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Abstract Residential treatment centers offer the most intense form of (reatment
for substance abuse and are ofien embedded in residential
neighborhoods. As a resuit of the Patient Protection and Affordable Care
Act, the number of treatment centers has been forecasted to burgeon,
We examine the external effect of residential rehab ceniers on nearby
real csiate. As addiction (reatment centers are planned, a common
responsce of nearby property owners is “‘not in my backyard” (NIMBY).
Using a large MLS dataset from central Virginia, we estimate the impact
of substance abuse (reatment centers on nearby home prices and
liquidity (as measured by time on market). We find that a neighboring
treatment center is associated with an 8% reduction in nearby home
prices, and that this discount is magnified for treatment centers that
specifically treal opiate addiction (as much as 17%).

The primary residence is perhaps the greatest single investment made by an
individual and the mantra “location, location, location’” is an ever-present concern
of a prospective buyer. Before purchasing a home, 2 savvy buyer will frequently
research the community and the school system, as well as the crime statistics,
When homeowners are made aware of an application for a special use permit
for the possibility of an addiction treatment center being located in their
neighborhood, initial concern for persenal and household safety. followed by the
stark realization that home values in their neighborhood may be adversely affected,
almost always lead homeowners to the universal response of “not in my backyard”
(NIMBY). The typical opposition to a proposed substance abuse treatment facility
is based on two visceral concerns: an increase in crime risk and a related decrease
in properly values. The primary purpose of this paper is to examine the lafter
claim empirically, determining whether there is significant evidence that treatment
centers have a negative impact on nearby real estate,

Ex ante, it is not clear that substance abuse treatment centers will adversely impact
neighboring real estate, which motivates our empirical examination of this
externality. On one hand, there may be a priori reasons (0 suspecl that trealment
facilities will not have much of an impact on neighboring real estate. Locating
addiction treatment centers in residential areas has become commonplace.
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Treatment centers tend to be inconspicuous and may have blackout curtains and
minimal signage (or no sign). The housing is often gated and locked at a certain
time of the day. Generally, clients enrolled in residential treatmenl programs are
not allowed to interact with the “locals™ of the neighborhood or leave the
premises. Under current law (discussed in the next section), despite their
challenges. residential treatment centers have relatively few limitations on where
they are sited.

On the other hand, like many negative externalitics or NIMBY issues, there are
reasons to suspect that rehab facilities may adversely impact neighboring real
estate. Substance abuse is a multifaceted health issue and many patients in
residential treatment have a dual diagnosis: a mental health issue and an addiction
(Connery, 2011). The Substance Abuse Mental Health Services Administration
(SAMIHSA, 2008) surveyed 14,423 facilities in 2008 and had a response rate of
94.1%. The SAMHSA survey indicated that 39% of the clients in treatment centers
had a dual diagnosis. Tn addition, concurrent alcohol and drug addiction accounted
for approximately 45%, while clients in treatment solely for drug abuse accounted
for 34%—36% and 18%-20% of the patients only abused alcohol (SAMHSA,
2008).

One consequence of localing drug and alcohot rehabilitation centers in residential
areas is that patients in substance abuse treatment programs frequently leave or
are administratively discharged before successful completion. At some poini,
experts say that, “relapse is an almost unavoidable—and potentially vseful—step
in recovery” (Shaffer, 2012). For many, intensive residential treatmenl is a “lasl
resort.” A healthy family of an addict will decline to “‘enable” negative behavior
and, instead, will insist that the alcoholic/addict experience the “consequence”
of the decision to use again and refuse treatment. In other words, the family will
often not offer any form of financial support and the addict will have (o fend for
himself or herself. In addition to having a substance abuse disorder and possibly
a dual diagnosis, those who relapse and leave treatment prior to completion ofien
have limited job skills and perhaps even a criminal record—factors that make
employment a challenge. Thus, as a practical matler, nearby neighbors may have
valid concerns that the presence of a treatment center will be accompanied by
additional unemployed or even homeless addicts on the streel near the area in
which the treatment center is located. This perception of elevated risk in these
areas may then be reflected in the market prices of nearby real estate.

The likely occurrence of relapse combined with the probability of criminal charges
and/or convictions associated with substance abuse corroborates the argument that
the presence of a treatment center may bring objectionable consequences into a
cominunity. The purpose of this paper is to use market data to assess whether
there is substantial evidence of nearby real estate being adversely impacted by the
presence of treatrnent centers, consistent with the potential risks that proximity to
these [acilitics may bring. As a clear-cut NIMBY issue, this paper contributes to
the broader literature of examining the market effects of specific externalities or
environmental factors in real estate. Our study contributes to the literature by being
the first to examine the effect of substance abuse treatment ceniers on the
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surrounding real estate market and, more generally, adding to our understanding
of external factors that impact home prices.

Substance Abuse Treatment: Salient issues,
Recent Trends, and Related Literature

[t is anticipated that the impact of the July I, 2014 changes to insurance coverage
under the Affordable Care Act (ACA) will cause the number of treatment centers
to burgeon and thus. a study of the effect of nearby addiction treatment centers
on real estate is timely. Prior 10 investigating treatment centers’ effects on nearhy
real estate, it is crucial (o understand the background of substance abuse treatment
and why the current issues motivate the examination of potential real estate
externalities,

Although accurate statistics of drug or alcohol disorders are difficult to obtain,
according to a Harvard Medical School Special Health Report, between 15% and
28% of Amerjcans will have a substance use disorder sometime during their
lifetime and this estimate does not include addiction to nicotine (Shaffer, 2012).
Residential treatment has become a more common way 1o treat addiction and, like
many areas in healthcare services, residential rehabilitation has become a growth

industry.

Broadly speaking, there are three types of treatment centers: intensive outpatient
program (IOP), inpatient treatment, and partial hospitalization program (PHP).
Typically, JOP treatment centers offer each client nine hours of group therapy, one
hour of individual therapy, and one hour of case management {managing auxiliary
services) per week. IOP clients either live in a halfway house or at home with
strict guidelines established by their primary therapist. Although halfway houses
can vary greatly, they generally have full-time house managers and mandaiory,
random urinalysis. Inpatient programs require clients to live at the facility in which
all treatment takes place and may either be freestanding or hospital-based. PHP,
also known as the “Florida model,” is a hybrid version of inpatient treatment and
intensive outpatient treatment: individuals go to a counseling center during the
day, and after a full day of therapy sessions return to off-site housing located in
a neighborhood. Behavioral health technicians work at the off-site facilities around
the clock.

Mandatory addiction treatment (commitment) does not exist under the law. An
addict must choose to be in a recovery program. It is interesting to notc that all
three of the substance abuse treatment models include the possibility of group
housing in neighborhood settings.

Projected Increase in SUD Treatment Facilities: MHPAEA and the

ACA

The Patient Protection and Affordable Care Act (PPACA), also known as Obama
Care, made sweeping changes to Menta!l Health/Substance Use Disorder
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(MH/SUD) insurance coverage that went into effect on July 1, 2014. To
understand the ramifications for residential treatment centers, it is pecessary to
hriefly examine the legislative history of MH/SUD insurance coverage. Prior to
July 1, 2014, the high cost of MH/SUD treatment meant that it was only available
to patients with (or whose families have} considerable means, or those whose
health insurance provided coverage. The Mental Health Parity and Addiction
Equity Act of 2008 (MHPAEA) attempted to address the unequal treatment of
MH/SUD health insurance coverage and legislated equal treatment beiween MH
/SUD benefits and medical/surgical benefits. If a plan had MH/SUD coverage,
then it must be on par with the medical/surgical benefits offered under that policy.
The MHPAEA did not mandate that an insurance policy must cover MH/SUD
and only applied to group health plans sponsored by employets with 50 or more
employees. Both individual and small employer group policies were specifically
exempled from coverage (MHPAEA Fact Sheet).

The PPACA mandates that MH/SUD coverage be included in marketplace health
insurance policies as an “essential health benefit” as of July 1, 2014 (MHPAEA
Fact Sheet). The effect of inclusion of MH/SUD coverage as an essential health
benefit is that the MH/SUD parity rules now apply to non-grandfathered
individual and small group plans (Beronio, Po, Skopec, and Glied, 2013). With
expansion of the “parity rules” and inclusion of MH/SUD coverage as an
essential health benefit under the ACA. it is anticipated that the number of patients
having access 1o expensive addiction treatment options will grow exponentially,
as will the number of treatment centers.

Antidiscrimination Housing Laws

When a proposed treatment center is sited, concerned members of the community
frequently pressure lawmakers or hire attorneys, causing treatment centers to fight
protracted legal battles that attempt to prevent the opening of the center. However,
numerous laws hinder such NIMBY efforts, providing legal basis for treatment
centers to be located just about anywhere. There are several federal laws that
prohibit discrimination in housing based on a “disability” and define disability
as: “Any person who has a physical or mental impairment that substantially limits
one or more major life activities; has a record of such impairment; or is regarded
as having such impairment™ (HUD).

Substance abuse disorders are clearly recognized disabilities and thus are covered
under fair honsing laws. Federal housing laws that prohibit disability-based
discrimination and ensure equal housing opportunities are briefly discussed below.

Fair Housing Act. The Fair Housing Act (FHA)} was designed to prohibit
discrimination in housing. In 1988, the FHA was amended to include persons with
handicaps (o the protected classes under the FHA, 42 U.S.C. §3604(f)(3)(B). The
definition of “handicap™ under the FHA is very broad, and drug addiction and
alcoholism are considered to be disabilities that are covered. The FHA also has a
provision (42 U.S.C. §3604()(9)) that permits the exclusion of those “‘whose
tenancy would conslitute a direct threat to the health or safety of other individuals
or ... would result in substantial physical damage to the property of others.” Thus,



""Nat in My Bockyard'™ | &7

the FHA does not protect an individual currently using illegal drugs or a person
with a conviction of distributing or illegally manufacturing a controlled substance.

The FHA covers almost every aspect of a real estate transaction. According to (he
Act, it is illegal to discriminate in the sale or rental of a dwelling against a person
with a disability. Thus, an alcoholic/addict cannot be denied housing based solely
on his or her addiction. The Act does permit “‘reasonable local, State or Federal
resiriction regarding the maximum number of occupants permitied to occupy a
dwelling” 42 U.S.C. §3607(b)(1). This exemnption is for living space per occupant
and is intended to promote health and safety, not exclude group homes from
residential areas.

Although a person with a conviction for dealing or illegaily manufacturing a
controlled substance is not protected under the FHA, a drug distribution conviction
does not automatically exclude a person from invoking the Rehabilitation Act or
the Americans with Disabilities Act.

Rehabilitarion Act. §504 (45 CFR Part 84) of the Rehabilitation Act of 1973
prohibits any entity from receiving federal funds from discriminating on the basis
of a disability. Drug addiction and alcoholism are covered under this act as well.
Cammunities have attempted to nse zoning laws to exclude treatment centers.
Under §504, if a community’s zoning regulation excludes substance abuse
treatment centers, that community risks losing its federal funds.

Awmericans with Disabiliies Act. Among other things, the purpose of Title II of
the Americans with Disabilities Act (ADA) is to eliminate discrimination in
housing against people with disabilities. This Act has further reach than §504 of
the Rehabilitation Act because the receipt of federal funds is not required for Title
Il of the - ADA to apply.

Zoning and Case Law. Zoning regulations create perhaps the biggest barrier to
entry for a substance abuse center. As a practical matter, when considering a
proposed site for a treatment center, the owners prefer to avoid spending a ot of
time and money fighting a protracted court battle associated with a zoning
ordinance. This mindset, however, did not stop a significant case from being
appealed io the United States Supreme Court by Oxford House, a self-supporting,
resident-run, residential treatment program. In the landmark case of Ciry of
Edmmonds v. Oxford House, Inc., et al,, 314 U.S, 725 (1395), the City of Edmonds
attempted to use an occupancy restriction in a zoning ordinance to exclude
treatment centers from residential areas. The zoning ordinance in question allowed
an valimited number of related persons to live in a home and attempted (o restrict
the number of unrelated persons living in a single-family dwelling to five. The
City of Edmonds claimed that the §3607(h)(1) exemption to the FHA applied to
the city’s zoning ordinance. In a 5-4 decision, the Supreme Court held that a
zoning ordinance that defined a family in such a way as to exclude treatment
centers was unlawful. The ordinance was not 2 maximum occupancy provision
but a provision describing who may compose a “family” and, thus, it violated the
FHA. This case was a critical victory for the “Oxford House Model” because
this community-based treatment program leases houses located in upscale
neighborhoods across the U.S.
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The bottom line is that there must be a “rational basis” for zoning regulation to
be valid and localities have consistently been prohibited from discriminating
against substance abuse treatment centers. Absent drastic changes to the laws
outlined above, it is clear that residential centers are here to stay, and that if
challenged in court, NTMBY proponents will have an uphill battle. Thus, given
the growth trends in this industry, the potential risks posed to neighbors, and the
laws that protect the treatment centers’ rights to locate almost anywhere, what is
the consequence for reul estate when a treatment center is located in one’s
“backyard,” so to speak?

Related Literature in Real Estate

Researchers have long recognized that namerous externalities impact the
marketing oulcomes of residential real estale. These exlernalities may include, [or
example, neighboring pollution,' or even the condition of adjoining or nearby
properties and/or the tenant’s behavior living in such properties. Real property
has intangible benefits or disamenities, which are determined targely by public
perception and capitalized indo the pricing and marketing duration of residential
properties. Furthermore, negative externalities are likely to significantly impact the
marketing outcomes of properties in close proximity to the properties being
marketed for sale, as well as impact the desirability ol the overall neighborhood.
Such “stigma’ events are likely to be correlated with an exodus of higher income
residents caunsing a “snowball” effect in declining properly values (McCluskey
and Rausser, 2003).

There are a number of researchers who analyze the degree to which external or
neighborhood factors, both positive and negative, arc capitalized in residential
rcal cstate marketing outcomes. For example, Thaler (1978) finds a ncgative
relationship between necighborhood crime rates and property values. Gibbons
{2004) finds an inverse relationship between vandalism and property values in
London. As one would expect, robbery and aggravated assault rates have a
significant and negative impact on property values (Thanfeldt and Mayock, 2010).
Pope (2012) found that decrease in crime rates had a positive effect on property
values. particularly in those cities with substantial decreases in crime rates. Using
a microspatial approach, Rosiers (2002) examined the impact of the visual
encumbrance of power lines on property value and finds that on average il
negatively impacts value by approximately 10%, but increases to 14% in areas
where setback in property lines are less.

As a result of the recent economic and housing coliapse, there are several sludies
that have examined the impact of foreclosed properties. Foreclosed properties may
present a variety of negative effects on neighboring propertics, including (but not
limited to) the “eyesore effect” where neighboring foreclosures that have tong
been vacant adversely impact the aesthetic appeal of the neighborhood. Such
studies inclnde Harding, Rosenblatt, and Yao (2009), Lin, Rosenblatl, and Yao
(2009), Daneshvary, Clauretie, and Kader (2011). Daneshvary and Clauretie
(2012), and Agarwal, Ambrose, Chomsisengphet, and Sanders (2013). Generally,
these studies find negative neighborhood spillovers from foreclosed or distressed
properties.
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A review of the lirerature does not reveal any specific examples of residential drug
rehabilitation centers and their impact on neighboring property values. However,
there is analogous literature of undesirable neighbors impacting property values,
For example, Congdon-Hohman (2013) finds a significant and negative effect on
home values located within one-eighth of a mile of a methamphetamine lub. The
effect dissipates both as time passes after the discovery of and distance from a
meth lab. Reichert, Small. and Mohanty (1992) estimate the impact of landfills
on nearby real estate, finding a negative impact when located within several blocks
of an expensive housing area. They find an effect that ranges from 5.5% to 7.3%,
depending on the distance from the landfill. Indeed, the authors find that the
percentage impact on older, less expensive properties to be significantly less (3%—
4%) relative fo the more expensive properties. Similarly, Hite, Chern, Hitzusen,
and Randall (2001) find significant differences in property values located within
3.25 miles of a landfill.

Other studies have shown that a variety of other external factors affect real estate
market outcomes. Coulson and Leichenko (2001) find that designated properties,
as well as neighboring properties, are significantly impacted by historical
designations. Other examples include the impact of registered sex offenders on
the marketing outcomes of neighboring properties. Three recent studies have
examined the impact as to the proximity of registered sex offenders. Most recently.
Wentland, Waller. and Brastow (2014) found that close proximity to sex offenders
rendered large price and liquidity effects, declining but significant out to one mile,
The authors also found amplified effects for homes with more bedrooms, a proxy
for children, and whether the nearby offender was convicted of a violent sex
offense. Linden and Rockofl (2008) found significant reductions in home prices
across radii of less than 0.1 miles and 0.1 to 0.3 miles when an offender moves
in. Pope (2008) found properties located within 0.1 miles of a sex offender
significantly reduced home values.

Data

We use residential real estate data from a multiple listing service (MLS) located
in central Virginia, including Richmond and other surrounding areas. MLS data
are critical for any externality study, particularly those that analyze both time on
market and price, becanse it contains both the list date and sell date (or withdraw
date) of residential properties. while tax data and other publically avatlable data
usually only include the property's date of sale. This is critical because nearby
amenities or disamenities may be capitalized into a home’s price, liquidity, or
some combination of the two. In this study. we examine both. While the expected
sign of living near a potential disamenity is likely negative for the price estimates,
the estimated impact on liquidity is theoretically ambigaous. While the disamenity
may lower the arrival rate of potential buyers, lengthening the time on market,
the seller may be willing to discount the home in part to counteract this effect.

The sample is composed of listings in the residential real estate market over
approximately a decade, between 2001 and 2011. The initial housing data contains
207,793 observations (including both sold and unsold properties). Among others,
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Exhibit 1 | Summary Stotistics

Variable Mean Sid, Dev.
List Price {$} 263,641 142,300
Sale Price {3) 242,114 127,608
Time on Market {in Days} 85.45 79.99
Rehab Cenfer (Dummy Var. = 1 if the home is near o rehab center 0.0003 0.02
(distance specified in each table), O otherwise)

Age (in Years) 2499 26.16
Acreage Q.79 1.91
Square Feet 2,143.29 888.25
Bedrooms 3.60 077
Baihrooms 2.38 0.82
Foreclsure {Dummy Var, = 1 if foreclosure, O otharwise) .02 0.12
Number of levels 1.83 0.65
Pool (Dummy Var. = 1 if the hame has a pool, 0 otherwise) 0.05 0.23
Bassment [Dummy Var, = 1 if they have & basement, O otherwise) 0.17 0.38
Short Scle [Dummy Var, = 1 if short sale, O otherwise} 0.02 0.13
Tanant {Dummy Vor. = 1 if it hos a tenant of listing, O otherwise) 0.03 0.16
Vacant [Dummy Var. = 1 if the home is vacanl, O otherwise) 0.38 0.48
Taxes 1,779.95 1,311.74
HOA Fees (Dummy Var. = 1 if it has HOA fees, O otherwise) 0.32 0.47
Listing Density 64.41 577 .4C
Competition 582.22 1,062.08

Note: Location and year fixed effecls summary stafs omitted.

hedonic model that accounts for heterogeneous characteristics of both homes and
their locations, We estimate the following functional forms:

SP; = @plX. LOC, T, TOM,) + &

(1)

and

TOM, = ¢u(X,, LOC, T, LP,) + &,

(2)

where SP, is a vector for property selling price,” LP; is a vector for property listing
price X, is a vector of property specific characteristics,® LOC; is a vector for
location control using ZIP Codes (see below), T}, the variable of interest, equals
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1 if a treatment center is located nearby of a given home, and is 0 otherwise,
TOM, 1s the time on market (in days), which the literature also calls marketing
duration or a measure of liquidity, and = is an error term that is heteroskedastic-
consistent and clustered by ZIP Code.?

Hedonic analysis of the housing market requires some control for spatial
heterogeneity because location itself is a key source of differences in housing
prices. The goal is to disentangle specific proximity 10 a treatment center from
broader location differences that explain real estate prices. Following numerous
studies in the real estate and urban economics literature, we chose ZIP Code fixed
effects to control for unobserved heterogeneity across these areas so that the
explanatory variables’ effects are identified from variation within a given area (or
even in a given year, as is the case for time fixed effects). In effect, our results
may then be interpreted as the treatment center’s effect on home prices given
comparable homes within the same ZIP Code, but located further away. In this
sense, we are attempting to disentangle the broader location effect from the
proximity to a treatment center by essentially comparing homes within a certain
ZIP Code. Further, we explore alternative location controls (census tracts, block
groups, and blocks) in a similar vein, as well as altering the control group itself
by confining it to natrow bands around a rehab facility. Appropriate location
controls can disentangle the negative externality effect from simply a “bad
neighborhood™ or “‘bad part of town” effect.

Simulfaneous Equations Approach: System ldentification

Numecrous studics in rcal estate and urban economics model price and time on
market in a simultaneous system (like 2SLS or 3SLS) given likely joint
determination of these factors. A seller can always lower price to increase
liquidity, and vice versa. Yet, a home's sale price and timc on market are
determined by virtually identical factors. Econometrically. this creales an
identification problem because if one wants to model this simultaneity with a
system of equations, then, by definition, such a system could not be identified
using identical exogenous variables. While a number of empirical studies
acknowledge this simultaneity,"” Turnbull and Dombrow (2006) and Zahirovic-
Herbert and Turnbuil (2008) have identificd a novel way of overcoming this
identification problem through their incorporation of variables that rcpresent
market conditions from other listings on the market. Below we summarize a
solution to this identification issue, as we utilize an adapted form of this approach
to model price and liquidity in a simultaneous system.

Following Krainer’s (2001) search market model, one can model a home’s
expected liquidity, E[TOM], (measured as a home’s marketing duration or time
on market) and expected house sale price, E[SP], as simultaneously determined
and implicitly defined as:

FE[SPY, E[TOM), T, X, LOC, C) = 0, (3)
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where T is an indicator of whether a home is near a rehab treatment center, X
is a vector of house (and market) characteristics, LOC is location controls, and
C are neighborhood market conditions. The latter variable, C, represents
neighborhood market conditions that have an ambiguous external effect on local
properties. On one hand, when the number of nearby homes that go on the market
increases. the supply of additional homes on the market ought to negatively impact
the price and liquidity of a nearby home (i.c., “a competition effect”). On the
other hand, the ingreased traffic generated from additional nearby homes on the
market could actually positively impact a home’s price and liquidity, which is
termed ‘‘a shopping externality effect.” Empirically, the sales price and time on
market can be represented as separate functions with jointly distributed stochastic
errors £, and ey

SP = @(TOM. T, LOC, X. C) + ¢, 4

and

TOM = ¢.(SP, T, LOC, X, C) + &;. (5)

The vector C (i.e., market conditions or neighborhood competition) and another
vector, L (i.e., listing density), are the keys to Turnbull and Dombrow’s (2006)
solution to over-identifying this system of equations (since equations 3 and 4 are
not yet identified). Neighborhood competition, C, is a measure that accounts for
“nearby houses for sale as long as each competing listed house overlaps with the
period that this house is on the market, inversely weighted by the distance between
the houses to reflect the assumption that nearby houses will have stronger effects
on the sale of this house than houses thal are farther away™ (Zahirovic-Herbert
and Turnbull, 2008).}! Listing density, L, is similarly defined as ‘“‘the measure
of competing overlapping listings per day on the market” (Zahirovic-Herbert
and Turnbuil, 2008), where: L(i} = Z(1 — D(, /) {min[s(i), s(j}] — max{i(i),
I(H1}/s(iy — Ué) + 1. Essentially, both measures capture neighborhood market
conditions by quantifying the marketing overlap of nearby homes on the market
simultaneously, however, listing density is weighted by time on market. Turnbull
and Dombrow (2006) point out that a change in competition while holding selling
time constant is also the partial derivative with respect to listing density (and it
is easy to see that d¢,/dC = d¢,/dL). Therefore, we can rewrite our system of
equations to reflect:

SP = ¢ (TOM, T, LOC, X, L) + ¢, (6)
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and

TOM = ¢ (SP. T, LOC, X. C) + &,. (7)

Both L and C vectors uniquely identify the simultaneous system. Further, we
supplement (his approach by using different location controls across equations,'?
We estimate the system of equations (5) and (6) using three-stage least squares
(3SLS) in the next section to generate a coefficient estimate of the effect of a
nearby treatment center on price and time on market. We model simultaneity using
a 3SLS approach because it incorporates an additional step with seemingly
unrelated regression (SUR) estimation to control for correlations between error
terms.

Alternative Specifications and Robustness

While the baseline results include location ¢ontrols, an additional way (o isolate
the treatment effect of a rehab facility is by limiting the control group {o homes
closer Lo rehab facilities more generally (i.e., omitting observations sufficiently far
from any rehab facility). Methodologically, the comparison is then belween homes
that are near a rehab treatment facility and homes jusL outside a given range.
Specifically, we explore (he effect of a rehab center (within 1/8 mile) on nearby
real estate as compared to similar homes further out (i.e.. within 1.5 miles, 1 mile,
and 2/3 mile, respectively). This approach allows us (o further homogenize
location as a robustness check, and (o provide additional evidence thal the external
effect is specific to the rehab facility, and not simply the part of town in which il
is located.

We also examine whether facilities that only treat opiate addicts (commonly
known as methadone clinics) have a larger impact on nearby real cstate. Clinics
that treat heroin or prescription addicts, for example, often use buprenorphine or
mcthadone as part of the rchabilitation process. Nearby residents may perceive
patients who are still intoxicated, albeit at a lower dosc, as an elevated crime risk.
Approximately half of the 36 treatment centers in our sample only treat opiate
addiction (hereinafter referred to as methadone clinics). We examine whether
nearby real estate is more affected by methadone clinics specifically.

Results

Baseline OLS Resulis

The baseline OLS results provide evidence that nearby treatment centers adversely
impact surrounding home values, but have little if any impact on property liquidity.
Estimating equations (1) and (2), Exhibit 2 shows that this adverse effect is nof
qualitatively sensitive to the choice of the definition of “nearby.” Column 1 shows
that the presence of a rehab center within 0.125 (1/8) miles 1s associated with
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approximately an 8% reduction in home values. The correspouding impact on
time on market is not statistically significant at any conventional level, providing
initial evidence that the exlernalily is primarily capilalized into home prices, rather
than liquidity. Indeed, columns 2 and 3 show that homes sold for approximately
6% or 5% less if they were located within 0.15 miles or 0.175 miles of a rehab
center, respectively. While qualitatively similar, these coefficient estimates also
provide some evidence that the externality may be diminishing in distance, as
additional, further properties are included in the latter estimates. The regressions
tabulated in columns 3 and 6 tell approximately the same story as column 4, in
that there is little evidence that rehab centers have a statistically significant impact
on a home’s liquidity.

The real estate literature has not adopted a single way to control for spatial
heterogeneity. In Exhibit 3 we examine a few common alternatives to controtling
for location. The initial estimates in Exhibit 2 use ZIP Codes to contral tor spatial
heterogeneity. In Exhibit 3, we use census tract fixed effects (columns 1 and 4),
block group fixed effect (columns 2 and 5), and block fixed effects (columns 3
and 6). Census tracts, according to the U.S. Census, are “small, relatively
permanent statistical subdivisions of a county ... designed to be homogenous with
respect to population characteristics, economic status, and living conditions.”
Census block groups are subsels of census tracls; and, blocks are further subsets
of block groups. One can think of these as different measures of “neighborhoods,”
broadly to more narrowly defined. The results from the price regressions in Exhibit
3 are consistent with Exhibit 2, falling within a fraction of a percentage point of
one another, with an effect of approximately 7.2% to 7.9%. Columns 4-6 in
Exhibit 3 also show that substance abuse treatment centers are not associated with
a statistically significant impact on nearby property liquidity. Overall, it is clear
that the estimates of the effect of a substance abuse treatment center on nearby
real estate is not particularly sensitive to the choice of location controls, providing
evidence that the external effect of substance abuse treatment centers is robust.

Simultaneous Equation Resulis

When price and time on market are modeled within a simultaneous 3SLS system
of equations, the estimated effect of a nearby subsiance abuse treatment center on
home price and liquidity are similar to the OLS results, finding that nearby
substance abuse treatment centers are associated with an approximately 8% drop
in home values (within 1/8 mile). Column 1 in Exhibit 4 displays this result. Like
the initial OLS results, the 3SLS estimations also show that substance abuse
treatment centers have little impact on nearby property liquidity, as the externality
appears to be capitalized into price exclusively. Exhibit 4 provides additional
evidence that the external impact of substance abuse treatment centers is robust
to multiple modeling approaches that are common in empirical real estate studies.

Exhibit 4 also provides evidence that not all substance abuse treatment centers
may be perceived by nearby residents as presenting equal risk. Tt is possible that
methadone clinics have a greater NIMBY sentiment from the broader community.
We test this proposition empirically by exclusively examining the effect of
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Exhibit 4 | [ffec: of a Neorby Rehob and Mathadene Teeatment Center on a Home's Price ond

liquidity
Dependent Dependent Dependerit Dependent
Varioble: Variable: Variable: Varioble:
IntSale Price]  In{Days on Markefl  In{Sale Price) In{Days on Markef)
{n 2) {3 {4)
Rehab Center = 1/ 8 Mile -Q.077** —0.009
(—2.44) (—0.04)
Meth, Center = 1/ 8 Mile —0.174* 0.192
(=2.35) (0.33)
InlAge of Heme) —0.063"** 0.125*** —0.063"** 0.125%*
(—118.93) {10.89} (—118.92} {10.86)
Acreage 0.019~ 0.026*** 0.019"* 0.027**
(42,37} (5.22) (42.38) (5.24)
Sq. Ft. 0.000**  ~0.000* 0.000" -0.000*
[232.99} (=7.14) [233.00) {(-7.10)
Bedrooms -0.023*~ 0.093** —Q.023** 0.093***
(-23.53)  (11.70) (—23.52} (11.69)
Bothrooms 0.024** -0.054*** 0.024™* ~0.053**
(22.80) {-5.75) [22.80) (—5.73)
Foreclosure -0.153*** -0.025 —0.153** ~0.026
(~34.57) {—0.62) (—36.60) (—0.64)
Mumber of Levels -0.018*** 0.077* -0.018** Q.077***
{-18.27} (9.51) {—-18.27) 2.51)
Pool 0.027*** -0,038** 0.027 ~0.038*"
(11.63} {—2.04} (11.82) {—2.03}
Basement 0.039**  ~0.062*** 0.039** —0.061**
(2413} [—4.68] (24.13) (—4.67}
Short Sale -0, 115" 0.529*** -0.115 0.528*
{—20.08) {11.42) {—20.07) {(11.40)
Tenant —0.080**" 0.078** —0.080** 0.078"*
(—21.18) {2.48) {(—-21.19) {2.45)
Vacant —0.041*** 0.240** —0.041%* 0.240%*
[—24.467) (22.44) (—34.68) [22.42)
Taxes {3} 0.000*** 0.000* 0.000™" 0.000*
(91.96) (1.82) (91.95) (1.86)
HOA Fees 0.059***  ~0.076*** Q.059** —0.07&"*
(41.51} {—5.07 {41.50} {—5.05}
In{Time on Marke) 0.050*** 0.050*
(45.52) (45.45)
In{Sale Price) 1254 1.248**
{7.48) (7.44}
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Exhibit 4 | (continuad)
Filzct of 0 Neorby Rehab and Methadone Treatment Center on a Home's Pice and Liquidity

Dependent Dependent Depandent Dependent
Variable: Variable: Variable: Variahle:
In{Sale Price]  In{Days on Markel]  In{Sale Price} In{Days on Markef}
{1 (2) {3 (4]
Listing Density 0.000"* 0.000"
(21.93) (21,95}
Competition 0.000*+* 0.000**
[21.48) (21.50)
Location Confrols J e K v
Year Fixed Effects 7 7 g v

Notes: This table presents the results of hedonic 35LS models showing the effect of o nearby li.e., within
0.125 mile} rehab facility, and a rehab facility that reats methadone eddiction specifically, on a property’s
sale price and fime on market; constant omitied here for brevity. Z-stofisfics are in parentheses. The number
of observations in columns 1-4 is 110,361,

*Significant at the 10% level.

** Significant ot the 5% level.

*** Significant at the 1% level.

methadone clinics. Columns 3 and 4 in Exhibit 4 display the results of the same
3SLS estimations as columns | and 2, but confining the treatment variable to a
dummy variable that equals one if the home is within 0.125 mile of a methadone
clinic. The coefficient estimates in Exhibit 4 indicate that homes within 0.125
miles of a methadone clinic sell for approximately a 17% discount relative to
homes that are located farther away, holding other factors constant. There is little
evidence, however, that these clinics affect nearby home liquidity. Overall, Exhibit
4 provides evidence that the market differentiates among risks generated by these
potential externalities, and the treatment centers that may be perceived as having
a higher risk to their neighbors have a much greater impact on the surrounding
real estate market,

As a robustness check, in Exhibit 5 we explore the extent to which the control
groups matter, finding results generally consistent with those in Exhibit 4, A
critigne of hedonic models for estimating any externality might be that the
interpretation of the dummy variable essentially defines the control group as
homes not located near (within 0.125 miles) the potential externality. Defining the
control group in this way may present some unobserved spatial heterogeneity
issues, To address this issue, in Exhibits 5 and 6 we estimate the same regressions
as Exhibit 4, but confine the sample to homes that are located within 1.5 miles,
1 mile, and 0.6 miles of a rehab facility respectively. The results are consistent
with the initial 3SLS estimates in Exhibit 4, and by extension, the initial OLS
estimates in Exhibits 2 and 3. Both exhibits show that homes near substance abuse

JOSRE | Vol. 6 Mo, 1 -2014
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88 La Roche, Waller, and Wentiand

treatment centers are still negatively impacted, and by approximately the same
magnitudes. Indeed, the last two columns are particularly striking. Given that this
is already a *“*within neighborhood™ estimation, by controlling for location, the
fact that the substance abuse treatment center result is robust when the control
group is reduced to 1 mile and 0.6 miles indicates that unobserved spatial
heterogeneity is not likely driving the core results of this paper. More intuitively,
this provides strong evidence that the substance abuse treatment center effect is
not simply a “bad part of town effect.,” in that we are comparing ““apples with
apples” across the dimension of location; and, the principle characteristic
distinguishing the variation in prices in these areas is the presence of a nearby
substance abuse treatment center. Based on these results, we cannot conclude that
there is a robust impact on property liquidity, bat there appears to be a robust
negative relationship between the presence of a substance abuse treatment center
and nearby home values.

Conclusian

In this study, we find evidence that residential substance abuse ireatment centers
adversely impact the price of neighboring homes. We find that homes within 1/8
mile of a treatment center sell for approximately 8% less than otherwise
comparable homes that are located further away. Furthermore, we find that the
market differentiates between potential risks that nearhy treatment centers may
carry, as living near a methadone clinic that treats opiate addictions such as heroin
or morphine may be associated with a reduction in home values by as much as
17%. We find little evidence that nearby treatment centers affect a home’s time
on matket.

Examining this particular externality is important to the broader literature on
neighborhood externalities and environmental factors, as well as the specific
literature on the issue of residential treatment centers. The PPACA has expanded
MH/SUD coverage and made intensive treatment options affordable, and as a
result, demand for effective substance abuse treatment is increasing. Operating a
treatment center is a growing industry and it is reasonable to assume that new
centers will be built nationally, many of which will be sited near or within
residential communities. Indeed, there is very little that individuals and localities
can do to prohibit a substance abuse treatment center from locating in a residential
area because alcohol and drug addiction is considered to be a handicap and thus
alcoholic/addicts in recovery are members of a protected class under the federal
anti-discrimination housing laws. Hence, as residential treatment centers become
more common, it 1§ important to undersiand all their effects, including the effects
they may have on nearby real estate and how markets price the potential risk of
nearby externalities.

Endnotes

For a more complete review on the impact of environmental externalities, see Boyle and
Kiel (2001).
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* Consistent with other real estate studies, we called outliers from our data set, confining
our data lo more “ilypical” range ol homes listed at less than $1,000,000, fewer than
10 bedrooms, fewer than 16 acres (99% of abscrvations), property laxes paid that were
less 310,000 (99% of observations), and younger than 150 years old (99% of
observations). For our other dependent variable of interest, ime on markel, we similarly
tim the 19 extremes. Generally, the findings are not scnsitive to dropping these
observations. Further, important lo disclose how our daia has been trimmed for
transparency and replicability. As an additional quality check, a sample ol the MLS data
was compared 10 county tax records, which contain data on price and hounsing
characteristics.

* There were approximately 153, 96, and 60 properties listed within 0.175 miles, 0.15
'miies. and 0,123 miles of a rehab treatment facility respectively. over the time period
of our study. Given the very recent and projected growth of rehab centers nationally,
luture research will be able 1o take advantage of addilional homes (dala points) being
bought and sold near rehab facilities.

* The choice of this radius does not fundamentally alter the qualilative conclusions of this
study. The definition of one’s “backyard” is somewhat ambiguous, and may difler
depending on an individual's perception. Some externality studies use 0.1 mile, 0.2 mile,
or 0.3 mile as a radius to examine a given externality. While similar results arc obtained
looking at bands slightly larger and slighily smaller. we [ollow Congdon-Hohman (2013)
and use 1/8 mile in most of our ebulated regression results, An easy way to think of
0.125 miles, 0.15 miles, and 0.175 rmiles is that these are 2.5 minute. 3 minute. and 3.5
minule walks respectively (assuming a pace of 3 miles per hour),

* For recent examples of amenity or disamenity studies of externality effects, see Asabere
and Huffman (1991), Gibbons (2004}, Linden and Rockoff (2008), Pope {2008), Rossi-
Hansberg, Sarle, and Owens (20103, Campbell, Giglio, and Pathek (2011), Hoen, Wiser,
Cappers, Thayer, and Sethi (2011), Daneshvary, Clauretie, and Kader (2011), Grout,
Jacger, and Plantinga (2011). Daneshvary and Clauretic (2012), Congdon-Hohman
(2013), Guignet (2013), Linn (2013, Munneke, Sirmans, Slade, and Turnbull (20 13),
and Wentland, Waller. and Brastow (2014),

' Recent examples include neighborhood foreclosure effects (Harding, Rosenblait, and
Yao, 2009; Lin, Rosenblall, and Yao, 2009; Agarwal, Ambrose, Chomsisengphet, and
Sanders, 2010).

? Kuminoff, Parmeter, and Pope (2010) survey 69 hedonic studies and found that 80%
rely on linear, semi-log, or log-fog lunctional form. We have explored a number of non-
linear functional forms and our results remain robust. Rather than repeal all of the above
models with various non-linear explanatory variables, the authors will produce resuolts
ol aliernative specifications upon request.

% For example, we use the following property specific variables: square footage, age,
acreage, number of bedrooms, bathrooms, number of stories, new, vacant. HOA fees.
whether it has a pool, a tenant, a basement, and whether it is a short sale or loreclosure.
We also include year fixed effects to control for variation over time.

" When we explore different location controls later, we will cluster by location (e.g.,
census fract, block group, or block).

' For example, see Yavas and Yang (1995), Knight (2002). and Tarnbull and Dembrow
(2006).

' Specifically, both our paper and Zahirovic-Herbert and Turnbull (2008) calculate C in
the following way: “The days-on-market or selling time is s(f) — i) + 1, where K1)
and s(7) are the listing date and sales date for house i. Denoting the listing date and
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sales date for house j by X j) and s{ j), the overlapping time on ihe markel Tor these two
houses is min[s{{). s(;}} — max{K/), I{/}]. The straight-line distance in miles between
houscs 7 and j is D(, j). The mcasured competition for house 7 is; C() = 1 = D,
S {min[s(i, s)] — max[i7), ()]} where the summation is (aken over all competing
houses J, that is, houses for sale within one mile and 20% larger or smaller in living
area of hoovse /" (Zahirovic-Herbert and Turnbull, 2008).

At the suggestion of a reviewer, we also identify the system by using diflerent control
variables. A simple way to do this is (o use different locatton controls, We use ZIP Code
lixed eliecis in the price equation, and census tract fixed effects in the time on market
equation. Generally, the resulfs are not very sensitive 10 which location controls are used
in each equation. Further, the results are similar when we use the Turnbull and Dombrow
(2006) method alone to identify the systam,

1 According to Belsley (1988), when there are sirong interrelations among error terms,
35LS is psed instead of 28LS in estimating systems of egquations because it is more
efficient. Specifically, one would cxpect unobservables that conwibute 1o emror in
estimating price to be also correlated the error in liguidity.

1 See www.census.gov tor more detail, specifically: http:// www.census.gov/geo/www/
cob/tr_metadata huml#gad.

-
N
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