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When s hopping for a new car, one of the mos t prominent
features on dis play is the miles -per-gallon (MPG) us age
of the vehicle. There is an EnergyGuide label for
dis hwas hers , clothes was hers and other appliances , and
an Energy Star label for the mos t efficient appliances .
But when buying a home, there is us ually no information
1
on its energy efficiency — which is s trange, cons idering
the s ubs tantial impact that monthly expenditures on
electricity, gas and water have on dis pos able income. For many people, energy is
the s ingle larges t monthly expens e after mortgage or rental payments .
The recent s urge in the labeling of more efficient, “green” homes s hould
therefore be good news for people who want to make a more informed decis ion
when purchas ing a new home. In Europe, an energy label for homes has been in
place for s ome years now, providing pros pective homebuyers with a s imple
as s es s ment on the energy efficiency of a dwelling. Cons umers s eem to value
this type of information: a large-s cale s tudy on the effect of energy labels on the
s elling prices of homes in the Netherlands s hows a price premium for more
efficient homes .
Now there is comparable evidence for the U.S.
In a s tudy releas ed las t week, Matthew Kahn and I look at s ales trans actions of
1.6 million homes in California to inves tigate the price implications of three
“green” labels : LEED for Homes , Energy Star and GreenPoint Rated. We find
s tatis tical evidence that, holding other factors cons tant, a green label on a s inglefamily home in California provides a market premium of 9 percent compared to a
s imilar home without the label. It is important to note that this premium is jus t an
average, and there is s ome variation in the es timate. In addition, we find that the
price premium is influenced by local climate — a green home is worth more in
hotter areas where cooling is more important, and thus energy efficiency is more
valuable. We als o find that environmental ideology influences the willingnes s to
pay for green homes . In areas with more hybrid vehicle regis trations (which
pres umably reflects a higher degree of environmental cons cious nes s ), the
premium paid for a green home is higher.
The bottom line: Green labels , or the characteris tics thes e labels reflect (energy
s avings , water s avings , higher comfort, etc.) are valued by homebuyers .
This finding is comparable to evidence on the financial implications of LEED and
Energy Star labels as documented for the commercial s ector, and it provides
important information for developers who s till wonder about the marketability of
more efficient homes . A ques tion that remains is whether dis playing information
on non-efficient homes could further cons umers ’ unders tanding of the energy
efficiency of their (pros pective) homes , thereby reducing the information
as ymmetry that is currently pres ent in the res idential hous ing market. But for
now, green labels s eem to do a good job in informing the market. For cons umers
who upgrade their home, getting a label might not be a bad idea!
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