropolitan area reorienting it towards
the needs of the rural economy Here we discover the meaning of
the book s title

But how 1s this radical change to be accomplished ? On this

crucial point Bose is silent except to say  This can be achieved
only by a self relrant militant organization of the rural and urban

poor %
Thus Bose and Lubel] share the assumption that development

of the informal sector 1s dependent upon change in Calcutias
industrial economy and specifically on an adaptation of several
lines of industry to the production of agricultural equpment
Lubell sees agncultural modernization as a technologieal
precondition for urban changes In a direct although implicie
riticism of Lubeli s position and his reluctance to look beyond
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the goal of cmp oyment generat on 1n Calcutta Bose r¢jects mere
technological modernization without radical socio economic
ctange Neither scholar 1s able to suggest m detail the means by
which the troubled smal. scale industry umits could particrpate 1n
an expanded agricultural production system without bemng tied
more closely to subcontracting relationships with formal sector
firms (of course since Lubell regards subcontract ng positively
he feeis no need to address this 1s5u€ )

CONCLUSION

Many detailed criticisms could be made of both ILO WEP
reports on  Caicutta on account of their analytic frameworks
fundamental assumptions their incomp'eteness and thewr
mconsistencies But 1t 18 important to focus upon the substantial
weaknesses These lie in the conception of the informal sector
and the context of policy recommendation
In the final analysis whatever their gemeral remarks about
the nature of the informal sector both scholars narrow their
vision to concentrate on a partial and perhaps exceptional part of
the informal sector small scale productive units which are
modern or capable of vonversion to modern production They
do this because 1t 18 only in the productive enterprises that they
sec any prospect for long term employment geperation which can
be linked to general economic development The majority of
informal sector undertakings—the many and miscellancous
services retailing and petty trading and casual work of all
kinds—recei1ve scarcely any mention We can understand why the
manufacturing umts were selected for attention However we
mighi have expected that both scholars would have pomted out
the limmited scope of thewr mterest and would have qualified their
concluding references to  systematic development of the informat
sector In neglecting to do this Lubell and Bose have added to
what 18 becoming a serious distornion in recent discussions of the
mnformal sector the emphasis upon productive enterprises as
though these constituted the majonty of the sector s employment
possibilittes Then work within a manufacturing umit 1s usually
part of primary employment so that the secondary employment
aspec. of the informal sector, and n particular the activities of
women and children, are overlooked These distoriions do not
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serve ihe purpose of broad understanding of employment
problems 1n uban areas

The small manufacturing focus also rewnforces the tendency
to separate employment from 1ts social context and to analyge it
targely in terms of economic vanables Thus the very benefits of
the term informal sector, which bemng derived from sociology
and social anthropology, saggested the connections between
employment social structures behaviour and values thatis,
employment in a social and residential context are reduced

These analytical faiings are the result of the pressure to
articulate practical policies for tervention in urban economies
Both practitioners and researchers are sympathetic to these needs
but how much confidence 15 to be placed m policies formulated
on the basis of a distorted framework and piecemeal data ?

Perhaps we can ive with imperfect conceptuahizations and
models Polictes may work without us really understanding
why However the chances of the WEP recommendations for
effecting employment improvement 1 Calcutta are jeopardized
by naivety The policy recommendations of both studies are
offered without 1eferences to either the past history of policy
towards the mformal sector and smallscale industry
particular or to the present structure of decision making for the
state the metropolitan area and the city There bemmg no
discussion of the constramnts—financial political admunistrative
techmicar—which might impede measures designed to influence
the informal sector, one 15 unable to assess the ultimate
practicability of the recommendations The Calcutta studies are
thus subject to the same political cnticism as were made of the
Kenya recommendations of the mformal sector ® Furthermore
the suggested systematic development of the mnformal sector, if
rmplemented successfully might merely formalize the sector ora
part of it This some have argued would merely extend the
structures of privilege without any real attack on mequality
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JOHN F MCDONALD

AN ECONOMIC ANALYSIS OF LOCAL
INDUCEMENTS FOR BUSINESS

INTRODUCTION

Loca.. governments use a wide vaniety of financial inducements
to influence the location of economic activity These devices -
clude property tax reductions indusinal revenoe bonds of varrous
types and Urban Development Action Grants (UDAG) provided
by the US Department of Housing and Urban Development

Local governments also provide assistance to busmnesses m the
forms of land assembly and provision of public services Clearly
local governmental officials take the provision of these services
seriously and the use of these inducements has grown rapidly

In contrast as Wasylenko (25 p 155) states in his recent survey
anicle on the subject

Fconomusts have concluded that taxes and fiscal induce
ments have very httle if any effect on industry locational
decisions Thus state and local policies designed *o attract
business are generally wasted governmental resotrces since
businesses that ultima ely locate 1n a jurisdiction would have
made the same decision with or without the fiscal incentive

Wasylenko® notes that most of the empirical evidence supports
thus conclusion but that there 18 some recent evidence to suggest
that local taxes do nfluence intrametropolitan locational decisions
to a Iimited extent ! We seem to have an anomaly local officials
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are devoting a great deal of effort to polic es most of whch are
qudged by economists to be meffective

The apparent anomaly may be explained by the notwon that
local officials do not wish to be perceived as domg nothing
about a problem Thus they engage in efforts which are ineffec
tive but generate favorable political publicity The contention
in this paper 15 that there 1s a better explanation for local
mducements to busimess which can be derived from the standard
urban economic analysis of real estate and local real estote
taxes as presented by Muth?® 20 Grieson ¥ Mieszkowskil? and
many others The results in this paper show that there can be
benefits denived by a mumecipal government from the use of
financial inducements to business even zf the business that locates
m that jnsdiction would have done so wirhout the mducement
Furthermore the type of mnducement choser critically influences
the magnitudes of those benefits The analysis uses conventional
microeconomic theory to focus on the impacts of various subsidy
programs on the intensity of land use and related variables at a
specific urban site

The plan of the paper 1s to present a fairly general model of
local production and the demand for nputs in the next section
Section 3 contams an analysis of the effects of various subsidies
on the nature of the real estate supplied at the site 1n question
and Section 4 reviews the empirical evidence relevant to the
determiation of the signs and magnitudes of the effects on real
estate tax collections denived 1o Section 3 Section 5 contains a
brief examination of the impacts of various subsidy programs on
employment at the site in question and a summary concludes
the paper

A MODEL OF PRODUCTION ON AN URBAN SITE

The general problem considered 1n this paper 15 the mmpact of
imducements for busmess on the demand for inputs at the single
urban site 1n question In order to accomplish this task 1t 15
necessary to consider first the nature of the mputs mnvolved and
the strocture of production technology The model that has been
most fully developed and the only one that has been subjected to
much empirical testing in the urban context s the two wput
mode] However it 15 argued here that the number of mputs
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assumed 1n the mode! must be expanded 1n order to investigate
questions of interest The theoretical development of the two
mput model 15 provided by Muth1® ° Clapp%® Couch’?
Henderson *® Goldberg* Fallis ¢ Milis1® Niedercorn 22 and
Orr*® Muth 2 has assumed 1 the urban housmmg sector that
capital and land produce an intermediate output called real
estate which 1s an 1nput (along wilh another imput current
expenditures) mto the production of housing services Here 1t 15
assumed that the marginal rate of substitution of capital for land
1s not influenced by the quantity of the current expenditures
mmput Muth s model?! implies that the Allen partial elasticitres
of substitution of capital for current expenditures and land for
current expenditures are equal, but that these elasticities are not
necessarily equal to the elasticity of substitution of capital for
land

In some mstances it may be necessary to separate the capital
input into two comvonents floor space and other capital such
as machinery and equipment etc This assumption of four 1nputs
seems parhicularly appropriate for urban manufacturing activity
for example Indeed now we can imagine more easily that land
and floor space are nested together and produce the mtermedrate
output called real estate A simplifying assumption that greatly
facihitates the empirical analysis 1s the assumption of weak separa-
bility 1n the sense that the margmal rate of substitution of land
for floor space 15 independent of the amounts of labor and
machinery If such 1s the case then the market for urban real
estate can be examined separately In fact thisis what most of
the empirical work in the field amounts to In order for a study of
the market for real estate to have implications for the demand
for labor more assumptions about the form of the production
function must be miroduced One possibility 1s discussed 1
Section 5

EFFECTS OF SUBSIDIES ON THE REAL ESTATE MAREET

In this section I constder the effects or various subsidy programs
or the level of real estate mnvestment and the amount of real
estate taxes collected on the site 1n question Consider a umit of
land which & municipality makes available for private real estate
development Assume that this unit of land has been zoned for a
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category of land usc (bousng commercal ctc) b tthat the
mtens ty of land use w il be determ ned by the pr vate developer
The problem facing the munictpality involves determimng from
its viewpoint the best type of sabsidy to offer the developéer of
the site The municipality may prov de a reduction 1n real estate
taxes for some pertod of time on both land and structures or on
only land or structures A low interest loam may be prov ded or
the municipality mav issue an mdustrial 1evenue bond for the
construction of a structure for lease to a private firm The
mmplications of these various plans are examined here using the
standard moael of the urban firm as presented by Muth ¥ 9

The basic model assumes that perfect competition presails in
the mput and output markets and that the mput commodity real
estate is separab's from the other input decisions as discussed
above Thus the model considers a real estate development firm
that produces an output called real estate B which 1s the capacity
to produce real estate services by coribimning stocks of iand L and
structure capstal ' All actual or potential real estate developers
of the site 1n question have 1dentical constant elasticity of <ubstr
tution (CES) preduction functions with constant returns to
scale written

R=R (L S)=[aL e--(1—«) §7¢1 7fp (1)

where o 15 the dmstribution parameter and o=1/(+10) 15 the
elasticity of substitutton Further assume that the price of a unit
of real estate p and the price of a umit of § 1, are exogenous to
the site 1 question The market value of the real estate on the
site 1s subject to the real estate tax at rawef The price of the
unit of land 1s depoted by v

The analysis of the mntroduction of the real estate tax can be
developed 1n much the same way that Mieszkowski” accom
plished the task As Mieszkowskil? pomted out the imntroduc
tion of a unifoim real estate tax across all junisdictions will have
no effect on the allocation of resources The output price and
mput prices faced by the developer do not change in this case
Rather 1t 1s real estate tax differentials which alter the intenssty
of land use The 1ssue then 1s the effect on land value and Jand-
use intensity at the site 1n question of variations in the real estate
tax rate from the rate prevailing elsewhere

Assuming that the site 1n question would be developed
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without subsidy and assuming the same real estate tax rate
prevails there as elsewhere the ratio of structure capital to land

18
sie= (2 )(+)° @

where v 1s the price of the ymit of land a~d 1 1s the exogenous
price of structure capital The output land ratio 1s

R/L=\1—q)"c G/p)o (3)

Here becanse the nmiform real estate tax 18 fully shifted back
wards p 1s the before and after tax price and v and 1 mclude
the tax

As Brueckner® poinis out the annual 1eal estate tax 1s
levied on both land and structures and can be expressed as a
percentage of the value of real estate property If it 1s assumed
that the property tax rate will never chang~ then the present
value of a hypothetical 1nfinite stream of property tax payments
on a dollar of real estate 1s #/r wlere ¢ 1s the percentage tax
rate and r is the real rate of discount The fundamental equation
for the analysis of the present value of tax collections 1s

=t p=t 4
=L pR=L(y+15) @

where T 15 the present value of tax collections
Consider first a reduction 1n the real estate tax applied only
1o structure caprtal From (4)

dr t dim diny dinS
G =TS L am T i ©)

where d(#/r)s 1s a marginal change in the tax applied only to
structure capital A reduction in the tax on structure capital 15
not shifted to supphers of such capital because the supply 18
perfectly elastic to the site in question However, because the
purchaser of the real estate will benefit from the tax reduction the
real estate developer sees an increase in the value of the marginal
product of structure capital according to dlm=d(t/r). and adjusts
accordingly Furthermore 1t 13 demonstrated n the appsndix
[follow:ng Muth*®] that dInS/din=-—¢/YL where yL=v/pR the
share of Jand Also it 15 shown m the appendix that dlmy/dini=
—YS/yL where ys=15/pR the share of structure capital Thes<e
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results are denved assum og a fixed supply of land a perfectly
clast ¢ demand for R and a perfectly elast ¢ supp y of & Subst
tation of these results into (5) produces

dT g
g =5 [_—- y— 1§ E] &
—ar . .
o s = PR [r v oY ( ;! )] N

it 1s an important to note that the mmpact of a tax cut on tax
collections consists of three effects the direct negative effect of
taxing 15 at a lower rate the positive effect on the value of land
and the positive effect on the intensity of Jand use

Cousider next a reduction 1n the real estawe tax applied only
to land From (4)

ar ot dimwv
~dr =7 &g (8)

A reduction 1n the tax on land will be fully capitahized mto the
land value so dm/d(t/fr)r=—1 Since the fand mput 15 fixed at
one unit, a change 1n the fixed cost land value has no 1mpact on
the intensity of land use These results imply

_—&.(%%:- =y ( 1~———5—-)=p.R (—E-vz.n-- YL ) &)

A reduction m the tax on Jand has an ambiguous effect on tax
collections because of the direct negative effect of taximg v at
a Jower rate and the positive 1mpact on land value 1itself The

sign of the sum of these two effects 13 positive (negative) if —f_ 15

greater than (less than) unity Since the tax rate 7 15 usually below
the real rate of imterest (¢ 18 1% to 2% for example) the presum
ption 1s that the sign of (9) 15 negative

A reduction 1n the real estate tax on both structure capital
and land will have an impact on tax collections that 1s ssmply the
sum of (7) and (9), or

dar =p ? ys
-y ot L—1 ] (10)

This same result can be found by noting that a redction in the tax
on both structure capital and land 13 1n effect, an 1ncrease n the
(after tax) price of real estate to the developer Because real
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estate supplied on a small unit of land 1s elastically demanded a
margimal reduction mn the tax rate below the level that prevails
elsewhere will be capitalized 1nto the property value by compett
tion among the buyers of real estate accordmg to difr+dinp=0
where dinp represents a shift 1n a perfectly elastic demand curve
From (4),

ar ] dinp , dinR dinp

4T =TPR- R(dr/r dinp dtlr) an

It 15 shown 1n the appendix (foliowmg Muth?®) that dlnR/dnp
=vso/yr Substitution for dinp/dt/r and dinR/dinp in (11) produces
(10)

The subsidy to the real estate developer may involve the
acquisition of federal funds for the purpose For example the
program operated by the US Department of HU D of Urban
Development Act on Grants (UDAG) permits the municipality to
subsidize land clearance new construction rehabilitation loans
loan guarantees lease guarantees etc The nature of the UDAG
18 very flexible and all possibilities will not be examined here
However one simple example 18 to assume that the real estate
developer 15 subsidized 1n all aspects of the project at no cost to
the municipality This case 1s equivalent to the reduction 1n the
real estate tax om both land and structures except that no real
estate tax revenue s lost from the site in question From
equation (8) above the change in the present vaiue of tax collec
tions can be wntten

dr 1
W_=PR rT FLAPNE -]>0 (12)

where dinp 1s the size of the subsidy Also a subsidy to structure
capital may be accomplished through a UDAG or by the granting
of a low interest loan that 13 obtained by the power of the munic

pality to issue bonds that are free from feaeral 1ncome taxation

The previous analysis of the effects of a change n the tax on
structure capital applies except that no loss of real estate tax
revenue can ocenr The subsidy 13 assumed to take the form of
annual payments to cover part of the real estate tax due In this
case,

— rys L
- d(t/r).s PR [ ot r ]> 0 (13
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A s malar subsidy only to Jand generates addiuonil tax revenue
atcording to

dr ?

A PR TR (14)
In other words a subsidy to land mmcreases the value of the Jand
and increases tax collections 1ccordingly Note that ('3) and (14)
sum to (12)

A final suggestion 1s the use of ndustrial revenue bonds 1n
the original meaning of the term [Bridges®| Municipahties issue
bonds that are used to construct facilities that are publicly owned
and leased to firms The firms pay rent to cover the principal
and nterest on the bonds and maintenance costs No real estate
taxes are collected Obviously the municipality has forfeited the
entire real estate tax that could have been collected had the site
i question been developed privately However the industrial
revenue bond has an interesting impact on the mntensity of Iand
use Structure capital 1s purchased by the municipality given that
it will not be taxed The municipality can thus buy structure
capital for a lower price than : because 1 reflects the existence of
the gencral real estate tax The intensity of land will thus be
mncreased according to

din (§/L)= —adin (15)
SUBSIDIES IN THE REAL ESTATE MARKET EMPIRICAL EVIDENCE

Some preliminary estimates of the magnitudes of the effects of
the various subsidy programs in Section 3 on real eslate tax
collections can be found by using the available estimates of the
relevant parameters This section containg a brief review of the
relevant empinical studies for the office manufacturing commer
cia] and housing sectors Then a set of calculations 15 presenied
to illustrate the possible ranges for the effects of alternative
subsidy programs However first 1t is necessary to examine the
method used to estimate the elasticity of substitution of structures
for land 1n urban real estate

All of the studies examined below use some variant of the
equation

dn (S/LYy==cin(vf1) (16)
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to estimate o the elasticly of substitution  All of the studies have
ignored the existence of tle general real es‘ate tax as well as
variat ons in thas tax Does this omussion produce brased est
mates of «? Consider the case that corresponds to the 1nalysis
in Section 3 It was contluded that the general real estate tax
with the same rate at all sites is fully shifted backwards to the
owners of Jand and structures The real estate developer faces p,
the given price of real estate output, and raund v the after tax
mput prices If z and v are measured without error then no bias
will occur Now add the assumption that the real estate tax rate
varies across sites and assume that the units of observation are
small sites in relationship to the total real estate market The
analys's in Section 3 demonstrated that a tax break for structure
capital wiil alter the intensity of land use without changing the
market price of structure capital Thus all empitical studies of &
are potentially biased by the failare to control for variations
the tax applied to structures The nature and extent of this bias 1s
the topic to further research
Clapp ® ® has estimated o 1n the office sector in Los Angeles
for 1963 1973 through a vanety of techniques His basic conclu
sion 1s that the Cobb Dougiass form {(¢=1) cannot be rejected
The best estrmates from Clapp (5 p 132) appear to be =295
and yS= 79 although his estimates of o vary from 54 to 1 67
McDonald®® has also estimated ¢ for the ofhce sector 1n
Melbourne 1 1969 These estimates vary from 89 to 121 but
the best estimate 1s 1 21 because an instrumenta] vartable 15 used
to correct for measurement error buias McDonald s estimate of
+518 76 Thus n the office sector 1t appears that ¢ 15 at least
10 and yS1s 75t0 80 Values of 10 for o and 8 for vs will be
used here
There 18 a paucity of estimates of o for the manufacturing

and commercial real estate sectors McDonald'® produces
estimates of & 1n manufacturing mm Melbourne for 1969 that range
from 59 to 77 The best estimate 1s 77 because once agamm &n
mstrumental vapable 15 used to correct for measurement error
bias These estimates are very close to the estimate reported by
Fallis®* of 69 McDonald s data 1ndicate that vw§= 78 n manu

facturing real estate In the commercial sector (retailing service
sector hotels, wholgsaling, etc) McDonalds® estimate of o
ranges from 28 to 50 However, these estimates are not statist
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cally s gn ficantly different from zero Falis* reports that o
== 68 1n the commercial sector McDonald 8 provides an est-
mate of vS= 81 13 commercial sector recal estate

The substantial empirical Iiterature on ¢ in urban housing
has been reviewed by McDonald *® The reported estimates range
from 36 to 113 although some of these estimates are biased
downward by measu ement error It appears that o 15 not sigmh
cantly different from unity 1 some urban areas such as Chicago
and Santa Clara County but that o 18 less than umty in some
other locations Estimates of vS 1 housing from the 28 reported
by Muth?® for FHA housing 1n 1946 to 63 reported by Berry?
for smgle famuly housing in Melbourne n 1969 A value of §
will be assumed

The value of one additional parameter #r 15 needed The
Advisory Commission on Intergovernmental Relations®® reports
that the average property tax on FHA single family homes n the
US m 1979 (1971} was 134% (198%) of market value
Assuming r=129% or 6% the range for z/: used here 1s 11 to 33
A summary of all of the assumed parameter values 1s provided 1n
Table 51 Fmally note that equations (7), (9) (10) (12) (13)
and (14) contain pR on the right hand side For purposes of tLe
calculations below pR 1s moved to the left hand side of these
equations so that the calculations are of the elasticity of tax
collections with respect to a real estate tax rate To see this

write
ari{T R
d(efr){(s]r)

where E 1s the elasticity of 7 with respectto #/r Now T= ':T PR

E=

80

= ATlpr (18
dltir)

Table 5 2 shows the calculations of E from equations (7) (8)

{10) (12) (13) and (14) using the parameter values in Table 5 1
The results n Table 5 2 can be summarized easily As shown
m column 1 a tax cut applied to structure capiie] increases tax
collections if #/r 13 33 but decreases tax collections if #/r 15 only
11 The only exception to this result m Table 5 2 occurs 1n the
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housing sector if o= 56 With this relatively low value for ¢ and
t/r=33 the elasticity of tax collections with respect to the tax
rate on structures 18 — 06 Given the parameter values n Table
51 column 2 1n Table § 2 shows that a tax cut on land always
reduces tax collections A tax c¢ut applied to both structures and
land produces a result that 1s the sum of the figores in columns
1 and 2 These eclasticitres (shown 1n commn 3) are all smalier
than those produced by a tax cui only on structures

A subsidy for business provided by a higher level of govern
ment will always increase local real estate tax collections As
shown 1n column 4 of Table 52 the subsidy for structures pro
duces a greater elasticity of tax collections the largeris #/r or ¢ As
shown i column 5 a subsidy for land produces a small positive
elasticity of tax collecticns and a subsidy f{or both sirnctures and
land (column 6) produces an elasticity of tax collections that 15
the sum of the figures in columns 4 and 5

EMPLOYMENT CFPECTS OF SUBSIDY PROGRAMS

Often the use of Jocal inducements for busmess of the types
examined above 1s partly justified on the grounds that an expan
sion of employment opportunities at the site 1 question will
result The purposes of this section are to examire tris proposi-
tion theoretically and to provide some necessarily sketchy empimr
cal estimates The basic question to be answered 18 whether the
policies which ncrease the structure capital land ratio will also
mcrease (and by how much) the ratio of employment to land

Underlying the analysis 1s the four input production function
from Section 2 wniiten

0=0(EMSI) (19)

where O 15 output E' s employment M 13 machinery and equip
ment 8 1s structure caprtal and L is the fixed amount of land
No estimates of the parameters of this production function exist 2
50 to make some progress it is necessary to assume weak separa
bility of the form

O0=0(E M RS I)) (20)

where R 1s the intermediate good real estate Assome that the
prices of E end M are constant If the production fonction 1s
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homogeneous of degrec one (or just homothet:ie E and M
increase by the same peicentage that X increases From the

appendix din (R/L)fdlnpu% ¢ For the case of a subsidy to

structure capital only Muth (19 p 228) has shoy n that fora
shift 1n the supply of $ along the 7 axis {where er s the elasticity
of supply of lena)

—din (RfL)jd‘Im:_‘f.%?_"’l 1)
which alsc reduces to—}f—' o when ez=0 Table 5 3 shows the tange

of -"'%S"O‘ for three sectors (excluding housing) based vpon .he

parameter estimates shown in Table 51 All of the elasticities

TABLE 51 Assumed parameter values by sector

o Ya tfr
Office Sector 100 80 ilor 33
Manpufactunng Sector 77 78 11or 33
Commercial Sector 68 81 11or 33
Houaing Sector 3601113 20 11 or 33

exceed 20 and the elasticity of employment 1 the office sector
may be as great as 40 A subsidy to land does not change R/L
so employment does now change

Thus 1if 1t can be assumed that the elasticity of demand for
the final product and for real estate are mfinite and the elastict
ties of supply of the imnputs other than land are also nfimte the
subsidy programs for structure capital or both structures and land
discussed n this paper wul generate increases in employment
Furthermore the choice of subsidy program (subsidy to R i
general or only to S) does not matter from the standpownt of
employment effects

SUMMARY AND CONCLUSIONS

This paper has applied the standard theory of the urban real
estate firm and the mew' view of the rea] estate tax to the
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analysis of the effects of various subsidy programs to that firm
1t was assumed that the firm in question occupies a site that s
small m relationship to the real estate market Inpu suppl o
(except for land) and output demands are infimitely elastic It
was found that programs which subsidize real estate 1o general or
just structure capital will mcrease the mtensity of land use (1he
structure-land ratio) and will thus tend to imcrease employment
at the stte 1 question However real estate tax collections may
rise or fall depending upon the nature of the subsidy program
the tax rate the real discount rate and the parameters of the
production functron for real estate The best option from the
viewpoint of the municipality 1n which the site 1s focated 15 to get
some other fevel of goveinment (state or federal) to pay for a
subsidy to both structure capital and land
The new view of the real estate tax [Mieszhowsk: ??] has
been employed 1n the sense that subsidy programs have an impact

TaprLe §3 Effects of subsidy programs on employment (elasticity
of employment with respect to p or 1)

Office Sector

wS= 80 o=10 4 00e
Manufacturing Sector

¥§=T8 o=T7 273
Commercial Sector

wS= 81 o= 68 290

¢The calculation 15 _T_-E a
vL

to the exfent that they represent subsidies relative to the options
that are available elsewhere The elsewhere muct be defined
as an area that is large enough to justify the assumption of
mfimte elasticities of supply and demand mentioned above The
model used in this paper implies that subsidy programs which are
in widespread use will have no effect on the spatial allocation of
resources Indeed a mumicipality that does not provide a subsidy
when all other in the relevant market area do will feel the effects
discussed m this paper 1n the opposite direction
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FOOTNOTES

1 These studies 1nclude Fox('™) and Wasylenko(*) Foxs study
exarmnes the demand for industnia land across municipalities 1n the
Cleveland SMSA ard Wasylengo{ » reexamunes the data on the
site selection of firms relocating from the city of Miulwaukes to a
suburban mumtcipality Erickson and Wasylenko(®) had previously
examined these cata and concladed that fisca! variables were not
important factors Wasylenko(®) achieved a different result (for
manufacturrig and wholesaling firms) by excluding from the choica
et municipalities that provide no land zoned for the industry 1o
question

Sce Berndt and Chnstensen (2) for a study of manufacturing
prodaction functions assuming three npuis equipment structures
and labor

tJ
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APPENDIX

The dervations of the basic resulis of the paper 1n equations
(7 (9) and (10) require three standard results from the theory
of derived demand for an mput and industry supply These results
can be easily derived from the results found m Hicks (14 pp
373 5) and present extensions of the standard Hicksran theory of
der ved demand In each case here 1t 15 assumed that the supply
of structure capital 1s perfectly elastic the demand for the output
real estate 1s perfectly elastic and the supply of land 1s fixed

The first result needed to obtain equation (7) 15 the own
price elasticity of demand for an mput Muths (19, p 226)
generalization of the Hicksian formula 1s

dinS _ o—yLo—ysn)eL 79
dini — yso——yLnteL °*

where % 15 the elasticity of demand for the oufput ei1sthe
elasticity of supply of the rth input and the other notation 1s the
same as 1 equatton (7) Assume that eL.=0 so (A 1) reduces to

dinS - o
din T.:']o- —yL (A2)

and dinS{dim=-—c/yL if n==—1c0

Next, the effect of changes in the price of structure capital
on the value of land must be found This effect can be written

dinv  dinv dinS (A 3)
dimt ~ dinS dim

The formula from Hicks (14, p 375) for the inverse of the cross-
elasticity of derived demand with the supply of land fixed 15

iy 50 (1 ]
dinS~ oy =TT + % ) (A 4)

This reduces to dlnv/dinS=vsle 1f n=—c0 Thus from (A 2)
(A 3) and (A 4) with n=—o00,
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dl:
a1 st (A 5)

Finally the denivation of equa. on (11) requires the expression
for supply elasticity Muth (19 p 227) shows that

dinR_ o(vier+ Yses)+-eres
dinp —  o-vysertyies

with es== o0 this reduces to

dinR os+er
ap = 1z (A 6)

which reduces to dinR/dlip=ays{yr when eL=0



SECTION TWO

INTRA URBAN LAND VALUES
AND
RENTAL VALUES




SIX

PROFESSOR GILLES LAVIGNE

LAND RENT
Questions and Answers

IT 18 a troism to call present day industnial sociely an wurban ™
society Since the end of the 18th century Western cities have
grown mordinately changing their appearance a number of
times The concepts of expansion development and redevelop-
ment are all attemapts {0 understand this phenomenon Analysis
of this growth has revealed some of its aspects construction
financing housing serveces and so on The various theories
these analyses have given rnise to have tended to go beyond the
particular aspect 1n question exapmning related facts and
ntegrating their explanations of them into a more general con
ceptual framework one which goes beyond the urban question
as such to examine social reahity in its totality

Science offers two basic approaches to this question of a
unversal theory packaged under the generic names of Functiona-
bsm and Marxism Each one offers 1ts own apparently
original explanation each one has its untouchable and irreducible
general framework As a result any reflection on urban
questions—or the larger problem of the social relaticnship o
space—1s necessarily subordinated to wider theoretical conclu
stons about society as a whole since it 1s compelled to fall withmn
one or other of the two authorized versions of reality But does

Thus paper 13 a translation of La rente en question  oniginally published
1t 2 prebminary edition by CRAD 1 Universite Laval Quebec It was
translated by Siumon Horn
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ttc d fference beiween Functiona sm apd M xsn truly
represent an alternat ve between two scunt fic ap,ro clesor s t
sirply an opposition between obscurantisms ’/ Both perspectives
margmahize certain ob,ects of mmvestigation, objects that might be
cc1sidered a prior: to be essential for an urderstanding of the
urban phenomenon This alore justifies subjecting both the
functional st and Marxist paradigms to the :mplicit critique posed
by certain aspects of social reality that bave been hidden
avorded margin.lized ard osiracized Rent 1» one of these
aspects

Land rent stands as the economic manifestation of the
excrcne of the mght to prnivate propertv of land It s the
svmptom on the economic Jevel of the nature and state of the
political relation of appropriation a society maintams with space
Thus, analyzing the phenomenon of rent means analyzing the
economic effects of land ownership One might expect that the
fuil importance of such a question would be recogmzed in any
diccussion of urbanization but this 1s not the case Functionalisin
1gnores rent on the theoretical level although remarking on its
pract cal importance Marxism theorizes endlessly about ent but
empties the question of any practical significance Neither s de
resolves the question howeve~

INn SEARCH OF AN OBJECT

Functionalism explains events through to a general analytic
framework that can only be qualified as lax Its underlymng
premses are Von Thunens theory of centralty Max
Weber s culturo functionalist sociology Keynes s iiberal econo
mics and so on But these various foundations do not form a
rigorous body of theory along the lines of historical materialism
The fragmentation mto disciplines breaks up functionalist propost
tions separating and compartmentalizing them Certamnly 1t 18
esy to see a family resemblance among the many theoretical
models proposed bv Christaller Park, Burgess A Weber,
Samuelson and the rest, but 1t 18 virtually impossible and ma
sense useless to attempt to submit them all to the criticism of
close scientific serutiny A grasp of functionalismn mrust be global
Ii not one soon gets lost m a labynnth of jealously protected
ciosed systems
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Functionalism begins by treating space as an mdependent
variable since it 1s seen to be differentiated mto areas possessing
imirinsic  patoral characteristics  (chmatic  topographieal
pedological etc) which imply that cenvain sites are better su1 ed
than others for particular activities In other words the location
of functions 15 subject to natural conditions But since on the
epistemological level functionalist axioms also mamntamm that
structures are determinea by functions space 15 necessarily secn
as a quas: determunant mtermediary variable

As for the dynamic of social development functionalsm sees
a differentiation of funct ons arising out of a systemic process (a
specialization of functions and increasing complexity of structures)
that 15 driven by two antagomistic for es The first 15 of an
economic character and 1s derrved from Nature itselfl since itis a
consequence of fundamental needs that are conditioned by the
animal component of man The second 15 of a cultural character
or denived from Culture because it follows from fundamental
values that are conditioned by the moral component of man The
functionalist discourse carries with 1t 2 teleonomy since the end
explains the process 1n the final analysis the anfagomism
between economic and cultural forces 1s resolved in a state of
perfect equbibriom and social harmony It follows from this that
the role of social orgamization particularly political organization
(and with 1t the management of space) 1s to reduce to 2 mmimum
disfunctions resulting from functional modifications m societv,
such disfunctions being the mnevitabie but not inescapable cause
of disequil:brizm

The functionalist conception of the urban question can be
summed up as follows a direct interaction between man and
nature evolution toward, harmonious simpheity and so on
Functionalism proposes a four part argument 1) Urbamzation
results from demographic growth, both natural and through
mugration that 1s brought on by industrialization whach 18 stself
gtimulated by economic growth 2) The localization of functions
15 determined by four types of factors geo physical (topographic
capacity of the sot] ) systemic (functional relations ),
economic {(wealth ) and cultural ethmcaty ) 3) The
orgamization of urban space follows a radial concentric sectorial
model structured 1n relation to a central pomnt where are localized
the dominant functions according to 1ts accesstbiity which 15
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determ ned by the effectiveness of transport and cocmmunic t ons
1n turp dependent on technolog cal developmert 4 Mod ficat on
of urban structures 1s systemic On the one hand obsolcte
functions disappear as they are replaced by new functions
gencrated by systemic diffeientiation On the other hand the
popudlat on moves from one area to another (the principle of
success'on) according to therr social mobility (principle of
filtering up )

In brief then these are the main components of the
functionalist discourse on the urban guestion American scholars
have been the princ pal contributors to this approach in pait
cular RE Park EW Burgess H Hoyt and L Wirth who can
be considered its founders # The model 15 so dominant in the
field that 1t encompasses much European work the best known
being that by Sorre (1952) Blumenfeld (1955) P Chombart de
Lauwe (1963) and P Clavel (1973 1980) Even the work of
Manuel Castells (1968 1969 1972) can be interpreted from a
functionalist perspective but that 1s another matter

It 15 nt hard to see that any search for a theoretical approach
to urban quesitons will sooner or later find itself confronted by
the immense functionalist edifice, with 1ts uncertain limits This
paper 18 1o exception

The functionalist model leaves no place for the financial
component of urbamzation The capital investment involved 1
the development of an urban agglomeration of several million
mnhabitants 1s considered to fall 1n the doman of economics Now
economics has 1ts own set of laws as shown by the framework of
supply and demand with 1ts corollaries the noticns of competition
the market elasticity and so on Hence everything that makes up
a part of the city musi be considered a commodity from the fire
hydrant to the skyscraper wvia the sewers and the streets From
thus 1t follows that the price of urbanization tends to equal its

* The work of the following authors give a fanrly complete 1desa of the
functionalist treatment of the urban question Park and Burgess (1924)
Park (1925 1926 1929 1936) Buxgess (1923) Wirth (1538 1945 1964)
Hoyt (1939) Shevky and Willlams (1949) Bogue (1949) Shevky and
Bell (1955) Hauser (1958) Berry and Garnison {(1958) Burgess and
Bogue (1964) Alonso (1960 1964) Chapin (1962 1979) Hill (1965)
Berry (1964 1965) Harns (1966 1968) Shpore (1965) Lowry (1965)
Murphy (1966)
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cost of production dependent on the smze and vitality of the
market for this type of product

Hence the functionalist model excludes the financial compo
nent from 1ts explanations smcee 1t 18 a cons~quence not a cause
the development of crfies being above all the business of econo
mic agents of production Park states this explicitly Nonetheless
this marginalization of the financial component 1n no way pre
vents the examination of real estate investment 1n itself On the
contrary American studies on this subjec are extremely diverse
whether dealing with questions of circulation of capital construc-
tion and the mortgage market (CD Long 1940 G Rosenbluth
1958 JM Guttentag 1961 W Alberts 1962) or seen from
the point of view of investors (H Jenson 1967 1871 K Pear
son 1971 R Starr 1975 A Downs 1975 1976) These specia
hzed studies show that urban development requires enormous
amounts of capital but also, and above all that this capital
mvestment must satisfy the critena of competitive profitability
vis & vis other sectors of mnvestment Capital 1s mobile after all
moving from one sector of activity to another accordmng to its
fundamental raison d efre to bring 1n dividends and to continue
to accumulate

Urbanization 1s profitable for those who carry it out hardly
surprising m a market economy Lenders receive interest
Construction companies make profits Property owners collect
rent But while interest and company profits are open to a

relatively simple  process of analysis (in fact it 1s difficult to

apply the model of supply and demand to the production of
goods such as housing) rent poses a problem

Within the framework of liberal economics land 1s presented
as a pricing factor whose value in each particular case 15 deter
mined by the demand for space Apart from 1its circular character
this conception 1ntroduces the referent land use  itself proble
matical on another level The demand for space 18 not undifferen
tiated rather it vares sectorially according to land use categores
Technically speaking land use categories are the spacial deriva-
tion of functions and their positioning 1o space follows from the
model of structuration presented earlier Thus each site 1§ predes
tined we mught say to serve only certain uses dependmng on 1ts
physical characteristics and 1ts location m the systemic gnd
Zoning by urban planners is an attempt to prove this predesii-
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naton It s easy to sce that the supply of space forapa (u r
utilization lacks elasticitv especiallv i the centre The replace
ment of one land use by another wou'd 1 fact imply the oosoles
cence of the ongmal function and possiblv its d:fferent ation nto
two or more dervative functions Trus liberal land economies
1s characterized by a general increase in the price of land from
the periphery to the centre This overall gradation can  however
be disturbed by questions of accessibility 1nhertance ana so on
In practicc land economics 1s characterized by * terminal
speculation

Liberal land economics places the question of rent wittun
the realm of dependent variables As a result rent has no place
1n the explanatory model of urbanization According to the same
logic rent 15 yust one 1mpact of urbanization among others Any
intervention in the urban sphere requires that payment be made
i return for the alienation of the right of land ownership What s
more according to the model the value of this night can only
grow over time due to the pressure of economic development in
the same wav that it nses spatially from the periphery to the
centre This rent or landed surplus value provides a marvel
lous field for speculation which becomes both the accelerator of
urbanizatron and a brake on 1t This parasitic enrichment-—
virtually certain and certamnly important—both drains off capital
and Iimuts 1ts circulation towards and within the sphere of urban
development

Thus Itke liberal economics the functionalist approach
recognizes that land rent plays a considerab.e role within a limited
sphere the market economy But this amounts to saymg that
theoretically the question 18 cut of bounds Sinee the functiona
list theoretical framework places the determination of rent out
side of social practice all one can do 15 recognize the effect of
rent Each site 1s umique possessmg an intrinsic potential value
The functional rationality of the urban system distinguishes
between sites m such a way as to allow the realization of the
potential value of each site the mechanical rationality of the
market 1n land constantly mcreases the differential value of each
site But despite all this argumentation rent 15 created neither
by Nature nor by Function but by the existence of the right to
private property of land And this 15 a crucial observation
Although by defimtion a condition 15 1nvariable, nevertheless,
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only by acting on this condition of private property of land can
social action obviously of a politrcal nature be exercised with
the aim of countering the disfunctional effects of ient on the
process of urbamzauion The right put in question here 1s hnked
to fundamental values the ideology and amy interventien con
cerning 1t must involve a debate among social classes ( ‘Public
mterest requires for example)

Within the functionalist perspect ve the problem of rent 1s
bodh clear and obscure relegated to the least of theorstical
preoccupations because of 1ts categorization as a de iva 1ve
phenomenon A reexamination of this theory 1sin order an
effect can reveal a form and not suuply result from a function

PORTRAIT OF (RE)DEVELOPMENT MONTREAL

Globaliy the functionalist framework at first appears coherent
But looked at concretely 1n relation to a particular object of
analysis—the formation of an ethnmic neighbourhood for
exavple (Lavigne 1979)—tle functiopalist system crumb’esin
the race of reality This fragility necessarily makes its apnearance
if one examnes a particular event pmpomted according to
various indices in the light of the general conceptual framework
Thus the example of Montreal allows an understandmg of the
weakness of a number of fundamental functionalist concepts The
case of Monireal also aliows an evaluation of (re}deveiopment 1n
terms of 1ts hidden sige rent

Demographic upheaval

The development of the Montreal metropolitan area from the
end of the 1950s to today s a perfect illustration of the boom
that affected most North American cities * In many ways the
uvpheaval bas resembled the aftermath of war  destruction,
displacement of population reconstruction In demograph ¢
terms the population of the met-opolitan area has doubled gomg

* On the occaston of the bicentenmal of the Umted States J McMahan
wrote a series of articles on the history of Amernican urbanization (1976z,
b ¢} Although descriptive they take on therr full interest when
compared to D Harveys 1977 article on the political economy of

wrbanzation
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from 15 to three million in 20 years Where d d these peopie
come from ? No one 18 certain but we have & good idea
Although Quebec was already highly urbamzed another wave of
rural population moved 1nto 1ts eities The level of urbamization
rose from 74 3% 1n 1961 to 77 6% today showing the continued
migration from countryside to ety ncluding Montreal During
the same period Quebec has changed from bemg a source of
emugrants* 1nto the destination of numerous immgrants from
Europe (Italy Greece Portugal) and the third world particularly
the Carbbean Most of these immigrants have established
themselves n Montreal These two migratory forces combined
with natural growth stdl high 1 the Iate 50s to concentrate
close to half of Quebec s population 1n the Montreal area

This migratory mnflux coincided with a general shakeup of
the Montreal population Many who lLived in reighbourhoods
bumlt before the Great Depression moved out to the suburbs i
the Iate 50s thus satisfymng the i1deology of the period (Pelletier
1980) This movement was accentuated by the establishment of
young households on the perphery (Foggin and Polese 1975)
The ethnic colonies already long estabhshed also moved out
from the centre into new areas that they had apparently
developed themselves (Legare, 1965) The phenomenon was
Iiterally an exodus draming the centre of 1ts youngest and most
active elements

Where did the new mmmugrantd establish themselves whether
rural or foreign ? Certainly they occupied many of the neighbour
hoods abandoned 1n the rush to the suburbs though not the
oldest of them Recently arrived foreigners created new ethnic
neighbourhoods by purchasing a part of the land that had
belonged to earlier immigrants (Lavigne 1979) This crystalliz
ation mto ethnic areas was neither spontancous nor generalized
Some ethnic groups dispersed As well the phenomenon involved
only a certain proportion of immigrants since a number went
straight to the suburbs (Foggmn and Polese 1975)

Finally after the high tide came the ebb As early as 1971
it was possible to 1dentify statistically the beginnings of a return

* Prom 1961 to 1981 rural immigration mvolved 200 000 people from 1968
to 1575 international immigration brought more than 200 COG people to
Quebec
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to the city by some of those tving in the suburbs Today 1n 1982
s movement has made the headhnes and s occurning even m
scme areas up till now occnpred by ethnic communsties

So one capnot help but agree that he urbanization of
Montreal was not a simple expansion based solely on demo
grapbic growth Montreal s development 1nvolved and continues
to 1nvolve qualitative transformations of population distrsbution
i the urban landscape and not simply quantitative change The
ideas of succession’ and filtering vp arc nsufficient even
madequate to explamn the exodus to the periphery and they are
totally ncapable of explaining the reiurn to the city Even the
idea of a transitton zone  put forward by Burgess and
developed by Rex (1968) to explain the imtial Jocalization of
immmigrants, 15 1moperative due to the diversity of locations
existing 1 practice  As for the determinant influence of ecocomic
growth on Montreal s urban development this remains to be
demonstrated especially as concerns industrialization The first
expressway was built in 1957 the first new generation skyscraper
was begun m 1958 Those were recession years Growth came
later and affected other regions as well as Montreal

Ttinerant centrality
The exampie of Montreal challenges the functionalist schema on
another level as well The redevelopment of Montreal s downtown
presents evidence that supports a crtique of the notion of
centrality

In 1944 the Montreal city planning department published a
preliminary report for a master plan It situated Montreal s
downtown on St Jacques Street where are found the head
qua-ters of several banks and very important industrial and
comme-cial companies (p 26 Our translation from French) At
that tume the planning department expected an extension of the
centre towards the east into extremely old urban spaces that by
then were already more or less abandoned Despite these
predictions the downtown moved west In 1974 the same city
planning department had to situate the centre approximately one
kilometre from its previous position and two kilometres from its
predicted position, without commenting on the fact that previon
predictions had turned out to be wrong In fact mn the last 150
wears the centre of Montreal has moved almost two kilometres
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Growth alone cannot explain this migration of central function
In practice one can observe discontinuities i the urban network
1n particular those caused by the construction of the Ville Mane
expressway

While the redevelopment of Montreal s centre ¢ noot be
posed 10 terms of expansion 1t can very well be undersicod a<
new construction Between 1960 and 1976 some 150 new pumiidings
were constructed 10 house offices hotels highrise apartments
and basinesses In same period another 120 sites vere freed of
builaings 1n order to serve as parking lots The work of demol
tion and construction was carried out by aboutf 1> etcremciv
enierprising developers (Barker 1973)

In Monireal tne centre cannpot be undersiood as a stable
geographic pomnt around which the cily was construcied And
why should this be a surprise ? Not only was the movement of tne
centre predictable 1t was observable ' It began long ago As eany
as the end of the 19th cenwry the big commercial companies
had relocated their Notre Dame Street operations on Ste
Catherine Street The Catholic archdiocese had also climbed the
Injl to set up on Dominion Square along the 1oute of Dorchesier
Boulevard The stations of the two railway companies were also
there and Montreal s first skyscrapei— completed n 1931 1nthe
same period as the Empire State Buillding—had already been
located on the very site of the fiuture new centre Why did
the functionalist analysts of 1944 not notice the fact ? Why do
today s talk as if the centre has always been 1n 1its present
location ?

The development of Montreal s new centre cannot decently
be considered the result of functional differentiation, no matter
how complex In planning terms nothing can justify the location
of the present cenire not even the route of the subway The
change cannot be considered pure chance either Must we not
conclude therefore that the silence of the specialists shows both
the fragility of their conceptual framework and theit dogmatism
not to call 1t intellectual terrorism

Property and rent

The (re)}development of Montreal involved other transformations
that were not eas:ly visible 1n particular the ownership of land
changed hands In the new centre, land ownership has come
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unaer the sway of capital that 1z ddficult to trace with inter
na.onal ramifications (Aubin 1977) On the periphery the
urbanization of the countryside has transrered land ownership
from the farmers to the suburbamtes via mddlemen Whle the
development of the city centire was the fruit of large real estate
developers the development of the suburbs though just as
phonomenal a process appears to have been equally divided
between a multitude of small entrepreneurs and the same power
ful developers that were at work 1n the centre The big developeis
in fact began and grew thanks to the boom 1n urbapization
Changes 1n land ownership resulting from this development took
two forms On the periphery ownership became scattered among
tens of thousands of owner occupiers irremediably 1ndebted for
the rest of their ives In the centre it fell into the hands of
anonymous corporations henceforth forming a sigmificant pro
portion of their capital

A transformation on this scale obviously requred money
Eas ly accessible official statistics do not allow the extraction of
figures directly relating to the (re)development of Montreal At
most one can find figures referring to Canada as a whole and to
the province of Quebec Given the importance of the Montreal
area these figures are nonetheless a good indicator of the order
of capital nvolved The sums are mmpressive especially 1If one
remembers that they perhaps do poi melude all the caprtal
mvestments linked to urban development Thus mn Canada* from
1961 to 1976 §$131 991 600 000 00 were 1avested 1n construction
and 340 434 000 000 00 1n maintenance and repairs for a total
of $172 bullion During the same period the financing of real
estate transactions led fenders to put}$§65 bulion into circulation
1n the form of mortgages This implies the circulation of at least
an equivalent sum to cover interest payments If we eshimate
Montreal s share of all this to be 10 per cent then some $20
billion has been invested 1n the (re)development of the metro
polis over 15 years

These amounts 1nclude only the value of nvestments and
mortgages providing no iaformation on profits the imnerease in
value of property the fiscal advantages of this type of investment

* According to statistics from the Canada “ortgage and Housing Corpor-
a jon and the government of Canada
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or the positive effects of financing Ewvidenty no global studies
exist concerning this particularly striking and uncertam aspect of
urban development One s forced to estimate If one accepts
that the $20 billion 1nvested over this 15 year pertod be cons:

dered as an accumulated 1nvestment averaging $1 33 billion per
year and if one also accepts 2 mnimum average annual rate of
return all effects accumulated of 10 per cent then it follows that
imvestments in the urbanmization of Montreal brought in, mn
various forms an additional capital on the order of $16 biilion
over the same period (1n current dollars of course) This must be
considered a mimmum estimate The significance of this amount
15 obvious, and no one can claim that this financial component
of urban development is of negligeable proportions Rent was

part and parcel of this whole process vet it 15 not part of
functionalist research

A NAIL IN THE COFFIN

In practice the functionalist framework 1s 2 poor instrument ‘or
the work of examming analyzing and synthesizing the constituent
elements of the urban reality Either these elements go beyond
the framework or the framework focuses only on certam
questions obscurmg the rest The systemic mechansm of
functional differentiation 1s too basic and simplistic to explain
real changes The mechanism adapts to the appearance of new
needs with the aum of satisfying them The onigin of these needs
1s complex and obscure as well On the ooe hand they may
result from more or less fortuitous events On the other hand
they may arise out of fundamental neceds the eXistence of which
1s not subject to discussion because they are natural phenomena
Nature 15 erther the product of spontaneous generation or 4
creation of God 1n any case 1t 1s not discussed Each new need
therefore must be considered either as a derivation of a funda
mental need or as a suitable response to a given contingency The
rhetoric may be subtle but it 1sn t much use for describing and
understanding facts arising from analysis such as those mentioned
earlier This powerlessness forces one to question the scientific
character and the theoretical value of functionalism to the pomnt
of accusing 1t of fraud Such a indietment can made ever of the
most coherent of functionalist argument that of Bromslaw
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Malmowski:

The Malmowskian corpus 1s ryled by the notion of function
but its practical starting point 1s the examination of apparent
forms which are considered significative of structures Culture
mcorporating social reality, 1s made up of objects activities and
attitudes that are related to one another according to a given
structure considered a system Ordinary scientific thought induces
the existence of forces on the basis of structures or vice versa
but functionalismn departs from this understanding Instead 1t
induces functions on the basis of needs or vice versa This
reduction justifies a principle of equivalence between forms and
structures to the profit of an 1nevitable typology of needs

This principle of equuvalence lasily postulates that structure
1s indistinguishable from function  structwre=form (cf supra)
or form=function (c¢f infra) therefore structure= function, and
everything falls back on the idea of need 1 such an
objective presentation of the sociological dimension no line
of demarcation can be drawn between form and function
(Malinowsk: 1944 p 152) Structure 15 thus subordmated to
function and on the basis of this principle eliminated from the
purview of theoretical or scientific knowledge form 18
always determined by function and mso far as we cannot
establish such a determimism elements of form cannot be used
n 2 scientific argument ’ (Malinowsk: 1944 p 149) As for the
idea of needs 1t 1s substituted for the concept of forces thanks to
a double axiom and a profession of faith every culture
must satisfy the biological system of needs every cultural
achievement that implies the use of artifacts and symbolism is an
msirumental enhancement of human anatomy and refers directly
or indirectly to the satisfaction of a bodily need (Malinowsk:
1944 p 171) Underlying this revelation is the idea that only
natural forces exist derived from the universal law of grawnity or
the authority of God no maiter and that every follows from
them As we shall see such a definition 15 provided by showing
that human 1nstitut ons as well as partial activities within these
are related to primary that 13 biological, or derived that s
cultural needs Function means therefore always the satisfaction
of a nced from the simplest act of eating to the sacremental
performance 1n which the talking of the communion 1s related to
a whole system of beliefs determined by a cultural necessity to be
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at one wth the 1ving God (Malnpowski 1944 p 159) By
associaung need with Nature functionalism s axioms (or revela
tions) circumvent the question of forces Since needs are ta2
manifestation of Nature—for some the emanation of the big
bang for others the creation of God—ithey are determined by
the blind forces of the physical world

Now smnce Nature 1s regulated according to positive
teleonomic forces that a~e beyond the province of sccial under
standing the social dynan 1c 1s reduced to the single problem of
funciional differentiation itself a systemic mechanmism iegulated
by the function/need relationshup Once it has been substituted for
the form/force relationship that was at the ongin of the move
ment this function/need relationship becomes the mam, 1f not
the only subject of theoretical debate since 1t represents the
weakest link  This type of functional analysis 1s easily exposed
to the accusation of tautology and platitude as well as to the
criticism that 1t imphes a logical circle for obviously if we define
function as the satisfaction of a2 need 1t 15 easy to suspect that the
need to be satisfied has been introduced 1n order to satisfy the
need of satisfying a function (Malinowsk: 1944 p 169) The
cntique of the concept of need has been made elsewhere
(Baudrillard 1972) no need to restate it

From the functionalist pomnt of view the s agamnst reason
that 18 circular reasoning 1s no sm at a:l and crificism 18 sumply
slander spread by paranoid opponents The circle 1s complete
After all the idea of need 1s not introduced by the functionalists
but by Nature 1tself Hence in the final analysis it 1s on thus
precise point that the crucial question of the scientific nature of
the functionalist discourse must be posed Is functionalism a
theory a truth {or revelation) or 2 dogma ? In scientific terms a
proposition i theoretical when its proof remains falsifiable that
1s open to contradiction A propesition 1s true or revealed
when 1t 15 considered irrefutable and not subject to contradiction
A dogma takes a revelation yet further often to absurdity For
example, a conclusion 1s unprovable and hence irrefutable In
this sense the proposition that considers needs to be determined
by nature 18 irrefutable since the concept of Nature 15 global and
all inclusive The proposition nonetheless remains unproven In
other words since this proposition cannot be taken as a premise
because of the contradiction within 1t 1t cannot be considered as
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more than a hypothesis Yet 1t 15 presented as an axiom, an
undemonstrable truth one that is generally accepted by anyone
capable of understanding 1t because after all it 1s selt evident
From this only one conclusion 18 possible functionalism 1s either
a truth or a dogma but certainly not a theory The fraud is
blatantly obvicus

Now complete our accusation sheds light on the two mam
tendencies apparently followed by the scientific ® practices of
functionalist observers On the one hand they constantly collect
data meant to prove their positions carrying out endless empirt
cal studies while taking care never to enter the domamn of
theoretical eriticism (the choice and above all the dehimtation
of objects of study 1s crucial here) On the other hand, they bend
over backwards to discredit those who would question the
functionalist edifice, declaring them unscientific —this not being
drfficult if the critics are Marxists In other wo ds the functiona
hsts aren t taking any chances ey accumulate the privileges
of the priests and mgusitors of theiwr sciennistic church Their
dominant position 1 the institutionalized organization of the
producuon and distribution of scientific knowledge assures therr
total mastery of the battlefield Much 1s relegated to obscurity
much 15 elimmated With Iittle risk of contradiction one can
lay at their doorstep the responsibility for the chaotic and
dogmatic state of knowledge 1n the social sciences One can also
ask whether their presence and the:rr power are not based on the
desire to remove social questions from the field of knowledge
altogether It should be remembered that the theory of
functionalism was developed in reaction to the doctrme of
historical materialismm which was essentially omented to the
analysis of social forces Under functionalist tutelage the anthro-
pological and social sciences are ‘vseless and hence threaten
10 one

WHAT ABQUT RENT ?

This descent 1nto the underpinnings of the functionalist discourse
was 1ntended to better establish why the question of land rent 1s
reduced to 1ts most sample expression 1n the functionalist analysis
and literally ostracized by functionalist theory The reason
should by now be clear Rent poses a problem Its very existence
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carnies with 1t a potential crnitique since it represents a relatior
between forces that are not o the least patural and a struc
turation of the urban morphology that that has nothing functional
about 1t And rent represents nothing more than that The
recognition of this relation puts into question the form function
unily along with the axiomatic relationship of needs and forces
It thus constitutes the beginnings of a refutation of functionalism
at a particular level and so threatens to shake the entire functiona
list edifice contributing to 1ts overthrow But such an overthrow
1s presently impossible since 1t requires that the forces which
mamtain the functionalist fraud be defeated on another level
than that of science simnce science 1s their private preserve
What s this level to be ?

INVESTIGATION OF A CONCERT

The doctrine of historical materialism— Marxism —by definition
marginalizes two categories of social phenomena those related
to culture and those related to the organization of space * Both
are concetved of as simple conmsequences of underlyng social
structures Nonetheless Marxism examines these margmal
questions on the basis of what may be called metaconcepts—
bridges linking these peripheral questions to the central pre

occupations of the doctrine These metaconcepts are  1deology

n the case of culture and land rent 1n the case of space So
while the question of rent 1s not totally excluded by Marxism
theoretically 1t 15 of only secondary imnterest Given the extremely
coherent nature of the Marxist discourse—and its hierarchal
organization—this marginality carries with 1t the nsk that ren*
will be analyzed not on the basis of practical reality but
according to theoretical necessity thatis according to an ortho
doxy dictated by the needs of the doctrme At the nsk of
appearing didactic 1if not iconoclastic a rapid overview of the
Marxist conceptual framework 13 imdispensable to properly
understand the marginal place of land rent relative to the mamn

* Translator s note In the original the term npsed is ! amenagement de
! espace No single English term provides a satisfactory translation of this
term which can cover concepts ranging from land policy planning to
development organization and so on
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body of the theorv Such an overview willin turn allow us to
gquestion the reasons for this marginality

A thorn m the lion’s foot
Desprte 1ts complexities 1t 1s relatively simple to summarize the
Marxist approach The dynamic of social structures 18 determined
by the relation between those socral forces that const tute classes
m other words by the class struggle Classes are distinguished
from one another according to their differing and contradjctory
relations with the production and distribution of wealth these
arc the relations of production Everything else simply clanfies
particularizes gualifies enriches and develops these two funda
mental ideas

The contradictory pature of the relations of production 1s
enough mn itself to ensure the social dynamic Classes may be 1
contradiction and conflict, but at the same time they cooperate
m the production of social wealth within a given  global social
formation This conflict/cooperation relatton 1s seen as the motive
force behind the overcoming of present contradictions In
practice of course new contradictions arise~—showing perhaps
the essentially contradictory character of all social practice?
While m itself this conception implies no teleonomy the dynamic
of social forces being cyclical Marxism tacks one on The
relations of production within a given social formation are always
characterized by a fundamental contradiction that gives the
tone to all social relations This contradiction applies not just
to production but to sccial organization as a whole hence the
theoretical notion of mode of production which synthesizes and
globalizes yuridical political and culturat factors by Iinking them
to the fundamental contradiction

A mode of production tends to reproduce itself reprodncing
those conditions necessary to maintain unchanged the relations
of production Over time this stability strengthens the fanda
mental contradichion by retarding its resolution untyi the mewitable
rupture finally occurs This ropture 13 apparent as a revoiution m
the relations of production History shows that the saccession of
pre capitalist modes of production ‘leads to capitalism The
overcoming of the contradictions mherent in earlier modes of
production in turn generated new increasmgly paradoxical con
tradictrons finally reaching a breaking point m capitalism The
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resolution of tle fundamental contrad ct on of cap tal sm can
on y be a defin uve break with this cycle result ng 1 8 sociely
based on relations of equality—communism

This promise—perfectly comparable to the telecnomy of
functionalism—would be of Irttle interest om a theoretical level
were 1t not for the fact that because of its implications it
dogmatizes the Maraist theoretical framework Within the struc
ture Marxism proposes for understandmng the social dynamic a
force 15 at work that acts on three sequential levels with the
passage from one level to another expressing a qualitative change
induced by a quanutative material pressure Thus the course
of History 15 Itke a spiral returning on itself from primitive com
munism to screntific communism Firstly the class struggle acts on
the social formation secondly it acts on the mode of production
thirdly 1t lays the gronndwork for communism One can draw
a paralle] between this dynam ¢ and that of evolution 1in biology
based on the relation between ontogeny and phylogeny But the
teleonomy of the social dynamic 1s meant to subordinate not
chance (blind forces) but human activity (that has become cons
crous) By posmng the question in this way Marxism evidently
places a historical mission 1n the hands of the proletanat in 1ts
relations with the bourgeoiste since only the proletariat hrough
its struggle can engender the transformation to communism

The teleonomy of the Marxist conception of materialism has
three effects 1t marginalizes classes other than those directly
mvolved 1n the mam contradiction 1t subordinates all of social
reality to the question of the organization of production and
it focuses research om the debugging of the theory smce ali
efforts must strengthen the theoretical analysis of the fundamental
contradiction 1 order to support revolutionary praxis This
theoretical imperialism 18 1nevitable the moment that Marxism
closes the debate on future history—as does functionalism—-by
giving a moral content to its development towards a just and
mevitable Second Coming What 18 1n prineiple an open con
ception of historical development 1s forclosed to the profit of
the perfect future Anything and everything from bemng to the
void, must fit the mold Marxiem justifies this with its analys:s
of capitalism the ultunate mode of production that engenders
revelutionary praxis Are we once agamm in the presence of a
revelation or a dogma ?
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While functionalism turns a hypothetical premsse nto an
axiom Marxism does the opposite making an axiom out of the
conclusion of its apalysis We should note that the finality pro
posed by Marxism 1. not an mdispensible part of its conceptual
framework It 1s ap apalytical deduction but doubtful 21 the
same If we ignore the end pomnt of History—commun..m—the
basic ¢onceptual structure of Marxism s & perfectly acceptable
postulate On the other hand while accepting the pestulated
existence of an ipherent contradiction within the 1elations of
production the idea that this contradiction 1s essential and
deterpunant can only be cousidered as a hypothesis one whose
refutation would forbia the imputation of any final end to histo-y
Does this mean on the other hand that the venfication of ths
hypothesis would allow one to declare a goal for history ? Not
in the least Bvenif this venification were both necessary and
possible 1t would not be sufficzent One would st Il nave to show
trat the comtinmiy of humanty s future would win out over
discontimuity Can this be done ?

Given this starting pont Marxism s efforts are mvariably
bent m the following directions 1) maintenance of the orthodox
defimtion of the relations of production 2) demonstration of
the universality of the concept that iz the final analysis  the
relations of produchion are determnant, and 3) systematic
demol tron of al: exiticism a8 Marx did so well vis-a vis Proudhon
and other contemporaries Marxism 8 recourse to the dea of a
single determumng factor and 1ifs 1mescapable finality 15 extremely
paredoxical and 1llogical compared to a dialectical conception of
the nature of social reality (1 ¢ 1its contradictory nature) Itis an
1nexhaustible source of confusion and lends itself to the most
low level rhetoric Guven the history of our time Marxism can
readilv be taxed with the ultimate mnsult that of being a bourgeos
rdeology

The definition of capitalist relations of production remains
the centre of any proof or refutation of Marxism The capitalist
mode of production 1s built 1) on the separation of the means
of production and labour power although therr unsty 18 required
for ail production and 2) on the generalzation of the commo
dity form and above all 1ts application to labour power
But labour power 15 a commodity with cartous properties the
capitaist—owner of the means of production—purchases labour
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power to us¢ n the product on process and comes out of the
process with more capial than he or ginally invested Marx
defines the notion of surplus value to denounce this trickery at
its source the notion takes on the function of a parametric
variable Without 1t the Marxist analysis of soctety and produc
tion 18 mcomprehensible and inconsistent The notion has no
explanatory power outside of a theoretical framework that
conside~s living human labour as the only source of value It
follows that only products that incorporate iving labour have a
value based precisely on the amount of this labour Yet the land
the sotl has taken on value although not produced by man Here
we touch the question of land rent

For what can be understood as material and finally regret
table reasons Marx did not have the time to finish his analysis
of rent which was relegated to the last sections of the last volume
of Capital The relegation of the question to the end  after
and ‘ outside the question of production underlines the resis
tance that the nature of rent poses to its integration into Marx s
theory of value When he states that all he must do 1s demons
trate one fact the possibility of absolute rent without violating
the law of value’ (Selected Correspondence p 164) Marx
explicitly recogmizes the contradiction mherent here Did he
succeed 1n his demonstration ? Did ke not prejudice 1t from the
start by analyzing a type of rent that was perhaps specific to
agricultural production and/or to the 19th century ?

Some Marxists refuse to consider reopeming the question of
the Iabour theory of value and are astonished that one can
discuss on the basis of a notion value that Marx supposedly
showed throughout his work te be nothing more than instru
mental operational This fallacious argument served up as
nceded and under cover proceeds from an ex cathedra judgement
making perfectly clear that leftist discourse 1s just as repressive
m the West as in the East and that 1t 1s just as 1deological as
that of the Iiberal eclites Do the abuses of the one justify those
of the other ?

Despite the intimidating architecture and thickness of this
wall of bad faith one may still hope that a theoretical reexamina
tion of land rent may seriously shake the Marxist understanding
of value, and more In fact if the analysis 1s followed through to
ats hmit it becomes clear that only one kind of rent functions at
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all times and m all circomstances Th s observation implies that
at least n relative terms polrtical relations can have a determn
mg effect on relations of production It 1s thus the begmning of
a refutation of the 1dea that in the final analysis the relations of
prodtction are umiversally the determinmg factor

MARX ON RENT

The concept of land rent has been amply discussed since Marx
dpalyzed 1t During the 19705 11 particular 1t was the subject of
reflection related to the urban problem because of the upheaval
in the cities at the time Al of this work was done on the basis
of proposittons advanced by Marx a century before, and thus 1s
what makes 1t indispensable to return to Mark It 15 imperative
to note firstly that all contemporary discnssions of rent postulate
the generality and univessahity of ‘absolute rent the cornerstone
of Marx s analysis and secondly that the debate concerns the
congrete social foundations of the necessity of absolute rent So

our return to Marx beging with his definition of absolute rent

The trials and fribulations of a concept
The term rest thas been used in the French and English
languages sice the 12th century Its etymology goes back to the
idea of torender Origmally the term concerned twa types of
transaction erther the sums paid to the owner of an asset by the
person to whom that asset had been alienated, or the fee paid to
a Jandowner for land eased out In both cases the idea of rent
signifies total passivity on the part of the owner of the asset
whether money or land, as far as increasipg its value s concerned
Classic political economy kept the term rent in 18 second accept
ation that linked to land ownership On top of this theorists of
the 18th and [9th centunies from the Physiocrats fo Marx,
developed a theory of rent on the sole basis of an analysis of the
procesg of agricultural production as it existed m thewr fime

The Physiocrate considered agricultural production to be the
opnly activitv capable of creating value hence logically enongh
considered agnicultural land rent to be the only form of surplus
value Adam Smith broke defimtively with this  naturajst
approach when he defined laboutr as the basis of ennichment At
the same time, however, he marginalized the quesion of rent and
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tu ned it nto a problem The payment of rent became an
aberration a conuadiction an anachronistic Jeftover of the feuday
pemiod

Smith did not grasp the incongrumty posed by the obliga 1on
to pay rent in a productivist society drniven by the amtagomistic
relation beiween capit.l and labour For Smuh rent was just one
of the factors that determined the cost of production like wages
or profit (1974 pp 152 247 249) Its value depended on the
market price of products with the landowner taking all of the
surplus once wages and the average profit had beenpad Since
Smith considered that market prices were aetermined solely by
demand he 1s consistent when he classes landowners according
to whether they always or only occasionally bring 1n rent Smith
mcludes a number of mcident factois affecting the amount of
rent fe tiity of the soil geographic oroximity to the market
and the i1andowner s ability to evaluate the vzlue of his land
And this 15 wnere the problem arises If labour 1s the scie source
of value tpe land not being producible, can have no valae and
hence can be neither a determining factor 1n the value of produsts
nor a source of value So how can one explain the payinent of
rent ? And why 1s rent paid ?

David Ricardo considered the founder of the theory of ren
quite stmply eludes the problem strange as that may seem To
explain the existence of rent he refers to the free gifts of
nature , non producible but belonging in fact and in 11ght to
landowners {1973 op 33 47 219 226 and 272 292) Thus rent 1s
necessanly differential It is based on the differences in the costs
of production mncurred m the agricultural exploration of the
land Since on the one hand these costs vary according to the
fertil ty of the so1l 1ts [ocation and the fixed capital invested 1n
the improvement of the land and on +he other hand the market
price 13 determined by those units of land whose explostation
mcurs the highest cost of production those umts whose exploita
tion 1ncurs lower costs (that 18 the most fertile the best located
and the most improved land) bring 1n a rent  And, of course, the
least productive umits do mot As Marx pownts out Ricardos
analys:s 1s concerned only with the conditions of eXistence of
surplus profits 1n agriculture those which would exist even if
landed property was abolished Hence Ricardo eliminates the
problem of rent and his reasoning brings up a question that 1s
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also asked by Marx  Why would landownurs leage oo\ o that
brought m no rent ?

Almost one hund-ea yesms pa» 8d ofier thy publication of
Adam Smith’s worh before Mara i ture leol vdag question of
rent At this pomt 1m time the QUESTOR e, 4 totally
unanswered and elerents of a SOILUON WeTe pape i he o
problem of differential rent seem~d fairly clear o o004
independent of landed property and ihis wds pgy acceptable
Rent began whert the average profit ended but #p, explanation
for th s excess was lackicg What 1s more 1¢nt coylq po; play a
role mn the dete mination of tne value of commog;yeg without
mvalidating 2ll economic thoaght smee Smith Who was e first
to base value on labour Marx was conscious of the danger rent
posed for the labour theory of value In f8Ct Marx treated the
question of rent on two levels First he made an 1 deptn apalysis
of agricultural rent howing the possibiity of the exstence of
absolute rent (Volume 111 Part VI 1967 pp 614 814) Secondly
he placed rent back into the more global context of the redistr:
bution of society 8 surpius value (Volume 1l Part vy Chapter
XLVIII 1967, pp 814 831)

Absolute rent

Marx s essentral contribution to the question of agyionitural rent
18 his definstion of the concept of absolute rent He conid not
endorse Ricardo s pomnt of view as it stood nor Could he conceive
of landowners as philanthropists For Marx the marje; price of
agricultural commodtties equals the cost of production pigs the
average profit plus absolute rent But this umplies that rent 15 2
factor of valorization since the market DPrice 18 mors or jess
equal to the value of the product NoW from a Margs; pomt of
view this interpretation 1s erroneous S8MCe It Contradcts the
theory of value eroding the cornerstone of clasgiegy economic
theory and of Marxism itself Of course the neg cpaeqcal
economrsts have made sure to remark on thiS weakneos with
great fanfare Samuelson peremptorily states

The stmple theory of value which said thatthe prca ooy 00
of goods can be predicted from labour costs alone 1ngepeng.
ently of the utditzes which brng out a demang for the
goods has thus been refuted Costs of production jnejude
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rent as well as payments (1966 pp 778 779)

But the neoclassicists do not have any alternative explanation for
he value of rent For all practical purposes it remams 1ndefin
able Supply being mmelastic by definition the price of land and
with 1t rent vanes solely according to demand Samuclson s
categorical on this point (1966 pp 587 592) But a question must
be posed here if the value of rent 15 determined by the demand
for land which 1s 1n turn determined by the demand for com
mod ties wheat for example how can rent play a role in deter

muning the price of wheat ? The reasoning 15 tautological and
Samuelson knows 1t

To conclude whether rent 1s or is net a price determining
cost depends on the level of the viewpont firm industry
or whole economy (1966, p 584)

His solution 15 a weax one In fact neoclassical economucs
is 1ncapable of explaiming rent Only Marx offers a relatively

coherent theoretical argument hence the interest in returning
to it

For Marx then absolute remt 15 based on the difference
between the value of the product and tke general price of
production while differential rent resulits from differences
between general and particular prices of production Differeantial
rent 15 thus derived from dispanties among costs of production
while absolute rent is born of the difference between the
average rate of profit and the surplus value extracted Now given
an equal rate of exploitation, this difference can exist only if the
organic composition of agricultural capital 1s lower than that of
social capital as a whole This difference cannot be mamtammed
unless the principle of equalization of the rate of profit 1s not
operative n the agricultural sector This [ast condition can only
occJr 1f capital 1s not allowed to circulate freely and this is
precisely the role played by landed property ‘Thus landed
property 1s well and truly the basis of rent The abolifion of
landed property and thus the equahizatton of the organic
composition of capital would eliminate absolute rent Marx 1
very precise on this pomnt (1967, p 765) This definition of rent
can be expressed by the followmng conditional equation for
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2 1 { ¢ the agricaltural sector) and j— (1c al units of
production}
Pi>Py of gy <q (1)
where ¥, =value of agnoultural products
P, =general price of agriculiural production

g, ==organic compos tion of agricultural nrodaction
¢ =organic composuton of total social capital
By transforming {:) to take acwount of rotauon tims we obtamn a
new equation
As ¥y =C; +Pl, (2)
As Py =C, +PR, €))]
where C; ==advanced agricultural capital
Ply =agriculwural gurplug value
PR, ==average agricultural profit
Knowing that
PR, =pr K, 4)
where pr =average rate of profit
K, =mvested agricultural capital
Iz follows that

G +Ply >C +pr K 6]

Hence ;,i" >pr (6)

If we suppose that K; =C} £

Then pr’1=£ b >pr ®
where pr ; =agricultural rate of profit

Since pr m—g—L )]

And C=c+v (10}

where  es==constant captal
p=variable capital
It follows that

Py
L i 3 1
=0y T e )

Siace
pl =—%—I— by definition (2)
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And g : by defin t on (13)

where pl =rate of surplus value
If we take inio account the rotation time of capital (f}) as

suggested by Engels 1t follows that

m_.....?—l-— id
=T+ D 1%
As a result equation (8) becomes
L S TR ) S .
@G IO T G D R
Where

[ ITBICTRY
Marx s thesis would appear adm ssibie Value will be higher thar

the price of production if the organic composition of social
capital as a whole 15 greater than that of agricultural capital,

msofar as

1 P, >P1 (17)
And2°: >4 (18)
Or 3 (p1,) ¢ )=l ) ) (19

But alongside the relation between organic compositions are
other equally important condit:on  the relation between rates
of exploitation and the relation between rotation times What
were these relations 1 the 19.h century ? What are they today ?
Only a quantitative analysis of agricultural production comparing
it 1o conditions of production m the economy as a whole can
provide adequate mformation concerning these relations Marx

recogrzed this

As to the existence of absolute ground rent that 1s a question
which would have to be solved statistically 1 each country
{Selected Correspondence p 164)

As first glance Marxs general definition would appear to
reconcile rent and value But 10 properly understand the
complexity of this definition and its fragihity we must continue
our examnation of a number of variables that may come into 1t
In fact the problem 1s deciding what 1s ncluded 1n mvested
capital and what 1s not The schema on the following page should
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factlrtate understanding the path taken by the various forms of
capital
While Marx s process of analysis clearly shows theoretically
the possible existence of absoluie rent iwo problems remain
First we must note that while the market price of commodifies 15
generally more or less equal to their average value 1n the case
of agricultural products the market price must be ‘fixed
according to the maximum value rather than the average
Gtherwise one 1s forced to admit that less productive land might
possibly brmg i no rent at all since everything depends on
the difference between extracted surplus value and average
profits

The second point at issue concerns the caleujation of average
profit The cost of production equals capital advanced during a
production cycle the average profit however 1s calculated
according to 1nvested caprtal Is this equal to advanced capiial ¥
The distinction 1s an mmportant one since if one understands
mnvested capital to mean advanced capital plus the total capital
invested 1n the purchase and improvement of the land then the
differential relation between value and price cannot be venified
empir cally This makes 1t imperative to examume the analysis of
these two items

Marx s exammation of the question 15 both clear and
impiecise It 1s evident that the average profitis calculated on
the basis of the total capital invested both fixed and circulating,
even 1f only a tiny proportion of fixed capital is used up n a
given cycle of preduction  As a resplt mvested capital equals
advanced capital only if production requires no fixed capital at
all Otherwise the first 15 necessarily larger than the second
(1968 p 930) This defimfion is consistent with that of the
average profit which leads to the redistribntion of social surplus
value accordmg to the proportion of total capital held by each
caprtalist on the basis of the law of competition which equalizes
the rate of profit

Equation (6) must therefore be modified as follows

¢, P 20
A e 20
Hence v 2ry oy 21)

K, pr
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G, wla) Yg +1)

Hence 2% 6T Y& ) @ +D (22)
It now beccmes even more imgportant to clarfy whether or not
ipvested capiial includes the market price of the land and the
caprial mcorporated in 1t The stakes are bhigh swince i1f one or
other of these categories of capital are included in fixed capital
ope has introduced a factor of vamation that can make all the

difference to a quantitatise analysis of rent

For Marx the price of land 15 nothing other than capitabzed
rent, and as such it canpot enier imio the determmation of tne
Prce of commedity preduction Ca the other hand, 1t plays a
rele as a production cost for those explosting the land {1967 pp
647 648) There 15 a paradox here one that Marx does noth.ag to
elucidate While on one level he rejects totally the idea that the
brice of land can enter into costs or prices on an accounting level
he admuts that this price 1s included as an mmérvidual production
cost (1967 p 08f) But though he recognizes this contradiction
he does not propose a consistent analysis of 1t simply mrputing
1t to the capitalist mode of production

Marx bases his thesss on two axiomatic preruses  on the one
hand once the land has been acquired the person workmg it
must mvest if production 15 to occur Now this productive
mvestment 18 totally separate from the price of the land On the
other hand the capital canpot exist twice once as land 1n the
hands of the buyer and once as money 1n the hands of the
seller

[The price of land] forms neither a part of the fixed nor of
the circulating capital employed here it merely secures for
the buyer a claim to receive annual rent, but has absolutely
nothing to do with the production of remt 1tself (1967

p 808)

The buyer now no longer has caprtal but 1 1ts stead a pece
of land The circumstances that the rent produced by a real
mmvestment of capital m this land 1s calculated by the new
landowner as mterest on caprtal which he has not mvested in
the land, but mven away to acquire the land does not n the
Jeast dlter the cconomic nature of the land factor (1967,
P 809)



Land Rent 135

A few pages later however Marx comes back on this proposition
but without making it more explicrt unfortunately

The conflict between the price of land as an element o the
producers costprice and no element m the price of
production 1w but one of the forms wmamfesting the
general contradiction between private landownership and a
rational agr culture the normal social utissation of the sodl
(1967, p 812)

The argument 15 unaccepiable If the price of land entersasa
component of the particular cost of production then it shoud be
considered a part of advanced capiial As a conseguence each
“amortized” part of this price will necessanly be a part of the
price of production smce invested capital mcludes advanced
capital by defimtion If we accept this last proposition from
Marx then we are forced to reject the theory of absolute remt,
hence the necessity to demarcate from this second thesis if
we are to avoid a circular, tavtological argument The fact that

each farmer mcludes the amortization of the price of land when
drawmg up his balance sheet 1 no way 1mphes that thys amorti~
zation 1n fact enters into the cost of production otherwise those

who mhent lapd could sell their products at below market prices
Do thay ?

The second part of the question concerns caprtal expenditure
made to permyt the ntilization of otherwise unusable Jand or to
maprove imnferior land Here Marz talks about capital bemng
“icorporated 1nte the land ke also guahfies it a5 fixed
(1967 pp 764 776} Here again the attributes of thus type of
capital are ambignons If it 15 fized capital it will necessanly be a
part of the calculation of the average profit and with 1t the price
of production and if 1t 13 put to work and uvsed even parually,
durmg prodyction 1t will enterinto the value of commodities
Well, apparently this 13 not the case

The so called permanent improvemenis  nearly all amount
to giving a particalar piece of land 1 a certam himited
Iocality such properties as are naturaily possessed by some
other piece of land elsewhere, somefimes guite neat by

However, land yields rent after capital s invesied not
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becanse capital 1s invested but because the invested capital
makes this land more prodoctive than it formerly was

This rent too which may be resolved into mterest becomes
pure differential ren as soon as the invested capital 1s
amortised Otherwise one and the same capital would have
to exist twice as capital (1967 pp 745 746)

Marx s analysis tends to define capital incorporated i the
soil as fixed capital but not as invested cap:tal entering into the
cost of production The capitalization 15 necessary to increase
productivity 1 the case of differential rent II or to allow the
land to be used for production 1n the case of absolute rent but
1t 15 1nsufhicient 1n itself for production to occur However since
it 15 an expense possibiy requiring financing the capital mvolved
must be amortized It cannot be amortized out of rent hepce it
cannot occur at all unless the difference between the price of
production and the market price 15 sufficiently large Xt also
follows that capital incorporated m the soil does not affect the
organic composition

For Marx » theory of rent to function neither the price of
land nor incorporated capital can be defined as invested capital
even if m one case 1t 15 clearly fixed capital These two types of
capitalization a landowner may carry out are absolutely mde
pendent of the nature of the economic activity the land may be
used for and neither one enters into the calculation of value or
prce of production On the other hand from the landowners
perspective the decision to keep or acquire property rather than
myesting equal capital in another sphere must satisfy the
criterion of profitabulity, the land in this case bemng more

profitable

Given these restrictions—that nerther the price of land nor
capital expenditure incorporated into the soil enter 1nto the value
or price of production—Marx s definition of absolute rent 15
coherent and therefore admussible Making use of it however
remawns a somewhat dehicate operation because of the complexity
inherent 1n its relative character Rent 1s based on the dispanty
between the value of commodittes and their general price of
production the elements of which are difficult to grasp Marxs
explanation of the chromic existence of this disparity between
price of production and value 1s also consistent The continued
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sxistence of th s disparis seems to depend on the mairtenance of
the difference between the organ ¢ compositors of capital n
agneultare and capital 1n general this function 15 assured by the
Tight to property By limiting the free circulation of capital this
right prevents any 1ncrease m the organic composiiion and, there
fore any equalization But the organic composition of capital 1s
not the only vaniable affecting the existence of rent far from 1t
Lastly value must not be seen as an absolute limit The market
price may be higher than the value if the product 1s under the
control of a monapely This surplus rent 1s thus a monopoly rent
From Marx s point of view this would appeai to be linked to the
product rather than to land ownership HMere agam we see a point
both clear and obscure, but that 1s another sfory

Different:al rent
Differential rent 1s based on dispanities between individual
production costs Given the same total production each producer
advancmg a relatively smaller amount of capital than that
advanced by other producers realizes 2 surplus profit Similarly
given the same ndividual production cost any producer
producing a greater quantity also realizes a surplus product In
erther case this surplus profit may become rent if appropriated
by the Iandowner This 1s differential rent

Normally such disparities are understood to ongwmnate 1 two
differen. sets of conditions resulting in two types of differential
rent differential rent I which resulis from conditions external to
the process of production but Iinked to the qualities of the site
(considered natural asaresult) and differential rent II which
results from conditions internal to production because Imked to
technical prodactivity Differential rent thus refers to two kinds
of a prior: conditions having nothing m common except that they
are both result 1 surplus profits

Consider the following formulation of the problem of
differential rent 1 general The unt of exploitation (3} of the
sector of production (1) (agriculture) the value and the price of
production present themselves as follows *

Viy=Cry4-Pliy (23)

* The comparisons made here presuppose the choice of a common unit of
measurement such as an acre
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Pis Cu+Kipr 24}
where 1 agricuitural production sector
J=unit of produciion
C=advanced capital
Pl=extracted surplus value
} =value of commodities
P=price of production
pr?  =rate of profit
K=invested capital
If for the purposes of demonsiration we assume that absolute rent
does not exist then the rate of profit i the sector (1) 1s equal to
the general rate of profit hence
pre=pr (25)
If one proposes the hypothesis that aifferential rent exsts this

implies that value 1s greater than price hence that extracted
surplus value 1s greater than profit Hence the foliowing

Plis>K (pr ) (26)

or Plis>Ki, (pr’1 ) 27

hence Pluy>Ksj (—‘%—“) (28)
Pl Ple

or that i > T (29)

As a resuit the conaitions for the existence of differential rent
are present whenever equation (29) can be vernified in other
words each time that the individual rate of profit 1s greater than
the agricultural rate of profit

A vparticu’ar rate may be higher for two reasons either
because the 1ndividual capital required for production 18 lower, or
because the individual rate of siLrplus value extracted 1s higher (1a
such proportions that the mdividual rate of profit to remains
above the overall agricultural rate of profit) From the
examination of the mine possible combinations of variables m
volved in comparing the two rates of prafit, as 1n the table below

Surplus Capital

value Ki >Kus K =K Ki<Ksy
Pliy>Pli case 1 case 4 case 7
Plij=Pli case 2 case 5 case 8

Plg <Pl case 3 case 6 case 9




Land Rent 13¢

one can draw the followmng conclusions

1 mmcases5 6 8 and 9 diufferential rent cannot exist 2
cases 1 2 and 4 satisfy the conditions for the existence of
differential rent necessanily type I because Kis<=K¢ 3° m
case 3 the existence of differential rent I rematns contingent on a
supplementary conditon The same applies to case 7 although 1t
concerns differential rent II

Incases 1 2and 4 the right to property doesnt inferfere
with the process of capitalist production by setting up 2 block to
the circulation of capstal Rather 1t acts like a monopoly
authorized to collect relauvely greater surplus value than that
collected by other producers This 1s the case whatever the
apparent reason whether lower production costs greater natural
soil productivity particularities of the site and so on Whatever
the mechanism behund it the effect 15 the same and can be
attributed solely to the site Differential rent I which can be
called locational rent, 18 thus a type of ‘monopoly because 1t 18
based on the unigue properties of a particular site It 1s 1m0 no
way related to absolute rent

As for differential rent II 1t pos=s a problem that 15 virtually
unintelligibie on the level of theory On the one hand 1t has been
established that agricultural production permits the extraction of
an absolute rent because the right of private property n land
hmits the circulation of caprtal thus mmimzing the 1nvestment
of constant capital But nversing this logic differential rent IX
presupposes precisely a level of mvestment superior to that made
by other producers and along with 1t higher productivity Thus 1t
falls under a capitalist logic freed of the copstramts posed by
landed property Yet this 1s not clearly the case As well
depending on whetber the surplus investment impiied by
differential rent II 15 made 1n equipment or in the improvemsat
of the soil 1t will or will not snfluence the individual cost of
productton In effect always according to Marx 1n the first case
the amortizatron of the surplus investraent will have direct
repercussions on the indivadual price of production while ;n the
second case 1t will be amortized out of rent Now this cannpot be
absolute rent 1f can only be differential rent I If 1t was absolute
rent one would have to ask why all farmers wouldnt invest 1o
better equipment since such equipment would bring mn surplus
profit The logic of property as a barrter to mvestment would
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col apse and the theory of absolute rent wounld be ab olutely
madm ssible

If on the other hand the iavestmentin question went soluly
to mmprove the land differential rent I would be a prerequisite
Otnerw: e the farmer would be headmg straigat for bankruptey
As a result the problem of differenual rent 11 necessarily comes
under the dynamic of differentsal rent I which 1s based on the
Jogie of monopoly

Thus when all 1s said and done only two types of 1ent exist
1bsolute rent and momnopoly rent Each in their own way
expresses a contradiction between the logic of landed property
and the logic of capital given the place of these two categories in

Marxist theory

THE WAY OF THE WORLD

The examination we have begun requires a deeper analys:s of the
similarities and differences between absolute and monopoly rent
At this pont 1t 15 primordial to establish the effects of these two
factors on total surplus value the point of contention of the
relations of production Our discusston has not resolved the
question of a possible contradiction between the theory of value
and the theory of rent In fact the definrtion of rent developed by
Marzx through an analysis of agricultural production does not
take on its full theoretical role until he reinserts it 1 a miore
general context which he does 1n Part VII of Volume III of
Capuital (1967 p 84f) In this section Mark analyzes the three
forms of income profit rent and wages and their supposed
sources capital land and labour His objective 1s clear to show
that profit and rent are simply surplus value and that as a result
the only true source of income 18 labour Marx thus completes his
analysis where he began 1t with the axtom that labour 1s the only
source of value
To prove his argument he resorts to proof through absurdity

Examinming the contrary hypothesis he takes itto absurdity The
reasoning 18 simple If the factors of production—capital land
and labour—are all defined as sources of value then each will
give to commodities a fraction of their vajue Swce mmcome
signifies this value 1n return 1t 15 possible to determine the value
of commodities In other wotds tautology 18 mevitable and the
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que t on of value rema as insoluble

However if one refains the hypothess that labour 1s the
only source of value then social products only have value as
commodities according to the mass of hving labour mmcorporated
withm them and mnsofar as labour wtself 18 defined a8 a commodity
baving an exchange value This exchange value of labour Marx
defines as a variable dependent on the relation between the
amount of labour required to reproduce labour power and the
amonnt of surplus labour furnished by this same Tabour power
To a theory of the absolute value of labour—which can only be
proved from oniside the domam of political economy if it too 12
not to become a tautology—Marx counterposes a theorv of the
relative value of labour which 15 imternally consistent Thus
throughout Capital the relation between mecessary and surplus
labour 18 conceived as the parametric function defining all other
variables

Marx s explanatory schema 15 more han a postolate 1t 15 an
axiom for ali intents and pu poses unprovable that must be
accepted as self evident Departing from this axiom of surplus
value 11 the shghtest means removing all logic fron Capiral s
analysis In the entire conceptual framework forged by Marx this
18 perhaps the only element that could gwe rnise to dogmatism
But 1t 15 no small element In any case, theoretically or a0t can
we depar* from this axiom ? Outside of God or tae Absurb, we
have no al ernative Is this dogmatic dimension alone sofficient
to jyustify all these actions, both bloody and stapd, claimmg to
stem from 3 Marxist analysis 7 Can the social nntverse deciphered
by Marx not be reduced to a simple Manmichelsm opposing good
and evil ?

So for Marx, land rent can only be surplus value mdirect
extorted labour

Its normal form presupposes wages correspondmg to the
value of labour power Even monopoly rent  must always
mdirectly be g part of the surplus-value If 1t 15 not past of
the price excess above the price of production of the
commodity sself of which 1t 15 2 comstrtwent part (as m
differential rent), or an excess portion of the surplus value of
the commodity 1iself of which it 15 & constituent part above
that pottion of itr own surplus value measured by the average
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proft (as in absolute rent) tis at Jeast part of the surplus

valuc of other commodit s 1 ¢ of commodities whch are
exchanged for this commodity having a monopoly price The
sum of the average profit plus ground rent can mnever be
greater than the magnitude of which they are components
and which exisis before this divis on (1967 pp 832 833 our

emphasis)

The stacement s perfectly clear, as are his explanations The
three types of rent differential absolute and monopoly do not
proceed from the same rationality and as a result do not have
the same effects on social surplus valne and its division even if
their ultimate canse property i1s the same If the conclusions
drawn up to now from the analysis presented 1o these pages are
acceptable—that i that toere exist two types of remt absolute
and monopoly—we still must examine their varying effects on
social relations

Land rxent has dual omigins either it comes from surplus
value extracted in a given sector of production as 1n agriculture
or 1t comes from soctal surplus value that 1s surplus value
produced by all sectors of production This statement conforms
to Marx s propositions and could not be more consistent with the
fundamental definitions of the diverse variables that go into the
elaboration of his theory Now the effects of these two types of
rent are antagonistic as far as their impact on the general rate of
profit 18 concerned hence in the final analysis on the value of
commodities produced The formula V; >P, resulting from the
dispanity between the orgamic compositions of agricultural
and general social capital necessarily implies that the rate of
profit in agricnlture 15 higher than in production in general
pr,>pr —thiss the case of absolute rent Monopoly rent
implies that V, <<P: hence that the sectorial rate of profit 1s lower
than the general rate since monopoly allows one to sell at a price
higher than value extorting a part of social surplus value that
would otherwise fall under profits Since those elements 1nvolved
in caleslating a sectorial rate of profit are also involved in the
calculation of the general rate cne has to admit that the payment
of  absolute rent therefore increases this general rate while the
payment of monopoly rent has the opposite effect This shows
not that rent takes part 1n giving value to commodities but rhat
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the social relation underlying the exustence of vent exercises a real
if md rect control over the socral alue of labour

Let us digress According to Marx the social labour furmighed
by a society can be divided into two types necessary labonr—
labour that produces the goods necessary to reproduce the
labour power expended—and surplus labour—uapa:d labour pro
vided by this same labour power above and beyond necessary
labour The relation betwecn these two types of labour expresses
the Ievel of exploitation of labour power measu-ed s terms of
ume This labour power s put to work thatis apphed to pro
duction m a single continaous recursive time peciod The himag

of each pertod 15 determined by the time spent on the reproduc
tion of the labour power expended

However, the rate of exploitation may be measured not
only m terms of time, but also—and above all—accordmng to a
scale of value defined on the basis of the particular * value that
society places on labour This 1s exactly what Marx wants to show
since he considers that commodities bave exchange value only
because they mcorporate Living labour the only source of value
This atiribuie of labour 15 due to the fact thatf in societies domma
ted by the capitahist mode of production living labour 18 treated
as a commodity having its own exchange value But logwcally ,
shouldn t this value equal 115 general cost of (re)production as
the following formula would 1ndicate

(VT =CT (i+pr )

This would be to *recogmze that the social value of labour (VT)
18 equal to the social captal {CT) employed 1 (re)producing 11—
. the wages paid~—plus the average profit on this capital (Remem

bermg that this capital only has value because it is itself the
product of earlier living labour Otherwise one wonld be forced
to consider that capital has a value in nself } Thus expressed the
definriion 15 tautological and absurd as well Whar meaning can
a measure of the value of Jabour have 1f value 15 1relf defined accor-
ding to labour ? It 15 equally absurd to posit an absolute valuc

whether for labour capital or land

The rate of exploitation relates necessary and surplus labour,
and this defintion underiines the measure of the rate of surplus
value since surplus value and vanable capital are the vanables
which express surplus labour snd necessary labour in terms of
value rather than trme Here we must recall that the existence of
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surplus labour s not the result of a natural Inw and t erefor
1nevitable and indiscutable Surplus abour results f om a balance
of power 1n society whereby one c¢'ass convinces anotner by
force or by persuaston to work more than is necessa1y and for
nething the product of this extra labour not being equuably
redistnbuted among mndividoals groups and classes

If the problem 1s posed in these terms, the impucation i
that for a given labour power the less Jabour time and caprial
requred to recomstitute 1t the less is its value If two nnits of
labour power of unequal value are apphed to production for the
same length of time the unit of lesser value wilf produce a larger
amount of surplus vajue and therefore be subject to a greater
rate of exploitation As well given that this surplus value wil]
not be equally distributed those individuals benefitting from this
mequality will have every interest in optimiz ng m therr favour the
relation between surplus value and wages

Notwithstanding the various techmiques that exist for
maximzing the rate of surplus value a reduction in the price
of labour will also involve mmimizing the price of those
commodities taking up a significant proportion of wages,
including among others food and housing Now both of these
commodiites are subject to the payment of rent Ths rmplies
that the payment of rent whether absolute or monopoly, nsces
sanly increases variable caprtal thus reducing extractable su-plus
value But the consequences of the payment of a rent are not
1dentical depending upon the type involved monopely or abso
lute One can see that the effects of variations in the rates of
surplus value and profit one upon the other are wvisible in the
relation between constant and vanable capital The payment of
any rent whatsoever increases variable capital and thus tends to
lower the value of the parameter (¢/v)+1 However smace the
existence of absolute rent 1mplies the super explortation of
(agricultural) labour which tends to increase the average rate
of profit one may assume that it has Iittle effect on the general
rate of surplus value But the payment of monopoly rent can
on the contrary, only tend to lower the rate of profit and conse
quently the rate of surplus value This proposition imples that
the political relations underlymg each type of rent are perhaps not
of the same order, given what each one represents

Gaven the logic of caprtalism, therefore, monopoly rent 1
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an “inadmissible” parasitic practice, while absolute rent acquires
sutch a dimension oply m ceriain situations, thus making it

tolerable What 1s more, under certamn circumstances such a
form of rent may even represent a disgmished method of counter
mg the tendency of the rate of profit to fall Hence one can
undersiand the ma,ntenance of relations underlying this charace
tenistic of agnienitural production On the other hand the fact
that the payment of monopoly rent continues to exist and conso
lidate rtself, even sntensifymg along with the development of the
pringipal contradiction between the socialization of labonr and
the concentration of ownership of the means of production,
clearly imphes the existence of a contradiction within the bourgeos
class aself This 18 an 1mporfant point as far as urban questions
are concerned, since urban rent 18 necessarily a monapoly rent
But 1t 15 also 1mportant from other ponts of view The distinction
between the production of means of production and the produc-~
tion of conmsumption goods 13 no doubt more than a simple
analytical classificatron It would perhaps be worthwhile to return
to the concept of financial capital an idea which pamts too
homogenous a piciure of the * interest of capital’ Qur digression
Temams open

Scientific theory or dogma ?
This recapitulation of Marx’s analysis shows that bis treatment
of the problem of rent, no matier how heuristic 1t may be,
contains elements that remain open 1o mierpretation Marx has
not overcome the latent paradox between the theory of value and
the theory of rent, and the uvmversality of absolute rent s
extremely questionable Demarginalizing the theory of rentn
fact smplies adopting a *ofally relativistic theory of the value of
labour But such a theory i1s not possible nnless the political
“quality of social relattons has just az much weight as thew
ecopomic quahty if not more As a result the determmng
role of econome factors on social structures “n the final
analysis” Is rmpossible smoe such an assumption necessanly
relegates any theory of rent to absurdity and anachronismm More
over, this axiom—a legacy of 19th century positivism—redoces
Marzisth to a more subtle varation of functionalism, susceptible
to bemng used as a disguised “bourgeos ’ ideology

This general caticistn does not mvalidate Marx s theoretical



146 Urban kconomics

contribution far from it his analysis flows from a remarkable
conceptual framework Firstly one must recognuze the general
coherence of his definition of absolute remt It presupposesa
process of production dominated by the valonization of land
itself under the sway of property nights This rent therefore
emerges out of the difference between the cost of production
and the value of the commodity produced which acts as the
relative limut on 1t This form of rent implies superexploitation
of labour power and under capitalization The second form of
rent—monopoly rent—does not necessarily presuppose a partl
cular process of production It s based solely on the right to
private property of land and consequently the ownership of the
natural or social riches inberent 1n it This type of rent 1s thus
based on the balance of power between landowners and ¢ others
and the state of this relatton 13 the only himit on this type
of rent

But we must recognize that while monopoly rent resulis
solely from the exercise of the 1ight to private ownership of a
piece of land, 1t nonetheless presupposes the occurrence of
produciion ‘somewhere else that requres such and such a
resource here that is a part of land there Monopoly rent
thus presupposes the existence of a relation of production which
produces a surplus value in this case appropriated by a distant
landowner Hence 1t 1s a political relation that forces a bourgeois
‘here to give a portion of his surplus value to a landowner
f there ' Now this political relation while clearly affecting the
surplus value producing relation of production 13 not a
consequence of 1t On the contrary it may be sts starting pomnt
From this reasoning can we deduce that monopoly rent 15 a form
of absolute rent? No because 1a the case of monopoly rent
pothing allows us to believe that the organic composition of
capital corresponds to that needed for the existence of absolute
rent We are definitely faced with two distinct types of rent And
possibly monopoly rent may be the more general form

Dufferential rents do not in fact comstitute analytical
categortes properly speaking Differential rent I 15 just an expres-
sion of monopoly rent while differential rent I 15 based on
margmal logic The ‘natural advanfages of a piece of land
should not :nduce naturalistic reasonmng , these advantages have
no economic value except in relation to a socially defined market
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and no political value except in relation to social relations
defining the politico legal force of the night to property

On another level, ope can see from Marx’s analysis that the
question of rent 15 a great source of confusion Thus the notion of
landed capital 1s an 1lusion , the right of property 15 exercised
esther over landed property or over capital Landed property 15
nota form’ of caprtal Ignormg this distinetion forces ome to
account for the same cepital under {wo headings which i
Miogical Sumilarly the capital incorporated m the soi] through
land mmprovements :ntended to increase 1ts profitability does not
constrtute vested capital This capital outlay can only be
amortized through rent and does not mmply the payment of
interest Lastly the price of land whatever the degree of
miprovement that has been made 15 always equivalent only to
capitalized rent which 1s determinable only according to the
profitability of the landed property 11 question

As far as the guestion of urban land rent s concerned Marx s
contributions are of importance because they cleaxly define our
field of mvestigation They provide key concepts for mterpreting
a part of the logic of urbamzation—urban rent, apparently beyond
understanding Certamnly Marx peremptortly dismissed this
question , only absolute rent interested hum  especiaily since he
didn t push ks apalysis to the Irmit A lack of tume ? Perhaps
The fact remains the question of rept fundamentally political 1n
1its foundations contradicts the mow planetary obsession of
economist determinism because 5t relativizes the theory of value

REMT AN URBAN REALITY

A distinction 18 generally made between rent on & conceptual
level—absolute rent differential rents and monopoly rent~—and
on a factual Jevel—agricuural rent and wurban remt The
distinction 15 important because of the passage it presupposes
from the factual to the conceptual levels, from the fact to the
object the object to the concept and vice versa

The preceding analysis made a clear distinction between iwo
objects absolute rent and monopoly rent It also showed that
differentral rent I (DRI) or situational rent 15 monopaly, not
absolute reat and that differential rent II does mot exist m
agriculture The analysis also led to 4 differeat understanding of



148 Urban tconomics

Jand rent than that of Marx On the most general level land rent
represents no morc and 1o less than the trapsfer of a fraction of
society s surplus value to the owners of land This occurs on the
basis of Juridico political relations that follow from the existence
of property rights not on the basis of the relations of production
Thus land rent 15 above all a monopoly rent with absolute rent
being simply a particular specific form of rent Absolute rent mn
fact does not come from social surplus value 1n gencral It comes
from agricultural surplus value because of the contradictory bu.
Imnited effect of property rights on the circulation of capital m
this particular sphere of preduction
As well when Marx demonstrated the possible existence of
absolute rent he only partially dealt with the latent contradiction
between rent and value In doing <o he concealed monopoly ~ent
behind absolute rent creating an illusion that diverts cuticism io
tins very day This 18 why 1t remaimns difficult to grasp rent m ap
urban context The fact does not correspond to the object
Intentionally or not Marx distorted the passage from concept to
fact by declaring explicitly or 1mphicitly that absolute remt and
urban rent are equivalents Such an equation can be refuted
Agncultural ren. 15 made up of absolu e rent and monopoly
rent {DRI) but urban rent conceals no absolute rent and s
solely a monopoly rept  This hypothesis 1s an admissible one
msofar as one avoids considering urban and agncultural rents as
equnalents clarifies the object of the monopoly 10 question and
delimrits the na ure of the real ty ;m question—urban rent

A LITERAL SBETLING OF ACCOUNTS

Repeated attempts to understand urban rent have been crippled
by the false necessity of establishing an analogy between
agricultural and urban rent Did not Marx affirm that the two
phenomena were one and the same But if this analogy 15
accepted 1t 1z inevitable that construction be considered a
productive activity analogous to agricultural production (Alquier
1975 Lojkine 1975 Knfz 1979 Lipretz, 1973 Fisette 1978)
Now if we look nrt the facts the analogy 13 a weak one

agriculture has g yearly cycle, construction does not  agriculture
does not prodace durable goods construction does » agricultarat
products are consumption goods buildings are capital goods, Im
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any case construction occurs within the agricultural sector itself,
since farm buldings are not products of nature It does not take
a fot of research to conclude that as an actwvity conscruction
produces durable goods usable 1n any form of value creating
activity be it agricultural urban or extractive It 1s astomshing
that the 1mpasse created by the analogy between agricultural and
urban rents has not been remarked upon earl er

In any case an analogy wasnt what was needed, since
scientsfically speaking an antlogy has no explicative significance
Rather the task was to identify those elements in urban rent that
are homologous to elements in agricultural rent If agriculture 15
understood as a set of practices contributing to the valorizat on of
a piece of land, then only the process of urbanization, rather than
construction cap be considered a comparable set of practices
also contnibuting to the valorzation of space But a methodo-
logical problem anses in defining such a bomology between
agriculture and urbamzation Is such a homology to be established
on the level of forms or functions? Now the theorization of
forms 1s decreed to be unscientific while tnat of functions goes
nowhere your money or your Iife ? (Richot 1977 1979)

Ope way of dealing with this dilemma 18 to re establish the
relationship between form and function Such an analysis would
attemp* to 1dentify the various structural components of the form
In guestion and relate them to the wvarious functions either
attributed to or recognized as being a part of the phenomenon
bemng exammed From this perspective the form/function relation
would have meaming based both on knowledge and interpreta
tion However, such a relation could not be considered either as
an abso'ute or as pure copntingency It would be necessary to
define 1t as the result of a given historical logic and therefore
variable in time and space with such variations bemng explicable
Since the existence of vartations presupposes the action of forces
relating form and function implies the existence of a muddle
term  the social forces that are necessary for change to occur

If agriculture and urbanization are concerved as  forms of
valonization of space and if one postulates that theirr formalf
functional structure follows from a historical logic based on the
dynamuc relationship between social forces, then one must admit
the possible existence of several forms of agniculture and several
fo ms of nrbanization One must also admit that these forms or
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what s left of them are deternuned by lustory 1If mn turn history
18 seen 8s the product of a class struggle  these forms therefore
result from past and present straggles Of course such a
conception is potentially incompatible with any approach that
declares producuon to be the determming factor since the
functionality of such production remains mndssociable from its
formal constitution the nature of which 15 unknown Whatever
the case, we know that the a prior: adoption of a productivist
axtom compels any analysis to prove the existence of essentizl
needs The reduction of forces to needs thus turns tbe class
struggle mto a patural phenomenon  denying the power of
socteties to influence history

Lastly 1t1s mmportant to point out that the search for such a
homology between agriculture and urbamization would be an
arduous even impossible task What 1s more starfing from the
hypothes:s that such a homology exists would auiomatically
prequdice the analysis since the only practical avproach would be
to look only for those formalfstructural components that might
be homologous on the basis of ones own definition of the
process of valorization of a piece of land or space Such an
approach would raise as many or more problems that 1t resolved
Thus the definitron of urban rent is Iikely to remain unsatisfactory
for some tume just so lopg as the analysis entrapped by the
agriculiural model 15 caught between an approach by analogy
({pointless} and an approach by bomology (unachievable) Perhaps
the search for a solution first requires a dem)stification of
agricultural remt as a model ?

The agricultural valorization of land mvolves a process of
production symilar and comparable to any other Such a process
brings together labour power and means of production which
together produce a product that may be sold and thus bringm a
profit Once submitted to capitalist relations of production this
process involves the superexploitation of labour power itself
treated as a commodity hike any other which allows the
capitalist to extract surplus value that 1s then accumulated as
capital

There 15 a strong temptat,on to regard agriculture 1s a urique
production process since, after all wheat grows naturally But
do not all human productive activities whatever their object take
advantage of natural factors? As well all activities are
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mevitably localized thatis they occupy space in the same way
that they occupy historical tume This localization 1s not the frmt
of hazard Ordmanly the choice of a site 15 justified according to a
certain rationality that takes into account both natural factors
like fertility, slope and so on and social economic poltical
cultural and other factors Omn this basis  agricultural production
18 hardly different from the preduction o1 alumina '

Usuaily analyses of location forget the mnherent hm tations
posed by the exercise of property nghts over land Certamly this
1 a major omission but the question of property rights is bardly
specific to agriculture Whatever the activity, any use of space
must pay for the attention of property rights While Marx showed
that 1n agricultu-e land ownership was a brake on the circulation
of capital one must ask whether this an  accidental
phenomenon or a generalized effect of property

As far as this 15 concerned one must remember that private
property of land does not limit the capitahst development of
natural resources cluding energy At any rate this would
appear to be the case smce these sectors have a high organic
composttion of capital This type of valonzation does wnvolve the
payment of a rent (Lipietz 1973  Walker, 1975), although
evidently not an absolute rent So what 15 the basis of this rent ?
Monopoly ownership of the land contammg the resource or
monopoly ownership of the means of production ?

In reality agricultural production presenis no notable
peculiarities compared to other types of production In general
all types of production make use of natural products and all
take place in a given space wnich must somehow be paid for
Only 1 agriculture 1t woald seem do property rights come into
contrad ction with the flow of capital This peculianty 15 so
unusual that one 1s justified in questioning he very existence of
agricultural absolute rent It 18 useful to recall here that a number
of Marxist analyses have gone to he ext eme of concluding that
agricultural rent does not exist (Bergeron and Bouvette 1977) In
fact 1t 1s not so much the existence of agricultural rent that must
be questioned but rather that of ab olute rent, which as a
theoretical object 1sa bit too accommodating of contingencies
imposed by the theory of value Perbaps Ricardo wasn t so wrong
after all

Even elementary caution would thus countel abandommng
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agncultural rent 85 a model for urban rent The fact of
agricultural rent has been too compromised by the theoretical
interference and manipulation t has been subjected to The
theoretical object has been made to measu.e ; an illusion that
takes the place of the ““fact * that 1t represents this fact being the
urban place

IN CASE OF FIRE LET BURN

Posing a monopoly of space as the condition for monopoly rent
poses a rather delicate problem (Topalov 1974a) and speciahists
Marx mcluded have tried to get around it The problem 13 as
follows the monopoly 1s an imperfect one since scarcity of land
«8 only relative dependent on the voluntary retention of land by
the landowners This retention was and 1s possible only because
1t predates the estabhishment of capitalist relations of production
Landed property bas managed to keep capital out Thus capital
must pay a tribute to property, which in return collaborates with
caprtal to exiract additional surplus labour A preliminary remark
15 necessary here The ideas of collaboration (Walker 1975) and
tribute (Lipietz 1973) both 1mply recognition of the autonomy
and power of junidico political relations vis-a vis relations of
production This in turn puts into question the final determmning
nature of production Nonetheless these two coniributions in no
way deal with the problem of monopoly and their explanation
leaves much to be destred

Whether the payment of rent overdetermines or not the
general rate of profit, exther up or down, such rentsstilla
parasitic practice from the capitalists pomnt of view one which
implies their mcapacity to fullv control the redistnbution of
surplus value that they themselves have extracted The most
obvious reaction following the logic of capitalist accumnlation,
would bave the capitalists erither abolish landed property or
appropriate 1ts benefits Thus 1t 1s 1mpossible to concerve of land
reat as a one sided relation, redistributing social surplus value
(Rey, 1973) and mmplymng a fundamental antagonism between
anded property and capital But 1t 13 equally unacceptable to
consider rent a relic of the Middle Ages a medieval pit
swallowing up forever a portion of surplus value a historical
anachromism destmed to dwsappear [he latter thesis runs as
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follows the bourgeoisie temds to monopolize land becanse 1t
cannot attack property for ideological reasons thus the historical
antagonism between capital and Jlanded property tends to
disappear while a real monopoly over iand develops

A number of historical facts cast doubt on the correctness of
this idea In Quebec for example the development of the mode
of land tenure under the French and Enghsh regimes proceeded
from a monopoly situation to one of dispersion among a
pro'rferation of landowners (Bergeron and Bouvette 1977) This
evolution 15 so evident that one may even postulate that the
Canadian merchant bourgeoisie was transformed wmto a capitalist
bourgeoisie thanks to the collection of rent which formed a sort
of prirutive accumulation This propositton converges with
another which sees the formation of ethnic petty bourgeoisies as
based on their acqusition of property (Lavigne 1979) So one
must accept that at certain stages 1n 1ts history the capitalist
bourgeomsie has definitely attacked landed property while at
other times 1t has relinquished this fight In ane case the strategy
of this class cannot be considered uneqmivocal at least insofar as
the monopolization of space 1s concerned

Similarly 1t 1s difficult to accept the idea that the bourgeoisie
has not attacked the right to property n land for ideological
reasons In reality landed property has been socialized whenever
this has proved necessary usually under the pretext of the pubiic
good Such an observation is banal (Topalov 1974c) Are we not
forced to recogmize that private land has been subject to social-
zation whenever 1t might have given rise to a monopoly over a
resource ? One might for example reinterpret Quebec legislation
on the exploitation of Crown lands on mning claims forestry
concessions reserves and so on  considering it as intended to
establish pariial socialization of the night to property, or rent m
.order to prevent the monopolization of a resource and thus
<ontrol access to this type of wealth (Decarie ef al, 1977,
Gaudreau 1978 1979) The question of the historical relation
between the capitalization of social production and the nature of
the perenmal nght to landed property =not only rtemamns
vnanswered it also adds ambigurty to the question of the
monopolization of space

As for the conception that defines rent as an archaic
structure of redistribution of surplus value, 1t b no way clanfies
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the quest on (Rey 1973) Certainly onc cannot deny that land
ownership umplies a redistr bution of surplus valoe paraliel to that
made by the equalizatton of the rate of profit but the
mmstitut onalization of this practice within a given socal structure
15 inconcervable according to pohitical economy if this field 13
defined according to the contradiction between labour and
capital or beiween the socialization of production and the
monopolization of the means of production This conception of
polilical economy 1s too narrow 1t makes the establishmunt of 2
cocherent theory of rent imposstble The most rudimentary
examnation of urban landed property for example shows that
this redistribution of surplus value 15 a8 pait of a process of
accumulation whose importance and magnitude may be difficult
to evaluate but which nonetheless seems extremely large (Aubin
1977) Guven this fact one cannot concewve of rent as a historical
anachrenism destined to disappear

Axny attempt to get around the problem of the monopohzation
of landed property goes nowhere The collection of 2 monopoly
rent can be considered neither as the unequivocal result of the
monopolization of land already 1 existence or in the process of
forming because the facts show thig 18 not the case nor as some
misleading anachromsm smnce this would be an admussion of
theoretical impotence In case of fire let burn  and start all
over again The problem must be exammed 1n a different hight
based on the hypothesis that the payment of this monopoly rent is
based on the articulation of relations of production and juridico
political relations the latter bemg the foundation of the mono
poly 1z questton Examimation of certain facts underlying the
urban reality will support this proposition

An urban agglomeration 13 made up of a multstude of
elements that can be categorized in the most trivial ways here
pecple there things, and so on  Among things urban planners
tend to draw a sharp dist nction between two categories buil
dings and infrastructure Inf astructure includes all those things
that provide support for bwidings streets sidewnlks sewers
w2 er mams e'ectric and telephone lines ewc Thls mass of v ban
capital goods forn a framework 11 space that 15 both closed and
open Such service mnfrastructures may be extended without
hmit since they are unfimshed networks At the same time how
ever their expansion 18 hmited by an admunstrative jundical
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political and economic delimitation of territory From these two
observations we can draw the followmg rule the location of
buildings (and developments without buildings) 1s dependent on
the network of services the extension and location of which 1s
m turn dependent on the delmmitation of territory served or to
be served Hence the question on what and/or who does this
territorial delimitation depend ?

In Quebec asis probably the case m most countries the
state exercises clear sovereignty over the whole «{ s terrntory
(within the framework of Confederation) either directly indirectly
or both by means of the mumcipalities to which 1t has legally
delegated a part of 1ts authority In particular municipahties are
given control over the planning and development of their territory
via the wssummg of permuts and their responsibility to establish,
develop and manage a large proportiont of public services Today
for example the construction and maintenance of streets sewers
and waler mams are exclusively under municipal control The
establishment and operation of other service infrastructures such
as electricity or access to communications are vnder the control
of private or public corporations which exercise legal monopolies
under the enhightened supervistion of the various levels of
government Thus the delimitation of territory served is deter
mimed by the state Itisa product of the relation between pohifs
cal and economic forces it defines an area that 1s subject to the
exercise of real monopoly power

Bwmldings are another category of capital goods with charac-
teristics that differ greatly from those of infrastructures A
building 1s a fimished construction situated on a fixed parcel of
land whose unigoe himmts are subject to a precise legal defimition
Whatever the juridico administrative umit—the lot the unit of
evaluation etc —used to refer to lots mmproved or not each and
every one of th-se units are subject to property rights whether
public or private The terntory has no emoty spaces as far as
land ownership 1s concerned Of course not ail lots are buiit up
or even landscaped and land ownership 1s always divided among
a multruae of owners Soin the usual sense of the term—one
owner —there 13 no monopoly

However lvoked at overall land ownership 18 well and truly

monopolized since to get a piece of land one necessarily must
purchase it from someone else If the effects of monopoly are
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ymited by the possibility of negotiating with geveral owners they
are strengthened by the fact that each lot has a unmique location
ot only 1 geo-physical terms, but also, and above all n regard
1o the geo political framework established by the city s infrastruc
ture PFach lot 15 unigue and each lot 18 the property of a legal
mndividual

It would thus appear that the existence of an effective mono
po'y 15 not a prerequisite for the existence of wban monopoly
rent On the other hand the exercise of property rights over the
whole of a mumicipal territory as amended by the service
mfrastructure poses a necessary condition for such rent

Thus mopopoly rent bhas its fundamental basis in the non
producib’e character of a good* space that 13 completely
appropriated both in law and 1 fact In order for lJandowners or
capitalists having title to land to profit from ilis monopoly,
the right to private property of land must have both a legal
and political basis and the pnivate appropnation of a good so
evidently social space must be backed up 1declogically In fact
the spcial practice 1n question 15 not based on some natural *
human attitude many societies including Amernndian society,
consider acceptable only the appropriation of the use of land
not of the land itseif Private property of land certainly has
foundations 1 one or more pre capitalist ideologies bui the
conhinued existence of the practice presupposes the existence of
political relations that favour landowners The economic dimen~
sion of rent can only be the expression of the poliical and
1deological power of one or more classes Itis even plausibie to
ask whether the appropriation of the means of production 1o the
narrow sense of the term 1s not an extension of the appropria
tion of gpace It 1s also permissible to ask whether or not the
foundation of all political power 15 based necessarily on the
appropnation of territory As a corollary one might as whether
the first step 1n a struggle for Iiberation lies on the battlefield of
1deology rather than that of the means of material production

BACKDROP SCENERY AND ACCESSORIES
Once hiberated from 1ts doctrinal protheses the model of agri-

cultural rent and the problem of monopoly of ownership, rent
becomes presentable as an urban reality But we must still present
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an outhine of a number of elements that form the milieu within
which rent develops

Construction

Construction 15 an activity producing capital goods It 1s exire
mely diversified both in the nature of the labour process
employed and in terms of its product, which 1s difficult to cate
gonze Construction may constitute an object of mvestigation 1n
itself while the work on this question 1s only embryonic, 1t 1s
also promusing (Bertrand, 1978} Thus type of production faces two
major constraints that have slowed and limited its organization
on a capitalist basis the technical durability of its products and
fhe obligation that they be associated with landed property
{Topalov 1973 1974b)

The technical longevity of buildings unduly slows down the
reconstruction of social capital The product doesatspoil
unhike agncultural products which may be rapidly lost m con
sumption It remams almost indefinitely if additiona: sums of
capital are expended occasionally to mamtamn its functional
efficiency A quick look at advertisements 1n Montreal newspapers
at the end of the 19th and the beginmning of the 20th centuries
(Durivage et al 1978 1980) shows that for a long time promoters
were content to sell ummproved lots on installments that 1
retamning full property nghts until payment was complete The
sale of lots with buildings only appeared gradually, becoming a
general practice around 1910 For this to happen 1t was necessary
to find a formula whereby the constructor could rapidly be pa:d
back all his capital (plus profit of course) and the burden of
amortization be transferred to the purchaser The beginning and
generalization of mortgage financing which appeared between
1860 and 1870 permitted this (Lavigne et @/ 1977) Today cons-
truction Involves the intervention of numerous agents the
apphication of various types of financing and the integration of
extremely drverse practices a veritable Gordian knot The
analysis of the contemporary version of construction has led to a
proliferation of conceptual categories—promotion capital real
estate capital landed capital speculative capital—and to endemic
theoretical controversies (Topalov, 1973, Lipietz, 1974 1981
Tutin 1981 a and b)

The “fanctional ’ reason for the existence of construction 1
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to produce new capital goods Thus this productive activity 1s ai
one and the same time subsidiary to the development of the
economuc forces that generate an increased demand for goods
and n advance of this development insofar as 1t must furnish the
new types of goods required for this development to occur Since
comstruction generates a product that 1s necessartly linked to a
piece of land 1t implies an mevitable change in the property It
thus forces the periodic readjustment of (caprtabzed) land rent
and even 1its transformation from agricultyral to urban rent
Given the large sums of capital invested in comstruction 1t 1s
tempting to associate the mass of urban rent with the model of
d fferential rent II This influence 18 imevitable since the
concentration of capital resources aums to mtensify land use a
square metre of land with a2  COS* (coefficent d occupanon du
sol) of 12 should bring in more rent than a square metre with a
COS of six

The concentration of constritction capital in certain sites
does not create rent It does however maximize the value of a
site which by thus very fact acquires a greater value This
concentration thus strengthens the factors that make the site
desirable and gives the 1llusion that it created them (Goux 1980)
Since, as well these concentrations of capital are apphed to the
constraction of bmidings with h:ghly specialized functions—high-
nse residential and office bwuildings—they favour a functional
mnterpretation of rent and land valerization This epipheromencn
of consiruction thus greatly obscures the question of orban rent
as far 25 1is most obvious practical manifestations are concerned

Clearly construction s an integral pari of the question of
urban reat and anv cokerent theory of rent must also explain
this particutar type of production

Funcironal zonmg

Functional zonimg 1s a techno jurtdical practice that delimats and
conditions the extraction of urban rent 1n various ways On the
technical level the much discussed and discutable logic behind
tos definmng and apportiomng of a territory s potentral uses 1s
mtended to bring into barmony different activities accordmg fo
varions criteria This operation results m a plan and zoning
regulations which jundically serve as a basis for the 1ssmng of
constraction permits and politically, contribute to decigions



Land Rent 159

concerning public projects

A zomng plan subdivides a territory into zones The size and
number of zones depends on a number of factors including the
overall size of the territory The variety of zomés depends on the
zonmg regulations The prmciples of urban plannmg
particular the ides of exclusive zones tends to define arcas
accordmg to mmimal functsonal cmteria  residential here,
commercig] there 1ndustrial elsewhere and so on The result 1s
more than the dividing up of the territory since each piece 1s
predestined for such and such a use with such and suchan
intensity Since zoning can also defer the development of some
areas 1t can restrain the operations of the consiruction industry
When zoning predates development 1t does not start from zero
rather 1t 1s based on previous fand use and respect for acqured
nights It starts from a given state of affarrs whach 1t codifies and
confirms Hence it 15 easy to see the effect of zoning on reat On
the one hand 1t strengthens the factors behind the location of pre
existing and potentially redevelopable sites On the other hand 1t
apportions and determines possible locations for capital that may
be invested 1n new urbanization

When zomng occurs after development 1t has no immediate
utility and often existing areas are not zoned Given the massive
redevelopment of old neighbourhoods and suburos however this

after the fact' zoming has followed recent entausiasm for our

architectural heritage setting territorial limits on the market m
existing bwldings and removing some areas from the sphere of
possible redevelopment This zoning has thus split some areas
into various market categories strengthening property values m
older developed areas

Zomng 1s an obvious manifestation of & relation between
economic and political forces that directly 1nfluences the level of
urban rent This effect 15 a diverse one and 15 hard to evaluate
because of the 1mponderable effects of speculation

The land market

Property ownership 1n an urban area or one that may becoms
urbanized 1s spread among a sufficiently large number of owners
to constitute a market. However this market has specific features

making the operation of supply and demand problemtaéis Apact
from the fact that elasticity of supply 15 only rclasve .ﬁ&i 18,
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space 13 not prodoced accordiog to demand) and s mantamed
artifical y 1n a number of ways (addition of new arcas zon ng
modifications destruction etc) the urban land market 1s
structured on three levels This comphcates 1ts operation

The first level of structuration follows directly from the
nature of the commodity in question Each piece of property 1s
unique because of its Jocahon and the mnterchangeability of
landed property 1s hmited The second level results from the
diverse characteristics of urbanization Because of age form and
function each element that makes up part of an urban mlieg has
parficular charactersstics Panty between these charactenistics can
oply be mamtained within limted groupings The resultssa
formal/functional dmvision that zomng through rationalization
tends to strepgthen snd soidify Fmally a third level of
strzcturation follows from the fact that the market .n urban
property 1s subject to four types of demand each with its own
rules which can be integrated only on the basis of condicions that
go beyond the boundames of the politcal ecomomy of
urbanization A piece of property may be m demand for the
revenue it brings m {rental) for its real estate value (investment)
for 1ts development possibilities (construction) or for its utiity
{occupation)

Together the various forces tnat strocture and *hus
condition and domipate the urban land market make up 2 whole
that 1s both disparate and integrated and who<e complexity 1s
qute frankly tiresome Nor does anyone doubt that the develop
ment and transformation of this market modifv i return the
social organization of which the market 15 a constituent part The
particular effect of each of these forces whether direct or
mdirect cannot even be estimated without the most detaided
analysis However as far as the political economy of urbanization
15 concerned 1t 18 certain that rent 1s the real question at isgue
behind these various phenomena. Hence the importance of
understanding these elements and attempting to estimate tnermr
global importance

Copstruction zoning and the land market are not the only
factors affecting urbanization but they are the mamn ones All
thess practices which together make up the urban scene appear
@s both the context and the resuli of a2 gigantic, Dante esque
happemng. They are a mamfestation of the relatton between
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social forces But there 15 more fo the urban scene Rent, because
of its economic importance 1s a cause as well as an effect since
the control of rent affects a parallel redistribution of surpius value
and this 15 a potential source of modifications 1n relations among
social forces Once this 1s understood we must surely admat that
the backdrop to wurbamzation 1s the struggle to control and
redirect this redistribution of surplus value thus confirming that
the political comvonent of the organization of territory isa
means of sociol comtrol operating via the control and
appropriation of space

FROM FACT TO OBJECT

At this point 1t 18 necessary to formulate a practical definition of
land rent A pumber of propositions provide criterta here land
rent begins where e average profit ends land rent does not
equal the rent yoa pav for your appartment every month
Also several conditions have emerged from our analysis so far
{1) rent 15 based on the exercise of private property of land
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Fic 52 Schematic representation of the overall structure o
urban land and real estate market

(2) the division of space mto unique unmary sites—and the
that this divided space 1s subject to monopolistic practices—i
basis for the extraction of a monopolist.c locatiopal 1
(3) urban planmng Linked to zomng and ecomomuc prac
mherent in the construction industry mfluence the overall am
of rent and (4) the organization of the market m urban

stmilarly has a direct effect on the value of rent On this bast
can propose a prelimnary definition urban rent 15 a2 monog
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type land rent whose existence follows from two conditions—
property rights and monopolistic practices—and whose mass 1s
determmed by three factors—location utilization (type and
intensity, and economic situation (demand for land)

Model of analysis
Given the unique and unitary character of any piece of landed

property given the exercise of property nights by an individual *
over any picce of landed property given that any piece of landed
property has a revenue producing aspect (reatal value) and given
that any piece of landed property can be exchanged for capital
{real estate value) 1t 1s possible to propose a working definitron
of urban rent on the level of a umit of landed property whatever
1is location and utihization on the bass of the general model
establishing the relation between the value of a good and is

price

Conditional propositions -—urban rent exists
—utban rent 15 monopoly rent

—every piece of landed property
permits the extraction of wurban
rent

—gvery piece of landed property has a
utibization

—land can be rented whatever its
utilization

—every service has a price of
production

—every price of property has a
revenue production aspect

~egvery piece of property has a real
estate aspect

svnthests the urban rent brought .0 by a piece
of landed property 1s equal io the
difference between rental revenue and
necessary  operating costs  plus
discounted profits on the basis of the
capital value of the landed property
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A) General model

Giver that IL>P
Where R L P
If P=C+FPM
It follows that =L-+(C+PM)
Where P=pnce of production
R=l1and rent

PM=average profit
L=rental revenue
C=advanced caprtal

B) Particular model
Normally PM=K*pr
Where K=invested capital
pr=average rate of profit

Smce on the one hand fixed capital incorporated mto the land
15 not invested caprtal and that on the other hand there 15
strictly speaking no production 1t follows that
PM=0

Since howsver a piece of property 18 exchangeable for capital
and capital brmmgs m profit according to s marke* valpe 1t
follows that

PE=VI*R
Where Vl=captal value

R==d scounted rate of profit
PE=discounted profits
Hence R=L—(C+PE)
R=L—(CLVI*R)

The general formulation thus respects our premmes that land rent
does not equal rental revenue that land rent begins where profit
ends and that capital incorporated 1 the land 1s not invested
capital The composition of these variables remams to be
defined If we start from the dea that house reat equals current
rental income and that advanced capital covers direct operating
costs we can trace the general path taken by any real estate
agelysis Certamly a defailed defimit on of these items may br ng
up questions (for example does one include land taxes and
msprance among operating costs 7) but it cannot put into



Land Rent 145

guestion the overall approach On the other hand introducing
vanables related to real estate value and the discounted rate of
profit departs from this approach To better understand these
two components 'et us examine the case of an individual
summing up the situation of his property one year after acquiring
it

- first he calculates ms net income (RN) recovering his
operating costs (L —C=RN)

— +hen he can calculate Mow much his capital (CI) would
have brought 1n if he had not invested in property and
determine what surplus profit (or rent R) he has made
(RN—(CI*¢)=R)

— finally considering this surplus profit has added value
to his property (capitalized rent (RC) or landed surplus
value) he can calculate the new capital value of hus
property (V¥ I=CI+RC RC=R/e)

—- 1f he resells his property he will realize the capitalized
rent on top of current rent (surplus profit) and the new
owner will start all over again

This situatzon shows that the capital value of a piece of land 15
s:mply accumulated caprtalized rent and that this depends one
on the revenue producing aspect of the property and two on the
value of money capital The problem of urbaa rent 15 thus found
at the crossroads between housing (80 per cent of buildings)
and the accumulation of capital (the basis of capitahist
production)

To mmcrease the models analytical effectiveness 1t 1s vital
that other factors be added to 1t 1 particular financing practices
Property values have the interesting quality of bemng buyable on
margin A purchaser meed pay only a portion of the necessary
capital and finance the rest with a mortgage This time-honoured
practice 1s now mstitutionalized but 1t 15 not (yet) restricted to
finaperal mstritutions  Many individuals always invest their money
i thig way

Mortgage financing also underhnes the illusory nature of
the concept of real estate capital which corresponds to what 1s
only a potential reality The capital an mdividual pays out to
obtam a piece of landed property i1s divided into two parts
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equity the real amount paid out and a mortgage 1¢ aloan
Two types of rules determine a mortgage loan, those concermng
finan.ial cosis (interest which depends on the interest rate and
the period determmed for amortizing the loan) and those
concernmg the term (the arrangements for repaying the principal)
The combination of these two conditions give rise to a multiplicity
of possibilihies that greatly complicate dealing with what are
nonetheless pieces of factual informaton In terms of refining
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our model only the rate of mterest, the amortization period and

the term comstitute parametric vaniables Since mortgage interest

1s paid out of rent it 1s mecessary to distinguish between gross

and net rent, and since profits are calculated on capital thas

1s actoally paid out which 158 less, the definition must be
orrected

RB=L~{C+R(E+4) ]
RN=L—{C+R{E+A)+:i(H—4) ]



168 Urban Bconom cs

Where 1 rate of mortgage nterest
H=amount of mortgage
A=amortized portion of mortgage
E=equity

When all 15 said and done our working definifion 15 relatavely
commonplace However it presents a double mterest Practically
it allows us to manipulate the concept empirically Theoretically
1t allows us to define a number of corollaries

Impiications of the model
On one Jevel the mode} allows us to calcunlate a rate of formation
of curren* rent as well as a rate of capitalization of this rent
Within the framework of geographical stndies of urban rent,
these two rates may serve as extremely useful coefficrents allow
Ing one to recategorize the analyzed territory and examine the
relation between land use and location from the point of view of
rent

On another level the model allows us to calculate the general
profitability of a piece of property over time from the pomt of
view of a property owner, since 1 can be stated in algorithmic
form Pr.sented in the form of an 1ndex this measure of general
profitability provides a way of understanding the effect of time on
urbanrent Apphed w a generalized fashion 1t allows a diachronic
analysis of the process of urbanization from the point of view of
rent

On yet a third level the development of the model enables
us to examine the relation between profitability and the value of
mceney capital as manifested mn the rate of mortgage mnterest and
the average rate of profit Such questions are of capital 1nterest
to the political economy of urbanization

The effects of time economic situation and mortgage financing

Given a pemiod of time of n years for each of these yearsa
piece of property brings in a certain amount of rent and,
dependng on the discounted rate of profit, for each of these
years the property will have a certam real estate value However
while current rent 15 collected each year the caprtahized rent that
18 the basis of real estate value 15 only realized when the property
18 reso'd that 15, m our example atthe end of year n' Thus
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current rent takes the form of a current asset while capitahized
rent takes the form of a fixed asset Now normally current and
fixed assets are not added together but nothung prevents us from
caiculating for purposes of comparison an index of profitabr'rty
on the bas g of the average value of current rent during n years
and the value of capitalized rent at the end of the n th year
Therefore without mortgage financing

1 Rn
o= e (2 % )T o

=1
(Profitability index)
with morigage financing

h
1 . RN»
G == nCAn!:ERM-I_ en )

=1

n
where Cha=F— ZA:
=1

If we postulate as constant the annual current rent and the
discounted rate of profit it follows that

G G(n—,)
Similarly if we postulate that ;=e as CAn<=Cl, it follows
that

Gs<=G » (equality occurs when the mortgages 15 repaid

everything else being equal)

Lastly if en>>ex—1, 1t follows that

GaLGn—1
It becomes apparent that

1 time represents a structural factor implymng 2 tendency
for the rate of profitability to drop the e'immation or
reversal of which implies a constant increase 1n rent.
This can only result from a constant increase in rental
income andf/or minimizing of operating costs ,

2 the general method of mortgage financing increases the
profitability of a piece of property but strengthens the
structural tendency for 1t to drop
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3 the situation of the economy which determines the
value of the parametric variable ¢ (discounted rate of
profit) has an inversely proportional effect on the overall

value of rent

The effects of land rent on urbanization as understood in the light
of the formal variations examined here would appear to be of the
utmost importance The generalization of easily accesstble
mortgage financing 1n particular not only multiphes the invest

ment capacity of landowners but also gives real estate capital a
semblance of mobility The result 1s a division of rent between
owner and lender of mortgage funding Since financing 1ncreases
the relative profitability of a piece of property however the
property owner loses nothing by transfering a portion of his rental
income to the lender on the contrary However since this
practice accentuates the tendency for rent to fall over time, 1t
mevitably entails a constant pressure to raise cu ent rental
tevenue and lower operating costs This means decreasing
building maintenance and increased deterroration Only the rate
of profit can establish a potentially stabilizing bridge between
urbanization and capttalization by reducing the value of
capitalized rent relative to that of caprtal and thus according to
the economic srtuation coninbuting to nmimimizing the demand

for property

FROM OBJECT TO FACT

The working defimition of a concept acquires 1ts fol significance
when 1t 1s applied to reality To judge the efficacy of our
model we tested 1t within the context of a subsidized research
project

Objectives
The model was applhied to rea] data 1n order to evaluate

1) 1is sensitivity to varsous factors ,
2} 1ts capacitv to distinguish between their effects ,
3) s rehability



Land Ret 171

Measures taken
As mentioned earlier the mode] makes use of simple even

commonplace mathematical logic It lmks a series of variables
and conditions which together give a quantitative understanding
of urban rent from three terdependent perspect ves 11 the form
of two coefficients and one mndex a coefficient of formation of
corrent rent a coefficient of caprtalization of rent and a general
index of profitability In practice 1t became clear that it 1s also
useful to mtegrate a definrtion of gross revenue in order to
facihitate the calculation of real estate value As well it was
necessary to calculate the general index solely on the basis of
current year figures since figures for previous years wete for all
intents and purposes unobtamable
Our workmg definition departs from usual practice in the

fact that 1t makes use of a parametric variab'e which without
being discontinuous poses a number of problems of evaluation
that can give rise to arbitrary and discretionary choices Unlike
common practice which proceeds from a schema based on

amortization capitalization depreciation  or actualy
zation the model makes use of an uncommon notion,

discounted profits This option was chosen 1n order to satisfy
both the theoretical requirement posed by the idea that rent
begins where average profit ends and the practice according to
which a piece of property can always be exchanged for capital
whose return can always be calcuylated depending on the types
of possible mvestment While the choice of an adequate value
for the vanable 1s difficult, 1t 1s no more complex than choosing
a rate of capitalization or actualization What 1s more thig
coefficient establishes a direct hink between urban rent and the
cconomy in general the question of reat oecing subordinated to
the economy since the discounted rate of profit’ ultimately
depends on the value of capital at a given time and place

Similarly the actual measurement of capitalized rent does

not correspond exactly to that proposed earlier Nonectheless the
final result remains the same The measurement quantifies the
value of a piece of property 1o which land and building are taken
as a whole according to the gross return the property brings m
This approach 1s necessary because the mutial value of capital put
mnto construction loses 1ts significance with ttme This capitahized
rent recoverabie only if the property 1s sold or refinanced should
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more or less correspond to the price of the property on the rea
estate market notwithstanding any particular condiiions thaf
mght give rise to ‘ speculative rent related to potential use of
the land If this way of measuring rent can be verified
emp rically, 1t will be a useful mstrumental addition 0 the
field

The synthetic imdex of profitability establishes a sort of
balance sheet of the profitability of 2 property from the owner s
point of view Therefore 1t takes 1nto account both curreat rent
and the caprtalized rent that the owner has collected or intends
to coliect As mentioned our definition of this index perhaps
comes close to accounting heresy amalgamating cuarrent and fixed
assets bnt nonetheless 1t clearly expresses the real money 1ncome
the exploitation of a property brings to its owner The mndex s
particularly sensitive to time and to the situation of the economy
as a whole

The measures made were as follows on the basis of annual
operation without mortgage financing

— The reture RD=L—C
Where L==real reatal mcome
C=operating expenses requiring an outlay of capital
~— Current urban reat RU=L—C—PE=CIl*e
Where PE=discounted profits
Cl=1nvesteq capital
e=otherwise discounted profits

— Capitalired rent RC=—R%U— such that real estate

value Vi=CI+RC
— Qr total capitalized rent equals real estate valne such

thsat

¥I=RC== RD_
£
— Coefficient ot formation of urban rent
= RU
CI

— Coefficient ol capitaliza ion
e RC

CI
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— General index of profitability

RU 1 1 I
i T i — f ] - r———
G nC}’(1 e ) n ru (1+ e )

Variables used
The first 2t of variables which can be called factual chara

cterize the property concerned They include curreni gross
mmcome (L) annual operating costs constituting advanced capital
(C) and the caprtal equvalent of the property at the moment 1t
was acqured (CI) This last given 18 invariable unless the
property has been mortgaged In thus case 1t 15 equivalent to the
equity paid out (E) plus the mortgage (H) But according to the
terms of the loan the amount of the mortgage will diminish
over time to equal the non amortized principal (P), while the
equity will increase each year by the amortized prmmcipal (4)
Hence

cr-{e (S )} - (3 )]

where CAs=E-+ ZAi

ga=1
n
and Pn-——H-—zA:
=1

To sum up then, two types of factual variables describe a piece of
property those concerning how it 1s operated and those concern
ing 1ts financing
The second set of variables, which can be called parametric
oring i external factors the discounted rate of profit (e) and
he rate of mortgage iterest (/) Their values depend on the
conomic sifuation as a whole and 1n theory this should be the
ame no matter what property or property owner 18 bemng
onsidered In practice that 13 not the case Mortgage rates can
se negotiated and discounted profits aren t necessarily the same

for everyone
A last set includes conditional variables, that is, those over
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wh ch there is no control Qur schema only makes explicit use o
one time (n) but mplicitly includes at least two others location
(1) and utihization () ¥n fact location is the number one factor
n the collection of urban rent and the specific utilizaiton of a
piece of property depends on the infrastructures present the
zomng the real or potential COS and so on

Treatment
The operational treatment was defined according to two different

approaches involving two kinds of data

1) To evaluate the model s efficacity it was applied to an
organized body of factual mformation The purpose was
to examine the effects of various factors and therefore
the model s ability to 150late them

2) To estimate the structural and/or contingent effects of
the parametric variables (ime =7 ,rate of profit e
and mortgage financing) the model was applied to a
particular real case By modifying the values of variables
whose fluctuations are mupimal the intent was to show
the pertinence of using these variables

Data
The source of all data was the Muluple Listing System (MLS)
of the Chambre d Immeubles de Montreal The data concerned
properties sold in 1979 and the MLS lstings provided all the
necessary information concerning rental revenue operating costs
finaneial costs and askipg price mnot to mention physical
description, type of bwldmg location wuse size and so on
Information concermng mortgage financing was correlated with
data f om another source Teela Survey Market Ltd abstracts
In case of disagreement a third definstive source was used the
regictration office of the judicial district

The 1dea was to amass sufficient mformation to carry cuta
pilot project that could test the applicability of the model The
mformation was collected* by choosing from the MLS lis mngs
270 pieces of property that satisfied both the criterion of

* The work was carried ot as part of a FCAC rescarch project An interim
repo t was published in Decamber 1979
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and that of size as indicated on the following table and

Size of study (number of dwellings)!

on? 2—3 4—5 6—11
30 30 30 90
E 30 30 30 90
" 30 30 30 90
90 90 90 270
1 Categories estimated by the City of Montreal for taxation
PUIPOsES

2 MLS categories
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For each of the 270 cases studied the followmg mformation was

collected

—

—

bbb

i

l

purchase price (current $Can )

Iength of ownership (in years)

sale price demanded (current $§Can )

sale price realized (current $Can )

number of dwelling units

address

estimated distance from a zero point (In miles)*
annual income (current $Can )

annual operating costs (current $Can }

mitia]l mortgage (current $Can)

and if applicable

e

amount of equuty
rate of interest
amortization period and term of morigage (in appendx)

* The gero point chosen was that used by Montreal municipal addresses
the corner of 8t Laurent and des Commussaries streets
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Since each of the nine categones presented interior varauon
lower than that between categories, the 270 cases were reduced
to mne each typical of their categories mn terms of certan
vanables This reduction reqmred for practical purposes cannot
influence the results given :he objectives of the study The choice
of typical examples of data concerning mortgage financing was
more difficult for several reasons including an msufficient number
of cases a great variation in conditions accumulation of two or
even taree morigages refinancing without an equity payment
and so on Also, 1t was necessary to determine a profile of
financing by category and then apply 1t to 1979 data The
following tables give the information retamned

TABLE 51 The average profile of the nine types of landed
property representative of the 270 cases
withont mortgage financing

Category
Area 2--3 dwellings 45 dwellings 6—11 dwellings
South 1y e 1049 1624
2) 3973(25) 63522(45) 9634276)
3 14 987(14 2) 273179 8) 37539(39)
4)24833(58) 31 500 (6 2) NA {7 6)
Centre I) 1037 1450 2171
2} 433125 7 642 (4 4) 11 574(6 9)
3) 22 067 (1 2) 31824(11 7) 42 968 (7 5)
4) 37 706 (10 1) 50 214 (10 6) 84100 (117)
North n 1303 19092 2178
2) 5271123 8,771 (4 2) 11,984 (6 1
3309658 1) 45 810 (7 9) 53495(58)
4) 48 062 (14 9) 65 687 (14 6) 92 417(152)

1) Expenditure (3)

2) Income (§) and average number of appartments { )
3) Purchase price (§) and length of possession 10 years{ )
4) Real sale price (§) and distance mmiles { )

As for the particular case used in the second half of the treatment
the data used was also taken from the MLS as indicated
Table 53

Results
The following two tables show the values obtamned from the
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TasLe 52 'The conditions of mortgage financing for each of

the mne types
Category
A:aag 23 dwellings 4—5 dwellings 6~11 dwellings
South 1) 11 880 (10) 20 971 (19) 32,484 (22)
2 3106 6343 50553
3 109 10 35 1131
4y 122 (0 1897 (9) 18 75 (10)
‘-—Centrc 1) 17393 (16) 22,592 (18) 35838 (19)
2y 4894 9,232 14 130
3y 112 10 69 10 86
9 21409 21 6 (10) 2307 (18)
North 1) 24,253 (18) 37038 (23) 37 504 (21)
2} 6712 8772 15991
3 1027 10 90 1060
4) 2125 (13) 25 95 (18) 21 57 (16)
1) Amount of morigage and number of cases with at least one
mortgage ( )
2) Bawty

3) Rate of interest 10 9
4) Period of amortization and length of mortgage m 1979 ( )

TABLE 53 Data concerning a sncome producing building
sifuated 1n Moptreal 2nd chosez at randem

for the study
A) Permanent featores B) 1579 mformation
Utshzation  resiaential Operating cosis** $ 57795
Age of burlding 10 years Current ipcome §147 600
Number of dyellings €0 Purchase price* $550 000
Surface area of bulding Asking price $670 0G0
9 1128 fi at ground level
Momber of floprs 5 Mortgage £450 0600
Sarface area of land Interest rate 10 259,
91l2sq £1
Oecupanon corficient 5 Amortzation 23 years

pr—

Source  Multiple Listing Service (MLS) Chambre d immeubles de
Mountreal

* This data 14 en estimate oy denived from other data
**Taxes and mmsurance $35 462 maintenance $4,000
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var ous calculations made concerming the nine test-cases, with
and without mortgage financing For the purposes of these
calculations the value ‘e was set at 0 125 which corresponds
to a ratc of profit on capital of 12 5 per cent Mortgage financing
was treated as a new mortgage, that is without amortizatron of
capital and at the highest interest rates

TaBLE 54 Results of calculations without mortgage

Category
Area 2—3 dwel'ings 4—5 dwellings 6—11 dwellings
South 1 10 03 09

2 7 60 n

3 06 07 as

4) +8% (3 -+39% (6) )
Centre n o2 07 06

2y 19 56 5t

3 0 05 03

4} —30% (10) —1% (7 —5% (%)
North 1)y 003 02 06

2) 03 18 47

3) 003 03 09

4) —34% —17% (5) —15% (6)

¥) Coefficient of formation of current rent ru’

2) Coefficient of formation of capitalized rent re*

3y General index of profitability &

4) Relative effectiveness of model at predicting market value rin
percentage n parentheses, number of sales

As for the particula~ case it was submitted to four
simulations

1) value of the general mndex of profitability forn==1 2 3
4 5 10 15 and 20 all other factors being equal, with-
out mortgage financing with e= 125

2) value of the general index of profitability for n=1 2 3,
4,5 10 15 and 20 all other factors bemng equal, but
with mortgage financing, with e= 125

3) value of the general index of profitability for 1= 05 08,

10 13 18 20 and 25 all other factors being equal,

with n=1 and for e= 125
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4) value of the general index of profitability for e= 05 08
10 13 18 20 and 25 all other factors bemg equal
with n=1 and for i== 1025

TABLE 55 Resnlte of calcnlahons with mortgage

Category

Area 2—3 dwellings 45 dwellings 6—11 dwellings
Sonth 1) 54 40 73

2) 430 317 53

3 4 37 T4
Centre 1) 16 28 27

23130 227 212

3 122 22 32
Nozrth iy 10 19 24

2y 76 150 192

3H U 21 37

1) Coefficient of formation of current rent ru
. 2) Coefficient of formation of capitalized ront re
3) General index of profitability

Tables 56 and 5 7 show the resnlts or these calculations

TasLE 56 Effect of time alove and con.bmed effect of time and
morigage financing on the geperal index of profitabality
Tume n for e== 12 and ;= 1825

Qeneral index of
profitability i 2 3 4 5 10 15 20
G with mortgege Lo 49 33 25 20 10 o7 035

G without mortgage 601 177 113 81 62 24 i1 03

-

Analysis

Location and intensity of occupation
As the graphs here indicate the model shows that locaton
has a greater effect on the formation of current rent than doss
intengity of use given roughly equivalent amounts (from one to
three times)

It would therefore appear that statistically, location explains
a little more than 50 per cent of the vamation observed m the
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TaBLE 57 Effect of the discounted rate of profit and effect of
mortgage interest rate on the geperal imdex of
profitairty

Foz n=1

General index of profitability 05 08 10 18 20 25

Value of discounted rate of profit e

for i= 1025

G 1467 905 737 439 402 335
Value of rate of mortgage interest ¢
for e= 125

G 801 685 608 300 223 30

formation of both current and capitalized rent while mtensity of
occupation explamns a lftle less than 20 per cent Thus these
resulis correlate with previous conclusions

Morigage financing

When mortgage financing 1s taken mnio account ifs importance
15 immedsately evident It increases the coefficients dramatically
as the following table shows The magnitude of 1ts effects make
1t more than any other factor a key aspect of the question of
urban rent

Multiphier effect of mortgage financing

Dwellings
Aren 2—3 4—=5 6—11
South 1) 540 500 811
2) 544 528 825
3) 547 529 822
Centre 1) 800 400 4 50
2) 684 405 416
3) 600 4 40 400
North 1) 3333 950 400
2) 2533 833 409
3) 3667 700 411

1) On the coefficient of formation of urban rent,
2) On tte cocfiicient of formation of capiiahzed rent
3) On the general 1ndex of profitability
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Parametric variables n e and 1
As the neat graph shows over {tme there 15 a tendency for rent to
fall and this tendency can be considered structural While this
effect 15 small 1 itself mortgage financing ncreases 1t Since
mortgage financing 1s becoming a general practice it too can be
considered a structural fac or

Parameters e and : bring to the model the effects of
the gene al economic situation on the formation of remt In
current economic circums.ances varnations i these parameters
are mmimal This 1s fortunate since as the following graph
shows they can have enormous effects It can be seen that an
ncrease 1n 1nterest rates to the 25 per cent level or higher would
necessarily entail a drop m the level of rent and with 1t the
collapse of the real estate market Since vanations m the two
parameters go together thewr effects remnforce each other so
probably the critical level 1s below 25 per cent 1n other words
around the levels the economy went through 1n 1982

Interpretation

The model s effectiveness

Overall he model would appear effective enough to trace the
effects of the main factors influencing the formation of rent The
general index should prove a practical tool for any general study
ammed at consolidating our understanding of the pohtical economy
of urbanizatron The coefficients themselves should ad 1n
geographical analyses of the urban reahity On the level of the
particular unit the model does not appear to be reliable since the
variations 1o its predictions of market value are too great

Rent wrbanization and the economy

While the restricted size of our study limits the sigmificance of
any overall conclusions that can be drawn from 1t a number of
points should be made

~- urban rent implies 2 convergence of inferests between
landowners amd firanciers the moment a piece of
property 18 mortgaged The landowner hands over a
significant proportion of current rent to the financier,
who 1n return 1s responaible for the greater part of the
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capital 1nvestment Thus the owner benefits from
mcreased profitabulity while the financier has a stable
longterm and troublefree investment This situation
probably expresses a change m political relations

The generahzation of mortgage financing that has
occurred since the end of the 19th century has probably
had three major effects on urbamzation and the economy
in general via rent By freemng landowners from the
obugation to provide the total capital necessary to
acquire a piece of property, mortgage financing kept 2
significant amount of private capital in circulation thus
multiplving mvestment possibilities But since mortgage
financing also accentuates the structural tendency for
rent to fall 1t 13 very probable that 1t s behind a
constant dizzying rise 1 housing rents as well as an
increased frequency of changes 1 ownership Now
these two results must 1n turn influence general economic
development Increased housing rents must necessarily
have an effect on productivity via wages and changes in
ownership dramn off an increasing proportion of society s
surplus value since they involve the actualization of
capitalized rent It would be extremely imteresting to
attempt to evaluate what proportion of inflation 15 due
to mortgage financing, via urban rent

While the determination of the discounted rate of profit
and mortgage interest iates is not solely dependent on
the good will of financial agents they clearly play a
role m the process This mmphes thercfore that they
control in part fluctuations in the two variables that have
the most effect on rent formation Three things follow
from this The financial agents are both judge and
benefictary 1n the question of urban rent As a result
they are copstantly faced with a dilemma Via the
phenomenon of urban rent the whole of the wurban
phenomena has come under the sway of banking capital,
the main source of mortgage financing

servations dovetall with the predictions of American
The main levers of control over urban questions are,
rent out of the reach of municipal authorities, coming
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under econonue 1nfluences of international proportions

Rent and money

In the first part of this study we attempted to evaluate the
amount of capital involved 1n the redevelopment of Montreal
At this point we propose the following approach m order to
evaluate the sums involved 1a the phenomenon of rent If we
estimate the value of housing 1n Montreal alone according to the
assessment rolls at about $6 billion {($Can) and if we apply the
model using parameters derived from our case studies to provide
missing data we see that during 1983 housing property mcurred
¢osts on the order of $200 miilion and brought in rental mcome
of approximately §1 5 bilion This implies therefore the redistr:
bution of some $750 mullion to the landlords in the form of
discounted profits and $660 million mn the form of urban rent
potwithstanding the form of mortgage financing With the same
Iogic realizable capitalized rent would also be on the order of
$6 tillion This 1s 2 large sum compared to the meagre $12
bilion o be spent by the city 1 1983 While these estimates may
be imprecise the incredible dimensions of the sums in question
demand that the subject be studied systematicallv

CONCLUSION

At the end of this investigation one has the impression that while
everything has not been said neither has anyithing been left out
A look back reveals the contradiction mherent 1 a study that
has been carried through but which remains incomplete So many
problems imprec'sions and weaknesses remain that our patiently
constructed edifice appears rather fragile Everything should be
begun agamn  each analysis should be redone Like a city, it
remains ever unfinished

The goal pursued throughout this reflection has been to
examine the profit and loss of several years work on the gques
tion of renmt The axm has not been to convince anyone or prove
anything jas. to retrace the road taken This wandering has
obviously rekindlea 1nterest, and taken on the allure of a crosade
Why has a8 question as crucial as rent never raised nterest
equ valent to rts tmpotance ? Why are obscure research assistants
the only ones fascinated by 1t ? Certainly the more prestigious n
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the world of knowledge touch on the question but they refuse to
take 1t on completely A Byzantine ignorance reigns supreme,
masquerading as knowledge

The city we have been building for a hundred years now 13
the incarnation of our valwes 1ideals and beliefs In 1ts contem
porary form it clearly shows or so it would seem the place that
solence technology and reason occupy 1t our culture But behind
these obvious and official manifestations the city incarnates the
power and omniscience of money that cultureless form
equivalent to everything and nothing Ultimately, urban remt
operates on this level of significance On the scale of the
enormous transactions involved men are but bus of mformation
or less since money 18 the only object of such transactions
When one thinks about it Iike the skyscrapers all the speeches
are meant to plug up the hole that rent has dug for money
Perhaps we are straying close to forbidden territory

Neote The mmformation concerning the estimate of Montreal s housing
stocks comes from the Service del evaluation fonciere de la
Communaute urbaine de Montreal (CUM) Mores precisely in
1983

— the total value of building stocks 1 the CUM was approximately
$40 billion {§Can)

~ the total valve of building stocks 1n Montreal was approximately $22
hillion ($Can)

~ the value of residentia! housing stocks alone m Montreal was
$6 673 TO0 000 00 ($Can)
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GEORGE M JOHNBTON

SURVEY AND CRITIQUE OF EMPIRICAL
STUDIES OF INTER-URBAN LAND VALUES

INTRODUCTION

Tue determination of urban Jland values has been studied m a
variety of forms (1) the effects of changes on a partrcular
focation over time (2) comparison of different sites within a
city at the same time (3) comparnsons of different locations
within a city over time and (4) nter urban comparisons of
aggrepate variables

Much of the theory used to analyze mira urban land va ues
15 based on von Thunen®s model of agricultural land rent The
basic :dea 1s that location rent 13 determimned by transportation
cost savings and the concentric zong model of urban land ase

Moreover

Modern economisis have mserted the tools of micro
ecopomic theory mto this framework and adapted it to an
urban setting In the modern versions Thunens town
becomes the Central Business District (CBD) of a ¢ity his
crops become such urban ases of land as finance retailing
housmng The object 13 still to show how competition
determmes the price of space which is shown to be a dechining
function of distance from the cenfer An optimal pattern of
iand use 15 determined that 13 st1fl 2 sequence of rnings one
to each urban use (Goldstein and Moses 1973 p 475)

g"!
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The work of Wingo (1961) Alonzo (1964) and Muth (1971)
among others 1s rooted 1n the von Thunen model Their empirical
results are weak The problem with this approach 1s the changing
nature of cities and assumptions which ignore the complexities
of the land market

Wend and Goldner {1966) Romanos (1976) and Ottensmann
(1975 1977) raise sumilar critiques of the von Thunen mode’
based upon the imncreasing complexity of spatial pulls which have
replaced distance from the CBD as the transportation determmant
in residential land values The character of thus diversity 1s
discussed by Andrews (1971) who within the sub discipline of
urban Tand econommcs raises the diverse factors influencing the
determ pants of residential preferences and the factors developers
must consuder in location decisions Those factors include the
location of schools business districts recreational amenities etc

Tle recent studies which have attempted fo explain inter
urban differences in land values by the nse of multiple regression
tecaniques have explored Federal Housing Admunisiration (FHA)
data on residential site prices across Stamdard Metropolitan
Statistical Areas (SMSA)' Other studies looked at per capita
land values or residential site prices across states 2 Several other
complementary studies eXamined related factors?® Land value
appreciation one of the approaches used 1n this research was
first developed and empirically tested by Schmid (1968) This
article will consist of both a survey of the analysis behind each
aforementioned approach and the econometric medhodologies
used

With one exception previous research efforis have attempted
to explamn residential site values by SMSAs or siates by use of
cros sectional analysis Witte (1975) however developed a
pooled regression using time series as well as cross section data
The 1ndependent variables used in these stucdies have vared
The<e studies will be reviewed and they key emp rical issues will
be surrmarized

DEPENDENT VARIABLES
Geegraphic defimbions

There are three approaches based upon the source of the data
for geographically defining the land value variable as well as most
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of the associated independent va iables First s the research
based on State vanation done by Keiper et al (1961) and
Gottlieb (1965) Keiper et al s data was from the U S Census
of Government Gottlieb used FHA State data Second and
most common is the U S Bureau of the Census definition of a
SMSA used by Maisel {1963) Mittleback and Cottingham (1964)
Muth (1971) Witte (1975) and Ottensmann (1977) These articles
used the FHA SMSA market price data as the dependent variable
Observations varied from year to year dased upon sample size
criteria in data collection Ottensmann also used data provided
i Schmid (1968) from the National Association of Home
Builders (NAHB) This data was an aggregation of local home
builder assoctations by metropolitan areas The exact geographic
definitions of the local home builder associations are not known
but probably correspond closely to SMSAs Schmids econo
metr ¢ analysis also used the Bureau of the Census definition of
Uroamized Area 1 comjunction with the NAHB data Each of
tl ese geographic defimtions imply different analysis and mmplica
tions

Tae State based studies of Keiper et al and Gottlieb used
an es mmate of the land component of taxable real property on a

per capita basis and FHA average price of residential sites m
states, respectively Kemper et al s resulis show a significant

relat onship between the aependent varnable and income popula
tion density and agriciitural output var ables Gottlieb was
somewnat successful with two income variables and a growth

{emplovment) variable He howsver found agriculture values
msignaficant Keiper et al s research was direcied at explamning

the geographic disimbution of land values Gotf ieb argued that
Tis approach would  yield some valuable insights into functioning
of cur _rban land markess (1963 p 4) However while use of
St. e data boh for the depenaent and independent varables
can be useful for analysis of some gunestions such as the mplica
tions of demographic shufts or State policies affecung land use,
the aeg-e¢e of imsight mnto the functioning of urban land markets
18 Iim ted

Go'dstern and Moses in therr  Survev of Urban Economics
noted that researchers exhibit an understandable tendency to
avoid defining the relevant unit of study for their models because
of the difficulhies of obtaming adequate data (1973 p 172)
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Conceptuslly the land conversion market 15 that area around a
metropolitan area where land 1s 1n {ransition from non residential
use generally agniculture to residential or other urban uses It
15 defined by those mndividuals and groups whose function 18 to
convert land to wurban uses developers landowners land
specufators and public mstitutions through regulations and
policies

There 15 a2 wealth of lhiterature prnimarnly by demographers
and sociologists which deals with the conceptual and operational
problems of defining rural urban suburban, rural urhan fringe and
spraw! [Kurtz and Eicker (1958) Gibbs (1961) Fuguitt (1962)
Lieberson (1969) Sinclair and Manderscherd {1974) and Macura
{1975)] Sinclair and Manderscheid (1974) and Macura (1975)
applied different commonly used defimitions of rural and urban
respectively and discovered a large vanation 1 the population
which would fall into each category dependmg upon ibe defimtion
applied Of course the land converston market 13 1 transition
What 1s fringe today 15 most often city or suburbs i the near
future So while the concepts of fringe and land conversien
markets don t necessanly overlap the problems associated with
each are sumilay

Research in the area of land conversion has one of ila
common ifficuities m working m  the transition area
Frequently the theorettcal and the empirical categories have
been at variance since the former tends to focus on general social
characteris ics whereas the latter usually emphasized physical
geographical demographic or poliwcal attrihutes (Kurtz and
Eicker 1958 p 32)

The conceptual definition of fringe which seems appropriate
for this research focuses on land charactenstics

Lapnd use m the frmge s of a unigque natore which distin
gushes the area from all other residence categories This
unique characteristic 15 the exsstence of mixed rural and
urban land use—mvych of the area s stll 1 farmland and
residence of non farm dwellers are imterspersed among the
farms This muxture of land use extibits on consistent pattern
of farm and non farm residences 1fa consistent pattern of
residences exists, 1 e, if there are sohd groups of residential
homes without mterspersion of non farm dwellings, this
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area 18 not considered fringe area (Kurtz and Eicker, 1958,
p 35)

It 15 difficult however to find data based on this kind of
definrtion

The land conversion market can take on vanous forms It can
be a narrow fringe or a broad belt Also long nibbons of what 1s
essentially urban development both as regards the form of
buildings and the functions performed in them extend far out
mto the rural areas along the main highways (Shryock Siegel
and Associates 1971 p 162} Another example 1s marked leap-
froging to the extent that some discontmuities occur 1a residential
patterns Harvey and Clark (1965) defined three spatial patterns
commonly assouated with urban sprawl (1) low density contr-
nuous development (2) nibbon development and (3) leapfrog
development These can be considered descriptive categories in
a static serse They may all be occurring in any particular metro
pol tan area but will change over time

The defimtion of the umt chosen to express some relation
ship 1¢, population density will 1afluence the results of the
rescarch One couwd have population dispersed throughout the
area or concentrated at a particular point in the area and get
the same average density depending upon the grid chosen

Research into land wuse patterns must address empirical
problems of defining the density of urban development Gross
and ne* density are both of mterest Gross demsity as used here
1s the ratio of the metropolitan area to the total popula 1on This
approach has some potential in pirking up leapfrog and ribbon
development by iacluding all Jand ases though the vanation mn
land uscd for non residential development will exacerbate
problems 1o analys:s Net density the ratio of land for resicential
uses to people migh. be able to pick up low density continnous
development though here again the distribution of residential
mr xes from one metropolitan area to apother will vary The grid
or g:.amn cinosen for analysis has direct tmpact upon the analysis
Jor example one would have to have a grid capable of show ng
nboon development 1n order {0 examine hypotheses associated
with ribbon development Other grids would be needed for other

characteristics of concern
Whi'e 1t can be aruged that low density continuous develop-
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mept and nbbon development might explain higher land values
land values for sites transacted over a large grid will m the case
of leapfrog development include the expemsive closein land
trapsactrons and the less cxpensive more distant {ransactions
Therefore the data might madvertently indicate that appreciation

1s Jower with leapfrog development
One way of capturing some of the variation m settlemen.

patterns 1§ to know the gross amount of vacant land 1n a metro
politan area Northam (1971) and Niedercorn and Hearle (1968)
surveyed the land uses particularly vacant land for various
Amencan cities Both reports point to the proportion of vacant
land being greater for lower population size cities While the
numbers generated provide insight on the past development
patterns and could indicate 1f presently vacant jand 1s filled in
later 1t seems unlikely that erther study rigorously defined the
geographic area to which the questions were directed Therefore,
significant variations based on newness and size of the cities
could exist

Previous research has also found a statistically sigmificant
and positive relationship between site price and gross population
density Mo e mtensive use could imdicate grester competition
for land hence greater appreciation On the other hand higher
appreciation or site price will decrease the quantity demanded
and raise depsity This suggests 2 simultapeous relationship
Income and preferences also enter mto this in*eraction

Idle or vacant land on the fringe remams difficult to measure
but remars a concern 1a land value analysis as Clawson noted

land within the suburban zone not actually used for urban
purposes typically 1s not used at all OQur best estimate is
that there 1s about as much idle land 1n and around cities as
there 15 land used for urban purposes In the suburbs the
1dled Jand 1s an even larger proportion (1971 p 318)

If this 1dled land 15 1 exd for speculative purposes the level of
expectations and uncertainty associated with particular marhets 1s
of mterest Ottensmanns (1977) model associated expectations
with per cent of change n popuiation Schmid (1968) and Hansen

and Schwartz (1975) however mdicated the possibility  of
£xpectations exceeaing actual gains
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Another aspect of operationalizing the land conversion
market concept also presents a dilemma On one hand one can
use the US Bureau of Census definition of urbamized area The
basic concept 1s a population densily index However accordmg
to another Census publicaion  If the suburbs are viewsd
as a peripheral part of the physical city and therefore entirely
urban, -ather than as a traditional zone belween urban and
rural territory, then the former (urban f{ringe), more restrictive
defimition would be the preferable omne’ (Shyrock, Siegel and
Associates 1975 p 130) Other census definitions such as SMSAs
are also problematical conceptually because of therr basis on
political units Unfortunately Urbanized Areas and SMSAs are
the basis of most of the available U S data for cross city compan
sons and so serve as the basis of tneasurement in the econometric
models Much relevant area information 1s lost eg areas
showing potential for population growth and increasing density
ratios and areas showing marked leapfroging of residential or
commercial development will not be captursd by these measures

It 18 clear that the method selected for operationalizing the
land conversion market 1s critical to the definition of all variables
and formation of all hypotheses It 1s necessary nevertheless to
be somewhat arbitrary and pragmatic in the choices made The
geographic problem with most of the efforts at explaiming
residential site or raw land values 1s the faillure to indicate the
problems associated with data using any particular geographic
definition

Companson of dependent variables

There have been four types of aependent vartables used mn the
studies being reviewed here Thaey are (1) the land component of
property value (2) the price patd for raw land by developers
(3) the price of residential sites erther rece.ved by aevelopers
(NAHB) or assessed by the FHA and (4) land valoe appreciation
which 18 calculated using raw land price or site price Table 6 1
summar.zes this research

The estimate of the land component of taxable real property
assessment ratios uced by Keiper et al s (1961) study from the

Census of Government for 1957 was highly correlated with total
rea] property value The Spearman coefficient of correlation
between land and property rankings 1w 1956 13 96 (p 157)
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Moreover the regression model worked better for total property
values (per capita) than the land component estimate To Keiper
et al the most troublesome 1ssue arose from not only the lack of
consistency of assessment practice between states but also
within states, hence offsetung effects of different land market
practices

The best data operationpally for site price or appreciation are
vhe price paid for raw land by residential developers While this
data may exist 1n scattered studies only the NAHB data for 1960
and 1964 represents significant systematic gathermng of such
data These data are reproduced m Schnud (1968) from NAHB

sources
Residential site prices as reported by FHA and NAHB has

several internal components (1) development cost of a site
(2) agnicultural opportumity cost (e g agricultural value) and
(3) size of the site Racn of these factors imply different policy
questions They in turn can explam the reason for statistical
sigmificance found n such independent variables as the construc
tion cost mdex (Muth 1971) average site size (Witte 1975) and
value of agncultural land or products [Keiper etal (1961),
Maisel (1963) and Witte (1975) ]

Schmid s land value appreciation is derived from site value
The computation process 13 as follows For each city the analysis
begins with the price per finished lot The farm value of the land
in the lot 1s computed and added to the Iot improvement costs
and the total 1s subtracted from the finished lot price to cbtamn
the amount of absolute appreciation The appreciation 1s then
exp-essed as a percentage of .he farm value

Ottensmann 1 commentmng on Schmids appreciation

wariable notes that

Schmud s dependent varable has per cent appreciation over
farmland values This s h.ghly correlaied with land prices
themselves since farmland prices are much smaller and vary
less However any error in the farm land price data s
magnified by this procedare producing large variations in
the appreciation vaniable (1977 p 394)

This argument notes the measurement difiiculty but does not
dwrectly challenge the underlyng theoretical conc=pt
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Independent variables and regression resuits
of previous reseaxch
The following results of econometric research sand out (1) In-
come and population density were most often found sigmficant
(2) Total population and population growth were often found
significant when either income or density were found msignificant
or not used (3) Value of agricultural land or output was found
significant im three out of four studies explaming State or SMSA
site variatton (4) Other vamables found sigmificant in various
studies related to site size construction cost (indices) or pr ce of
complements

Income and population seem 1o have an inter relationship
which has affected which variables have been found significant 1n
those studies Average income of one sort or another was
significant 1n all but two studies [Masel (1963) and Schmd
(1968) 1 In both of those cases population change was found
sigmficant Also 1n only one case out of four (Witte 1975) did
popualation density enter the equation with imcome In other
words mcome seems closely associaied with size variables total
population or gross population density As the population (size)
of the metropolitan area 18 larger then income per family should
be greater The relationship between density and income 1S
complex Higher :ncome 1s associated with a greater ability to
purchase larger lots but the cost of living n dense areas and the
costs of congestion are also associated with greater incomes This
of course leads back to the problem of geographical definitions
and the problems of mming different characteristics 1n any of the
three major geographic definitions and even within the fringe area
of the urbanized area Income may aleo indicate a degree of
market powier on the part of sellers either direct or through
expectat ons to change what the buyer can pay or inverseryy a
measure of the aegree of willingness of buyers to pay

Per cent change m population is statistically significant 1n
four studies This also perhaps indicates some role for expecta
tions  Value of agricultural output or land appeared significant
iz three studies and msignificant in one other This demonstrates
the mmportance of agricultural land value as an mdication of
opportumty cost or competing uses of land and hence a supply
characteristic

The other varrables were residential costs site size and price
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of new homes Construction costs could affect both supply and
demand Assuming some relationship between construction costs
and development costs the supply of lots will be affected On the
other hand construction costs associated with the price of new
homes will also affect demand Site size was found sigmificant by
Witte (1975) and mdicates a relationship between per unit prices
and size of the lot

Issues of functional form i the dependent amd

mdependent vanables

The issue of functional form was raised mmtially 1n a footnote by
Witte The logarithm rather than the unmanipulated value of
the price per square foot was used 1n order to give the dependent
variable a more nearly normal distnnbution (1975 p 357) On
the other hand Witte stated that Muth used the log of all
variables 1n his regression znalysis Muths coefficients are
esttmated usipg unmanipulated not standardized varmables

(1975 p 362)

The 1ssue of functional form 1s related to the hypothesized
relation between a dependent and independent vamiable In
any given situation the researcher canmot know with complete
certainty the nature of the functional relationship  Ideally his
theory tells him unambiguously which to choose if he fails
to utilize the appropriate one i this sitwation his estimates will
be biased and/or incficient Only 1f complete searching of the
theory does not give the rtescarcher any direction should
he proceed to use the following ad hoc procedurs which can
never completely substitute for a good theory (Rao and Miller
1971, p 105) Certainly m comparing the research to date there
has been little theory and no clear evidence that Iog forms are
tuperior to linear forms of the equation The practice of Witte
and Muth seems to have been to use non linear functional forms
to take care of concerns about heteroskedasticity wuhbout

concern for the theoretrcal umplications of these functional
forms

Comparison of stedies by Witte and Ottensmanmn

The two most recently published studies by Witte (1975) (1977)
and Ottensmann (1977), can be contrasted to rase several ssues

These two studies represent a contrast in several areas of
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approach to research in this area These include (1) number of
vaniables considered , (2) functional form  (3) regression
techniques tried (¢ g, Ottensmann used a recursive model and
attempted some simnultaneous equations while Witte had a series
of cross-sectional models and a pooled regression),
(4) theoretical arguments , and (5) results In reference to Witte s
article, Ottensmann raised the following issue to be considered
here

Other alternative explanations of the Ievel of land values
have been provided however, the derived demand model
developed and tested by Witte (1975) 1s one of the best
examples She has achieved higher coefficients of determina
tion but only at the expense of considering a greater oumber
of independent variables The simple straightforward model
tested here with but three independent vaniables must be
considered as a vahd alternative (1977 p 389)

Ottensman s three mdependent varable model offers very little
new incluamg the theory justifying their use Oan the other hand,
Witte presents little rationale for the use of vartables or for the
sometimes fanciful proxies chosen While this may have been a
function of publication space 1t also scems that Iittle attention
was paid to the implications of each specification Regardiag
variable selection Witte noted

In many cases a number of alternative measures of the
determmants of residential site prices were found and that
measure which gave the best explanation as measu-ed by the
adjusted coefficient of determunation was the ome utihized
(1975 p 356)

The results of both studzes howsver are not reassuring for the
development of mstrumental variables designed to influence the
land conversion market As do earher efforts they do pomntto
mcome, population growih size and population density as
significant variables These alert us io the need to sindy 1B more
depth the applications of urban shape and structure We bave on
one hand a aimple model capable of multiple explanations or
vague generalities and on the other hand a finely mamipulated
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model with little theory beyond the concept of derived demand

Ottensmann experimenied with a log functional form and
found Little improvement o results Different functional forms
were used 1n regressions for some of the variables For example
a logarthmic transformauon of the population variable was
tested in all of the regressions None of the tests were
conclustve (1975 p 395) Witte used a log form of the
dependent variable in an attempt to achieve a more nearly normal
distribution

The regression tschniqaes fried by each of these studies also
need comment Ottensmann while reporting cross sectional
results of a recursive model using OLS also attempted a system
of simultaneous equations He reported

Two stage least squares procedures were used to estimate the
parameters, with population income and the population
change variables considered as exogenous In each case the
parameter values associated with the omginal three predictors
of land prices were hardly changed from those obtaired with
the recursive model while the parameter associated with
density of development was nsignificant (p 395)

Witte used standard muftiple regression techniques Given the
number of variables used by each it seems that the techmques
used were appropriate to the other model For example two
stage least squares methods raise 1ssues of a critical nature when
variables are left out of the model Witte, however failed to take
advantage of the large number of variables used for esther a
recursive or simultaneously determmed model There are of
course advantages and disadvantages of each approach but
theory clearly indicates that some variables have simultaneously
determimned characteristics

SUMMARY

Inter nrban land value research nas concentrated on demand
vanables such as total population, median famuly income per cent
change in population etec, to explain a varied estimate of site
price and/or appreciation  Vapation in the umt of analysis and
problems which arise from these difficulties have been reviewed
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nere In both the selection of explanatory demand variables and
units of analysis the final choice 1s arbirrary Because of the
complexity of the urban strocture many aspsets of community
characteristics are interdep.ndent with other characteristics
While each histed variable 1s mdicative of 4 fferent trends of
mterest seiection of the appropriate group of variables can only
be made after an analysis of the spscific theoretical model to be
tested Geographical umits are less amenab'e to such decisions
and the selection of which uwait 15 used often dep.nds on the
available datz Pragmatic choices have to then be made but the
swrength and weaknesses of each g ographical unit should enter
18 conclasions drawn from such research

FOOTNOTES

1 These includs Masel (1953) Mittlebach a1d Cottinham (1954)
Muth {1971) Witte (1975) and Ottensmann (1977)

2 Feipsr etal (1961) estimates p r capital iaad valuss acro3s sta .8
based on the land compon ot of taxable rezl p op.rty Gottlieh
{1965) used FHA data on the averag r siduntial price of a site by
gtate

3 Thesenclude a study by Van Viucen (1976) on Canadian laad values
using Spearman rank correlations, a cross-se<tional study of housing
costs and zonng regulations 1o Now Jersey by Sternlieh and Sagalyn
{1973) and a cross sectional study by Muller (1977) of three Califor
tiian cities
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SEVEN

TONU PUU

ON THE EQUILIBRIUM DISTRIBUTION OF
POPULATION AND LAND VALUE IN AN
URBAN REGION

THE purpose of this paper 15 to construct a model for the spatial
equilibrium distiibution of population within some urban area
There 15 an equihbrium when all locatiops are cons dered as
equivalent and no reasons for mugration exist To escape the
comphicated utiity approach mtroduced by Wingo (1961) and
Alonso (1965) we simply state that there 1s equivalence of
location when the sum of housing and communication costs for
an mdividual balance so that more expensive accommodation is
compensaied by less expensive communication and vice versa

The cost of housing 18 supposed to be determmed by land
value which 1s iiself determimed by population density

Communication cost on the other hand depends on the need
of communrcation with other locations and on the facihty of
movement at various points of the region The latter 15 taken as
dependent on congestion expressed as the ratio of traffic to capa
city For each individual the former 15 taken as proportionate to
population at the points of destination

Fixed transportation capacity or road capital, 1s assumed to
be distributed on the region by some road building suthonty that
minimizes the sum of the caprtal mamntamence costs for the fixed
capital and the total costs for transportation

To make thimgs sumple we assume the region to be one-
dmmenstonal the closed mterval {x | 281} This s the ‘ long
narrow cuy iniroduced by Solow and Vickrey (1971)
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Population traffic and total transportation cost

We need an expression for total transportation or communication
cost to start with Supposing that we can aefine the cost of
transfer or displacement across a unit distance by some function
[f(x) that varies with the coordmate x of location we get the cost

for transportation between the pomtis » and y as
¥

.‘ Hz2) dz
E
Suppose that a number of communications proportionate to
the product p(x) p(y) of population densities at x and y 1s needed
This follows from the gravity or the entropy model if for simplicity
the distance dependence 1s disregarded The total communication

cost for the regron (—1 1) 1s
11

y
[ S sp(x) P f(z) dz dy dx 2
—1 x x
If we now use the formula for mmtegration by parts twice
subsequently (2} 1s transformed 1nto

i
[ 20 01 r @) 3)
e |
X
where P(x)=[ p(y) dy (4)
Z1
t
and Q(x)=l 2y} dp )
X

As P(x) 1s population to the left of x and O(x) i1 population
to the right of x the product PQ obviously represents traffic gomg
through x Hence we define traffic

Hx)=P(x) Q(x) &

and can obfain total transportation cost as
1

[ 70 1) ax ™
—1
Inturtively 1t is reasonable that total transportation costs are
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obtamned by multiplymg the cost of displacement f{x) by local
‘raffic 1(x) at each point x of location and by summing te
mtegrating over all locations of the region

We have seen from (4) (5) and {6) how one of the factors
namely traffic 15 determined We next turn to the question of
how the other factor transfer cost should be determuned In a
congested urban region it 1s reasonable to take all cosis of trans
portation {fuel wear of vehicle and driver s work) as proportio
nate to travel ttme This 1s the starting pont for our discussion

Traffic flow capacity and velocity
We need some hypothesis about how the velocity of the flow of
traffic 1s related to the intemsity of thus flow It is expected that
mcreas.ng flow mntensity reduces the speed when the capacity of
the road 1s given so that at a certain congestion traffic comes to
a complete stand still

For simphleity we consider traffic along one lane without
crossings and without overtaking We want to determine the
minimum space 5 between two cars that makes i1t possible to
bring each following car safely and smoothly to a complete stop
if the preceding one should come to a sudden stop through an
accident

Denote the maximum safe retardation by 8 Of course it
depends on the quality of the road and on the car the weather
etc and hence varies from one pomt to another along the lane
but suppose that it 18 a universal constant If the imtial velocity
of a car at time £=0 18 v, then 1ts velocity at time £ 15 v=y,—p¢
The time needed to halt the car 15 thus 1=v,/§ During this time
the car travels a distance of vyt —8s%/2 Substituting v,/8 for ¢ we
obtam 0 5 v!/p for the space needed

This however 1s relevant only provided that the driver
reacts immediately If we allow a time lag of p for the reaction
the car with velocity v, travels the distance pr, before retardation
begins Thus safe space between two cars 1s

s=0 5 */p+pv (8)

where we drop the index as we coasidar a steady state of motion
without acceieration or retardation The equation relates space
to velocity or reversing causality 1t relates velocity to space
avanable, provided that the drivers drive safely
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Now the space available depends on the concentration of
vehicles and their average length If the concentration 1e the
number of cars per kilometer 18 denoted ¢ and the average length
of one car 18 3 we have the space s=1/¢—8 kilometers

Substituting this mto equation (8) we get 05 »/B4¢v
=(1/c—3)

Supposing that the maximum possible retardation 8 1s mfinite
we get vy=(1l/p) (1/c—8) Retardmg 1/8 as the bumperto
bumper jam concentration we have arrived at an expression that
exactly corresponds to the follow the leader model See
Herman (1966) Velocity 1s brought to a complete stop at the jam
concentration

It seems however that another sumphfication than putting B
to infinity 18 more reasonable Supposmmg thatn general the
concentration 1s far from the jammed state & 1s small ip relation
to 1/c and we can i1gnore 1t Thus s=1/¢ We now wish to express
the concentratron in terms of the flow of traffic ¥ measured in
cars per hour As the velocity vis measured mm kilometers per
bhour and the concentration ¢ in cars per kilometer we obviously
have i=vc along one lane We now assume there to be / lanes at
a certain spot Hence 1=vel This mnkes 1t possible to sowve for
1/e==vl/i This s equated to s and substituted mnto (8} This yields
the two equations v=0 and v=2p(//i—p) We 1gnore the former
unsnteresting case of a sequence of cars standing still bumper to
bumper and adjust the units of measurement of velocity and
traffic so that f==1;2 and p=1

Hence v=(lfi—1) ®

and the reciprocal of velocity that represents the time of transfer
18
f=0D{(1—]D (10

Supposing transportation cosis to be proportionate to time
we conclude that f represents the cost of transfer or displacement
over one distance unit

Equation (10) 1s an important expression m the formulation
of transportation or communication costs As an idealization we
let { and / that represent numbers of cars and numbers of lanes
be contimuous varmables that measure traffic and capacity (or real
road capital) respectively m the following optumization problem
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Optimal quantity and allocahion of road capital

We are now prepared to answer the question How much road
capital should the authorities allocate to each pommt of the
region ? A reasonable rule 15 that the sum of total transportation
costs and total cos.s for building and maintaining road caprtal 1s
munimized It 1s reasonable to assume that the yearly cost for
amortization and interest and maintaipence of each unmit of road
capital 1s ithe sum of a constant burlding and mamtaining costs 4
and of a location devendent acquisition cost V'

1

Hence j [A+7(0) 1 () dx an
—1

1s total (perrodized) cost for road capital whereas

1

[()/Hx)] 3(>)
— T ], 12

L T—(x/iG] 12

1s toted communication cost according to equadens (7) and (10)
As we wish to minmmize the sum of these cost expressions

we have to differenfiate the sum of the integrands partially with
respect to [ at each » taking 7 as given and to put the derivative
equal to zero This obviously yields

A+ V=12 /(1—1fI} 13
or AtV=f2 ¢LY)

as the first order condiion Due to convexity the second order
conditions are fulfilled, so that (13) really yields a mmimum

The condition prescribes & relation that must hold between
transfer cost f{x) and land acquisition cost ¥(x)} ar ali pomnts of
the region As transfer cost f 13 1 one to one comespondence
with the ratio #/! according to {(10) we can say that land value
decides the ratio #/] of traffic to capacity that we may call con-
gestion for each pomt of the region By this relation an optimal
amount of road capital 1s invested and 1t 18 optumally allocated
In space 1n the sense that the sum of capital and communictiion
cosis are mimmal As traffic 7 1s determined by the distributron
of population p from {4) (5) and {6} the road capsal distnbution
I1s decided along with g/f
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Bslance of cosfs of housing and communication

We now turn to the eriterion of equivalence of all Jocations In
order that all locations shall be equivalent the sum of commum
cation costs and accomodation costs should be constant every
where The latter cost for a standard accomodation should like
road caprtal cost pe the sum of one contant B and a location
dependent term that i1s proportionate to land value ¥ Denoting a
necessary proportionality constant by A we get accomodation
cost as

B4-AV(x) (15)

The communication costs C(x) for one individual living at
locatton x, are obtained as

x x 1 b4
C(x)=f.p(y> | 603 az ay+ B2 [f(z) dz dy (16)
—1 ¥y X x

We have to make 1t a sum of two integrals because they take
care of trips nightwards and trips leftwards respectively The
integra; | f(z) dz 1s the cost for one trip and as due to hypothesis
£{y) trips go to location p the formulation s straight forward

By integration by parts the formula (16) 1s easily transformed
anto

x 1
C(x)=[ PU) ) dy + j 06) 70 dy an
e § x

where P and Q agamn by (4) and (5) denote population to the
{eft and to the right of a point respectively
If we differentiate {17) we obtamn

C (x)=[P(x)—Qx)] f (x) (18)
Differentiating once more € =(P —Q) f+(P—~Q)f But
dueto (4)and {5) P =—0 =p Substiuting this along with

{P—Q}==C [f from (18) we get
fC =2pf*4+Cf (19)

For equivalence of location C(x)-+B+AV(x)=constant for
some A>0 mmst hold true Differentiating once and twice
respectively we get

C+M =0 120)
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C "+ AV =0 20
As however from (14) V=f*—4 we get
V =2 (22)
and V=2 (f *+f ) (23)

Substutiting from (20)—{21) and (22)—(23) mto (19) we get
the differential equation

—Af"=p (24)

as the final condition for equivalence of locatson

By straight forward mtegration we can hence determine the
transfer cost function f(x) from & given distribution of population
p(x) On the other hand by (14} the dmstribution of land value
¥ (x) 1s determined along with f{x) As we have seen from (10} an
optimal allocation of roads determines the distribution of i(x)/I(x)
as well and 1(x) being determimned by (4) (5) and (6) from p(x)
the proper distribution /(x) of road capital 1s determined Hence
Jor any distrnibution of population we can now determine all the
other distributions of the model

It 15 lowever reasonable to assume that there 18 an
additional condition 1 the system Land value should by the
mechamism of supply and demand depend on the density of
population accordmg to some fumction V=F(p) For complete
ness the amount of land used for roads should be taken i account
as well but for simpheity we abstract from this As V=f?— 4
from (14) and as p=—Af" from (24) we get the equation

F(~Af ) +A—/*=0 (25)

Only transfer cost functions £ (and corresponding population
distnibutions p==-+Af ) that fulfil this 1dentily aie possible

Equation (24) leads to some qualitative conclusions As p>0
and A>0 we obviously have

J7 <0 (26)

everywhere 1e the transfer cost function 18 strictly concave
everywhere This mmplies that there 1s some center (which may
be one of the boundary points) where framsfer cost 1s maximal
Transfer cost and congestion decrease monotomically with the
distance from this center Along with transfer cost we know
from (14) that land valve 18 maximal in the center and that it
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decreases with the distance from 1t Accordingly with equivalent
locations communication costs are mintmal in the center

There 13 henice a unigue center with high land value and low
communication costs for people living there along with a heavy
load of traffic to road capacity and low speed of traffic Observe
that this 18 not socially mnoptimal The inoptimality of tolls has
been demonstrated 1 Puu (1978)

We exemplify by a special case where land value 15 propor
tionate to the square of population density 1e F(p)=p® and
A=0 Then the equation (25) renders the differential equations

A4 f=0
and Af?—f=0 @7)

As 7 <0 only the second one makes sense as we want >0
The solution 15

F=acos (x/ A+B) (28)
Suppose that the solution is symmetric Then 5=0 and
f==a cos (x/ A 2) Asf <0 must hold we have A< 4/n? Immeds
ately we get p=f and V=p* Integrating (4) and (5) we get
P=ay A [1+sm (x/YA)] and Q=a¥A[l—sin (x/42)] Hence
from {6), 1=a®A cos® (x4 A) Substituting 1nto (17) we next
get C=a?A[14sm® (x/¥ )] As C+AV=2a%A all locations are
equivalent
As anpother example we iry the possibility of having p=1
From V=F(p) we conclude that then ¥==constent Then the
equivalence condiion implies that C==constant But from (18)
C =0 everywhere only if f=0 because (P—O) changes cont:
nuoucly at the rate 2p=2 Ths 15 only possible with ==0 as we
see from (10) But as P==1-4x and 0= 1—x with unitary popula
tion 1=({1—x%) Hence we arrive at a contradiction and conclude
that a constant population density is not possible it the model

A two dimensional model

Despite the ntwitively appealing conclusions the model has an
obvious unrealistic feature as it deals with a one dimensional
regron It 18 most desuwable to generalize to a two dimensional
region There 15 & sumple way of doing this namely the one used
by Solow (1972) mn gencrahzmng his one dimensional ‘long
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narrow city to a crreular one If all distibutions on the circular
region possess circular symmetry and especially if all trans
portation moves ragially so that the only possible connection
between two pomts in the circular disk is 8 pair of radials that
meet n the center Wwe can very easly make the model tWwo
dimensional

Most of the formulae remam unaffected by this So even
though the capital mamtamence costs and the transportation
costs are now obtamed as double integrass the mminuzation of
their sum still yields the same conclusion as before

AtV =f1 @9)
where stdl F=0/D/(1 =D (30)

The only difference 1s that all distribution functions ¥, f 4, [
etc now depend on a pair of Cartesian co ordinates x yor 1o
view of the circular symmetry on r=A (**+) ) if we for con
venience place the origin of the co-ordinate system 1n the center
of the disk The equations stated must now hold at all pomts x y
of the region

The same obwiously holds true for the condition of equiva
lence of location namely that B4+C+AV==constant must hold at
all x y For this to be true

C +av =0 (30
must stifl be fulfilled The denvative 13 now faken with respect
to r=4 (3" asC and ¥ depend on x y only through r due
to symmetry assumptions (B1s still a constant that vanishes at
differentiation)

The only part of the model that we need o reconstruct 15 the
denvation of traffic distribution 1(r) and of cost distribution c(r)
For the sumple case we can use a heuristic reasoning

Let us begmn with traffic at distance s from the center For
simpheity we take the radms as vnitary apd assume total popu
lation to be w If 1t 18 distributed with equal density we hence
have p=1 Now define

r
P(r)=2x j. q.p(g) dg (2)
¢
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1
and Qlr)=2n I q plg) dg (33

I o
to represent the totals of population that live in the disk
{x )| »+1°<rY)} aod m the mng {(x,3) | x4 21)
respectively Due to assumpiion

P4Qu== (34)

for the whole unit disk {(x ») | x*4y2<€1}

We can ask how many transports cross the circle x24-y2=r% ¢

As the demand of transportation was taken as proportion
ate to the product of population densitics at origm and at dests
nation of each trip we can represent the numbers of various types
of trips as products and squares of P and @ Hence P2 represents
the number of trips betweer points within the r circle which
(movng radally) do not cross 1t at all 02 represents the number
of trips between points in the ring outs de the r cirele They cross
the circle twice on the way mward and on the way outward PQ
represents the trips between the disk 1nside the r-cmcle and the
ring oufside 1t Unlike the squares that account for trips m two
directions the product only accounts for trps outwards or trips
mwards Hence 2PQ 1s the number of trips that cross the # ¢1 cle
once This is venified by the fact that P+2PQ+O2==(P+ O)i=x;
as 18 reasonable

The number of intersectrons is hence 0P +12PQ4 2 07
=20{P+0)=2-0 To get the density of intersection we have to
divide this number by tae perimeter 2rr of he 7 circle Hence

i=0r {35)

If as an example, p=1 we get from (33) O=n{l—r?) and
from (35) r=n(a—r?)/r Compared 1o the one-dimensional case the
concentration of traffic to he center 1s much more pronounced
when popalation density 18 constant

We can also easily calcslate commumication cost C(r) We
first observe that for all transportation except to pomts lying on
the same radial as the siarting point {which can be ignored as
the areal content of the set of zero), all trips have to go to the
center The cost for each such trip 1s
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r

[ 70 a4 @9
0
The total number of trips 1s = so that for total cost (36)
should be multiplied by = From the center the trips go radially
to all points of the region The cost for that 15

1 r
on j r p(r) I Aq) dg dr 6N
0 0
which by integration by parts can be put 1z the form
1
I Q) ') dg (38)
¢
r 1
adso  CO)=r | f@) dg+ | 0@ A0 dg (39)

0 1]
QObserve that the second term in the right hand member 15

a constant and that only this constant depends on hov population i3
disiributed Hence the derivative 18
C =xf {40

which 1s independent of p
As C =~2V from (31) and ¥ =2ff (from (29) we finally
get
2Af +n=0 4D

Thus we can solve the differential equation for f(r) whick s
now independent of p(r) The sclut on 1s Imear We can easily
obfam the land value function V(r)=f{r*—4 once we have
determumned f{r} Also the non constant term of C(r) 1s obtainable
from {39) by simple integration The interesting thing 1s that now
everything 1s determined without the population disinibucton, or
which 1s the same eny population disirtbution 15 possible If we
specify V="F(p) then this relation determmes a unigee population
distribation {as F >0) In conclusion this two dimensional® case
18 actually simpler than the one dimensional case

Difficulties in the two dimensional case
The two dimensionahty 13 however only spurrous If we make
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two radial cuts 1 the disk and clagp the two sectors together to
line segments we arrive at the one dimensional case Sectorial
areas turn into line segments and this accounts for the changed
formulae but there 1s nothing 1n the two-dimensional case that
occurs that cannot occur equally well 1o the one dimensional case
Henee this change 15 no real generalization and on this account
Angel and Hyman (1976) criticize Sclow and other anthors cons
tructing models with a central business district to and from which
all transportation goes radially It must be stressed that a real
generalization to iwo dimensions 1s a very difficult task demons
trated by the fact that Angel and Hyman do not manage to define
even a correct measure of traffic for 1t

The problem 1s that the routes that iransportation takes are
no longer fixed, like being confined to the line segment that the
long narrow city itself was or to the radials of the circular aty
The route xtself 1s an object of choice and, given f 1t could be
determuned by solving the vamational problem of minimizing
{F(")A [r*+(dr/dw)?]dw where © 18 the angular coordinate satisfying
x==r ¢os @ and y=r sin & Such problems have been solved m a
multitude of works such as Beckmann (1952), Wardrop (1969)
and Angel and Hyman (1970) to mention a few

The determmation of traffic 1s however very complicated
except for a few simple cases Angel and Hyman use the heuristic
approach outlined in the preceding paragraph namely to simulate
end poinis for trips at random to decide the number of mter
sections (0 1 or2) between a circle of given radius and the
optimal path corresponding to the end pomnts Thus they expect
to arrive at a measure of traffic by counting *he average inter
section density for the tnips

Doing this they miss one mmportant pom* If we regard the
circle (or cordon ) intersected, not as an actual circle, but asa
very thin ring, then we see that the length of the segment of an
mtersecting route cut off by the rmg depends on the angle of
incidence and so does the load of traffic created by this trrp The

cordon crossings should no. only be counted but weighted In

Pau (1977 I have demonstrated that weights equal to the secants
of the mcidence angle are reasonable

It was also shown that the measure obtamned in this way
agreed with one mpheit 1n Beckmann (1952} where traffic flow
was treated as anelogous to an incompressible flusd In hydro-
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dynamics the conservation equation for the flurd relates the
divergence of the flow to the distribution of sources and sinks
The sources and sinks 1n our case would be the tnips starting and
ending at various pomts In Beckmann s case a single type of
goods 18 studied as 1t flows from excess supply sources to excess
demand sinks The present case would be more complicated as
the commumcation between all paus of pomts corresponds to a
non denumerable infinity of vector fields that uonbke physical
fields do not fuse into one resultant field The reader may find
something about all these matters and a few traffic distributions
resulting from very simple transfer cost functions and population
distributions iz Pun (1979)
Equally difficult to derrve are the communication cost distrr

butions For some simple cases the reader may find examples 1
Puu (1979)
Much work 13 however needed to construct a theory of

population distribution equilibria for real two dimensional cases
ltke the one developed above for the one dimensional case

In a more general model one should also ask to what extent
tne single lane model for speed and flow of traffic 13 relevant as
traffic 10 2ll directions 15 mncessantly crossing at all points of the
two dimensional region

Addendum on the case of the entropy model for imteraction

In the main text we for simplicity disregarded the fact that frans-
portation demand is sensitive to distance even in an urban area
of limited size We could quite easilv bring this dependence into
the picture The demand for transportation would then ne
longer be pﬁx} p{y) m the one dimensional case but rather
p) p(Me— T 17~*1 If we then modify the defimitions (4) and

{3) o

X
P(x)= K p3) et gy
i

1
and 0= [ P} 10— gy
=

then the defimtion of traffic (6) and the cost expression (7) hold
ag before The same 18 true for (17), the final expression of C(x)
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Alse (18) s left unchanged On the other hand (19) 18 changed
1nto

fC'=2pf*+Cf —y(P+Q) f*

and this changes the differential equation (24)into the mtegro
differential equation

—Af* =p—r(P+ Q)2

Observe that the expression (P+ Q) 1s no longer a constant
but for each x 1s a functional of p This sum represents com
musnication from each point with the rest of the region
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EIGHT

MALCOLM FAIRWEATHER

LAND YVALUES AND LAND USE INTENSITY IN
THE NORTH AMERICAN CENTRAL

BUSINESS DISTRICT

An Appraisal

INTRODUCTION

LAND values in the Centra’ Busmess Districts (CBD) of No th
American ciies have Tong been studied by geographers for tne
purpose of assessing tneir spal al characteristics and furthermore
to det.ririne 1f commor dntributional patterns exist In a 1903
study Hurd* deveiloped the 1dea that 1n crties the economic rent
of a prece of land was based upon 1is locational characteristics
and that he most accessible po nts 1n the city would have tae
highest iand values Later in the 1920 s Haig? discussed a thiee

fold interielationstp between location transport costs and land
values His concept was that the most accessible locauon 1 the
CBD had the lowest transportation costs from which to serve the
eatire city This land therefore would be at the most desirable
location m the CBD and the great competitive bidding for such
property would result 1n 1fs value being extremely high Such a
location 1s often described as the Peak Value Intersection (PVI)

Smce mcreasmng distance from the most accessible point or PVI
will cause a concomutant mcrease mn relative transportation costs
for each piece of real estate the value or such land would be
fower This relationship between the land values and distance
from the most aceessible point 1n the CBD has been demonstrated
by Alonso® to be 1n the form of a negative exponential curve

Tnvs as distance increases from the PVI land values dechne and
Hartshorn has stated that the drop m these values 1s parhcularly
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sharp within the first few blocks from the PVI ¢ Furthermore
Carter has determimed that since land values refiect demand for
a scarce commodity Iand use intensity or building height Is an
attempt to squeeze maximum use out of a limuted resource that.
13 central city land and thercfore a prior: there should bea
clear relationship between value and height hence 1t 1°
mmpossible to mamtam that a height of building land value
relationship does not exist &

THE PROBLEM

It would seem that the above relationship would require little
further documentation The CBD s are the most visible areas of
crties the.r land values are high and they do possess the majority
of high rse structures, whose profiles can be seen easily Such
a land value/intensity of usc relationship should be clearly
evident, even to the untrained observer This concept however

18 static and does not take mto consideration past and present
CBD bwlding trends trends that have been the resuit of
technological change and prevailling ecomomic conditions

Furthermore the concept 1s rigid and assumes a regularity of
patterning that may be difficult or even mmpossible maintain 1
this uncertamn everchanging world Thus the question must be
raised as to the validity of the land valuefland intensity relation

ship generalization cited above Isit a model whose simplicity 1s
appealing but yet not found 1n reality ?

Dunng recent years the CBDs of North America have
witnessed a change in function with the decline of retailling and
an increase m the mumber of office operations a change that
caused Garner and Yeates to state that  most downtown areas
have experienced striking structural and functional elterations
smce the md 1960s?% It must be stated however that this
trend <tarted many years ago In the 1920 s, for example, about
90 per cent of the total retail sales in urban areas were from the
CBD, but by the 1960’s Hartshorn estimated the CBD proportion
of metropolitan wide sales to be between 10 and 20 per cent and
to have dropped below 10 per cent for the 1970 s 7 This reduction
m sales was paralieled by a dechne in the number of retathng
establishments i the CBD, droppmng about 38 per cent m cities
with populations of between one quarter and one million 2nd by
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about 26 per cent for cities with over a mullion pcople donog
the period 1954 to 1967°® Since it may bc assumed that the
suburbanization of retating continued at an ¢ven faster rate
throughout the decade of the 19705 1t may be stated that there
are proportionately fewer dollars being spent in CBD retailing and
that there are fewer retaiing establishmenis operating there today
than was the case in 1967

The decline 1n retailing 1llustrates the dynamic processes at
work 1n the CBD While retaitling was moving out of the area
office development was growimng and Manner s study of selected
Standard Metropolitan Statistical Areas indicated that there was
greater than a 41 per cent mecrease 1n the gross floor space given
over to office functions during the pemod 1960-1972°9 The
proportion of these new office functions that were location m
new structures 1s not known but 1t was probably significant and
the boom 1n the construction of office buildings durng this and
Iater pertods did have a noticeable impact upon the CBD skyline
It 1s clear that the newer structures tended to be talier than the
ones that they replaced Furthermore, such periods of coastruc-
tion came 1 spurts The 1970 s for example witnessed two such
growth periods from 1971 to 1974 with a second period begunning
in 1978 and extending mto the 1980 s ! It 15 obvious that with
ever mcreasing land values the new CBD structures had to be
tall m order to amortize the high cost of the land Such 1s the
case 1n Houston Texas where the new Texas Commerce Tower

Fust International Plaza and Three Allen Center are all 50 or
more storzes m height Smce all of these new tall structures

were not able to be located on the most accessible or most
expensive land 1n the CBD 1t 1s apparent that the perceived
relationship between building height and land values may not be
as strong as one believed especially when analyzed on a block
by block basis mn the CBD Furthermore Johnson'! has noted
that the new office structures tend to cluster This concentration
of newer structures must therefore distort the CBD profile to a
greater oxtent today than was the case in the past especially
since offices are now the ° major central city employers (and)
the major sources of property tax revenues 4
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CASE STUDY

o test the hypothesis that functional change and the nor
rowth processes at work in the CBD will not produce reg
ind use mtensity pattern 1n the CBD and that such mten
istributions will not necessanly conform to land value paite
-¢ city of Rochester New York was studied An ur
ymmunity of nearly 300 00C people Rochester has a well defi
ommercial core and statistics available on a block by bl
asis For the purpope of this study three vanables w
nalyzed and mepped (Figs 81, 8 2 and 8 3) namely land val

B

B o =

fi v+ o0

3 s shmces assr soms orec Lasenes

ROCHE"TER, W D

Fic 81 Land values i central Rochester



Land Values and Land Use Intensity 2

I > 2gs

|

u
8
]
w

CORCES ASSESSORE OFFCE & O BLANN HG
ROCHESTE ; MW RK

Fic 82 Building yalues i central Rochester

1g values anc the Murphy and Vance Central Busmu
-t Height Index (CBDHI) 1 The use of the CBDHI w
tated by the fact that the buildings on any city block w
Terent heights and that the proportion of the block th
wceupled varied widely It was imperative therefore that
rdized measure of building height or land use intensity
d hence the selection of the CBDHI

visual comparnison of the three maps mdicated that the
eme level of similarity 1o the distnibutronal patterns of t
alues bulding values and the CBDHI Smnce the stud:
earhier indicated that there should be a significant Jevel
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vattal correspondance between these distributions Pearsc
oduct Moment correlations were apphed to the data T
sults were lower than had been expected The relationshs
tween high land values and high bullding values was s

-0 6221, mdicating a spatial correspondence in about or
ird of the cases A much lower level of correlation was foun
x the CBDHI and the land values (r==--0 2920) illustrating
ssttive relationship but a weak one These relatively low correl
on coeficients for Rochester indicated that broad generalizatior

out CBD land and bwldmg values as well as the mtensity
ind use may not be guite so valid when apalyzed at the mucr
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level of the CBD Perhaps a new avenue of approach should be
taken to explain the relationshp between CBD property values
and the mtensity of land use

The CBD continues to occupy & location at the center of
most cities A position not modified greatly by suburban expan
sion at the periphery of the urban area and one mamtamned bv
the existing transportation mnfrastructure While the ease of
access of the CBD to the city as a whole may rematn unchal
lenged copgestion in the mner city has mcreased traval times to
the CBD and extensive freeway construction in suburbia has
greatly faciitated movement n the outer city These events
however have not changed the accessibiity rating of the CBD
nor have they altered the level of bidding for sites 1 the CBD for
establishments serving the whole city As a resuit, land values
are stil] haghest 1n the CBD and may be expected to remam so
mto the foresceable future In the case of Rochester the land
value pattern conformed to the expected with values dechimng
with 1ncreasing distance from a central somewhat clongated
peak The question arose therefore as to why the relationship
between the value of the land and the intensity of the land use
was so poorly correlated

The physical characteristics of a CBD site are extremely
difficult, if not impossible to change but the structures upon
them ave an entirely different matter Bwildings change functions
they get old they burn down and they outhive their usefulness
Furthermore structures may be owned by conservative organiza
tions like churches and trusts or they may be owned by dynamic
real estate developers As a result the land may pot change i
value or form but the struciures bwilt upon st wall Such change 1s
more likely to be random due to multifaceted extrancous forces
tather than to conform to any highly orgamzed land use mtensity
model This situation arises because there are no systematic

patterns of property ownership For example certarn groups hold
on to structares long after others would have replaced them with

more profitable burldings buildings probably taller than those
bemg replaced and thus representing a greater intensity of Iand
use Furthermore some property owners tend to wait yntil the
time that structures fail to yield profits before rebuilding while
others wait only for the ume when a mors profitable situation
occurs before they redevelop their property Any of these factors
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can occur at any time but they do not occur ali of the time and
they are unbkely to be distributed evenly throughout the CBD
hence the lack of a pattern to CBD buildings in terms of ther
land use intensity

THE MODEL

It can be shown that even under the best possible of cases
where the land 15 owned by mdividuals whose aimn 1s to maximize
profits there may be times when a tract of CBD land use
iniepsity does conform to a negative exponential foimat while
in other jocations mn the CBD and at other times in the tract
under review the expected pattern does mot exist The model
introduced here approximates wave theory i terms of the
fluctuations m structure herght and 1t assumes that older buildings
are less profitable and replaced sooner than newer ones

In Fig 84 illustrating a section through an hypothetical
CBD Intme period one (T 1) the section east of the Peak
Value Intersectton (PVI) approximates the standard model of
dechning iand use intensity with increasng distance from the
PVI while to the west no such relationship exists Dunng time
peniod two (T 2) the small structure on block A 1s replaced by 2z
new taller building to beiter maximize the uhlization of the
mcreasing land values mm the CBD This taller structure may
bave ajso changed its function In time period three (T 3) block
B 1s replaced and finally 1n time peniod 4 (T 4) block C (the
newest and tallest strmcture 1n T 1) 1s replaced A simuilar cycle
was at work for the area to the west of he PVI but not
synchromzed with that to the east Given that o the above it
was the older structure that were being replaged dunng each time
pertod even this element of regulanitv faled to produce an
mtengity distribution that approximated the land value pattern
at all times When apphed to the CBD as a whole the relationship
wounid be even less clear Furthermwore since the above fails to
take 1mto comsideration fires bankrupicies and otber disasters
that affect CBD nsers, as well as the conservative or aggressive
nature of the property owners, 1t may be stated that CBD land
use mtensity a8 measured by the height of structures or the
Murphy and Vance CBDHI should not be expected to correlate
hrghly with Iand valnes for the CBD as a whole This was the
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case for Rochester New York and is probably the case for
CBD s elsewhere

CONCLUSION

Thus 1t may be ilustrated by the anaylsis of Rochester, New
York 1in particular and by the ever changing nature of CBD uses
1n general that the intensity of land use will only rarely approxi
mate the pattern of CBD land values This mspite of the fact
that every property owner would Ike to maximize the return
upon 1nvestment on land owned Furthermore at any given time
high interest rates may temporanly prohibit CBD construction
and cause high value land to be used as parking lots a land use
that produces imncome for a very limited capital outlay or operat
mg cost, but not a land use that can be regarded as intensive
when compared with a 20 to 50 story building There are so
many variables to be dealt with some Jong term (the growth or
decline of a citys economy) others short term or intense (fres
for example) that so disrupt CBD s three dimensional configura
tion that the actual building intensity distribution fails fo conform
to the pattern of land values at the micro or CBD level

In conclusion, 1t must be stated that the CBD does represent
the greatest clustering of high intensity land use for the city as a
whole (the macro level) but that even this pattern may be chang
ing with the establishment of suburban office and retailing centers
Just as the evaluations of city wide land use models are coming mto
the hiterature models that had moved away from the monocentric
models of Burgess'* and Hoyt'® to the multi centered formate of
Muller** and others so we should take fresh approaches to
analyzing the CBD The Central Business Districts of North
American cities are complex areas undergomg changes m form
and function Smmularly, the land use intensity pettern 1s beng
mod fied constantly as newer taller structures are poking therr
way skyward The resnlt 1s a building intensity pattern that aoes
not correspond to any large extent to that produced by the
Iand valzes
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NINE

SHARON G LEVIN

PROPERTY TAX INCENTIVES FOR HOUSING
REHABILITATION
Theory and Evidence

1HE system of lecal property taxation 1n the Unrt=d States 15 not
withoat i1fs criites One a ea whick has borne substantial criticism
1s the effects of the systemn on aliocalive efficiency within urban
nousing markets Simply stared 1t 1s cont~nued that the property
1ax svstem?® discownrages the upkeep and upgrading of tte exisung
Lousirg stock and as a result contributes to the now tamiliar
pattern of urban housing decay and abandonment Increasing
concern with this problem has led many states to pass special
legislation enabling their cities to mplement program providing
property tax rehef for rehabilitation activities As of 1979 a
survey of eighty two ¢ ties by the Urban Institute [26] finds that
twenty eight have active on gomng programs with another twelve
¢ruies 1n the precess of establishing therr own programs
Unfortunately as one auhor obsemes  [such programs are
costly m terms of property tax revenue foregone yet no evidence
exists to confirn  that upgradmng results from such programs [6;
pp 45501 This study reviews the theory and design of local
goveiament property tax mncentives for housing rehabihitation with
ti & puarpose of evaluating their effectiveness With this obj=ctivein
mmd Sectron I reviews the ecoaomic ,ustification fo- government
activity in the urban housing market Sechion II sets the scene
for the ensuing analysis of tax ineentives by presenting a simple
model of the urban housing market The design and expected
efiects of propertwtax relief m~asures for housing rehabilitation
are gxamned 1n Section IHL And finally Section IV reviews the
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des gn operaton and cost effect veness of several prograns
which had sufficient data for analyus

I Property tax relief for rehabilitation of the existing housing
stock 1 ui1ban areas can be justified on both economic efficiency
and equity criter a To the extent that Jocal property 1axes can
be viewed as partial excises® levied on the value of improvements
{capital added) to the housing stock economic decision making
leads to the substituuon of curren operating and mamtenarce
ipputs for capital mmputs and to am overall reduction 1 the
quantity of housing services fo~tncoming from the existing sioct &
Property tax relief measures by lowering the cost of caprtai end
as a result lower ng ke supply price of housing services from the
existing stock as demonstrated below can lead to an imcresse
m welfare ® Moreover to the extent that the detertoration of
individua]l housing umts contnbutes to  neighborhood or

external effects local government exc se tax subsidies can be

used to stimulate the optimal amount of additional upgrading
In addition 1n cases of urban blight it may also be desirable to
offer tax mcentives for rehabilitauon rather than pursuing a
sirategy of demoliticn and new cons raction smce rehabilitation
may be less costly mvelving fewer distocations of existing busr-
nesses and residences and less need pebaps for major changes n
the area s infrastructure Fmally property tax relief measures
can also be targefed to needy citizens such as the elderly o~
poor and can be used as an effective roo! for racial desegregatior
m the urban housig market by providing rehabilitation scattered
site low income housing units rather than vnits 1z public hous ng
projects with their umintended negative spillover effects on
property values Thug there are well established grounds for
constdermng government property tax incentives for housing
rehabirtation As discussed above however ihe cost-effectiveness
of these programs 15 guestionable To se* the stage for evaluation
the next sectzon depicts the aperation of a representative u ban
honung market® so that the effects of alterpative property tax
rel ef measures can be studied

II Tt 18 useful first to define more precisely two concepts
used th-oughout the discussion the quantity of housing services
and the price per umit of housing service Since housingss a
heterogeneous commodity the guantsty of houwsing services con
tamed 1n each dwelling needs to be measured :m a standardized
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vay The conventional method 15 to develop an  hedonic 1ndex?
based on all the characteristics of value that a housing unit
wt vers Prie per umit then refers to the price at which a
standa-dizea vnn  of 1 opsing service 15 bought and sold
it s well recogmzed 14 24 28 32] that a large degree of
verat on exists 1 the sapply and d mand for houses across
& ogaphic submarkets o1 neighborhoods witnin an urban aiea
1w bousing stock 18 normally dispersed among neigaborhoods or
sabmraikets m such a manner that households of roughly simtlar
1ol e tve offering s milar quan wtes of services per umit The
7 ghooitoocs mav either be independent political jurisdictions
w1 1 he r own fiscal ins uments and packages of public goods
a d services (the fragmented local government model) or they
may be paut of a metropolnan wide system of control (the
cratializ=d Jocal government model} :n addition zomag and
owter land use controls often serve to re enforce the marlet
s* gment it on As a resuli the price per Joit of housing service
¢ fers avco~ding to the -elative supplies and demands for tiw
angus wpee of pouses—neighborhoods
Equilibriun prices rd quantit es of hoasing services 1 the
Jiferent submarke s r su s from the interactions of the self
s.oking b=havior of the market participants hoasehoas demand
it grousing owners of uxisting units producing services firms
0" ring new construction services and loca' govenments
€7 ¢ling various zoning ordimacces 8 Hoaseholds choose hous ng
alvrg wi . other pr vate and pubiic goods 1n order to maxiguze
« facion The quantry of housing services desired by the
o u ~hold devends on 1fs real income tastes ‘or housing versus
0 ergoods tue p we per ua t of housing services and the price
of . o goedsaidservices Househo'ds can falfis the r desired
0y 1 1w demanded ertn=r with an exsting umt wlich may be
-~Z aded or downg aded as nec.stary or with a new housiog
®ortexsy sty buidt to tl e desired level (and desiga) of housing
© v . The least costly alternative will be cho en®
Tl ¢ d m.nd curve for housing services bv household : 1
~ arhe hood ‘7 car be written 1u mmveried form as

Pfj =fi0: ¥ Di PR N) ()

n
LS Pu 13 Fouseholds : demand price per uni of hous n~
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service @:; 1n neighborhood ; ¥: 18 the household s real
mcome D15 a set of demographic factors such as age of head
of housebold and family compoetion which influence the house
hold s tastes for housmg PR i3 ithe price perunit of re'ated
goods notably existing rousing units mn different neighborhoods
and newly constructed units and N; 15 a set of neighborheod
characteristics ncluding actesability natural and physical
amenities racial scc al and/or wealth composition crime rates
and quality of public schools for example which influence tne
willingness to pay for housing in j This demand curve 18 normAlly

D
negatively sloped thatis P y and Qs other things being equa’

are inversely related Changesin ¥: D¢ PR and N, on the other
hand mcrease or decrease the demand price (shift the demand
curve) ceferis partbus

Owners of existing housing units can produce housing services
with current mmputs which are operating and mamtenance
vartables and capital mputs For existing dwellings the land
mput 15 generally considered to be fixed Thus owners of ex sting
dwellings can mcrease (decrease} the quantity of housing services
offered by altering the level and relative proportions of current
and capital mputs

Grven the price per unit of housing services established m e
market and expectations concerning future prices and costs 1n tue
market an owner of an existicg unit will produce the quaniity of
housing services which maximizes expected profit Siumply speak
mg expected profit s maximized when for the very last nere
ment of housing service produced the expected market price
{extra revenue) just covers the expected extra cost This requires
that capital and current inpats be used in optimal proportions
where the extra ontput produced per last dollar speat on each
mput 15 equal If in any market period however operating at
the profit maximizing level of outpul means that the expectad
total revenue falls sho~t of the exnected vanable cost then he
owner will let the housmg umt run down Furthermore, 1f this
situation continues in the long run  then the owner wul estner
convert the buildmg to a more profitable use or sell it anaif
neither of these alternatives proves feasible the pro®t maximizing
owner will be forced to abandon the hous ng unt 0

The quantity of housing supplied from an exwsting dwell ng
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in the current market period depends upon the services provided
by the vt durning the previous perrod (or intial house design
and the short run price elasucity of supply by how much the
housing services of the unit can and w1 i be increased or decreased
10 response to a price mcentive Dirmin shing returns and the rate
of economic depreciation however end to lim: the adaptabiliy
of the existing hovsmg stock to price incentives m the short run
Furthermo~e both owner and temant characteristics as well as
owner s expectations concernitig neighborhood wviability also
infiuence the short run supp'y of housing services from the existing
stock 1+

The supply price for housing services from the existing stock,
by owner & 1n neighborhood P!(:O} can on an annuahzed

basis be written as
(50)

P =glC'+d+1} Xis, Eud) b))
where £9 15 the present value of the varable cost of producing
housing services from the existing stoch S(O) 115 the oppor
tunity (1nterest) cost of capital 4 1s the depreciation rate and !
1s the effective property tax rate  ¥j; 1s the set of owner tenant
characteristics influencing the supp:y decision and Ep 1s the
owaer s measures of neighborhood confidence Changes 1n any of
the parameters m (2) wil shift supplv and consequently influsnce
the price and quaniity of housing services offered in the different
submarkets

To simphfy the analysis below 1t 1s assumed that neighbor
hoods (7) are identified by similas household { ) and owaner (X)
characteristics so that differenves due to household and owner
characteristics within neigl borhoods can be safelv 1gnored It s
also useful {o assume that the new construction industrv s
perfectly competittve and exbiabi s constan costs in the long run
Morcover, the price per un  of new housing services PV,
ac s as a ceiling on tae price per unit of service found 12 closely
related submarkets 1a the v ban housing markes

Finally reprssentative local governments impose prope-ty
taxes prov de loca! public goods and services and enforce various
land use controls presumably in the nterest of their res dent
voters If there are a large number of local governmental units
offering a wide range of choice over public service levels, and
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capital and nouselolds are mobile within the urban area then
one cxpects the system of local property taxes to function as if
user cha-ges existed

Two results of this system of local puolic finance are impor
tant for the urban housing market model (1) the supply of low-
mcome housing will tend to be restricted 2 and (2) local property
tax subsidies for housing rehabilitation targeted to se'ected
ne ghborhoods ult ma.ely will be capitalized 1a property values in
the preferenually treated areas 2

Market equilibrium 15 said to exist when a set of prices and
quantities s establ shed such that neither produce s nor consumers
wapt 1o alter their respective production and corsumption plans
To rearh an equilibrium ailocation of households over neighbor
noods 1n the urban housing market two conditions must be
smnulianeously met households must maximize utility given
markst opportunities and owners of 1acome producing properties
must maximize profits Thus if there are two households bidding
for the same house the owner will rent it to the highest b dder
and :f the house cannot be rented at a price sufficient to cover
var abie costs per umit of service then the owner wil desire to
dismvest n the ynit 24

Fig 91 depcts a set of equ librram prices avd quantities for
a hypothetical urban housing market segmemted into three
submarhets, providing low (H! medim (F ) «nd high (H¥)
quant ties of housung services per unr* D' D and D?deno e
the espective demand curves ‘or these margets housing services
wil be cut bacl i price falls below PM  pew construction
services are forthcon ng at a corsiant leng ~un supply price of
PS, and hovsing codes mandate that new hous ng uviis
produce the mimrium of ¢ *ousing services

In submarket H? the price per unit of housing service 18 Pt
and the quantity of housing services consun ed per umif 18 G P
lics above the long run supply orice of new construction services
PS¥} Residents may be #1lling to pay a premium for lecation
in K if neighborhood features make locatiop there moie attrac
tive than e'sewhere Also possible however 1o this sector of the
housing market 1s that supply has been artificiaby rest «cted
by urban renewal or by local zonmng and housing codes Other
wise, 1f the premiam was not accounted for by nonreproduceable
factors capitalized 1n property values capital would tend to flow



Property Tax Incentnes for Housing Rehabilitaton 249

$5 0

e e MR WS A o e vete vt | min o ah A a n Se ame [e —— mh

ot T o? o
Q ant1i 7 of housing services

Fic 8 Quannty of housing services

sector brimging down prices Note that new housng
_option ror famiues seeking housing mn this submarket
wising codes require that units contain the mnimum
(@) of hous ng service
e P? and quantity of housing services per unit 0% are
submarxet H® while P? apd O° result in submarket H3
ter result suggests that submarket H?® 1s blessed with
featur s oinerwise a close substitste new housmg,
= at 2 .0%cT price per um of service wouid tend to be
1 by the 1l It v mazimizing household
Now 1t 1» possivle to examine Jhe 1elationships between
tax 1ncen. ves and the guan ities of housing services
d m tre urban housing narket The analysis begns
1scussion of a gencra; tax mcentives such as a un form
n n tha property tax rate for all housing in the housing
and proceeds to determune the effects on the volume of
rehabilitation of more narrowly defined programs Of
r mteest are the differential effects of (1) a property
iction for housing 1n general versus a property tax
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reduction apphcable only to improvements to the housing stock
and (2) a property tax reduction specific to a particular neighbor
hood versus a property tax reduction applicable to all neighbor
hoods in the housing market

Assume for the moment that there 18 a single unified housing
market 1n whick all housing services cag be sdoplied at a constant
annval cost of Pl=C(i-+#,+d) where C 1s1the cost per anit of
service and 1 #; and d are respectivelv the interest rate
property tax rate and depreciation rate Figure 92 shows the
mmitral equilibriom n this market @, units of housmg are p o
duced and consumed at a price per unit of P1

Price per

= \

o \ ¢ (1o, ) 1

Ay tZ)p
2| !( =T > i) 5,
\!
\ 31

N

]

1 D

Q1 Qz Qy

Fic 92 Quantily of housing seriices

A property tax reduction for all housing means that every
quantity of housng service costs less The supply curve shifts
down by the amount of the tax savings which 15 determined by
the percentage reauction 1n ¢ost (as determ ned by the program
design) and the Jevel of C 7 2 and ¢ 1n the housing marxet The

new supply cut ve 18 § where Pam( t*:t’ )[C(:-Hrl-d)] and the
1

resuihing eqmbibrium quantity produced 158 Qy units In this case
the percentage increase m housing services depends solely on tle
price elasticity of demand The more responsive s the quantite
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demanded to price cbanges 1e the more elastic 18 demand
otl er things being equal tl en the larger will be the increase in
services provided If demand was less elastic such as D; m
Figure 92 then the quantity produced will increase by oniy
G —Q,unts
Figure 9 2 shows only the partial equilibrium effect of the tax
reduction i1n the general housing market Effects of this tax
reduction will be felt iz other prodact markets and factor marlets
as comsumption plans and mmput combinations are altered as a
result of tax reduction In general the sma'ler the pa~tial elast
cities of substitution between the differentially tax mputs {nousing
land and capital) and other mputs (labor) and the smal'er the
elasticity of substriution between housing and other goods and
services consumed the larger will be the percentage of the tax
reduction passed on to copsumers i the form of lower housing
prices Furthermore if mmputs supphed to the housing market
are not perfectly mobile theiwr prices will be affected as well 8
Consequently tne smaller will be the effect of the tax reduction
on the qguantity of houwsmg services produced
Figure 9 3 shows the partial eqmilibrium effect of a p-operty
«a reduct on on increased production from the 2xisring stock 1n
a »mngle representative neighborheood D, and S, are the imtial
demand and supply curves for housing services per unit m this
neighborhood Imtially the price per unmit of services is P and
the quantity of 1oucng services produced 15 O, A fal mn

Price per
it

1
Q4 Q; GQuane-ty £ Bouring Sevicoe

Fig 9>
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property tax rates shifts the supply curve from 8; to S, with the
esait that price falls to P? and the gurantity of housing services
ncreases to @

Now the effects of the tax reduction depend on both the
price elasticities of supply and demand Here 1 general property
tax reduction for boustng will result mm a larger increase mn
nousing production and capttal demanded the higher the supply
price of housmng the more eiastic the demand for housmng
services amd the more elastic the supply of housing services
Moteover coripared to the imtial example one expects that the
prce elasticity of demand in a smgle marhet would be higher
than in the overall housng market because the fall in price
aturacts some purchas.s away from new (unsubs:dized) housing
and wvestments 1t other neighborhood housing stocks 1 addition
to attracting the previously expected purchases from other goods
ard services

A property tax reduction granted only fo- improvement 10
the Lousing s ock affects housing productton in the same manner
a8 & general prope-ty tax reductior although the subsidy
mechan sm 1s shightly different Here both owner occupant. and
mvestors are constrained by what they can do witl the savngs
resyl 1ng from the property tax reduction—tlat s the property
t9x s.v ngs result only after the completion of the housng
1mprovement activity The savings are realized on futu e housing
improvemeris not on the cost of sapplying the exist ng supplv of
housing services Of course some sack as Curran? and others
v ould argue that tus qistinction 13 munatevial pecause ocwners
aecide to carry out housing improvements for non tax easons
anywav

To sum up the property tax subsidy by reduc ng the price
of capital relative to current 1oputs leads to the substitution ©
cnprtal for current inpats and to the espans:on o1 ovtput Furthet
mo & the more specific the coverage of the subsidy program
other things being equal the Ia ger will be the price elasticity of
d mand and the la ger will be the vo'ume of housing services
produced 1n the submarket affected But what about the magni
tude of the price elasticity of supply ? Even if demand 1s perfectly
elastic supply may be perfectly 1nelastic 1p some submarkets and
as a result as shown in Figure 94 regardless of the magmitude of
the property tax subsidy no upgrading of the housing of stock
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Fig 94

will take place The net price paid by the consumer falls by the
amount of the tax reduction but no ncrease in cutput is forth-
coming from the existing stock

Previous work ¥ 17 24 25 26 3 3 guoaists that this
restlt 15 moet hikely to occur under conditions of unfayourable
owner expectations sucn as 1n downward transitional and blighted
neighborhoods and in neighborhoods with long *erm elderly
owaer occupants who face higher input prices’® and have shorter
t.me spans over which to recoup thewr investments than other
owners The price elasticity of supply will also be affected by
type of structu e and tenant characternstics 27

Dongharty s work on the rental housing market® provides
some snsight 1nto the sensiirvity of capital inputs and the quantity
of hous ng services to properfy tax reductions Some of his
estimates for an effective property tax rate of 2 per cent and in
mterest rate of & per cent are shown 1n Table 9 1

TasLe 91 Tax sensitivity of housing 1nvestirent

Price Elastic ty of Tax Elasticity of Tax Elasticity of
Demand for Housmng Capital Inpuis Total Housing Services
— 7 e 14 — 07
-] 0 — 17 — 10
15 — 22 - 13
—D — 58 w41

Source Dougharty [8]

It 1s evident that even under the most favorable demand
conditrons for upgrading a price elasticity of demand=-—w a
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10 per cent property tax reduction leads 10 only a 58 per cent
increase 1n the quantity of capital utihzed and to onlya 41 per
cent increase in the overall quantity of housmg services These
percentages will be correspondingly higher the higher the effective
property tax rate and the lower the interest rate (since the property
tax becomes a smaller part of the cost of caprtal at higher mterest
rates) Thus 1 1s clear that even substantial property tax relief

1s not likely to radically alter the size or condition of the existing
bousing stock except imn the special cases of overassessed slums
and political fragmentation [8 p 10] If property tax relief 1s to
be used 1n an effective manner to rmprove the urban housing
stock 1t should be targeted to selective submarkets with high
cffective tax rates and expected high price elasticities of
demand and supply The next section reviews the United Staies
experience with local property tax relief programs for urban
housing rehabilitation

1V The design features of sixteen of the active local property
tax relief programs are summarized 1n Table 92 The basic terms
of these programs are histed in the first three columns size
{column 1) length (column 2} and type (column 3)

Size refers to the amount of the improvement subject to the
relief measure Al cities provide 100 per cent coverage with the
exception of Wilmington with 150 per cent coverage Three
cities (Buffalo Hartford and Philadelphia) prowide coverage
with a sliding benefit which declines to zero over the period of
tax rehief granted The length of the period for tax relief generally
ranges from one year to «welve years, with the majority between
one five years One city Boston provides relie? tor the economic
life of the capiial rnprovement

Three types of relief measurss are provided exemptions (E)
abatements (4) and rebates (R) An exemption grants the value
of the improvement mmmumty from local property taxation an
abatement provides for relief from pr or property tax obligations
and thus 1s a form of tax credit and a reba e provides for a cash
grant upon completion of approved work Thurteen cities offer
jyust exemptions two cries (Buffalo and New York) offer abate
ments together with exemptions and one city Boston offersa
rebate together with an exemption

The depth of the subsidy offered by these programg 1s com
pared by calculating the percentage reduction m the cost of
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apital provided by each program for a proto typical home
mmprovement project The cost of capstal before tax relief for
his project 1s shown 1 Appendix A and columns 57 of Table
92 show the effective percentages of tax relief mplied by the
exemptions abatements, and rebates These range from a modest
2 0 per cent in Seattle to a substantial 60 ¢ per cent 1n Buffalo
Thirteen out of the sixteen programs offer less than a 10 per cent
reduction 1 the effective cost of capital however

The eligibility requirements for participation 1n the programs
vary from city to city as shownin columns 8 10 of Table 92
Most cittes Iimit participation by specifying types of eligible
siructares Boston provides for an income lmmit on ehigible
participants as well and three cihes (Bufizlo Newark ond
Y onke-s} 1mpose 1estrictions on tne locations of the units

Several evaluative statistics are presented in Table 93 The
parhicipation rates {column 3) are general'y low wnh thirteen
out of the mxtee:r falling below one per cent The authors of
the Urban Institute study ® from which these data come attr
bite this result to a host of factors including the pewness of most
of tne programs and the competition from other programs offering
more substartial subsides to the cost of capital 1#

The aver ge value of the investment in rehabilitation per
year of program activity 18 shown i column 4 These figures are
estimates of the maximum amount of investment stimulated by
the tax subsidies since no data exist to control for the amount of
investment that would have been carried out in the absence of

he 1ncentives These data together with the terms of the program

and the effective property tax rate (column 5) are used to calen
late the ‘real cost of an average year- program activity
(column 6) the present value of the stream of foregone property
tax revenue {plus rebates 1n the case of Boston) These costs
range from a low of § 751 per yearm Pittsburgh with a low
participation rate a low average value of work done and a
modest capital cost subsiay to a high of over $ 7 million dollars
per year in New Yorh Ciiv with a higher participation rate a
h gher average value of work done and a more substantial capital
cost subsidy

A cost effectiveness index 15 calculated 10 column 7 of Table
93 since benefits of these programs are not measureable The
cost tndex shows the average value of rehabilitation expend tures®
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TasLeE 92 Program

———

Terms of Program Year Depth of Subsidy

Started
Sou-ce Total
(1) @ 2 4 3) 6) 7
Size Length Type E Ao R o
Boston MA 1009, Life BandR 1973 45 154 3589

Buffale NY Suding 8 Eand A 1976 103 437 600
Chicago IL 100%, 4 B 1975 354 35

Crapston RI 1009, 5 E 1973 6. 62
Denver CO 1009, 5 B 1977 45 45
Hariford CT Siidng 10 B 1974 94 94
Hoboken NJ 1009, 5 B 1975 7 Te 77
Honolalu T 1009, 7 E 1967 30 30
Newark NJ 10097 5 E 1977 §4 54

New York City 1009, 12 EandA 1955 112 460F 572
NY

Phladelpliia PA Shding 5 E 1974 ~2 22

Pittsburgh PA 100%, 3 E 1974 25¢ 25

Providence RI 1009, 5 B 1968 93 g3

Sen tle WA 100°4 3 K 1975 20 26

Wilmington DE  150°% 5 E 1974 £8 88

Yonkers NY Nego 13 E 1976 e —
tiated

Source [26 Table 2 and Table 7] with co rections
Notes (a) B=FExemption R==Rebate A-Abatement
{b) Based on average of 20 40 and >0 per cent rebates
werghted by number of participants in each category
{c; Assames abatement of 8 13 per cent of cost of rehab u
tation for a period of 10 years
(d) § 15000 Iimit on value of property subject 1o exempiion
1e) Assuroes abatement of 8 1f3 per cent of rehabilita ton for =
peniod of 10 § years
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design

Ebgmbihitv Requirements

(8 & (16

Stru fu es Persons Areas
Owner-occ I §unit 5 f0em Net tazable Income No imart
owner oc¢ lodging houses < 316 000
Mualt: famly 3 units No lmt Pesignated only
No limit No Limut No Iimut
Own oce sigle fami y No Iipnt No himit
™ore than 5 yrs old
3 units or less gt reast 50 years old No limst No Imut
Fasily met restrictions No hmit Neo himat
More than 20 yrs old No Iimt No hmt
Own oce 1 conjuaction with No hmat Designated only
other restrictions
%ore than 20 yrs old No Irmet No hmat
Muiti unit weluding No ipt No Limit
comversions and condos
Qwn occ I 3 units Ass No it Ng Ligut
value < ¢ 10 GO0 per unit
No Iimit No hmt No Lt
13 family anits No Iimit No lmmt
Own occ sagle feruly No It No himt
No limit No I No hmt
Wuli: fannly > 40 units No mt Blighted acea
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per dollar of real cost excluding admimistrauve expenses Column
8 presents a complementary 1ndex 1o the cost index Jt snows the
mmimum percentage of the rehabilitation expendstures that bas
to be assumed as bemg stimulated by the program i orde~ for
the program to break even

These da1a a e troublesome particularly in the case of Bos on
which has the Iowest costircex ($175) and corre pondng'y
requires the largest break even level porcentage of sumulaved
mvestment {57 1°4) Moreover sassunupg that admunisiracne
expenses ran on the order of '0 per cent of the value of rehabili
tation expend tures®® then seven of he twelie programs with
cost effectiveness data wis lave total costindices (ncluding
administrative expenses) less than $ 5 ard break even percentages
of stimulated 1pvestment exceeding twentv per cent Given that
available survey data [26 p 182] suggest that st 1s highly hike y
that much of the rehabilitation activity wounld have taken place
even without property tax incenlives it 1s clear that the cost
effectiveness of these programs 1s gaestionable

Ia conclus on that evaluative stat stics presented in Table 9 3
cast considerable doubt on the effectiveness of these property tax
subsidies m stimulating investment m the existing housing stock
Clearly local property tax incentives for housing rehabil tation
alone cannot ensare that urban housing condit ons will imp ove
dramatically But such local po'wcy imstruments if p operly
designed and understood could prove to be cost effective ocols
1t a mulu dim~ns onal approach towards meeting the duai objec
tives of efficiency and equity conserving as well as imp oving the
exist ng housing stock and providing decent housmg for

needy cihizens

FOOTNOTES

* The author 1s Assocrate Professor of Economics and Public Policy at the
Unwversity of Missourt St Lows Imtizl work on this project [16] vas
carried out while the author was on professional leave at the Urban
Institute Fipancial support during this period was from a Natonal
Science Foundation S énce Paculty Professional Fellowship

1 'Fhis assumes that the property tax systom works as 1t was designed
to operats increasing assessed valeation 1 a timely fashion o
reflec  banges in housing stocks
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This effort 1s bampered by the paucity of data The data used in th

study were collected by the Urban Institute [267

Only those local rates of property taxes which are not compensate
for by public service benefiis and which are i excess ot corre

pording charges 1n other communities

This 15 demonstrated more formally 1n Levin [16]

Thig ascumes all other conditions for economic efficiency 1e Paretc

optrmality are met
This presentation follows closely the modelling of deLecuw anc

Struy x [4]

For a complete descrip 1on of the properties of such an 1ndex see
S Rosen Hedonic Prices and Implicit Markets Product Differen
ization 1 Price Competition Journal of Political Economy 82 (Jan [
Feb 1974) 3553

The fragmen ¢d local control model 15 assuned

This requres qualification Opturum housing quantities may not
exactly be met becau ¢ of information and moving costs and the
possibulety that n w constructzon activity may be restr cted by zontng
ord mances

T'or examples of the financia' difficulties that landlords face leading
to abandorment i de lining markets see Peterson eral [24] and
Sternlieb and Burche'l £34;

5 e for example Goetze[10] Peterson [25] and Mayer 8]

See for exampie the results of Hamilton [13;

O Iy current owrer oilomesin the preferentially treated areas wilj
likely experiepce gains tm properly values But thesc gaing may be
mgirurental 1o restormg neighborhood confidence

For a con plete desuription of the equilibrium solution p ocess see

delecuw ana Stuak 4]
For a general discuss on of the general equilibrium effects of a tax

change see P2 r Mieszkowsk: [19]

Fo example b cause of their irabihity to utilize sweat equrty

See 1or exarmple the discussion in Muth 22] and Peterson [25]

These mcude for exemple 1aterest rate sabsdies federal tax
ssos dis for housing rehabiluation whick include depreciation
subsidies for low tncere rousing and hustoric preservation pro-
Y SI0NS 3nw O 18E grant progrems

This 15 calculated assuming an average year of program activity

In Boston the adorimis raiive expenses were estima ~g at 13 per cent
for th first twy years of operation
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TEN

DETLEV IPSCN

SEGREGATICON, MOBILITY AND
CPPCRTUNITY ON THE HOUSINC MARKET
An Empirical Study 1mn Mannhemm

HOUSING MARKET AND HOUSING POLICY

THEe honsmg matkel has been closely connected to global and
specific housing po'icies of the government since the end of the
First World war {(Haring 1974) Thu the guestion of the
situcture and function of the housing market 13 always at the
same time the question of direction and dimension of housmg
policy Recently the voices calling for a strengthering of the
market m housing supply have becom. numerous Officially
supported d mand for houging should be given up eatirety 1n is
piace the free market shouid take over housing supplv and the
goverrment should intervete only 1n the case of real need
{Bicdenlopf and Miegel 1578)

Supporters of ¢Tictal housing pol ey demand a qualitat ve
change 1n 1t The government would then have to worry less about
the basic suppty of mfrastructure policy Tae subsidisation of
nousmg and of Figh guality neighboarhoods wou:d be essential o
the creation and stabilisation of a lapour markst which can
sntisfy the growing demand for highly qualifiea workers This
wouald be an umportant asoect of decisions bv entirepreneurs
concernirg sit¢ 7nd imvestment and thas of the development
opportunities of an a1ea (Joachim Gustnfson 1970

Both tendencies eacourage the growth of a high quabty
housing supply so that tn~ question of secur ng housing for
£ oups with averige and below average 1ncome takes precedence
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The press 1s {once again) reporting housing shortages m the
metropolitan areas (sec for example the Suddeutsche Zeitung
October 3v, 1979) In the consteliathon which 15 only briefly
indicated bhere the filtering theory of the housmg market
provides a model which posits a compatibility of luxury with mass
housing andg also a compatibifity between economic and social
goals mm government housing policy

The filtering theory
The statement until the present there has been no satiefactory
economic theorv of the housing market (Forster/Steinmuller
1976 p 118) holds true for the filtering theory as well Even the
definition of terms and the operational recommendations for the
filtermg process vary greatly from author to anthor While
Ratchifl understands filterng to mean that, because of falling
market prices a dwelling unit can be occupied by a lower mcome
group which thus has mmproved its living conditions without
having had to pay more to rent or buy (Ratchff 1949 p 321) this
1dea 18 not to be found in fisher or Winnick  Piltering 1 defined
as a change over i1me in the position of a given dwelling unat
within the distribution of housing rents and prices in the
community at whoe {(Fisher/Wmnick 1951 p 52) This
definition i1mplies that a nltering down process is necessartly
accompanied by a rise in prices for new housing units (Grigsby
1963 p 89f) and 1t thereby deprives the theory of its political
explosiveness movements in price on the housing market are no
longer connected with the problem of the level of the housmng
supply While 1t must be admitted that the filermng theory of the
housing market 1s far from being clearly formulated let alone
able to show comvincing empirical evidence 1t 1s gfrf! the most
advanced attempt to clarify the behaviour of the housing market
In essence the filtering theory hypothesises that umequal rates of
change of p-ice ard quality are typical of the development of the
good housing Prices fo- housing (rents o~ selimg prices) fal
more rapidly than the hous ng ages ihat 15 falls below changing
quality stancards or dismtegrates physically Consequently the
price quality relationsh p changes to the extent that for lower
income groups a better quality of housing becomes avauable for
the same financial outlay Every round of new tenants mov ngin
sees the housing units taking a step down n quahty and price
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right down to he Iowest level at which point it drops out of the
market (Grigsby 1963 Ohls 1975) This process 15 explamed by
the observation that the wealthy classes do not demand new
housing because the old housing 18 threatened by disintegration
but because their demand follows dynamically the standard of
hving So 1t 1s that with the change of housing on the part of tke
wealthy classes good quality housing comes onto the market on
top of that housing aiready on the market, pushing tne price
down to that of the next lowest level by oversapply Onlv then
will ths housing be demanded putting into operation the
filtering down process, as it descends from one level of quality to
the next

Insofar as this theory corresponds fo reality it has important
polrtical consequencés for the housmg market as alreaay
indicated The private housing market alwavs supplies by new
production the demand for housing only of the financially
strongest consumer groups because i1t 1s only here that the
relation of costs to rece pts promuses attractive profits The
filtering down process, however 1mp oves the supply of honsiag
with the passage of tume for all consumer groups and along with
it the average level of housing quality The theory can justify the
withdrawal of the government from the ~rea of housmg supply
Accordingly the same 13 true also for public housmg
construction it can concentrate on ° clevated consumer groups
and thereby harness housing policy to city development pians
which are economically o-tented At the same time accord ng to
the filtering theory a sustained average improvemen® in the
housing supply wul follow

Criticism of the filtering theory

The filtering theory has not remamed uncrit cised The bass for
the criticism has been an demand for iaternal plausibil y
especially doubts of the reahty of some assumptions whici the
theory pressres as preconditions Tne price depressing effect
therefore can only operate when there is an over supply i the
market for a respectne quality level If the market 1s not
balanced 1n goneral or on a particular quastv level the prices
w1l not fall (Westpha' 1978) If because of a balanced mark-t
sttuation prices fa'l the price-quality relat omship will change
only if the owner of the housing unit undertakes appropriate
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n aintenance and modermsation 1 spite of falling 1ncome
However such measures would not correspond to ecunom e
behaviour in connection with wnich we would rather expect
disinvestment as a means of secunng profits (Lowry 1969)
Fmaily the filtering theory implies a unified mnrket high mobility
on the part of many consumers and no barriers to mobility
Inquiries mto the social structure of the city however indicate
that probably the opposite 1s true Thus only the extent rather
than the existence of social segregation 1s controversial (Herlyn
197+) The existence of segregation he unequal distribution of
sccial groups 1o & defined urban umt of area makes 1t probable
that barriers to mobiity exist if one does not assume that the
corcentration of social groups 1n particular quarters in enti-ely
voluntary Voluntary segregation in its contemporary form is ail
tLe more unlikely as research has been able fo demonstrate a
very uneven quality in the outfitting of apartments in the social
irt astructure {(and the standard of living conditions which go
along with 1t—Billerbeck 1975) So we can assume that social
stgiegation apd the direction of the process of mobility (in
orentation and miensity) set up market conditions oppos d to
the filtering p ocess or at least to its reahsation From this &
folluws that the housng market falls along segiegation
bouandaries nto market segments which only funciion as
subst1 utes for each other m a confined sense or not at all If the
above sketch truly corresponds to realty then the filtering
theory~if indeed empirically 7alid at all—can only explain the
movements of prices standards of hving quality and households
mnside the pounaaries of the separate market segments If cone
further assumes 1that the st-ucture of the market cegmenfs 15
correlated to the structure of the rousing supply a part cular
market segment havirg a good supply and anotiera poer
supply then the sigmificance of the filtering thcory mm terms of
housing and social policy 1s considerably reduced The flterrg
down process then takes place only within narrow boundaries s
tl 1t the transition fiom a problematic to a normal and from a
ncrmal 1o a good housing supply will not be brought aoout

PURPOSE OF THE STUDY

11 1s the purpose of the following study to show using empirical
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ciidence tlat the housing market 15 in fact divided 1nio market
segments which offer varying and charactenistic opportunities o1
the housing market The following will explamn the data on whicn
this study 1w based (section III) Several theoletical cons:
derations on the sociolrgical boundaries of these market
segments will then be duveloped It wil ope shown +hat
theoretically the mawket segments are determmed on the ore
nand by the intensity of mobulity and on the other hand by the
concentration of certamn social classes 1n particular living areas
(segregation—section IV) A p esentation of the results of our
empirica] research on the varnous market opportumties of
different social classes on the mdiv dual market segments w il
fo low (scction V) Secuon VI will provide some empirical
indicators of the barmriers to mobility which form the basis 67 the
ereation of such segregated market segments Some indications
of the consequences of our findings for housing policy close the
paper (section VII)

EMPIRICAL MATERIAL

Qur anpalysis 1s based on a sertes of data sovices in Mannhein
Part of the data was collected for other purposes and reanalysed
by us part was collected specifically for our research In
particular the follownng data sources were used in the study

Buiiding and housmg nmt census 1968

Osnly untts financed on the free market were considersd hers
Becanse no errors due to random samplmg could occir in this
source of data 1t 1s especially appropnate for determiniag the
structure of the housing supply and of prices Several secoadary
analyses were carried out here

Random sample of housing nnits 1973

A total of 691 housecholds 1 bwldings financed on the free
market were investigated Because 1t could not be broken down
by statist cal areas this data source could oaly be used for a few
questions See the description by Bachmann Ipsen, and Solowjew
{1973}
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Random sample of housing units 1975

A total of 837 units in burldings financed on the free market were
investigated The data could be broken down by statistical area
However because of the relatively small extent of the data the
exactitude of the results must be wviewed with caut on See
Bachmann Ipsen and Solowjew (1975)

Random sample of housing units 1977

We investigated 1 464 households 1z buildings financed on the free
market The da a source was made available to us by the city of
Manphuim and the Center for Polls Methods and Analysis

Survey of tenants 1979
A tota] of 2 072 households were investigated—grouped clustered
into 379 aparument houses see Ipsen et al (1979b)

Limiting the ficld of observaton to one city brings both
advantages aad disadvantages An advantage is the possibiity of
relat vely ntensive and longterm observation (1968 1979) ana
the combination of several repiesentative stugies On tne ofher
hand the resu'ts can be sad to held stnictly true only for
Mannneimm A replication of the research 1 Kasssl now 1n
process will probably demonstrate that tne form and nature of
market behaviour are not related to any specific location  but
rather to the character of the location (sitmatior 1 an
agglomeration vs periphery growth vs shrinkage of the area of
setilement occupational structure and type of demand) In this
sense, one can assume that results similar to those reported here
will show up 1n all industrial cities 1n densely settled areas but
that varsations will be found 1n metropolises and in la-ge cities 1n
isolated situations or 1n cities Where the tertiary sector of the
economic structure 1s dommant

THEORETICAL DETERMINATION OR HOUSING MARKET SEGMENTS

The argument up to now has come to the conclusion that two
social processes—segregation and mobility—decisively influence
the process of economic distribution This was the result of the
criticism presented above of some mmplications of the fltering
theory (unified nature of the market and free mobility of the
households} Furthermore certain characteristics of the variation



Segregation Mobilitv and Opportumty 271

n rents point to the possible effects of these factors namely the
relation between the quality of the outfitting of flats and therr
rents 1s not a linear ome (see Table 10 1)

Tabre 101 The relationship between gquality of the outfiting
and remfs in Mannheim (German marks/sguare
meter-—in paventheses the number of cases)

Housing Construction All construction
quality y ar years

Poor 4 85(147) 277 (6361)
Simple 230 (312) 210 (12373)
Middle 378 (1654) 2 53 (25393)
Good 4 20 {6181) 379 (15.42)

1 Poor without toilet facilities
Simple with torlet facilitres but without central heat rg and without a

bath
Mdde vith toilet facilities and witl er her bath o7 cent al heating
Geod  with toilet facslities bath and centra heat ng
®ource Censu. of Buildings and Flats Mannl m 1968  authors
calculations only residential construction financed on the open
Me ket

The average rents for flats of all ages indicate that poor
qualty flats bring the second highest reats We can assume that &
division of the market sets m leading fo a particular price
structure n the segment of the market having housmg of poor
gunality Such an isolation of one market segment cannot itself
depend on economic factors since every customer ieft to h s free
choice would prefer a better outfitted, more economical flat
Thus we are justified 1n suspecting a segregation effect here

Similar observations have been documented for 2z consider
able £ me m connechion with ghetto research m the United
States Ola and rundown housing inhabited mamnly by black
Americans with inadequate plumbing facilities and an unsatis
factory living environment often goes for higher rents than
housing of befter quality primarily inhabited by whites (Walzer
and Singer 1974) The poor pay more etc This situatton can
be explammed by a confined access to the market for certan
(black) segments of the popalation BEcosomic social and cultural
differences lead to sharply defined borders between individual
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ethnic groups so that the flow of mformation goods and
migration 18 not fres (Haugen and Hems 1909) Thus because of
barriers lile these an excess of demand arises and prices m
certain segments of he market rise  For the Federal Republic 1t
18 quest onab ¢ whethe~ etbmic d scriminatton such as aga nst
foreign workers offers an adequate explanation for the
segregation effect As Table 10 I sl ows the U shape of the relation
between the quality and tae price of flats 1n bm'dings of recent
construction 15 paiticnlarly immarked But this is just the place
where foreign {amilies would be rather weakly represented

1t 15 only a <mall step from observ ng the separation of
individual markets to the 1dea tha. the nousing market consists of
different market scgments, identificable by apalysis Thus N
Walzer and D Singer (1974) distinguish among three sections of
the marhet The fiist section the stum 315 an area m which
undesirable minority gioups have traditionally resided The
second market segment the transtional market The thrd
market segment 18 characterized by housing of above average
quahty and a high level of commumty services (Walzer and
Singer 1974 p 226f) Even:f this dishinciion 15 unmsatisfactory
because 1t 1> only shightlv systematic (the dimensions of residen
status mobility and tvmg quahty are applied witiout any
intermediate factors determimng the sections) nevertheless the
essential thing 1s that the division of the market mto mark.t
segments 15 made explicitly Market segments—no matter how
they are concretely determined~—are relatively closed structures
of supply and demand Substitu abilrty of demand and/or supply
between the individual market segments 18 relativesy shight
Market segments are onlv relatively closed since we cannot
assume that no mteraction at all takes place between tae separate
market segments

Social segregation 18 2 necessary and sufficient condition for
the establishment of market segments This 13 however not to
sav that segregation necessarily leads to high rents for lower
mcome groups Thus Zelder for example shows for the United
States that a reduction n the number of poor houscholds durnirg
the sixties led 10 a relative reducttom 1p rents (allowing for
mflation) during this pertod since the demand for living quarters
1zt these areas was reduced (Zelder 1972) In view of kigh rents in
the market segment mm which chiefly poor elements of the
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population hive segregation 1s simply a necessary but not a
sufficient condition This constellation of the determminirg factors
means that a rise 1 wages for the Jower mncome groups cen lead
to rent relief even for those groups not benefiting from a nise
income On the other hand a decrease in segregation can lead to
rent relief and thus has a redistributive effect even when the
distribution of income remains unchanged Accordingly we find a
pegative correlation between the index of segregation and
expenditures for rent (Walzer and Smoger 1974) In reverse
manner a worsemng of the 1mcome situation of jower wcome
households leads to an additional burden on *he family badget
through rising rents when segregation remamns the same or
alternatively the ncgative effect of a loss of meome 1s remnforcea
when segregation 1s simultaneously intensified (which s hikely)

Mobihity 2nd rent level
Before we undertake an approach to determination of the market

segments we should report on a sucond observation related to
the economie effects of spatial mobility A tudy carried out 1n
1975 of a big city ~en al market showed that the length of
residence had a distinct ipfluence on the rent level (Ipsen 1976)
The difference between 2 brief stay (up to two years) and a long
stay (sixteen years and longer) amounted to between 30 per cent
and 140 pe- cent depending on the quality category 1n which the
apartmen* was located (see Table 102) In my apmion these
results can be explaned by the nature of transactions on the
rental market The deterrunation of prices by supply and demand
18 distinct from the use valae of the good being exchanged Or
expressed in a diffe-ent way iasofar as market conditions
deterrmine the price, this price creatiag effect is independent of
the use value of the good On the other hand we can assume that
the motivation of the customer in the purchase and in many
cases a'so that of the seller 1s the use value of the good Thus
the more anonymous the transaction is the more the pr ce will be
ietermned by the market value hecause then the motivation of
ustomer and seller will not be determiming the price  According
o this mnterpretation the different mobility or length of residence
onditions the truly price determiming factor woich 13 the
nonymity of the personal side of the trassaction A landlord will
not be able to raise the rent of a longtime tenant or will not do
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so to the extent that market conditions would allow, because the
use value of the flat cannot be considered in 1solation from the
personal aspect of the transaction The use value of the flat wil)
however sink absolutely or relatively over the course of time
With short residences however, anonymous conditons can
prevall allowmg market forces to become decisive This mter
pretation becomes more plausible because the effect of the length
of residence on the rent 1n poorly outfitted fiats with a shght wvse
vajue 18 paricularly high

TABLE 10 2 Price per square meter for various gqualities
according to leugth of residence

Quauty Length of residence
upto2 upto 6 op to 15 16 years
years years years and over
Good 4 85DM 4 64 DM 411 DM 340DM
Middie 384 DM IinDM 330 DM 283DM
Simple 366 DM 343DM 241 DM 243DM
Poor 6 48 DM 474 DM 250 DM 198 DM

Source A study of the honsing market i 1975 documeated in Bachmann
Ipsen apd Solojew 1975

The sociological adentification of the market segments by
segregation and mobility

We now have two arguments with a certam empirical plausibility
at our disposal for theoretically identifying the market segments
Accordmg to the first 1t 15 likely that segregation defined as the
gpatial concentration of certam social groups leads to special
interactions between supply and demand The dominance of a
particular socizl class in a neighborhood will thus have 2 price
determinmg effect if and as long as batriers to mobility stabilise or
remnforce this social spatial structure So in this cagse segregation
effects the price of housing through a quantitative determination
of the f{ramsaction According to the second argument the
mtensity of mobility affects the level of rents through a qualitative
determination of the transaction In housing areas where mobility
prevaitls anonymous transactions are rule but i areas of where
the population 15 1mmobile personal ones dominate Jf we
combine the two arguments we atrive at a quanbitatively and
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gualitatively defined structure of market segments determined
ty social factors Such a picture assumes a dichotomising of
mobility variables and a trichotonusing of the soc al structure
A combmnation of the two vanables of social class and mobility
yields six possible market segments according to the selected
scneme of class fication (see Schema 1)

ScHEMA 1 Sociolegical :dentification of market segments

Mobility (frequency of moviig) m a given

neighborhood
high low
T.pper class M1 M2
Middie class M3 M4
rower cl ss M5 M6

An essential weakness of thw market typology 1s the
arourary categoris ng of the variab'es whep a larger or smailer
number of market types mespectively is produced At the moment
1 see only one way to resolve this problem conducting empirical
stadies of the housing market mn large cities =0 as to gather
material which would make plausible a limitation on the possible
market types This limitation would be workable and with time
would become systematically justsfied The goal of our thoughts
up to now has not been to posit a market typology perse but
rather to formulate hypotheses about charactenstic socio
structurally condibioned opportunities on the housing market
Opportumtv on the market has less to do wi b whether one
obtains a fla: on the housing market at all but rather with what
quality housing s obtainable for wnat price The opportunity a
familv has on the housing marhet 1s thus defined by the prevailing
relationship between quality and price Residents m a market
segment have a given opportanity on the marhet when identical
Living sitgations are available on different market segments but
at different prices  Since we assume that certan classes dominate
ndividual market segments this thesis posits at the both market-
segment specific opportunities and class specific opportunities m
obtain ng housmg Thus an opportunity on ine market formulated
n this class specific way means not {only) different availability
of bousing en the basis of different mcomes, but (in addition)
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a relation between qualily and price varying from c¢lass to clase
and disadvantaging the lower classes

Market segments and market oppertunztres Four hypotheses

In order to structure this tramn of thought more clearly t{and not
claiming that all the theses were first formulated theorctically and
only subsequently tested, as the texibooks prescnibed we posit

four hypotheses

(1) Market segments iz which intepsity of mugration 15
above average are marked bv relatively high rents for
various quality levels This relationsbip 15 1 turn the
resuit of a high frequency of anonymous transactions

(2) Market segments 1n which the lower ciasses dominate
are marked by relatively high rents for the respective
quality levels This relat onship 18 1n turn the resuit of
firmly effective barriers to mobility (segregation) among
these groups In addition there is a tendency to scarcity
of simply furnished and older flats owimng to demolition
clean up operations and onlv minimal new construct on

m this category

Neither of these hypotheses would diminish the number o” market
types as shown m Figure 10 1 Instead they posit oply particularly
poor market opportumities for the mobile lower class and parti-
cularly advantiageous ones for the stable upper class Tae third
hypothesis supposes a relation between belonging to a part cular
class and frequency of moving

(3) The upper and lower classes tend more toward intra-
regional mugration than do the middle classes

Some argumen s for the plausibdiy of {his thesis may be
advanced The upper classes are more highly mobile because
their resources available for moving are relatively generous For
this reason they can realise a change in themrr housing preferences
more frequently At the same ttme the upward mobility of tne
upper classes 13 more marked than that of other classes and it
huos creates homzontal mobility as a consequence of vertical
mobility On the other hand the lower classes are forced to
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Fig 101Y  Spanal identificatron of 11 e market segments
I4

change toeir living qdaners more frequendy They are displaced
a8 a consequence of city d velopment activities {(clean up
op.raticns; and because of their more limited resources They
are able to improve ther liv ng situations oaly mn small and never
fuly satisfactory steps and so they rrequently undertake little
adjustments upward and dJownward None of taese argu-

2nis ho dg true for the m ddie classes who thus are pe ther
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under strong pressurc to move nor do they possess the means
for a voluntary change of residence

On the basis of theses (1) to (3) specific theses about the
three market segments can now be formulated

(4) We may expect to meet with a segment of the housing
market where primanly the lower classes Iive which bas
a high cegree of mebility and where the cost of accomo
dations 1s relatively high (M5 1n Figure 10 1)

A second segment of the housing market is pnimanily
mhabited by members of the upper classes Here also
the degree of mobility and the average rents are high
M 1)

We may expect to find a third market segment domina
ted by the middle classes The degree of mobility will
be relatively low here as are the rents

Both of tne following sections will seek to present empirical
material for these theses First we will undertake an empirical
rdentification of the market segments withmm a big city nousing
market and we will study the effects of this market struciure on
the market oprortunities of the respective resident pooulations
The follow.ng sec 1on will look for and mvestigate barriers to
mobility as the central condrtion for tae degiee of social segrega
tion We have not carred out a ctudy of the coaditions for
greater and less mobility which would be callea for by these
bypotheses Invesugations by Kre bich currentlv 1 progress
(Jessen et a2l 1979} will be able to p-ovide up to date results n
the near future

IMPIRICAL STUDY OF SEGMENTS OF THE HOUSING MAREET

In theory the segmentation of the market 18 determned by tle
mtensity of mobility and the concentration of certain social strata
(segregation) Our hypotheses dealt with three segmerts of tne
market

~ 2 mobhile lower class market (market segment A)
~~ an immobile m ddle class ma-ket (market segment B)
— a mobile upper class market (market segment C)



Segregation iMobility and Opportunaty 279

Each of these three market segments 1s charactensed by a certain
level of quality and certain rents Furthermore in each market
segment the size quality and price are related 1n a specific fashion
to each other that1s one finds a relation between quality and
price specific to 2 ceriamn area which can be favourable (good
qualitv for a resconable price) or unfavourabie Table :0 2 sum
marises these hypotheses which will be tested below The highly
changeable market for the lower classes is marked by a lower
quality level relatively high prices and an unfavourable reiation
between quality and prce According to this hypothes:s the
opportunities on the hovsing market wil! be relatively unfavour
sble for the lower classes in market segmeni A On the other
hand the middie classes will have good opportunities m market
segment B The opportunities for the upper classes n market
segment C are ambivalent accordmmg to our theses while the
supply of gumality housing 1s naturally good the relation between
quality and price will be rather unfavoarable The fact that the
prevailing unfavourable quality price relationship affects the
dommant ncome groups there is an important aspect of all this

TABLE 102 Hypotheses about the connection between market
segments and market opportunities

Degree of Characterist: s of Restdents
Mobility Lower Ciass Midé e Ciass Upper Clas
Mobile Mar et Serment 4 Market Segment C
Quality poor Quaahty poor
Price fugh Price high
£ P relation Q P relation
unfasourzole unfavourable
Temobile Market Segment B
Qua ity middle
Pr.e low
QP relation
favoursble

In testing these *heses witl empiricel data the theoret cal
mterest remamns m the foreground Se we are reconc1 d to the
fact that perhaps we will not be able to divide up the entire cily
of Mannheim ex»austively among the woree market segments
mstead the residual areas will have to be om tted from tle
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stuay The 1nvest gation proceeds on the aggregate level of
statist cal d str cts  to wh ch soc10 economic homogeneity cannot
be aitr bu ed A 1variable empirical character stics and relation
ships yet to be discussed are accordmgly domipant traits onlv
within a single market segment other characteristics are present
but are not taken nto account While this lack of focus 15 &
result of aggregations on a relatively high level st does not run
counter to the heurnstic goals of this study Market segments are
theoretical abstractions and become politically significant when
they are remforced by the empurcal dommance of certan
traits

Terntorial ident:ficatson of the market segments

The point of departure for 1dentifying the territorial borders of
the market segments 15 2n mvestigation of the migration pattern
An observation of the currents of migration between 1966 and
1973 made three spatially distinet processes distingnishable
Together with prior knowledge of the ‘quality of the residential
areas the territorial idemtisfication of the market segments—in
the sense of an operational hypothesis—came about 1n this way
Schematically the outline of the mugratory process resembles a
fishpond witk ap intake a dramn and a calm central area Only
the par. of the ci1y to which a lower class market can be atirs
buted had a positive balance 1n mugration The dynamies of
movement were very strong If we figure immgration as a
percentage of the resident population in 1965 we arrive at the
result that statisticallv, the entire population was replaced 1in wen
years Sharply lower was the miensity of mugration in the second
section of the city which we have characterised as a stable
middie class market The emigration balance was negative

however 1t was clearly less in both absolute and relative terms
as was the case m the third area which was designated as a
mobile upper class market Table 10 3 provides the data of the
migratory movement the map (Figure 10 1) shows the position of

the three ma.ke segments and of the remaming areas within the
city limats

Social stractore of the market segments

For explamihg the social structure legal rather than social
categories are most usefal to us The 1970 census distingmshed
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occupational categor es (worker employee self employed) and
nationality Considenng the variations in on the job status and
nationality we suppose a clear relation to exist to a hierarchy of
mcome categories and the hifestyle opportunities deriving from t
Aspects of prestige and influence on the job and in public Life
point in the same direction The tentative mnature of these
hypotheses becomes clear when the untrained sales girl 15 classi
fied as an employee while the skilled crafteman 1s 2 worker
to say nothmmg of the heterogeneity in the group of °self
employed Table 10 4 shows the breakdown accoraing to occupa
tional category and nationahity for the respective market segments
Accordmg to these criteria market segment C 18 elearly distin
guishable the proportion of self employed 2nd employees 15 above
average here Thus we can speak albert with caution of a market
segment for the upper class The sitnation 18 more drfficult with
market segments A and B where the hypothesis supposes a
distinction between lower and middle class Only the larger
proportior of foreigners can be interpreted as an indicatron 1n
this direction Supporting these data a study we conducted 1n
1975 indicated that the propertion of unshilled labourers in
market segment A was 7% higher than 10 market segment B

TasLE 104 Market segments and social structure in 1976
(according to censns)

Market Absolu e Self Employees Workers  Fo ewgn
segment residential employed naticnals
population % % % o

Sepment

A 84 973 60 387 533 i42
Segment

B 119 200 56 419 503 77
Segment

C 66 364 1C5 620 247 51
Over all

average 66 455 456 89
Total 332,163

The same conclusions were indicated by a poll of temanis
carried out in 1979 It mndicated a difference 1 net family income



Segregation Mobility and Opportunity 283

per wage carner in the market segments (in market segment A
DM 136300 B=DM 14500¢ C=DM 1569 00)

The present outlook for characterising the market segments
by their social structure looks something lLke the following

Market segment A 15 dominated by the lower working class
The probability (which however has not been tested’ 1s that

the self employed are primarily small shopowners and ariisans
and that the employees to a great extent belong to the group
without high qualifications Ma-ket segment B 15 likewise a
workers quarter The proportion of employees 15 however
greater and the level of qualification 1s probably higher on the
whole Finally market segment C 15 domunated by the middle
class at any rate To this extent we can speak of two rental
markets for workers and one for tne middle class In workers
areas a difference between a lower and an upper working class
18 ndrcated Compared to the hypothesis as ongmnally formulated
a shift of the social level downwards can pe seen a result

which 1 plausible n view of Mannheim s character as a Aworking
man s town

The supply of housing

In describmg the housing market in the maiket segmeats we
used the plumbirg i1n the flats and their size as indicators
Table 10 5 shows tne development of the housmg market m the
three market segments bstween 1968 and 1979 Although the
different sizes of the random samples for 1975 1977 and 1979
must be taken 1nto account 1n evaluating the figures and although
a certain distortion in representativeness should be noted with
the cluster sample of 1979 nevertheless, toe frequency of the
opservations makes possible a statement about consistency and
change n the srructure of supply m the market segments Both
consistency and change are clearly seen when one considers the
supply of good flats 1in the market segments between 1968 and
1979 Clear differences emerge at all tmes between the market
segmert of the lower and upper class on onc hand and the
middle class market on the other that ;3 we find a greater share
of well outfitted flats m market segment C The differences
batween the market segmen.s decrease shghtly with time but
rema n considerable The market segment of the working class in
1979 had not even reached the level of the middle class market of
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1968 A levelling ont of the demand structure between the
market segments 18 not found at the upper, but rather at the lower
end of the Dhousing market The share of badly or sparely
equipped flats decreases rapidly in both workers housing markets
by 1979 However the well eqmpped flats which could be
counted as a normative standard, do not increase instead the
flats of average quality do In concrete terms thig means that
the essential change in both of these hou ing marke s 1n ten years
consisted only of the instaliation of toilets and baths

Often it 15 objected that a description of the flat outfitting
confining 1tself to the presence of a bath toilet and central
heating 1s not differentiated enough and that both the actual
quality of Iife and +he rent demanded are essentially determined
by many other features Xor our purposes we examined eleven
further features of the layout 1n the different market segments
from kitchen equipment to carpets to the balcony and the yard
Only 1n the provision of balcony and a yard were significant
differences found 51% of the households 1n market segment A
had neither garden nor palcony, in comparison to 34% 1n market
segment B and 20%; respectively 1n market segment C Except
fo this single case one can assume a random distnbution of
additional features of the flats

If we summarise tte description of the housing market n
its three segments we see particular differences m  qualiy
betneen the market segments of the lower and upper working
class on the one hand and that of the middle class on the other
{even if we wanted to neglect entirely the differences between the
two markets for workers)

Rents
With our study of rents the anpalysis armves at the dependent

variable A claim has been made that segregation foreibay
limrting mobility on the housing ma ke , particularly for the lower
c'asses influences renis in a market segment specific way bv
condittoning the mteraction of supp'y and demand Second, 1t
has been claimed that the degree of mobility working through
the mode of interaction {anonymous vs personal) is important
for the rent level In testing these theses the determmmng factors
are not seeh 1n 1solation but rather appear i combination it
determin ug the price We should still ndicate at ihe outset the
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cxtent to whuch segregation and mob lity can be expected to
influence rents Qur concept leads us to see the rent as deter
mined by a number of elements working mn combination The
basts of the rent 1s made up of the ground rent plus construction
costs In addition to these come financing expenses which vary
m turn depending on how much financing comes from outs:de
sources and on interest levels Ups and downs on the market
come 1nto play only after these cost factors have been taken into
account they effect only a certain proportion of the rent i turn
Only within this restricted sphere can segregation and mobility
exert an mfluence on housmng prices

Table 10 6 shows rents in the market segments for the years
from 1968 to 1979 The data show for each year in ihe study a

TaBLE 10 6 Average rent per square meter broken down
by market segment (an German marks)

Year of the sample

Market segment 19468 1975 1977 1975
A DM2 39 377 381 429
B 200 348 358 411
C 276 396 419 4 62

Mannheim
overall 234 in 385 434

Source Census of Buldings and Flats Mannhein 1968 authors
calculations

higher rent level in the market segment of the lower working
class (A) than 1o that of the upper working class (B) In all years
the rents m the muddle-class market {(C) are the highest These
figures say nothing about the structure of supply 11 the individual
market segments While indeed the higher rents on the C market
as we know can be caused by a higher average quality this was
not the case with the difference between the A and B markets
since the lower quality was found if at all, m the A market The
development of the rents shows an increase of 85% 1n the period
from 1968 to 1979 for the rental market as a whole The increases
were the least in the middle class market (67%) and highest 1n
the market for the upper working class The heterogeneous
nature of the development in rents caused a convergence between
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the market segments atleastin average rents Thusihe difference
between the B market and the A market amounted to 14% 1n
1969 while m 1979 1t was only 4% Also the different1a) between
the B market and the C-market decreased during this perjoq from
329 to 12% We shall have more to say later about this develop
ment

Furst of all however the data presented 1 Table 10 6 are pot
related to the thesis that was to be tested since the quality of
the apartments was not taken imto account Hence we are pot
dealing with quality price telations but rather only with price
relations Since a complete picture of the housing market for
the year 1968 1s available 1t1s poss ble 10 carry out an avestigation
of housing quality with great precision for this time In Table 107
the outfitting as well as the year of comstruction are taken as
ind ces of the qaality of flats The table therefoie provides the
rents for comparable flats 1n the respective market segments

TaBLk 10 7 Rents (in German marks) by market segment
taking mste account outfittrng and year of
construction—Ifor the year 1968

Qualty pre-1918 1918 1948 1949 1960 1961 1568
A 177 189 286 358
Poor B 165 175 220 408
C 176 220 373 348
A 170 173 211 757
Simple B 165 171 206 202
C 1 185 223 408
A 203 182 247 367
Middle B 188 136 236 292
C 207 202 250 333
A 252 265 337 422
Gooed B 242 231 236 338
C 2568 254 2350 390

Source Census of Buldings and Flats 1968 author s calculations

In fifteen out of sixteen cases the qualiiy-price relation 1s
worse on the market for the lower working class thap for the
upper (B) 1n six out of sixteen cases the guality price relation
w this market segment 15 less favorable than on the muiddie.class
market If becomes clear precisely mn this sifuation that partieylar
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gual ties 1 the 1 v ng environment cannot account for these diffe
rences in rents The residential areas 1 market segment A consist
to a great extent of closely spaced multsstory construction with
only sparse open areas The nusances of street and industrial
noise, odours and ar pellution are greater than average We can
also vanfy statistically that flats 1n 2 esidential area with dense
construction and the nuisance of streets and mmdustrial noise have a
higher price per square meter than flats in quiet residential areas
with green space

Likewise n fifteen out of sixteen cases the relation between
quality and price 15 worse on the middle-class market than on
the market for the upper the working class Even if we are rather
inchined at first sight to attmbute the higher price level to the
quahty of the environment this 18 st li not plausible 1n the case
of the market for the upper working class fo it Is exactly here
(even 1f 1t 15 not universally so) that we find a high quality living
environment Often there 15 a Jow profile construction with
garden apartment developmenis 1n other cases there are
authentic downtown advantages So we can assume that these
results do not reflect any differences in residenual quality, but
rather unequal market opportumties conditioned by socal
difterences and conveyed through economic factors

A further objection against such an interpietation could oe
made namely that the relatively high price per squars meter witn
no better quality on the lower working class market could be
caused by the smaller average size of the flats there Smalles
flats are more expensive than larger ones because the mvestment
costs per square meter of living space are relainely greater Buat
we should consider that such an argument would be valid only
after toulet facilities had been installed Such was certamnly not tne
case wm the quality categories poor and smmple and Was only
partially true for apartments of middling quality (n tne cases
where the landlord had nstalled any bath at all)

The data recorded here confirm the existence of a segmented
rental market even whken we include the data from the random
sample of housing i 1976 (==1179) Fiats of average quality were
6% more expensive on the mobile rental market for workers
well outfitted flats brought % more 1 this market segment
Thus segregation and mobility influence movements on the
market 1n a class specific way Depending on the period 1n time
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and the type of flat ths mmfluence amounts to over 209 (for
well outfitted postwar fats 1 1968) or perhaps ounlv 6%
Even 1f 1t 18 clea= that the market for the upper class as well as
the Iower working c'ass 1s relatively poor th s marxei uiscr mina
tion doubtless hits the iower class harder—not onsy from the
monetary pomt o1 view, but also considering e environmental
factors prevatling 1z market segment A industr al arc traffic
noise troublesome odours and the lack of green space are found
here together w th relativels high rents

BARRIERS TO MOBILITY—~-ON THE TRAIL OF
EMPIRICAL INDICATORS

Segregated market segments arise through barmers to mobihty
which direct and confine mobility on the housing market Market
segments can thus change (that 15 be comverted totally or
partially mto other market segments) when old barrers to
mobility are simultancous'y overcoms or new ones are erected.
Segregation 1s not a statistical artifact butis at every powmnt the
result of a sys em of distribution (of flats and bousmg seekers)
whose dynamics produce our social organisation of space The
distribution 13 comditioned by the economics of land utilisation
and of mnfrastructure developmwent on the part of the suppliers
and the class structure on the part of the tenants I th s sense
barriers are not the cause but rather only mechanisms of the
distnbution system

Preferences m mobility have the same character as barriers
to mobility but sociopoliically they are less significant Segre-
gation is seen to be & one sided constramnt Some people cant
g0 where they want whue others dont go where thay counld
These are decisively different sitnations especially i the context
of market opportunities that interest us here

In this secton the search for empirical indicators of the
exisience of mobility barriers 1s presented The search for such
indicators serves the purpose of remforcing with ntermediate
mechanisms our claim that mobility segregation market segment
structures and opportumties on the housing market are mier-
related In this way the functional operation of he housing
market ought to become clearer

We distinguish three condrtions acting as constramnts on the
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housing market informal brokerage on the rcntal market a
resigned decis on not to change flats and th~ anticipation of
barniers in the search for a flat Here we always keep the focus
on differences among the three market segments In general one
can assume that the market segm.nt for the lower working class
1s hardly abie to seal itself off from the outside (that s 1t 15 open

for people moving 1n) On the other hand it is quite tightly
sealed from the insiae (outmigration 1s difficult) For this market
segment the barniers thrown up by other market segments are

hindrances but 1t bhas also thrown up hindrances of 1ts own The
situation 1n the market segments of the upper working class and
the muddle class looks different here strong barriers will shield
against migration ‘ from below

Informal brokerage 18 an indicator of a barrisr to mobihity
insofar as it guaraniees a preservation of the status quo This s
particularly true when locating a flat 15 carried on by friends
and relatives, simnce one can assume a high degree of class
homogeneity here

TaBLE 10 8 Locating flats throngh friends and relatives by
marhet segments (1a % , N=2072)

Market Segment
A B ]

4017 510 367

Source Tepnant survey 1979

In the market segment of the upper working class (B) loca-
ting a flat through friends and relatives was particularly common
The barner in this case consisted of a sharply marked form of
gocial self recruiting If we take other forms of informal flat
locating :nto account—such as through the previous temant or
through cotbe temants in the same building—then new leases 1a
63 5% of all flats 1z the B market were concfuded 1o this way The
chances of having a fair choce are thus unevenly distributed

Seen 1n a passive sense a decision not to change ones
lodgmgs can mndicate a barmer We regard a faiture to change
flats 85 indicating 2 barrier oaly 1n cases where the desice to move

axisted but no acuion tosk plac. b.causs the- tenant assym.d
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that his purpose i moving—improving his living cendittons—
could not be attained Such cases of a resigned fatlure to move are

considered as signs of barrers In order to gather information on
this the question was asked why a person did not mntend to
caange his flat Taole 10 9 presents the answers

Tasie 109  Market segments and reasons for not morving
m per ceat (m parentheses—unmber of

Tesponses)
Market Flat Moving Search New flat Avg 9% -
segment oK expensive] foraflat  no better (total
difficult too hard responses)
A 618 127 36 218 233
(39) ™ @ (12) (55
B 758 is 129 87 3390
@7 (1) 8) (6) (62)
C 831 70 28 70 37e
(59) 3 ) %) 1)
To als 746 69 54 122 icoo
(149) {13) (i2) (23) (188)

Source Tenaat survey 1979

Obviously a large segment of the people polled responded
that they were not moving because they were pleased with their
fiats In 2 different connection we tried to show that this
response could mot be taken hterally until we had checked out
what chance the respondent had of acinally changmg his
residence In ae above case 3499 of those not waniing to
move because the r flats we ¢ allLgedly well equipped had no
cenral heating ana som~ didnt even have bathiag facilities !
This g ves at least some 1dea of the degree of resigned making do
ir ihis response

We take as mdirect ndica ors of resignation the rusponse
that th. move would be too expensive or difficult Direct mnds-
cators were responses that the search for a flat would be too
difficult or that one couldn t find a beiter one n any case If we
combine the direct and mairect indicators of a resigned dectsion
pot to change flats we arnve at 38% of the responses m market
segment A and 16 8% m market segment C In thess percentages

e

P T L N e e L w0
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rational sations with the response fat OK were nof mcluded
Even 1f the small pumber of cases studied do not make a defims
tive conclusion possible resignation seems nevertheless 1o
be an importan. indicator of barriers to mobility It 1s theorets
cally plausible that people anticipate barriers and so thev confine
therr search for a flat to certain sections of the city where they
are most Iikely to meet with syccess

This 1o turn has consequences for the geographical direcuon
of actuzl migration processes At the beginning of this section
the clarm was made that market segment of the lower working
class 15 sealed from within (1 e, 1. 15 hard to get out) while the
other two market segments a-e¢ sealed f om without If this
1s the ca e then it must be apparent 1n the direction of the mntra
city migration According to this hypothesss  mugratione
origipating m the market segment of the lower working class (A)
would be confin.d to a greater exten. to this market segment Ia
307 housetolds we asked for the address of the flat precedmg the
current one so that we could discover the direction of migration
1m a charge of flat Table 10 shows the results

TABLE 10 10 Situation of previous and current flat i °; (N

parentheses)
Previous flat ;n market segment
Current flat Residual
m market
egment A B C
A 72 8 (51) 114(8) 128 (9) 282
B 17 8 (15) 715 (50) 58 5) 48(4)
C 333 (26) 219(17) 42 3 (3% 26(2)

Source Tepant survey 1979

These data show for all market segments a concentration
of migration m the imner area of each segment Accord ngly
the correlation between the current and earlier restdence 13
relatively high (Cramers V=055 Furthermore 1t 18 evident
that the degree of confinement—in the sense of circular migration
within a single market segment—in the market for the lower and
middle working class 1s practically the same while 1 the middle
class market it 18 conspicnously smaller Our hypothesis wonid
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“owever have led us to expect differences between market
segments A and B So although barriers in form of circular
mmigration are clearly present some questions remam unanswered
cven here

This section has provided three examples of indicators of
the existence of barriers to mobility Barriers to mobiity are
essent al mechamisms by which the economic yntt of the market
segment constitutes itself 1 terms of social space Even if the
pilot study presented here makes the existence of barners to
mobility appear hkely it 15 nevertheless clear that extensive
theoretical and empinical wosk in tmis area remains to be done

SOME SUGGESTIONS ON THE CONSEQUENCES FOR HOUS™G POLICY

Tne findings of a sociologicai analysis of the housing market
presented here sbould be regarded as tentative both in their
geographical representativeness and in the refinement of tnere
theoretical and empirical argumentation INevertheless thewr
potential significance for housing policy seems to be conside:able
As was stated at the outset the government has increasngly
withdrawn from mass construction of housing projects and
support for private home constraction has been increased The
just fication for such a policy has been drawn from the filtering
theory > which claims that a housing policy for the middie classes
15 also at each level bemeficial to the lJower mmcome groups and
that the mvestment of private capital—stimulated by government
subsid.es—increases the efficiency of government programs One
of the essential requrements for the functiomng in the filterning
effect »s free movement of those secking housing and the nonext
stence or mimmal significance of social segregawon Our
investigations have provided indications that mobility and segre
gation have contributed to the growth of market segments which
cannot be substituted for one another or which can only be
substiinted to a hmited degree Thus i is hkely that fikenng
effects mmsofar as taey can b= empurically documented at all
break off at the soci0 political relevant boundaries of the market
sepments The madequate housing of the lower 50% of mcome-
earners 1s not essentially improved by beaefiting the upper 50%
On the contrary structural disadvantaging of the lower classes
5 wcrcased when the supply of apartments 15 reduced by
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construction projects (bmlding transportation systems expanding
the ¢ty centre urban remewal) or when the demand 15 increased
by programs in labour policy such as immporting foreign workers
Thus i1f we want to supply the lower classes with housing then
programs are necessary which concentrate dwrectly on those
groups

Furthermore the small size of the market segments prevents
our expecting much success from drastic measures m housing
policy In this context we should reflect on how the admumistra
tion of hounsing policy can be shifted to a greater extent to the
communal level and then further to the level of individual neigh-
bourhoods 1f we take as the chief purpose of housimmg policy
meeting the needs of the lower and middle classes
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B MERENNE SCHOUMAKER

ANALYSIS OF THE MOBILITY OF ECONOMIC
ACTIVITIES IN URBAN AREAS

Smce 1950 there has been a marked change in the localisation of
many economuc activities Although the process 15 especially
typical of industrial enterpr se tertiary activities such as the retail
irade or servces to mmdusiry have also beep affected ana even
activities which we call heavy tertiary (wholesale trade
garages forwarders etc) which due to tneiwr snrface ares and
transport requirements are i many ways sumilar o manufacturing
mdustry

In sp te of the numerous articles w-nten about this problem
exhaustive analyses are relatively rare and often limited to the
most striking aspects such as the creation of big mndustrial estates
or activities the opening of new shoppmg centr.s or the develop-
ment of large office areas On the other hand nothing or hardiy
anything 1s known about changes in localisation 1n the heart of
an urban centre or in a subLrban district and often uitle 18 known
about the changes of occupations m the pre exisient urban
network

The aim of this adicle 15 to show the inturest of studies
about the mobility of business organssations and to present some
topes of rusearch that cosld be done 1o this field of 1nvestigation

THE CONCEPT OF MOBILITY

By mobiity we mean any cnange in the el stafus of the
bsinesses with resuits m & change in #he localisarion of these
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businesses Any extension on the spot as well a8 any internal
changes in the business (¢ g modification of the activity growth
or deciime legal or financial change) are not taken into

consideration
Four Ionds of situations are therefore valid

— creations or openings

— cessations or closures

~— extenstons on a site different from the original one,
— transfers

However, as the table clearly shows, the same situation can be
classified differently dependng on the point of view concerned
Thus 1f a spatial pomnt of view 18 adopted—as 18 often the case m
geographic studies—the opening of a new business by a firm from
outside the region is considered as a creation, whereas, as far as
the firm 15 concerned 1t 15 an extension of 1ts activity and from
an mdustrial point of view 1t 18 either a creation (if the field of
activity 1s new) or an extension (if the new business 1s working 1n
the same field of activity as the parent company) Likewise, the
cessation of a business due to the transfer of its activities outside
the region represents a closure for the region whereasstisa
change 1n localisation for the firm
It would therefore seem to be of the utmost importance that
i studies on the mohility of actrvities the researcher clearly
defines his point of view of analysis m order to be able fo make
further comparisons Personally we tend to prefer the spatial
point of view but we are aware that the resulting classification is
extremely dependent on the area studied e g 1n urban areas the
city centre the agglomeration or the urban region
Furtherspore attention should be drawn to the misunder

standing produced by certain 1ndividual concepts such as

spreading out or decentralisation which are used 1n French
studres By decentralisation French authors generally mean the
total or partial transfer or extension of a company out of the
limuts of the e de France region (on this subject see T Sawm
Julien 1973) whereas if the new division remams m the region
the operation 1s called spreading out
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MEASUREMENT OF MOBILITY

This measurement necessarily mnvolves the existence of a card
iodex of the companies and businesses Such a card mdex would
include for a given period any changes in localisation that have
affected production or services units

With official statistics and particularly the data transmutted
after census 1t 1s not possible to keep a check on the civil status
of the businesses In addion this mformation does not permit
studies on the <ignificant spatial sub groups city centre old
suburbs harbour areas etc Indeed if only 2 or 3 sets of statistics
are available 1t 1s only possible to analyse the balance of the
evolution often on a local or regional scale In addition
comparisens are made difficult by the changes which often affect
the spatial dvisions (e g changes i the limuts of the
agglomerations) or the activity code numbers of the bustnesses

On the other hand with a precise card index of all the
business m the study area at two different dates 1t 15 possible to
analyse the mobility components precisely

From this point of view the study done by PE Lloyd and
€M Mason (1978) of the city and conurbation of Manchester
18 a very good example As 1s shown in Fig 111 components of
industrial change have been taken into account the exits the
1n 5110 changes and the entries Under exits the authors bave
separated closures and transfers whereas under entries the
creations are separated from the dislocalisations The figure
clearty shows that the balance of the evoluttonis 1n fact only
the difference between all the growth and reduction operations of
both businesses and employment

The existenice of exact data about the number of businesses
the staff employed or all other guantitative vanables which show
the s1ze of the businesses (e g surface occupied or sum of
invesiments) also make 1t possible to calculate certain rates

Let us suppose that for a given period #0 £1 we have the
following information about the number of businesses

x or the namber of busimesses m 10

¥y or the namber of businesses in ¢1

a or the number of busmesses which did not change their
localisation during the period 10—¢1
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¢¢ PE Lloyd and CM Mason Manufactonng imdusiry in
the mner city  a case stuay of Greater Mapchester in Trans-
actions Inmstiture of Britisk Geographers Vol 3 n 1 1978
P79

the number of businesses which ceased their activity
tirely

the number of businesses which were transferred with n
study area

the number of busmesses which were transferred out of
study area
the number of new basmesses created durmg the period
—t1
the number of businesses which were the resu of 2
msfer from ouvtside the study area

wing can therefore be caluulated
ase 10 number of businesses=e--f

ase o number of busimesses=5b44
ace of evolution =yp—x
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rate of closure

rate of dtsappearance=_l3_£_é

ratefof openings= —j—;

etf

rate of mcrcaseu—;—

rate of mobility of the original businesses= —-—--—-—~—b+;+d

Some of these rates were calculated by P Aydalot (1978)
durmmg a survey of 1 800 of the biggest French companies The
analysis enabled this author to differentiate the mobihty
according to different variables of the firms the businesses the
original surroundings and the new surronndings

Indeed mobility study cannot be imited to simple calcula
tions on the number of businesges It 1s advisable to integrate
various characteristics of the firms and businesses involved e g

~- the branch of activity (e g manufacture of clothmng
wholesale),

— the function of the business (e g factory laboratory
sales office etc)

— the size of the business (number of people employed
ground surface)

— the localisation of the registered office

— the size of the firm to which the business belongs
(translated for example by the number of busmesces

which belong to the firm)
— the date of implantation

The calcalation of the rates defined above by category of business
proves very mterssting as it makes it possible to pick out tae
commonest fea.ures of the most or the least mobile um's
according o the mobility situawons (creafion transfer closure
cic ) (seec P Awdalot, 1980 pages 9 25, 1n particular)
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SPATIAL TRENDS IN MOBILITY

In addition to measuring mobility 1t 15 also necessary to study the
movement “self by analys,ng the CharaCtErlSﬂCJ Of the eas
affected by the movement as well as the directions and distances
covered 1n the case of extensions and transfers

In order to achieve this maps have to be made As in
research on changes in mdustrial localisations m fae area of Liege
(B Merenne Schoumaker 1980 planche 34) the following can be
mapped

— the businesses according to the type of localisation
operation which produced them cessation (proper or
due to a transfer) creation extension

~— for transfers and extension the pomt of departure and

the point of arrval of the business as well as the journey
effected by joimng these two pomts by a segment of a

straight line

It 1s also advisable to study the main features of the areas
sovolved 1n the different changes principally by distinguishing
those where the closures andfor transfers have taken place and
those where there have been creations extensions and transferred
anits (also see under head—Spatial Results of Mobility)

In urban areas it i1s especially Interesting to separate intra
urban m grations from mter urban ones as the firms responsible
for these migrations generally differ and the processes orig nate 1n
different causes

In Western Buronpe on the whole the bus nesses 1n urban
regions very often move a himited distance (5 10 20 kilometres
depenamg on the smize of the regions concerned) due 1o the
manag~ment s desire to keep 1ts customers 'abour and human
and economuc relations Furthéermore they generally move 1n a
spec fic -adius of the congiomerattods eg businesses in the
north of the city will settle 1n the smorthemn outskirts of the
agglomeration (B Merenne Schoumaker 1974 pages 49 50)
Moreover there s a big mntra urban movement which 15 strongly
mfluenced by the land and property market This diagram proves
correct 1 both the cass of a8 big city lke Paris (see J
Pallerne, 1964, pages 85111 and A  Delobez, 1981 p 77
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1n particular) and the case of an average city hke Licge (see omr
research 1n the bibliography at the end of the article)

CAUSES OF MOBILITY

Although it 1s oflen difficult to know the true causes of the
closure of a busmess exactly 1t1s on the other hand possible to
find out the factors of localisation of boin new unis and
dislocalisations

As regards the latter, we believe like A Fischer (197,
pages 96 97) that the expulston factors (from the ornginal
localisation) must be distinguished from attraction factors (of the
new site) Indeed all the surveys we have done in indystrial
enterprise (B Merenne Schoumaker 1978) m heavy tertiary
(B Merenne Schoumake 198la and 1981b) and m retail
trade (B Merenne-Schoumaker 1979) show that most
transfers are dne in the first place and above ali to
difficulties encountered tn the original localisation In the case of
mdustry and heavy tertiary activities the main causes of
dislocalisation are the decrepitude and unswitability of the
buildings traffic and parking conditions, difficulties of proximity
and pressure of land prices accentuated by town planning
operations In the case of retail trade the mam factors of
explusior are end of g lease unsmtability of the premises their
price or the bad situation of the shop

The requirements concerning the new stte are therefore only
taken into accouant at a second stage when lookingz for a new
Iocalisation The factors of attraction are principally the surface
area and the cost of the ground and/or bumildings the situation of
the site the policy of the authorities the chvironment of the new
sife etc

The analysis of the causes of mobility therefoie involves
precise surveys with the firms i order to analyse the decision
making process The quality of the work 13 very dependent on the
mvestigator and the means of imvestigation (see B Merenne
Schoumaker 1982a pages 166 107)

It should, however be noted that m spriie of a growmng
ratjonalisation of choices precise studies of localisation are still
rare, particularly i the case of directors of small busmesses and
when businesses are created It is therefore advisable to be very
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careful 1n this kind of analysis and to accept answers that are
fragmentary but true rather than answers that are complete but
imcorrect

SPATIAL RESULTS OF MORILITY

In addition to research on the mobility of businesses it 15 also
very interesting to study the areas affected by the changes,
particularly as already mentioned the areas under development
and those abaandoned

In actual fact the dislocahisation of many activities creates
various problems Generally the siiuation of most European ciues
1s the following

In the city eenire premuses are rarely abandoned but helped
by land speculation there s a clear whitthng down of functions
and the noble activities (decision research offices of industrial
firms luxury trade) are often the only ones which can pay the
price asked for Certain economic fields are therefore etected
from the city as well as a certain type of population except from
the dilapidated areas where the marginals * are becoming more
and more concentrated

In the ou skurts of the agglomerations the chief problem 1sthe
anarchic growth of urbanization and the recession of farmland
The city 15 diluting hence the d ficulties for both the rural world
{seriously threatened by the progression of the urban fromt) as
well ag for the city (faced with the problems of providing services
and organis ng public transport)

It s however in he close suburbs and espec ally m the old
industrial suburbs that the most acute problems exist due {0 he
multiplication of wasteland and to the difficult conversion of
activities (B Merenne Schoumaker 1932b)

Thus one can see the interest of precise analysis of the
changes 1 the activities of the various urban sub spaces-—these
analyses being essential for any development or repovation
operation The research done by J P Bondue (1982 pages 356
402) on the evolution of acguimtions hberated by who'esale
activities i the conurbatron of Lille s 2 rvery good example from
this point of view
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CONCLUSION

The mobility of businesses major process of the evolution of
cities and of the changes in urban spatial structures appears to
us to be one of the principal subjects to be explored when
analysing cities

That 18 why we have tried 1 thus article aimed at
methodology to demonstrate diffexent ways of research that are
possible as well as various methods that can be used effectively

Poubtlessly the concept of mobility 1s often ambiguous In
addition the analysis requires lengthy and sometimes tedious
research but the results of this research are very rich and

indisputably likely to renew traditional studies of urban functions
and areas
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TWELVE

FABIO LANDO

FUNCTIONAL AREAS IN THE TOWN
The Example of Venice, Italv

VENICE 15 a city which 15 not only at the service of 1ts residents
but pursues a aumber of different functions 1t is a tounst and
cuitoral centre of internationa?! value plays a directonial role
towa~ds a large part of the regton 1$ the integral part as  lstonc
centre of a large lagoonm conurbation and finally 1s the
Venetians citv® And these tfunctions interminghng occupy
various areas and render aextricable the various roles of the
economic urban space Moreover the numrber of retail activities
and tlLe services offered 1s not only mnotable in respect to the
Iimited space in Venice, bat seems to be almost umformly
distributed along the various streets

Then the fact that 1f 15 almost exclusively a city for pedes-
tiians 1 which not only are the economic distances Dimited
and therefore well definable within the urban space but also 1its
being well limited by the Iagoon makes it particularly attractive
for analyses of this kind So fo venfy the exmtence of this
econopuc zone and then attempt to designate the relevant area
two principal component analyses were made and one potential

was calcnlated 2

THE TWO PRINCIPAL COMPONENTS ANALYSES

1o the first analysis of the principal components the varrables
congist of the percentage of eich economic activity’ in every

Census section ¢
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In this way the charactenistics of a series of 139 tertiary
structures arc made evident each of which 1s considered of
cquivalent importance whatever the service bemng offered In one
respect the analysis did not produce the hoped for results a
good 15 components were obtained with eigenvalues above the
umit, capable of explaimmng just 68% of the total vararce
(see Table 121) A result that if no use from the geographical
pomnt of view does say a lot about the extreme complexity of the
localization of the offer and thus the impossibility of 1aentifying
with this analysis the economic areas that are—if not specialized—
at least homogeneous

Given these results the analysis was repeated keeping the
values relative to the services intact without translatmg them
mto percentages to try and make the mass effect evident The
breaking down of the data into percentages could be understood
as a kind of prenormalizatton 1t underlines the lhikeness m the
composition of the services offered in the sections (mix) at the
expense of the similanity of the distribution (mass) of the various
services So the analysis before beginning the calculation of the
correlation matrix carried out an effective normalization And in
this way without this premanipulation thatis admitingm
the analys:s the data with 1ts mass one can obtamn from the
analysis 1tself a type of mass effect that can be read i the
factor scores 1m as much as 1t results from the product between
the loading factor and the normalized value of given data If the
data has a distribution of “abmormal average and standard
deviation—high factor scores are obtained

Now & components succeed 1n explaintng 70% of the total
vanance (see Table 12 2) Even though halved the number of
the components remams mgh while the vamation explainec
remains the same another confirmation of the complexity of the
tertiary commercial structure of insular Venice

Fortunately the first component with almost 20% of the
variance clearly demonstrates the fact that there 1s 8 commercial
centrality It 15 known that the graded positions of a nucleus of
shops depends not only on the type of goods offered but also on
the quantty of the items offered and in fact shops offering
different goods but with simalar scope tend to be grouped
together i the same place The posubility of stocking up on
many goods during the course of shopping has an extremely
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Reference Map

S Marco s ‘
Dorsoduro 2

ng .

Fiac 121 Reference map Prmcipal places cited

b

1 St Mark s Basin 8 5 Leonaido

2 (Cazlle Larga XXIITI Marzo S S Margherta

3 Lista i Spagna 10 Railway termupal
¢+ Mercerie 1} Road terunal
5 7Peschena (Fish market) 12 Via Garibaldi

5 St Mark s souare 13 Tae Lagoon

7 Riuglto

positive effect on the potential buyer 1t could be likened to a
discount or better to a reduction of the ‘economic distance

that the consumer evaluates 1o time and cost In this way the
quantity the type and the quality of the goods offered 1n a very
restricted territorial environment 15 i1mportan* for the sgm
1cance of a commercial centrality

As far as we are concerned 1t 15 a guestion of shops that
offer both ciothes and their accessories and unusual products for
the heuse all goods that for the consumer correspond to
surchases not made very frequenily and related to the necessity
of systematicallv having to compare prices and quahty

The factor scores demonstrate a large central a.ea corrss-
ponding to the Mercerie  that part of the district of St Mark s
comprisiag the area between the Rialte and St Mark s Square in
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which more than a th rd of the shops offermg non banal goods
are crowded along the strects of the said Mercenie  (see
Table 123 and Fig 122) From this compact central nucleus
ramfications seem to branch out that following the main routes
reach the two secondary nucler of S Leonardo and 8 Marg
herita arriving then at the two terminals for road and rail

The second component—accounting for 11 63% of the total
vanance—indicates a  fourist centrality’, showing up the areas
where the hotels are concentrated (see Table 124 and
Fig 123) the tourist agencies the fine art shops and the
restaurants In fact, the scores immediately emphasize the
important bhotel nucleus located around St Mark s Square and
overlooking St Mark s Basin Here we find the most famous and
important hotels and restaurants ih the city Danzell Grtt:
Regina Harry s Bar—enjoying a position and a4 view among the
most prestigious and renowned 1o Venice

The second and far less 1mportant nucleus regards the Lista
d1 Spagna a distinetly inferior hotel centre adjacent to the railway
terminal

The third component regards the daily supplus of the
urban population groceries, meat fish fruit and vegetables In

Venice, these are services that are found concentrated (see
Table 125 and Fig 124) m only two Census sections the
Rialto where the wholesale market is situated and the most
important retai] fruit vegetable and meat market in the oy, and
the fish market (Pescheria) where the majonty of fishmongers
are concentrated

Every morning the hotels and the Venetian housckeepers
make their dailly purchases And this is by now a long standing

tradition  and typical of many Veneto cities almost at the
geometric centre of the city very near to the town square the
most 1mportant city food market 1s to be found—perhaps the only
one that could be termed as such regularly frequented by
housckeepers from both the city and outskirts The map then
shows the other two much less important nucle: of San Leonardo
and Via Garbald

The fourth component regards the professions (see Table
12 6) It shows the zone in which there 18 the maximum concen-
tratton of Jaw, architectual and accountancy offices and so
demonstrates the marked ternary fimetion of Venwce It picks

N

Y



319

Functional Areas in the Town

0001 65 0001 Y. G001 g6 000§ 8ce 0001 RIT 0001  OLE 9JTRA JeI0L
¥e (] - - £§ s 20 [4 ¢ L B [4! b9t g€
194 9z §9€ e ver 9y 9 LS LET bic Lg ¢9¢ 411 ENOONN JBI0L
LI 1 ¥I I 8¢t 3 5¢ €1 80 I z¥ st 161 I
ve [4 i T [4 £ 80 (4 1S 9 19 [£4 662 T o1r
S8 § 8s s t£3 9 (44 01 9L 6 0f 8t 66Z 1 601
L1 I 143 LA 4 ¥ £1 2 st £ 2¥ 1 5191 8017
<8 s (34 [ b 0% ct 6t y v 91 vorc 86
16 € go1 8 8 8 692 ¥ 89 8 Ti 9g £i59 i6
€sY 6 88 9 €9 9 6 €1 €€ 1< g ¥9 1 %4 ¥E9 § 96



310 Urban Economics

Component 4

Fic 122 Commercial centrality

(a) Score values higher than -3 0

(b) Score values rancing from 41 0 to 3 0
(<) Score values rancing from 0 4 to +10
{d) Isopotential

out Venices City, the core of which—the Stock Exchange the
Chamber of Commerce and the local branch of some large
national banks—is clearly shown up m Cens sect 102 of Calle
Larga XXIII Marzo that features the highest scores

The remamng four components although presepting own
eigenvalues well above the unit seem to be clearly residaal and
the resulting outhnes are not very convincing

THE ANALYSIS WITH THE POTENTIAL

To see how and to what extent these economic areas relate to the
mhabitants of Venice a correlation has been measured bewween
the arecas and :he total population the residential density and
the social structure 1 e social economic status (Lando, 1978)

The correlations obtamed are extremely low, but despite
that 1t 1s possible to prick out some sigmBeant mndications
{see Table 12 7) The population both 1n number and 1 density
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Component 2

Fie 123  Tourist centrahity

(2) Score values hugher than 430

(b) Score values ranciog from +10to +30
{c) Score values ranciog from +04 to 10
{d) Isopotential

18 correlated negatively to the first second and fourth compo
pents 1 an ambient characterized by a limited and costly
available space the distribution of the population—m as much
as 1t 13 a consumer of space—clearly runs counter to the distri-
bution of shops hotels and professional offices which are also
large consumers of space The social economic status that scems
to be orthogonal to the first three components 1s correlated
positively to the fourth—that regards the distribution of the
professions the positive co relation 1s obvious between the high
status zone (understood as those parts of the city 1n which a
prevalence of directors professionals, o~ office workers reside
who have a ligh level of education Iive mn large houses with
iittle crowding and are well equipped with comforis) and the
localization of the professional studios

In accord with these analyses we can distingmsh—and there
fore outline—precise and distict soctal eronomic areas

To depict thesc areas that go over the hmits placed by the
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Componsnt 3

Fic 124 Daily supphes

{a) Score values higher than 43 0

(b} Score values rancing from +10t0 30
{c) Score values rancing from +0 41010
(d) Isopotential

confines of the Census sections the potential

N L (M)
& zf"("dT B

has been used that we can consider as a synthetic indication of
the distribution of the phenomenon 1n tnat 1t as signs a value to
every place— estimated by the nearness of tnat place to g
distributed phenomenon

From time to time the factor scores of the four components
and the scores of the status have been applied to the namerator
F (M) The most important square of the Cens sect was that
considered for peak Joad

Obviously the most important problem has been the choice
of distance function 1e¢ the spatial friction conneciable to the
considered phepomenon Asis known the choice of such fanctions
has been and 15 the object of notable controversy

It can however be affirmed that indicating with R* the
aggregate of the non negative real nambers it 1s possible to define

-

Py .
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Component &

Fic 1235 Ternary function

{a) Score values higher than 430

{b) Score values rancing ftom +1 Gto 3 0
{c) Score values rancing from +04to 10
{4d) Isopotential

TABLE 12 7 Correlation

Population Density Status
Component 1 —0 236 —0 042 +0 148
Component 11 —0 240 —90 309 40112
Component 111 40 054 -0 028 ~—& 087
Component IV —0 215 —0 103 +0 330

as a function of spat:al frictron any function f {d) of R¥—=R such
as to satisfy the follow ng property

a) continual and monotonic decrease

b Im f(d=0
d++4co

¢} O (N1 for every dER™

d) there exist two values 4, and d; (0<d,<d}) such that n
the interval (0 4,) the decrease of the f{d) 1s very slow
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¥ic 126 Economue qieas

(2) Commercial centrality
(b) Tounst centrality

{c} Daily supphes

{d) Tertiary function

(c) High status areas

if not completely zero while 1o the interval (d;, d) the
decrease 1s guite rap:d {Canestrelli 1978)

There are many functions that can satisfv gll four properties
(Ingram 1971 Hutchmson 1975! but here the logistical fancuion
s Ltilized or rather its reciprocal

fr o
14K 34)
vith a and K posttive parameters to be determined

Lacking the data necessary to calibrate ihe function, the
two parameters ¢ and a were calvulated keeping m mind some
“wpotheses that could be formulated concerning the point where
dy 15 found—n which the function could be worih 05 and the
point d;, where 1t could be worth 0 25 ¥ Observing that

1=
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(41) =0 5

when a = M
aQ

The following system of two equations and iwo unknown
quantities o and K could be formulated
log K

o

025=1~—

dy=

1
14 Ko (—ada)
Supposing 4 =100 m and d,=150 m the values K=9
and a=0 10986123 are obtained

As the admtted values have 2 field of variation around zero®
the surface area described by the potential will present positive
and negative areas that can be interpreted m the same way from
the score the isopotential of the zero explams the mdifference
to the phenomena while the positive values In agreement with
our analysis will indicate the concentration of the centrality or
of the high status

In agreement with the mital assumptions regarding the choice
of vaniables the scores of the four components present few post
tive values but very high and relative to adjacent sections
countering many—however extremely low—negative values
Analogous results are obtammed with the potential very high
positive values concentrated i smajl areas and predomisantly
low in negative values

In our case the arca enclosed by the isopotential (+ 1) s
that which could be conmdered the most sigmficant for our
purposes it marks the area of maximum concentrafion both
of the centrality, defined by the four components and of the high
statug

CONCLUBRIONS

Excluding the daily ses rces—third component regarding the food
shops—the values higher by one to all the other components
dwell principally on the St Mark s area Even in the orthogonal
way m which thewr siructural characteristics are expressed,
these components—with thew higher scores—indicate adjacent
areas with some pomts overlappmg So the Northern part of the
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St Mark s zone which 18 less denmsely inhabited ano is placed
almost 1n tne geometric centre of Venice encloses the maximum
concentration of the three central areas whose importance
could qualify them as the Venetian centre, the influence of
which extends wel: beyond the lagoon This description of the
town centre tallies well with what the various schemes or theorses
from Burgess to the gradient of density express about the
composition of the City of any town with demographic dimenstons
analogous or supertor to those of Venice Here nstead 1t 1s the
high status area tha* takes in and incorporates the town centre
which does not seem to conform with what 1s defined for the other
crties—at least those of Anbglo Saxon culture which are those
that have been studied the most Present day Venice 1eca'ls the
Chicago of Burgess but here the invasion and the sdcc.ssion
whose evolution can be traced has the middle and high classes
as protagonists—not the poor immugrants As 13 demonstrated
in other analyses nere 1t is the rich who desire the centre they
mvade 1t and subst tute the less rch by buying restoring and
resiructuring the houses The earning mech.nism here has an
emunent role in establ shing an equivalent between the cost of
the site socal class puality of the district and the presence of
prestigious activity But to fully understand this mtermimghng
Venice canaat be considered as an 1solated city enclosed m 1ts
lagoon we must remember its integratton m the Venetidn
conurbation of which 1t represens the residential terfiary
commercial toLrst centre

FOOTNOTES

1 With regard he speciel characteristics of Vemce—ns hustory, its
residential toursst industrial and commercial functions see FC
Lane 1973 P Costa B Dolcetta and G Tomelo 1971 V Piasentin
P CostaardD Foot 1978 G Zanetto 1081

Principal Cumrponent Abalysisis a data transformation techmque
Often vsed ip geography and m parucular m urban geography (J
Goddard A Xithy 1976 S Daultrey 1976) ‘The potential model has
appeared frequently m the human geography hteratucs as ap mndex of
the intensity of possible interaction between social of economuc
groups at differert locations (D€ Rick 1930)

The data rela we {o the retail actiy ty comesfroma cenays which

23

L7+
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I effected 1n the first days of July 1978 the varions shops wer
clase fied according o what appeared to be ther dom nant actiy ty
after a careful look n the w ndow For the serv ce activ t es reference
was made to the 1978 telephone directory For the analyses were used
the following varables 1 Grocers 2 Butcher s 3 Greengrocer s
4-Fishinonger s 5 Clothing 2nd Haberdashers 6 Shoe Shop
7 Fastuon and furs 8 Furpiure Showroom 9 Electrical goods
shop 10 China Shop 1) Fmne arts shop 12 Hardware siore
13 Perfumery  14-Stationer s and Tobaccomssts 15 Bookshop
16-Jeweller s 17 Florists 18-Toyshop 19 Pharmacist s 20 Photo
graphers 21 Hairdressers 22 Restaurant 23 Bar  24-Pizza
Parlour 25 Places of Eatertainment 26 Large Hotel (with more
than 130 beds) .7 Medium sized Hotels (with from 76 to 149 beds)
28 Smafl Hotels (with less than 76 bedsy 29%Tourst Agency
30 Estate Agency 31 Shipping  Agency 32 Law Oifices
33 Architectural Studio 34 Accountant s 3> Bank

4 The Census Section represents the smallest territorial unit of impor
tance that was assigned to each census taker For Venice there are
149 The average surface area not mcluding water surfaces and those
relative to the bridg s 15 of 2 80 hectares and on average each one 18
composed of about 630 mhabitants

5 The point at which the function 1s rated at 0 50 has been set at 100
roctres while at 150 metres 1t 1s rated at 0 2> To obtain these figures
reference was made to the surface area of the census section for each
of which the radius of equivalent surfaces was calculated that om
average 1s about 100 metres while the ma<imum radwes (excludmg
the sect1ons that include the road and radl terminals) 1s of about 290
meires In this way 1t 18 arranged that every phenomenon manifesting
1tself m the centre of the average Censgs section would feel at the
borders after 100 metres an mfluence equal to 50 per cent of its
mtensity and that this influence would prac 1cally tend to annul tself
only beyond the 300m These 300m constitute the rad us equivalent
to the Census section with the greatest surface area

6 The field of vanation of the four components being examun dis
respectively of {—1 72 +652)forthefirst of (—112 435 55) for
the sacond of (102 -8 95 for thethird of (—240 -4 8% for
the fourth and of (—2 77 2 28) for the statLs scores
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THIRTEEN

CLIFFOFD M GUY

“LASSIFICATIONS OF URBAN RETAIL
FACILITIES

INTRCDUCTION

THiS paper examines a topic of considerable importance to
geographers and planners abke-~the classification of retard
facihittes ;m urban areas The view 1s taken that, while 1t 1s
relatively easy to devise detasled descriptive classifications of
sbops a generally agreed parsimomous list of retar’ types selected
on some consisient and rational basis does not currently exist at
least 1n the U K or North America Those classifications u.ed 1p
planning practice tend to be inconsistent and iflogical or at best
vague and 1ncapable of precise appheation
In order both to demonstrate thus proposstiog, and to seek
improvement 1t 18 necessary to review relevait ex st sg practice
mn ihree areas of research which have normally been pursued
mndependent’y although a number of conceptial Imks will
secome apparent These areas are firstly market research which
(among other things; seeks to explair the shopping behoviow~ of
consumers paving parbicular attention to the ways m wwch
behaviour appears to be affected either by ecopomic socia® and
psychological charactenistics of consumers themselves or by
charactenistics of retal commodities and of the methoas used 1
sliing them (For 2 summary s ¢ Guy 1980 ¢h §) The second
area 1s the concerp of the convenfional urban geographer who
tends to be concerned most with physical atirtbutes (s:ze location
and characteristics) of shoppung centres (eg Warnes and
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Damels 1980 Dawson 1980 Daves 1976) Thrdly some
spatial analysts bave examined the spatial distnibution of shops of
various types in cities partly with a view to explaining some
aspecis of the locational behaviour of retaiers (eg Rogers
1974 Sibley 1972)

The discussion of the first two areas of research mentioned
above needs no justification Spatial analytical work on locational
patterns of retail facilities has however tended to be neglected n
most conventional urban geographic reviews This 15 unfortunate
because not only does this work offer some insights into the
locational behaviour of retailers and consumers but it also
allows the possibility of more precise definition of types of retail
facility than has emerged from the work of either market
researchers or conventional urban geographers

One further mtroductory pont should be made The
geographic work to be reviewed below has concentrated mainly
upon shops (retail owutlets) and themrr locational patterns In
contrast much of the market rescarch has been into retail goods
and services (or commodities) This paper deals with both outlets
and commodities since they are intimately related the classt
fication proposed in the final section 15 actwally of retail
commodities, but could be adapted to form a classification of
retall outlets Hence the neutral title (retail faciliies) used m this
paper

The paper proceeds as follows In Section 2 summaries are
made of ways 1n which retail commodities and outlets have been
classified by market rescarchers economists and geographers
The locational implications of these vanous classifications are
discussed In Seetion 3 the work of spatial analysts on patterns of
retail location 1s briefly discussed with particular attention pard
to suppositions about locational decision making on the part of
retailers In Section 4 some resulfs of research into retail location
in the Reading area carried out by the author from 1974
onwards are summarised and some measures of spatial distni
bution of various retall commodities are discussed These
measures are related to aspects of classifications of retail
commodities discussed 1m Section 2 Fmally some broad
conclusions about problems 1a retail research are drawn
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CLASSIFICATIONS OF RETAIL COMMODITIES AND OLTLETS

It may be assumed that mndividual types of retail commodity
(defined as consumer goods or serv ces normally made avaiable
1o the public withod prior appo nrment jmn premises devoted
mainly to their ssley can be  distinguished relatively
unambiguousiy The prob’em 1s to classify these comriodities into
distinctive groups  this 1s necessary not only for research
purposes but often also for the clar fication of policies in
marketing or prope ty development or town plannmmg A logreal
basis for classification would be that each group or commodities
implies a particular set of decis on making rules on the part of
retailers and/or consumers These rules might also imply certan
patterns in space of Jocation and consumption respectively

Behavioural classifications

A well known classification of retai] goods was first devsed by
Copeland (1924) and as revised by the American Marketing
Association (1948) 1s as follows

Convenience Goods Consumers goods which the consumer
usually purchases frequently immediately and with a
minimum of effort

Shopp ng Goods Consumers goods which the consumer
the process of selection and purchase characteristically
compares on such bases as sutabili 3 cuality price and
style

Speciality Goods Consumers goods on which a significant
group of buyers is habitualy willing to make a special
purchasing effort

Th s classification 1s made on the basis of assured behawiour of
consume s related to physical or financral characteristics of the
goods theriselves Smce coasumers vary 2 great deal 1n thewr
attitudes to many aspects of shopping (Gay 1980 Chapter 5
Bowloy 1979 Wilhams 1979) any commodity might fali o
any category but exper ence and common sense suggests which
categorv 1s on the whole most appropriate

The AM A classification carres implications for spatial
patterns of shops seling the three types of commodity which
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have been stated by several authors including R Nelson (1958)
and Rogers (1974 p 72} Shops selling convenience goods tend
to locate close to the consumer and gam Ihttle or no bencfit
from proximity to one another Thus they are likely to be widely
dispersed over residential areas Shops selling shoppmg goods are
likely to cluster together to aid the consumers search process
Shops selling speciality goods may locate virtually anywhere 1n an
urban area as they tend to generate single purpose frips whose
outcomes are mmportant relative to the effort mmvolved

Product classificahons
Classifications by characteristics of commodities themselves are
often used (e g foods/non foods durable goods household
goods) Classifications of retail establishments (in Britamn) and of
busimess types (in U 8 A ) are similar grouping shops according
to the principal types of goods that they sell

P Nelson (1970) has attempted to relate product classification
to consumer behaviour He classified goods as

(1) Experience Goods the consumer determmnes the utility
of these goads through purchasing them and testing
them at home e g canned foods paint TV and radio

(1) Search Goods the consumer can assess their utility
visually 1 the shop e g clothing 8oor covering

Ne'son suggests that stores that sell searcn goods will tend to
cluster more than those selling expertence goods The former
appear to be similar i nature to comparison goods but the latter
can also mclude some goods classified normaliy as comparnison as
well as some convenience ~nd speciality gooas

Order classifications

One of the necessary assumptions for Chrstallers (1966)
formulation of central place theory 15 that retail commeod ties can
be ranked according to characteristics of consumer demand for
them Beavon (1977 Chapter 3) suggests that the marketing
principle hierarchy (k=3) 1s most easily deducea 1f commoditics
are ranked in order of range (the distance beyond which
consumers are not prepared to {ravel 1 order to obtain the
commodity) High order commodities are according to this
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theory available only in high order centres those centres which
are relatively large and well spaced apart low order
commodities having much smaller ranges are availabe m [ow
order centres (small and frequent) as well as 1n «be h gh order
centres An alternative formulation of central place theory (Berry
and Garrison 1958) ranks commodities mn order of threshold
{number of consumers needed for profitable operation of one
retall or service establishment providing the commodity
concerned)

Several authors (e g Garner 1966) have suggested a curres
pondence between high order commodities and compar son
goods and between low order commodities and convemence
goods These links are not 1nevitable however because central
place theory does not gssume any wish on the part of consumers
to compare outlets for any type of commeodity but only to
minimise distance travelled Also the position of speciality goods
becomes unclear Although these are likely to be high order
commodities we have already deduced that they may be so'd at
any location and not just mn the high order centres Perhaps
because of these problems litle attempt has been made to
generalise any empinical findings concernmng percerved orders
of either commodity types or retail outlet types (e g Berry 1963,
Stafford 1963 Golledge et al 1966)

Critical comments
The overall situation regarding ciassificatory systems for retail
outlets and commodities seems very unsatisfactory The most
congistent sysiem would appear to be tpat of the American
Marketing Association howeaver it 1s probably too vague to be of
practical value 1n any detailed exercise Product systems are
clearer 1n detailed applications but carry little or no implications
for spatial patterns of commodities or outlets because they do
not immediately suggest any patterns of behaviour The situation
18 confused further when inconsistent systems of classification are
used such as the convenience/durable classification commeonly
applied both to goods and shops 1n the UK

A further criticism of the behavioural and order classifications
1s that they are based upon assumptions about consymer shopping
behaviour which are either untested or have been found to be
untenable such as the nearest centre hypothesis of central place
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theory {Hubbard 1978) It 1s unclear to what extent shoppers
distinguish between commodities or outlets according to their
product or locational characterstics, and how much vanation

exists between shoppers Suppositions about retaillers motives for
locational chorce are also on the whole untested

SPATIAL ANALYSIS OF RETAIL LOCATION PATTERNS

Several geographers have analysed retail location pont patterns
usually those formed within urban areas by shops of one ‘type
(For a general review of point pattern analysis see Getis and
Boots 1978) In so doing the assumption has to be made that all
shops withtn any one type are similar enough to be influenced 1n
their location by some common process or set of processes This
assumption usually appears to be mmplicit and variations 1 size
of shops characteristics of ownership quality of goods exact
nature of goods etc, are often ignored

Spatial affimties

Spatial affinities are said to exist where shops (either of the same
or of two specified types) tend to be sited physically next to one
another significantly more often than would be expected under a
random pomnt process Under this severe definition of clustering
the only affinines commonly observed have been between various
sub types of clothing store (Getis and Getis 1968, Davies,
1972)

It 1s not clear what process 1s assumed to occur here It 1s
reasonable to suggest tha comparison goods retailers will want to
locate so as to facilitate comparison but this does not squire
that retailers offering simtlar goods actually locate next to one
another In any case the opportunity to do so will be restricted
by imperfections 1n the property market

IDhstance measures

Davies (1972) computed standard distance measures ‘or several
types of retail and service estab'ishment within the central area
of Coveniry He found that shoe shops possessed the smallest
standard distance (2556) and building services the largest

(60 69) the mean distance for all shops was 44 10 Davies infers
that low values indicate a tendency towards clustermg and
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hugh values a tendency towards dispersal These conclusions
seem to be derived from nternal comparisons and not from any
comparison with the standard distance that mught arse from a
ranGom poin. process

Lavies (1972 1976 pp 128 135} suggests that these results
provide support for Garners (1966) hypotheses concerning the
bd price curves (Alonso 1964) of various types of retail firm
those placing a high emphasis on comparison will be prepared to
b d high prices for the most central sites mn the city thus tending
to cluster around their centre of gravity Other firms prepared to
accept non central locations will show a more dispersed pattern
These firms are hikely to offer convenience or speciality goods
rather than comparison goods

Nearest neighbour analysis
This technique has some advantage over those outhined above in
that a charactenistic of the observed point pattern (1ts mean

nearest neighbour distance) can be compared with that which
would arise due to a random spatial point process A nearest-

ne ghbour statistic below 10 suggests that some form of
clustering has occurred tesis of signuficance can be used in this
respect (Clark and Evans 1934 Haggett et al 1977
Chapier 13 Getis and Boots 1978 Chapter 2)

Rogers (1974 p 97) found that for each of four types of store
{grocery food non food apparel) tne nearest neighbour statistic
in Lyubliana (Yugoslavia) was below 1 0 This matches conclusions
drawa fom Hhis quadrat analysis Rogers also (p 10) warns
agamst the possibility of misleading resolts from this form of
apalysis which cannot dis ingmish between a pattern of 1solated
clumps and a perfectly clustered pattern

Quadrat analy-is

Another method of assessing the probability that some form of
clustering has influenced a spatial pomnt pattern is to take counts
ot the occurrence of pownts 1n equal size quadrats The numbers
of qaad ats with 0 1, 2 eic occurrences can then be compared
with those numbers that would have arsen under some specified
spatial point process Under a random spatial point progess a
Poisson distribution 1s hkely to occur 1o which the mean and
variance are cqual (Rogers 1974 p 4)
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Roge1s (1974) has carried out the most complete analyss to
date of spatial paiterns of retail location dealing mainly with
data of the Jocation of four broad types or store in Ljubliama
Various measures demonstrate clusterng 1n all instances although
much more strongly i the case of apparel and non foods than
for food or grocery stores as predicted above He compared
frequency distributions derived from observed point patterns wiih
those dertved from several probabilitv distribution functions and
found that 1n all cases the results of a X® test indicated that a
negative binomial disimbution provided a satisfactory fit Since
this distributron can be geperated in  several different ways
(Boswell and Patil 1970) 1t 15 impossible to make coaclusive
statements about processes which have led to the observed pomnt
pattern Rogers states (p 96) that two types of process m ght be
mvolved First, retailers ® carrymng the same class of shopping
goods merchandise do indeed appear to be attracted fo one
another Secomd all types of retailer are also attracted to
purchasing power This means that the apparent spatial cluste
ring of convenience good= ouileis may be due to the clustered
distribution of the residential population themselves rather than
to any desire for clustering on the part of retazlers Rogers shows
that the population of Ljyubhana is stself clustered, providing a
ciose fit to the negative binomual disuibution among others

Temporal spatial analysis

The probability distribution functions used n quadrat anaiysis
are intended to replcate the effects of specified dynamic
processes It s relevant therefore to investigate actual changss 1n
spatial pomt patterns over time since this may prov de greater
msight Getis (1964) mvestigated the spatial pattern of grocery
stores m Lansing, Miclugan at 10 year mtervals over the peried
1900-1960 This pattern appeared to be random 1n 1900
‘clustered over 1910 1950 and random agam n 1960 The eatly
lack of clustering was asenibed to a lach of spatial organsation a.
an early stage in the city s development while the recent trend
towards a less clustered pattern was said to be connected wth a
greater use of the car for grocery shopping This Jatter argument
1s not wholly convincing  a possible alternative argument might
be that land costs are lower outside existing business centres
thus encouraging retailers to open new stores 1n locations between
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these centres
Sibley (1972) 1mvestigated temporal changes in  spatial

patterns of greengrocers chemsts and jewellers i Leicester
and Northampton over the period 1380 1969 He considers
that we may expect to find patterns approachmmg the
opumum only 1n the long run as marginal operations are
hqudated and as retailers adapt to or are adopted by the urban
system Patterns were described at 10-vear 1mtervals using
order neighbour randomness ratios (Dacey 1962) and the vaniance
mean ratios from quadrat analysis The results of these analyses
were not entirely consistent but suggest 1n general that the
pattern of greengrocers has been essentially random throughout,
although with some local clustering That of chenusts was clustered
intiallh  but has tended to become more random over time  that
of jewellers has become increasingly more clostered

The behaviour of jewellers thus suggests 2 dynamic clustering
process not surprisingly as jewellery is usually considered to be
a shoppmg good Sibley believes that the contrast 1 behaviour
beiween greengrocers and chemists reveals differences m the
locational strategy of independent and multiple retail firms The
former do not generally seek to maximise profits and are likely
to be content with the localion originaily made available (Guy
1980 Chapter 4) Thus the nitial set of locations essentially
chance events (Sibley 1972 p 156) possess stability over time
However the multipie reta ler 1s more aware of the advantages
to be gained by locational adjustment 1n the case of the chemist
advantage 15 gained tnrough establishing local monopolies which
proc.ss will normally lead to greater regulanity in the spatial pomt

pattern

Comments on the use of spatial analysis
A number of themes emerge from this woil There has been
inereas ng concern with the inference of process from the
observed spatial point pattern This has been hindered not only
oy problems of choosing quadrat sizes parameters for distribution
functions and measures of significance but also by the ability of
certam distribution functions (such as the negative binomial) to
1eplicate the effects of several dissimilar processes

Two ways have been suggested 1n which processes of retail
ioCational pattern formatron can better be explamned The first 1s
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in the direct h storical study (e g Sibley 1972) '1h s still however
seems to trequire rather imagmative inferences in the lack of
direct knowledge of retailers decision making processes

A second way lies in the linking of retail point patterns to
patterns of population distribution as suggested by Rogers in the
development of bivanate distributions (1974 Chapter 8) Dacey
(1966 1972) has formulated models of retail location n u ban
areas in which the location of centres of retail clusters 1s deter
mined by some function such as the circular normal distribution
which approximately rephcates the distribution of population
density 1 several major cities The number of shops m each
cluster 15 then generated by a random vanable

This indicates that o the analysis of retail point patterns 1t
15 1mportant to establish the degree to which an obeerved pattern
18 ‘regular random or clusterea with respect to the pattern of
residential population Thus rather imprecise statement 1mplies a
number of methods including that of Getis (1963) who trans
formed geographic space inlo income space for he purpose of
examimng the market areas of grocery stores Given this transfor
mation the pomt pattern of these stores tended to be more
regular than random Other possible methods are discussed 1n
the following section

Finally there seems to be confusion over the properties of
retall commodities (goods and services) and retail establishments
(shops) It has been noted above that as i Section 2 commo
dities have been defined with respect to typical decision making
strategies on the part of consumers The optimal behawviour of
retailers has been assumed to be that which allows consumers most
easily to adopt the appropriate strategy for those commodities
offered by the retailer This reasoning seems only justifiable if
the retailers 1s offering a bundle of commodities clearly associated
with a particular strategy Where this 15 not the case {as with the
umbrella categories of food and non food® used by Rogers for
example) then 1tis by no means clear why the disparate types of
retailer included should locate according to ome spatial point
process, rather than sgveral

RETAIL LOCATIGN PATTERNS IN THE READING AREA

In this section 1t 1s shown that information on retail point patterns
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can 1m fact be used to claseify retail facilities The results given
here also represent a preliminary attempt to remedy two defi
ciencles of previous spatial analyses of retail location identsfied
at the conclusion to the previous section These are the lack of
disaggregation of point patterns and the problem of establishing
associations with observed spatial disiributions of residential
population

The survey data
Members of a student class recorded the goods and services
available at every retail and service establishment 1n the Greater
Reading area The type of good or service was entered from a
pre coded list based upon that used in current Family Expend:
ture Survey reports (Department of Employment 1974) Because
of hmrted time 1t was not possible to survey the size of each
establishment or 1ts quality of goods or services Purther details
are given 10 Guy (1976 1977a)

Subsequently the location of each establishment was digitised
(to 10 metre intervals) Thrs means that for any of the 146 ciasses
of goods and services a full list of Jocations 18 available for pomt
pattern analysis It should be noted that since any shop may sell
several goods or services the followmg discussion relates to
commodities not outlets

Spatial pomnt patterns for retail commodities
Figures 13 1 to 13 4 depict the point patterns for 4 commodities
chosen to represent regulaniy marked clustermng, clumping and
patterns difficult to summarise respectively

Some statistics describing the spatal point patterns of outlets
for all types of retail good and setvice 1 the Reading area are
shown in Appendix I First the table shows the frequency of
occurrence of cach type The most obtammable good was soft
drinks and sweets with 370 occurrences (1e 1 18 8% of all
retail and service outlets surveyed and one point of sale for
every 515 residents of the survey area) This 1s followed 1n rank
order by several iterns normally sold in supermarkets, food shops
Or tobacconists

Two simple indices of spattal dispersion are also given 1n
Appendix I the nearest neighbour index and variance-mean
ratio for each commodity These findings are not to be discussed
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1 detail because of certain shortcomings in the analysis carried
out In calculating nearest neighbour indices the points were not
mapped first onto a torus as recommended by Haggett et al
(1977 p 441) to avoid boundary effects also all points for each
commodity were considered mnstead of a sample (1bid p 440)
The variance mean ratios were calculated for only one size of
quadrat (1 km?) and agaimn all points were included instead of a
gample

For these reasons 1t would be strictly mvalid to test these
statistics for significant differences from those values to be
expected under 2 random spatial point process However, the
values of both indices shown in Appendix I suggest that cluster
mg 18 prevalent for example only 10 commodities out of the
137 for which meaningful statistics can be given have nearest
neighbour mdices of over 10 The comparatively large size of
quadrat chosen for analysis appears to have led to some
extremely high variance mean ratios when most of the outlets
for a particular commodity are Iocated 1in the simgle quadrat that
mncludes most of the town centre shops (eg mens outer
clothing ratio of 43 94) Ratios for chemists goods and jewellery
are much higher than those measured by Sibley (1972) m
Lewcester 1t seems likely that some of the contrast 1s due to

differences in quadrat size chosen for analj sis
it 1s clear even from these basic analyses that within umbrella

categories such as food {Codes 10i 119 m Appendix ) or
apparel (Codes 401 416) there 1s a great deal of variation in the
extent to which the pomt patterns for vamous commoditics
digplay evidence of clustering This again indicates the need for
caution when making conceptual links between features of
spatial point patterns and characteristics of retail commodities
{e g Rogers 1974, p 116)

Indices such as those described above alihough relating to
commodities rather than broad types of shop are however
msufficient foundation for any attempt to clasufy such
commodities Firstly, no single unambiguous measure of
dispersion 1s available to illustrate the difficulties the values
of nearest neighbour index and vanance mean ratio for
commodities in the Reading areca are only weakly associated
(1"=0157) BSecondly smmce mearly all commodities appear to
possess clustered point patterns, there 1s no obvious means to
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distinguish types of commodity according to some feature of
their spatial dispersion

Residential pont patterns
The conclusion was drawn n  Section 3 that measures of

dispe-sal of retail point patterns might usefuly be related to
charactenstics of the distribution of population in the area
concerned Rogers (1974 Chapter 8) tackled this through
bivariate distribution functions but hus attempts to fit such
fanctions to the observed distribution of population and shops
taken together in Ljubliana were not very successful In any case
the process of cahbrating such functions appears to be complex
and 1t 1s not clear whethe:r the moment estimators used by Rogers
are actually efhcient enough to be useful Instead some much
more simple methods of relating observed retail pomnt patterns to
variations in population density are to be suggested The vesults
of one of these methods are them diccussed mm relation to
typologies of retail commodrites

The first step 10 these methods 1s to depict the distribution
of residential population as a spatial poimnt pattern If a random
sample of population i1s cho.en the home locations of those
chosen can form a spatial point pattern Thus, distance based
measures of dispersion such as nearest neighbour statistics can
be used These can then be compared with similar measures for
the spatial point patterns for varrous retail commodities This will
suggest whether clustering of outlets for the commodities 15 more
or less pronounced than for the population as a whole

A further step would be ito examme directly the spatial
association between the pomt patterns of shops and homes A
sumple set of methods of exammnng segregation 1n a iwo species
population have been developed by ecologists (summarised in
Piclon 1969 pp 159 171 Getis and Boots 1978 pp 34 35) For
example when the two patterns are both realisations of a Posson
process, then the value of a coefficient of segregation (S) 18
close to zero 1if they are spatially associated S approaches 1

Accessibility analysis

A test of the method above against the Reading data has not yet
been carried out However some results of another method of
analysis can be described This does not seek to relate the extent
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of cluster ng of outlets to the distnbuton of resdential
population but exanunes contrasts between commodities 1n their
degree of accessibility for the residential population This leads
to the tentative proposal of a new classificatorv system for retail
commodtties

Points were chosen to represent the disiribution of
residential population 1n the Reading area as follows a regula
sample of I 1n 200 registered electors was made starting at
elector no 100 m every polling district and their home addresses
were digitised This gave a total of 657 poimnts 1 the Reading
area (Figures 13 5 & 13 6) This procedure creates an unbiased
sample but one which probably has somewhat different
properties from a random spatial sample The mamn purpose of
taking a regular sample was to achieve full areal coverage of the
Reading area 1n order to exammne the effects upon accessibility of
shop closures m the area (Guy 1977b)

The intention was to measure from each of these pomnts the

Fi¢ 1335 Location of sampled residential addresses in
Greater Reading
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Values of this index expressed in metres are given in the
final column of Appendix I A glance at thus column suggests tnat
values are strongly associated inversely with the number of
outlets for the commodity concerned as 1s to be expected
However some siriking departures from this relationship exist
(for example compare commodities 301 and 404 with simiiar
shortest distances but substantially different numbers of outlets)
It 15 the extent and drection of these departures which can
indicate whether the spatial patiern of outlets emcourages the
consumer to adopt strategies of mimmising distance or
comparing outlets These strategies are assoctated with
convenience and shopping goods respectively (see above)

The relationship between shortest distance and number of
outlets can be expressed 1n the following best fit regression
equation

log yi=3 796-—0 580 log x¢ (r2==0 831)
where yi 1s the :ndex of median shortest distance for commodity
1 and x¢ 1s the number of outlets for ; in the Readmg area The
scatter diagram for y7 and xi 1s shown m Figure 13 6 commodities
located along the lower mavrgin of the scatter are those at short
distances from home relative o their frequency ot occurrence

Commod;ties along the upper margin are those at relatively long
distance from home and thus most hikely to be those which

display marked clustering in thewr point patterns

A classification of retail commodities
These features can now be related to strategies Iikely to be used

by consumers Those commodities which are relatively widely
dispersed through residential areas or which are 1 any case
usually available within a short distance of home, encourage the
consumer to make frequent short trips and can be termed
accessibility commodities A tentative method of definition 15 to
mciude m  this categorv all those commodities which are
(1) relatively easily availabie (atr least 20 occurrences in the
Reading area) and are either (i1} commonly available within a
short distance of home {(within 600m of home for at least 90 %
of the sampled res:dential locations) or (u1) relatively widely
dispersed (have median shortest distances of at least one standard
esirdual below the value expected from the best fit regression
sqven above)
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When defined 1o this mannpner accessib ldy commod ties
mclude many goods commonly accepted as convenicnce suchas
=gveral types of food ard newspapers tobacco products cleaning
materials etc Other commodities often classed as durable such
as chemists goods toys and stationery and services such as
hairdressers launderettes and betung shops are also mcluded
These are listed 1n Appendix II to this paper

The consumer strategy of comparing outlets for a commodity
18 assisted where the outlets are strongly clustered The category

comparison commodities n Appendix II 1includes those which
are (1) relatively easily available (at least 20 occurrences i the
Reading area) and (11) relatively clustered (have median shortest
dis ances at least one standard residual above the expected value)
These definitions are thus comparable with those adopted for

accessibility commodities The commodities defined m this
manner for the Reading area include several clothing Furniture
and electrical goods generally regarded as shopping goods and
three service uses

This leaves several intermediate commodrties which do not
display marked degrees of dispersal or clustering in tneir spatial
patterns in the Reading area and are not very widely available
Most of these are well represented n the town centre of Reading
and in the larger suburban centres These include commodities
sometimes regarded as convenience (hardware items) or

shopping (e g footwear)

For completeness the scarce commodities (those with 20
occurrences or less) are also listed m Appendix II These may to
some extent correspound with speciality goods and show
considerable variation 1 locational pattern

CONCLITSIONS

The work described above should be regarded as an mital
attempt at improving methods of mterprstation of retail
locational patterns The improvements lie first 1 examining
patterns for commodities at individual level instead of for broad
and possibly 1l defined groups, and second m establishing
measures of dispersion which are related to the distribution of
population and thus to those aspecis of consumer behaviour
which 1 turn affect the commonly accepted typology of retail
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commodrties Finally a class ficat on of retail commodities has
been made which 1s similar to previous attempts but defined on a
more precise basis
Some basic research quesuons need further mvestigation

for example the ways in which commodities are typically
grouped m retarl outlets the extent to which retaders are aware
of possible advantages of dispersal or clustering and the ways in
which consumers respond to different spatial patterns i therr
shopping behaviour In this area of iesearch 1t seems almost
mmpossible te avoid erther making unsupported assumptions
about aspects of human behaviour or indulgmg in circular
arguments Clearly many spatial aspects of consumer behaviour
are affected by spatial aspects of retaier behaviour, and vice
1ersa The nature and extent of these inter relationships appears
to vary not only according to observed charactenstics of retailers
consumers and the commodities themselves but also according
to the temporal and spatial scales adopted for analysis Itis
hoped that this paper has at least indicated the magnitude of the
research problems mvolved and the Iimited degree of success of
wvestigations to date
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APPENDIX—IF

RETAIL AND SERVICE FUNCTIONS CLASSED BY

ACCESSIBILITY
Accessibility
Code Description Absolute Relative
I ACCESSIBILITY FUNCTIONS
101 Bread etc ok
102  Meatetc b
103 Poultry bacon eggs i
I05 Milk ok ++
106  Butter etc % =
107 Frut *3 -+
108  Vegetables *h +
109  Canned fruit and vegetables fod
111  Packaged eic groceries **
113 Soft drinks sweets b
1i4 Ice cream *&
115 PFishete and chips -
201  Beer cider 1 -+
202  Wimes spints * 4
203 Cigarettes =¥
204  Tobacco cigars *E
301 Medwicines (dispensary) + 4
302  Medicmes (open sales) * -+
303 Surgical goods -
305  Toilet requisites o
409  Kmtting wool + 4+
411 Haberdashery +4
501 Cleaning materials ® +
502  Tissues etc ® +
208  Tumber and hardbeard ++
514  Pet food ¥ +
710 Newspapers b -+
711 Magazines ## e
712 Toysetc w* +
713 Stationery * -
715 Greeting cards * e
BG3 Men s hai dressing L4
802 Waomen s hairdressi~g +
808  Sub post office

-+ -+



313
15
24

104
i10
112
116
117
118
304
306
337
309
403
404
405
406
407
408
412
413
414
a15
503

505
506
507
509
510
511
312
605
607
608
#13
614
616
704
706
708
714
720
724
73
816

Classificatrons of Urbant Retail Faelities

Launderetie
Dry cleaning
Beitmg shop

II INTERMEDIATE FUNCTIONS

¥ish (fresh)

Grocerizs n bu'k for freezers

Imported meatls ete

Indiar Chinese food to fake away

Sandw:iches to take away
Cafe snack bar
Cosmetics perfame
Sunglagses

Heandbags

Smokers goods

Sports wear

Women s outer clothing

Womer s underclothing hosiery

Boy s cloth ng

Ghirls s clothing
Infants ¢ othing
Dressmaking material
Men 5 footwear
Women s footwear
Children s footwear
Kitchen goods

China po tery glassware
Paint etc

Wallpaper
Ironmongery
Flectrical accessories
Gardening equipment
Sceds plants ete
Flowers indoor plants
Carpets

Floor coverings
Household textiles

TV ren al

Radio snare parts
Reco ds tapes
Antique goods

Fancy goods mifis
Bool s (new)

Office stationery
Cameras et¢

Car spares and accessories
Paperback books
Bank

Lo
b
+ £

+

+ +

363
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ArpEniix 1 (Contd )

Accessioility

Code Description Relative
I COMPARISON FUNCTIONS

119  Restaurant ——

308  Jewellary _—

401  Men s outer clothing _—

402  Men s underclothipg -

410 Gloves ete ——

601  Furmture {upbolstered) —_—

602  Furniure (unfinished) -

609  Sof* furmishings —

61G  Towels blanksts etc m—

611  Telewmmon radio -

614  Hi fi equpment —

619  Eleciric appliances {large) -

620  Electric apphances (small) —-

701 Leather and travel goods —

705 Watches clocks -

716  Posters art materrals etc —

817  Estate sgent ——

819  Insurance Joams i

826  Buldiog supplics _

828 Buldding soctety -
IV SCARCE FUNCTIONS

416  Second hand clothing footwear —

513 Animalg, pets +

603  Office fornitute

604  Second hand furnmiture

605  Antigue furniture -

612  Second band televisions etc

617  Musical mstruments —_-

618  New gas appliances +

621  Second hand gas or electric appliances +

622  Sold fuel appliances ++

623  Other heating apphiances

702 Sports goods

703 Fishiog tackle ++

707  Second hand fancy goods -

709  Second hand books

717  Stamp and cow collecting

7i8  Typewrtters and dictating machines —_———

719  Adding machines and calculators —_———

721 Bmoculars etc
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Home brewing and wine making

Prams and nuisery goods
Wome s beaaty ticatm nt

Watch and clock repairs

Armed forces recrmtment

[ 4

132

726  Cycles and accessories
729 Camp ng eJu p nent
730

g03

804 Hearing a d serv ce
803 Optician

806 Sauna Mmassage

07 Post office (maim)
S09 Shoe repairs

810

811 Furniture repa rs
812 Radio etc pepairs
814  Laundry (collectton)
g18 Travel agent

82i I'mployment bure..s
822

823 Funeral s vnices

825 Siudio photography
Mores

1 Functions with hcomplete coverage or of 2 miscella=.ous nature

are excluded (these are listed m Appendix IV

2  ®mdicates tnat the function 15 accessible within 600 metres of at
least 90 per cent of the sampled homes i the study are.. ® 108 cates

similar access wi hun 800 m

3 + and — s gns indwcate the size and direction of standard residua's
from the best fit regression equation beiween the med an value of
shortest home to outlet distances for the function and the number
of occurrences of that function (see text) Nega ive residuals
indicate better accessibihity {han predicted so signs are raversed
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FOURTEEN

5 BANERJEE AND 3 R JOSHI

SPATIAL STRUCTURE OF RETAILING
ACTIVITIES IN PUNE CITY

INTRODUCTION

SPATIAL arrangement of commercial activities 1n an urban area
1s far more important than the lmted amount of space they
cover Thus s largely because their distnibution on space reflects
the aggregaie demand conditions (1e population status) of a
aty (Goodall 1972) Their concentrated and deconcentrated
patterns are related to the intra urban mobility and the social
status of the people The number and the size of the retail unts
on the other hand depict the economic charactenstics of the
population The overall distribution and nature of commercial
activities have been found to closely follow the distoibution of
population 1n many metropolitan cities {Racime 1973) Therefore
commercial activities 1n an urban area have vamned locations
Location of highest accessibility and centrality in the city core is
found side by side with arterial locations Sometimes random
distributions throughout the city with low threshold market 1s
also a phenomenon (Boyce 1974) All these patterns and sub
patterns are primanly the outcome of interaction between
demand and supply sectors because population happens to be
one of the direct forces that changes commercial structure mn a
ctty (Summons 1964) This calls for a study on the dynamism of
iptra urban commercial pattern focussing the growth matunty
and decline of commercial areas together with the population
change
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The present study ottempts to analyse the chargss *hat
took place in the spatial structure of commere al act:.vities
1n a peniod of twenty years 1961 1981 Special care has beun
taken to br ng out the relationshup beiween population termea
as demand sector and commercial umts termed as ‘supply
gector

Review of spahal strocture of commerce 1 Pune
Agglomeration of nog residential activities n the town centre
ultimately leads to congestion Hence shift of shopping activity
from the town centre to the adjoming areas especially w.en the
town 18 old 1s a common featare Space 1n town centre s always
scarce and restricted In town centres of old cities however the
street petwork 15 older and hence natrow and constrict ng In
some cases it forces the concentration of shopping actin ty t
the adjacent areas as in 20th centurv Oxford on Rouen Gz nter
and Delobez 1977) Thus the road networl of the urban core
besides conferring an enormous privilege of accesmbility also
causes a serious handicap This aspect of an old town
centre with mixed activity (1e commercial and residential) 1s
found to be present in the core area of Pune city Laxnu Road tne
major retail trade area of the city 1s not exclusively commercial
Quite a considerable portion 15 occupied by residential activily
Moreover though the area enjoys a fairly high degree of acces
sthility this locational advantage has been largelv dimmyshed by
the constricted road network of the area

Within the core area aiso the commercial pattern has ander
gone considerable change When Poona was a small village the
market was situated n the Kasba area later to be shifted to the
Shaniwar wara outside the royal residence during Maratha rule
During the later part of the Peshwa period the mam shopping
activity shifted to Raviwer ward i a north south abgnmen:
During the Briish perrod east west area becames more
mmportant Since then oply Laxmi Road became an important
retailing area (Deshpande 1978)

In 1822 Budhwar Rawviwar and Shul awar .ogethe
accounted for more than 509 of the total commercial establish

*#For the present snalysis onfy retailing and wholesaling have been const
dered as commercial acinities
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ments These wards were experiencing high density of population
median location and better accessibility From 1822 to 1940
Poona developed as an administrative and educational centre
With further population growth and physical extension of the
city and extreme congestton in  the core area commercial
activities started getting decentralised From 1940 50 influx of
refugees helped mamtam the above trend and populatiod
mcreased by 85% Introduction of city bus service as means of
mass transportation carried this process farther

Besides the commercial core the arterial pattern o commer-
cial activity came 1nto bemmg Major roads cutting across the
well developed residential a eas m  Sadashiv Peth Deccam
Gymkhana and the newer areas m the periphery are good
examples Arterial shopping areas mm Tiak Road Karve Road,
Fergusson Road are characterized by mixed functions or neigh
bourhood functions e g grocery bakery food stores eic that
serve the local residential areas

Apart from the above pattein commercial activity has
recently developed m the high class residential districts which
have grown in he redevelopment process after the 1961 floods
Wukund nagar c¢olony 1 Gultekad: Sahakarnagar Padmavatr
Mitramondal cclony 1n Parvati Deepnagar and Gokhalenagar
colonies 1 Shivaymagar are apt examples

Mention should also be made of retail clusters with low
threshold convenience goods shops These are located in low
class residential areas and in slums along Sholapur Road
Nagar Road extension of Karve Road to Kothrud Yeravada
Parvati Dapodi Bopodietc (Fig 14 1)

Pattern of conceniraiion

In 1961 six peths located at the heart of Pune city with a centrafl
location were having the highest concentration of retail units *
The areas were Nana Bhawam Shukrawar Budhwar Raviwar
and Sadashiv housing more than half of the total retail units of
the city (56 17%) withun a very small area Apart from this
major concentration Ganesh Kasaba Saniwar and Naravan
Peths which are also located very near to the core area had 14°}

*Kirkee and Pune cantonment areas have been excluded from the pre
sont analysis due to non availability of data



BN B gl D th W e O AR W

70 Urban Econcmics

To Bombay

Fic 141

Somwar
Rasta
Bhavan:
Ghorpade
Bibvewad:
Shukrawar
Raviwar
Shamiwar
Narayan
Pagvaty
Svajinagar
Kotkhrud
Randhawa
Bund Garden
Dhanont
Wadgaonsher:
Aundh
Hadapsar
Wanawan

as
Pune Suburban

Pune city  Admumistrative divisions

Mangalwar
Nana

Gaty
Gultekad:
Guruwar
Budhwar
Ganesh
Kasaba
Sadashiy
Dhankavad:
Erandvana
Hingane
Ghorpadi
Yeravada
Lohagaon
Bopod:
Pashan
Kondhawa
Katray
Dapodi
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18 total retarl units Thus 70% of the total retatd umit
were concentrated within a very small area 1n the centr
e city (Fig 14 2)

Retailing Areas :
i Dense Concentration
[Z7]less Dense Concentration

{T"10ther Areas

Fic 14 2 Concentration of retailing units Pune city 1961

After twenty years m 1981 the pattern of disiributior
75 in Pune showed some changes Bhawani, Nana Budh
iwar Sadash v and Shukrawar still are the major concet
+ areas housing 58% of the total retail umits of Pune Bz
core area three new residential areas e g Shivajnagar Er
12 and Parvat: also show a high concentration of saops
o of the total Together the core and the newer areas comj
% of the total retathng units of the city (Fig 14 3)

When the map of concentration areas of shops 15 comp
1 the map of shop size, the trend becomes clearer (Fig 1
as having the biggest size of shops with largest employr
‘hivapinagar a high class restdential area located to the n¢
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Fig 143 Pune city 1981 Concentration of retailing units
(only shops)

west of the co-e arca Areas having the next range of shop-
size 1s the core area Erandwana and Parvati Another a-ea with
high employment in shops s Guliekad which has very recently
been developed as a wholesaling distnict

Relationship between demand and supply sectors

Correlation co efficient between population density (considered as
the demand sector) and number of commercial units (considered
as supply sector) for 1961 and 1981 has been calculated R values
for both the years were 72 and 75 respectively mndicating a post
tive but medium degree of relationship between the two variables
Regression analysis has been then carried out of the same data
to bring out the inter action pattern between the two sectors
each peth [Fig 14 5(z) and 14 5(b)]

Definite groups of peths can be traced from the regression
diagram For 1961 groups of peths have been 1dentified accordng
to homogene:ty m the relationship between population and shops
i the following manner

(1) Peths with less than 20000 people amd shops less
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Synthetic Index for
Average No of Shops
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Fic 144 Size of retarling uruts Pune city, 1981

than 100

’) Peths with population of 15 000—30000 and sh
ranging from 100—400

3) Peths with population of 30000—-50 000 and sh
ranging from 400—800

belonging to the last category were having refatling a
activity But these areas were also sumultaneot
encipg residential activity as ewvidenced from the la
1 of population However Budhwar peth stood out
te type as a major commercial area with a population
G 067 but with 1 310 shops
1 1981 the number and range of groups were not the sat
¢ n population size and number of shops were the ma
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Fic 14 5(a) Regression line for population and nu
shops Pune 1961

reasons behind 1t The groups of 1981 have been ar
follows

(1) Peths with less than 15 000 people and shops
100

(2) Peths with les< than 50 000 people and shog
100—400

(3) Peths with less than 50 000 people but sho
from 400—800

(4) Peths with less than 50 000 people but sho
from 800—1 600

(5) Peths with less than 50 000 people but shops
1 600

(6) Peths with more than 50 0" people and shop
than 1 600

Considering the overall size of population and sh
be concluded that peths belonging to Group 5 are
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10 20 30 4«0 50 60 70 80 90 100 0 120 130 UDlakhs
Population

- 14 5(b) Regression line for population and number of
shops Pune 1981

rcial areas while peths belonging to group 6 are commer
as with mixed residential activity

s of reswduals

Ganj Nana Shukrawar Budhwar and Raviwar Peths
11 showng positive deviation values Non residential
s in these areas can be said to have a shght dominance
1e residentral ones But Sadashiv was showing a negative
ndicating that in 1961 population was comparatively
48 181) than the nut&ger of retaill unus though the area
ving very high concéntration of retail umits Budbhwar and

peths yield the highest positive values forming the tetail
f CBD i Pune i 1961 with population of 29 067 and
respectively Naravan situated south of Sadashiv atthe
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edge of the core however, was giving posttive results because
population was relatively smaller than the number of shops the
the concentration of retail umits was not that gh The maj
esiduals presents the picture clearly (Fig 14 6)

Areas With Retaling as

Mzjor Activity » A
7723 TR2) S

0 ¥m 2
Non Major Actwity

FIc 146 Residual map showmng relationship between populat
and retmling wnts, Pune city 1961

In 1981 the relationship between the two sectors chang
y then the process of decentralization due to popuiation st
1s started Nana and Bhawanit again give +1 deviation valn
wkrawar however grving very high -3 values can claim to
cluded i the CBD core together with Budhwar and Raviw

all these 3 peths population has decreased from 1961 to IS
tablishing thewr major activity as non residenttal Gane
asaba Shamwar Somwar and Ghorpad: which were g
gative residuals in 1961 give positive residuals 1n 1981 T
ange might be a result of the extension of the mam businc
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area mto these adjoiming peths Population has mcreased to a
very small extent 1n all these peths from 1961—1981 Sadashiv
gries a - value of residuals with 2 1arge population Position of
Parvat: and Shivapinagar shows that growmng competiion for
land from non resident:al users i those areas have already
started The map of concentration shows thatin 1981 these 2
areas were exper:encing concentration of retailng activities
However the primary activity here 15 residential as evidenced
from population figures Erandwana 15 showing positive vaiues
in 1981 indicating decentrahization of retailing activity in the
peripheral areas along arterial routes The area 1s higher and
middle class residential area with a number of large deparimental
stores (Fig 14 7)

'Fi6 147 Pune cuy 1981  Residential map showmg the
relationship berween population and retailng units
shps)

CONCLUSION

The above analysis reveals the trend of retaiing activity m Pune
over a time period of 20 years from 1961 to 1981 For Pune
there 20 years are very mmportant because the spurt of industrial
activities which rapidly transformed the nature and face of the
€ity started only during the early 60s The spatial pattern of
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retail ng corroborates th s fact the centralzedretalactvies n
the hard core of the city in 1961 experienced decentralizat on to
a large extent during 61— 81 As population of the city grew
enormaly retailmg had to serve its growing demand and conse

quently there was spill over of the hard retading core m the
adjoimng areas Further, many newer residential areas of high

middle and low mcome groups evolved ail over the city This
led to mulh nucleation or poly nucleation of retailing activit es

1ts degree and quality depending or the socio economic status of
the residential areas

FOOTNOTES

1  Ag data for peths the admimistrative unifs of the mumcipal corpors
flon was not available population data was collected from the
Census office for wards and then transformed for peths

2 Data of shops and commercial units have been collected personally
from Shop Inspector s Office PM C

REFERENCES

1 Goodall B (1972) Economics of Urban Areas c¢h 5 pg 138 Oxford

2 Racme JB (1973) La centralite commerciale relative des mumer
palites du systeme metropohtain montrealais Espace geographique
2 pg275

3 Boyce R R (1974) Bases of Economic Geography pg 293 US A

4 Smmmons JW (1964) The changing pattern of retail location
Research Paper Department of Geography University of Chicago
as cited 1n Cities, Space and Bebaviour L] King & R G QGolledge
c¢h 6 p 193

5 QGarmer JB and Delobez A (1979) Geography of Marketing
Part II ch 4 pg I8 Pars

6 Deshpande CD (1978) Pune—a metropolis 1n transition n
Muiilion Cities of India ed by R P Misra New Delhi



SECTION FIVE

URBAN TRANSPORTATION




IFTEEN

C JOHN LANGLEY JR

HIGHWAYS AND PROPERTY VALUES
The Washington Beltway Revisited

Twis study 1s a continuation of an mvestigation of the impacts of
the Washmgton Capital Beltway (I 495) on residential property
values 1n the adjacent community of North Springfield Virgimia
A 17 year (1962 1978) time sertes of property values represents
«he longest continuous longitudinal data base used 12 any analysis
of highway impacts on residential communities The results show
conclusively that properties near the highway increase in value
at a rate less than those more distant [t was found that properties
m proxumity to 1 495 sell for approximately $3 000 $3,500 less
than the others

Today s society has placed an extremely high prionty on
the development of transportation systems that will facilitate the
movement of both goods and people 1n a swift and rehable
fashion and with the greatest convenience comfort and privacy
Although conflicts of interest are imevitable on the design and
modification of alternative systems transportation planners attempt
to select those projects that will provide the greatest net benefit
to society As a result there are 2 pumber of tools and techmques
available for facilitating the mtegration of social impacts into the
transportation planmng process* Although efforts to gam a more
meanngful understanding of the benefits and costs of transporta
tion 1mprovementis have considered a nuymber of modal
scenarios a predommant share of attention has been directed
toward the case of highways

Specific benefits and costs that are hkely to be associated
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w th the construct on or improvement of a 1 m ted access highway
are noted below Benefits have been divided into two ¢lasses—
those for which highway users are the principal beneficiaries and
those that represent a gamm accrwng primarily to nonusers
alternatively because a dichotomy of costs by user status would
represent a more narrow less meanmgful perspective costs have
been considered as bemng either drect or indirect

1 Benefits (a) for the user—accessibility (speed and
rehiability) fuel cost savings mantenance cost savings (vehicular)
safety comfort and convenience and aesthetics of travel , and
(b) for the mnonuser—reduced congestion i general area
economuic efficiency property value changes economic develop
ment and 1ncome and employment and

2 Costs (a) direct—nght of way acquisttion construction
improvement maintenance operation and relocatton and
(b) mdirect—Ioss of tax base provision of additional community
services degradation of community qualities property value
changes environmental degradation and loss of income and
employment

In order to achieve a greater understanding of the extent
to which the net of highway benefits and costs is reflected 1n the
values of nearby residential properties I conducted and reported
the results of a time series analysis of residential property values
along a portion of Interstate 495 (the Washington beltway)  The
research methodology included an analysis of sale resale data
during the period 1962 through 1972 exbited by 1676 residential
properties A principal finding of that study was that those
properties 1n North Springfield Virgima located m proximuty to
1495 exhibited a tendency (particularly during the last 3 years of
the time series) to 1mcrease in value at a rate significantly less
than that for properties more distant from the highway The
study results suggested that highway related environmental
externaliies were responsible for a lowering of values of nearby
properties compared with those of propertiies more distant from
the highway Aside from the specific findings of the study the
effort was notable m that 1t represenied the first attempt to
analyze the 1mpacts of a highway on residentral property values
through the coustruction of a time series of property value mndex
numbers

The study reported m thus paper 18 a revision and update of
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the findings of the earlier study based on the addrtion of several
more years of data to the already existing time series As a result
17 years of data (1962 through 1978) were made avalable for
analysis This study 1ncorporates a longer time series of rest
dential property sales data than has been used previously in any
mvestigation of the effects of highways on property values
Following a brief review of the recent literature and a profile of
the highway community 1nterface that exists 1p North Springfield

a summary of the methodological approach and the results
achieved 1s presented

RECENT LITERATURE

An exammation of the published literature indicates that a
continuing mgh level of importance 15 attached to achieving a
greater understanding of the determunants of relative house and
land prices In addition recent research efforts have placed
added emphasis on how neighborhood amenities are valued by
people and how such values are translated into prices of land
and/or improvements

Although 1t preceded publication of the earlier Washington
beltway study a aumber of empinical efforts into the determinants
of relative house prices were surveyed 3 Emphasis was placed on
the inclusion of studies that served to isolate and quaniufy a
variety of atinbutes associated with housing particularly those
that were related 10 environmental qua'ity 1n both a physical and
a social context Each of the studies selected for discussion was
Iimuted somewhat 1n that 1ts respective methodological approach
incorporated the use of regression analysis (and factor analysis 1n
some cases) as applied to crosssection data None of those
surveyed were based on time sexnes of data

A recent study analyzed the impact of railway externalities
on residential prices * Another research effort measured the
extent to which varnations in levels of local property taxzes and
public expenditures affect residential property values Alterna
tively the technique of using a time series of property value data
weas employed 1 a study on the effects of arrports on land values ®
The procedure followed was to measure changes in mean selling

prices for various study areas at differing distances from the
awrport
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Contemporary mterest has shifted somewhat from attempting
to explam vanation m house or land prices to estumating
the implicit valuation of the specific locational features or
amenities that have a major impact on the selling prices of
properties 7 70 The magor research questions raised collectively
focus attention on topies such as the relative usefulness of lapd
only versus the selling prices of land plus improvements the
extent to which hedonic prices (assumed to be equilibrium prices
paid by mformed willmg buyers) are representative of the more
theoreticaily acceptable wilhingness to pay prices 1 and the
development and refinement of models and techmiques for
estimating price gradients for a number of amenities simultane
ously Fmally a cross section of residential property values was
used to determine a set of implicit margmal prices for air
quality * In combmation with income and other variables, he
prices are incorporated into 2 two equation demand and supply
model * Results are expressed 1 terms of both price and ncome

elasticity of demand

STUDY AREA DESCRIPTION

The predominantly residential community of North Springfield is
located m Fairfax County Virgimia along the southwest portion
of the Washiagton beltway The study site 13 bisected by the
highway and residential structures are lmuted to single famuly
dwellings, of which there are nearly 1700 As computed from
Fairfax County courthouse records property sales prices averaged
$22 456 1n 1962 $33 440 1z 1970 and $65 182 for the first quarter
to 1978 Numbers of property turnovers per year were typically
between 125 and 200 Additional descriptive information regard
mg the study site may be found in Langley 2

As mdicated m Fig 151 a varsety of highway related changes
bas taken place 1n the time period of interest with the most
notable occurring in recent years The first 1s that data from the
Common wealth of Virgimia* indicate that average daily traffic
(ADT) volumes have risen from 8 845 vehicles/day 1n 1961 1962
to 113 790/day m 1978 Second a widenmg of the relevant section
of 1495 from two lanes in each direction to four lanes begun
1 1974 was completed 1n 1977 Third, noise barriers were cons
trusted beginning mn 1974 m a continuous pattern on both the
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nd south stdes of the highway right of way and minor
ms to the existing walls were being made as recently as
echnically the barrier type 1s metal wali on earth berm
height of ihe barrier above theroad s 76 m Federal
y Admmistration (FHWA) tests have concluded that
vels 1 proximty to the highway have beer reduced by
nately 15 dB (A) thereby reducing loudness at least by
n addition to measurmg the effectiveness of vartous types
barriers the study evaluated the accuracy of the FHWA
r Traffic Noise Prediction Model It is interesting to note
same gection of the Washington beltway investigaced m
r reported mn this paper was also inc'uded among the
cted by FHWA for no:ise barrier analysis As a result
ral vistts to the studv sife before during and after such
ion 1t was evident to me not only that noise levels had
ered as a result but also that the highway 1tself was much
1sive, and generally less noticeable
1 overall sense therefore, North Springfield continues
e type of community that lends 1iself appropriately to a
nghway impacts on residential propertv values While
nt stability m the area under study 15 certdamly an
from the perspective of research methodology the
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general absence of non highway related externalities 15 respon
sible for a high degree of homogeneity among properties in the

area

METHODOLOGY

For purposes of analysis the 1676 study area properties were
segmented into three groups The impact zone (consisting of
1056 properties) was defined to include all properties 1n such
proximity to the highway that 1t could be documented that rest
dents were subjected to a continumg existence of highway
oriented disturbances The results of the earlier study suggested
that a distance of 1125 ft (343 m) represented an appropriate
delimuter and this measure was used once agam in this study
Second the subset of impact zone piroperties that were located
immediately adjacent to the highway were classified as abutting
properties (99 i number) Finally those properties beyond the
boundary of the impact zone were referred to as being located 1n
the nonimpact zone (610 m number)

The research plan included these two major objectives
() to construct for each distance related category a time series of
property value index numbers that could be used to describe the
behavior of aggregate property values over time and (b) to
corapare statisticallv the yearly index numbers among the various
property classifications to deterrune whether any significant
differences exist To the extent that disctepancies are noted, 1t 15
accurate to claim that highway related environmental externalities
are the primary contributing factors

In order to accurately interpret the study results 1t 18 neces-
sary 1o recognize an important distinction that must be drawn
between rate of price appreciation and total or gross impact on
property values The former places no restriction on the actual
years to be included 1n a highway impact study while the latter
would certainly require the measurement of effects on values
begioning before construction or even anticipation of the highway
The approach taken in this study emphasizes the rate of price
appteciation

The methodology for price i1ndex constroction used mn this
stady incorporates only sale resale pairs of property transaction
values and employs regression analysis to estimate the index
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numbers 2 ¥ Courthouse records from Fairfax County ind:
cated that a total of 1322 valid pairs of study area property
transactions were recorded for the years 1962 through 1978 Prior
to the regression anpalysis all property sales values were deflated
by using the imphicit price deflators for gross national product 27
Although the time series of mterest began in the year 1962
(the first full year in which the highway was opened to
traffic) the base yecar for applying the price deflators was
selected to be 1959 (the year in which the first property sales were
recorded for the study area)

Finally 1t 1s mmportant to understand that the genmeral
approach of this study s valid even when one considers some of
the recent findings regarding the appropriateness of methodologies
for studymng the impact of location dependent amenities on pro
perty values For example one study suggests that regression
studies cannot be used for predictive purposes except to the extent
that the cuty 1s small and thers 1s mobilty among cities®
This means that property values at a particular location depend
only on amenities (and other relevant variables) at that location 1?
Aside from the fact that the approach of this study 1s not
regression oriented 1n the same sense as referred to bv those
authors the nature of size and mobility characteristics has no
direct bearing on ap interpretation of the results This 13 because
the study findings are expressed 1n terms of differences 1n rates of
price appreciation among the vartous North Springfield property
groups and no attempt 1s made to derive an 1mpheit generals-
zable valuation for the existing cxternalities

FINDINGS

Table 15 1 summarizes a variety of residential property sales data
for North Springfield durning the years 1962 through 1978 All
valid property transfers are included and 1n addition to bemng
presented for ail properties yearly information s subdvided by
property category Two principal observations are notable

(a) the mean selling price of abutting properties tended to be lower
on a year to year basis than for the other property types in the
study area and (b) yearly increases in the mean selling prices of
imapact zone properties approximated those of the nommpact
zone The former 15 explamned largely by the fact that abutfing
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properties were priced lower than other properties durmg the
early years of the time serres and the discrepancy has continued
thronghout the period under consideration The latter observation
could be construed to imply that the existence of highway
associated externalities 1s not reflected i property values since
the averages iemamn approximately the same throughout the
17 years As will be indicated subsequently such a conclusion is
not only prematu:e but inaccurate

The results of residential property price mdex construction
are exhibited 1n Table 15 2 by distance category In addition to the
yearly incex numbers the logarithms and standard errors of the
logarithms of the index number are shown as well as the total
number of initial plus final sales in each year The three tme
series of index numbers are depicted in Figure 152 Major observa
tions of interest nclude the followng (2) the time sertes of
mdex numbers for abutuing properties consistently shows less
than comparable figures for impact and nonimpact zone properties
(aside from the slight aberration of data in the year 1974)
(b) with the exception of one year early 1n the time series index
numbers for impact zone properties are less 1n magnitude than
tnose for nonimoact zone properties and (c) the apparent diver
gences among index numbers of various property types are the
greatest m years subsequent to 1973 It 1s evident therefore, that
properties nearer the highway exhibit a very definite tendency to
mcrease 1n value at a rate less than those more distant from the
highway

One tailed student t tests were used to test for statistical
sigwficance among the various index number differences noted
above Table 15 3 notes those pairs of index numbers for which the
differences were found to be significantly different at the 10 per
vent level or better Whale 12 of the 17 years 1n the time sertes
are represented i Table I53 a preponderance of attention 18
focused obviouslv on the years from 1970 to 1978 These findings
lend conclusive support to the contention that highway related
environmental exterpalities from 1495 arc responpsible for an
adverse impact on nearby residential property values i MNorth
Springfield It 1s quite Lihely, however, that the widening con-
struction from 1974 through 1977 was responsible for a portion of
the differences in recent years that are apparent in Table 15 3

An added feature of Table 15 3 1s that the significantly different
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Fic 152 Pioperty value price indexes 1962 1978

numbers are transformed mto dollai differences that have
mflated to reflect real dofla- values 1n the respective years
- are shown in column 7 of Table 153 Although the value
ences are greatest for abutting versus nomimpact zone
rt1es the recent differences between impact and nomimpact
properties are more representative of the impact on nearby
rties 1 general With reference to the dollar differences
11m the bottom portion of column 7 of Table 153 therefore

be stated that properties m proximuty to the highway (within
ft) sell for approximately $3 000 $3 500 less than equivalent
rties located farther from the highway

EVALUATION

tudy proves conclusively that highway originated environ
.1 externalities are the major cause of an inverse relationship
-en yeatly mecreases i:n North Springfield property resale

and proximity to I-495 Aside from simply revising and
g the results of the earlier study the current effort found
cant differences among distance related property value mdex
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pumbers 1 12 of the 17 years under study Although significan
differences were found n each of the latest nine years 1n the time
series under study it 15 Likely that the highway widening construc
tion from 1974 through 1977 had some impact on the magnitude
of such differences 1n those particular years In general therefore
the overall results justify a much stronger statement concerning
highway impacts on property values than did the findings of the
1962 1972 analysis An additional contribution of this study i
that the Iength of the time series {17 years) was unaprecedented in
previous highway impact investigations

Although the study findings are vahd 1n a statistical sense ¢u
tion should be exercised regading their overall generalizability [t
would be misleading to atterpt to apply the results of this study
directly to the sifuations of other highway community mterfaces
It would be very useful however to employ the methodology and
procedures of this study for the purpose of gainmg mmsight nto
the net econormic impact of highways on property valaies in other
areas

It was interesting to note that noise barriers had been con
structed along the nght of way boundaries of the Washington
beltway 1n North Springfield and that reductions of up to 15 dB
(A) m noise levels were estimated As aresult the loudness of
traffic noise has been reduced by at least onchalf Unfortunately
such mmprovements occurred so receatly that any possible impact
on property sales values could not have been detected Perhaps a
foture study may mvestigate this While 1t 18 well documented
that highway origmated disturbances can have adverse mmpacts on
the values of nearby residential properties 1t will be interesting
to see if such a trend reverses given that the level of disturbance
has been reduced significantly

Finally, 1t 1s appropriate to mention that the findings of this
study are quite consistent with generally accepted theones of
capital asset pricing That1s each yearly deflated housmg price
actually represents the present value of a stream of anticipated
housing services and locational amentties [f such anticipations
were to have remained constant over fime no changes in deflated
housing prices could have been expected Property sales prices
m North Springfield did change throughout the period under
observations however This phenomenon can be attributed to
two general factors  (a) changes m the level or degree of an
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xternality and (b) changes 1 consumer attitudes (preference or
tastes) toward an exterpality Traffic volumes on 1495 (level of
externality) have increased qute dramatically and without anv
doubt people have become much more cognizant and concerned
about environmental issues inciuding traffic-generated noise and
air pollutants since the environmental movement began approxt
mately with Earth Day in 1969 Also the construction that took
place in order to widen the highway and the erection of noise
barriers must be regarded as having been annoying scurces of
environmental externalities These had an adverse impact on
those residents 1 proximity to he highway
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MASATOSHI A ABE

THE PROBLEM OF PEAK. LOAD PRICING

INTROPUCTION

Tais paper discusses the peak load pricing problem m the frame-
work of urban transportation Professor Willlam S Vickery wrote
{13 p 452] In o major area are pricing practices so 1rrational
gso out of date and so conducive to waste in urban transpor
tation Two aspects are particularlv deficient the absence of
adequate peak off differential and the gross underpricing of some
modes relative to others ’

As it 1s well known traffic ecngestion results from not using
a proper price mechanistm A relatively low price charged during
peak periods mnvites an excess number of road unsers during peak
periods This would 1mply inefficient allocation of road users
for traffiv congestion resuits from too many users durmng peak
periods and fewer users during off peak periods

If we can persuade the peak period users to switch to the off
peak period users we may be able to selve the problem of traffic
congestion This 1s where the price mechanism comes m (Of
course we are here ignoring the fact that people have to use
roads during peak periods to get to work However we can
persuade some peak pertod users to abandon their automobiles
for mass fransit ) A relatively lower price charged dnrmg peak
periods and a 1¢latively lower price charged doring the off peak
periods would accomplish the transfer of some of the peak period
users to the off peak period users
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The proper use of the price mechanism w }1 thus theoretically
solve the problem of traffic congestion but t will create another
form dable problem—the problem of mequty A higher price
charged to the peak period users reduces traffic congestion only
by denying the poor their mght to use the roads durnng peak
periods If this policy 1s pushed tfoo far we can conceive of a
situation where the peak period road use 1s hmited only to the
nich and mass transit to only the poor

We face therefore a problem of choice between various
combinations of efficiency and equity What we should amm at
1 this regard 18 to set price s0 as to maximize welfare and to
achieve allocative efficiency

We believe therefore that the pnicing of public facilities
such as transportation should be used as a possible means to
drrect & smooth flow of traffic and to enhance social welfare by
income redistribution

In what follows therefore we nse a rather general social
welfare function 1e¢ 2 lmear function of mmdividual utdity
functions with wesghts With this formulation we exphaitly take
mto consideration the fact that soctety does not value equally a
dollar recerved by is members

Our problem 1s then to accomphsh Pareto optunality by
sstng up proper price levels and by redistributing mcome This
framework 15 a follow up of three papers by Mohring,® Marchand®
and Sherman ®* We wiil show that given today s pricing practice
of aurban transportation service a strict adherence to marginal
cost pricing does not yield Pareto opnmahlity Rather a systematic
deviation from m rginal cost 1§ required for attamment of
maximum social welfare

THEORETICAL FRAMEWORK

In this economy there are » consumers {(1==1 2 n} and each
derives satisfaction from ¢ peak period auto travel ! off peak

period auto iravel, and from consuming units of composite
commodity x* Each consumer possesses a utility function of the
form

{1) W= (ti, 1 Py
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Utility functions are quasi concave continuous, and twice
differentiable

Average mput quaniity required to provide a unmit of 7 18
represented by composite variables (including fuel tires vehicles
etc g 1e

(2) g1=28, ()
and g3 g, (ta)
£, 18 a convex twice continuously differentiable function of total
traffic £, end will take a form presented i Figure 16 1

Figure 16 2 shows the form of g, where no traffic congestion
exists Under congested conditions an additional vehicle journey

91 ] g, 92 "

Fic 161 Fig 162

will add to the traffic congest on The vehucle will get 1n the way
of other vehicles using the road and will cause their cost to
increase as they waste more time 1n traffic jams and incur higher
mamtenance costs per mile 1n the dense traffic This 15 why g, 18

upward sloping m Figure 16 1

The total amount of resources wsed for travelling 18 G

3 G=g, ;+g &

G and X are related according to the followmg transforma
tion function

@ fl¢ X)=0

The price of g 1n terms of X 15 denoted by With the

price P per umt of 1z X as numerawe aund 3 as the i* con
sumer s tncome the budget constraint of the :** individual 18
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(5) P4 Py it 2=y

From the first order conditions for maximzation of (1)
subject to (5) we obtain the following demand functions

(©) f= (P, P ¥)
N 5= 13 (P, Py ¥)
@® x = x' (P Py »

1 ¢, the demand functions are interdependent
Now our task 13 t0 maximize social welfare—a hinear function
of indrvidual utihty functions with weights §f This 15

(6) Max z=2 ot (i 1, o)
PPt 1, Gxy

subject to various comtramnts 1 order to find price levels and
mcome redsstribution

Case I Two travel modes model! without spectal consiramnts

Each consumer has a choice of purchasing varwous combinat ons
of 1, 1, and » Our problem here 1s to find optimal levels of P,
and P;in terrs of the pumeraire X and the optimal condition for
mcome redistribution that will give ihe maxmmum social welfare

We can formulate our problem as follows

i d.t0 b0
m Max Z= 3 6 u' (i 1, %)
-PJ.’PS tlh EE’X G}J”‘
subject to

¢

(2 z =t Py
i

(3 z L= 1, Py

W a;ntg fy=G Hp
®) > x=x n
®) AG X)=0
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where the Greeh letiers at the right denote the lagrange mult
phers associated with the constraints The first order vonamons
for a maximum are

G A cl’]_ O!ﬂ
f
™ z 1 Fﬁ 2 3P1 ’12 cP;
‘*‘”z'érﬂ
i A‘ ] af]_ atg
r__._ PR
®) 2 e “8 2 3P, ’?tza Py

e}
081 }
)] p-,{ g+ = ™ 0
(10) By~ &, g,=0
an b e
(12) pa—pgp —7===0
i
P 3:1 atz -.Af
)] Ab——pf —— —uA =
( B 1B T geT

where A 15 a Lagrange multiphier attached to the budget cous
trant (5)° on page 396 We use these first order conditions and
the following relations (14) (15) (16) and (17}
4 ¢
g 4 e 1 oty
g2 Y
’ (BP 7 & By‘ )

=

fork=1 2 3 j=1,2
where Sk; s are the Hicks Slutsky pure substitation effect of the
piice change 10 Pson 12 Of coarse, when A=3 (14) 1s

ox
(15) Sas—z( 2, X! ;) 7=1,2
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where x 18 the puce of g1n ferms of X' Aad also
an P IS“‘!"P Ms'zl‘*"snmp ISJ.S+P 25gg T Sgg=0®

From these equations (rdentities) and the first ordes
condrtions we obtamn finally®

asy [ sysa | [ 28 —p,

Hx =0
B
Sla ‘Sﬁi @ Ps
where
o L ity T }mMa
a L wfats

(20) -F"—% - { 2 }==AC,=MC,

MC, 1s the marginal cost of the peak perod auto trip 4C,
18 the average cost of off peak auto trip The first mairix on the
left 1s positive * We can conclude then thai

(21) MC,=P, and 4Cy=MCy=P,

and we can show that the conditton for optimal redistribution of
INCome 18

(22) Y

where A s and 8 5, respectively represent the marginal utififies
of wcome and therr social weights We obtam (22) only when
P =MC, The relation {(22) implies that an addittonal dollar of
income spent by any consumer meurs a social cost exactly equal
to nnty, and that each comsumer gets the same level of satis
faction from the addrtronal dollar of incoime spent

All of these resulfs are expected—maximzed social welfare,
optimal distribution of resources and optimal redistribution of
sncome—in an 1deal economy where price reflects margmal cost
and perfect competit.on prevals In the followmng cases we look
mto more realistic situations where price does not reflect marginal
cost and/or price 1s required to deviate from marginal cost mn
order to render a higher social welfare

Case II The siagle price constramt
The most often cnticrzed pricing practice of urban antomobile
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lack of price discrimination between the peak period
off penk pertod users Our problem here 13 to find

price level gtven an added constrant that the same

rged 1n peak and off peak periods

formulate this problem as follows

T B B
MaxZ=2B u(r,rzdx)

{
]
S -

1f1 +§2fi2G

x=X

MG, X)=0 s

P, —P,=0 Ea
ng in a fashion analogous to Case I we obtain

E 3L

uf
Sy S L —Pp -1
1 Va1 px 1 _pa
X
__Slz st ";ch ""Pa K i

A
-MC; and —‘:?-—-ACQ =MC, We can rewrite (8) as

MC! "_P 1 ng "—Sﬂl —1

e, —p, | Sl s, s, 1

Sps —S12591 >0 ¢ Therefore we can write

MC]_ —P1 . _Sgg_‘Sm

ACQ-_PE - SIZ+Sll
Sy and S,, are negative and Sy, (=S,,) 15 positive
1d ¢, are substitutes The most hkely signs for the
are positive 1¢e

M C]_“'-P 1
ACE—P E]

>01e
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(12) MC, P,<0

and AC;—P, <07

amd (13) >0

1e (14) —8 g5, <0

and St Sy <08
But simce S;3;=Sy, we can have the following mequalities
(15) —811> 819> 8z

which means that a decrease 1 the peak pesod travel when the
price of the peak period travel mcreases is greater than an
wmcrease 11 the peak pertod travel when the price of the off peak
travel increases and that an increase 1a the peak pertod travel
when the price of the off peak travel increases 1s greater than a
decrease 1 the off peak travel when the price of the off peak
travel 1ncreases

From our current traffic situation (15) 1s the most plausible
siiuation Therefore under (15) the condition (12) 1 satisfied 1 e

MCI<PI al.'ld AC,(P,;

That 15, under the single price consiraint the price of the
peak period travel 1s greater than maiginal cost on the one hand
and the price of the off peak period travel s greater than its
average cost (=marginal cost)

The condition for the optimal income redistnibution m this
case 1§

(14 Wiki= Wil

{
where Wi=—; e
afy
?}T (MCr—P)+1

where k=1 and 2 1 for the peak period auto users and 2 for the
off peak period auvto users The implication of this optimal
condition 1s that income redistribution would favor the off peak
peniod users

Case III The peak period nsers are paymng oply average cost
In this situation the peak period automobile users are paying only
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cost 1¢ average cost rather than marginal cost
cost they are imposing on their fellow travelers and
can formulate our problems as follows

t 4 & 1 %
Max Z=2 B u (ty 13 x)

.P =i= ™ gl Ho

z h= 1 B
{

thtg =G pr
k)

2 =X px

fIG X)=0 re

blem (s to find the optimal price level for Pz te the
for the off peak period users given the fact that the

users are being charged only thesr average c0st

¢ first order conditions we can derive

81 S % —P, — %
A =
S1z S £ —P, 0
- 3
| "'F:x""_"'"P]. __n_.l__ S’g -"'Sn - BX
A -8
__"’;C' ! —Sy; Sy 0

Po= !:"_"_‘..{_*?.2;.1___ a.g__l}
1=MC,+ Y hY T on

Py== ngs— Bo_ -.§31

A
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From (12) and (13) we can denive by eliminating —%

S
(14) Py=rgy— (P,—MC,)

2 98

ey

S at,

But since P,=ng,<MC, the second texm m (14) i1s positive
Hence

(15) Pn<ﬂgg

That 15 the off peak period users should be charged less than
thetr average cost when the peak period users are paying oanly
their average cost

We obtamn the same condition as Case Il for the optimal
income rechstribution

Case IV The defiit constraint
In Case III the peak period users are paying omnly their average
cost and the off peak period users are paymng a price less than
their average cost Qur analysis has shown that the situation
there presents an optimal case but one problem 18 that a govern
ment agency responsible for providing transportation facility will
be 1o debt 1n such a situation In case IV therefore we set a
deficit imnt This constraint could very well be such as to require
the agency to operate on o self supporting basis

We formulate this problem as follows

i i £ i 1
()  Max Z=Z Bultfs )
PPty b X Gy

subject to

i

(2) 2 L= 4 k8
g

(3) 2 L= & wh

(4) g1tl+ggfg=6 ur
L4

® > x=x #

(6) f(G, X)“O 11

¥ ng byt w8ty =Pty + Pty +- D po
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where D 18 the deficit linmt
From the first order conditions we denve

BB
® Sy Sy wx Py  pa 4
A T opx
SIE Sgg ':‘:_x— —""Pg Tg
where
2By B
9 e MC, e {P,—MC,)
and
A
(10) "E; = WEy— %(P e — T8
Therefore we can show that
. pa_ T Spsti~Suls ]
(11) Pi~MC, et el S
and
... Snfz'_SuH:I
(12} Py=-g, p e 5

where to repeat S=5;1853—81:55>0 The Lagrange multiplters
px and wa can be interpreted as the rates at which welfare
changes with increases respectively in the resource X and in the
allowable deficit D Therefore we can say that xa>>0 and px>0
Also we know that S;;<0 Sp<0 Si,=8u>0 Therefore the

quantities 1n brackets m (11) and (12) are negative Therefore we
can conclude that

(13) P, >MC,
and

(14) P=>ngmMCg=AC3

In order to recover some deficit therefore the prices are
required to depart from their margmal costs

We obtam the same condition as Case M for the optimal
mecome redistribution

Case V Input tax and the opfimal price for the off peak auto travel
In this case the peak penod automobile users are paymng their
average cost as the previous cases In case V however 1o order
to recover a deficit mput tax® 13 apphed Our problem then 1s to
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find the optimal nput tax and price for the off peak pene
aptomobile users We formulate this problem as foliows

(1 Max z=z 8 u (G fh %)
n Py Pt 15, X G V
subject to
(2 Py==rgy e

@ > = u
@ > a=n A

) &1ty T &uts=G pr
© 2 r =X px
)] AG X)=0 2

Here we differentiate the above equations with respect to =
also m order to find the optimal input tax Differentiation with
respect to n will give pa=0 which simplifies our calculation
considerably

From the first order conditions and 1dentities we obiam

pB
Sy S —— wp
11 al B 1

(8) pf; =0
Sn Sas ;'x— —P 2
where the first matrix on the left 1s nongingular and
(9) ”‘5 gg gty -5 ag,
_Ei*.
(10) e ='~=-"§(_;‘g 2

Note that —%é:—?&n mm Case V because of mputtax The

optimal input tax and the price for the off peak period users are
therefore

i og
11 *_____{ 1+ 1 1 }
{1y i g o

(12 Py=— aG
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As you can see from (11) the peak period users are now
fo ced to pay their margmal cost by the use of nput tax 1¢e

axX dg
13) Po=ntg e X o s -—L}-.:Mc
( 1 1 dG 1 1 dtl i

Moreover the revenue from and the expenditure for the
peak period operation balance out For the off peak period
operation we will nave a posiive profit 1 ¢

X ox t, &
(14)  Pyty—r*gyt = G &sls T { l+—g};_ Tg;:"} Zals
X t g

TOG 3, oy B
where —-—% 18 the marginal rate of transformation of X for G
under the scheme of wmput tax 1e the price of G in terms of X
when nput tax is imposed on G

The same condrtion and wnterpretation as Case I1 holds for
optmmal mncome redistribution

Case VI The capacity constramt

Here we mtroduce the capacity constraint expheitly The peak

period nsers a~¢ using roads to the limit of the capacity of the
roads In this case, as we will show below the peak period users
are required to pay the expansion cost m addition to the usual
margmal cost We formulate thus problem as follows

$)) Max Zmz [3! ui( tot x)

subject to

{2) 2 fi= & ph
(3) z r!= ¢ HA

(4} 24151 gitg=G Hr
5 =K wh
(6} z y=X wx
(7 E=E(K) He
8 f(G X E)=0 B

where K 1s a constant representing the capacity of road E
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represents the amount of resources used for construciton and
expansion of roads
&=8 (t: K) and g;=g,(ty)
Under these condittons we denve from the first order
conditions and other 1dentities discussed before

is'u Saz %g" —F 1
(%} \ =0
’312 Ssi "'ﬁ;‘ ~—P, 9

Since the first matnx is nonsingelar we conclude that

i
(10) P, e
s
and (11) Py== o
But 5
c X
(12) A e =T {g;-{-rl fl }-!—'m {tl 3‘? }+_5T

(13) %rnﬁu,-ACs MGy

Therefore from (11) and (13) we can say that P,=MC, 1¢
P, 15 equal to 1its margmal cost but from (10) and (12) Py s
higher than MC, which 1s the first term of the nght hand mde of
{12) The second term 1s the costsaving drived from capacity

g4
SXpansion ( dK 18 neganve ) The third term 18 the real cost of
expansion We can write therefore that

{(14) P,=the margnal cost of #,+ the Cost of Expansion

That 1s the peak period automobile users should be payng
not only therr marginal social cost but also the expansion cost
The expanston cost 1s however lower than the real cost of expan
sion by the amount of reduced cost of congestion

CONCLUDING REMARKS
In the above presentation we have discussed what optimal price

levels should be for the peak and off peak period users under
today s pricing practice of urbar automobile transportation It
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was shown that und.r present pricing practice a strict adherence to
margmal cost pricing principle would not yield Pareto optimahty
For the atiamment of Pareto optimaldy a systematic deviation
from marginal cost 1s required That 18, we live 1n the area of the
second best ! We are faced with a problem mvolving maximiza
tion of social welfare 1n the presence of many added constraints
Optimal prices discussed above are second best solutions 1 the
current transportation practice

As shown when the peak pertod users fail to pay ther real
cost but also imposes as a form of congestion greater external
economies the off peak period users are required to pay a price
below their average cost

What 1s not discussed n this paper 13 the preseace of a
substitute travel mode such as mass transit Substitntion exists not
only between peak and off peak use of automohles, but also bet
ween automobile use and bus use A more realistic and more
preferable approach to the pricing policy of urban transportation
would be to consider social welfare maximization m the presence
of substitute travel modes 1n two periods peak and off peak
Also left out in this analysis 1s the case of increasing returns to
scale which will have a crucial bearing on the mvestment policy
of transportation service

FOOTNOTES

1 Thenput commodity ¢ may 1nclude consumiers tume as well Then
in order to preserve a single price we assume equal valpation of time
by all consumers More on this sec Sherman (9)
Sez (8 p 105)
Detailed explanations on the derivation were given 1n (5 6 9)
AC; 13 constant Thus AD,=MC,
See (8 p 106) Thus s the second order condition for maximization
S Is 2 positive matrix  See footnote 5
See footnote 8
Of course they could be alf positive but then the interpretation of
results will be of no sense In all we can have four cases
(1) MCy>P ACy>P (2) MC,<P AC,>P (3) MC>P ACG <P ang
{4) MC; <P AC,<P Only the last case makes sense
9 Inputtax cog[d be tax o1 gasoline tire andjor vehacle

5] 81

10 Since ol -aT-ls cost elasticity of #; the higher cost elastiaty 1s
1 1

90 ~Joh W b W3 N
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the higher 18 the optimal mput tax level
More on the second best see (1 4}
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SEVENTEEN

MASATOSHI A ABE KUMARES C SINHA

PRICING AND QUALITY OF SERVICE IN
MASS TRANSPORTATION

INTRODUCTION

It 18 now the general consensus that current pricing practices in
urban transportation are irrational and conducive to congestion
and waste Two aspects which have been mentioned often as
deficient 1n the arca of urban transportation are the absence
of adequate peak and off peak period price differentials and the
gross underpricing of an automobile trip relative to a mass transit
trip

The purpose of this paper 1s first to review briefly the pricing
policy of public facilities such as transportation and then to
examine the optimal pricing strategy for mass transit under a
situation m which an unfairly low price 1s charged for antomobile
trips The present study shows that 1 such a sifuation mass transit
users should be paid a subsidy

Next, the pricing practices used by the privately operated bus
transit company in the Milwaukee area 1s exammned It 1s
observed that Iike virtually all mass transportation systems in the
United States the transit system . Milwankee has been caught
1n an unending cycle—the continuing dechine mn patronage the
constantly rismg cost of labor and equipment and am almost
periodic mcrease 1n bus fares It 18 feared that this cycle will Iead
to the ultimate extinction of mass transit service in Milwavkee 1f
1t 15 allowed to continue unchecked

'This investigation mdicates that a Iowered bus fare together
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w th improved service will substantially increase transit patronage
which will 1n turn reduce the cost of operating bus transit as s
consequence of the existence of the economy of scale

Lastly the characterisics of urban mass transit users in this
country are evaluated Investigation indicates that the magority of
the transit niders are captive riders 1n the sense that they do not
have any choice tn therr mode of transportation This finding
substantiates the behef that mass transit fares should be s gmifi
cantly reduced not just for attracting antomobile users to transit
and thus hmiting congestion but also for increased social welfare
resulting 1n waproved equity

PRICING STRATEGY

It 1s believed that the pricing policy of public faciities should be
directed not only toward achieving an efficient allocation of scarce
regources but also toward promoting the soctal welfare Pricing
mn urban transportation should then be used as a possible means
of effecting a balance in the use of modes as well as toward
achieving a redistnibution of income Therefore i order to make
a meanmgfu) evalvation of the pricing policy of public facilitres
such as transportation all three strands of economic disciplines
1 e welfare economics public finance, and regulatory mstitutions
should be considered sumultaneously

It 15 a well known fact that imbalance m the use of
transportation modes results m congestion and that this 1s & direct
consequence of an improper price mechamsm  a too low price 18
charged for automobile users so that an excessive number of
automobile users are on the roads This means an mefficient
allocation of road users for congestion results from too many
automobile users and too few mass transit users

If 1t 18 possible to persuade a sufficient number of automobiie
ysers to switch to mass trapsportation, the problem of congestion
might be eased and a balance in urban transportation can be
restored This can be achieved by reversing the current practice
of price mechamsm—a relatively gh pnce charged for
automobile users and a relatively low price charged for mass
transit users would accomplish the transformation of some of
the automobile users mto mass transit users The proper use of
the price mechanism in urban transportation may thus solve to
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some extent the problem of congestion or rmbalanced transport
ation but it will create another formidable problem—the problem
of inequity A higher price charged to automobile users mught
reduce congestion but at the same time 1t would prevent the
lower 1Income groups from using their automobiles A situation 1s
conceivable 1n which automobile use 15 linuted only to higher
income groups Lower mmcome mdividuals will be forced to give
up the use of their automobiles and to use mass fransit thus
mcreasing the number of captive niders The transportation
planners will face therefore a problem involving a choice of
various combinations of efficiency and equity What should be
aimed at then 1s to set a price so as to maximize welfare (equity)
and to achieve allocative efficiency

Elsewhere * 1n order to cope with tais problem a general
social welfare function was used to accomplish Pareto optimality
evaluation was made on the basis of a linear function of individual
utility functions with weights The weights were included to reflect
the fact that society does not value equally a dollar recetved by
its members This study has shown that under the current pricing
practice 1n urban transportation where automobile users pay only
average cost rather than marginal social cost the mass transit
riders should be given a subsidy The same concluston has been
derived by Marchand® and Sherman? The extent of opfimal
subsidy to the transit users explicitly taking into consideration
congestion interdependence between the two travel modes,
antomobile and mass transit has also been established

PRICING AND QUALITY OF SERVICE OF BUS TRAMSIT IN
MILWAUKEE AREA 1955 1970

Damand for transit service

The purpose of this section 1s to discover whether or not a
relationship exists between the quality of service and the Jevel of
transit patronage n Miwaukee Although the private firm
Milwaukee and Suburban Transport Corporation which owns
and operates the transit System 1 the area, has been rendering
better than average service? it has been in serious financial
difficulty in recent years To meet sharply rising costs of labor
equpment and materials the company had to increase fares
Almost inevitably an mcrease 1n fares was followed by a reduction
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i patronags volumes which led fo a deécrease n service and
this 1n turn led to a furtier reduction m transit ndership  Such
service variables as the mntroduction of new equipment? the
age of transit vehicles, an extension of route mules ncrease
transit vehicle speeds and the frequency of service would, to an
important degree affect the level of transit use Using time sernes
data obtammed from the Milwavkee and Suburban Transpori
Corporation for the period 1955 19708 the effect of tramsit
patronage of some of the service vanables have been estimated
The results of the regression equations are presented below with
the ¢ values given 1n parentheses

X, ==65901+6427 X, , R®=0983] 83
{28 503)

X,=47 162462 083 Xy, RP=0 9390 (2}
(35 431)

X,~113€ 259—95 133 X, , R2=09131 3)

{(—12 131}
X,= 162 0996 001 X} , R2=0 8485 (4)
(~—8 854)

1 which X =the number of revemue passengers 1n mulitons
Xg=bus miles of route coverage in mullions, X,=bus hours of
service, 10 milllons , X,==headway factor (This 15 another variable
used to represent the quality of service and 1t 13 computed by
dwiding bus miles by bus hours A lugher headway factor would
mdicate lower quality of service with given number of buses and
route miles of coverage as the hours of operation decrease, the
headways among buses increase  An increased headway would
have a negative effect on fransit use ) and X;=average fare m
cents

In sll cases significant resulis were obtamed with high R?
terms and correct signs confirmmg that an increased bus fare and
an mcreased headway have indeed reduced traosit patronage while
mcreased bus coverage represented by bus mules and bus hours
would have increased transit ridership

In order to explore the collective rather than the mdividual
effect of service varrables mulhiple regression equations were
developed The results are
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X;=269 9913 +4 7574 X;—26 7943 X,—0 07069 X,
(137160) (—32663) (—0 1543)
R*=09948 )
X,=—0 3718—7 9200 X, +131 7730 X, —0 7470 X;
(—2 0875) (35086)  (—2 3684)
R*=0 9952 6)

Note that the sign of X; bus miles 15 negative ;n Eq 6 this,
however 1s due to the fact that X; bus hours another service
variable representing transit coverage was used in the same
equation in addition to X, and that the effect of X, 15 over
shadowed by X; The sign of X; average fare 15 negative as it
would be expected a negative sign of X; implies that higher bus
fares have mdeed discouraged transit use

In summary the implication of these results 1s obvicus the
trapsit patronage in the Milwaukee area can be increased by
reducing bus fare and mmproving transit coverage

Supply of Transit Service FEconomies of Scale—in this
section the supply side of transit scrvice 15 considered and the
effect of changes in the service variables on the cost of providing
transit service are explained The cost per unit service cost per
bus nule may be critically dependent upon service variables
which affect patronage volumes The crucial point 1a this regard
1s the existence of economies (or diseconomies of scale n transit
operation If a deteriorating service and therefore a reduction in
transit patronage should render a higher cost of providing transit
service it indicates that the transt company 1s suffermg from
diseconomies of scale 1n transit operation

By regressing the service variables on the cosi per bus mule
the following equations were obtaned

Y,=7 5101 ~0 0032 Xy R¥=0 0450 (7
(—0 8123)

Y,=76431—0 0177 X, R*=00,13 (8)
(—0 6735)

Y,=7 5968--0 1730 X, R2=-00328 (9)
(—0 6895)

¥,=1 7268--0 4998 X, , R2=0 1060 (10)

(12882)
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Y, 65787400551 X R* 03004 iy
(2 4523)

The cost figure, ¥y =adjusted operating cost per bus mile
with adjustment being made by using BLS consumer price index
of transportation The notation of other variables is the same as
before In all cases the R terms are very low meanng that the
mdividual effect of these variables 18 not signsficant However, 1a
order to find the collective effect of these variables, a multiple
regression equation was applied and the following equation was
obtained

¥, =2 797110 0572 X,~0 1565 X,+0 2581 X;
(39980) (—1 9785) (9 6860)
R*=0 8990 (12)

Note that the collective effect of the service vamables on the
vnit cost of service 15 substantial A pegative coefficient of X, 18
unportant because i snggesis the existence of scale economy in
the operation of the transit system If ¥, and X, move in the
opposite directions as & negative sign of X; would imply the
existence of sca'e economy 18 confirmed Since X, and X, are
positively corrclated, in order to explore the existence of scale
ccopomy ¥1 was plotted agamst X; The resuvlting curve 15
shown 1o Pig 171 The U shaped curve 1a thus figure infers that
scale cconomy exists in bus trausit operation To confirm this
further, the following regression equation was appited

¥,=13 70030 1362 X140 007 X, , R ==0 8351 (13)
(—8 0427) (78911

Comparing Eq 13 with Bq 7 note that R? s considerably
mcreased when a quadratic term, X7 15 added Ths confirms

that the unit operating cost of the bus transit company s U
shaped and thus there exists economy of scale In other words
when the number of revenue passengers mcreases from 60 000 000
to 70000000 to 90000000 the average cost per bus mile
decreases but as the number of revenue passengers passes
beyond say 100,000 000 the average cost starts gomng up There



Pr ¢ ng and Quality of Serv ce in Mass Transportation 419

fore since around 1960 when the number of revenue ndership
was 103 200 000 (in Fig 17 1 1t1s about the bottom of the umit
cost curve) the iransit company in the Milwaukee area has been
operating i the range of diseconomy of scale despite the fact
that by increasing the number of revenue passengers the company
could have taken the advantage of economy of scale It can be
argued thercfore that the further reduction m the number of
patronage will consequently raise the unit operating cost of trangt
operation

TMPLICATIONS OF MILWAUKEE CASE STUDY

This investigation has shown that service variables are 1mportant
determinants of the demand for and the supply of the bus transit
in the Milwaukee area Reduction 1n the quality of bus service

togetber with increased fares have reduced patronage volume

which in turn has prevented the transit company from utilizing
economy of scale A simple diagrammatic cxplanation of this
situation 1s presented 1n Fig 17 2 where three demand curves and
the average cost curve are shown The slope of demand curve will
measure the degree of responsiveness of the riders to a change
i price Considering the U shaped cost curve of the transit
company 1n Milwaukee 1ncreased fares and deteriorating services
have shifted the demand to the left from D; to D, thus raising
the average cost of operating the system Substdies to the transit
users or to the transit company and other measures of improving
transit service would as the present study has indicated

encourage transit use shiftmg the demand curve from D, to D,
apd to D; This would increase the number of transit users and
would consequently reduce the average cost of operating the

fransit system

ChARACTERISTICS OF BUS TRANSIT USERS IN UNITED STATES

To examine the socioeconomic characteristics of the bus transit
users an analysis was made on the basis of the nationwide data
obtained from the 1960 census formation ® In an attempt to
find different characteristics among residents i urbanized areas
of different sizes three regression equations were applied (1) For
all urbamzed areas containg at least one city which had
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Dz

D, o3

TRANSIT RIDERSHIP

Fig 172 Schematic diagram of demand and average cosi
relationship

0000 or more wnhabitants i 1960 (202 observations)
3) Urbamized areas contamming at least one city with 500 000 or
wore inhabitants (342 observations) and (3) Urbanized areas
nth a city population of 1000 000 or more (156 observations)
a the analysis the following socio economic characteristics were
onsidered

1  Percentage of workers making work trip by bus, gy

2 Percentage of households with zero automobile g,

3  Percentage of household with two automobules, g,

4  Percentage of famulies earomng less taan $5 000
peryr 2y

5 Percentage of workers i population g,

6 Percentage of workers making work trip by rail g

7  Number of automobiles per household g;

8 Median income per household, gy
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Sommary statistics of each of the preceding vanables are given o
Table 17 1 Note that the large urban areas with a population of
1 600 000 or more had the highest percentage of workers making a
work trp by bus (20 18%) as well as the Jowest percentage of
families earning less than $5000 (29 17%) Furthermore the
median income was the highest (§6 655) i these large urban
areas

The analysis was conducted by regressing g; on the other
vanables, and the results of the regression analysis ave presented
mm Table 17 2 Ii can be observed from Table 17 2 that there are
only two varmables which have significant coefficients n all three
different sizes of urban areas These vanables are g, percentage
of households with zero aufomobile and g, percentage of
workers making the work trip by rail Other socio-economic
vanables were not found to be consistently signtficant among the
three different areas considered The results thus infer that the
urban bus transit nidership consists mostly of captive riders and
that 1t 18 also closely related to a substitute mode of mass trans
portation This findiog 15 as expected and st is confirmed by the
fact that m 1963 919% of transit riders in the Milwagkee area
meluded dependent miders who wused trapsit as the sole mode of
transportation (5 p 165) The characteristics of transit ridership
would thus further yustify the argoment i favor of 4 subsidy for
urban bus system so as to accomphish equity in urban trans
portation pricing

CONCLUSIONS

The present modal imbalance 1 urban transportation 15 primaridy
due to the current pricing practice which has unduly favored the
automobile nusers by charging less than what automobile transpor
tanon 135 supposed to pay The automobile users are paying only
therr private cost which mmvolves average cost rather than
marginal soctal cost ignoring the cost they are imposwg on
thewrr fellow travelers and society through ncreased copgestion
poliuion and so on In crder to restore balance 1n urban
transportation throngh mmproved efficiency as well as equity mn
pricing the transit users should be provided with a subsidy in the
form of a reduced fare In this connection the recent experience
of Atlanta Ga with transit fare reduction can be mentioned The
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transit fare 1n Atlanta was reduced from 40c with 5¢ transfer fee
to 13c without any transfer charge and 1n the first four months of
operation the nidership went up an average of 23% 4
The privately operated bus transit system 1 Milwaukee

riddled with fnancial difficulties had been following the practice
of almost periodic fare mcreases and simultaneous reduction in
service, thus losing the transit patronage and thus 1t has been
forced to ope ate in the range of diseconomy of scale To rescue
the transit system from further decline and to improve the qualrty
of service it 1s imperative that a direct government subsidization

¢ provided The Milwaukee bus company falls 1 the category
of a natural monopoly and the existence of a natural monopoly
as 15 hnown from economics would justify public parucipation n
the prodaction

The government subsidies to transit users or to the transit

companies would help establish mass transpertation on an equai
footing with automobile transportation In addition to the reduc
tion of fare with improved quality of service m terms of
expanded route and ume coverage decreased headways, and
higher speed the volume of transit nidership would no doubt
mncrease As a consequence of this the transit companies will be
able to utilize the scale economy by reducing the per umt cost of
operatior Realizing that most of the transit users are captive
riders and that traffic congestion 1s due to alarge number of
automobile users the gctual cost of subsidy would be much less
than social cost irvolved with the curremt pricing practice of
urban transportation

FOOTNOTES

1 Abe M Urban Transportation Congestion Welfare and Optimal
Pricing presented at the 4th Annual Moeeting of the Mid Contment
Section  Regional Science Assoctation  Indizna  Umversity
Bloomington Ind March 31 1972

2  Analysis of Milwankecs Transit Service Barton Aschman
Associates prepared for the Expressway and Transportation
Commussion Couaty of Milwaukee 1970 pp 5 17

3 Annual Report Muwaukee apd Suburban Transport Corporation
each year from 1955 to 1§70

4 Digest Special Issue Institute of Rapid Transit Ancual Conference
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ment Econometrica July Oct 1968 pp 575-581
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Government Printing Office Washiggton DC 1971

Vickery WS Pricing 1 Urban and Suburban  Transport
Amerycan Ecoromie Review Mav 1963 pp 452 465

W

B VA s



INDEX

Abe Masatoshi A 19 397 413

Abutting properties mean selling price
of 387

Accessibility  analysis 347-49
commodities 351 retail and service
functions classes 362 65

Agglomeration 298 303  external
economics of 4 out skurts of 305

Agricultural commodities 129 142
exploiiation 132 land rent 193
opportunity cost 206 production
characteristics of 139 140 145
151 wvalonization 130

Air pollution 288

Alberts W 111

Alexanders Gunner 7

Alonsc William 4 5 194 215 339

American marketing association 335
337

Amortization 135 171

Anglo Saxon culture 329

Annual real estate tax 91

Atlanta 425

Aunbin H 117 154

Automobile users 415 422

Average daily traffic (ADT) 384

Aydalot P 302

Banerice, S 18 1367
Barabba VincentP 32
Beaton W Patnick 8 25
Beavon K 336
Beckman M J 226
Belginm 53

Berger J 51
Bergerson L 151 153
Berry BrianJ 4
Bertrand JP 157
Bhawani Peths 369
Blumenfeld H 110
Bondue JP 305

Boots B 338 339

Bose AN 70 79

Boswell MT 340

Bouvetfe A 151 153

Bowilby SR 335

Boyce RR 367

Bruoeckner J 91

Burgess EW 108

Business category of 302  locsl
inducements for 8796 organisa
tion mobility of 297

Calcutta  economuc problems 78
employment characteristice and
problems 70 industrial economy
8I 83 nformal sector n 10 69
70 74 metropoliian environment
75

California 29

Canada mortgage and hovusing corpo
ration 117

Caprtalization 171

Castells Manuel 110

Central business district (CBD) 193
229 233 236 changing nature of
238 land valoesin 14

Central Bustoess District Herght Index
(CBDHI) 233 236

Central German trade association, 62

Central place theory formaulation of
336

Chicago 96

Chnistafler W 108 336

Cities financial management of &
23 67

Clapp J 89 95

Clark PJ 339

Clawson Marion 198

Commercial activities arrangemert of
367  spatial structure of 368
centrality 311



428 Urban Econon cs

Con mun cat on cost 215 218 222

distribotions of 227
Constant  clasticity of
(CES) 90 employment 61

substitution

Construction cost (residential) 208

Copeland MT 1335
Cottingham Phoebe 195
Couch J 89

Crown lands explostation of 153

Curran DongldJ 252
Dacey Michael F 7 341
Danels PW 334

Davies R L 334 338
Dawson J A 334

De Lauwe P Chombart 110

Dependent varables companson of

194-203
Deshpande CD 368

Development costs (new homes) 208
Differential rent conditions 137-40
cxigtence of 139 model of 158

problemrs of 140 42
Dombois R 56

Economic activittes & mobihify of
297 anglysis 87 disciplines 414

mtermediaries 9 25

empirical

analysis 27 28 growth of 35

manfestation 108 resources 2

Edvio Milis 5
Excker Joanne B 196

Employment dinunishing mmoportance

of 60 polry 75 problems 72

Envrronmental problems 54

Equlibrmm distribution (population),

13

Bvans FC 339

Exploitation 13¢ 137 143 172 rate
of 144

Exportation 28

External labour force 56

Factual vanables used 173-80

Fanweather Malcolm 14 229

Falls G 39 o5

FCAC reserrch projects 174

Federal  highway administraion

(FHWA) 383

Federal Republ cof G
9 economic  stagna
formal economy 62 63

sector m 51 work and
ment 52
Flexibilization strategies 35
Fogmn P 114

Forest products (crops) 44
Fugumtt Glenn U 196
Funectionalism 12 108 109
120 hypothetical premm
refutation of 122  teleor
124 theoretical value «
vanaiton of 143
Functiopal zomng 158 160
Furedy Christing 10 69

Garper B 230

Garrison WL 337

German Federation of Trade
59

Getis A 338 40

Gibbs Jack P 196

Global social formulation 123

Goldberg M 29

Goldstern Gerald § 193

Gooda! Brian 2 367

Gorz A 62 66

Gottlich Marvel 195

Great Britam 53

Gretschmann K 62

Grieson R 88

Gross and interstate wi
analysis of 29

Gutientag J M 111

Guy Chifford M 17 333 °
343 348

Haggett P 339 346

Hag R M 228

Hamm B 64

Heavy terhary 287

Hempze RoH G 9 81

Henderson J 89

Heteroscedastically distribute
duals problems of 47 50

Hicks formula 103

Hollstem W 62



I ousing and communication cost of
220

Housmng market 15 determunation of
prices 273 empirical material 269~
70 filterng theory 266-68 293
criticism of 267 opportunity on
265 269 279 segments mobility
intensity of 278 279 rehabili
tatton property tax incentives for
24344 248 rent level 27378
soctological identification of 274
theoretical determunation of 270-
73 segresation prices 272

Housing policy 266 consequences
for 293 95 imensionof 15

Hoyt H 110

Hubbard R 338

Huber J 62

Hyrd RM 220

Huichinson BG 327

Hyman GM 226

Mmois 29

ILO urbanization 10 WEP reports
82 83

Impact zZone properties mean selling
prices of 387

Importation 28

Income marginal utilihes of 402
optimal redistribution of 402

Indian economy 73

Industrial nowse 288 revenue bond 94

Informal secter 9 10 51 69 71
colonzation of 65 socio political
prospects of 64-70  systematic
development of 76 80 82

Ingram DR 327

Intermediate commodities 351

Interstate wholesale activity 40 trade
surplus 38 49
Inter urban land values  empirical

studies of 193205

Intra urban land values I3 18 185
180 mobility 18

Ipcen Detlev 15 265 269

reland 53

Italy 53 309

Index 429

Jenson H {11

John Langley C Jr 18 381
Johnson RJ 23%

Johnston George M 13 47 193
Jostu SR 18 367

Keper Joseph 8 195 206
Kenya 62 73 mssion report 74
Keynes s liberal economies 108
Kurtz Richard A 196 197

Labour agresment 59 force behavior
52 charactenistics of 74 particr
pation 53 54 market policy 60
potential 53

Land converston market  speciat
pattern 197

Lando Pabio 16 302 320

Land rent 107 180 agricultnral

explo tatton 128 concept of 127
practical definition of problems
12 12123 wban reahty 147
urbanization accelerator of 112

Land use categories 111

Land valus 215 vamable defining 194

Lavigne Giles 12 107 113

Leap frog development 197 98

Levin Sharon G 14 243

Licberson Stanley 196

Lipretz A 148 151 157

Ljubhana (Yugoslavia) 339-40 347

Lloyd PE 300

Local property taxation system of 14

Long CD 111

Los Angeles 95

Low denaity contmugus development
187

Lubell Hareld 74 76 78

Maisel 5 207

Malinowsk: Bronslaw 119 120

Manufacturing shipments value of 45

Marchand M 358 415

Market segments 279 barrter to
mobility 230 29293 factors
environmental 289  hypothesis
276 77 282 mobile rental market
285 88  quahty price relations
287 social structure of 280 socio



430 Urban Economics
Jogical odentficaton of 275
territorial indentification of 280-83

Marx Karl 12 108 demonstration
126 explanatory schema 141 rent
preblems 133

Mason CM 300

Mass trensportation service 1n 413

Mathew Pdel 2 5

Matgper E 51

McDonsld John F {1 87 95

McKeon Jamey C 27 42

McMahar J 113

Medsan famuly meome 39

Melbourne 95

Mertens DB 62

Mieszkowski P 88 90 100

Mhller Kenneth 208

Mills E 89

Mhlwauvkee 413 415 16 implications
of 419 traumsit pafronage in 417
transit system tn 425

Mittleback Frank G 195

Mobility of economic causes of 304
characteristics 387 spatial results
of 305 trendsin 303

Mohring H 398

Monopohstic practises 162-63

Montreal development of 186 metro
politan area  demographic up
heaval 17375 uarbamzation of
115 wvalue of housing 1n 186

Mortgage financing 168 172 174 177
179 183 184 186 conditions of
178 generalization of 185 mula
phier effects of 133

Moses N 193

Multiple listing system (MLS) 174

Multiple regression equations 41§ 418

Muth, R 88 89 98 formula 104

Muth R F 194 206

National Association of Home
Builders (NAHB) 195

National economic activity 25

Natuoral characteristics,
resources problems 354

Nelson R 336

New business relatronships 26

109

MNew challenges 66

New Jersey 29 37

New technological innovations

New York 29 37 232 238 254 255

Non agricultural sector 81

Non residential activities agglomera
twon of 368

Normal constant employment 64

North American central busines
district land values and landus
mfensity in 229

Northam RayM 6 198

Occupation location and intensity of
180

Of peak auto travel 404 407 bperod
413 cperation 409

Olk Thomas 9 51 61

Optimal income redistnibution 407
prioing strategy 413 subsidy
extent of 415

Optipnzation problem 213

Organic composition 137

Osterland M 39

Otitensmann John R 194-99 208 210

Otto HV 61

Patk RE 108 110

Partial equlibrigm effect 251

Part time jobs 64 workers propor-
tien of 36

Peak 'oad pricing problem of 397 412

Peak value intersection {PVI) 229 236

Pelletier P 114

Permanent labour force 58

Population distribution 225  equil
brium distnbution of 215

Youltry 44

Pratt Richard T 7

Pricing sirategy 414

Pnncipal components analys:s 309 20

Production (agriculturall factors of
140 occurrence of 146 price of
136 sector of 137

Productive enterprises and services 72

Professions distribution of 1 322

Profitabihity synthetic index of 172

Property tax system 243



Prototype  rehabilitation  project
capital costs of 263

Public facilities pricing policy of 42
414

Pupe Budhwar peth 368 369 373
375 376  commercial activity
arterial pattern of 369 commercial
pattern 368 mass transporiation
369 Raviwar peth 368-69 375
376 retaiing activittes in spatal
structure of 367 shops distribu
tron of 371 Shukrawar Peths
368 69 375

Pus Tonu 13 215 22627

Quebec 117 153 population 114

Racine JB 367

Rao Potluer 208

Reading area 350 51 commodities 1n
346 349 residential population io
348 retail goods aud services i
355360 retail location patterns in
242-4%

Real estate market subsidies on the
89-93 93 95 tax collections 97
100 local inducements on 99

Recreational amenities 194

Rehabhtation expenditures 255 260

Regional economte development §

Regression equations 36 40 4!
techniques 210

Relief programmme 81

Reptal housing market 253

Rental values 105 150

Resdential communities 381

Retailing activities  mult: nucleation
of 378 poly nucleation of 378

Retait commodittes 334 characten
stics of 346 critical womments
337 38 nearest neighbour apalysis
33941 new classification system
for 33538 348 35052 product
classifications 336-37  residential
point pattezps 343-49  quadrat
analysis 339-41

Retatl location pattern spatial
analysis of 334 338-44

Index 431

Revolutionary praxis 134

Ribbon development 197  characten
stics 197

Ricardo David 128

Rogers A 334 336 339 340

Romanos Michzel ¢ 194

Rosenbluh G 111

Ru al impugration 114

Sales K kpatrick 26

Samuelson PA 108 129

San Leonardo 318

Scarco commodities 331

Schrid A Allan 195 198 207

Schoumaker B Merennl 16 297 301
305

Schubert HA 64

Schwartz ST 193

Segregation and housing market 3
mobihity &

Service variables 416

Sethuramnan SV 74

Sherman R 398 415

Shifting national economy 25

Shipments value of 45

Shops and establishment act 75

Shops seliing speciality goods 336

Sibley D 334 341

Simmeoens JW 367

Singer D 271 72

Sinha Kumares C 19 413

Smith Adam 127

Social econormc status 322

Social segregation existence of 268

Socio economic characteristicy 421 2

Solow R 215

Sossamon Leonard B 8 25

State wholesale sales activaity cause
of 28 35

Standard metropolitan statistical ares
(SMSA) 194 23}

Strumpel B 61

Subsidy programs 88-89 252 emplov
ment effects of 97 100

Soburban transport corporation It
41516

Sunbelt states 37 41



432 Urban Econonucs

Technology mtens ve ssstem 66

‘Terminolog cal debate 70

Thorpson Wilbur R 32

Topaloy € 15255 157

Transit service  supply of 417
subsidies to 419 users government
subsidies t0 425

Transportation cost 216 218 223
facilsfzes 1 406  mprovements
benefits and cost of 381 publc
facuitres 398 system development
of 18 331

Turkey 39

Vllman Edward L 7

Vlrich W 62

Umbrella categories of 242 o

Unemployment 63 insurance 358
levels 9 problems of growth 2
subsidy programmes on 11

United States charactersstios of bus
tranmt gsars in 419

Urban agglomeration 110 154

Urban areg commercrial activities mn
18 market research 333  retal
location m 342

Trban Development Action Grants
(UDAG) 87 93

Trban economes, 71 monopoly rent
156 production secior of 6 retanl
facitlitics 17 classification of 333
38 scheme of organization for 7

Urban housing conditions 15 market
243 247 49 rehabihiation
property tax rehef proprams for
254 gzector 39

Urban land ecomomics subdiscipline
of 194 market 160 rent question
of 147 landed property mono
polization of 1534 mass transpor
tation pricipg problemsin 19

Urban rent definition of 150 pheno-
menon of 185 questron of 183
Urbgn site production on §8.90
Laban space orgamzation of 109
Urban automotile transportation 3
422 current pricing practice in
41§ 423 peak lead pricing problem
m, 19 price mechanism in 414

preng po cv of 410-433

Urbamization characteristios of 160
forms of 149  political econom
of 168 184 result 109

USSR 423

Valorization 149

Vance James B, J 2525

Varimax totated componen s ratrx
312 17

Venetian conurbation 329

Venice 16 309 tertiary commercia
sirocture 310 function of 318

Verman Raymond 4

Vickery Wiliam § 215 397

Virgima 382 384  residential property
price mdex construction 385

Voluntary segregation 268

Vonderach G 62

Von Thunen mode! 194 thaeory 108

Walker R A 151 52

Walzer 27173

Warnes AM 333

Washington beltway 383 noise
barrrers 394 residential property
values cross sechion of 384

Wasylenko M 87

Weber Max, A 103

‘Welfare econormes 414

Wendt Paul ¥ 154

Werner Z Bipsch 1

West Bengal g economuc situation 77
wnformal sector of 79 green revo-
lntion 81

White collar workers 58

Wilhamson Jr Harold ¥ §

Willlams N ¥ 335

Winge Lowden 194 215

Witte Aon Drveen 194 206 209

Work-onented society 67

World employment programroe {WEP)
10 69

World War I 15 265

Yadavy C§ 1
Yoates M 230
Yugoslavia 39

Zero order cotrelation o efficients




Concept 5 International Series m Geography

No 1 Perspectives in Agricultural Geography (In Five Volumes)
Edited by NOOR MOHAMMAD

No 2 Perspectives 1 Geomorphology (In Four Volumes)
Edited by H5 SHARMA

No 3 Perspectives in Urban Geography
Edited by C8 YADAV

1  New Directions mn Urban Geography

2  Comparative Urbhan Research

3  Comparative Urbanization City Growth and Change

4 A Models 1n Urban Geography (Theoretical)

4 B Models in Urban Geography (Mathematical)

5  Urban Rescarch Methods Central Place Hierarchical and
City Size Models

6 Contemporary City Ecology

7 Siums Urban Decline and Revitalization

8 Contemporary Urban Problems (Issues)

9

Rural Urban Fringe
10  Morphology of Towns
11  Cities and Housing
12  Perceptual and Cogmtive Image of the City
13  Urban Economics
14  City Planning Problems and Prospects
15  City Planning Administration and Participation
16 A Urban Plannmg and Policies Reorentation of Policy

Norms
16 B Urban Planning and Polictes Cross Cultural Urban Policies



