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ABSTRACT 

Governmental i n te rven t ion  i n t o  the  economy has exacerbated 
the negative ef fects  of the energy c r i s i s  on the  b u i l t  environment. 

Examples considered inc lude three e x p l i c i t  attempted 
amel iorat ions of the problem, and two programs o r i g i n a l l y  intended 
f o r  o ther  purposes, bu t  w i t h  harmful impacts on the  b u i l t  env i ron-  
ment. These inc lude:  

I. const ruc t ion  i n s u l a t i o n  subsidies; 
I I .  
111. 
I V .  zoning l e g i s l a t i o n ;  and 
V .  r e n t  con t ro l .  

bu i  1 d ing  codes requ i  r i n g  operat ing windows ; 
encouragement of so la r ,  wind power; 

Facing the i n te rna t i ona l  economies i n  the 1980s i s  the  problem o f  
supplying adequate housing, a t  a f fordable p r ices .  Skyrocketing o i l  costs, 
moreover, preclude energy-using o r  energy-intensive housing s t ra teg ies  on a 
l a rge  scale. 

have enacted p o l i c i e s  s p e c i f i c a l l y  aimed a t  the a l l e v i a t i o n  of the  impact o f  
the energy c r i s i s  on housing. These have included: I .  subsidies f o r  ex t ra  
b u i l d i n g  i nsu la t i on ;  11. 
w i t h  operat ing windows ( t o  economize on a i r  cond i t ion ing  demands; 111. 
couragement f o r  the c rea t i on  o f  so la r  power and o ther  a l t e r n a t i v e  o r  " s o f t  
path" energy sources both i n  new cons t ruc t ion  and as  add i t ions  t o  e x i s t i n g  
dwell  ings. 

Given t h i s  d i f f i c u l t  economic environment, governments the  wor ld  over 

requirements t h a t  ( o f f i c e )  bu i l d ings  be constructed 
en- 
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I n  add i t ion ,  governments have enacted l e g i s l a t i o n  which wh i le  aimed 
a t  o ther  soc ia l  -economic ob jec t ives ,  have serious repercussions on the on the 
energy-bu i l t  environment c r i s i s .  These inc lude I V .  zoning (which a l t e r s  the 
l oca t i ona l  sett lement pat terns,  and has consequent imp l ica t ions  f o r  energy 
demands needed f o r  o f f i c e  - home t r a v e l ;  and V .  r e n t  con t ro l  (which d i s -  
courages new r e s i d e n t i a l  r e n t a l  u n i t  const ruct ion,  and speeds up the deter-  
i o r a t i o n  of o lde r  s t ruc tu res ) .  

I t  s h a l l  be the thes i s  of t h i s  paper t h a t  these b a s i c a l l y  we l l  
i n ten t i oned  programs 

1 )  do not  e f f i c i e n t l y  accomplish t h e i r  own announced goa 

2 )  have unintended and de le te r ious  consequences on unre 
markets; and 

3 )  t h a t  the p r i c e  system, i f  al lowed t o  operate, i s  t a i  

i n  many cases even r e t a r d  t h e i r  achievement; 
s ,  and 

a ted  

or-made 
t o  coordinate the e f f o r t s  o f  the  economy t o  ad jus t  t o  an 
increase i n  the r e l a t i v e  p r ices  o f  energy inputs .  

I .  
cons t ruc t ion  which economizes on t h i s  p a r t i c u l a r  expenditure. Such a c t i v i t y  
i s  indeed der ivab le  from the  basic axioms o f  economics. 
of downward s lop ing  demand, as the p r i c e  o f  heat ing  o i l  r i s e s ,  l e s s  of i t  
w i l l  be demanded. And according t o  the law o f  subs t i t u t i on ,  if less  fuel i s  
purchased, o ther  items w i l l  be bought instead, i n  an attempt t o  recoup l o s t  
u t i l i t y .  One o f  the  ways o f  mainta in ing a given l e v e l  o f  i n t e r n a l  tempera- 
t u r e  w i t h  less  f u e l  i s  i n s t a l l  i w r e  b u i l d i n g  i nsu la t i on .  This  i s  among the  
market 's responses t o  a-n o i l  shortage. 

There i s  no doubt t h a t  h igher  fuel costs lead t o  the type of housing 

According t o  the law 

We can i l l u s t r a t e  t h i s  w i t h  

Insu la t i on  

3L z' 
Diagram #1 

an isoquant diagram, showing how various temperature outputs  are r e l a t e d  t o  
b u i l d i n g  i n s u l a t i o n  and fue l  inputs ,  ho ld ing  constant a l l  o ther  determinants 
such as age and e x t e r i o r  cons t ruc t ion  o f  bu i l d ing ,  care i n  keeping windows 
and doors shut, e f f i c i e n c y  o f  heat ing equipment e t c .  S t a r t i n g  o f f  w i t h  the  
isocos t  l i n e  I ,  the  consumer f i nds  h i s  optimal consumption po in t  of A .  When 
the  r e l a t i v e  p r i c e  o f  fuel w i t h  respect t o  i n s u l a t i o n  r i s e s  (Budget l i n e  11) ,  
h i s  equ, i l ibr ium p o i n t  s h i f t s  t o  B, a move, as can be expected, from the more 
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i expensive t o  the  l e s s  expensive i n p u t . l  
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The d i f f i c u l t y  w i t h  a government subsidy o f  b i i i l d i n g  i n s u l a t i o n  
because of a r i s e  i n  the  r e l a t i v e  p r i c e  o f  fuel i s  t h a t ,  as we have seen, 
each i n d i v i d u a l  a l ready  has an i n c e n t i v e  t o  economize on the  now more expen- 
s i v e  o i l ,  and t o  s u b s t i t u t e  the  proper  c o n s t r u c t i o n  m a t e r i a l s  i n  o rder  t o  
ma in ta in  temperature l e v e l s .  I f  the  government comes a long w i t h  a d d i t i o n a l  
encouragement f o r  t h i s  movement, i t  w i l l  l e a d  t o  an overoptimal s h i f t  i n  t h i s  
d i r e c t i o n .  

i 

Nor i s  there  much weight t h a t  can be given, i n  t h i s  case, t o  a pos- 
s i b l e  counterargument based on monopoly o r  e x t e r n a l i t i e s ,  the  usual j u s t i f i -  
ca t ions  made f o r  government i n t e r f e r e n c e  w i t h  market a l l o c a t i o n .  For a t  t h e  
o l d  resource a l l o c a t i o n ,  the  one p r e d a t i n g  the  o i l  p r i c e  r i s e  ( p o i n t  A i n  
diagram #1)  there  was never any j u s t i f i e d  c r i t l c i s m  p u t  f o r t h  on these 
grounds. To use the  monopoly o r  e x t e r n a l i t i e s  argument now, i n  defense o f  
ve to ing  choices a r r i v e d  a t  i n  the  marketplace, would be t o  imply  t h a t  these 
phenomena are r e l e v a n t  f o r  a p r i c e  change, b u t  n o t  t o  i n d u s t r i e s  where p r i c e s  
are r e l a t i v e l y  s t a b l e .  

11. 
i n c l u d i n g  opera t ing  windows i n  new cons t ruc t ion .  
fashioned devices are the  economies which can be a t t a i n e d  i n  avo id ing  a i r  
c o n d i t i o n i n g  expenses on days i n  which an open window w i l l  serve j u s t  as w e l l .  
On t h e  o t h e r  s i d e  are ranged a e s t h e t i c  cons iderat ions,  and savings which can 
be e f f e c t e d  a t  the  t ime o f  the i n i t i a l  investment (g lass  w a l l s  have fewer 
moving p a r t s  and a r e  thus cheaper t o  b u i l d ,  than w a l l s  w i t h  opera t ing  win- 
dows). 

But n such argument has ever been o f fe red  i n  b e h a l f  

A s i m i l a r  ana lys is  app l ies  t o  the  b u i l d e r ' s  dec is ion  w i t h  regard t o  

o f  monopoly o r  e x t e r n a l i t i e s .  9 

I n  f a v o r  o f  these o l d  

A t  t h e  t ime be fore  t h e  OPEC-inspired quadrupl ing o f  o i l  p r i c e s ,  the  
non-windows o p t i o n  may have made b e t t e r  sense. But i n  an era  o f  h i g h  energy 
costs ,  t h e  f u e l  savings, because o f  lessened a i r  c o n d i t i o n i n g  usage through- 
o u t  t h e  e n t i r e  l i f e  o f  t h e  b u i l d i n g ,  may outweigh the  e x t r a  i n i t i a l  investment 
i n  windows. ( A l l  s tocks and flows discounted by a s u i t a b l e  r a t e  o f  i n t e r e s t . )  
It may even, i n  extreme cases, j u s t i f y  window i n s t a l l a t i o n  a f t e r  a b u i l d i n g  
has been i n  operat ion.  

the  p r i v a t e  ent repreneur  cannot make mistakes. 
The case f o r  government non- in te r fe rence i n  t h i s  dec is ion  i s  n o t  t h a t  

From t h e  e x  ante v a n t a g e p o i n t  

We assume a l l  goods t o  be "normal". t h a t  i s ,  t o  have p o s i t i v e  income 
e l a s t i c i t i e s ,  

* I f  anything, the  s i t u a t i o n  i s  the  very opposi te .  l a k e  the  monopoly 
argument, f o r  example. 
resource a l l o c a t i o n  has any a p p l i c a t i o n  a t  a l l ,  i t  i s  t o  the  s t a t i c  model o f  
r e a l i t y  where p r i c e s ,  among o t h e r  t h i n g s ,  do n o t  change. I t  would n o t  app ly  
t o  t h e  dynamic model w i t h  anyth ing o f  the same force i f  a t  a l l .  See, i n  t h i s  
regard, I s r a e l  K i rzner ,  Competit ion & Entrepreneurship (Chicago: U n i v e r s i t y  
o f  Chicago, 1973); Joseph A.  Schumpeter, Capi ta l ism,  Socia l ism -_l__ll and D e m o c r 3  
(New York: Harper & Row, 1962); Murray N. Rothbard, Man Econom and Sta te  

I f  the  view t h a t  monopoly b r i n g s  about i n e f f i c i e n t  

(Los Angeles: Nash Publ ish ing,  1970) chapter  10; Walter *FG--. B oc 
Monopoly Theory - A C r i t i q u e " ,  Journal o f  L i b e r t a r i a n  Studies, Volume 1 ,  
Number 4 (1977). 
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of h igh fuel costs, the market 's non- inc lus ion of windows i n  the  cases of 
hundreds and even thousands o f  o f f i c e  and r e s i d e n t i a l  towers can be seen t o  be 
i n  e r ro r .  Had these p r i v a t e  inves tors  been able t o  f o r e t e l l  the  fu ture i n  
t h i s  regard, they would have g lad l y  inc luded windows i n  t h e i r  bu i ld ings .  
can i t  be denied t h a t  there  are bureaucrats who might have been able t o  make 
b e t t e r  dec is ions -- even i n  the  absence o f  any such advance knowledge. 

The case f o r  leav ing  con t ro l  o f  the  b u i l t  environment i n  the  hands o f  
markets, no t  governments, i s  so le ly3  t h a t  when the  businessman makes an e r ro r ,  
he loses f i n a n c i a l l y ,  thereby, and i f  he chooses wrongly too  often, o r  on 
l a rge  p ro jec ts ,  he i s  forced i n t o  bankruptcy and must d i v e r t  h i s  energies i n t o  
o ther  areas.4 This has a " c h i l l i n g  e f f e c t " ,  t o  say the  l eas t ,  on the cont inu-  
a t i o n  of ent repreneur ia l  e r r o r .  

Nor 

The cont ras t  w i t h  the government sector  i s  s ta rk  indeed. When the  
bureaucrat inves ts  pub1 i c  funds i n e f f e c t i v e l y ,  o r  when the p o l i t i c i a n  passes 
a law which creates l a rge  scale f i n a n c i a l  losses, no automatic feedback mech- 
anism comes i n t o  p lay.  Pub l ic  dec is ion  makers r i s k  the money o f  o ther  people 
(taxpayers) and need no t  s u f f e r  any personal f i n a n c i a l  reverses as a r e s u l t  of 
e r r o r .  

The conclusion o f  t h i s  sect ion,  then, i s  t h a t  despi te  the p o s s i b i l i t y  
of ent repreneur ia l  e r r o r  i n  b u i l d i n g  glass wal led skyscrapers r i g h t  before an 
era o f  h igh f u e l  pr ices,  i t  would be unwise t o  subs t i t u te  the judgment of the  
government which i s  a r t i f i c i a l l y  protected from market forces. 
ways the d i s t i n c t  p o s s i b i l i t y  t h a t  a f t e r  compell ing o r  subs id iz ing  the  i n c l u -  
s ion  o f  operat ing windows i n  new const ruct ion,  a new era o f  low fue l  p r i ces  
may come along and upset present bureaucrat ic  ca lcu la t ions .  And if the pres- 
en t  energy p r i c e  trends continue, the entrepreneur i s  as f u l l y  capable as any- 
one e l se  o f  judging t h  mer i t s  o f  operat ing windows -- and r i s k s  on ly  h i s  own 

There i s  a l -  

money i n  h i s  decision. 5 

3 We abst rac t ,  here, from the moral j u s t i f i c a t i o n s  f o r  the operat ion o f  
p r i v a t e  p roper ty  r i g h t s .  See i n  t h i s  r e  ard, Robert Nozick, Anarchy, State 
and Uto i a  (New York: Baslc Books, 19743 and Murray N. Rothbard, For a New 
h e w  York: Macmillan, 1973). 

which of course are no t  examples o f  t he  operat ion o f  f r e e  markets. 
instances, consumer sovereignty has been abrogated. 

by a government dec is ion  t o  fo rce  people t o  pay as taxpayers what they had 
refused t o  purchase as customers. 

the  costs  o f  operat ing an a i r  cond i t ioner  s p i l l  over t o  t h i r d  p a r t i e s  i n  the 
form o f  uncomfortable and unasked f o r  ex t ra  heat. I t  might appear . that  t h i s  
would g ive  scope f o r  government i n t e r v e n t i o n  -- f o r  example, a specia l  a i r  
cond i t ioner  tax .  But the  external  diseconomy ar ises,  here, because of i n -  
complete s p e c i f i c a t i o n  o f  p r t va te  p roper ty  r i g h t s :  the  s t ree ts  are unowned. 
This  case i s  not one o f  "market f a i l u r e " ,  bu t  one i n  which the  compet i t ive 
en terpr ise  system has been precluded from operating. If metropol i t a n  s t ree ts  
were al lowed t o  be p r i v a t e l y  owned, there  would be no heat s p i l l  over effects 
o f  bir cond i t ion ing  upon t h i r d  pa r t i es .  The ex terna l  diseconomy e f f e c t  would 
be banished i n  one f e l l  swoop. The heat would p e r t a i n  t o  second pa r t i es ,  the 

4 We abst rac t  from cases such as the  Lockheed o r  Chrys ler  ba i l ou ts ,  
I n  such 

The market has r e  'ected 
the  products o f  these corporat ions,  bu t  t h i s  choice has been s h o r t - c i r c u i t e  --.L--a 

5 To be sure, there  are e x t e r n a l i t y  e f f e c t s  i n  t h i s  case, s ince some of 














