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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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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 
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.. 
111. The Three Mile Island scare and the jump in conventional fuel prices 
have led, not  unexpectedly, t o  an increased interest i n  different sources of 
energy. These have included solar energy, windmi 11 s , wind power hydro- 
electric and t i d a l  power, and the use of geothermal and organic alcohol fuels 
for electricity. 
been strongly urged by such public figures as Barry Comnoner, Tom Hayden, Jane 
Fonda and Robert Redford. Unhappy, however, w i t h  the limited business inter- 
es t  in these alternatives, and not content to wait for the lure of the profit 
motive in developing them, these and other 3ike minded people have instead 
advocated government subsidies for "soft p a t h "  energy sources. 

B u t  this strategy i s  sadly mistaken. For the reason businessmen have 
shown l i t t l e  interest in these "counter culture'' sources has l i t t l e  to do with 
the operation of free markets. On the contrary, i t  i s  mainly because of gov- 
ernment subsidies to other, competing energy suppl ies.6 The Price-Anderson 
Act and the Atomic Energy Comnission, for  example, have glven support t o  
nuclear resources; billions of dollars from the ublic purse have been allot- 

Re1 iance on these so called "soft pa th"  a1 ternatives have 

ted t o  shale oil and synthetic fuel experiments. ? 
The Rural Electrification Adminis t ra t ion,  established in 1934, and 

the various state electrical rate structure laws, a1 though not specifically 
created for  this purpose, have also had a retardant effect on the "soft p a t h "  
energy industry.* These policies were implemented in order t o  ensure "equal 
access" t o  electricity for customers a t  great distances from the source of 
supply even though  i t  cost much more t o  service them. Rural inhabitants, in 
other words, were not  asked t o  pay the full marginal costs of transporting 
electricity made necessary by their out-of-the-way location. 
were subsidized, in p a r t ,  t h rough  higher rates charged t o  those a t  closer, 
less costly places. 

shipping electricity in their s i t e  location decision making, and were thus 
overly encouraged t o  set t le  in rural areas; and two, bankruptcy was imposed on 

Instead, they 

This had two adverse effects. One, people could ignore the costs of 

street owners, and the usual law of contracts could be relied upon 
t o  set t le  matters; i .e. in the absence of overwhelming transactions costs, the 
street owner would impose a charge per a i r  conditioner, (ideally, per unit of 
heat emitted by a i r  conditioners on hot  days) w h i c h  would maximize his returns 
both from users of a i r  conditioner units and passersby on the street  below. 
The externality would be internalized, and we would be le f t  w i t h  the usual 
s i t u a t i o n  of two different groups bidding against each other for the use of 
scarce resources (cold a i r )  th rough  t h e  inter-mediation o f  a n  owner of the 
property rights i n  question. 

Battelle Memorial Institute, An Analysis of  Federal Incentives Used 
t o  Stimulate Energy Production, U . S. 

' M.L. Weidenbaum and R .  Ha rn i sh ,  Government Credit Subsidies for  Ener- 
gy Development, American Enterprise Insti-r Pub1 ic Pol icy-earch (19/ 6) 

8 John Baden, "Subsidized Destruction of A1 ternative Ener y , "  mimeo, 
Center for Political Economy and Natural Resources (October 1979 7 ; Richard 
Stroup and John Baden, Literature of Liberty, Volume 11, No. 4 (1979) ,  espe- 
cially pp. 26-33. 
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the  p r i v a t e  windmi l l  and so la r  power companies o f  the day which were already 
e f fec t i ve l y  competing w i t h  conventional energy supplies f o r  r u r a l  customers. 
These e a r l y  purveyors of " s o f t  1 i ne "  technology were dr iven  ou t  o f  competit ion 
by the subsidy program, even though they might we l l  have been able t o  continue 
t o  supply t h e i r  "eco log i ca l l y  sound" product i n  the f ree  market i n  the absence 
o f  t h i s  misguided po l i cy .9  One o f  the great  (although unmeasurable) losses 
a r i s i n g  ou t  o f  t h i s  subsidy program are the more than 40 years o f  research 
and development t h a t  could have been invested i n  these a1 t e r n a t i v e  technol- 
ogies, which we have l o s t  f o r  a l l  o f  t ime. 

I V .  I n  the  absence o f  zoning, the  post-1973 p r i c e  r i s e  f o r  motor vehic le  
gasol ine and o i l  would have had great  repercussions on the  urban/rural s e t t l e -  
ment pa t te rn .  
expected r i s i n g  p r i ces  i n  t h i s  sector  t o  have reduced the demand f o r  suburban 
and country l i v i n g .  
c i t y ,  and w i t h  an a l l  around decrease i n  commuting distances, the soc ie ty  
would have economized on t h i s  suddenly more expensive fue l  supply. 

But w i t h  zoning l e g i s l a t i o n  i n  a l l  major North American c i t ies ,1°  
t h i s  process has been slowed down. 
re ta rda t ion ,  s ince sett lement pa t te rns  depend upon so many o ther  factors  as 
we l l ,  bu t  b u i l d i n g  he igh t  l i m i t a t i o n s ,  minimum acreage requirements ( f o r  
s ing le  fam i l y  u n i t s ) ,  the  p r o h i b i t i o n s  o f  m u l t i p l e  apartment r e s i d e n t i a l  u n i t s  
from many zones, e t c .  have a l l  i n t e r f e r e d  w i t h  the o r d e r l y  process o f  re loca-  
t i o n .  

Since fue l  i s  an important i npu t  i n  commuting, we could have 

And w i t h  fewer people i n  the country, and more i n  the 

It i s  impossible t o  determine the  r a t e  o f  

And, although zoning programs have been launched w i t h  the best  i n -  
Zoning i s  p r i m a r i l y  

Ignored, however, are marketplace 

ten t i ons  i n  the  world, they have numerous o ther  f laws. 
intended t o  preclude the  l o c a t i o n  o f  " incompatible uses" i n  c lose jux tapos i -  
t i o n ,  e.g., p i c k l e  works and s ing le  fam i l y  homes, chemical r e f i n e r i e s  and g o l f  
courses, g lue fac to r i es  and restaurants .  
mechanisms which e f f e c t i v e l y  p r o h i b i t  such occurrences: land  values i n  
a t t r a c t i v e  r e s i d e n t i a l  areas form a b a r r i e r  against  the incurs ion  of lower 
valued uses such as fac to r i es ,  r e f i n e r i e s ,  e t c .  And i n  the case of poorer 
r e s i d e n t i a l  areas, where h igh  rea l  es ta te  p r i ces  cannot form an e f fec t i ve  
b a r r i e r  against  the  i ncu rs ion  o f  commerce, there  i s  evidence t h a t  the  i n -  
hab i tan ts  look  upon such mixed land uses as external  economies, not  d i s -  
economies, because o f  the  nearness o f  j o b  oppor tun i t ies .  I I The entrepreneur 
simply has no f i n a n c i a l  i ncen t i ve  t o  l oca te  an automobile f i l l i n g  s t a t i o n  and 
r e p a i r  shop i n  a q u i e t  r e s i d e n t i a l  neighborhood, o r  on a cul-de-sac. 
i t  might annoy the neighbors there, bu t  i t  would be too  f a r  removed from the 
stream o f  t r a f f i c  t o  be p r o f i t a b l e .  

True, 

9 A paradox i s  t h a t  the  l i b e r a l s  and l e f t i s t s  who now favor subsidies 
t o  so la r ,  a i r  and water power are the  i n t e l l e c t u a l  and s p i r i t u a l  descendants 
o f  those who favored REA-type subsidies which made impossible the  p r i v a t e  
operat ion o f  these " s o f t  path" technologies i n  the  f i r s t  place. 

See Land Use Without 
Zoning by Bernard H. Siegan (Lexington, Mass: 
Block, ed., Zoning: 
I n s t i t u t e ,  1980), espec ia l l y  "Houston: 

10 The honorable exception i s  Houston, Texas. 
D.C. Heath & Co., 1972); Walter 

I t s  Costs and Relevance f o r  the  1980s (Vancouver: Fraser 
City Planning-Glithout Zoning" w r i t t e n  

*by Roscoe H. Jones, D i r e c t o r  o f  Ci ty Planning, Houston, Texas. 

Block, Zoning, pp. 47-48. 
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Zoning has fa i led ,  too, because i t  i s  simply impossible for a group 
of bureaucrats t o  s i t  down and plan the future organization of a large c i t y  
be t te r  than the millions of people who make i t  u p ,  and whose actions can be 
coordinated by the price system. 
information a t  t h e i r  disposal. For another, their mistakes are  n o t  automati- 
cal ly  penalized by the prof i t  and loss  system, as are those of the private 
real e s t a t e  developer. 

For one t h i n g ,  they cannot have as much 

Evidence for  this contention abounds i n  the numerous Ezonings tha t  
are part  and parcel of the ordinances of every large c i t y  w i t h  this program. 
If  a small band of bureaucrats rea l ly  could successfully plan for  a wide- 
scale and long-term land use, i t  would not have t o  continually revise the 
"master plan"; i t  would not have to  resor t  to  documents which rival telephone 
books for  size, scope and d e t a i l ;  i t  would not g ive  rise t o  the speculation, 
bribery and prof i t  which accompany every actual o r  potential change in the 
rules of the game. 

V .  Rent control i s  another popular program tha t  has been enacted for  
benevolent reasons ( t o  clamp a l i d  on the rents impoverished tenants may be 
called upon t o  pay). Yet i t  has had profound and negative i m  l i ca t ions  on the 
bui l t  environment; i t  fur ther  exacerbates the energy crisis. l!  I f  i t s  pro- 
ponents had been forced t o  f i l e  "environmental impact statements" o r  "energy 
impact statements" of the sor t  imposed upon those opening new factor ies  and 
mines, there i s  l i t t l e  doubt that  such legis la t ion would have stood convicted 
of despoiling the urban se t t ing  many years ago. 

In freezing rents ,  or keeping them below the levels they would other- 
wise have reached, t h i s  program functions as a 'Skull and crossbones": i t  warns 
investors tha t  residential  rental units are no longer a safe haven for  their 
funds ,  and t h u s  d iver ts  t h e i r  cap i ta l ,  energy and ta len ts  t o  other f i e l d s .  

and deteriorated,  large and small, bu i l t  o r  unbuilt.  
the lawgivers, however, they would soon rea l ize  tha t  while owners of existing 
housing might have been t r a p p e d  i n  this f i e l d  by their previous decisions, 
owners of money capital  had no such disadvantage and were staying away, i n  
droves, from t h i s  form of investment. So they would modify their r igid laws, 
and exempt new units from controls.  

Older rent controls applied t o  fi residential  housing: luxurious 
Much t o  the dismay of 

This exemption had some beneficial e f fec ts .  Housing shortages 
(promulgated by the original rent control enactments) made new rental con- 
s t ruct ion a profitable venture, and many new apartments were b u i l t .  (A1 t h o u g h  
the fear  of l a t e r  control imposition kept new building below levels  which 
would otherwise had obtained i n  the complete absence of rent control . )  B u t  
i n  many c i t i e s  the high rents landlords were able to  charge for  these new 
uni ts  gave t h e i r  tenants impetus to  clamour for  s t i l l  additional controls -- 
on the very apartments which were supposedly t o  be free of controls forever- 
more. When pol i t ic ians  lacking in courage and vision gave i n  t o  these 

12 Walter Block and Edgar 0. Olsen, eds., Rent Control: Myths 8- 
Realit ies (Vancouver, B . C . :  The Fraser Ins t i tu te ,  1980). 
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demands,13 t h e  c a t  was o u t  o f  t h e  bag. 
once and f o r  a l l ,  t h a t  new c o n s t r u c t i o n ,  a l t hough  exempted f rom c o n t r o l s  i n  
o r d e r  t o  encourage i t  t o  come i n t o  be ing  i n  t h e  f i r s t  p lace,  was always l i a b l e  
t o  c o n t r o l  a t  a l a t e r  date.  From then  on, t h e  va lue o f  t h e  exemption was d i s -  
counted i n  t h e  marketplace, and t h e  p o s s i b i l i t y  o f  new p r i v a t e  r e n t a l  accom- 
modat ion c o n s t r u c t i o n  took a f u r t h e r  t u r n  f o r  t h e  worse -- even under t h e  
"second genera t i on " ,  " s o p h i s t i c a t e d "  r e n t  c o n t r o l s ,  which s p e c i f i c a l l y  
exempted new bu i  1 d i n g  . 

Landlords had been p u t  on n o t i c e ,  

But t h e  nega t i ve  and unintended s i d e  e f fec ts  o f  r e n t  c o n t r o l s  a r e  by 

They i nc lude ,  as w e l l ,  t h e  f o l l o w i n g :  

An e x p r o p r i a t i o n  o f  one p a r t i c u l a r  c l a s s ,  t h e  l a n d l o r d s ,  supposedly 

no means l i m i t e d  t o  d i v e r t i n g  l i q u i d  funds away from t h e  r e s i d e n t i a l  r e n t a l  
s e c t o r .  

* 
f o r  t h e  b e n e f i t  o f  poor tenan ts .  
democracies i s  based on t h e  p r i n c i p l e  t h a t  if any such income t r a n s f e r s  a re  
t o  be made t o  t h e  poor,  they should be on t h e  account o f  t h e  e n t i r e  popula- 
t i o n ,  and n o t  a burden on o n l y  one smal l  group o f  people.  

* The d e t e r i o r a t i o n  r a t e  o f  o l d e r  b u i l d i n g s  r i s e s ,  as l a n d l o r d  incen-  
t i v e  t o  i n v e s t  money i n  upkeep f a l l s  i n  p r o p o r t i o n  t o  t h e  schedule o f  a l l o w -  
a b l e  r e n t  increases.  
those t h a t  would p r e v a i l  under f r e e  market c o n d i t i o n s ,  o the rw ise  e f f e c t i v e  
r e n t  c o n t r o l  c o u l d  no t ,  by d e f i n i t i o n ,  e x i s t . )  

* Labor m o b i l i t y  f a l l s ,  s i n c e  t h e  con t inued  subsidy conferred by r e n t  
c o n t r o l  a p p l i e s  o n l y  f o r  so l o n g  as t h e  tenan t  remains i n  h i s  domic i l e ;  were 
he t o  move t o  another  l o c a t i o n  where h i s  p r o d u c t i v i t y  i s  h ighe r ,  he would be 
f o r c e d  t o  g i v e  up a l l  these b e n e f i t s .  
r e n t  c o n t r o l  " r i g h t s "  w i t h  t h e  tenan t  by a l l o w i n g  him, perhaps, t o  s u b l e t  t h e  
apartment a t  a n o n c o n t r o l l e d  r e n t ;  t h e  tenan t  would then have i n c e n t i v e s  t o  
m a i n t a i n  t h e  accommodation i n  good r e p a i r ,  and/or t o  vacate, should h i s  c i r -  
cumstances change. But t h i s  would make so e x p l i c i t  and hon s t  t h e  e x p r o p r i a -  
t i o n  o f  t h e  o r i g i n a l  l a n d l o r d  t h a t  i t  has neder been done.18) 

But t h e  b a s i c  ph i losophy o f  a l l  western 

(Legal  r e n t  r i s e s  can never be as s w i f t  and sure as 

( I t  m igh t  be more e f f i c i e n t  t o  ves t  

l3 B r i t i s h  r e n t  c o n t r o l  h i s t o r y  i s  a case i n  p o i n t .  Ever s i n c e  World 
War I ,  t h e r e  has been an on-again,  o f f - a g a i n  c razy  q u i l t  p a t t e r n  o f  r e n t  con- 
t r o l  coverage. The f e d e r a l  government o f  t h e  U n i t e d  S ta tes  has resc inded 
p rev ious  r e n t  c o n t r o l  exemptions i n  severa l  southern States i n  t h e  e a r l y  
1950s, stenniiing o u t  o f  housing shortages ad jacen t  t o  m i l i t a r y  i n s t a l l a t i o n s  
because o f  Korean War preparedness. (See Leo Greb le r ,  " I m p l i c a t i o n s  on Rent 
Con t ro l  ,I' I n t e r n a t i o n a l  Labor Review, A p r i l  1952, pp. 467-8.) Recontro l  a l s o  
occu r red  i n x w  York C i ? y - i n 1 9 6 9 t h  t h e  advent o f  " r e n t  s t a b i l i z a t i o n "  (a  
p o l i t e  name f o r  r e n t  c o n t r o l )  f o r  pos t  1947 b u i l d i n g s ,  which were exempted 
from c o n t r o l s  forevermore, i n  o r d e r  t o  encourage new c o n s t r u c t i o n  a t  t h a t  
t ime.  I n  Vancouver, B.C., t h e  1974 r e n t  c o n t r o l  law a l s o  exempted res iden -  
t i a l  u n i t s  b u i l t  a f t e r  t h a t  date;  b u t  a t  t h e  t ime  o f  t h i s  w r i t i n g ,  " r e n t  
rev iew"  (ano the r  p o l i t e  name f o r  r e n t  c o n t r o l )  has passed t h i r d  r e a d i n g  i n  
t h e  B r i t i s h  Colurnbia l e g i s l a t u r e .  

Rent c o n t r o l  i n  Hong Kong has come c l o s e s t  t o  t h i s  extreme, b u t  has 
n o t  f u l l y  approached i t  even i n  t h a t  case. 
S td rs :  The S ta ted  I n t e n t s  and Actual  E f f e c t s  o f  a Rents Ordinance", 13 Econ- 
oinic I x u i r y  1 (1975);  idem, "Rent Con t ro l  and Housing Reconstruct ion:  The 
Postwar E-perience o f  Prewar Premises i n  Hong Kong", The Journal  of  Law and 

l4 
See Steven Cheung, "Roofs o r  
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* Vacancy ra tes  f a l l ,  i n  the f i r s t  instance, because demand exceeds' 
supply, the lower the rental level .  
had a vacancy r a t e  of 0.1% i n  April 1980. B u t  a f t e r  the deterioration e f fec t  
has come into i t s  own, decay, f ires,  abandonment, e t c .  ra ise  i t  t o  horrendous 
levels .  
high as 22.8%, and the vacancy r a t e  for  the en t i re  borough was 5.2% i n  1978.15 

Vancouver, British Columbia, for example, 

Certain sections of the Bronx, New York City, have vacancy rates  as 

* Racial and other forms of discrimination come t o  play a larger  role  
in resource allocation when the price system i s  precluded from so doing. 
When a landlord faces a horde of tenants will ing t o  occupy his premises, and 
i s  legal ly  t ied t o  a below-market-rent, he may pick a tenant on whatever 
basis he chooses. 
e t c .  without fear  of financ 1 repercussions -- something denied t o  the entre- 

VI. 
subsidies, and building codes have had negative impacts on the b u i l t  environ- 
ment. 
enough to  to le ra te  them without serious and obvious i l l  e f fec ts .  

He can indulge his t a s t e  for  discrimination, nepotism, 

preneur i n  the f ree  market. Jt 
Lie have seen tha t  government programs such as rent control ,  zoning, 

A t  one time i n  our past ,  perhaps, the economy migh t  have been strong 

B u t  i n  t h i s  era of inflationary recession, of ecological and environ- 
mental concerns, of an ever growing energy c r i s i s ,  i t  i s  especially important 
t o  remove these needless and senseless burdens on the free  market, so tha t  
private businessmen can get on w i t h  the j o b  of producing their way out of our  
c r i s i s .  I n  this age of " less  i s  more", i t  would be a t e r r i b l e  miscarriage of 
jus t ice  i f  t h i s  aphorism were not applied to  misguided government interven- 
t ion as well. 
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