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Abstract:

Within-city flood risk and its capitalization in house prices is challenging to measure and
model as urban infrastructure, land use, and elevation affect the impact of precipitation
and tides away from the coastline. The capitalization of flood risk in housing markets and
the sorting of households within cities remains a challenging empirical question. This
paper leverages new geocoded waterlogging, rainfall, urban infrastructure data to
examine the impact of highly localized flooding on the housing market in Mumbai. It
develops a waterlogging model explaining geocoded municipal reports at 15-minute
frequency and 250-meter resolution. Using transaction-level data in new housing
projects in the city, we find that waterlogging exposure results in a 12-13% decline in
property prices on average. We also find evidence of buyer sorting: homebuyer incomes
in flood-exposed projects decline by 21-24%, suggesting that lower-income households
are more likely to purchase in locations recently affected by flooding. Sale of units in
flood-exposed projects declined but the effects are modest and weakly statistically
significant, suggesting that buyer sorting is more pronounced than switching away from
flood-exposed properties. Finally, examining whether new buildings are moving away
from flood-prone areas, we find the opposite relationship; there are 0.017 additional
building applications in a grid-year for every additional waterlogging report in previous
years. Overall, the results suggest that although localized flood risk is capitalized into
housing prices andresults in sorting of homebuyers by income, formal development does
not retreat from flood-prone areas. These findings raise concerns about limited
adaptation to climate risk and higher incidence of risk among lower-income households
in rapidly urbanizing coastal cities.
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