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The Effect of Group Homes on Neighborhood

Property Values

Peter F. Colwell, Carolyn A. Dehring, and Nicholas A. Lash

ABSTRACT. The majority of studies examining
the impact of group homes on neighborhood
property values have found that group homes do
not adversely effect property values. In our study
of seven group homes neighborhoods in DuPage
County, lllinois, we find that properties which are
proximate to group homes experience a decline
in value following the announcement of a group
home’s pending establishment. In our analysis,
observations across time and space are incorpo-
rated into a format that is similar to an event
study. Our model is the first in this literature to
accommodate different price levels and apprecia-
tion rates across neighborhoods. (JEL R20)

I. INTRODUCTION

During the early 1970s, disability and
mental health professionals increasingly
called for the deinstitutionalization of those
persons with developmental, physical, and
mental disabilities but having the capacity to
function in society. Since the 1970s, group
homes have slowly been replacing state insti-
tutions nationwide on the grounds that the
homes are more humane and cost effective.
In contrast to life in institutions, group homes
are designed to provide residents a more nor-
mal life in society. The homes provide living
arrangements where residents share chores in
addition to attending school or work during
the day. Because of their focus on family-
type living, group homes are purposely lo-
cated in homes in residential areas. In con-
trast to the short term residencies that typify
halfway houses, group homes are normally
long-term.

The impact of group homes on communi-
ties, however, has been a highly controver-
sial and inflammatory issue. Originally,
agencies desiring to place group homes in
communities had to appear at public hearings
to win over local governments and reduce
hostility from neighbors. Communities, fear-

ing danger to neighborhoods and adverse im-
pacts on property values, would frequently
protest the locations of such homes. Some of
the more extreme responses to group homes
have included suspected arson and physical
intimidation in Long Island, N.Y. (Arens
1993) and a community leader setting fire to
a house targeted to become a group home.
(Lauber 1990)

The passage of a 1988 amendment to the
Federal Fair Housing Act, which added per-
sons with disabilities to the list of individuals
protected against housing discrimination,
makes it illegal to discriminate against any
buyer or renter of a dwelling on the basis of
the applicant’s handicap, the applicant’s pro-
vision of housing for other handicapped peo-
ple, or the applicant’s association with handi-
capped people. The law has been interpreted
by federal courts as outlawing local zoning
laws that deny housing to persons with disa-
bilities. In May 1995, the Supreme Court
ruled in City of Edmonds v. Oxford House,
Inc. that a restrictive definition of ‘‘family”’
may not be used by communities to exclude
group homes from residential neighbor-
hoods. Thus, no longer can group homes for
the disabled, which include the retarded, the
mentally ill, and recovering alcoholics or
drug addicts, be barred or be required to ob-
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tain special permits. (Lauber 1995) As a re-
sult, many agencies currently follow a policy
of not informing the community in advance.
(Pelton 1994) In 1989, in accordance with
the amendment to the Federal Fair Housing
Act, Illinois enacted the Community Resi-
dence Location Planning Act which required
each home rule community to submit a plan
by July 1, 1990 to outline the measures that
it has taken to assure the adequate availabil-
ity of sites for group homes.

According to the Department of Justice,
no longer can residents protest the establish-
ment of group homes in their neighborhoods.
(Pfleger 1995) In fact, the Department has
sued residents in Bakersfield, California, Fort
Worth, Texas, and New Haven, Connecticut,
for protesting the establishment of group
homes in their neighborhoods through dis-
tributing leaflets, contacting elected repre-
sentatives, and filing lawsuits. The suits are
the grounds of violations of the Fair Housing
Act. Although the filing of lawsuits is usually
protected under the First Amendment, the
Department of Justice contends that such
protection does not apply when the lawsuits
are filed for illegal purposes, that is, keeping
the handicapped out of neighborhoods. Re-
cently, however, a judge ruled that three indi-
viduals who had protested the placement of
a homeless facility in their Berkeley, Califor-
nia, neighborhood had been illegally investi-
gated by HUD for their protesting activity.
(MacDonald 1999) Thus, at the time of this
writing the pendulum between the First
Amendment and the Fair Housing Act may
be swinging toward freer speech.

II. LITERATURE

Several studies have been conducted
which examine the attitudes of communities
toward group homes and other similar land
uses. Survey data reveals both negative atti-
tudes towards group homes on the part of
community residents (especially the wealth-
ier and better educated) and beliefs on the
part of real estate professionals that property
values decline in response to group home es-
tablishments. (Wilmoth, Silver, and Savery
1987; Robert Wood Johnson Foundation
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1990; Hargreaves, Callanan, and Maskell
1998) And yet the vast majority of studies on
the effects of group homes on surrounding
property values suggest that group homes do
not adversely affect the property values of
nearby homes. (Dear 1977; Gooddale and
Wickware 1979; Dolan and Wolpert 1982;
Ryan and Coyne 1985; Farber 1986; Lauber
1986; Hargreaves, Callanan, and Maskell
1998)

According to Lauber (1986) there have
been over 25 independent studies of the ef-
fects of group homes on communities, and
there is no evidence that these homes have
any adverse effects on property values, prop-
erty turnover, or public safety. In his study
of Illinois, Lauber focused upon the sales of
2,261 residential properties in the immediate
neighborhoods surrounding 14 group homes
and 14 control neighborhoods. The neighbor-
hoods chosen represented a wide array of lo-
cations, including Chicago, suburban sites
such as Glenview, Mount Prospect, and
Schaumberg, two large municipalities in ru-
ral counties such as Rockford and Cham-
paign, and a small municipality in a rural
county, Jacksonville. The group homes all
opened in the early 1980s. Lauber compared
the mean sale price of all residential owner-
ship property sales within a five block radius
of each home for the two years before and
after the home opened. Control neighbor-
hoods were chosen which closely matched
the neighborhood in which the group home
was located. During the time period studied,
property values rose in 79% of the neighbor-
hoods with a group home and in 71% of the
control sites. With the exception of the group
home in Schaumberg, which outperformed
its matched pair, there was no statistically
significant difference in mean price change
between the two types of neighborhoods.

Gooddale and Wickware (1979) examined
the effect of group homes on property values
in Ottawa by grouping observations into
zones based on distance from the group
home. They concluded that there was no evi-
dence of either property values or market-
ability being adversely affected by the
presence of group homes in residential
neighborhoods. Farber (1986) looked at the
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impact of group homes on residential prop-
erty values in the SMSA of Shreveport-Boss-
ier City, Louisiana. He used hedonic pricing
to compare the purchase price of housing be-
fore and after a group home establishment,
and to test whether distance from a group
home site has a different impact on housing
prices before and after such an establishment.
He found no statistically significant effect of
group home establishments on property val-
ues in higher priced areas, yet in depressed
areas he found a statistically significant in-
crease in housing prices from the establish-
ment of a group home.

Hargreaves, Callanan, and Maskell (1998)
conducted a study on the impact of commu-
nity housing on property values in four resi-
dential neighborhoods in New Zealand. In
their use of hedonic pricing, they incorpo-
rated building data as well as location vari-
ables such as distance from the community
housing, and found that the impact of com-
munity housing on neighborhood property
values was not statistically significant.

The only study that we are aware of which
finds that group homes negatively affect
neighborhood property values is that of
Galster and Williams (1994)." They use a
hedonic price model to examine property
values near nine establishments occupied
by mentally disabled individuals in Newark
and Mt. Vernon, Ohio. Their study reveals
that property values within a two-block ra-
dius of two newly constructed apartment
complexes were 40% lower after the com-
plexes opened.

III. DATA

We study seven group homes established
by the DuPage County Health Department
which opened in between 1987 and 1994.
These were the only group homes opened
during this period in DuPage County, al-
though in 1990 four apartments in Lisle, Illi-
nois, were rented to serve eight residents.

Approximately 80% of DuPage County
group homes residents suffer from schizo-
phrenia. Those not afflicted with schizophre-
nia suffer from affective or mood disorders,
and swing between normal moods and severe
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depression. Thus, mental retardation and sub-
stance abuse are not among the primary diag-
noses of the group home residents. The group
homes are not specialized by type of resi-
dent; that is, specific homes do not specialize
in residents with a specific disability. Typi-
cally, residents of DuPage County group
homes are at least 18 years of age (typically
in their mid-30s) and are residents of DuPage
County. Some of the group home residents
have come from state hospitals or homes
where elderly parents can no longer look
after them. None of the DuPage County
group home residents have a criminal record.

This last point is important. Normally, a
major worry of communities concerns the
potential threat to safety from the group
home residents. (Bartels and Lisatowicz
1995) However, in a letter to Naperville resi-
dents, the DuPage County Health Depart-
ment (1994) has reassured residents by stat-
ing: ““In our seventeen years of providing
residential services in DuPage County we
have served over 1200 mentally ill persons
with not one threat to public safety. . . . [W]e
have made a public commitment to not serve
individuals with such [violent and criminal]
behavior.”’

We obtained a sample of 641 residential
property sales across the seven different Du-
Page County neighborhoods which experi-
enced the establishment of a group home be-
tween 1987 and 1994. The data was collected
from the local multiple listing service and
thus reflect only those transactions occurring
through the MLS during this period. The
seven group homes are listed in Table 1
along with other descriptive information.
Where available, data were collected as far
back as six years prior to the ‘‘announce-
ment’’ date and as far forward as six years
following the announcement date. An-
nouncement dates represent the time at
which neighbors were likely made aware that

! Dear and Taylor (1982) found in one instance that
the location of a mental health facility had a negative
and significant effect on house prices, but they interpret
this result as weak and inconclusive.

2The first group home in DuPage County was
opened in December 1979, when two adjacent single
family homes in Wheaton were leased.



TABLE 1

Grour HOMES SAMPLE

Method of Announcement Number of
Group Home Home Acquired Acquisition Home Opened Date Residents Meetings
Glen Ellyn Woods Glen Ellyn, IL January 1993 Purchase May 1993 January 19932 8 Yes
Bloomingdale Bloomingdale, IL June 1990 Purchase July 1990 June 1990° 5 Yes
Countryside Glen Ellyn, IL June 1994 Lease July 1994 June 1994¢ 5 No
Naperville Naperville, IL September 1994 Purchase October 1994 August 1994¢ 8 Yes
Winfield Winfield, IL September 1990 Lease November 1990 September 1990° 4 No
West Chicago West Chicago, IL April 1987 Purchase May 1987 April 1987f 5 No
Westmont Westmont, IL April 1988 Purchase June 1988 April 1988¢ 4 No

From: Bartels and Lisatowicz 1995.

*In April 1992, neighbors learn that a property in their neighborhood was on a list of possible homes to be used as a group home sight.

® Neighbors learn of home from local Realtor® shortly after purchase.

¢ Local and state officials notified of plan and provided information packets.
4 Neighbors learn of group home plan from local Realtor®.
¢ Information packets distributed to neighbors.

fNo specific information regarding when or in what manner neighbors first learn of group home.
& No specific information regarding when or in what manner neighbors first learn of group home.
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a group home was to be established in their
neighborhood. To determine announcement
dates, we referenced a report by the DuPage
County Board of Health (Bartels and Lisa-
towicz 1995) which provides a detailed time-
line of events surrounding each group
home’s establishment. If no specific informa-
tion regarding when or in what manner
neighbors first learned of the group home
was contained in the report, we selected the
date of the group home’s acquisition as the
announcement date. This was the case in
both the West Chicago and the Westmont
neighborhoods. Residents in the Glen Ellyn
Woods neighborhood learned that a property
in their neighborhood was on a list of possi-
ble homes to be used as a group home sight
one year prior to the group home’s opening.
However, we used the date that the Glen EI-
lyn group home was purchased as the an-
nouncement date because only at this time
was the information no longer speculative.
With the exception of the Naperville group
home neighborhood, in which neighbors
learned of plans to establish a group home in
their neighborhood from a local Realtor®
one month prior to the purchase of the home,
the announcement date coincided with the
date the group home was leased or pur-
chased. Sales by year relative to the an-
nouncement date are listed for each group
home in Table 2.

We collected information on sales price
and date of sale, and on other standard build-
ing and lot features including square footage
of the house, age, number of baths, lot area
and lot frontage. We also have information
on the geographical placement of the subject
property relative to the group home, such as
distance from the group home as measured
by a straight line drawn between the subject
property and the group home, and whether it
appears the group home is visible from the
subject property. This latter information was
obtained by examining plat maps of the
neighborhoods. Descriptive statistics for
these variables can be found in Table 3.

A group home neighborhood is defined as
circle of radius 1,500 feet with the group
home at its center. We selected 1,500 feet as
the neighborhood radius because it provided
us with a sufficient data set and a large
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enough geographic area to allow for distinc-
tion among the distance categories men-
tioned above. In once instance, we felt that
sales occurring on the other side of a busy
four-lane road near the Glen Ellyn Woods
group home were not in that ‘‘neighbor-
hood’’ by definition, and so chose not to col-
lect data on that side of this major road. For
this particular group home, the radius of the
neighborhood was extended to 2,000 square
feet to make up for the loss in area.? For those
used to thinking in terms of a control group,
it may be useful to think of the homes on the
periphery of the circle as being the *‘control
group.”’ Finally, we have information as to
whether or not there were neighborhood
meetings held about a group home’s estab-
lishment.*

During the time period prior to the an-
nouncement date, we imagine prices increas-
ing everywhere in the neighborhood at the
same rate, although there would be a differ-
ent rate for each neighborhood. Following
the announcement of the group home, we hy-
pothesize that properties which are proxi-
mate to the group home experience a decline
in value.’ Finally, we hypothesize that group
homes are placed in depressions in the value
surface of the neighborhood. This may be
due to budget constraints faced by local gov-
ernment entities when selecting group home
sites. We define a value depression as an
identifiable, local dip in the house value sur-

3 We also know whether railroads or natural barriers
such as small lakes lie between the subject property and
the group home, but we did not make any adjustments
in this regard.

4 We did not look at differences in school or other
taxing districts across or within neighborhoods. If it
were a fact that different neighborhoods are in different
jurisdictions, this is generally controlled for by the fact
that we use neighborhood dummy variables which em-
body all these differences that exist from place to place.
The one exception is a neighborhood that is split into
two school districts. What is notable about this is that
the location of the districts are not associated with our
proximity variables in this case. Thus, this fact is not
going to bias our key results.

> We suspect that these price effects are an initial
over reaction to the group home’s establishment, and
that there is a correction in subsequent periods. We did
not find any evidence in this regard, but we spare the
reader our crude attempts at testing for this correction
phenomenon.



TABLE 2
PROPERTY SALES BY DAYS RELATIVE TO GROUP HOME ANNOUNCEMENT
—-2160 —1800 —1440 1080 -—-720 —360 0 360 720 1080 1440 1800

Time Sold (days from to to to to to to to to to to to to

announcement date) —1801 —1441 —1081 —721 —361 -1 361 721 1081 1441 1801 2161  Total
Glen Ellyn Woods Glen Ellyn, IL 5 16 15 11 9 19 17 9 6 107
Bloomingdale Bloomingdale, IL 1 3 1 1 0 5 5 10 14 19 1 60
Countryside Glen Ellyn, IL 2 3 11 8 8 9 12 53
Naperville Naperville, IL 6 15 13 14 12 3 63
Winfield Winfield, 1L 19 30 13 24 18 5 17 13 17 19 12 187
West Chicago West Chicago, IL 2 7 10 11 4 11 7 15 15 82
Westmont Westmont, 1L 1 4 2 21 13 15 9 13 11 89
Total 27 59 61 65 81 69 73 47 53 59 46 1 641

079

SOMUOUOIT puvy

000C 412quida0N



76(4) Colwell, Dehring, and Lash: Group Homes and Neighborhood Property Values 621

TABLE 3A
DESCRIPTIVE STATISTICS: ALL NEIGHBORHOODS

Variable Mean Standard Dev. Minimum Maximum
price $135,927 $56,312 $38,500 $362,500
sqft 1,551 599 567 3,877
bath 1.804 604 1 4.5
age 40.68 31.79 0 111
frontage 83.74 35.17 25 234
area 13,085 7,622 2,940 108,020

d 965 433 0 2,000

D, .094 292 0 1

D, .083 276 0 1

D, .098 298 0 1

Ds 292 455 0 1

D 128 334 0 1

D, 139 346 0 1

t —-.430 2.856 -5.670 5.330
a 454 498 0 1

Dt 237 1.060 —-5.420 5.000
Dyt —.148 710 - 5.290 0.960
Dyt -.208 753 —-4.570 0.810
Dt —.268 1.785 — 5.670 4750
Dt .170 .986 —3.280 4.620
Dqt 041 729 —-4.100 3.500
sight 051 221 0 1
sighta 022 146 0 1

N 312 464 0 1
(750 — d)N 91.894 174.691 0 750
D15 312 464 0 1
D,y .033 178 0 1
Apax — d 575 378 0 1,500
(750 — d)D1s 99 175 0 750
(dmax — d)a 257 380 0 1,500
(750 — d)Di5a 39 124 0 750
(200 — d)Dyya 2 16 0 200

face, holding other things constant. Of
course, the value depressions could be as
large or larger than our neighborhoods—
making this effect impossible to detect.

IV. EMPIRICAL MODELS

The models we develop handle disconti-
nous transactions in both time and space, al-
though time is handled more as an event
study than it is in standard hedonics. By
overlapping the observations throughout
time so that the group home announcements
all occur at time 0, we achieve a type of event
study. Event studies have been widely used
in finance, generally to measure the effect of
an event, such as an earnings announcement
or a debt issuance, on the securities’ rates of

return. The event of interest here is the an-
nouncement of the group home. We attempt
to detect a shift in the price level that occurs
at the time of the announcement. Within
group home neighborhoods we restrict ap-
preciation rates to be constant throughout the
sample period; this corresponds to the idea
that the rate of return ultimately returns to
normal levels in some conventional event
studies.

Each of the seven group home neighbor-
hoods is likely to have a different price level
and a different rate of price appreciation at
any point in time. That is, the price level in
Bloomingdale around the time of its group
home announcement, 1990, is likely to be
different from the price level in Naperville
around the time of its group home announce-



TABLE 3B
DESCRIPTIVE STATISTICS: MEAN VALUES BY NEIGHBORHOOD

Variable Glen Ellyn Bloomingdale Countryside Naperville Winfield West Chicago Westmont
price 162,020 197,586 125,111 215,173 124,660 78,396 90,015
sqft 1,570 2,044 1,273 2,567 1,473 1,212 1,105
bath 1.917 2.337 1.471 2.518 1.879 1.271 1.340
age 39.15 42.417 47.000 16.778 27.068 65.939 59.506
frontage 109.10 77.60 106.91 83.46 84.78 63.07 60.64
area 18,693 11,446 18,920 12,149 12,534 7,958 10,519
d 1,313 855 773 809 943 919.634 932.472
t —1.521 2.537 —-1.796 —2.120 -.919 1.329 .298
a 364 .900 226 .048 417 .659 573
sight .056 .067 .094 .032 .064 .024 022
sighta 019 .050 .019 0 .021 .024 .022
N 131 417 491 460 278 354 281
(750 — d)N 44.673 112.583 150.264 124.683 77.540 109.268 90.899
D5 131 417 491 .460 278 354 281

200 .028 .033 .075 .048 .027 .024 022
dpx — d 410.888 670.333 727.491 691.032 556.631 580.366 567.528
(750 — d)Dssy 44.673 112.583 150.264 124.683 77.540 109.268 90.899
(200 — d)Dyy 1.682 .500 11.887 6.746 3.316 1.707 4.494
(dpx — d)a 146.682 587.583 134.340 27.778 212.540 399.634 364.101
(750 — d)Ds50a 17.757 93.833 22.547 1.905 19.465 78.232 71.292
(200 — d)Dyya 748 .500 1.887 0 1.658 1.707 4.494
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ment, 1994. Our model is the first in this lit-
erature to accommodate different price levels
and appreciation rates across neighborhoods.
We do this through the incorporation of
neighborhood dummy variables in both the
slope and the intercept terms of the regres-
sion equation.

Our central hypothesis is that those prop-
erties in close proximity to group homes will
experience a decline in value following the
group home announcement. We develop two
different models to test this hypothesis. The
first incorporates the dummy variable for
sight. This model tests whether properties
from which the group home is visible experi-
ence a decline in value following the an-
nouncement. The second model uses
piecewise linear distance variables, and tests
whether those properties within 200 feet of
the group home experience a decline in value
following the announcement that is related to
their proximity.®

With a sample consisting of sales transac-
tions from one group home neighborhood
only, the first model, which utilizes the sight
dummy variable, would be as follows:

price = Lebi+nsighia+1(750-aN i1

where
L=

ebotBisat+BbattontBsareaPs(1 — agel120)Ps. (21
Here, sales price is the dependent variable.
The variable a is a dummy variable indicat-
ing that the property was sold after the group
home announcement was made. The vari-
ables sight and N are dummy variables indi-
cating whether the property was in sight of,
or near the group home, respectively, where
near is defined as being within 750 feet (half
the radius of the neighborhood). Thus, sighta
indicates the change in price following the
announcement for those properties from
which the group home is visible. The vari-
able d is distance from the group home in
feet. The coefficient 9, is the annual rate of
appreciation in the neighborhood (the entire
1,500 foot circle). v, denotes the overall per-
centage price level change for those proper-
ties in sight of the group home following the
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group home announcement. 7y, indicates
whether the group home is located in a local
value depression; it reveals what is happen-
ing to prices as one approaches the group
home from 750 feet away. B, indicates the
percentage change in price from increasing
the size of the property by one square foot.
B, indicates the percentage change in price
from adding one bath to the property. We
leave the square foot variable untransformed
following the non-parametric work of Coul-
son.” B, is both the lot area elasticity and the
depth elasticity of value, while the frontage
elasticity of value is the sum of B; and B,.}
Based on the work of Colwell and Scheu
(1989), Colwell and Munneke (1997), and
Thorsnes and MacMillan (1998), we hypoth-
esize that the frontage and the lot area elastici-
ties will be positive but less than one, indicat-
ing that price increases at a decreasing rate
with an increase in either lot area or frontage,
with price being more concave in the former.
The age variable specification is taken from
the work of Cannaday and Sunderman (1986).
We predict that B, will be positive but less
than one, indicating that price declines at an
increasing rate as age increases.

Our sample, however, does not consist of
sales transactions from one neighborhood
only. Rather, it consists of observations taken
from seven different neighborhoods. Clearly,
at any point in time, each of the neighbor-
hoods is likely to have a different price level
and a different rate of price appreciation.
Moreover, even if price levels and apprecia-
tion rates were identical across time for all
neighborhoods, announcement dates are dif-
ferent across time. For these reasons we incor-
porate neighborhood dummy variables as fol-
lows:

price = LeZf-10D14i+ @i+ IL8Dyrysigha+yy(750-aN (3]

where L is defined above.

¢ Properties in sight of a group home were on aver-
age 214 feet away, with distance ranging from 0 to 650
feet.

7 Colwell (1993) has characterized Coulson’s results
as being dependent upon having excluded quality vari-
ables. We confess to having excluded quality variables
also.

8 B, is also the depth elasticity of value.



624 Land Economics

In the modified model, one neighborhood
is selected as the standard. The coefficients
o, through oy indicate the difference in price
level around the time of the announcement
between the standard neighborhood and each
of the remaining six neighborhoods. The pa-
rameter O, indicates price appreciation per
year for the standard neighborhood. The pa-
rameters O, through 8, reflect differences in
annual price appreciation rates for the six re-
maining neighborhoods as compared to the
standard.

The second model, which utilizes a
piecewise linear distance formulation (i.e.,
linear in the exponent) similar to that used
by Munneke and Slawson (1999), is as fol-
lows:

price = L exp

6 7
; oD, + (8, + ;Sﬂ;)t +

Yi(@nax — @) + Y2750 — d)D1so + ¥3(200 — d)Dao +
Yaldmax — d)a + Vs(750 — d)Ds0a + 1200 — d)Daoa [4]

where

and Dzo()

1ifd < 750
Dyg = y————
0 otherwise

_ 1ifd < 200
0 otherwise -

The coefficient 7y, is the percentage price
change with respect to a unit change in dis-
tance taking place over the entire sample
period between the neighborhood boundary
and 750 feet from the group home. D5
is a dummy variable indicating whether a
property is within 750 feet of a group home.
The sum of 7y, and v, is the percentage
price change taking place over the entire
sample period between 750 feet and 200 feet
from the group home. We hypothesize that vy,
will be negative, indicating that group homes
are placed in local value depressions. Dy
is a dummy variable indicating whether a
property is within 200 feet of a group home.
The sum of v, Y,, and ; is the percentage
price change taking place over the entire

November 2000

sample period within 200 feet of the group
home. We hypothesize that y, and y; will not
be statistically different from zero. vy, is the
additional percentage price change taking
place after the group home announcement
between the neighborhood boundary and
750 feet from the group home. The sum of
vY: and v, is the total percentage price change
with respect to a unit change in distance
after the announcement over this distance. s
is the additional percentage price change
taking place after the group home announce-
ment between 750 feet and 200 feet from the
group home. The sum of 7y, Y,, Vs, and s is
the total percentage price change with re-
spect to a unit change in distance after the
announcement over this distance. Finally, 7y,
is the additional percentage price change
taking place after the group home announce-
ment within 200 feet of the group home.
Thus the sum of the coefficients on all the
distance variables is the total percentage
price change with respect to a unit change in
distance after the announcement within 200
feet of the group home. We hypothesize that
Y. and ys will not be statistically different
from zero, while ¥, will be negative and sig-
nificant.

Both Model 1 and Model 2 test whether
group homes are placed in value depressions
and whether those properties in close prox-
imity to the group home experience a decline
in value following the group home an-
nouncement. The differences between the
models relate to the way close proximity is
modeled and in what manner prices are af-
fected. In Model 1, proximate refers to being
in sight of the group home, and any price
movement for these properties would be in
the form of a level shift or, according to our
hypothesis, a drop. That is, all properties in
sight of the group home would experience a
decline in value of equal proportion. In
Model 2, proximate refers to being within
200 feet of the group home, and the percent-
age price change for these properties would
vary, depending on the closeness of the
group home to the subject property. Ac-
cording to our hypothesis, a property 150 feet
away from the group home would experience
a percentage decline in value less than that
for a property 50 feet away.
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V. ESTIMATION

To estimate the models we apply a loga-
rithmic transformation. The regression equa-
tion for Model 1 is as follows:

In(price) = By + Bisqft + Bobath
+ B In( frontage) + B, In(area)
+ BsIn(1 — age/120) + a,D,
+ o053 + 03Dy + 0Ds
+ osDg + D5 {51
+ 8t + 8,D,t + 85Dt
+ 8,D,t + 8sDst + 8Dyt
+ 8;D4t + y,sighta
+1,(750 — d)N.

For Model 2, the regression equation is as
follows:

In(price) = By + Bisqft + B.bath
+ B; In( frontage) + B4 In(area)
+ BsIn(1 — age/120) + oD,
+ a,D3 + 03D,
+ ouDs + osDg + oD
+ 8,2+ 0,D,t + 8Dt + 0, Dt [6]
+ 85Dst + 84D¢t + 8,D;t
+ ¥i(dmax — d) + Y2750 — d)D;y5p
+ 73(200 — d)Dyy
+ Yo(duax — d)a + ¥5(750 — d)Dsspa
+ ¥5(200 — d)D .

Regression results for Models 1 and 2 are
listed in Table 4. The Glen Ellyn Woods
group home neighborhood was selected as
the standard in both cases. Model 1 indicates
that following the announcement of the
group home, properties within sight of a
group home experienced a decrease in value
of 10.5% (significant at the 1% level). The
data do not suggest that group homes are
placed in depressions in the value surface
within neighborhoods. A graphical presenta-
tion of our results from Model 1 is found in
Figure 1. Model 2 indicates that following
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TABLE 4

REGRESSION RESULTS: MODEL 1 AND MODEL 2
WITH ALL NEIGHBORHOODS
(DEPENDENT VARIABLE = In(price))

Model 1 Model 2
Variable Coefficient Coefficient
Constant 10.047 10.077
(65.264) (65.013)
sqft .00022 .00022
(13.560) (13.661)
bath 133 133
(8.772) (8.772)
In(frontage) 057 057
(2.662) (2.620)
In(area) 119 116
6.178) (5.982)
In(1 — age/120) .082 .084
(5.801) (5.850)
D, -.109 -.104
(—3.201) (—3.025)
D, -.079 -.072
(—=2.277) (—2.061)
D, .052 .055
(1.229) (1.255)
D; -.214 —-.209
(—9.810) (—9.342)
D —.568 —.565
(—19.230) (—18.743)
D, -.371 -.364
(—14.060) (—13.539)
t .045 .044
(7.020) (6.520)
Dyt .032 .031
(3.173) (3.052)
D;t .012 011
(0.950) (0.869)
Dyt .003 .004
(0.197) (0.233)
Dst 011 012
(1.570) (1.633)
Dgt .030 .032
(3.312) (3.463)
Dt 025 027
(2.395) (2.507)
sighta —.11126 —
(—2.563)***
(750 — d)N .000004753 —
(1.011)
dos — d — —.000027
(—0.741)
(750 - d)D750 - .O(X)Olg
0.211)
(200 — d)Dyy —_ .000474
(1.212)
(dwx — d)a —_— —.000014
(—0.321)
(750 — d)D;5a — 000099
(.792)
(200 — d)Dypa — —.001206
(—1.978)**
Adjusted R? .878 .877

Note: t-statistic in parenthesis.
* Significant at 0.050 (one-tailed test); ** significant at 0.025
(one-tailed test); *** significant at 0.010 (one-tailed test).
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REsuLTS FROM MODEL 1

the announcement of the group home, prop-
erties within 200 feet of a group home expe-
rienced a decrease in value of up to 24% (sig-
nificant at the 2.5% level).’ Here again, the
data do not suggest that group homes are
placed in depressions in the value surface
within neighborhoods. A graphical presenta-
tion of our significant results from Model 2
is found in Figure 2. Figure 3 provides a two-
dimensional interpretation of the price index
at various distances after the group home an-
nouncement, although it is only the change
within 200 feet which is significant.

The dummy variables o, through o5 serve
to raise or lower the height of the figures, re-
flecting the difference in price levels for the
various neighborhoods around the announce-
ment date. Similarly, the dummy variables &,
through o, will change the steepness of the
figures, reflecting the differences in apprecia-
tion rates throughout the various neighbor-
hoods around the time of the announcement
date.

Regression results for all of the property-
specific variables were significant in both
models. A 1% change in lot area and lot
frontage increases price by approximately
12% and 0.185%, respectively. Both of
these values are lower than what would be
expected from other research. The percent-
age increase from adding one bath is approxi-
mately 13%, and the percentage increase
from an additional square foot is roughly
.02%. The magnitude of the coefficient on
the age variable indicates that price declines
at an increasing rate as age increases. Five
of the group home neighborhoods had lower
overall price levels than the Glen Ellyn
Woods neighborhood. Prices increased at
45% per year in the Glen Ellyn Woods

% 24% is the effect on a property zero feet away from
the group home. To find the effect on a property 100
feet away, multiply the antilog of the coefficient minus
1 by the distance. A property 100 feet away from the
group home would have a percentage decline in value
of 12%.
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neighborhood. This was the lowest rate of
appreciation among the group home neigh-
borhoods, although only three of the re-
maining six neighborhoods had rates which
were significantly different from this.

To be sure that our results were not being
driven by one group home in particular, we
ran our standard regression seven times for
both Model 1 and Model 2, each time omit-
ting one group home. When we did this, we
observed an interesting pattern. When the
Bloomingdale or Winfield group home was
omitted from Model 1, the coefficient on
sighta was negative but no longer significant,
at even the 5% level. Removing any of the
remaining five group homes from the sample,
however, did not detract from the robustness
of the results in terms of significance; in fact,
it sometimes enhanced both the magnitude
and the significance of the sight variable. On
the other hand, when the either the Naper-
ville, West Chicago, or Westmont group
homes were omitted from Model 2, the coef-
ficient on (200 — d)(d < 200)a was negative
but no longer significant at the 5% level.
Moreover, removing the Glen Ellyn neigh-
borhood from this model dropped the sig-
nificance of (200 — d)(d < 200)a from 2.5%
to 5%. Removing the Winfield and Bloom-
ingdale group homes from Model 2, how-
ever, enhanced both the magnitude and
the significance of (200 — d)(d < 200)a. Re-
moving the Countryside group home did not
materially affect either model. Thus, the pat-
tern we observed is that with the exception
of the Countryside neighborhood, removing
a group home from the sample lessened or
eliminated the significance of the proximate
variable in one model or the other—but not
both. We concluded that the Bloomingdale
and Winfield neighborhoods, whose omis-
sion from Model 1 left the proximate vari-
able insignificant, must lend themselves to
the sight specification, while the Glen Ellyn,
Naperville, West Chicago, and Westmont
neighborhoods, whose omission from Model
2 lessened or eliminated the significance of
the proximate variable, better lent themselves
to the distance specification.

We decided to rerun the regressions using
only the Bloomingdale, Winfield and Coun-
tryside!® neighborhoods for the Model 1
specification, and only the Glen Ellyn, Na-
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perville, West Chicago and Westmont neigh-
borhoods for the Model 2 specification. Glen
Ellyn remained the standard neighborhood in
Model 1, while Naperville was the standard
in Model 2. Results are presented in Table S.
We now find that following the announce-
ment of the group home, properties within
sight of a group home experienced a decrease
in value of 16.2% (significant at the 1%
level). Model 2 indicates that following the
announcement of the group home, properties
within 200 feet of a group home experienced
a maximum decrease in value of 44%
(—.002195 X 200, significant at the 2.5%
level). Model 2 also indicates that property
values decline as one approaches the group
home from the neighborhood periphery. This
provides some support for our hypothesis
that group homes are placed in value depres-
sions.

While we cannot be certain as to why it is
that certain neighborhoods better lend them-
selves to certain specifications, it is likely
that it has to do with the availability of data
in sight of or within 200 feet of the group
home in each neighborhood. For example,
there are no observations in sight of the
group home after the announcement in Na-
perville. Moreover, in Naperville, West Chi-
cago, and Westmont, there were at least as
many observations within 200 feet of the
group home as in sight of it for the sample
period, while in all the other neighborhoods
there were more observations in sight of the
group home than within 200 feet.

Selection Bias

The DuPage County Health Department
reports that the selection process for a group
home site is similar to that undertaken by
a traditional family. Preferred homes are
typically within a mile or a mile-and-a-
half of shopping, have ample living space,
bedrooms, and bathrooms. Homes need to
be structurally sound, in good repair, and
have adequate septic capacity and drinkable
water. The Health Department asserts that

1 We included Countryside, which did not appear to
favor either the Model 1 or Model 2 specification, with
Bloomingdale and Winfield to achieve a more even dis-
tribution of neighborhoods for each model.
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TABLE 5

REGRESSION RESULTS: MODEL 1 wWiTH GLEN
ELLYN, BLOOMINGDALE, COUNTRYSIDE, AND
WINFIELD MODEL 2 WITH NAPERVILLE, WEST
CHICAGO, AND WESTMONT
(DEPENDENT VARIABLE = In(price))

Model 1 Model 2
Variable Coefficient Coefficient
Constant 9.840 10.404
(58.106) (33.753)
sqft .00023 .000209
(11.556) (7.750)
bath 133 155
(8.772) (5.003)
In(frontage) .055 .038
(2.376) (0.837)
In(area) 142 102
(6.532) (2.699)
In(1 — age/120) .062 .102
(3.489) (4.361)
(—2.870)
D, -.094 —
(—2.937)
D, — —
Ds -.200 —
(—9.797)
Dy — —.639
(—10.508)
D7 - _439
(—=17.151)
t .044 .047
(7.351) (2.887)
D,t .033 —
(3.555)
Dt .010 —
(0.841)
D4t —— —
Dst 125 —
(1.930)
Dgt — .0249
(1.391)
Dt — .017
(.903)
sighta —.17698 —
(—3.695)***
(750 — d)N .00003 —
(0.747)
deee — d — —.000166
(—2.607)***
(750 — d)D5 — .000166
(1.018)
(200 — d)Dyy — .000856
(1.102)
dnx — d)a —_ .000019
(0.249)
(750 ~ d)D;spa — .000288
(1.300)
(200 — d)Dypa —_ —.002195
(—2.131)**
Adjusted R? .828 .896

Note: t-statistic in parenthesis.
* Significant at 0.050 (one-tailed test); ** significant at 0.025
(one-tailed test); *** significant at 0.010 (one-tailed test).

no residential area in DuPage County would
be ruled out as a potential community for sit-
ing a group home. (Bartels and Lisatowicz
1995)

One can imagine, however, how the pre-
dicted response by a community to a group
home might affect siting decisions. If we
were to have identified neighborhood selec-
tivity bias, we would have undertaken a 3-
step process. First, we would have used a re-
duced form probit in which neighborhoods
are selected or not selected (imagine how
many neighborhoods have not been se-
lected). This would reveal the probability
that a neighborhood is selected for a group
home site as a function of neighborhood
characteristics. Second, we would have run a
regression to estimate the impact of a group
home on neighborhoods. Finally, we would
have run a structural probit to estimate the
probability effect of value impacts. We did
not pursue this direction as a result of the
data difficulties.

V1. ALTERNATIVE SPECIFICATIONS

Our findings indicate that group homes do
adversely affect proximate property values.
Yet with the exception of Galster and Wil-
liams (1994), other studies have not found
similar effects. By replicating these other
studies to the best of our ability, we will have
some indication of whether it is the modeling
that is driving our results, or our particular
sample.

Hargreaves, Callanan, and Maskell (1998)
used hedonic modeling to approach the ques-
tion of group homes. Using our data, we rep-
licate the proximity to the group home por-
tion of their regression model. Our modified
regression equation is as follows:

In(price) = By + Bisqft + B.bath
+ B3 In( frontage) + B, In(area)
+ B5In(1 — age/120)
+ oD, + auDs + 0Dy + QD5
+ 0sDg + 0D + 8,1 + 8,Dt
+ 8;D5t + 8,Dyt + &sDst
+ 8¢Dgt + 8:Dt + v da, 71



TABLE 6

REGRESSION RESULTS (FOLLOWING HARGREAVES ET AL.)

(DEPENDENT VARIABLE = In(price))

Distance 1/distance In(distance) Distance * a 1/distance * a In(distance) * a
Variable Coeff. Coeff. Coeff. Coeff. Coeff. Coeff.
Constant 10.056 10.097 10.079 10.096 10.092 10.105
(62.178) (65.620) (53.740) (64.683) (65.803) (65.284)
sqft .0002187 .0002188 .0002189 0002180 .0002188 .0002187

(13.543) 13.485) (13.482) (13.501) 13.483) (13.480)

bath 135 137 137 135 137 136
(8.886) (8.928) (8.925) (8.878) (8.928) (8.898)

In( frontage) .056 .056 .056 057 056 .056
(2.620) (2.595) (2.590) (2.626) (2.582) (2.592)

In(area) 117 113 115 114 114 114
(6.011) (5.862) (5.885) (5.955) (5.923) (5.925)

In(1 — age/120) .084 .083 .083 .084 .083 .083
(5.910) (5.786) (5.793) (5.910) (5.792) (5.773)

D, —.105 —.111 -.109 —.111 -.110 —.110
(— 3.016) (—3.247) (—3.167) (—3.233) (—3.231) (—3.228)

D; ~.071 -.077 —.075 -.077 —.076 —.078
(—1.995) (—2.189) (—2.118) (— 2.189) (—2.166) (—2.211)

D, .057 052 054 .049 .053 .046
(1.307) (1.200) (1.236) (1.110) (1.242) (1.049)

D; -211 -215 -.214 —-.217 -214 -.216
(—9.175) (—9.769) (—9.522) (—9.606) (-9.773) (— 9.778)

Dq —.562 —.568 —.566 —.570 —.567 -.571
(—18.284) (—19.160) (—18.697) (— 18.388) (—19.244) (—18.918)

D, -.365 —.368 ~.366 -.373 —.367 -.370
(—13.240) (— 13.815) (—13.514) (—13.447) (—13.832) (— 13.746)
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t

Dt
Dyt
Dyt
Dst
Dt
Dt

d

1/d
In(d)
da
(1/d)a
In(d)a

Adjusted R?

.044
(6.853)
.032
(3.168)
.012
(.896)
.003
(.182)
.011
(1.553)
.031
(3.402)
.025
(2.385)

.000007485

(.498)

877

.044
(6.844)
.031
(3.096)
.012
(.902)
.005
(.298)
.011
(1.593)
031
(3.381)
.027
(2.484)

1.891
(.450)

.044
(6.827)
.032
(3.123)
012
(.900)
.005
(.287)
011
(1.597)
.031
(3.396)
.027
(2.502)

—.000006511
(—.398)

044
(6.686)
031
(3.115)
012
(.883)
.005
(.298)
012
(1.600)
031
(3.385)
027
(2.480)

1.455
(.240)

.047
(6.045)

(2.921)
012
(.875)
.003
(.183)
011
(1.493)
031
(3.373)
027
(2.540)

.002
(—.647)

Note: t-statistic in parenthesis.
* Significant at 0.05 (one-tailed test); ** significant at 0.025 (one-tailed test); *** significant at 0.01 (one-tailed test).
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where d is the distance to the group home in
feet, and a is a dummy indicating that the
sale took place after the group home an-
nouncement. We also ran the regression re-
placing d in the equation with 1/d and In(d).
In none of these cases was the coefficient on
the distance variable statistically significant.
In the above equation we multiplied the dis-
tance variable by a in order to detect a
change in the price level after the group
home announcement. Again, in none of these
cases was the coefficient on the distance vari-
able statistically significant. The results from
these regressions are presented in Table 6.
Apparently, this distance specification is too
rigid to capture market realities.

Farber (1986) also used hedonic modeling
to determine whether or not group homes ef-
fect property values. Using our data, we rep-
licate the proximity to the group home por-
tion of the Farber’s regression model; the
modified regression equation is as follows:

In(price) = By + Bisqft + B.bath
+ PB; In(frontage)
+ B, In(area)
+ Bs In(1 — age/120)
+ i + 7 In(d)
+ v; In(d)a + yqita
+ 3,months, [8]

where d is the distance to the group home in
feet, and a is a dummy indicating that the
sale took place after the group home an-
nouncement, ¢ is time relative to the an-
nouncement date, and months is months from
the earliest observation in the sample. The re-
sults for this regression, presented in Table
7, indicate that following the group home an-
nouncement there is an increase in property
values in the entire neighborhood. Moreover,
while group homes are initially placed in
lower-valued areas within neighborhoods,
after their establishment property values de-
crease with distance from the group home.
However, when we incorporate our neigh-
borhood dummy variables into Farber’s orig-
inal regression equation, the only statistically
significant result is that after the group home
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announcement prices appreciate at a lower
rate than before the announcement. These re-
sults are also presented in Table 7. Thus,
simply by allowing for flexibility in price
levels and appreciation rates across neighbor-
hoods, the modified Farber model indicates
negative, rather than positive, price effects
from group homes.

Lauber compared the change in mean
sales price two years before and two years
after a group home establishment between
fourteen group home neighborhoods and
fourteen non-group home neighborhoods us-
ing matched pairs. Lauber found the differ-
ence in the mean sales price change between
the group home neighborhoods and the non-
group home neighborhoods to be statistically
insignificant. Using our sample, we consid-
ered those properties near, or within 750 feet
of the group home, to be ‘‘group home
neighborhoods,”” and those properties be-
yond 750 feet to be ‘‘non-group home neigh-
borhoods.”” Thus, we effectively have seven
group home neighborhoods and seven non-
group home neighborhoods across which we
can compare changes in mean sale price be-
fore and after a group home announcement
(we use the announcement date rather than
the date of the group home opening as our
event date). Unfortunately, for the Blooming-
dale group home, we did not have any sales
occurring two years before the announce-
ment in the non-group home neighborhoods,
so we were unable to make a meaningful
comparison of changes in mean sale price.
Thus, our workable sample includes the re-
maining twelve group home and non-group
home neighborhoods.

The change in mean sales price for each
group home and non-group home neighbor-
hood is presented in Table 8. The average
change in mean sales price is $6,607 for
neighborhoods with group homes, and is
$2,438 for neighborhoods without group
homes. We conduct a t-test to determine if
the average change in mean sale price for
group home neighborhoods is statistically
different from the average change in mean
sale price for non-group home neighbor-
hoods; like Lauber, we find no statistically
significant difference. To draw conclusions
from comparisons of this nature is danger-
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TABLE 7

REGRESSION RESULTS (FOLLOWING FARBER)
(DEPENDENT VARIABLE = In(price))

Original Modified
Variable Coefficient Coefficient
Constant 9.083 10.102
(49.282) (51.017)
sqft 0002290 0002196
(14.626) (13.601)
bath 182 134
(11.435) (8.782)
In( frontage) .048 054
(2.096) (2.504)
In(area) 120 11
(6.084) (5.713)
In(1 — age/120) .109 .069
(1.775) (4.635)
Months from 1/5/84 -.006 —
(—21.469)
D, — -.075
(—2.069)
D; — -.096
(—2.674)
D, — 029
(.651)
Ds — -.187
(—17.699)
Dg — -.570
(— 18.545)
D, — -.372
(—13.622)
t — 054
(6.722)
Dt — 041
(3.697)
Dt — .005
(.338)
D4t - - 005
(—.285)
Dst —_— - .0 1 8
(2.347)
Dgt — —.050
(4.476)
Dit — .042
(3.539)
a 295 079
(1.890)* (.542)
In(d) 037 .009
(2.445)%** (.634)
In(d)a —.045 -.014
(—1.983)** (—.679)
ta —.0004948 —-.036
(—.069) (—3.093)**x*
Adjusted R? 849 878

Note: t-statistic in parenthesis.
* Significant at 0.05 (one-tailed test); ** significant at 0.025 (one-tailed test); *** significant at 0.01
(one-tailed test).
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TABLE 8

CHANGES IN MEAN SALES PRICE TWO YEARS BEFORE AND TWO YEARS
AFTER GROUP HOME ANNOUNCEMENT (FOLLOWING LLAUBER)

Group Home Non-Group Home

Neighborhood Neighborhood
Glen Ellyn $18,600 <$17,834>
Countryside $3,750 $12,167
Naperville <$37,496> <$28,979>
Winfield $1,490 $22,584
West Chicago $31,250 $19,589
Westmont $22,050 $7,102
Average $6,607 $2,438
Standard deviation $24,368 $21,045
t-stat —.5494

ous, however, because we have not con-
trolled for quality. For example, if one were
to find a larger difference (increase) in mean
sale price near the group home it could mean
that group homes improve neighborhood
property values, or that it is those households
inhabiting the larger, higher-priced houses
which leave the neighborhood first in re-
sponse to a group home announcement.
Finally, we attempt to replicate the he-
donic pricing model of Galster and Williams
(1994), who found for two group homes in
their sample of nine that neighborhood prop-
erty values declined within a two-block ra-
dius in response to the group home’s estab-

lishment. They run a series of regressions
which incorporate a dummy variable, close,
which indicates whether the subject property
is within two blocks of the group home. We
replicate their regression equations using
near (being within 750 feet) for the close
variable. Results are presented in Table 9.
In the first regression, which does not in-
clude neighborhood dummies, results indi-
cate that property values close to the group
home are declining throughout the sample
period. In the second regression, the distance
variable close is multiplied by a dummy vari-
able indicating that either the sale took place
before (pre), or after (post) the group home’s

TABLE 9

REGRESSION RESULTS (FOLLOWING GALSTER AND WILLIAMS)
(DEPENDENT VARIABLE = In(price))

Regression 1

Regression 2 Regression 3

Constant 9.342
(67.243)

sqft .0002483
(16.141)
bath 172
(11.021)
In(frontage) 046
(2.032)
In(area) 116
6.171)
In(1 — age/20) .130
(8.359)
yr1985 .057
(.939)
yr1986 216

(3.748)

9.304 9.262
(66.793) (64.679)
.0002508 .0002504
(16.359) (15.807)
172 157
(11.083) (9.864)
046 046
(2.035) (2.042)
120 126
(6.407) (6.641)
.136 132
(8.642) (8.437)
.060 .067
(1.004) (1.125)
221 227
(3.853) (3.978)
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TABLE 9

REGRESSION RESULTS (FOLLOWING GALSTER AND WILLIAMS)

(DEPENDENT VARIABLE = In(price)) (continued)

Regression 1

Regression 2

Regression 3

yr1987
yr1988
yr1989
yr1990
yr1991
yr1992
yr1993
yr1994
yr1995
close
closepre
closepost

D closepre
Dclosepost
Dclosepre
Djclosepost
Dsclosepre
D;closepost
Dyclosepre
Dyclosepost
Dsclosepre
Dsclosepost
Dgclosepre
Dgclosepost
D;closepre
D;closepost

Adjusted R?

351
(5.941)

431
(7.489)

(11.137)
794
(13.561)
839
(13.695)
—.030
(—2.154)**

.855

353
(5.984)

600
(10.368)
634
(11.010)
787
(13.483)
829
(13.556)

—.056
(—3.259)%**
—.001
(—.026)

.856

358
(6.107)

(11.478)
787

(13.591)
.829

(13.599)

(2.529)%*
~ 118
(—3.354)r*x

(—1.928)*
—.148
(—2.943)%**
~.029
(—.760)
—.108
(—1.869)*
026
(.664)
860

Note: t-statistic in parenthesis.
* Significant at 0.05 (one-tailed test); ** significant at 0.025 (one-tailed test); *** significant at 0.01

(one-tailed test).
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establishment. We find that property values
are decreasing prior to the group home an-
nouncement, which suggests that group
homes are placed in value depressions. In
their third regression, Galster and Williams
incorporate neighborhood dummies in con-
junction with the variables just described. In
replicating this regression we find a mixed
bag of statistically significant results: values
are decreasing before the announcement in
Countryside, West Chicago and Westmont
neighborhoods, decreasing following the an-
nouncement in the Winfield neighborhood,
and increasing following the announcement
in the Bloomingdale neighborhood.

The probable cause of these conflicting re-
sults in the third regression is that price lev-
els across neighborhoods are forced to be the
same across time. That is, the Galster-Wil-
liams model forces the price level of proper-
ties which are beyond 750 feet (or beyond
sight) of any particular group home to be the
same across time as all other sample proper-
ties which are not within 750 feet (or in
sight) of a group home. It is our incorpora-
tion of neighborhood intercept and slope
shifters which corrects for this problem.

Using DuPage County data, we have tried
to replicate four studies, three of which con-
cluded that group homes do not negatively
affect neighborhood property values. In our
replication of these studies, we find no evi-
dence that group homes adversely affect
neighborhood property values. In our replica-
tion of a fourth study which finds some evi-
dence that group homes do affect property
values, we find mixed results, which are
probably driven by the fact that the model
forces price levels to be the same across
neighborhoods through time. Thus, the prox-
imity variables substitute for neighborhood
dummies to an extent that may swamp the
effects of group homes. It seems appropriate
to conclude, then, that it is our model, and
not our data, that is driving our statistical re-
sults.

VII. CONCLUSION

In our regression analysis of property val-
ues in seven Du Page County, Illinois, neigh-
borhoods which experienced the establish-

November 2000

ment of a group home, we find a decline in
property values for those properties in sight,
or within 200 feet of a group home at the
time of the announcement. We do find some
evidence that group homes are placed in de-
pressions in the value surface within neigh-
borhoods.

We attempt to replicate several previous
studies, three of which found no evidence of
neighborhood property values being affected
by group homes. When testing these models
with our sample, we also find no evidence of
group homes affecting property values. In
testing a fourth model which does find evi-
dence that group homes negatively affect
property values, we find mixed results which
are likely due to the fact that the model con-
strains prices to be the same across neigh-
borhoods. Thus, we conclude that it is our
modeling of the effect of group home an-
nouncements on property values across space
and time that is allowing the hypothesized
impact of group homes to be revealed.

A contribution of this paper is the manner
in which these observations across time and
space are incorporated into a type of event
study. Group home announcements dates,
which occur over a period of years, are
treated as occurring at time zero. We then in-
corporate dummy variables into both the in-
tercept term and the slope. The former allows
us to detect price differentials at the an-
nouncement date across neighborhoods,
while the latter handles different rates of ap-
preciation across neighborhoods.
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