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1.0 INTRODUCTION

Executive Order 12074, issued by President Carter on
August 16, 1978, requires executive agencies to prepare urban
and community impact analyses (UCIAs) for major policy
initiatives that may adversely affect cities, counties, and
other communities. The Office of Management and Budget has
issued guidelines for the preparation of these analyses by

federal agencies.l

These guidelines establish categories of
impacts that UCIAs must address. They include impacts on
employment, population, income, state and local fiscal
conditions, neighborhood stability, housing availability, and
quality and availability of public services. The analyses are
to identify both absolute impacts and relative impacts on
particular types of places, including central cities, suburban
communities, nonmetropolitan communities, communities with high
unemployment, and communities with low per capita income.

In preparing a pilot UCIA on synthetic fuels initiatives,
the Department of Energy is using the Social and Economic
Assessment Model (SEAM) to estimate impacts on employment,
population, income and state and local fiscal conditions.
However, SEAM has only limited relevance to impacts on
neighborhood stability, housing availability, and quality and
availability of public services. This report is designed to
help £ill that gap by providing a conceptual framework for

describing the impacts of federal energy policies with respect



to those categories. To be consistent with DOE's approach to
estimating urban and community impacts in other categories
(which involves estimating absolute impacts in several "case
study" communities and then comparing the results to estimate
relative impacts on different types of communities), this
framework is primarily designed to help describe the impacts of -
a policy on a given community. The results obtained from
applying the framework to several communities may then be
compared to describe relative impacts on different types of .
communities.

This framework is based on a very simple causal "model."
The first part of the model appears in Figure 1.1. The outputs
of the model are impacts--changes in the state of the world of
particular interest to policymakers. 1In this case, the impact
categories are neighborhood stability, housing availability,
and quality and availability of public services. At any given

time, a set of determinants account for the state of the world

with respect to an impact category. 1In statistical jargon,
determinants are the "independent variables" and the impact
category is the "dependent variable."
For example, if the impact category is gquality and
availability of public services (defined and measured as .
overall expenditures on public services), the principal
determinants are said to be per capita income,
intergovernmental revenue, population density, and nonresident -

population.?2



Determinants Impact

(E.g., per capita (E.g., quality and
income, intergovernmental availability of
revenue, population density, public services)

nonresident population)

FIGURE 1l.l1. Determinants of Urban and Community Impacts

This model can be expanded to help describe the impacts of
a particular policy, as illustrated in Figure 1.2. One starts

with a federal policy, such as oil price decontrol. One then

identifies the effects of the policy, as projected in
environmental impact statements required by NEPA, regulatory

analyses required by Executive Order 12044, and analyses

Federal Policy Effects Determinants 4 Impact

(E.G., oil (E.g., (E.g., per capita (E.g.,

pPrice decontrol) increase in income, inter- quality
inflation, = governmental and
decline in revenue, population avail-
economic density, non- ability
output, resident of public
increase in population) services)
unemployment

decline in
real income)

FIGURE 1.2. Causal Model




prepared by such offices as the Congressional Budget Office
(CBO). For example, in the case of o0il price decontrol, CBO
has stated that major effects would include an increase in
inflation, a decline in economic output, an increase in
unemployment, and a decline in real income.3 For purposes of
analyzing a particular category of urban and community impact,
such as quality and availability of public services, two kinds
of effects are important: (1) any effect that itself
constitutes an urban and community impact, and (2) those
effects that are independent variables previously identified as
determinants. The first category of effect one simply
reports. The second category of effects leads one to make
appropriate adjustments to the corresponding determinants in
order to calculate the impact. Any difference in the value of
the impact category adjusted for policy effects and the value
of the impact category in the absence of the policy initiatiave
constitutes the urban and community impact for that category.
For example, oil price decontrol has the effect of reducing
real income. 1Income is one determinant of the quality and
availability of public services. Thus o0il price decontrol may
reduce quality and availability of public services if the
effect of reduced income is not offset by effects that change
the value of other determinants of quality and availability of

public services.



Application of the model to a particular impact category
thus first requires the following steps:
o establishing a definition and measure for the
impact category

o identifying the determinants of these impacts

These steps provide essential background for analyzing any
policy's urban and community impact with respect to the impact
category. Analysis of the impact of a particular policy

requires the following addtional steps:

o identifying the policy
o} identifying its effects (as estimated by others)
o isolating any effects that themselves constitute

an urban and community impact

o) identifying any effects that change the value of
determinants
o) describing the impact with reference to the new

values of determinants
This report provides a framework for these steps. The

framework does not contain formulas that can be applied
mechanically to estimate impacts. Rather, it provides a
consistent logic for describing impacts qualitatively. Thus
for example, the analyst applying the framework may not know
the preexisting value of a determinant such as construction
costs. He or she should be able to surmise however, that a
policy effect, such as greater use of insulation, may be

expected to increase construction costs whatever their



preexisting value. The analyst will also have to reach
qualitative judgments about the net result of positive and
negative changes in determinants. What the framework provides
is a way of reasoning through these problems.

This report develops the framework as follows. Each
succeeding chapter addresses one of the three impact
categories: neighborhood stability, housing availability, and
quality and availability of public services. In each chapter,
we specify a definition and measure for the impact; identify
its principal determinants; and demonstrate how the causal
model can be used to estimate impacts by applying it to three
illustrative federal policies: domestic o0il price decontrol,
building energy performance standards, and increased federal

aid for mass transit.



2.0 NEIGHBORHOOD STABILITY

2.1 DEFINITION AND MEASURE

Neighborhood stability has become the focus of increasing
attention and concern over the last two decades from urban
residents, city officials, and federal policymakers alike.
Residents desire to maintain an adequate and stable gquality of
life. City officials recognize that neighborhood stability
influences the vitality of local business and industry.
Federal policymakers understand that urban and community
problems affect the health of the national economy.

The neighborhood as a concept is essentially unique to
cities. However, a neighborhood is more than simply an area in
a city where people live and interact with each other; it is
also a social entity. The neighborhood thus has both physical

and symbolic boundaries.l

The residents of the neighborhood
internalize, to varying degrees, symbolic identification with
their neighborhood. Where you live says something to other
people about the kind of person you are.

Because the neighborhood is defined along these two very
different dimensions of spatial and social characteristics, it
is hard to obtain universal agreement about where neighborhood
boundaries lie. The city may define the boundaries one way for
functional purposes (assessments, garbage collection, voting

districts, etc.), while the residents may define it differently

in terms of friendship patterns, housing type or appearance,



ethnic types, etc. Residents of declining inner-city
neighborhoods proclaim in local and national forums that "It's

people. It's family. It's a sense of community."2

Most
would agrée that the neighborhood as both a spatial and social
unit is a local community or smaller version of it such as the
social block which reflects face to face daily interaction,
social solidarity, and patterns of self—help.3'4’5

The stability of the urban neighborhood is perhaps most
directly defined in terms of its presumed position on a
continuum from no change to substantial change. According to
one analyst, "stability means continuity, survival, permanence,
security, and social cohesion . . . ."6 Strictly speaking it
is hard to imagine a neighborhood that experiences no change
for anything but a very short period of time. The definitional
problem really focuses on two issues: (1) what are the
dimensions along which change should be assessed? and (2) how
much change or what rapidity of change is necessary to cause a
level of instability that would be defined as a significant
urban impact?

In dealing with the first question it is clear that
individual neighborhood residents and the neighborhood in
aggregate must be treated separately. A convenient way of
understanding change in these two aspects is the life-cycle
model.7r8/9 Many neighborhoods have been shown to progress

through stages of transition as cities grow from the center out

and individuals move in or out. These changes are related to



the segregation of social and ethnic groups in cities, to the
age and cost of housing, to changes in central city land
values, and to improvements in transportation that have allowed
some workers to reside far from their place of employment.
Historically, small rural communities achieved a high level of
stability that persisted for long periods of time. The
processes of industrialization and urbanization have not only
disrupted many rural and small town communities but have also
created new neighborhood forms within cities that are more
complex than their rural counterparts. It is possible that
increased size, density and heterogeneity of communities would
cause rapid change by depersonalizing social interactions. But
often an urban neighborhood achieves great permanence as "an
ongoing system of social networks into which new generations
and new residents are assimilated, while the community itself
passes through its own life cycle."10 |
Stability is thus a function of change in population size
and composition as well as the community's position within the
urban environment. Established neighborhoods may experience
population succession and grow or decline in size while still
preserving the functional relations between residents, the
neighborhood's organizational structures, and links with the
system outside the neighborhood (e.g., city government, other
neighborhood organizations, or federal programs). For example,
one aspect of neighborhood stability is the integrity of its

organizations (formal, such as schools, and informal, such as



recreational clubs). Clearly organizations can. flourish even
though their individual members come and go. So when looking
at stability, it is useful to distinguish neighborhood
structure (what are its organizational elements and how are
they interrelated), neighborhood function (what services are
provided; what does neighborhood residence mean for the
resident; how does the neighborhood interact with organizations
external to it in the urban environment), and finally
neighborhood membership (how similar or different are members
of the neighborhood to each other and compared with outsiders;
what stage of the individual life-cycle are they in, for
example: single, students, married, working, with children,
retired, elderly; what is the status level of neighborhood
residents; what positions do they occupy in the larger city;
how strong an attachment do they feel for their neighborhood).

In short, social and economic change do not by themselves
constitute neighborhood instability. The impacts of federal
policies on neighborhood stability should be evaluated in terms
of disruptions in the structure, function, and cohesion of the
neighborhood.

Numerous indicators or measures have been used to deal with
the concept of stability. In terms of the strength of
attachment of members to their neighborhood, measures include
numbers of friends and relatives in the neighborhood,

membership in formal and informal organizations, and expressed

interest in the community.ll Community cohesion can also be

10



investigated by focusing on physical and social networks.12

Instability results to the extent that a policy or project
interferes with population mobility or with the ability of
neighbors to freely interact in expected or traditional
patterns. Another indicator of neighborhood stability, for
which data are more readily available, is length of residence
of individual members. The assumption is that high levels of
population mobility (eighteen percent of the U.S. population is
estimated by the U.S. Census to have changed residence in
1970)l3 reflect dissatisfaction with some places of

residence. However, even moderate levels of mobility can
affect neighborhood stability in different ways. For example,
stable, low density, high social service communities are
attractive to inmigrants, and the wave of newcomers could
enhance neighborhood stability in terms of economic strength,
political power, and social organizations. On the other handg,
neighborhoods with a history of stability and homogeneity of
membership could be severely disrupted by a flood of
newcomers. Such is the case with energy boom-town growth which
draws transient workers with different backgrounds into
established communities. Crime and delinquency rates may
increase. There may also be increases in mental health
problems, feelings of disorientation on the part of oldtimers,
shifts in the locus of political power, and deterioration of

housing and the quality of the environment.

11



Instability may also occur when a neighborhood experiences
great outmigration and falls into physical, social, and psychic
disrepair. As upwardly mobile citizens have moved from central
cities to suburban residences, they often leave behind them
dying neighborhoods, inhabitated Sy the poor, minorities, and
the elderly who cannot afford to leave and cannot afford to
upgrade the quality of their environment on their own. Housing
values decline as dwelling units fall into disrepair, home
owners are replaced by slum landlords, banking institutions
refuse to invest in these high risk neighborhoods, and social
service costs rise. These disruptions in neighborhood
structure and function further increase the tendency for
outsiders to avoid such neighborhoods. With this scenario in
mind, urban planners have classified neighborhoods along a
continuum from flourishing and healthy through weakening or
declining to dying or abandaned.l4’15

Neighborhood stability can in fact occur at any point along
this range of neighborhood health at a point when a balance has
been achieved between the costs to residents of staying in the
neighborhood‘(monetary costs such as housing prices and taxes,
and non-monetary costs such as social status, convenience, and
services) and the ability or willingness of residents to bear
these costs. Policy can intervene to help achieve such
stability. Housing can be rennovated, aid can be made

available, policies can be adjusted, and confidence can be

restored. The best evidence of this today is in the renewed

12



interest in rebuilding old, run-down sections of central city
neighborhoods. Such federal programs as Urban Renewal, Model
Cities, and the Housing and Community Development Act, while

not fully successful, are both a response to and a cause of

increased recognition that neighborhood stability is important.

2.2 DETERMINANTS

Factors that influence the stability‘of urban neighborhoods
fall into two general categories. They are (1) structural or
environmental factors énd (2) individual, organizational, or
technological factors. Energy policy impacts on neighborhood
stability are likely to occur primarily through the second
category of factors. The first set of factors tend to be the
product of historical conditions that serve to constrain in

certain predictable ways the potential for neighborhood change.

2.2.1 Metropolitan Growth and Development

The age, size, rate of growth, geographic location of an
urban center and concentration of its populations are all
structural attributes of the urban area that influence the
stability of neighborhoods which it contains. Trends in
metropolitan growth have been changing dramatically over the
last decade. "For the first time in this century, and probably
in the nation's history, more Americans are moving away from
metropolitan areas than are moving to them in an abrupt and

baffling reversal of the long established trend to

13



urbanization."16

The development of urban areas in this
century has involved a pattern of growth that centered on a
dominant central business district with people's residential
location determined by means of transportation and the
centralization of jobs. The classical theory of urban growth
developed by the Chicago school of urban research early in this
centur§ suggested that people moved successively away from the
central business district with urban population growth, being

replaced by new, lower class inmigrants.17

With the
development and rapid acquisition of the private automobile,
not only did suburban neighborhoods arise and flourish, but new
dispersed centers of commercial and industrial activity
arose.18 In the last decade there has been a notable shift

of metropolitan populations from the northeast and northcentral

cities to southern states.19

And, as noted above, more

people than ever before are leaving metropolitan areas, both
central cities and suburbs, for residence in nonmetropolitan
areas. The big losers, however, have been the central cities
of metropolitan areas located in certain regions of the
country, in particular the large northern central cities. It
is the neighborhoods in these cities that can be expected to be
the least stable in the sense that they are most likely to be
losing population. In addition, these tend to be older cities,

with less desirable housing in their urban centers, and high

concentrations of minority groups.
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Location in older, larger, northern, and declining
metropolitan areas increases the chances that neighborhood
instability will increase. While federal policy obviously
cannot alter the age or location of the urban area, it may have
an effect on the rate of change in population size or the
nature of population concentration, and thereby on the

stability of those neighborhoods.

2.2.2 Neighborhood Location

Neighborhood location in suburban or central city locations
is another determinant of stability. While central cities have
on balance been losing population, suburban neighborhoods have
been gaining. Most recent concern with neighborhood stability
has focused on declining or rundown neighborhoods in or near
the core areas of large cities. The logic for increased
assistance often places central city and suburban neighborhoods
in competition. Stability is said to be possible when the
central city neighborhood "possesses capabilities to compete
well with its suburbs as a place to live, to support a high
level of economic opportunity and employment, and to meet its
fiscal needs without subsidies from other communities."20

People choose a place of residence primarily for economic
reasons; they desire to live close to their job while at the
same time satisfying their strong preference for residence in

small, non-urban places.21 Thus, many people choose suburban

neighborhoods within a reasonable commuting distance of their

15



place of work., Some types of work are best suited to
centralized location (professional, and administrative jobs in
particular) while others are readily decentralized (mostly
service related jobs). While the former type tend to flourish
in centrally located high-use complexes, their employees
disproportionately choose suburban residences. The other side
of the coin is that the current residents of central city
neighborhoods are largely unable to contribute to the economic

viability of the city.22

This is precisely the objective of
numerous local and federal programs designed to infuse new life

into old neighborhoods.

2.2.3 Neighborhood Characteristics

Housing quality and its effects on individual residential
satisfaction are especially important determinants of

neighborhood stability,23r24,25

Residential satisfaction,
broadly defined, determines individual and household choices to
stay or move, as discussed in Section 2.2.4. There are
numerous dimensions along which neighborhcods may be
characterized, including housing, services, population, and the
quality of the environment. Neighborhoods that are centralized
in the city tend to have older, multiple unit, crowded housing
facilities while suburban housing tends to be newer, single
family, owner occupied, and more spacious. This characteristic

of urban neighborhoods significantly influences the type and

distribution of households throughout the city. Families in

16



the early stages of their life-cycle (especially childbearing
years) tend to locate in decentralized neighborhoods while
non-married individuals tend to be more centrally located.
Thus residential turnover is likely to be high in neighborhoods
with higher proportions of rental housing; they are inherently
less stable.

As Gerald Suttles argues, neighborhoods respond differently

26 The "defended neighBorhood," for

to population turnover.
example, protects itself from change likely to cause
instability by establishing restrictions to membership and a
powerful set of social norms governing behavior (for example, a
high-class fenced-in neighborhood or an ethnic ghetto). The
segregation of people along class or ethnic lines is a
well-established characteristic of the internal structure of
cities, and segregated neighborhoods tend to be stable for long
periods of time (at least with respect to their urban
boundaries and identity, if not with respect to internal
turmoil). Other characteristics of the neighborhood that could
influence its stability include the price of housing and the
value of land, both of which are related to location. As the
price of housing increases along with rising incomes, families
will be induced to take their profits and upgrade their housing
by moving to a "better" neighborhood, usually meaning a more
decentralized location in a suburban neighborhood.

Neighborhood amenities such as recreational facilities,

high quality public services, lack of noxious industry, and

17



desirable physical environment are attractive residential
features that decrease the likelihood of rapid change. The
characteristics of residents interact with characteristics of
the neighborhood. Middle income residents have the ability to
maintain home and property. Central city neighborhood
residents may not lack the desire but they often lack the

resources to prevent the increasing decay of their housing and

their neighborhood.

2.2.4 Individual and Household Decisions

To this point, we have emphasized the importance of the
urban and neighborhood environment in conditioning decisions
that are constantly being made by people about housing. These
housing location decisions are the driving force behind
neighborhood change. Neighborhood health and stability largely
depend on them. As one analyst has observed, "the high rate of
mobility of the American people affects all
neighborhoods . . . . No neighborhood is truly stable except a
cemetery with all burial lots filled."27 While, on the
average, urban neighborhoods experience residential turnover at
an annual rate of 20 percent and often 50 percent or more in a
five year period,28 some neighborhoods clearly change their
resident population much more rapidly.

People move between urban areas primarily in response to
employment. However, they are often able to move within an

urban area in order to upgrade their housing and general

18



quality of life without changing jobs. This process of social
upgrading leads to some amount of churning of the populations
of most residential neighborhoods. Nonetheless, some
neighborhoods will have the absorptive capacity to maintain
stability of services and social vitality, in spite of
population change, while others will not.

The household's decision to upgrade, whereby residents seek
to improve their housing and quality of life, is supported by a
rising income structure and urban policies that encourage the
creation and maintenance of desirable suburban residential
neighborhoods. "Upgrading through movement is probably the
most common response to marked improvement in status and
incomes by individual households in U.S. metropolitan

areas."29

As metropolitan growth declines, there are fewer
candidates to replace those who have left, resulting in the
inevitable creation of inner-city neighborhoods characterized
by old, low cost, poor gquality housing in poverty areas. This
process manifests itself in terms of residential segregation of
minority groups in unstable, undesirable, rundown
neighborhoods. Such neighborhoods are costly to service, and
they tend to drive out needed commercial enterprise. Serious
costs also accrue to residents who might have preferred to stay
but were forced out by policies that encouraged upgrading over
rennovation of old neighborhoods. Urban planners frequently

stress the desirability of households deciding to "upgrade in

place.” This requires a portion of the neighborhood's

19



residents to be upwardly mobile (i.e., to improve their job and
income) but make the decision not to move. Encouraging
residents to improve their neighborhood's housing stock and to
strengthen their social ties with neighbors and neighborhood
institutions will support neighborhood stabilization.

The decision to move represents not just one decision, but
many decisions of different actors. Together, those decisions

constitute the primary determinants of stability.30

The

actors include not only residents and households but also
non-resident building owners, bankers, real estate brokers,
public officials, developers, and public service providers.
"kSktrategies to intervene in the neighborhood change process
can be most effective when they attempt to affect how decisions

are made and alter their outcomes."31

2.2.5 External Organizations

Neighborhoods have a limited ability to independently
control their destiny. Stability derives not only from the
factors and conditions already discussed, but also from
community control over "an increasing range of exchanges and
communications with other residential groups and organizations
in the wider society."32 Neighborhood identity is often
imposed and maintained by forces and organizations external to
the neighborhood. Neighborhood stability partly depends on the
neighborhood's ability to obtain and maintain adequate services

over time. Indicators include dollars allocated per unit of

20



time, community membership on key decisionmaking bodies, and
differences across communities in those indicators. Critical
economic and fiscal resources are under the influence if not
control of outside organizations. An example is "the
controversial practice of 'redlining'--the refusal of banks and
savings and loan institutions to make mortgage and
home-improvement loans in what they consider high-risk
neighborhoods. Cities charge that this practice discriminates
against a wide variety of blue-collar, minority and ethnic
neighborhoods."40
In a policy context, stability is a function of the
capability or appropriateness of political and governmental

structures to deal with neighborhood based problems.33

Many
would turn the above statement around and argue that
neighborhood stability is a function of the neighborhood's
ability and willingness to exert control over its relationships

34,35,36,37 Neighborhood decline

with external organizations.
and instability can be countered by bringing decisiommaking to
neighborhood governments, increasing opportunities for
neighborhood participation in the political process, and
providing neighborhoods control over metropolitan resources to
solve urban problems and manage social conflict.

Residents behave largely out of self-interest, often
expecting more from their community than they are willing to

contribute. "But more significantly, their relation to the

community--their social investment--is such that when the

21



community fails to serve their needs, they will withdraw.
Withdrawal implies either actual departure from the local
community or merely a decline in or lack of involvement."38
Withdrawal provides the potential for instability and social
disorganization. Thus efforts to increase public participation
in all aspects of neighborhood and urban life are both efforts
to solve problems and counter social indifference which often

leads to levels of instability that cannot be reversed without

substantial outside intervention.

2.2.6 Summary

As summarized in Figure 2.1, the principal determinants of
neighborhood stability are the urban area, neighborhood
location, neighborhood characteristics, individual and
household decisions, and external organizations. Of these, it
is individual and household decisions that are most likely to
be affected by federal policy and thus result in impacts on

neighborhood stability.

2.3 IMPACT OF FEDERAL ENERGY POLICIES

In this section, we describe the effects of three
illustrative federal policies--o0il price decontrol, building
energy performance standards, and federal aid to mass transit

and estimate their impacts on neighborhood stability.
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Determinants

| O R |

Metropolitan Growth and Development

age
size

rate of growth
geographic location

Oo0O0OO

Neighborhood Location

o surburban vs. central city
0 distance from residence to workplace

Neighborhood Characteristics

0 housing quality and availability

o housing age, price, type (own vs. rent)

0 population size, composition,
concentration

o public services

© transportation

0 environmental quality

0 organization of of neighborhood

0 amenities

o dependence on outside organizations

Individual and Household Decisions

moving vs. staying

upgrading housing

participation in community affairs
neighborhood social ties
individual life~cycle status

000O0O0

External Organizations

social service agencies
city government

federal government

real estate organizations
financial instititutions

0000O0

Neighborhood
Stability

Amount of
Change

Rate of Change

FIGURE 2.1 Determinants of Neighborhood Stability
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2.3.1 0il Price Decontrol

On April 5, 1979, President Carter announced his intention
to phase out price controls on domestic oil over the period
June 1, 1979 to September 30, 1981. The President acted under
the authority of the Energy Policy and Conservation Act (EPCA)
of 1975, which established the current regime of price
controls. Under the Act, controls would have expired in any
event by October, 1981, but the President had discretion to
modify or eliminate the controls beginning June 1, 1979. The
President's plan redefines all old oil (which receives the
lowest controlled price) as new oil between June 1, 1979, and
October 1, 1981, and at the same time gradually raises the
price of new oil (which receives a higher but still controlled
price) in equal monthly increments until it reaches the world
(uncontrolled) price by October 1, 1981l. Thus, by October 1,
1981, all oil produced in the United States will receive the
world market price.

The objective of o0il price decontrol is to reduce domestic
consumption of 0il and increase domestic o0il production. The
Congressional Budget Office has estimated that by 1985 oil
price decontrol will reduce domestic consumption by 215,000
barrels per day from a total consumption of about 21 million
barrels per day with continued controls. Of this sévings,
85,000 barrels per day will come from the transportation
sector; 25,000 barrels per day will come from the electric
utilities sector; 40,000 barrels per day will come from the

residential and commercial sector; and 65,000 barrels per day
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would come from the industrial sector.39 At the same time,

the CBO estimates that the President's plan will increase
domestic oil supply by 205,000 barrels per day by 1981 and
405,000 barrels per day by 1985,

In addition, oil price decontrol will have a variety of
other effects, as identified by CBO. 1In absolute terms, oil
price decontrol is expected to have relatively minor impacts on
inflation (a2 cumulative rise of between .6% and .8% by the end

of 1982), output of the economy (reducing output relative to the

base case by less than 1% in any year), and unemployment

(increasing unemployment relative to the base case by no more
than .3% in any year). O0il price decontrol is also likely to

reduce real incomes -- by $12.2 billion in 1982 (assuming

constant real OPEC oil prices), by $15.8 billion in 1982 (with

40 About

an increase in real OPEC prices of 3% per year).
one-third of this reduction in purchasing power will take the
form of increased expenditures on gasoline and heating oil,

about two-thirds will take the form of increased expenditures

for the indirect use of oil.4l

In percentage terms, lower
income groups will be hardest hit, as apparently, will those
with the relatively highest expenditures on gasoline (people
living outside the Northeast and people living outside SMSAs),
and those with relatively highest expenditures on heating oil
and kerosene (people living in the Northeast and people living

outside SMSAs). In summary, the principal anticipated effects

of domestic oil price include:
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1. an increase in the price of oil to world price

2. an increase in inflation4?2

3 a decline in economic output43
4. an increase in unemployment?4

5. a decline in real income, especially among families
that have low incomes or use petroleum products heavily

6. 1increased revenues from royalty payments and severance,

income4 sales, and property taxes in o0il producing

states

When predicting negative economic effects and community
disruption brought on by o0il price decontrol, an important
caveat must be raised. Negative economic effects of decontrol
without regard to other economic conditions, may be reiatively
small. Recall that the Congressicnal Budget Office estimates
only a cumulative rise in inflation of between .6 and .8
percent by the end of 1982, reductions in output of less than 1
percent per year, declines in employment of no more than .3
percent per year, and a $12.2 billion 15.8 billion decline in
real income depending on how large the increase in OPEC-set
world oil prices. Without other economic forces exacerbating
these conditions, the harm done to the economy by oil price
decontrol may not be of such a magnitude as to cause overall
instability in neighborhoods. While the direction of impacts
brought on by price decontrol will be negative it is not
possible to predict their size.

Areas that are losing population, such as northeastern

cities, may experience different impacts than neighborhoods
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that are gaining population, such as suburbs, rural areas, and
southern and western cities. Per family expenditures on home
hearing oil and for petroleum generated electric power are much
greater in the Northeast than in other regions of the country.
On the other hand, in general, per family gasoline expenditures
are greater in the South and West than they are in the North
and East. They are also greater in suburban areas than in

46 As with

urban areas and greater still in rural areas.
expenditures of gasoline, heating oil expenditures are greater
in suburban areas than in urban areas and greater still in
rural areas.47
As a consequence, oil price decontrol could have some
marginal effects on residential location decisions. Higher
gasoline and heating oil prices (all other things being eqgual)
could increease the attraction of urban areas relative to
suburban areas and suburban areas relative to rural areas.
Less clearly, higher gaoline prices (for which expenditures are
absolutely several times greater than for home heating oil)
might increase the attraction of the Northeast relative to
other parts of the country. The ultimate implications of these
changes for neighborhood stability are not entirely clear. The
areas that became relatively more attractive could also become
relatively more stable, as residents choose to stay and invest
in their homes and neighborhoods rather than move to the

suburbs, for example. On the other hand, an influx of new

residents to the more attractive neighborhoods could force out
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existing residents by bidding up land values and rents and
forcing up taxes. This process of "gentrification" would
destabilize neighborhoods, at least in the short run. The
opposite side of the coin is less neighborhood stability in
rural and suburban areas as they become relatively less
attractive.

One final set of effects that oil price decontrol may have
on neighborhood stability is unrelated to location decisions.
Some observers have argued that the higher gasoline prices and
lower real incomes resulting from increased energy prices will
lead people to look increasingly to their own neighborhoods for
recreation, employment, shopping, education, and political

participation.48

People would rely less on outside
organizations and agencies. Cooperative endeavors like van
pooling and ride sharing would develop to compensate for higher
0il prices. These activities could enhance the ties of all
residents to their present neighborhoods, contributing to
overall neighborhood stability. To a slight degree, oil price
decontrol could reinforce this tendency.

While the direction of these effects, however, is clear,
their size may be small. Early predictions following the 1973
0il embarge that increased gasoline prices would lead to a
major migration of middle-class residents from the suburbs to
the cities have not come to pass.49 Recent articles argue

that higher gas prices will squeeze "spread city" and "mess up"

the good life in the distant suburbs.30 Energy prices,
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however, are but one determinant of location decisions, as we
have indicated. Even large price increases are unlikely to
overwhelm countervailing considerations, at least in the short
run.51 And the incremental price effects of oil price
decontrol, as we have pointed out, are not likely to be large.
The Congressional Budget Office puts the increase on the order
of 1% of family income. And most of this impact is likely to
be felt through indirect expenditures on petrocleum (with little
locational bias) rather than on expenditures for gasoline and

home heating oil.52

2.3.2 Building Energy Performance Standards

The Energy Conservation Standards for New Buildings Act of
1977 mandates the federal development and promulgation of
energy performance standards for all new non-industrial.
buildings. The need for federal standards is based upon
congressional findings that (l) large amounts of energy are
wasted in new buildings because of the lack of adequate energy
conservation measures; (2) federal standards can prevent such
waste; (3) the lack of adequate energy conservation features
could increase operating costs and adversely affect the
repayment of loans made or guaranteed by the federal
government; and (4) state and local building codes can provide
a convenient means for implementing such federal standards.
The Act thus aims to assure "that reasonable energy

conservation features will be incorporated into new commercial
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and residential buildings receiving federal financial
assistance," through the development and enforcement of
performance standards "designed to achieve the maximum
practicable improvement in energy efficiency and increases in

use of nondepleteable energy sources.“53

Through this Act,
Congress aims to ensure results which the market has been slow
or unsuccessful in producing and which past federal efforts
have only partially accomplished.

The implementation of the federal standards requires action
by the federal, state, and local governments. The federal
government is responsible for development of the standards
themselves, as well as for development of enforcement
mechanisms or implementation incentives aimed at inducing
states and localities to comply. States and local governments
must then establish the necessary legal and organizational
structures for the administration and enforcement of building
energy codes egquivalent to the standards or develop a separate
"alternative approval" appartus by which individual buildings
may be deemed in compliance.

Under the Act, the Department of Energy is to develop
standards which are to be performance rather than component
oriented: -energy consumption goals are identified without
specification of methods, materials, and processes used in
achieving them. These standards are to apply to all new

residential, commercial, and public buildings.
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The federal government can induce compliance with the
standards using sanctions or incentives or both. States or
localities not providing some method for administering and
enforcing the standard are threatened with being cut off from
federal financial assistance, including: (1) any form of
direct loan, grant, guarantee, etc.; (2) any loan made or
purchased by any bank, savings and loan institution, or similar
institution subject to regulation by the Board of Governors of
the Federal Reserve System, the Federal Deposit Insurance
Corporation, Controller of the Currency, the Federal Home Loan
Bank Board, the Federal Savings and Loan Insurance Corporation,
or the National Credit Union Administration.

Incentives for implementation may be made available in the
form of grants and technical assistance offered to state and
local governments to aid in adoption, implementation, and
enforcement of the standards. Federal tax credits may also be
provided to purchasers of new buildings that comply with the
standards. A public information program which informs
consumers about the life cycle benefits resulting from
compliance could also be used as an incentive.

State and local governments may choose between three paths
for compliance with the federal standards: (1) states may
adopt and administer statewide codes deemed equivalent with the
federal standards to be enforced by the local jurisdictions;

(2) localities may adopt and administer as well as enforce

local codes certified by the states as equivalent with federal
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standards; (3) a locality or state may establish an alternate
approval process enabling licensed design professionals to
certify individual buildings.

Under the first compliance option, states must develop or
update statewide codes and appropriate funds for their
implementation and enforcement. They must create a new agency
or designate existing agencies to handle administrative
functions ranging from establishing hearing and appeals
procedures and protocols for imposing sanctions, to offering
localities training and technical assistance and monitoring
their enforcement efforts. State officials may further have to
enforce the code in jurisdictions which are unwilling or unable
to do so themselves.

Localities administering equivalent local codes would be
solely responsible for their adoption and implementation as
well as enforcement. Local agencies and personnel would have
to perform the administrative tasks required of states in the
above compliance option. State officials would be responsible
for certifying local codes and would act primarily in an
advisory capacity. They may be called upon to monitor local
code compliance.

Compliance via an alternate approval process would require
minimal administrative work for state or local governments. An
agency would be designated to receive and file the
certifications performed by licensed design professionals.

Each consumer would be responsible under this AAP for getting
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his plans certified, and thus for absorbing the certification
cost.

The anticipated effects of implementation and enforcement
of the BEPS program include:

1. slight increases in earnings and employment (no

significant regional differences in these differences are
anticipated) >4

2. technological advances in home insulation and
conservation features

3. an increase in the first costs of new residential
housings5

4. a temporary decrease in housing starts, which is
expected to vary with anticipated consumer demand for
housing.3® 1In the long run housing starts are expected
to increase slightly due to a slight decrease in housing
life cycle costs

5. possibly declining emphasis on other aspects of
construction (and thus gqualitv of housing) as a result of
investment of time and money in conservation features

6. financial burdens on local governments charged with
implementing the standards (expected to decrease once an
initial training period is completed)57

7. 1increased strains on the budgets and staffs of local
governing agencies charged with administering and enforcing
the standards-9

8. differential impacts of increased costs by income group
due to economic and attitudinal differences

The direct impacts of building energy performances on
neighborhood stability are not likely to be large. The effects
of the standards are in some cases only "slight" (earnings and
employment); in other cases "temporary"” (housing starts) and
"possible" (emphasis on other aspects of construction). The

direction of these effects will vary. Some effects will tend
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to make neighborhoods more stable (increases in earnings and
employment, technological advances in home insulation,
increases in first costs, and long run increases in housing
starts); while others will tend to make neighborhoods less
stable (a temporary decrease in housing starts, possible
de-emphasis on other aspects of construction, financial burdens
on local governments, increased strains on local government
agencies, and differential impacts on income groups).

To the extent that prosperity increases the cohesion of a
neighborhood and lays the groundwork for its continued
survival, building energy performance standards will enhance
neighborhood stability. (To the extent that prosperity leads
to decreased length of residence and upgrading-by-leaving,
building energy performance standards may erode neighborhood
stability.) Whether the impact of increased prosperity will be
to enhance or erode stability will depend to some degree on how
people and governments react to the slightly greater abundance
brought on by the standards. As the increase in abundance may
be slight, the likely impact on neighborhocod in any case will
not be large.

Technological advances in home insulation and conservation
features also may have a slight impact on neighborhood
stability. 1In neighborhoods where a large percentage of the
homes are in compliance with conservation standards, the values
of homes are likely to be enhanced. They are likely to be less

expensive to heat and cooling, and as a consequence, people's
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attachment to them and their length of residence in a community
is likely to increase. |

While increased earnings and employment are likely to
result from the implementation of the Standards, no significant
regional differences in these economic opportunities are
predicted. The migrations associated with regional differences
in economic opportunities are thus not likely to occur. There
is likely to be no net gain by cities as opposed to suburbs, or
by Northeast towns as opposed to Southwest metropolises except
insofar as standards may be enforced differently in different
areas and may have different "push" and "pull" effects on
resident and potential residents as a consequence.

The effects of the policy on the locational decisions made
by residents of a given area would likely be limited to
decisions to move within metropolitan areas rather than between
them. Consumers unwilling or unable to pay the added two
percent costs for energy-efficient housing, for example, would
likely move to areas where building energy codes are not being
enforced. This type of locational decisions would be
especially likely in the absence of knowledge about long-term
savings in home heating bills in energy-efficient structures.
Clearly, the initial choice to leave a neighborhood is not
likely to be made on these grounds: this type of consumer
preference results from "where to go" not "why to go"

locational decisions.
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On the other hand, in some instances the decision to leave
a given jurisdiction in the first place could be percipitated
by differential enforcement of the standards in neighboring
jurisdictions. As the costs of heating and cooling continue to
rise and knowledge of operational costs in homes meeting the
standards continues to spread, some consumers, especially those
with large families, may well want to leave existing
energy-inefficient homes. These individuals may well seek a
new home in a neighboring code-enforcing jurisdiction. Their
decisions will be based on the supply and demand sides of
housing availability (ultimately affecting purchasing prices)
as described in Section 3.3.2.

Lower income families may be less likely to display this
sort of preference in their locational decisions. Lower income
groups less inclined to consider life-cycle costing in their
housing cost calculations may be less willing to pay the added
costs of energy-efficient homes, or they may be precluded from
doing so by the practice of lending institutions. Ultimately
_these "equity impacts" may change the ratio between rental and

ownership groups within a given area.

2.3.3 Federal Aid for Mass Transit

President Carter's fifth energy speech to the nation,

delivered in July of 1979, encompassed a variety of proposals,
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including aid for mass transit.* 1In the decade of the 1980s,
the President would spend $16.5 billion for various |
transportation programs. The revenue would come from a
"windfall profits" tax. This tax, which would be imposed on
sales of domestic crude oil as price controls on old oil were
lifed, originally was expected to generate $142.2 billion in
revenue during the 1980s. Recently, with higher prices of
.uncontrolled 0il in effect, this estimation has been revised
upward. The "windfall profits" tax is now likely to generate

59 However, the White House still

$227 billion in revenue.
recommends the same spending: $88 billion, for a proposed
energy security corporation; $24 billion in payments to the
poor to offset rising energy costs; and $16.5 billion in aid
for mass transit.60
The administration's proposed $16.5 billion aid for mass
transit is in addition to the $27.5 billion already committed
to mass transit by the federal government and the $9.5 billion
that states and localities have to put up in matching funds.

Altogether these committments would result in over $50 billion

for public transportation in the next decade for construction

*The Carter Administration, by promising to devote $16.5
billion for mass transit, reversed its original energy policy,
which excluded public transportation. President Carter macde no
mention of public transit when he said in April of 1977 that
solving the energy crisis was "the moral equivalent of war."
(Rochelle L. Stanfield, "'Windfall Profits' Tax Revenues May Be
Salvation for Mass Transit," National Journal (September 22,
1979), pp. 1556-1560.)
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61

and equipment purchases. Operation subsidies would be

extra.
The administration is planning to spend the largest portion
of new mass transit funds to rehabilitate and expand existing

bus and rail systems.62

It proposes to use $11.3 billion for
buses and related facilities: $5.6 billion for modernization
and $5.7 billion for expansion. An additional $90 million
would speed completion of new rail systems under construction
or planned in Atlanta, Baltimore, Buffalo, Detroit, and Miami.
There is general agreement that more buses are needed for
existing systems, since 97 percent of public transit systems
rely solely o buses and 70 percent of commuters who take public
transit ride buses. The national bus fleet in recent years has
been deteriorating. One fourth of the national fleet is more
than 15 years old. Public transit association estimates for
the next four years are that old buses will have to be replaced
at a rate of 4,600 a year. At the same time, more buses would
be needed to meet increases in ridership. 1If ridership
increases at a rate of 10 percent annually, nearly 5,000 new
buses would be necessary. The administration's use of the
windfall profits tax would double current bus production,
enabling the purchase of 3,000 additional buses a year for 10

years.*

*The federal government now provides $850 million a year in
operating subsidies, but the proceeds from the windfall profits
tax would go strictly for public transit capital expenditures,
not for operating subsidies.
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Expanded funding for mass transit would probably influence
energy consumption in two ways: it would increase bus
patronage and would increase ridership on existing rail

systems.63

The administration estimates that the spending of
an additional $16.5 billion for mass transit would result in
savings of 250,000 barrels of oil per day. 1In contrast, a
proposed $2 billion investment in residential and commercial
conservation would produce savings of 500,000 barrels a day,
while a $3.5 billion investment in solar tax credits probably
would save 200,000 barrels per day.

Still, there remains uncertainty about how much money will

be allocated, for what purposes, and to whom.64

Policy is
still in an embryonic stage. The figures that the President
proposes to spend are somewhat different from the figures
Congress is considering. Funds might be spent to create new
mass.transit systems, but there is a greater probability that
they will be spent to maintain, revitalize, and expand existing
systems. Funds might be earmarked for operating expenses, but
there is greater possibility that they will cover capital
expenditures. There may be extensive funding for expériments
in use (such as more frequent scheduling, lower fares, more
advertising, or more public information), or all funds might be
committed to such ends as replacing old buses or purchasing new
ones. Funding formulas may require one third matching

contributions from state and local governments, as they have in

the past, or they may only require 10 percent matching
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contributions as has been the case with highway construction.
New subways systems and rail systems may be built, but it is
more likely that buses and innovations such as van-pooling will
be favored. The details, however, will be worked out only
after the program is implemented, and funds for projects have
been granted to specific communities.

In summary, the anticipated effects of increased federal

aid to mass transit include:

1. a doubling of bus production65

2. the rehabilitation and expansion of existing bus and
rail systems rather than the creation of new mass transit
systems66

3. an increase in funding for experiments such as more
frequent scheduling, lower fares, and more advertising

4., expansion of innovative bus services, peak only runs,
for eé%mple, requiring concessions to current operators and
labor

5. only possible increases in transit patronage. One
source anticipates an increase in both patronage and
ridership on existing rail systems, while another predicts
no increases in transit patronage as long as income trnds
make the more convenient, comfortable, automobile available
to increasing numbers of people.b8 past experience has
shown that patronage on new public tranport services is
more apt to be drawn from existing public transportation
and car pools rather than from automobiles.69 Transit
improvements are likely to have an especially insignificant
impact on the mode choice of upper income/suburban
households.70

6. an increase in the number of trips made.7’l
The impacts of additional aid to mass transit on
neighborhood stability in terms of maintainence the cohesion,

structure, and functioning of existing communities is likely to
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be positive. Rehabilitation and expansion of existing bus and
rail systems as well as innovative experiments to improve
services will strengthen stability in communities where bus and
rail systems already exist. To the extent that mass transit
services define and organize neighborhoods and make communities
more attractive places to live, neighborhoods served by mass
transit will benefit from increased aid.

However, it is more questionable whether additional aid to
mass transit will draw upper income and suburban households
from reliance on the private automobile as their main method of
transportation; and it is also questionable whether additional
aid to mass transit will reshape in any fundamental sense the
character of urban neighborhoods. One source, for example,
speculates that the shift towards the central city prompted by
improved transit may well be offset by forces stimulating
residential dispersal.72 Another source similarly notes that
"the characteristics of neighborhoods such as crime rates,
racial composition, and the quality of public services
are...important to potential occupants and difficult to alter"
and households therefore cannot be expected to respond to
transportation policy changes by relocating.73

Funds committed to mass transit are likely to contribute to
some changes in neighborhood composition, making particular
neighborhoods mofe attractive places for those who are unable
to drive, or who cannot afford a car, or who need supplementary

forms of transportation. However, it is unlikely that
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additional expenditures, by themselves, will lead to major
declines or revitilizations of urban neighborhoods, involving
large turnovers and transfers in population and major changes

in neighborhood stability.

Metropolitan Growth and Development

Additional aid to mass transit will not have a major impact
on ongoing demographic trends, such as the changing birth rate,
the relative decline in minority immigration to cities, or the
increasing number of single parent families, working women, and
divorcees. However, the existence of additional mass transit
services is likely to be important to newcomers from abroad,
who cannot immediately afford private autos, to single parent
families, and to working women. These persons are likely to be
more dependent on mass transit and to concentrate in areas
where adequate mass transit services are available. By
attracting such persons to districts where mass transit is
available, federal subsidies may have some effect on the
composition and stability of neighborhoods. It could make
nefghborhoods, where these individuals dwell, more stable than

they otherwise would be.

Neighborhood Location

To what extent is the availability of additional mass
transit services considered like income and employment as one

of an array of opportunities available to potential migrants?
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The answer depends primarily on the need of groups for public
transportation and on preferences for this mode of travel. For
example, accesibility to work generally is a more important
requirement for the poor. For the poor, unlike the rich,
journey-to-work costs generally outweigh housing costs and
force concentration in areas where public transportation is

accessible.74

To the extent that the poor are concentrated
in particular neighborhoods, increased aid to mass transit will

increase the stability of those neighborhoods.

Neighborhocod Characteristics

Additional aid to mass transit will not affect consumer
preference for low density patterns of living, for larger
dwelling units, or for living in neighborhoods with various
population characteristics. Nor will it affect decisions to
move resulting from changes in life-stage or life-cycle. For
some individuals, accessibility to mass transit is likely to be
an important value. For example, some prefer commuting to work
on public transportation because of the problems of rush hour
traffic. Others, cannot afford or are not able to take
advantage of private transportation. Still others, of
necessity, must supplement their reliance on private
transportation with the use of public transportation. For
these individuals, improved transit service resulting from
additional federal expenditures will continue to play an

important role in their locational decisions. It will attract
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them to neighborhoods that provide improved service and may

increase the cohesion of these communities.

Individual and Household Decisions

Will more spending for mass transit cause people to move to
core-city areas? Lave summarizes his view of the empirical
evidence: good public transportation is not likely to attract
people out of cars; it is not likely to decrease private
automobile ownership; and it is not likely to change the
proportion of people dwelling in cities and surburban areas.75

Lipton's findings suggest that substantial in-migration of
younger higher status people to particular urban neighborhoods

already has taken place.76

The impact of increased federal
aid to mass transit on neighborhood stability is likely to
depend critically on the value a young, well educated,
professional group attaches to public transportation. To this

group, it may become a factor which has to be considered along

with other factors when making household location decisions.

External Organizations

If funding formulas restrict aid to mass transit
obligations to capital expenditures, these restrictive
practices may partially contribute to decreasing revenues,
which will contribute to an exodus of people from urban areas.
In addition, if construction of new mass transit puts a strain

on municipal resources because of federal matching grants
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requirements, this strain on municipal finances also will
contribute to an exodus of people. People remaining are likely
to be those who must rely on public transportation and who have
no recourse but to stay and to pay higher taxes. It is well
known that the rising tax burden in urban areas already is
shouldered more by inner city residents despite incomes which
are substantially lower than those of suburbanites. If there
is a strain on municipal finances because of additional aid to
mass transit the impact on neighborhood stability is likely to
be negative.

On the whole, the effect of increased aid to mass transit
on neighborhood stability will be to slow down to a small
extent the trend of continuing surbanization and migration to
"sun belt" cities. But there are fundamental factors driving
this trend forward, which aid to mass transit cannot address.
These factors are not likely to be affected by a redirection of

resources from highways and automobiles to mass transit.
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3.0 HOUSING AVAILABILITY

3.1 DEFINITION AND MEASURE

Housing availability connotes more than the number of
dwelling units available for habitation. To an individual
searching for a place to live in a community, housing
availability depends on his ability to pay for housing and the
prices at which housing is available. The greater the ability
to pay or the lower the prices, the more available is the
housing. The lesser the ability to pay or the higher the
prices, the less available is the housing. Thus we define
housing ability as the price of available housing relative to
buyers' ability to pay.

The individual's ability to pay, in turn, depends primarily
on income, prices of other goods and services, and the "need"
for housing (e.g., as a result of family size). Housing
prices, on the other hand, depend primarily on demand (the
amount of housing that buyers will purchase at various prices)
and supply (the gquantity of housing offered for sale at
different prices). Housing prices, in short, result from the
economist's familiar competitive equilibrium where price of the
commodity is such that quantity demanded just equals quantity
supplied.

In the aggregate, the equilibrium price itself is in part
determined by demand, a major component of which is ability to

pay. We therefore will view ability to pay as a determinant of
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price. For the purpose of measuring housing availability, we
will assume that ability to pay is constant. As price declines
(ability to pay remaining constant), individuals will find it
easier to purchase housing. As price increases (ability to pay
remaining constant), individuals will find it more difficult to
do so. Thus our measure of housing availability (housing

prices) is more restrictive than our definition of housing

availability (housing prices relative to ability to pay). This
restriction is necessary to keep the analysis workable.

Our notion of price includes down payment, real estate
taxes,* repair, maintenance, and utility costs,** opportunity

costs, and the cost and availability of credit.l

Price is
what allows housing to pass from sellers to buyers or from
owners to renters; but it is not necessarily the same as
offered price, as offered price does not always clear the
market. The notion of price implies that what is offered is
bought . 2

Of course, this view of housing availability is highly

simplified. It corresponds to the assertion that the housing

*At about two to three percent the market value of land and
structure, real estate taxes are equivalent to a 25 percent
sales tax.4 Mills writes, "(the) only commodity taxed at

similar rates are cigarettes . . . whose consumption societ
clearly wishes to discourage as a matter of public policy."

**The fact that as energy prices go up, standard household
utilities become more expensive, increasing the cost of housing
and making it less available, is a point which we will discuss
later.
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market in a community can be treated as competitive--in short,

that it satisfies the following assumptions:3

o) That there are many housing units for sale and that
many people are looking to purchase these housing
units;

o That many units are bought and sold and that there is
no collusion among buyers or sellers;

o That no single sale affects market price:;

o That people can become buyers and sellers almost at
will;

o That buyers are aware of what is being offered at

different prices and sellers are aware of what is
being sold at different prices;

o That both buyers and sellers are trying to maximize
gain;
o) That there are no artificial restrictions on what can

be offered for sale or what can be bought; and

o That what is bought and sold is a "homogeneous
commodity."6

That housing is a "homogeneous commodity” is the most

7

controversial of these assumptions. The housing units

themselves may be detached, semi-detached, or part of

8

multiple-dwelling units. They may vary according to square

feet, number of rooms, and desirability of location.9
Housing services may be purchased or rented;* they may be

obtained for use, investment, or both.l0 And the price of

*Most people in the United States (over 60 percent) own their
homes.ll
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housing may be different for different social groups. For
example, it has been argued that "the price for an equal amount
of housing service is higher for blacks than for whites" and
that this situation is maintained through "collusive behavior
and high level of market organization."12

These differences among housing units and among housing
buyers leads some to argque that housing should be divided into

different submarkets.13

However, for purposes of urban and
community impact analyses, there is probably no workable
alternative to an aggregate approach such as that adopted here,
which is admittedly crude and oversimplified. Moreover, there
is a rich literature in the aggregate analysis of urban housing
and land use which can be drawn upon for help. Three broad
approaches have proven useful. One focuses directly on the
statistical analysis of the relationships between income,
family size, race, and other social and demographic variables,

and the demand for housing.l4

A second strand of anlaysis,
closely related to the first, is more directly interested ih
the analysis and prediction of changes in housing supply;
specifically investment in new housing.15 A third area makes
use of simplified, two-dimensional theories of location and
urban land use to analyze changes in location patterns in
response to urban growth, changes in the transportation system,
racial segregation, changes in income and changes in

preferences for urban location.16

We draw on all three
approaches, especially the first two, in the discussion of

determinants.
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3.2 DETERMINANTS

Housing prices are determined by demand and supply.
Demand reflects the quantity of housing buyers are willing and
able to purchase at different price levels. As illustrated in
Figure 3.1, the typical demand curve DD slopes downward to the
right. This is because people are able and willing to pay for
more housing at lower prices than they are at higher prices.
At price P buyers will purchase only Q quantity of housing. If
the price dropped to P', they would purchase the greater
quantity of Q'. Thus as one moves to the right along a typical
demand curve, prices fall. As a result of factors such as
income, prices of other goods and services, and need, demand as
a whole may also increase or decrease: that is, for any given
price, the quantity of housing demanded may increase or
decrease. An increase in housing demand is illustrated by a
shift to the new demand curve DlDl' Now, at price P,
buyers would purchase quantity Ql of housing, instead of just
Q as before. Similarly, they would purchase more housing at
any given price than they would when demand was only at the
level corresponding to the old demand curve DD.

A similar analysis applies to housing supply. Supply
reflects the quantity of housing that will be made available at

various prices. As illustrated in Figure 3.2, the typical
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supply curve SS slopes upward to the right. This is because
people are willing to make available more housing at higher
prices than thev are at lower prices. At price P, people will
make available only Q quantity of housing services. At the
higher price of P', however, people would make available the
greater guantity of Q'. Thus as one moves to the right along a
typical supply curve, prices rise. As a result of the factors
discussed in Section 3.2.2, the overall supply for housing may
increase or decrease: that is, for any given price the
guantity of housing supplied may increase or decrease. An
increase in housing supply is illustrated by the new supply
surve Slsl' Now at price P, suppliers would make available
the quantity Ql of housing, instead of just Q as before.
Similarly, they would make available more housing at any given
price than they would when supply was only at the level
corresponding to supply curve SS.

Now consider the effects of demand and supply together, as
illustrated in Figure 3.3. At a point in time demand DD and
supply SS will result in Q quantity of housing clearing the
market at price P, which is the price at which the quantity of
housing demanded just equals that supplied. Now suppose demand
increases, for example because of a sudden influx of new
workers to the community. Such an increase in demand is
indicated by the shift to the new demand curve DlDl in
Figure 3.4. 1In the short run, the supply of housing cannot be

increased through new construction, so the supply curve cannot
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shift. However, some existing housing that was unavailable at
the old price P may be made available at higher prices. 1In
other words, movements along the existing supply curve are
possible. The result is the new equilibrium at PlQ' where

the new demand curve DlDl intersects the original supply

curve SS: a greater quantity of housing will be supplied
(Ql), but a greater price (P) .

In the long run, the increased demand is likely to
stimulate new construction, resulting in a rightward shift of
the supply curve to become Slsl as illustrated in Figure
3.5. The new equilibrium is at P'Q' where the quantity of
housing sold is Q' (greater than both the short run equilibrium

quantity Ql and the original equilibrium quantity Q) at the

Q'uantity

FIGURE 3.5. Long Run Adjustment to Increased Demand
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price P' (less than the short run equilibrium price Py, but
still greater than the original price P). This long run
result--increased demand stimulating increased supply resulting
in additional housing at higher prices--is the expected one for
an increasing cost industry, which is probably the case for the
housing industry in most communities. Because land is
ordinarily in fixed supply, the cost of providing housing
increases as supply increases, with the result that the new
equilibrium price is higher than the original price. (If
housing were a constant cost industry, the price would be the
same at the new long term equilibrium as it was originally.)
This very simple model serves to predict the impacts of
changes in supply and demand on housing prices and thus housing
availability. 1In turn, supply and demand are determined by a

variety of factors.

3.2.1 Demand

Principal determinants of demand for housing include the

following:
o Consumer income and assets
o} Cost of other goods and services
o] Expected after—-tax return on investment relative to
alternatives
o Consumer preference for housing relative to other

goods and services

o} Mortgage guarantees and income tax deductions
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o Population growth

o] Number of households

o} Employment opportunities

o Cost and availability of transportation
o Amenities

o Social conflict (disamenities)

Percentage of disposable income available for housing will
influence the number of people seeking the commodity.
Percentage of income spent on housing is an indicator of
affordability. Among housing experts there is controversy
about whether housing is becoming more or less affordable. It
is believed that the proportion of income a family must spend
on housing has been increasing for large segments of the

17(tn 1970,

population, especially for low income families.
for example, the ratio of home price to owner's income was
around 1.7 to 1; in 1980, it was approximately 2.3 or 2.4 to
1.18 But the quality of housing in terms of soundness of

structure or presence of adequate plumbing facilities also may

be improving.19

In addition, it has been pointed out that
more people view housing not as a simple commodity, like food
and clothing (which is consumed and discarded), but as a
investment, like precious goods (gold, diamonds, or art) that

are kept for their potential long term earnings.20

People
are likely to spend a larger proportion of their income on
housing when there is an especially inflationary situation in

the housing market and the promise of large future returns.
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In fact, the rate of inflation for housing usually exceeds
the rate of inflation for other goods and services. Mills, for
example, reports that during the first half of the twentieth
century, "housing prices rose about twice as fast as average

consumer prices."21

A trend of this nature was significant
in the 1970s. It may partially explain consumer preference for
housing relative to other goods. However, there are other
explanations., For example, a large family may need to consume
more housing than a small one. Such family size or life-stage
considerations will affect consumer preference for housing.
The size of the house, kind, sizes, and arrangement of the
rooms, condition of the materials in the structure, and style
and decoration also will affect consumer preference.22
Anti-inflationary policies that result in higher interest
rates increase the cost of owning a home, lead to higher rents
in the rental market, and reduce the market for new housing.
Federal Home Administration and Veterans Administration
mortgage guarantees partially compensate for these policies by
increasing the availability of credit, especially for low

23 :p

income lenders who cannot secure loans otherwise.
addition, income tax deductions on home mortgage interest and
real estate taxes increase housing demand but mostly for high
income residents because "a higher income means a higher
marginal tax bracket and greater tax breaks for owner

occupancy."24
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Residential mobility, as it places more people in the
housing market, also may stimulate the demand for housing. The

reasons for residential mobility are complex.25

Among the
factors frequently mentioned are the following: population
growth, changes in transportation and employment opportunities,
the attraction of particular amenities, the existence of social
conflict, and so on.

According to Banfield, an expanding birthrate propels
expansion of the city outward into outlying districts and less

populated cities and towns.26

Expansion of the population to
outlying areas is by now a common phenomenon. In the early
1970s, at least 10 of the nation's older metropolitan areas

were losing population.27

New areas were gaining potential
homeowners. Housing specialists predict that in the 1980s 16
to 17.5 million new households will be formed, primarily
because children of the "baby boom" will reach home-owning age
(i.e., 30).28 In the 1980s, forty-two million people will
reach their prime home-~buying years, as compared with 32
million in the 1970's.29 Along with reductions in the size
of the average household (from 3.2 people in 1970 to a
predicted 2.5 in 1990), population growth will increase the
demand for housing.30

When deciding where to live people generally consider

accessibility to place of work as an important factor. Housing

that is accessible to places of employment is more likely to
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command a premium price in the market.31

Also, it is now
generally believed that intermetropolitan differences in
economic conditions-rapid growth of employment and high
income-play an important role in determining flow of

migration.32

The number of consumers that migrate to a particular area
is affected by their attraction for particular amenities. For
example, people may prefer the climate and life-style of the
Sunbelt to that of the Northeast. Migrants will move "toward
areas with warm weather" and "away from polluted areas."33
Extreme climates--very hot in summer or very cold in
winter--will discourage people from moving to an area and

34

encourage them to move from the area. Large cities, on the

other hand, are likely to attract people and businesses because

n35

of their "diversity. A large city usually offers a

greater variety of shops, museums, theaters, restaurants,

36

neighborhoods, and housing. Diversity generally acts as a

magnet for "higher income, young households without
children."37

Pulling in the opposite direction of diversity is social
conflict. 1In the spring of 1975, James Coleman released the
"preliminary results" of a study concluding that school
desegregation contributed to "white flight" from big

cities38 piane Ravitch concludes an assessment of this study

by saying:
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It seems unlikely that we will ever know with any degree
of certainty whether Whites (and some middle class Blacks)
are leaving the city because of concern about
desegregation or crime or poor services or racial tensions
or the quality of life or for some other reason or
combination of reasons. But if it is impossible to
measure the precise impact of school desegregation on
"white flight," it is equally unsupportable to claim that
there is no effect whatever. Court ordered busing may or
may not be the primary stimulus of White withdrawal from
the city schools, but it is very likely a contributing
factor....

3.2.2 Supply
Housing is offered for sale when new units are
constructed. However, housing is a durable asset that

40 New construction

typically lasts 50 years or longer.
therefore usually provides less than 5 percent of the housing
that is offered for sale in a given year.4l More commonly,
housing is offered for sale when people move. Given that the
average family moves once in five years, it is estimated that
20 percent of the housing stock in the U.S. is on the market
each year.42
Principal determinants of the supply of housing in a

community include the following:

o Construction costs (e.g. cost of materials,
electrical work, plumbing, etc.)

o Cost and availability of land (and accessibility
through the transportation system)

o Cost and availability of credit43

o) Expected after-tax return on investment relative to
alternatiaves

o} Rent controls

o] Building codes
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o Depreciation allowances

o) Land use controls

o] Characteristics of the housing industry
o} Energy and environmental controls

o) Union practices

Thus, the supply of housing depends partly on factors
affecting the construction industry and the business sector
generally.

But supply also depends on factors that mostly originate
with government. Rent controls, for example, tend to decrease

4

housing supply.4 They lead to a "low rate of construction

w45

of new housing and reduced maintenance of old. Building

codes also tend to decrease availability by raising prices and
making builders more reluctant to start new projects.46
Accelerated depreciation tax allowances may decrease supply by
encouraging rapid turnover in rental ownership. 2oning
ordinances also may decrease supply particularly for low income

people.47

(Some communities require large minimum lot sizes,
which raise prices and tend to exclude minorities.) Energy and
environmental controls may also play an important role in
determining the supply of housing. According to Frieden,
environmental regulations discourage new construction, raise

housing costs and exclude non-wealthy people from housing

without producing "important environmental benefits for the
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public at large."48

Siedel holds that the overall effect of
growth restrictions and other government measures such as
energy conservation and environmental controls is to raise

49 Seidel

construction costs by imposing unnecessary delays.
found that delays could be "serious," up to 12 to 24 months for
review by a municipality under traditional codes (building,
subdivision, and zoning) and newer ones (energy and
environment). Dowall also has found that envirommental

controls negatively affect housing supply.50

Government
controls, according to Dowall, predispose developers to orient
their projects to high income groups onto which they more
easily pass their costs.

Finally, the structure of the housing industry itself may
effect housing supply. Important characteristics of the
housing industry are that:

o most firms which construct dwelling units are small;

o many tasks are subcontracted to other firms rather
than performed by a general contractor;

o] building is fragmented into numerous subtasks,
performed by different specialists (plumbers,
landscapers, etc.); and

0 production is localized because each home site is
somewhat unique and it is expensive to ship |
components over large distances.

As a result of these features, the housing industry is very

competitive. But according to some, it shows an inability to
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51

innovate. Part of the explanation may be union

practices.52

Charges about "archaic union practices"
generally are that: (1) rules that certain work only be
performed at the construction site; (2) restrictions against
using particular methods and devices; and (3) excessive health

53

and safety requirements. These factors may increase the

cost of labor and thereby also decrease supply.

3.2.3 Summary

The‘principal determinants of housing availability are
summarized in Figure 3.6. Overall, housing
availability--defined as housing prices in a community--is
determined by the demand for housing relative to its supply.

In turn, demand and supply are each determined by a variety of
factors, portrayed as bulleted items. 1In the short run, demand
and supply interact, but demand does not affect supply. In the

long run, demand is itself one determinant of supply.

3.3 IMPACT OF FEDERAL ENERGY POLICIES

The three illustrative energy policies act in differing
fashions to affect housing availability. 0Oil price decontrol
affects many of the determinants of both demand and supply,
though only slightly; BEPS acts primarily through the supply
side, and may result in fairly significant impacts; federal aid
to mass transit affects almost exclusively the demand for
housing, though the magnitude of the impact is difficult to

estimate.
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3.3.1 0il Price Decontrol

An increase in the price of o0il to world levels will raise the
price of housing for people who depend on heating 0il and petroleum
generated electricity. The direct impact is important but at first
glance not major because it is restricted to a particular category
of users located to a large extent in particular regions. Also it
can be overcome to the extent that people conserve or switch to
alternative fuels and to the extent that utilities change the way
they generate electricity.

In regions of the country where o0il is a major source of home
heating and electrical generation, price decontrol may increase the
demand for more energy efficient housing--for example, smaller
houses, cluster housing, multifamily housing, and new housing that
incorporates energy saving measures. Decontrol also could exert
upward pressures on existing apartment rents and condominium and
small house prices. It thereby, in the long run, could increase the
supply of new, more energy efficient housing. Similarly, if the
demand for larger, detached single family housing was réduced, the
p:ice of such housing in the long run would fall. Houses that are
"oil guzzlers" not unlike the automobiles that have been labled "gas
guzzlers" would be considered too expensive to own or dwell-in.

These are likely direct impacts of oil price decontrol on
housing availability. 1Indirect impacts, however, may also occur.
Although we are not in a position to gquantify impacts, either direct
or indirect, we can in a general way specify the direction of change

that price decontrol brings about.
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Caveats, of course, apply. As we have shown, energy prices are
but one factor influencing housing availability. Demographic
forces, interest rates, and deeply rooted preferences for particular
types of housing could well dominate. Moreover, the magnitude of
the impact of o0il price decontrol on housing availability is likely
to be quite small. The following discussion is intended to
illustrate how the causasl model can be applied to a particular
policy. It should not imply that o0il price decontrol will have very

significant impacts on housing availability.

Impacts on Demand

Decline in economic output, increased unemployment, and decline
in real income will marginally affect consumer income and assets
(unless the consumer happens to be employed in the petroleum
industry, owns substantial petroleum company stocks, or is involved
in the production of substitute products and services). A marginal
decline in income and assets will decrease housing availability for
most individuals but will have a particularly adverse effect on low
income families and on families that consume more gasoline, such as
those in far-away suburbs and isoclated rural areas.54

An increase in inflation will mean higher prices for goods and
services, in particular higher prices for goods and services which
require relatively large transportation inputs or depend on the
availability of petroleum by-products for feedstock (such as
chemical and pharmaceutical products). Consumers will thus have

less disposable income for housing. They will be less able to

purchase the commodity.
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Increased prices, decreased employment, and poor economic
conditions are unlikely to affect consumer preference for housing
relative to other goods and services. However, a tendency toward
increased preference for smaller, more energy-efficient homes is
likely to be manifested by some individuals.

It is unclear what effect o0il price decontrol will have on
expected after-tax returns on investments in housing. Based on past
occurrence, it is likely that housing will hold its own or do better
in comparison with other investments, even after oil prices reach
world market levels. Housing prices are likely to rise faster than
the general rate of inflation and to be perceived by most people
(next to investing in a commodity like gold) as an excellent way to
reap long-term income.

The increased inflation and unemployment and decline in
economic conditions that would accompany a rise in oil prices
would put additional pressure on the government to provide
services such as guaranteed mortgages to home buyers who could
not otherwise secure a loan. It would likely lead people with
the wealth to afford a high-level of gasoline consumption to
seek real-estate investments in order to gain tax write-offs.

High income people would be more likely to to rely on housing
as a hedge against inflation.

Oil price decontrol will have no discernible effect on
number of households. It may make it more difficult for
immigrants to come to America and establish themselves but

"baby boom" pressures on the housing market are likely to
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persist even after increases in o0il prices. Higher prices may
delay in many cases the decision to buy a home or to rent an
apartment, but only when that decision is delayable.55
Generally, it will take people longer to save the money to
place a down payment on a home; or it may drive people to place
smaller down payments than they normally would and to bear
larger monthly payments, thus further reducing their disposable
income.

The impact of decontrol will be to push people from
locations where industry depends to a greater extent on
petroleum to locations where there is less dependence on oil.
Areas that produce o0il substitutes (shale, coal, solar, nuclear
power, etc.) may attract large numbers of new households. The
housing markets in regions of "new energy" development are
likely to experience increased demand. However, increased
demand may not mean less availability, as people who move
because of job opportunities will probably be receiving higher
incomes.

Housing that is close to people's shopping and place of
employment will be more in demand after price decontrol, while
housing that is far from shopping and place of employment will
be less in demand.56 people will find it harder to live near
the particular amenities--whether they be forests and scenic
areas or the excitement of big cities-~if these amenities are
distant from their place of work and shopping. Finally, after

0il prices rise, those fleeing large cities because of social
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turmoil will have to balance increased costs of transportation

against the perceived benefits.

Impact on Supply

By adding to construction costs (costs of materials,
electrical wiring, plumbing, etc.), increases in oil price
decrease supply. They make land in areas centrally located
less available and increase the cost, but make land in distant
areas more available and less expensive. Land, near to where
alternative energy sources are found and can be developed, is
likely to increase in value; while land far from these energy
sources and places of development is likely to decline. Credit
will be tighter and the cost of credit is likely to increase as
higher 0il prices put additional pressure on the rate of
inflation, and the government feels compelled to adopt tighter
monetary and fiscal policies to combat this condition.

Expected after tax return on investment in housing
relative to the alternatives, given past historical examples,
is likely to remain the same or to increase. Therefore,
housing is likely to continue to be perceived as a good
investment, if in some ways also a riskier one. New
construction is likely to be streamlined and housing is likely
to be produced in a more energy-efficient manner, especially as
institutional relations remain difficult and delays are

frequent.
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Because of additional unemployment and a decline in real
income, there may be pressure to establish rent control where
none presently exists or to tighten controls where they already
govern. This is likely to decrease the number of rental units
available and to lead to a decline in the quality of ones
already in existence. Conversion from rental units to
condominiums, a trend that began in the late 1960s is likely to
be accelerated. 1In order to increase the number of rental
units available, the government may be compelled to offer
landlords other tax advantages besides depreciation allowances
or to liberalize further the latter benefit.

As a result of increased oil prices there could be
pressure to loosen building codes so as to lower housing
costs.57 Increased oil prices and a general decline in
economic conditions (including higher construction costs) may
have a marginal impact on the inefficient aspects of the
construction industry. Given adverse economic conditions, only
competitive firms with innovative practices are likely to
survive or prosper after price decontrol. These firms may be
larger and more integrated than the firms of the past; but it
is also possible that they will be smaller, more specialized,
more flexible, and more mobile.

The housing industry already has voiced its opposition to
energy and environmental controls that add to construction

58

costs. If these costs cannot be reduced or the controls

loosened, the industry is likely to orient its production more
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toward the wealthy and less toward the poor.59

The poor may
be priced out of the market because of the additional
government requirements.

Finally, after decontrol the construction industry may be
less tolerant of union practices that contribute to
inefficiency. As union demands increase to compensate for
increased inflation, high unemployment, and decline in real
income, builder demands fér lower wages and benefits and
increased productivity will also increase. Labor strife in the
housing industry could intensify, leading to more delays,
higher costs of construction, and less housing available for
sale.

Overall, the impact of oil price decontrol on the housing
market will be to decrease availability. This is the case
particularly in the short run. As previously indicated, oil
price decontrol will result in increased prices for home
heating 0il, for petroleum generated electricity, and also for
gasoline, and products that use petroleum in their
manufacture. 1Increased prices are likely to increase the
demand for housing in urban areas accessible to alternative
means of energy and in possession of well-developed
transportation networks. To the extent that there is land
available for urban development, the supply of housing increase
in the long run may increase. To the extent that urban areas
are fully developed, the result could be to bid up the price of

housing. Similarly, increased gasoline prices could reduce the
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demand for suburban and rural housing and thus exert some
downward pressure on prices. But again this is likely to be a

long term trend.

3.3.2 Building Energy Performance Standards (BEPS)

The Building Energy Performance Standards program will
affect the supply and demand relationships determining housing
availability primarily through its effects on the costs of new
housing and secondarily through its effects on consumer income
and preference. Current predictions indicate that buildings
constructed to meet the standards will cost, on average, two
percent more than they would without the additional thermal

efficiency features.60

The effects of higher building costs
will vary, however, depending on how many jurisdictions within
a given area comply with the conservation standards and the
means used by the federal government to induce compliance. The
effects on supply and demand may further be differentiated for
different groups of people. These differential effects are the
result of economic and attitudinal differences among residents
and the practices of lending institutions. These "equity

impacts" will again further depend on the implementation

strategy chosen by the federal government.

Impact on Demand

Demand for housing may increase with expected increases in

earnings and employment. While these increases are slight,
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they are expected to be consistent nationwide. 1Increased
demand for housing, as is generally predicted by economists
under such circumstances, is likely accompany income and
earning increases.

Changes in demand will depend on "the perceived value
consumers place on improved housing efficiency," or to put it
differently, on "whether first costs or life-cycle costs are
more relevant to the consumer's decision making process.“61
Consumers will weigh increased construction costs against the
benefits of reduced energy bills. By their decisions, they
will partially determine the price of energy efficient new
housing and the price of older housing not meeting the energy
efficiency standards.62

A study prepared for DOE concludes that in areas in which
all new buildings were to meet the standards (areas of 100

percent compliance),63

the two percent average increase in
housing costs would not be paid by the average consumer in the
short run. "The price of houses that complied with the
standards would have to be slightly discounted in order to
sell.“64 It is further noted that the older houses not

meeting the standards would become slightly more expensive as a
result of consumers' unwillingness to pay the full additional
costs of houses designed with the conservation features. 1In

the long run, however, it is predicted that new housing would

increase in price by the full two percent as demand increased
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with consumer awareness of the true value of buildings meeting
the standards.65

The DOE report also cites evidence which suggests that
"lower income groups are less inclined to perceive life-cycle
savings from energy consuming improvements because of the heavy
discount placed on future income."” The rate of discount is
"the rate at which (individuals) would be willing to trade

present income for future income."66

Thus, especially in
jurisdictions with high total compliance rates, the demand for
housing amongst lower income groups is likely to ke less.

The DOE report also notes that while some consumers
consider life-cycle costing in their calculations of overall
housing costs, it is not yet clear whether lending institutions
similarly consider life-cycle costs in making decisions on
loans and mortgages. If these institutions remain with current
practices, ignoring decreases in life~cycle costs from the
energy-efficient designs, individuals in with lower incomes,
typically having less favorable credit ratings, are likely to
be differentially priced out of the housing market. Once
again, demand for old housing may rise as a result, as will its

price.

Impact on Supply

The Building Energy Performance Standards program will
affect the supply of housing primarily through its effects on

housing starts. These effects in turn will be determined by
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expected demand as well as by the implementation strategies
chosen by the federal government. Effects on the quality side
of housing supply may result if there is declining emphasis on
other aspects of construction as a result of increased
investment (time and money) in conservation features.

Based on calculations of the price elasticity of the
demand for houses, a two percent increase in housing
construction costs would result in 1.8 to 2.8 percent fewer
housing starts. This decrease is seen as "a reasonable upper
bound of the impact."67 Consumers willing to pay the
additional cost for energy efficiency features were
distinguished from those not willing to pay this extra amount.
On average, consumers willing to pay the added costs perceive a
roughly one percent increase (rather than a full two percent)
in construction costs of houses which complied with the
conservation standards. A perception of one percent increase
in housing costs would lead to only a .9 to 1.4 percent
decrease in housing starts. 1In other words, where consumers
were willing to pay the added costs, decreases in housing
starts would be less than .9 to 1.4 percent, but where
consumers were unwilling to pay the added energy efficiency
costs, housing starts would decrease by less than 1.8 to 2.8
percent,

The lower the compliance rate within a given area, the
smaller the decrease in housing starts is likely to be. 1In

areas with 100 percent compliance, supply of new homes could
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well outstrip demand in the short run, though supply of older
buildings.would fall short of demand. 1In the long run,
however, demand and price for new homes would increase as
supply diminished.

In areas in which consumers could choose among new homes
not meeting the standards, new homes which do, and older
non-efficient homes, the effects on housing costs might be
different than the case of 100 percent compliance. The actual
number of non-complying dwelling units would be pivotal. The
DOE report suggests that with a twenty percent compliance rate,
no decrease in housing starts would be expected.68

The quality side of the supply of housing also may be
affected by implementation and enforcement of BEPS. As more
and more emphasis is placed on constructing homes to meet
energy-efficient designs, the quality of other features of the
structure may be sacrificed. Builders may try to cut corners
on some aspects of construction in an effort to compensate for
the higher costs of the energy-efficient requirements.
Furthermore, in some cases in which building energy codes have
been put into affect, conflicts between these codes and other

aspects of building codes may arise.

3.3.3 Federal Aid to Mass Transit

Additional government aid to mass transit will increase
accessibility to employment, recreation, and shopping for some

people. These people are likely to be those who cannot afford
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a car, those who are not able to drive, and those who prefer
buses and subways to private autos as their main form of
transportation. These groups, which have greater need for mass
transit are primarily the elderly, the poor, adolescents,
working women, those who prefer living in big cities and others.

At the least, federal aid to mass transit is likely to
bring about an upward movement in the value of housing
available to these individuals Two other impacts of increased
federal subsidies are worth noting. To the extent that
people's locational decisions are based on improved mass
transit services, federal subsidies to mass transit will
increase demand for housing in parts of the city served more
adequately by the provision of these services. There also may
be some increased demand for housing associated with the
employment opportunities created by the construction of new
transit systems, production of buses and the addition of
personnel who drive and maintain buses and subways, plan
schedules, and do advertising or public relations.

A doubling of bus production will increase consumer income
and assets in areas where the production takes place.
Rehabilitation and expansion of existing systems will have the
same effect. The economic impact of increased aid to mass
transit generally will be to stimulate neighborhood economies.
Specific economic impacts are summarized in a recent article by

69

Davis. Additional aid to mass transit "provides greatest

economic gains in central portions of a city, in its high
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intensity activity area, and in the immediate vicinity of

n70 It causes "residential and commerical

nll

station areas.
activities to cluster in the station areas.

The impacts of increased aid to mass transit on housing
availability are generally demand related. Federal aid to mass
transit does not impact the quantity of housing supplied.
Movements in the monetary sector, for example, have little
relation to aid to mass transit. Important characteristics of
the housing industry, also, are not affected. There is some
effect, however, on the cost and availability of land, as
public transit systems must obtain rights of way.

Nonetheless, the overall impact of increased aid to mass
transit is to improve the lot of particular segments of the

public who rely more‘heavily on it.
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4.0 QUALITY AND AVAILABILITY OF PUBLIC SERVICES

4.1 DEFINITION AND MEASURE

Specifying a useful definition and measure for "quality
and availability of public services" poses obvious
difficulties. Quality is plainly a matter of subjective
evaluation-~-because of differing preferences people routinely
disagree as to the relative quality of any group of services.
Availability immediately raises the questions of how much, to
whom, and at what price. No single definition or scale of
measurement can fully capture quality and availability and at
the same time remain workable for purposes af analysis. Some
simplification, even oversimplification, is required to define
and measure the concept in usable fashion.

One body of public finance literature points to collapsing
quality and availability of public services into a single

number: per capita expenditures on all public services or on a
1

particular type of public service. This approach assumes

that the more dollars spent on public services generally or on
some particular public service, the higher the quality, the
greater the availability, or both. It has the obvious
shortcoming of substituting an input measure (dollars) for an
output measure (services delivered). At the same time,
however, this approach relies on data that is relatively easy

to find and manipulate. And by reducing quality and
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availability of public services to a single number, it
facilitates comparisons over time and among jurisdictions.
A second approach would define and measure the quality and

availability of public services in terms of the actual services

produced by government--books ordered, streets built, and so

on.2 This approach has some apparent attraction. By

focusing on outputs, it conveys a more accurate impression of
services provided than thé expenditurtes approach. But it
complicates comparisons of quality and availability over time
and among jurisidictions. Because such comparisons are
essential in expressing impacts one is quickly forced back to
reliance on dollar expenditures.

Yet a third approach focuses on the allocation of

particular inputs or outputs to particular social groups,
3
n

"designated by income, race, and neighborhood. This
approach better expresses the concept of availability, at least
at the level of social group. But it cannot be used without
first specifying the inputs and outputs to be allocated.

For present purposes, it is probably appropriate to employ
a definition broad enough to include all three approaches,
narrowing the focus as necessary to perform particular
analyses. Accordingly, we will adopt the following provisional

definition and measure for quality and availability of public

services: per capita expenditures on all services, or

particular services, and the allocation of these services to

particular social groups. Thus a government policy has an

82



impact on the guality and availability of public services when
the policy affects per capita expenditures on all services, per
capita expenditures on particular services, or the allocation

of services to particular social groups.

4.2 DETERMINANTS

What determines the quality and availability of public
services in a particular community? There are basically two
analytic traditions that offer help in addressing this

guestion. One, the externally determined events approach,

explains per capita expenditures on all public services or per
capita expenditures on particular services as the result of
social, economic, demographic, and political factors. The

other, the bureaucratic process approach, explains expenditures

on particular services and allocation of services to groups as

the result of the municipal budgeting process.4

Although
overlapping, these two approaches are mostly complementary.

The externally determined events approach is especially helpful
in isolating the determinants of overall expenditures. The
bureaucratic process approach is especially helpful in

understanding the allocation of expenditures to particular

services and groups.

4.2.1 Public Services as Externally Determined Event

The externally determined event aproach is nearly always

used to explain public expenditures, either in the aggregate or
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5 The

on a particular public service, such as education.
technique ordinarily employed is multiple regression analysis.
The dependent variable is public expenditures. The independent
variables--that is, the determinants of public
expenditures--are a variety of social, political, economic, and
demographic factors.

Stephen Barro and Gail Wilensky have each done literature
reviews of studies using the externally determined event
approach.6 Generalizations from these studies are difficult,
but Wilensky has concluded that the following factors are
generally important in determining per capita expenditures on

all public services:7

Per capita income. As per capita income rises, so do

expenditures on public services.

Intergovernmental aid. The more federal and state aid

available to a local government, the more it spends on public

services.

Population density. Population density is generally

positively related to expenditures for public services.

Nonresident population. The greater a city's nonresident

population, the more the city is likely to spend on public

services.

Thus, in general, per capita expenditures on all public

services are a function of per capita income, intergovernmental
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aid, population density, and nonresident population. Of
course, many studies have identified other factors as important
too, especially in determining expenditures for particular
services. Nonetheless, because they arise repeatedly in the
various studies, these four determinants are reasonable choices
for present purposes.

Barro has criticized this pure form of the external events
approach for its failure to distinguish fiscal opportunities (a
city's budget constraint) and the actual budgetary decisions
made within that constraint.8 In Barro's view, factors such
as per capita income, intergovermmental aid, population
density, and nonresident population act first to determine
fiscal opportunities--i.e., "the levels of public services that
can be supported at each given level of tax effort (or,
equivalently...the level of tax effort that is required to
support each level of public services)."9 These same factors
plus "local political factors" then determine local decisions
about what use will be made of fiscal opportunities--i.e.,
about overall expenditures, expenditures on particular
services, and allocation of services to particular groups.lo
In contrast to the pure form of the externally determined
events approach, this perspective affords more hope of getting
a handle on the allocation of expenditures to particular
services and groups. Unfortunately, Barro does not specify how
to operationalize his insight by specifying an approach for

taking into account budgetary behavior. However, a different
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analytic tradition--that concerned with budgetary
decisionmaking as a bureaucratic process--is a useful source of

guidance.

4.2.2 Public Services as Bureaucratic Output

While the externally determined event approach primarily
explains and predicts per capita expenditures on all public
services (and sometimes per capita expenditures on particular
services), the bureaucratic process approach is mainly useful
in explaining per capita expenditures on particular services
and the allocation of those services to social groups.
Basically, this approach focuses on municipal budgeting, which
is depicted as a sequential decision process that progresses
from decisions about overall expenditures to decisions about
departmental expenditures to decisions about the allocation of
departmental expenditures. Each decision acts as a rigid
constraint on subsequent decisions.l! 1n general, the
process is stable over time, generates only incremental changes
in expenditure patterns from year to year, and operates
according to relatively crude decision rules.'? The upshot
is that within the level of overall expenditures determined by
the factors discussed in connection with the external events
approach, the best guide to future departmental expenditures
and their allocation to particular services and groups is the
present pattern of departmental expenditures and allocation.

Put simply, division of the pie is not very sensitive to
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increase of decrease in the size of the pie. In summary, the

process works as follows.

QOverall Expenditures

The first major decision in the annual budgetary sequence
concerns public expenditures on all services. Since few local
jurisdictions may legally run an annual deficit, the level of
revenues effectively determines the maximum level of
expenditures that a local jurisdiction may undertake in a given
year. Since a city may run a surplus, expenditures do not
necessarily equal revenues, but they are a reasonable
approximation.

Securing revenues, and thus determining aggregate
expenditures, is the province of a city's "revenue
subsystem”-~the city manager or mayor, the financial staff or

budget office serving him, and the city council.l3

They have
three main sources of revenue: taxes, borrowing, and
intergovernmental transfers. In the short run, the sources,
amounts, and terms and conditions of intergovernmental
transfers are not very controllable by the revenue subsytem.
The city has somewhat more control over borrowing, but the
ability to borrow is still sharply constrained by legal
requirements, such as the requirement that borrowing serve a
municipal or public purpose, debt limitations or ceilings, and
the city's authority to issue bonds. 1In borrowing, the city is

also constrained by the marketability of its bonds, as

determined by the bond market and the city's credit rating.
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In principle, the largest source of revenues--
taxation--also seems to be the most flexible. 1In fact, the
city's ability to increase tax revenues is also highly
constrained. For a given set of taxes, tax base definitions,
and tax rates, revenues are determined by the physical,
economic, and demographic characteristics of the city.
Moreover, a variety of legal and political constraints
typically impede creation of new taxes, redefinition of tax
bases, and increase in tax rates. The city can tax only within
the scope of its authority, as provided in the staté
constitution, state statutes, and the city's own charter.
Relevant limitations may concern the city's authority to tax
non-residents, the reservation of certain taxing powers to the
state, the requirement that taxes serve a public or municipal
purpose, limitations on tax rates, and the requirement that
voters approve rises in tax rates. Measures to increase tax
revenues are further constrained by politics. Because the
attentive "taxing publics" (those who care about taxes) are
small, bureaucratic rather than electoral politics tend to

dominate the search for new revenues.14

And the search

process tends to be fragmented and superficial: the revenue
subsystem essentially goes through the motions of searching for
new sources of tax revenue. The dominant consideration is
avoidance of taxpayer resistance. This is accomplished by

"following the leader" (selecting only those new revenue

sources for which there is successful precedent in other
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jurisdictions), levying indirect taxes (which are less
visible), and emphasizing a large number of small taxes with

15

low rates. The revenue subsystem also attempts to avoid

uncertainty by adjusting the property tax yield to avoid a
deficit through very conservative estimation of revenues.16
Overall, the system makes only incremental changes in tax
categories, bases, and rates. As a consequence, revenues--and
hence overall expenditures--do not vary much from year to
year. And the changes that do occur rarely result from
conscious political choice. Thus examination of the process
that determines overall expenditures suggests ﬁhat the process
is mainly passive. Accordingly, the externally determined

event approach is a reasonable way of predicting aggregate

expenditures.

Departmental Expenditures

Based on expected revenues, the city manager or mayor
typically provides guidance to the departments as to the
aggregate levels within which they should prepare their budget
requests. Typically, the departments respond with some limited
gamesmanship. A favored tactic is to ask for more than can be
reasonably expected in order to prevent undue cuts. Not all
departments behave this way, however. Some attempt to strike a
balance between what they desire and what they can reasonably
get. A few actually attempt to stay within the budget

guidance.l7
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In general, the departments do not respond to changing
pressures and demands for services in the external enviromment
by attempting to drastically increase their budget share.
Instead, they attempt to meet these demands within a fixed

18

budget. In acting on departmental submissions to formulate

the final budget, the revenue subsystem also tends to ignore

external demands.19

In accordance with legal requirement to
balance the budget, the revenue subsystem tends to pare down
departmental requests to match revenues in accordance with
arbitrary decision rules that ordinarily leave the relative
budget shares of the various departments constant. Typically
the city council ratifies the proposed budget of the manager or
mayor.20

The basic conclusion for municipal budgeting is the same
as that of Wildavsky for federal budgeting: even to the extent
revenues contract or decline, the relative budget shares of the
various departments remain roughly constant.?l Next year's

budget shares are proportional to this year's budget shares:

"t+l=t."

Allocation to Services and Groups

As in the previous stages of the budget process,
departmental allocation of expenditures follows a principle of

constancy, that is incremental change.22

In general,
departments allocate expenditures to services according to a

political, technical, or professional criteria, which get
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formulated as rules of thumb. For example, Oakland's street
engineers have selected projects according to the following
decision rules: " (l) Improve or construct select streets only:
(2) of these, improve and construct first those which provide
access to freeways or will serve as cross-town arterials;

(3) next, improve select streets that have heavy traffic,
choosing (a) those which are congested and (b) those which are
structurally unsound; (4) improve other select streets that are
deficient in traffic-carrying capacity; (5) deal with emergency
situations as they arise; (6) improve select streets in
anticipation of future deficiencies (rarely used)."23
Political considerations~~city policies and public opinion as
reflected on the city council--impinge on these decision rules
essentially as constraints., Unambiguous political signals may
cause departments to reshuffle allocations of output as
necessary to push them back into the range of political

24

acceptability. Departments do not anticipate political and

other external pressures. Rather, they respond to them when
made unambiguously clear.?23

In the short run, departments respond to political
exigencies and changing costs and demands within their fixed
budget. They do so by making incremental adjustments to
service quantity, service quality, service cost, or by changing

attention rules.26

When it becomes necessary to cut outputs
in order to meet changing demands in the short run or to

satisfy an unexpectedly tight budget constraint, departments



cut programs where cuts will not cause an immediate crisis,

especially programs that have low visibility.27

4.2.3 Summary

The principal determinants of quality and availability of
public services are summarized in Figure 4.1. Overall
expenditures on public services are determined by factors
largely extraneous to the municipal budgetary process: per
capita income, intergovernmental aid, population density, and
nonresident population. Overall expenditures are then
ordinarily allocated to each department on the basis of
historical budget shares. When overall expenditures expand or
contract, departmental expenditures tend to increase or
decrease proportionally, so that relative budget shares remain
little changed. Finally, departmental expenditures are
allocated to particular services and groups largely on the
basis of rules of thumb. When the cost of providing services
or the need for services change, allocations are reshuffled in

a manner that creates the least political heat.

4.3 IMPACT OF FEDERAL ENERGY POLICIES

The three illustrative federal energy policies affect the
quality and availability of public services in different ways.
Oil price decontrol has only a slight effect; BEPS affects the
activities of municipal government directly by calling on them

to participate in implementation; and federal aid to mass
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transit is explicitly targeted at the provision of a public

service.

4.3.1 0il Price Decontrol

0il price decontrol, as manifested through higher gasoline
and heating oil prices, could have several types of effects on
the quality and availability of public services. These are
essentially the same effects as those resulting from higher
energy prices generally. For the reasons stressed before, the
marginal contribution of oil price decontrol to these
tendencies is likely to be small.

First, communities in oil producing states may experience
increases in revenue, and thus in overall expenditures on
public services. These increases would stem from increased per
capita income among city residents (from oil revenues),
increased intergovernmental aid from the state (because of
increased severance and other tax revenues plus royalty
payments and rents on state oil properties), and increased
intergovernmental aid from the federal government (because of
formulas that take into account state "tax effort"” in federal
aid programs.)28

Second, in those communities where increased
transportation and heating costs stimulate increased population

density, overall expenditures on public services could

increase. This effect seems likely to be quite small.
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Third, the cost to city departments in running public
transportation, operating police, fire, and other vehicles, and
in heating public buildings (in those communities relying on
0il heat) will rise. It seems unlikely that the budgetary
process would either reallocate funds from departments that use
less energy or increase overall expenditures to meet these
increased costs. Rather, each department whose energy bill
rises is likely to have to cut back on energy using services
(e.g., by reducing patrol car mileage or lowering building
temperatures) or reduce other services. The particular
services cut are likely to be those with the least visibility.

Fourth, increased energy prices could create incentives
for city governments to take energy considerations into account
in reaching capital budgeting and improvements decisions. For
example, city departments could be more sensitive to the energy
implications of choices about whether to widen or pave a
street, whether or where to build a new facility, whether to
provide city services to an unsupplied area, and so on.29
However, current understanding of city budgeting processes
strongly suggests that incorporation of energy considerations
into such decisions is likely to be the exception rather than
the norm. Existing departmental decision rules are ordinarily
too ingrained to respond with such a major modification to
relatively small price signals, at least in the short run.

Fifth, some have argued that rising energy prices will

increase political participation generally.30 This
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phenomenon could increase the visibility of capital budgeting
and improvements decisions and perhaps over the middle to long
run force agencies to adopt new decision rules more sensitive

to energy considerations.

4.3.2 Building Energy Performance Standards

As was noted in Section 2.3.2, the actions required by
local governments will vary depending on which compliance path
is chosen. The Alternate Approval Process (AAP) would require
little more than rubber-stamping of design professionals'
certifications by an authorized local government'employee. The
effects of this compliance option on the quality and
availability of public services would be small. Compliance by
administration and enforcement of state or local building
energy codes would place larger burdens on local jurisdictions,
particularly those jurisdictions required not merely to enforce
state adopted Standards, but also to oversee development,
implementation, and enforcement of equivalent local codes.

Local jurisdictions whose building departments are not
already enforcing energy codes would have to develop new
routines and procedures. Additional personnel might be needed
to conduct plan reviews or site inspections ‘as well as to
answer technical questions and provide code interpretations.
Procedures for administering penalties and handling appeals
would also have to be developed and executed. Those

jurisdictions that do not now enforce building codes, issue
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building permits, or conduct building inspections would first
face the even more difficult and costly task of developing the
capabilities to serve this regulatory function.

In short, BEPS implementation would place new demands on
the city departments--chiefly building and planning
agencies--required to take actions. In Colorado, for example,
it has been estimated that "the long-term impact of energy
Standards on the operational budget of building departments
would average five percent varying between no effects in some
jurisdictions to ten percent in others.... In Denver, %it has
beenk estimated that the increase in staff would equal between
eight and nine percent of the existing staff, while in other
jurisdictions it was felt that reorganization of the existing
staff (i.e., doubling up of inspections) may be sufficient to

cover increased manpower needs."31

In Pulaski County,
Arkansas, the workload of the planning department has been
predicted to increase 100 percent if the Standards were to be
administered.21

In principle, the budgets of the implementing agencies
could be increased to provide funds for these new
responsibilities-~either by decreasing the expenditures of
other departments or by increasing overall expenditures on
public services. In fact, the workings of the budgetary
process are likely to prevent this result, except for federal

aid directly targeted at BEPS implementation. For the rest,

the implementing departments will have to levy fees or cut
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their other services, such as the performance of building
inspections generally. Some combination appears the likeliest

result.

4.3.3 PFederal Aid to Mass Transit

As a form of intergovernmental aid, federal aid for mass
transit directly increases overall expenditures for public
services. While there is some tendency for the revenue
subsystem to attempt to substitute intergovernmental aid for
other revenue sources, and thus keep overall expenditures
constant while reducing the tax burden, aid formulas are
generally drafted to preclude full substitution (e.g., through
matching requirements). Because these funds are keyed to
expenditures on transportation, they are likely to increase the
budget share of the city departments responsible for providing
public transportation, despite the tendency of the budgeting
process to preserve stable budget shares. The allocation of
these funds to particular transit services is impossible to
predict in the abstract. However, the decision rules of most
transit agencies probably favor the rehabilitation and
expansion of existing systems rather than the creation of new

mass transit systems.
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