Appendix. Selection correction for neighborhood effects regressions based on the

multinomial logit model

This appendix is designed to illustrate how one can employ the Heckman-type

selection corrections to account for endogeneity of neighborhood choice. The analysis is

taken from Brock and Durlauf (2003). Under the assumptions that 1) v, is double
exponentially distributed, i.e. ,u(uu < g)= exp(—exp(~fs + 7)) (so that neighborhood

choice obeys a multinomial logit model) and 2) g; 1s normally distributed, arguments in

Lee (1983) may by used to show that

o, =k+cX, + dYn(i) + Jmn(i) — PO Dui (7Z,.’n(l.)) + é:,-,n(.-) (32)
where
DA, (V)
(V)y=¢| ——2L 7 33
¢ﬂ(l)( ) ¢[ An(l.)(l)) ( )

with ¢(-) and ®(-) denoting the density and distribution function of a normal 0,1

random variable and

exp(v)
exp(v)+ Y. CXP(J’Zi,n)

n#n(i)

An(i) (U) =

(34

The correction described by (33) and (34) allows for consistent estimation of the

behavioral parameters in (32). The parameters 7 are estimated in a first stage
multinomial logit analysis and used to form Piy(7Z, ,)) s PO, is simply a regression

parameter in (32).
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