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Abstract 

The purpose of the thesis was to study price differentials of housing in and outside of 
Swedish cities. When doing so, the average price of detached houses in every Swedish 
municipality and city was taken. The prices were based on the purchasing sum 
(köpeskillinen) while the investigated time period was 1995 and 2005. To separate between 
the different areas in Sweden, the country itself was divided into two separate regions; 
south, and north. South was used twice, once with the three major city areas (Stockholm, 
Göteborg and Malmö/Lund) included and once when they were not. Within each region 
two groups of locations could be differentiated; economic centres (Stockholm as an 
example) and sub-municipalities (Danderyd as an example). Economic centers represented 
“in cities” and sub-municipalities “outside of cities”. In addition to the main purpose, we 
also wanted to examine what variables that are affecting the price of housing. Therefore; 
according to our theoretical background, income, working opportunities and availability of 
teachers were the important factors.  

The empirical analysis signified that there is a clear average price differential between 
economic centers and sub-municipalities in all three regions. Detached houses in economic 
centers have become more expensive relative to sub-municipalities. The largest difference 
can be observed in the three major city areas, where the most extreme price changes have 
occurred. Consequently, it can be said that working opportunities had the foremost effect 
on house prices in the majority of our research areas. It was also found that income had a 
significant influence at several locations. Teachers per 100 students had on the other hand 
little or no effect at all on house prices. Moreover, where it was significant it affected 
houses prices negatively.  
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Sammanfattning 

Syftet med den här uppsatsen har varit att undersöka prisskillnader mellan hus i och 
utanför Svenska städer. Detta gjordes genom tagandet av det genomsnittliga priset på villor 
i alla svenska kommuner och städer. Priserna baserades på köpeskillingen under den 
undersökta tidsperioden 1995 och 2005. För att kunna skilja mellan olika områden i Sverige 
delade vi upp landet i två olika regioner; syd och norr. Syd användes två gånger, en gång 
med de tre storstadsområdena (Stockholm, Göteborg och Malmö/Lund) inkluderat, och en 
gång utan dem. Vi skiljde även mellan två olika typer av platser; ekonomiska centrum (till 
exempel Stockholm) och kranskommuner (till exempel Danderyd).  Ekonomiska centrum 
fick representera ”i städer” och kranskommuner ”utanför städer”. Vi ville även undersöka 
vilka faktorer som påverkar huspriserna. Enligt teorin var inkomst, antalet jobbtillfällen och 
tillgängligheten av lärare de viktiga faktorerna.  

Den empiriska analysen visade att det finns en tydlig genomsnittlig prisskillnad mellan de 
ekonomiska centren och kranskommuner i alla tre regioner. Kostnaden på hus har blivit 
dyrare i ekonomiska centrum relativt till kranskommuner. Den största skillnaden kan 
iakttas i de tre storstadsområdena där den mest extrema prisutvecklingen har skett. 
Samtidigt kan sägas att jobbtillfällen hade den största inverkan på huspriser i majoriteten av 
våra observationsområden. Även inkomst hade en signifikant påverkan på flera håll. 
Däremot hade antalet lärare per 100 elever liten eller ingen påverkan alls. Där den hade 
påverkan var det negativt relaterat till huspriser. 
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1 Introduction 

Why do we live where we live? Is it a coincident, family tradition or a deliberate choice? 
Perhaps the choice is not entirely free, but rather affected by forces such as working 
opportunities and the possibility to attract household resources. The free choice is hence 
restricted by economic funds. Many times we just cannot afford to reside in the most 
favourable location. 

The fact that the price level of detached houses demonstrates large differences depending 
on which locality or region you are situated in, is not new information. It is also known that 
charges, tax and income levels varies between different municipalities and locations. As if 
these economic differences would not be enough, the costs regarding other types of 
consumption goods also varies, e.g. insurance premiums, food and local transportation 
costs.  

Throughout the last decade we have heard constant reports in the media of the 
development within the housing market. During the last ten years the house prices have 
increased drastically in Sweden, especially in the three major cities were the average house 
prices have increased by about 165 percent (SCB web page). Some experts have even 
claimed that this rapid increase is founded upon a “price bubble” somewhat similar to the 
situation in the 1980’s, and hence in the risk zone of one day bursting. Nevertheless, we 
have found it more interesting to investigate why there are different price differentials 
between regions and within the different areas inside the region. The focus will be on the 
socio-and geographical factors, excluding financial-economic variables such as interest 
rates. An answer to these questions would enable us to understand on what basis we 
purchase houses, and why we chose to reside in certain areas.  

To separate between the different areas in Sweden, the country itself was divided into two 
separate regions; south, and north. South was used twice, once with the three major city 
areas (Stockholm, Göteborg and Malmö/Lund) included and once when they were not. 
Following, sectors are divided into regions. Within each region two groups of locations can 
be differentiated; economic centres (EC) and sub-municipalities (SM). Economic centres 
are city municipalities, e.g. Stockholm’s kommun. While the sub-municipalities are 
surrounding municipalities such as Danderyd, which is a sub-municipality to Stockholm. 
These sub-municipalities are often strongly dependent upon its economic centre. 
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1.1 Purpose 

The purpose of the thesis is to study price differentials of housing in and outside cities, this 
to obtain a fundamental understanding of the regional house price differences in Sweden. 
In relation to the main purpose, we also want to examine what variables that affect the 
price of housing. According to theory, income, working opportunities and the number of 
students per 100 students are important factors for the demand of housing. Hence, we 
want to investigate if there are any significant differences between Swedish municipalities, 
and if so, how large. The research period is between 1995 and 2005, were all 290 Swedish 
municipalities will be included. The average price is taken on detached houses, regardless of 
size. Thus, the price per square meter and other price measures are disregarded. 

1.2 Limitations 

In the thesis, the investigated boundary was set to Sweden. Additionally, to give an easier 
overview of the topic and preventing the thesis from being unnecessary complex, we have 
chosen to define LA-regions as Swedish cities, also referred to as economic centres, and 
the municipalities within a LA-region as sub-municipalities.  

Moreover, when examining house prices we have taken the average price of detached 
houses in every Swedish municipality and city. All other forms of housing, such as 
apartments and second homes are disregarded. Also, the prices are based on the purchasing 
sum (köpeskilling). 

Furthermore, it is important to note that interest rates, stock markets, inflation and other 
financial variable’s, except income´s, impact on house prices have not been taken into 
consideration. The reason for not including these variables is that past researches have 
proven their importance. Therefore, our focus will be on the not so obvious price setting 
side of housing; the social and geographical factors behind the difference in price between 
locations in a region. The included variables are on the other hand income, working 
opportunities and teachers per 100 students. According to theory, these variables are all 
significant and do affect house prices. 

 

1.3 Outline 

As the purpose of this thesis is to investigate for if, how and why regional house prices 
differs between economic centres and its surrounding areas, the topic will be examined 
through the following sections. The theoretical background of section 2 starts by 
presenting how a region is structured and founded. Followed by several other sub-sections 
covering how location is determined within this region and how then the price of land and 
housing is determined for the chosen location. The last part of the theory describes why 
city areas within a region have stronger attractiveness among households and businesses 
than the surrounding countryside. To connect the theory to Sweden, the empirical section’s 
initial part describes and divides Sweden’s municipalities into two types of areas; economic 
centres and sub-municipalities. Next is the regression analysis, which enables us to reveal 
possible differences between the two groups. In addition, the analysis will combine the 
empirical findings with the theoretical framework.  
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Furthermore, a graphical section will illustrate the price developments in house prices for 
the three areas, supported by the result of the graphs. A summary of analysis will conclude 
the section. Finally, part four concludes the thesis and gives suggestions for further studies. 
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2  Theoretical Background 

2.1 Regions 

This section will clarify how a region is established, which is done by using the Central 
place theory. The stated theory will from a theoretical angle describe how a municipality, 
county or a whole region can be founded. 

However, first there is a need to define what a region is, and what implications it has upon 
the economy.  

 

2.1.1 Definition and Economic Impact of Regions 

A functional region consists of a geographical area with one or several economic centers 
were each economic centre is surrounded by a hinterland or more simply expressed, the 
country side. These economic centers are all connected by transportation networks and 
different regional economic interactions (Karlsson & Olsson, 2006). Moreover, the region 
in itself should have some form of political autonomy, for example; city, county or 
municipality councils (NE, webpage). 

Furthermore, according to Andersson, Johansson and Anderson (2003) a functional region 
needs a potential internal market within the region, e.g. home market, which creates 
opportunities of external scale economies. The concept of external economies of scale 
implies that a decrease in average costs will increase the output level in the whole industry. 
(Brakman, Garretsen & Van Marrewijk, 2005). Moreover, a functional region develops its 
own profile, where the regions resources, capital and labour create different types of 
knowledge and competences (Andersson, Johansson & Anderson 2003). 

The regions in turn have a close relationship with urban areas, hence the existence of cities. 
However, regions and cities are constructed for separate reasons. The cities are founded for 
political and economic reasons while the regions establishment rests upon transport 
economics (Cheshire & Evans, 1991). 

Nevertheless, the importance of regional economy has increased drastically during the last 
decades. As researchers in different areas try to understand the dynamics behind the urban 
and regional economic systems, they agree upon the central thought that regional policies 
today have an important function in the development of markets, household and states 
(Berglund & Holmberg, 2000). 

Berglund and Holmberg (2000) also argue that regions are one of the most important 
factors for geographical organization within trade and industry; where regional policies 
have grown stronger in the era of globalization. As a matter of fact, regions with economic 
development increase the total national growth. 
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2.1.2 Central Place Theory 

The Central place theory was founded by Walter Christaller in 1933, and rests on how 
location varies with centrality. Locations are defined as the cities, towns, markets and 
villages within a region.  

Centrality in itself determines which type of goods the specific location can provide, in 
addition to its impact on scale economies and transport costs. Furthermore, scale 
economies affect the amount of varieties in the goods production while location matters to 
consumers and their transport costs. Moreover, the dynamics rest on the fact that a 
minimization of transport cost will lead to a centrality, where the locations will form a 
hexagon. The existence of imperfect competition leads to a hierarchy among the locations 
(Brakman, Garretsen & Van Marrewijk, 2005). This hexagon with its hierarchy can be seen 
in figure 1. 

 

Figure 1 – Model of the Central Place Theory 

 

Source: See Reference list 

The idea behind this model is to create a hierarchy; at the bottom of the hierarchy the 
villages can be found, that is small communities of local producers and consumers. These 
producers and consumers are connected to a market town were they buy and sell their 
goods. Every market town is connected to a larger administrated centre, the towns. This 
town is at the second highest level of the hierarchy and therefore the city is on the top of 
all locations. Thus, the city is the region’s economic centre. (Fujita, Krugman & Venables, 
1999). Finally, the entire region, here depicted as a hexagon, is connected through transport 
routes going from the periphery to the centre. When combining more of these types 
hexagons the region grows into larger areas that eventually end up in formation of a state 
or country.  

When relating the theory to a modern region or a metropolitan area, one can easily refer to 
the following existing areas in the city’s surroundings: the Central Business District (CBD) 
with its economic and business centre is “the City”, while the small zones of shopping 
districts and industries outside the city core can be referred to as “the Towns”.  

The suburbs are “the Market Towns” and areas even further away to the periphery can be 
referred as the surrounding “Villages” (Fujita, Krugman & Venables, 1999).  
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How far are people then willing to travel within this hierarchy to satisfy their demand? In 
theory, people will go to the nearest economic centre providing the desired good.  

Hence, movement for low-ordered and everyday goods such as food, which are available at 
a large number of centers, should be quite short. The travelling distance for high-ordered 
goods such as luxury and higher-cost consumption goods should on the other hand be 
longer. Thus, the distance people are willing to travel is directly related to the order of the 
good (Dicken & Lloyd, 1990). 

 

2.2 Location Theory for Households 

The previous section tried to explain the fundamental background for how a region is 
established. Thus, the next step is to clarify on what basis households, businesses and 
industries chose specific locations. 

Location theory answers the questions of “what”, “where” and “why”. The “what” refers 
to what kind of economic activity that is located, such as plants, offices, households and 
public services. “Where” refers to alternative economic activities like competitors, suppliers 
and customers. Finally, the “why” explains the answers to why economic activities are 
established in certain places (Cheshire & Evans, 1991).   

Hence, this section explains three areas within the Location theory: first how the price of 
land is determined followed by the demand and supply for housing and finally the optimal 
household location.  

 

2.2.1 The Determination of the Price of Land 

As with most goods in a market economy, the price of land is determined by supply and 
demand. However there is one big difference when it comes to the determination of the 
land price; the supply side. The reason for this is that land size is a fixed variable. Therefore 
the price is only determined by the demand side (Harvey, 1996). 

The demand from households for a particular location depends on the expected net 
revenue of utility. Utility is measured by the price or rent that the household has to pay for 
that specific land location (ibid). This utility price system is fundamental in the allocation of 
land, where households and firms location decisions are based upon how much they 
themselves are willing to pay for the location. Thus, the land is allocated to the highest 
bidder, which most often is the most productive and efficient user (Stilwell, 1995).   

Furthermore, in long run equilibrium the predominant location of households and firms 
will occur in the most profitable land sites within a geographical area. The reason behind 
this is that there is high competition for the most profitable land spots. Thus, there will be 
agglomeration around the attractive spot. The further away from the most attractive 
location you situate yourself, the less demand exists. Hence, the price of land is determined 
by the demand side, there will be a negative price relation from the centre.  Moreover, land 
sites have different utilization capacities, and hence a pattern of rent differentials will 
appear (Harvey, 1996). 
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2.2.2 Demand and Supply for Housing  

People chose where to live on the basis of accessibility. However, people want to live close 
to their working place. Thus, when they decide on where to reside, they have to make a 
cost-benefit analysis. A household must consider income relative to the living costs, 
including costs for commuting. The commuting cost can be divided into two types of 
costs; first a direct cost in the form of the transportation cost and secondly an indirect cost 
as there is loss of income due to more time spend on commuting. 

Low-income households, who have less money to spend on direct commuting costs, want 
to live near the CBD. However, price on housing near the CBD tends to be relatively 
higher than further away. This means that households with lower income have to give up 
space to be able to afford the closeness to the CBD. 

High-income households can on the other hand afford the direct commuting cost and can 
thus live further away from the CBD. This will result in a gap between areas, where wealthy 
households isolate themselves form low income districts. The government has several ways 
to prevent the gap, namely tax subsidies to developers or indirect subsidies to developers in 
form of public infrastructure (McCann, 2001).  

Then again, time spent on commuting means less time spent on earning money. Thus, 
high-income families lose more money relative to low-income families when commuting. 
Hence contradicting to what was said about high-income households’ ability to afford the 
direct commuting cost it is more significant for them to live near the CBD as a result of 
their relatively higher loss of income.  

To conclude, the low-income households have a negative bid-rent curve as a result of their 
low income; while high-income households have a more positive one. This implies that the 
high-income group within the population will live close to the CBD due to their relative 
bidding power. The cost of housing and transportation is a very important factor, but one 
has to keep in mind that there are other reasons for location such as proximity to services 
and food stores etc (Stutz & Souza, 1994). 

In all the above mentioned cases the high-income households have an advantage over the 
low-income households. As a consequence, Fredrick Stutz and Art Kartman (1994) 
constructed a model to attempt explaining the price differentials of housing using a supply 
demand framework (Stutz & Souza, 1994). Their model is depicted in graph 1 below. 
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Graph 1 - Model of the supply and demand framework  

 
Source: Stutz & Souza, 1994 

 

This model is based on the idea that the price at which properties are sold is the outcome 
of different factors that determine the behaviour of both buyers and sellers. Demand 
factors are the ones which determine quantity of buyers such as the maximum price, and 
how much of the given item they are willing to buy. Important demand factors are the 
population size and the real income. Speculations, or the expected price of houses, are of 
course also important factors.  

Supply factors on the other hand are the ones which determine the quantity of sellers and 
thus the minimum price they are willing to except. Availability is an important factor on the 
supply side; mostly the availability of items that are needed to construct housing, such as 
land, labour and construction equipment.  

The financing factor can be viewed from both the demand and the supply side; either as 
long term mortgages or as construction loans (Stutz & Souza, 1994). The consequence of 
this model is therefore that a reduction on the supply side will lead to higher land and 
construction price; hence the capacity of building new houses depends on the willingness 
of buyers to pay higher prices. As a result a constant struggle is fought between buyers and 
sellers, which move the equilibrium point around, as shown in the graph (Stutz & Souza, 
1994). 

There are of course special cases; for example when there is only one seller (a monopolist). 
Under such circumstances the price setting ability is limited by the buyers’ income (ibid). 
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2.2.3 Optimal Household Location 

As stated earlier; an individual person will choose his or her living, depending on the utility 
and disposable income. The utility in turn depends on: 

• Travel time and other costs relating to commuting to work, shopping, distance to 
schools, etc. 

• Non-monetary issues such as space, fresh air, location prestige and family ties 
(Harvey, 1996) 

 

The following theory rests upon the fact that residential location preference is a utility-
maximization procedure, where the structure is based on four assumptions;  

(1) Only one worker in every household 

(2) Housing is a homogenous cause; thus only location varies 

(3) Transportation costs exists only when going back and forth between work and 
home 

(4) All work holders are employed in the CBD  

After taking these four statements into the household’s decision process, they will choose a 
location where the best combinations of land, rent and transport costs is present (Stutz & 
Souza, 1994). 

When relating the theory to graph 2, the optimal location for households is when marginal 
saving for the housing curve crosses the marginal increase in transportations cost (Ibid).  

 
Graph 2 – The effect of reduced transportation costs on residential location 

 
Source: Stutz & Souza, 1994 

 
The idea behind the graph is to show the effect of transportation cost (TD1) on residential 
location (D1). When transportation cost decline (TD1) moves to (TD2) and the optimum 
location distance shift from (D1) to (D2) along the households’ saving on housing cost 
curve (-∆HD), this means that households choose to move outwards and further away 
from the CBD due to lower transport cost (Stutz & Souza, 1994).  



 

 10

Moreover, according to Giuliano (1989), this model forecasts a decentralization of the 
CBD, as a reaction to lower transportation cost when households choose to consume 
housing with a larger distance from the city core. 

 

2.3 Urban Land Use Models 

A city model tries to explain the difference in land prices between areas within the whole 
region. However, there are several land use models which cities are based upon. Thus, we 
are going to include and discuss two land use models that we think are relevant for this 
paper; the classical Von Thünen model and the monocentric city model. 

Von Thünen’s monocentric structure is one of the corner stones in city formation today. 
However, William Alonso developed Von Thünen’s theory into a new model, the 
Monocentric. This new theory was more appropriate for modern urban economics and 
land use models (Fujita, Krugman & Venebles, 1999). 

 

2.3.1 Von Thünen Model 

Von Thünen’s land use model rests on a town supplied by farmers in the surrounding 
countryside. Competition among the farmers will lead to a decline in land rent from the 
towns high centre rates to the peripheries low-cost rates. This means that each farmer has 
to make a trade-off between land rents and transportation cost.  

Further away from the town centre, the cost of land is decreasing, but as a consequence, 
the farmer has to face a higher transportation cost (Fujita, Krugman & Venebles, 1999). 

Moreover, the structure is based on several important aspects, where the three most 
important are listed; (1) there is no increasing returns to scale, (2) location is taken as given, 
whereas the model focuses on the position of farmers outside the city instead, and (3) there 
is no relation between cities, e.g. the structure can not deal with urban systems (Brakman, 
Garretsen & Van Marrewijk, 2001). 

 

2.3.2 Monocentric City Model 

In 1964 Alonso continued on Von Thünen’s model but modernized it by replaced the city 
and the farmers with a CBD and workers in the form of commuters (Brakman, Garretsen 
& Van Marrewijk, 2001). 

A monocentric city model rests on the fact that there is only one CBD and therefore all job 
opportunities are located in that area. Moreover, the only travel within the city is when 
employees are commuting between work places and residences; all other movements inside 
the CBD are ignored. The use of land parcel is prepared for housing and they are all 
identical (Fujita, 1991), in fact the land is perfectly plain and homogenous (Brakman, 
Garretsen & Van Marrewijk, 2001). The graphics for this model can be seen in graph 3. 
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Graph 3 – The Monocentric City Model 

 

Source: Authors´ reconstruction of Stutz & Souza, 1994 

From this graph, one can see the relationship between distance and rent per hectare. 
Further away from the CBD, a decline in rents will occur. The rents also depend on the 
type of industry.  

Consequently, we can see that the CBD has the highest rents, due to higher concentration 
of land and high rent ceilings.  

An explanation for why high cost areas, such as CBD predominantly hold high levels of 
businesses is that they make the highest revenue per hectare unit. Thus, commercial sectors 
can obtain a higher utility curve as they often have higher amount of accessible resources 
(Harvey, 1996) and also since profit is assumed to be highest in the CBD (Vickerman, 
1984).  

The Manufacturing district has a less steep bid rent curve since the industry has lower 
revenue per hectare unit of land, relative to the CBD. Households have the lowest revenue 
per hectare unit and thus a higher utility to commute, therefore is the bid rent curve for 
residential the least steep (Stutz & Souza, 1994).  

The absolute city centre is located where the rent is highest. This is also where the CBD 
begins. The CBD ends and the manufacturing district initiates where their unique bid rent 
curves intersect. As the graph shows; the area of the manufacturing district is bigger than 
of the CBD. Accordingly, the residential district begins and the manufacturing ends where 
their individual bid rent curves cross. District areas increase as the distance from the city 
centre increases and rents decline.  
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Hence; the residential district is larger than the manufacturing (although not shown in the 
graph). Moreover, the residential district ends where the rents reach zero. And finally; the 
combined line with the intersections represents the monocentric city’s bid rent curve.  

 

2.4 Cities and its Dynamics 

In the earlier sections we have tried to outline a theoretical basis for how and why regional 
house price differs in Sweden. This has been done by first presenting how a region is 
structured and founded, secondly how location is determined within this region and finally 
how the price of land and housing is determined for the chosen location. The only 
remaining framework that needs to be explained is why city areas within a region have 
stronger attractiveness than hinterland areas.  

Thus, this section will present the city and its dynamics. Hence, the importance of scale 
economies will be stated. Scale economies are a vital factor of city growth and it explains 
why firms want to move and remain in larger agglomerations. The businesses and their 
economic prosperity in turn enable inhabitants of the city to obtain employment. 
Employment and place of living are correlated with each other. Following, this section also 
describes other factors which are important when people decide to move to or remain in 
cities. Finally, the relationship between suburbs and cities are illustrated. 

 

2.4.1 Definitions and Economic Impacts of Cities 

Cities were founded for various reasons; for defensive, political and religious reasons. 
These are of course only a few examples, but one can be sure of whatever the aim of 
original purpose, trade and economic ambitions always co-existed with them. 

The Central place theory from section 2.1.2 gives a necessary foundation of the functional 
city (NUTEK webpage), where the definition of a city is; a geographical area that consists 
of a certain type of land utilization (NE webpage). According to Jacobs (1969, p. 262) a city 
is “A settlement that consistently generates its economic growth from its own local 
economy”. Hence, economic impacts in cities can be explained by economies of scale. 
Labour and firms move to cities to take advantage of economies of scale or scope. This 
mostly comes in the form of technology since this sector it is not land intensive, which is 
the case in the agricultural sector.  

As stated in section 2.2, firms choose location depending upon where they can maximize 
their profits. Households on the other hand locate themselves where they can maximize 
their utility. According to Harvey (1996) a part of the utility choice can be explained by 
accessibility.  

This will lead to mutual interaction between firms and households since accessibility for 
firms is defined as the factors of production, thus mainly the demand of labour. The cities 
economies of scale give positive externalities for firm agglomeration; such as population 
with higher levels of education, know-how and closeness to financial resources 
(Henderson, 1974). In contrast households’ accessibility can be described as working 
opportunities, shops, schools, recreational facilities (Harvey, 1996) and income (Vickerman, 
1984).  
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Due to the high concentration of businesses in city areas, a functioning city under normal 
economic preconditions has a fundamental need for labour supply. Therefore is the 
attraction of population vital (Harvey, 1996).  

In relation, there are two city-size models that explain how the optimum city is established; 
the equilibrium city size model and optimum city size model. An optimum city size occurs 
when the participants maximize welfare in the economy.  

Whereas the equilibrium size is determined by the location or investment decisions of 
labourers and capital owners attempt to maximize their own wealth (Henderson, 1974).  

Finally, in accordance to Vickerman (1984) a growing city where the allocation of land is 
not sufficient, the demand will naturally increase the bid-rent curves. Consequently, it will 
lead to an increase in the market price of housing and rents. As a result of the increasing 
prices, and the fixed supply of land within the city centre, the demand for cheaper 
alternatives that matches the utility curve will push the cities boundaries further out. In 
other words, the city will grow at an expense of the surrounding countryside’s’ lower price.  

 

2.4.2 Proximity  

One of the reasons for why people want to live near cities is because of the variety of 
services that are offered there. Private services can range from a haircut to a visit at the 
local restaurant. Public services include closeness to healthcare and large variety of cultural 
activities. People with jobs concerning services will then also want to live near cities.  

When individuals choose to live in cities, they do not just concentrate on the production 
side. Low transport costs bring a lot of benefits to them, even outside work. It makes their 
social life much more likeable. Persons in a dense geographical area tend to socialize with 
their neighbours frequently. This means that large cities bring a more interpersonal 
relationship among its inhabitants (Glaeser, Kolko, & Saiz, 2000). 

There are of course down sides to the closeness and density between the inhabitants of a 
city. The chances are that you come in contact with people you do not want to, such as 
criminals. Parents often try to protect their children from bad externalities such as drugs 
and gang involvement, something they maybe would not have to do in smaller cities. 

Single people also tend to move to larger cities because it is much easier for them to 
convene someone who meets their requirements, while married people tend to move to the 
suburbs or further away, where they can have more space and raise their children. 

As mentioned earlier, benefits come to the producer in larger cities, but the consumer also 
benefit in the form of welfare. There are certain activities that require a large amount of 
people to succeed. One of those activities is sport events. It is a kind of a win-win situation. 
People obtain happiness from routing on their favourite team, while the teams are 
dependent on individuals buying tickets.  

The restaurant business is a clear evidence of scale economies and specialization. 
Restaurants can specialize in different types of food when there are a large enough number 
of consumers. These specialized restaurants would not survive in smaller places (ibid). 
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2.4.3 Suburbs 

There are three important factors when classifying suburbs; first, the suburbs have to be 
located in the urban range. Second, there has to be a commuting distance to the city centre. 
Third, the suburbs are still dependent of the goods and services the metropolitan area 
offers (Clapson, 2003). 

In the modern metropolitan construction we can see a structural change; the urban area is 
spreading and a phenomenon called suburbanization has risen. Moreover, this event is one 
of the most important features of the urban shape today, with drastic consequences such as 
decentralization of capital, diminishing labour force and increasing poverty. As the 
dynamics of the city gets more efficient, the economic and social situation reaches higher 
standards. On the other hand, this increases the prices in the CBD which force households 
to make a trade off between higher rents, distance, space and a loss in wage (Baum, 2006). 

Suburbanization of employment has led to consequences for the labour force in the central 
parts of the city. As the households move further away from the central parts of the 
metropolitan area, the suburbs get the same functions as metropolitan central business 
areas. Satellite regions outside the city have today; suburban downtowns, sub centres, local 
business districts. Furthermore, this creates a competition between different suburbs and 
traditional downtowns, instead of being perfect substitutes (Gaschet, 2000). 

There are several reasons for suburbanization, as in mentioned in section 2.2.3, each 
household chooses the location where the best mixture of land, rent and transportations 
cost can be obtained. The optimal location for households is the point where the marginal 
cost is equal to marginal increase in transportation cost (Stutz & Souza, 1994). 

Numerous of empirical studies show that there is a close relationship between an 
improvement in infrastructure and suburbanization. With efficient road and rail network, 
workers are willing to spend more time in commuting than pay higher household cost such 
as rents. According to Baum (2006), a new highway through a city decreases its population 
by about 18 percent; moreover, the aggregate city population had increased with 8 percent 
if the freeway was not built at all. 

Moreover, cost of land is higher in the central parts of a city than in the suburbs, hence 
there is a relationship between distance and price in the land use models. With higher 
distances from the central business area the prices will decline. Therefore households 
choose to live in the outer parts of the metropolitan area; consequently the utility to pay 
higher rents in the city centre has decreased drastically. (Stutz & Souza. 1994) Furthermore, 
space with better commuting circumstances tend to increase households demand for space 
in suburbs relatively to traditional downtowns. (Baum, 2006). 
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3  Empirical Analysis  

Our empirical analysis consists of five different sub-sections; the division of Sweden, the 
statement of the regression model, the regressions, graphical analysis of housing, and finally 
an overall summary of the analysis.  

In our model section, 3.2, we are going to argue why we decided to use income, working 
opportunities and teachers per 100 students as a measure for understanding the house price 
differences. In addition, the econometric model used in the regression is being stated. The 
following section, which is 3.3, will state the results of the regressions and it is here where 
we test how our variables affect the average house price in both the economic centers and 
the sub-municipalities. This section also contains an analysis of each regression. Section 3.4 
will continue with an in depth graphical analysis of house price trends. Hence, we illustrate 
the price changes from 1995 to 2005 for our three regional areas. To conclude, we will 
summarize the analysis. 

 

3.1 Regional Division of Sweden  

Sweden’s 290 municipalities are divided in A-regions, LA-regions and H1 to H9-regions. 
LA–regions, economic centres and sub-municipalities are particularly important to the 
study, because they are the key ingredients for answering our purpose (SCB web page). 

The amount of LA-regions in 2003 was 87. The LA-regions are labour market regions 
based on commuting, which means that these regions can change over time as a 
consequence of changes in commuting patterns. The purpose of LA- regions is to be able 
to describe the functions of the labour market from a geographical point of view without a 
relative dependency of factors such as supply and demand of a labour force. Presently, 
Stockholm is the largest LA-region including 36 municipalities of commuting workers 
(ibid). In addition we are going to refer to Stockholm as an economic centre and the 36 
municipalities are referred to as sub-municipalities. 

The definition of LA-regions is based upon several conditions: first, the municipality has to 
be independent; hence the existence of a local centre is vital. Second; the commuting from 
a LA-region has to be maximum 20 percent of the total labour force and finally the total 
amount of commuting to a single municipality has to be less then 7.5 percent. If these 
conditions are not satisfied then that region is no longer referred to as a LA-region. In the 
below depicted figure it will be explained how the flow of commuting is connected 
between the economic centre in the LA-region and its surrounding sub-municipalities. 

In relation to the division of the region into the two above mentioned groups, we have also 
decided to divide Sweden into three research areas; (1) northern part, defined as regions 
above Gävle, (2) Sweden’s three largest cities, Stockholm, Göteborg and Malmö and finally 
(3) the southern part of Sweden, hence regions below Gävle, excluding the three above 
mentioned cities. 
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3.2 The Model 

From section 2.4.1 in the theoretical framework, we stated that households tend to locate 
where the accessibility of working opportunities, shops, schools, recreational facilities and 
income are present. Therefore we have decided to investigate if these variables have any 
impact on Sweden’s house prices. The econometric model is limited to the three most 
important variables; income, working opportunities and teachers per 100 students. 

Once again, to clarify, note that interest rates, stock markets, inflation and other financial 
variable’s impact on house prices have not been taken into consideration.  

Figure 3 explains visually how the independent variables of the econometric model affect 
the dependent variable; house prices. 

 

Figure 3 – The Model 

 
 

Income is a major influence of the price of housing. The more money people earn the 
higher price they can afford to pay. According to theory, where income is high the price of 
housing will also be high. 

Additionally, people want to move where there are plenty of working opportunities; 
therefore the demand for housing rises. Hence, working opportunities is an important 
factor when deciding where to live. Firms locate were there is a supply of labour. 
Consequently, households locate were there are work opportunities. This creates a mutual 
interaction as stated in section 2.4.1. 

Finally, the number of teachers represents a public good. Since detached houses typically 
are inhabited by families with children, the availability of school should be of importance to 
them. School in this case is measured in the number of teachers.  

On the other hand, there is a bias in this variable. Namely; Sweden has a tax-equalization-
system which is based on population variation. Municipalities with a low population are 
subsidized by the government in order to obtain the same condition as larger ones. This 
given subsidy is intended for all public goods and services. Schools are, for instance 
subsidized, among other ways, in the form of teachers (SOU, 2003). Even though the bias 
of the variable is known, it is still interesting to analyze how a government tax smoothing 
intervention can affect house prices. 

Working opportunities 

Teachers per 100 students 

Price of Housing 

Income 
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3.2.1 Regression Equations 

Before stating the regression equations it should be noted that we have chosen to divide 
Sweden into three different areas to enable a non-biased analysis to be performed. If a 
division is not performed will the large difference in house prices between, for example 
northern Sweden and Stockholm, distort the regression results, and lead to 
misinterpretations.  

Also, there where too few observations for EC in Sweden’s major cities to construct a 
legitimate regression. Thus, the decision was made to create a regression for both EC in 
major cities and the ECs in the southern part of Sweden to get significant data. The same 
argumentation rests for SM in both south and the three major cities. Finally, the last 
regressions are depicted on the grounds of the EC and SM in northern Sweden. Thus, 
Sweden has been divided into the following areas:  

• South of Sweden, defined as the regions below Gävle, with the three largest cities; 
Stockholm, Göteborg and Malmö/Lund, included. 

• South of Sweden, defined as the regions below Gävle, excluding the three above 
mentioned cities. 

• The northern part of Sweden, defined as the regions above Gävle. 

 

A total of twelve regressions has been used, four different for each region described above. 
Two of the four regressions for each region will represent EC; the remaining two will in 
turn illustrate SM. Both EC and SM in each region will be depicted twice, once in 1995 and 
once in 2005.  

 

AHPEC = β0 EC + β1I EC + β2W EC + β3T EC + µ    (1) 

AHPSM = β0 SM + β1I SM + β2W SM + β3T SM + µ   (2) 

 

Where: 

AHP  = Average house prices  T = Teachers per 100 students 

C = Constant    I = Income (average)  

W  = Working opportunities  µ = Error term  

 

Unit measures: 

One unit of AHP represents 1000 SEK 

One unit of I represents 1 SEK.  

One unit of W represents 1 working opportunity 

One unit of T represents 1 teacher per 100 students. 



 

 18

3.3 Regressions Analysis 

First, the regression result is presented. Thereafter, these values are analysed. 

 

Table 1. Regression Results 

 β0 β1 (I) β2 (W) β3 (T) R2 N 

EC - South(incl.cities)_1995  369.176 0.005** 0.002*** -71.585*** 70.0 53 

  (2.436) (7..246) (-3.156)   

EC - South(incl.cities)_2005 -438.474 0.015*** 0.004*** -166.688* 69.2 53 

  (3.077) (4.451) (-1.793)   

SM - South(incl.cities)_1995 -41.067 0.009*** 0.002*** -75.387*** 55.4 169 

  (11.847) (5.184) (-2.062)   

SM - South(incl.cities)_2005 -4008.718 0.025*** 0.003*** 51.411 82.5 171 

  (25.852) (7.402) (1.123)   

EC – South_1995 183.117 0.004*** 0.005*** -43.047*** 70.3 49 

  (2.757) (6.602) (-2.93)   

EC – South_2005 1202.930 0.005 0.014*** -165.212** 67.4 49 

  (0.334) (6.417) (-3.612)   

SM – South_1995 306.089 0.001** 0.009*** -12.306 17.6 93 

  (2.306) (3.565) (-0.747)   

SM – South_2005 -1795.859 0.013*** 0.017*** 24.435 31.7 93 

  (4.894) (2.730) (0.653)   

EC – North _1995 -277.911 0.005*** 0.007*** -2.006 76.2 40 

  (2.698) (5.528) (-0.140)   

EC – North _2005 -213.783 0.019 0.004*** -6.235 83.4 40 

  (1.420) (7.081) (-0.453)   

SM – North _1995 173.308 0.003 0.003 -23.779 24.4 31 

  (2.698) (5.528) (-0.140)   

SM – North _2005 -681.942 0.08* 0.008 -16.195 31.6 31 

  (1.420) (7.081) (-0.453)   

Where; *** significant at 1%, ** significant at 5% and * significant at 10% % for t-statistics 
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EC – South of Sweden (with major city areas included) 

The regressions are for economic centres in the southern part of Sweden, including the 
three major city areas; Stockholm, Göteborg and Malmö/Lund.  

AHP1995EC = 369.1761995EC + 0.005I1995EC + 0.002W1995EC - 71.585T1995EC          

AHP2005EC = - 438.4742005EC + 0.015I2005EC + 0.004W2005EC - 166.688T2005EC  

The R2 value explains how well the regression line fits the data. If R2 would be equal to 1, it 
would indicate a perfect fit. If it instead equals 0, zero percent of the variation in AHP is 
explained by the explanatory variables (Gujarati. 2003). The R2 value is high for both 1995 
and 2005, 0.700 and 0.692 respectively.  

At the 90 percent confidence interval, all variables are significant.  

One can see that in 1995; if working opportunities increased by one unit, the AHP1995EC 
increased by 0.005 units on an average. Subsequently, the same pattern is present also for 
income, where it changes the AHP1995EC by 0.002 units on an average. The negative impact 
on the house prices in EC 1995 was the variable teachers per 100 students. The beta 
coefficient reveals that a one unit increase of teachers per 100 students, decreases the 
AHP1995EC by 71.585 on an average, ceteris paribus.  

The output for the second regression illustrates the same pattern but strengthen the impact 
the independent variables against the dependent variable.  

When analyzing the average house price differences in EC between 1995 and 2005 in south 
(including major city areas), one can see that the income and working opportunities has 
major influences on the house prices in 1995. Ten years later, in 2005, the income and 
working opportunities have increased their influence on the house prices.  

From 1995 to 2005, income has tripled its effect on average house prices. One can see that 
this increase is significant with the help of descriptive statistics (values in appendix). 

On the other hand, teachers per 100 students has a clearly a negative impact. Consequently, 
households tend to locate where they can find work and possible high future income. 
Teachers per 100 students are maybe important for families, but it has a negative impact on 
the house prices. The negative value of teachers per 100 students can be explained by 
Sweden’s tax-equalization-system as we mentioned section 3.2. Thus, it is not market forces 
that determine the number of teachers per 100 students, but governmental interventions. 

In the regression south of Sweden (including major city areas), the wage rate is higher, 
especially in Stockholm. Nevertheless, the observations for the three major city areas are 
few, and thus they should not affect the statistics more than the other economic centres. 
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SM – South of Sweden (with major city areas included) 

The following regressions are for SM in southern part of Sweden, including the three major 
city areas. 

AHP1995SM = - 41.0671995SM + 0.009I 1995SM + 0.002W 1995SM -75.387T 1995SM    

AHP2005SM = - 4008.7182005SM + 0.025I 2005SM + 0.003W 2005SM + 51.411T 2005SM  

The R2 value is 0.554 or 55.4 percent of the variation in AHP is explained by our 
explanatory variables for regression SM 1995. In 2005, the R2 value is 0.825; hence 82.5 
percent of the variation in AHP is explained by our explanatory variables.  

At a 90 percent confidence interval, all variables are significant in 1995; however during 
2005 only income and working opportunities are significant.  

The results show that in 1995; if income raised by one unit the AHP1995SM increased by 
0.009 units on an average. One can see the same pattern for working opportunities, where 
a one unit increase in working opportunities increases the AHP1995SM by 0.002 on an 
average.  

Similar to the regressions for EC cities (previous regressions), teachers per 100 students has 
a negative impact on the house prices, where one unit increase for teachers per 100 
students decreases the AHP1995SM by 75.387 on an average, ceteris paribus. 

For sub-municipalities in 2005 on the other hand, one can see that the impact on house 
prices is greater for both income and working opportunities than in 1995.  

In the regression for SM in the south (including major city areas), Stockholm has nine out 
of the ten most expensive sub-municipalities in Sweden (SCB webpage). However, as we 
mentioned in the theoretical section 2.2.3, according to individual utility human beings tend 
to reside in certain areas to maximize their utility, where neighbourhood prestige is one 
factor. Therefore, one explanation for why income affects the house prices might be that 
households desire to locate themselves in fashionable and expensive areas.  

Teachers per 100 students had a negative impact on the house prices in 1995, but in 2005, 
it has no impact as the variable is insignificant.  

 

EC – South of Sweden (with major city areas excluded) 

The following model represents the regressions for economic centres in the southern part 
of Sweden, excluding the three major city areas.    

AHP1995EC = 183.117 1995EC + 0.004I 1995EC + 0.005W 1995EC - 43.047T 1995EC    

AHP2005EC = 1202.930 2005EC + 0.005I 2005EC + 0.014W 2005EC - 165.212T 2005EC  

The R2 value for regression EC south 1995 is 0.703 and 0.674 for regression EC south 
2005, which means that 70.3 percent and 67.4 percent of the variation in AHP is explained 
by our explanatory variables.  

At a 90 percent confidence interval, all variables are significant in 1995, while income is 
insignificant in 2005.  
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The model for EC south 1995 indicates that when income increases by one unit the 
AHP1995EC increases by 0.004 units on an average. Furthermore, the working opportunities 
increases by one unit, the AHP1995EC increases by 0.005 units on an average, and when 
teachers per 100 students increase by one unit, the AHP1995EC decreases by 43.047 units on 
an average, ceteris paribus. 

Working opportunities has increased its effect by 180 percent during ten years, which can 
be statistically determined with the help of standard deviation. 

The regression for EC south 2005 indicate that income is not significant, however when 
working opportunities increases with one unit, the AHP2005EC increases on an average by 
0.014 units. Additionally, an increase in teachers per 100 students by one unit decreases the 
AHP2005EC by 165.212 units on an average, ceteris paribus.  

When analyzing the regressions, we can see that there are small differences, depending on 
which year one is investigating. In 1995, all variables are significant, which means that they 
are all affecting the house prices while income is insignificant in 2005.  

A possible explanation for the result might be that as long as an individual has a job, he or 
she is not worried about the income. Hence, working opportunities are influencing the 
house prices more than income.  

When comparing results from regressions from EC cities (including south) with the results 
from current regressions we can see some differences. For example; in EC cities (including 
south), all variables were significant and hence influenced in the house prices. When 
relating this to EC south, we can see that income has decreased its impact on house prices, 
and in 2005 it does not affect the prices at all.  

However, working opportunities has a greater impact on house prices when excluding the 
three major cities, which can be explained by the fact that households priorities working 
opportunities before higher income. A logical explanation why income is important for 
house prices in the city areas. Due to higher income in general, households can bid a higher 
price for their location. 

 

SM – South of Sweden (with major city areas excluded) 

Regressions for Sub-municipalities in southern part of Sweden, except the major city areas; 

AHP1995SM = 306.0891995SM + 0.001I 1995SM + 0.009W 1995SM - 12.306T 1995SM     

AHP2005SM = -1795.8592005SM + 0.013I 2005SM + 0.017W 2005SM + 24.435T2005SM   

The R2 value for the regressions SM south 1995 and SM south 2005 are 0.176 and 0.317 
respectively. Hence, 17.6 percent and 31.7 percent of the variation in AHP is explained by 
our explanatory variables.  

At a 90 percent confidence interval, income and working opportunities are significant for 
both 1995 and 2005. Teachers per 100 students are insignificant both in 1995 and 2005. 
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In 1995, an increase in income by one unit the AHP1995SM increases by 0.001 on an average. 
The same is valid for working opportunities, where an increase in working opportunities by 
one unit increases the AHP1995SM by 0.009 units on an average, ceteris paribus.  

For 2005, we can say that income has increased its effect by an astonishing 1200 percent. 
This is determined by descriptive statistics.  

When analysing the regressions we can state that the R-square value is very low for both of 
the regressions, but mainly for regression SM south 1995, implying that we may have a 
specification error. This basically means that the stated econometric model is not 
explaining all the variations in the average house price, e.g. the impacts on the house prices 
can be explained by other variables than income, working opportunities and teachers per 
100 students (Gujarati. 2003). Although, we can still conclude that income and working 
opportunities have some influences on the price of houses in 1995, and in 2005 they have 
an even higher impact on the house prices. Finally, teachers per 100 students do not affect 
house prices at all, due to the insignificant value. 

When comparing regression SM south (including major city areas) with the current 
regressions, one can almost see the same pattern. Income and working opportunities are 
both affecting the house prices but by different amount of units. A reason for why income 
has a higher impact in the regressions for the major cities could depend on the sub-
municipalities of the three major city areas, where house prices are very high.  

Consequently, the location prestige pushes the house prices up and only households with 
high income can afford to reside there. When we excluded these areas it was found that 
income had less influence.  

Finally, teachers per 100 students have a negative impact in regression SM south (including 
major city areas) 1995, but in the other regressions it does not affect the price at all due to 
its insignificance. 

 

EC – North of Sweden  

The model representing the regressions for economic centres in northern part of Sweden;  

AHP1995EC = -277.9111995EC +0.005I 1995EC + 0.007W 1995EC -2.006T 1995EC   

AHP2005EC = -213.7832005EC + 0.004I2005EC + 0.019W 2005EC -6.235T 2005EC  

The R2 value in regression EC north 1995 is 0.762 or 76.2 percent. In regression EC north 
2005 the R2 value is 0.834 or 83.4 percent. Anyhow, 76.2 and 83.3 percent is the variation in 
AHP that is explained by our explanatory variables.  

In 1995, at a 90 percent confidence interval, income and working opportunities are 
significant and teachers per 100 students is not. Working opportunities is the only variable 
that is significant in 2005. 

In regression EC north 1995, an increase in income by one unit, AHP1995EC increases with 
an average of 0.005. The same model is also valid for working opportunities; an increase of 
one unit will increase the AHP1995EC by 0.007 units on an average, ceteris paribus.  
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In the regression EC north 2005, one can see that an increase in working opportunities by 
one unit will increase the AHP1995EC by 0.019 units on average, ceteris paribus. Income and 
teachers per 100 students are not significant and therefore not explained in the model. 

When analyzing the regressions, one can see that in 1995 both income and working 
opportunities are affecting the house prices.  

However, in 2005 the situation has changed, income does not affect the prices anymore 
and working opportunities have a greater impact now than ten years earlier. Teacher per 
100 students has no influence in either of the regressions.  

The results imply that the importance of income has declined drastically in the northern 
part of Sweden and nowadays the only thing that matters is the working opportunities. As 
long as the municipality can create working opportunities the house prices should increase, 
or at least stay constant.  

 

SM – North of Sweden  

The model representing regressions for sub-municipalities in northern part of Sweden  

AHP1995SM = 173.3081995SM + 0.003I1995SM + 0.003W 1995SM -23.779T1995SM    

AHP2005SM = -681.9422005SM + 0.008I 2005SM + 0.008W 2005SM -16.195T 2005SM   

The R2 value for regression SM north 1995 is 0.244 or 24.4 percent. The R2 value for 
regression SM north 2005 is 0.316 or 31.6 percent. Consequently, 24.4 percent and 31.6 
percent of the variation in AHP is explained by our explanatory variables. 

At a 90 percent confidence interval, none of the explanatory variables, except income for 
2005 are significant for both regressions. 

There is no need to analyze regression SM north 1995 due to; none of our explanatory 
variables are significant, which proves that there are other factors which are influencing the 
house prices for 2005 in sub-municipalities in the northern part of Sweden. 

In regression SM north 2005, where the only significant variable; income, increases by one 
unit, AHP2005SM  increases with an average of 0.008, ceteris paribus. This means that for 
2005, income has become a factor that is influencing AHP.  

Additionally; the R2 values are low for both regressions which indicates specification errors, 
hence there can be other factors determining the house prices in this region. 

We think that cultural, social and traditional factors influence the choice of location instead 
of work opportunities and higher income in SM north 1995. Almost the same is valid for 
2005 with the exception income, which now has become a significant factor. This can be 
interpreted as the cultural, social and traditional reasons of residing still stands strong, but 
the importance of money has broken through, and higher income has become essential 
even in the sub-municipalities of northern Sweden. 

When comparing north to south, one can observe some contrast. All three variables are 
significant in the south, except teachers per 100 students in SM for 2005. Hence; the 
southern part of Sweden supports the theory, while SM in the northern part of Sweden 
does not.  
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None of the explanatory variables were significant with the exception of income in SM for 
2005. As we pointed out earlier, other factors than money seems to have a more essential 
influence on house prices. An explanation can be that people in the north have more 
conservative approach towards residing choices. Consequently, traditional and cultural 
aspects are more important than number of work opportunities. The opposite is applicable 
in the south, were the number of working opportunities is the most important variable 
along with income. 

The fact that income became significant in SM for 2005 proves that wealth claimed a top 
position on the list of important influences even in the northern parts of Sweden. Since 
income was not significant in 1995, we cannot say anything about changes over the given 
ten year span. 
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3.4 Graphical Analysis 

Throughout the last decade, constant reports in the media could be heard of the 
development within the housing market. The house prices have increased drastically in 
Sweden during the last ten years. In our graphical analysis we will examine the house price 
trends for our three different research areas, both in economic centres and sub-
municipalities.  

However, please note before moving on to the graphical illustrations that the graphs have 
different scales on the Y-axis as a result of considerably higher house prices in the city 
areas.  

 

3.4.1 Three Major City Areas 

The first research area to be analyzed is the three largest city areas of Sweden. Hence, graph 
4 illustrates the average house prices from 1995 to 2005. The size of the price gap between 
EC and SM will be presented in table 2.  
 

Graph 4 – Average House Prices in the Three Major City Areas 
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Looking at the graph, one can see that the house price in economic centres and sub-
municipalities has increased drastically during the last decade. In addition; the graph 
indicates that both EC and SM follow the same increasing house price pattern, however 
EC has steeper average price curve. The percentage change of EC is 165 from 1995 to 
2005. While the percentage change for SM is close to 145.  

Among the EC, Stockholm had the individual highest increase in average house prices by 
171 percent, Malmö/Lund had 170 percent and finally Göteborg had 152 percent. For SM, 
Solna had the highest increase of an astonishingly 220 percent. 
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The high initial price of housing, relative to the two other research areas which will be 
shown later, is a verification of that larger cities are more attractive. The last decade of high 
growth in the city areas could be a logical explanation. 

It was stated in the theoretical background that land prices, bid-rents, and utility 
maximization are important factors for household location. Economic centres mainly 
consist of cities where land is scarce, and therefore it is a logical explanation that the land 
prices are higher in city areas. Because of this, larger cities consist of more apartments than 
smaller municipalities. 

According to the theory; people want to live close to different kinds of service 
establishments, public as well as private. Furthermore, people who have service related 
education want to live near locations were there is clustering of service associated work 
opportunities. In addition, there are in general more working opportunities in or near cities, 
which of course leads to an increasing demand for housing. The increasing demand results 
in a higher initial average house price in Sweden’s largest cities.  

Table 2 presents the size of the price gap between EC and SM (which is portrayed in graph 
4) for the three major city areas. The percentage change of the gap, from year to year, is 
also illustrated. 

 
Table 2. Size of the gap on a yearly basis 
Year 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Gap (thousands of SEK) 230 218 276 313 332 420 515 533 611 689 771 
Yearly % Change of Gap - - 5.5  26.3 13.4 18.6 15.6 19.7 3.6 14.6 12.7 11.8 

 

We can observe that the only year the gap became smaller was from 1995 to 1996. 
Otherwise the gap has only increased in size. The biggest leap occurred between 1996 and 
1997 when it increased by 26.3 percent 

According to McCann’s theory, there will be isolation of high income households when the 
gap between EC and SM becomes too large. People who live in the SM cannot move to an 
EC due to the big price difference. That is to say, a house sold in SM will bring low 
revenue relative to the prices in EC, rendering it harder to move from SM to EC. This 
phenomenon can result in sluggishness on the house market. 

To get a fundamental understanding of demand and supply of houses, we wanted to 
examine the relationship between population growth and sold houses. The results are 
presented in graph 5 and 6. 
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Graph 5 and 6 – Percentage Change in Population and Sold Houses 

Graph 5     Graph 6 
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Source: SCB 
 

One can see that the percentage change of the populations is somewhat constant, although 
not completely, as it seems in the graph (exact values in appendix) both in EC and SM, 
while the number of sold houses tends to fluctuate a bit more in EC. Hence, it seems like 
there is no relationship between the number of sold houses and population. The quantity 
of sold houses tends to follow the fluctuations of the economy instead.  

Furthermore, income has increased from 142850 SEK to 210242 SEK, or 47.2 percent in 
EC. Alternatively, wages in SM have increased from 150249 in 1995 to 211228 in 2005, or 
40.5 percent. The fact that SM has a higher average wage supports the theory. Additionally, 
working opportunities have increased by 18.7 percent in EC and 15 percent in SM. 
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3.4.2 Southern Part of Sweden 

The following graph depicts the house price trend in southern Sweden. The size of the 
price gap between EC and SM will be presented in table 3.  
 

Graph 7 – Average House Prices in the Southern Part of Sweden 
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Source: SCB 
 

N = 49 for EC 

N = 93 for SM 
 

The house price development in EC and SM in southern part of Sweden show the same 
pattern as the trend in the three major cities, but without the same drastic percentage 
changes. The statistical data reveal a 94 percent change in EC and 68 percent in SM 
respectively from 1995 to 2005. Although these values are not as high as for the major city 
areas, the increase is still very high.  

The highest average house prices increase for an individual EC is Strömstad, for about 176 
percent. Tanum, a SM to Strömstad, had the highest increase for SM in southern part of 
Sweden by 155 percent. Why this regions house prices has increased considerably the last 
ten years is impossible to analyze from the graph. However, Strömstad has a location on 
the west coast, between Oslo and Göteborg, which therefore can have affected the house 
prices positively.   

The interpretation that was used to describe why there are differences in house prices 
between EC and SM for the three city areas is also valid for the EC and SM in southern 
Sweden. Thus, the initial price for EC is slightly higher than for SM in graph 5 and support 
the trend depicted earlier in graph 4; namely that the average house prices in EC increases.  
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Table 3 states the size of the price gap between EC and SM in the south of Sweden. 

 

Table 3.  Size of the gap on a yearly basis 
Year 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Gap (thousands of SEK) 85 93 95 110 125 147 174 185 216 263 276 
Yearly % Change of Gap - 8.8 2.4 15.4 13.6 18 18 6.1 16.6 22.1 4.8 
 

The table reveals that the gap between EC and SM has only increased. The biggest leap 
took place between 2003 and 2004, when it increased by 22.1 percent.  

The size of the price gap, in monetary terms, is smaller than in the major city areas. This 
can be because the average price of houses is higher in major city areas. 

Once again, the theory states that it can be sluggishness on the house market when the 
price gap increases. Evidently it does, indicating that people will have difficulties to move 
from SM to EC.  

 
Graph 8 and 9 – Percentage Change in Population and Sold Houses 
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Source: SCB 

 
 

The same conditions seem to apply for the south of Sweden as for the major city areas. 
Hence, the percentage change of the populations is fairly constant, although not 
completely, as it seems in the graph. The number of sold houses fluctuates the more. Once 
again, the number of sold houses in EC varies more then in SM. 

What's more, income has increased from 135244 SEK to 180386 SEK, or 33.4 percent in 
EC. Alternatively, wages in SM have increased from 130000 in 1995 to 174497 in 2005, or 
34.2 percent. The average income is higher in EC, which is a reverse situation compared to 
the major city areas. Moreover, working opportunities have increased by 14.9 percent in 
EC and only 2 percent in SM. 
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3.4.3 Northern Part of Sweden 

The last research area to illustrate is northern Sweden, which is done in graph 10. The size 
of the price gap between EC and SM will be presented in table 4.  
 

 

Graph 10 – Average House Prices in the Northern Part of Sweden 
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Source: SCB  
 

N = 40 for EC 

N = 31 for SM 
 

In accordance to graph 4 and 7 the average house price is higher in EC than in SM, but 
with some differences. Firstly, the price has increased less drastically relative to graph 4 and 
7. The percentage change for EC is 48 and 45 for SM respectively. Secondly, the average 
price of houses in EC has not diverged from the average price of houses in SM as in the 
previous graphs.  

Gävle has the highest increase for an individual EC, reaching levels of 117 percent, while 
Åre has the highest increase for SM, 106 percent.  

However, as a counter pool for the increase in house prices in the above depicted areas, 
there are municipalities which experienced a negative growth over the last decade. The ECs 
of Malå and Överkalix are two of them. They experienced a negative change in price of 2 
and 17 percent. The SM of Ljusnaberg also had a negative price trend, namely about 2 
percent. 

This may explain why the average house price has a lower growth rate in the northern 
region than in the rest of Sweden, since the two other research areas do not have any 
negative trends in house prices. 

Another explanation for the low average house price can be described by the longer 
distance to larger cities, and therefore the lack in variety of services. Moreover, the lower 
demand level for houses in the northern regions causes the increase in prices to be less 
severe then in the previously two research areas. 



 

 31

The table below states the size of the price gap between EC and SM for the north of 
Sweden. 

 

Table 4. Size of the gap on a yearly basis 
Year 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Gap (thousands of SEK) 25 31 23 41 34 43 36 49 26 19 46 
Yearly % Change of Gap - 25 - 26,3 80 -16.3  24.6 -16.7 36.9 -46.4 -28.1 146.9 
 
 

When interpreting the gap, one can see that it is fluctuating a lot more than in the other 
research areas. For instance, it decreases by 26.3 percent between 1996 and 1997, only to 
increase by 80 the coming year; 1998. In more present years it has decreased, but between 
2004 and 2005 it has increased once again by a remarkable 146.9 percent. 

The size of cities does not vary much. Thus, the gap extent is considerably smaller in the 
north of Sweden. 

 

Graph 11 and 12 – Percentage Change in Population and Sold Houses 

Graph 11     Graph 12 
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Once again, the same conditions seem to apply for the north, as for the major city areas 
and the south of Sweden. Hence, the percentage change of the populations is fairly 
constant, although not completely as it seems in the graph. In contrast to the major city 
areas and the south, the number of sold houses fluctuates more in SM than in EC. Also, 
there is no relationship between the number of sold houses and population. Furthermore, 
income has increased from 134456 SEK to 171963 SEK, or 27.9 percent in EC. 
Alternatively, wages in SM have increased from 131262 in 1995 to 170333 in 2005, or 29.7 
percent. Moreover, working opportunities have increased by 3.9 percent in EC and 2.7 
percent in SM. 
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3.5 Summary of Analysis 

To summarize the analysis; it was first investigated what factors that affects the house 
prices and by how much. The results differ depending on which region that is examined. 
However, working opportunities are significant in all our study areas except in sub-
municipalities within northern part of Sweden, where income for 1995 was the only 
significant variable.  

Income is also an important influencing factor for house prices, even though it is 
insignificant within EC in the northern parts, but also in EC in the southern part of 
Sweden 2005 (where the three city areas are not included).  

The variable teachers per 100 students had surprisingly negative impact in the southern 
part of Sweden, both when including and excluding the three city areas. The negative value 
of teachers per 100 students can on the other hand be explained by Sweden’s tax-
equalization-system as we mentioned section 3.2. Thus, it is not market forces that 
determine the number of teachers per 100 students, but governmental interventions. In the 
other regions of Sweden teachers per 100 students had an insignificant value and hence 
were not affecting the average house prices.   

For SM in northern part of Sweden, none of our explanatory variables except income for 
2005 were significant. Hence, we can conclude that there are other explanations and utility 
values for the inhabitants in this research area. Instead, we pointed out that tradition and 
cultural circumstances as major factors. Moreover, one can refer back to section 2.1.1 were 
it is stated that Andersson, Johansson and Anderson (2003) argues that a functional region 
develops its own profile, depending on the regions resources, and the fact that capital and 
labour create different types of knowledge and competences.  

All three research areas show that there is an average price differential between ECs and 
SMs. The largest difference can be observed in the three major cities and its sub-
municipalities, where the most extreme price changes have occurred. Here is also where the 
largest price gap can be observed. When comparing north to south, one can notice some 
contrast, namely a smaller increase in income and working opportunities relative to south 
of Sweden. Additionally, the average house price gap is much smaller between EC and SM 
in the north; witch can be a result of similar sized cities.  
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4 Conclusion  

The purpose of this thesis was to analyse price differentials of housing in and outside cities. 
The aim was to obtain a fundamental understanding for why the regional house price 
differs in Sweden. In relation to the main purpose, we also wanted to examine what 
variables that are affecting the price of housing.  

According to our theoretical background, income, working opportunities and availability of 
schools are important factors for the setting of house prices. Hence, we wanted to 
investigate if these factors are significant when explaining the price differentials within a 
region in Sweden. 

Factors that affected the average house prices were examined in the empirical analysis. It 
was found that working opportunities had a major influence in a majority of our research 
areas, the exception being SM in northern part of Sweden. Income was also found to have 
a significant influence, but was not affecting the house prices in EC 2005 for the southern 
(excluding the three city areas) and northern research areas and in SM both 1995 and 2005 
for northern Sweden.  

In the major city areas (including southern part of Sweden), from 1995 to 2005, income has 
tripled its effect on average house prices. Also, for 2005 in SM south of Sweden, we can say 
that income has increased its effect by an astonishing 1200 percent. Finally, working 
opportunities in EC, south of Sweden, has increased its effect by 180 percent during the 
ten years span. All these values are proven to be statistically significant. 

Teachers per 100 students on the other hand had a negative effect on the house prices in 
EC for southern part of Sweden, both when the three major city areas are included and 
excluded. The negative value can on the other hand be explained by Sweden’s tax-
equalization-system. In the other areas teachers per 100 students were found to have no 
influence at all due to insignificant findings.  

The answer to our purpose is clear; all the three research areas show that there is a 
noticeable average price differential between economic centers and sub-municipalities. The 
largest difference can be observed in the three major cities and its sub-municipalities, where 
the most extreme price changes have occurred. In addition, the most influential factor 
when deciding to reside in a certain location is the availability of job opportunities. 
However, in southern Sweden income also turns out to be an important variable. 

In SM in northern part of Sweden, the theory could not explain the demand for house 
prices, since all our explanatory variables except income for 2005 were insignificant. 
Nevertheless, the theory that states that EC has higher average house prices still holds.  

For further or alternative studies, we recommend changing the explanatory variables for 
the northern part of Sweden, this to find a more appropriate variable which is more 
significant.



 

 31

References 

Andersson, Å.E., Johansson, B. & Anderson W.P. (2003). The Economics of Disappearing 
Distance. Ashgate Publishing Company, Burlington. USA.  

Berglund, B. & Holmberg, I. (2000). Den regionala utvecklingen och politiken. Rapport 118, 
upplaga 1.1. År 2000.  

Brakman, S., Garretsen, H. & Van Marrewijk, C. (2005). An introduction to Geographical 
economics. Cambridge university press 

Cheshire, P.C.& Evans, A.W. (1991). Urban and Regional Economics. Edward Elgar Publishing 
Limited 

Clapson, M. (2003) Suburban Century: Social Change and Urban Growth in England and the USA. 
New York, Berg 

Dicken, P. & Lloyd, P.E. (1990) Location In Space: Theoretical Perspectives In Economic Geography. 
3rd edition. USA. HarperCollinsPublishes, Inc. 

Fujita, M., Krugman, P. & Venables, A.J. (1999). The Spatial Economy. The MIT press 

Gujarati, D.N. (2003). Basic Econometrics. Fourth Edition. McGraw-Hill Higher Education.  

Harvey, J. (1996). Urban Land Economics. Macmillan Press Ltd, Houndmills, Basingstoke, 
Hampshire RG21 6XS and London. 

Häggroth, S., Kronvall, K., Riberdahl, C. & Rudebeck, K. (1993). Kommuner och Landsting. 
Norstedts Juridik.  

Jacobs, J. (1969). The Economy of Cities. Random House, Inc. New York and Random house 
of Canada Limited, Toronto.  

McCann, P. (2001) Urban and Regional Economics. Oxford University Press Inc. New York 

Pallant, J. (2001). SPSS Survival manual. McGraw-Hill Education 

SOU (2003) Gemensamt Finansierad Utjämning i Kommunsektorn. Edita Nordstedts Tryckeri 
AB. Stockholm 

Stutz, F.P.& de Souza, A.R. (1994). The World Economy; Resource, Location, Trade and 
Development. 3rd edition. Pearson Education 

Thisse, J.F., Button, K.J. & Nijkamp, P. (1996). Location Theory 1.  Edward Elgar Publishing 
Limited 

Vickerman, R.W. (1984). Urban Economies. Philip Allan Publishers LTD, Oxford 

 

 

 

 



 

 32

Journals  

Baum- Snow, N. (2006) Suburbanization and Transportation in a Monocentric Model. Brown 
University, 14th of July 2006. http://www.econ.yale.edu/seminars/labor/lap06-07/baum-
snowa090806.pdf#search=%22suburbanization%22 

Gashet, F. (2000). The new intra- urban dynamics: Suburbanisation and functional specialisation in 
French cities. Published in regional science, 81, 63-81(2002). 
http://www.blackwellsynegy.com/doi/abs/10.1111/j.14355597.2002.tb01222.x#search=
%22suburbanisation%22 

Glaeser, E.L., Kolko, J.& Saiz, A. (2000) Consumer City. NBER Working Paper No. 7790. 
June 2000 

Giuliano, G. (1989) New Directions for Understanding Transportation and Land use. Enviroment 
and planning A, 1989, vol. 21, pp. 145-159.  

Henderson, J.V. (1974). The American Economic Review, Vol. 64, NO 4 (Sep., 1974) pp. 640-
656.http://links.jstor.org/sici=00028282%28197409%2964%3A4%3c640%3ATSATOC%
3E2.0.CO%3B2-R 

Karlsson, C. & Olsson, M. (2006).  The identifications of functional regions; Theory, method, and 
applications. Published online; 9th of March 2006. 
http://www.springerlink.com/content/w73224233142m420/fulltext.pdf 

 

Internet Resources 

http://www.NE.se (Nationalencyklopedin) 

http://www.NUTEK.se (Verket för näringslivsutveckling) 

http://www.SCB.se (Statistiska Centralbyrån) 

 

Figures 

Central Place Theory; Fig 1 

http://images.google.se/imgres?imgurl=http://wolf.readinglitho.co.uk/miscimages/centra
lplace.gif&imgrefurl=http://wolf.readinglitho.co.uk/mainpages/sustainability.html&h=30
7&w=440&sz=14&hl=sv&start=10&tbnid=CkvBaj6Tz3g5yM:&tbnh=89&tbnw=127&pr
ev=/images%3Fq%3Dcentral%2Bplace%2Btheory%26svnum%3D10%26hl%3Dsv%26lr
%3D%26sa%3DN, retrieved 2006-11-01 

 

 

 

 



 

 33

Appendix 

 

Values for Descriptive Statistics 

Mean / standard deviation β1 (I) β2 (W) β3 (T) N 

MEAN of EC - South(incl.cities)_1995 135377,36 30988,40 8,121 53 

Standard deviation (8028.666) (65002.118) (0.6500)  

MEAN of EC - South(incl.cities)_2005 182096,55 36213,91 8,387 53 

Standard deviation (14358.145) (77174.790) (0.5442)  

MEAN of SM - South(incl. cities)_1995 138062,10 7763,01 8,035 169 

Standard deviation (22149.091) (37945.897) (0.5722)  

MEAN of SM - South(incl.cities)_2005 190604,60 8585,63 8,143 171 

Standard deviation (30477.833) (44828.778) (0.5945)  

MEAN of EC – South_1995 134767,35 17037,45 8,124 49 

Standard deviation (7393.646) (15218.556) (0.6669)  

MEAN of EC – South_2005 179799,00 19604,90 8,365 49 

Standard deviation (10972.626) (17964.026) (0.5540)  

MEAN of SM – South_1995 129915,39 5185,30 8,173 93 

Standard deviation (15525.017) (3671.189) (0.5572)  

MEAN of SM – South_2005 174513,41 5308,90 8,295 93 

Standard deviation (8982.801) (3853.659) (0.6066)  

MEAN of EC – North _1995 134615,00 11268,45 8,820 40 

Standard deviation (8876.635) (12313.261) (0.9177)  

MEAN of EC – North _2005 172201,28 11699,13 8,658 40 

Standard deviation (14063.273) (13375.286) (1.6483)  

MEAN of SM – North _1995 131506,45 6200,88 8,526 31 

Standard deviation (7841.341) (3774.858) (0.7220)  

MEAN of SM – North _2005 170551,32 4271,35 8,677 31 

Standard deviation (10310.137) (3738.141) (0.6318)  
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Values for graph 5 and 6 – Percentage Change in Population and Sold Houses 

 

Values for graph 8 and 9 – Percentage Change in Population and Sold Houses 

 

Values for graph 11 and 12 – Percentage Change in Population and Sold Houses 

EC 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  368591,8 373670,8 377534,5 381338,5 385200 388832 392241,8 395514,8 398400,5 400863,8 403122,5 405817,5 
Sold 
houses  730,8 684,5 772,3 918 785 818,8 793,8 851 910,3 1019,8 1055,3 1085 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population   1,01378 1,01034 1,01008 1,01013 1,00943 1,00877 1,00834 1,0073 1,00618 1,00563 1,00669 
Sold 
houses   0,93671 1,1282 1,18873 0,85512 1,04299 0,96947 1,07213 1,06962 1,1203 1,03481 1,02819 

SM 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  30934,9 31265,3 31463,6 31641,4 31776,1 32046,6 32312 32598,2 32856 33094,4 33343,8 33624,3 
Sold 
houses  194,3 182,4 217 251,7 217,2 246,8 221,8 226,2 227,6 239,9 254,6 265,1 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  1,01068 1,00634 1,00565 1,00426 1,00851 1,00828 1,00886 1,00791 1,00726 1,00754 1,00841 
Sold 
houses    0,93908 1,1897 1,15958 0,86294 1,13628 0,8988 1,01966 1,00645 1,05389 1,06139 1,04138 

EC 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  43265,1 43310,7 43325,7 43286,2 43241,4 43209,2 43217 43292,1 43429,4 43609,4 43786 43933,9 
Sold 
houses  207,5 207,3 227,7 265,5 243,5 285 256,6 247,9 248,2 253,9 256,5 274,2 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population   1,00106 1,00035 0,99909 0,99896 0,99926 1,00018 1,00174 1,00317 1,00414 1,00405 1,00338 
Sold 
houses   0,9991 1,09829 1,16609 0,91713 1,17062 0,9003 0,96606 1,00134 1,02291 1,01009 1,06896 

SM 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  30934,9 31265,3 31463,6 31641,4 31776,1 32046,6 32312 32598,2 32856 33094,4 33343,8 33624,3 
Sold 
houses  194,3 182,4 217 251,7 217,2 246,8 221,8 226,2 227,6 239,9 254,6 265,1 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population   1,00081 0,99366 0,9923 0,99278 0,9926 0,99394 0,99648 0,99826 0,99973 1,00005 0,99913 
Sold 
houses    1,00022 1,09354 1,13137 0,90303 1,18963 0,91246 0,97468 1,0283 1,03221 1,01818 1,06988 

EC 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  13546,7 13488,1 13378,1 13255,6 13116,8 12979,3 12848,1 12731,3 12654,6 12619,1 12604,3 12576,8 
Sold 
houses  73 70,9 74,2 90,8 83,7 97,3 87,5 86,3 92,7 98,1 97,4 104,6 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population   0,99568 0,99184 0,99084 0,98953 0,98952 0,98989 0,99092 0,99397 0,9972 0,99882 0,99782 
Sold 
houses   0,97212 1,04667 1,22341 0,92179 1,16186 0,89933 0,98699 1,07388 1,05839 0,99297 1,07289 

SM 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population  27748,2 27756,1 27659,7 27503,8 27317,8 27136,8 26971,7 26840,2 26761,4 26732,4 26732,3 26732,4 
Sold 
houses  125,3 123,6 123,7 158,7 138,3 176,3 143,1 140,7 142,3 150,3 161,5 167,9 

% Change   1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Population   1,00028 0,99653 0,99436 0,99324 0,99337 0,99392 0,99512 0,99706 0,99892 1 1 
Sold 
houses    0,98629 1,00124 1,28243 0,87138 1,2748 0,81164 0,98333 1,01148 1,05586 1,07509 1,03921 
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