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In the seavch for causes of the sharp increases in the price of new
homes, one of the important but neglected factors surely is the rising
array of governsent reaulations facing land developers, homebuilders,
financial instititions, and all others involved in the housing industry.

To clear the afr at che outset, this 15 not going to be an uncritical
attack on all efforts o7 government to regulate the private sector.
Rather, this wili be an evaluation of the impacts of regulation on indus-
try in general and on housing specifically. The evaluation will end with
some suggestions for improving the status quo in business-government
relations.

Lest 1 be misunderstood, let me state the obvious: oovernment regu-
lation often has yielded important benefits -- in terms of less pollution,
fewer product hazards, reduced job discrimination, and other socially
desirable objectives. Tt should also be realized that these government
programs were established in response to rising public expectations about
business performance. But the worthiness of these social ocbjectives should
not make the specific methods being used in attempting to achieve them
totally immune from criticism. It 15 sad to see the almost instinctive
negative and hostile reaction, especially on the part of some of the so-
called Public Irn*erest Groups, to anyone who even questions any of the
specific means which are used for social regulation. 1 find 1t unfortunate
to have to remind these enthusiasts that only in a totalitarian society

does the end justify the means.



At first blush, government imposition of socially desirable require-
ments on business through the requlatory process appears to be an
fnexpensive way of achieving national objectives. This practice
apparently costs the government 1ittle and represents no significant
direct burden on the taxpayer. But the public does not escape paying
the cost. Every time, for example, that the Environmental Protection
Agency imposes a more costly (and perhaps less polluting) method of
construction on any firm, the cost of the firm's product to the consumer
will rise. Similar effects flow from the other regulatory efforts,
including those involving product safety, job health, and egual employment
{and credit) opportunity.

These higher prices, we need to come to recognize, represent the
"hidden tax" of regulation which is shifted from the government to the
consumer, [t is not inevitable that every regulatory activity increase
inflationary pressures. In those instances where regulation generates
social benefits (such as a healthier and thus more productive work force)
fn excess of the social costs it imposes, inflationary pressures should
be reduced. But if the costs are ignored and the focus of public policy
is only on the benefits, 1t is almost inevitable that the regulation
will be pushed beyond the point where the benefits equal the costs and
to the zone of overregulation. Overregulation, to an economist, is not
an emotional term, but merely the shorthand for situations where the costs
imposed by regulation exceed the benefits from the ragulation.

The basic point of this presentation is that the regulatory process
should be revised so as to derfve, at lTower costs, much of the same
benefits as are now achieved. But before we turn to the subject of change,

let us first examine more closely the various economic effects of regulation.
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The Range of Housing Regulation

Government regulation can increase the costs of new homes in many
ways, driving up land and land development costs, increasing the number
of expensive building code features to be fncorporated, raising overhead
expenses of real estate and financial institutioms, and increasing
financing costs due to project delays.

In recent years, there has been a rapid expansion of regulation
affecting housing at all levels of government. Newer federal regulations
of special significance cover 2 wide range. They include standards for
water guality, pollution discharge, and dredge and 111 operations;
sanctions against localities that do not restrict developments in flood-
prone areas; requirements for state amd local govermments to regulate
activities which pollute the air; and regulations affecting closing and
settlement procedures and the extension of mortgage credit.

Several states have extended their regulations affecting housing
development. Hew types of rules include those governing building in
“critical" areas such as wetlands, floodplains, and shorelands. States
have also enacted measures to control erosion and stormwater runoff, to
control water and afr pollutifon, and to require environmental impact
statements.

At the local level, the major change has been toward a fuller and
more systematic use of traditional land use control techniques. These
are often supplemented with such new departures as development timing and
rate controls, higher contributions of land or facilities from developers
to the local government, and special standards for marshes and floodplains.
Moreover “growth management" has become fashionable in many expanding areas.
Such Timitations on the supply of developable land, no matter what their

motivation, force up the price of land and of homes generally.
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3. Role of Interest Groups. A little humility might go a long way

in reducing the shrillness of many of the representatives of the so-called
Public Interest Groups. It is no simple task to identify the public
fnterest in any specific issue of public policy. As a sometime participant
in government policymaking, it 1s apparent to me that good policy consists
of properly balancing and reconciling a variety of bona fide interests.
This s far more difficult than merely choosing fn a simple-minded fashion
between "public” or "consumer” interests (which are presumably good and

to be endorsed) and “special® interasts, which are presumably evil and

to be opposed. To guote Allen Ferguson, the head of the Public Interest
Economics Foundation, “There 15 an appalling lack of information as to

the nature of economics and the economy among some of the public interest
leadership. There is some failure to recognize that economic considerations
arg isportant in issues of most concern to much of the public in each
community.” That 1s a model of tactful and diplomatic understatement.

4. Role of Academic Research. Unfortumately, there seems to be a

parallel between generals fighting the last war and academics researching
issues of public policy. Whether I speak to business executives, labor
union representatives, public interest groups, or government officials,
I find that their key concerns with government regulation of business
relate to the newer cross-industry type of regulation, typified by EPA,
O5HA, EEOC, ERISA, and CPSC and their counterparts at state, county, and
municipal levels. Yet my academic brethren still seem preoccupied with
railroads, television, and airlines.

My point is not that the ICC, FCC, or CAB do not deserve professional
attention. Rather, academic literature and teaching need to take fuller
account of the basic expansion in the scope and character of government

regulation of business which has been occurring in the past decade. The
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