
constraining oneself. If that constraint is valuable in the case
of hoas, then homes within hoas will sell for more than
comparable homes outside of hoas. 

Theory does suggest
that hoas increase
home value. The rights
and responsibilities that
come with an hoa
affect a home’s value,
just as do the number of
bedrooms and the qual-
ity of the local schools.
A great house in a com-
munity with a poorly
designed or badly man-
aged hoa is a great
house in a bad neigh-
borhood. Developers,
therefore, have an incen-
tive to write constitu-
tions for their hoas that
optimally balance con-
straints and costs with
benefits. Homeowners,
as well, have incentives
to ensure that their hoa
is well-managed and
pursues the communi-
ty’s best interests. 

Surprisingly little
work has been done to
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Do homeowners associations raise property values?

What Are Private
Governments

Worth?
BY AMANDA AGAN AND ALEXANDER TABARROK

George Mason University

rivate governments” such as home-
owners associations and condominium
cooperatives provide all manner of collective
consumption goods, from road mainte-
nance, trash collection, and snow removal to
transportation, policing, and medical care.
These organizations were practically

unheard of in 1960, but today some 54.6 million people in the
United States live in various neighborhood associations. That
figure continues to rise each year because a majority of new
housing units in rapidly growing urban areas are privately gov-
erned. Local private governments are also becoming common
in Britain, Spain, Brazil, and even in several former and current
communist nations, including Russia and China.

Homeowners associations (hoas) would seem to have
passed the market test, but not without controversy. Some res-
idents chafe at restrictions imposed by associations on home
improvements, pets, the number and age of residents, and so
forth. Others are upset that associations need not operate under
the rule of one-person, one-vote, but instead often impose
property requirements (one home, one vote) and other limi-
tations on the franchise.

A  N E T  B E N E F I T ?

Constraint is the essence of all government. The important
question is whether constraining others is worth the price of

P“



REGULATION FA L L  2 0 0 5    15

test this theory. One of the few empirical attempts to ascertain
the value of hoas appeared in a recent issue of Regulation
(“Accountability and Private Governments,” Spring 2005). In that
article, authors Laura Langbein and Kim Spotswood-Bright ask
the right question: “Do homeowners associations affect prop-
erty values?” Unfortunately, they fail to answer that question.

Langbein and Spotswood-Bright argue on theoretical
grounds that the governing boards of hoas can become dom-
inated by special interest groups and thus fail to maximize the
interests of most owners. While their arguments are well-taken,
all governments, public and private, face the same problems.
Nor do they acknowledge that developers of hoas have incen-
tives to minimize special interest politics and can do so in part
by designing constitutions with property restrictions, super-
majority voting, and quorum rules. 

In their empirical work, Langbein and Spotswood-Bright
use data from only six homeowners associations and no data
on comparable homes or condominiums outside of hoas.
Thus, they are unable to answer the fundamental question.

Instead of testing whether hoas raise or lower sales prices,
the authors look at the effect of association fees on sales prices,
and they find that higher fees are associated with lower prices.
We believe their model is misspecified and misinterpreted.
Without going into those problems in detail, consider that
Langbein and Spotswood-Bright find that associations that
provide more services have lower sales prices, even after hold-
ing fees constant. We should be suspicious of any empirical
model that produces results at such variance with economic
theory and common sense.

A N O T H E R  E F F O R T

In an effort to determine if hoas have a positive or negative
effect on home values, we collected sales data from five zip
codes in the Washington, D.C., suburban area of Prince
William County, Va., from the years 2000–2004. The zip codes
we examined were 22192, 20155, 22026, 20112, and 20181,
representing the Lake Ridge, Gainesville, Dumfries/Montclair,
Manassas, and Nokesville areas, respectively. 

Prince William County is an ideal testing ground because
it contains a mix of homes in and out of hoas. Our data include
information on house characteristics such as age, lot size, and
the number of bathrooms, bedrooms, fireplaces, levels, and
style (colonial, contemporary, rambler etc.). We also have infor-
mation on sales prices and whether the house is within an hoa.
Internal house characteristics will help us to control for dif-
ferences in units inside and outside of hoas. 

However, as any real estate agent will tell you, there is a fac-
tor that influences house prices even more than the number of
bedrooms, fireplaces, and levels—location, location, location.
Our data also allow us to locate homes by subdivision. zip code
areas are quite small; zip code 20112, for example, contains just
over 6,000 housing units. But subdivisions are much smaller;
within zip code 20112 alone we have data on nearly 250 subdi-
visions. In our empirical work, we will compare houses in hoas
with houses outside of hoas but within the same subdivision.
Because the subdivisions are small, intra-subdivision compari-
son will control for a wide variety of factors that could influence
house prices. Such factors include the quality of local schools,
local crime rates, noise levels, travel time to the nearest shoppingM
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malls and major highways, neighborhood composition, and so
forth. Residents within hoas, of course, will have access to some
property value–enhancing facilities such as swimming pools that
residents outside of hoas do not, but it is precisely the value of
those amenities and other hoa-associated rights and responsi-
bilities that we wish to measure. By focusing on houses within
the same subdivision, we can be confident that we are measur-
ing effects that are due to hoas and not to locational advantages
not associated with hoas. 

SECESSION OF THE SUCCESSFUL? In Table 1, we show
that the mean sales price for houses within hoas is actu-
ally lower than mean price for houses without hoas. Of
course, this comparison does not control for house char-
acteristics or location, so the difference in value is not a
good estimate of the effect of hoas. 

The difference, however, does explode a common
myth. In his book Privatopia, Evan McKenzie character-
izes hoas as being “privatization for the few.” Similarly,
Robert Reich, secretary of labor under President Bill Clin-
ton, refers to the hoa movement as “secession of the suc-
cessful.” Yet, in Northern Virginia and many other 
growing areas of the country, neither of those charac-
terizations is correct. Most houses sold during this time
period were sold within hoas. Thus, although hoas do
represent privatization, it is a privatization for the many,
not the few. Similarly, hoas can hardly be said to repre-
sent “secession of the successful” when homes within
hoas are often less expensive than relevant alternatives.

HOA VALUE Houses within hoas may differ from hous-
es without hoas in various valuable characteristics, e.g.,
the average number of bedrooms. Thus, in Table 2, we
compare houses within and outside of hoas after con-
trolling for a variety of housing characteristics. This com-
parison will give us a more precise estimate of how much
hoas contribute to house value. 

In the first column of Table 2, we control for inter-
nal housing characteristics and the year of sale. We log
the sales price so that the coefficients can be interpret-
ed as the percentage change in the sales price caused by
a change in the specified variable. We find, for example,
that houses in hoas are 6.1 percent more valuable than
similar houses located outside of hoas. In the second
and third columns, we introduce further controls for
house style and location effects (zip code and subdivi-
sion). The coefficient on hoa is robust across the

columns. In the third column, which contains the most con-
trols, we find that hoas raise house value by 5.4 percent.

The typical house within an hoa during the time period we
studied sold for $255,000. We thus estimate that membership
in an hoa increased house value by nearly $14,000. In an effi-
cient market, the annual fee for hoas would be capitalized in
the sales price, so the $14,000 increase in home value is the net
value of living within an hoa, i.e., the increase in value after
all the benefits and costs of hoas are summed. 

Examining the other coefficients, we can express the value
of an hoa in another way. Holding all else equal, we estimate
that consumers value a three-bedroom home in an hoa about
as much as a four-bedroom home without an hoa. We suspect
that most people consider this a significant increase in value,
which helps to explain why hoas have become so popular.

The increase in house value caused by hoas is especially
remarkable when one considers that residents of hoas pay
twice for many local services—once in taxes and then again in
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TA B L E  1

Mean Sales Price by HOA Status
Prince William County, Virginia

Mean Sales Price Number of Units

Within HOA $255,580 10,911

Without HOA $313,130 1,068

(1) (2) (3)
Control for Control for Control for
Year Built Year Built, Style, Year Built, Style, 

and ZIP Code ZIP Code, and 
Subdivision

LnPrice LnPrice LnPrice

HOA Membership 0.061 0.051 0.054

(0.009)** (0.008)** (0.019)**

Baths 0.121 0.103 0.069

(0.003)** (0.003)** (0.006)**

Beds 0.051 0.049 0.054

(0.004)** (0.004)** (0.006)**

Fireplaces 0.100 0.095 0.056

(0.005)** (0.004)** (0.009)**

Levels 0.010 0.008 0.005

(0.003)** (0.002)** (0.002)**

Acres 0.039 0.035 0.028

(0.005)** (0.005)** (0.004)**

Subsidy 4.30e-08 2.45e-08 3.62e-08

(3.82e-09)** (2.95e-09)** (1.17e-08)**

Townhouse -0.476 -0.468 -0.421

(0.006)** (0.005)** (0.015)**

Age 0.0000714 0.0000418 0.0000325

(0.0000117)** (0.0000103)** (9.13e-06)**

Basement 0.130 0.121 0.077

(0.008)** (0.007)** (0.009)**

Constant 11.388 11.590 11.832

(0.018)** (0.056)** (0.101)**

Observations 11,966 11,901 11,901

R-squared 0.81 0.85 0.92

Robust standard errors in parentheses (all columns). Robust standard errors clustered on 
subdivision (column 3). * indicates significant at 5%; ** indicates significant at 1%

TA B L E  2

The Value of HOAs and Other Amenities
Prince William County, Virginia
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hoa fees. It is also worth noting that we find that hoas
increase value by at least 5–6 percent. Competition tends to
push prices down to marginal costs, so as the privatization of
local government continues, the estimated price-premium may
fall even as consumer benefits from hoas increase. 

C O N C L U S I O N

Local private governments are expanding in number both in
the United States and around the world. Local private govern-
ments are also expanding in scope, with many offering private
security and a few even offering services such as day care,
schools, and courts to arbitrate homeowner disputes. 

Our data indicate that houses in hoas in Northern Virginia
are worth, on average, more than 5 percent more than similar
houses in the same neighborhood but outside of hoas. Given
those large advantages, it is not surprising that hoas are grow-
ing rapidly.

We have shown that hoas increase house value, but many
questions remain unanswered. Do hoas increase house value
because they offer better-quality services than local government?
Or do hoas increase house value because they offer services that
local governments cannot (e.g., more restrictive zoning) or do
not (e.g., greater security)? How does the governance structure
of hoas impact house value? Can we find, for example, what
people are willing to pay for term limits or supermajority rules?
Studying hoas may also help us to identify how and why local

governments are failing to maximize returns for their residents.
Ideally, the knowledge provided by private governments could
be used to improve services for everyone. 
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