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Given inaction at the federal level, state and local governments have stepped up efforts to address climate 
change. In particular, many areas have introduced or are considering the introduction of mandatory disclosure of 
energy ratings at the time a residential real estate property is listed for sale. These ratings typically measure a 
property’s energy efficiency “performance” through a single metric, similar to product ratings developed by 
Consumer Reports.  

In this paper we evaluate whether energy rating requirements used in conjunction with the residential property 
listing process are a useful policy tool to help mitigate environmental impacts or to achieve related policy goals. 
We find that while home sellers might sensibly provide energy ratings to complement other information of potential 
interest to possible homebuyers, mandating the use of such ratings is not, in general, warranted.  

While requirements to disclose certain information during the listing process or at the time of house sale (title 
transfer) have existed for decades, these requirements are primarily aimed at addressing serious asymmetric 
information and bargaining problems between buyers and sellers, as well as problems between buyers, mortgage 
lenders, and other agents to the sales transaction. The rationale for such regulation is that home purchases occur 
infrequently over the life of the homeowner, but when they happen they come with large personal and financial 
consequences. In order to help protect buyers who have little practical experience with real estate transactions, 
legal requirements largely relate to the truthful disclosure of information regarding health and safety risks, closing 
costs, and mortgage financing terms. Mandatory information disclosure regarding energy efficiency, performance, 
and cost has not been required until recently, and only by certain localities. We note that information about 
household energy performance is different from transactional types of disclosure regulation, not directly affecting 
health and safety or having large relative financial effects. Indeed, many aspects of residential property energy use 
and efficiency are readily observable to prospective buyers. Moreover, buyers (and sellers) have multiple ways to 
obtain information regarding their own energy use and costs. Economic research suggests that buyers can, to a 
large degree, account for differences in expected energy expenditures between properties given available 
information.  

Mandatory energy ratings do not directly address any of the market failures that contribute to excess energy use 
and its associated large-scale environmental impacts, particularly the excess use of energy that occurs when 
energy prices do not “internalize” the cost of these environmental impacts. Other market failures that may limit 
 

                                                        

1  Dr. Riddiough holds the James A. Graaskamp Chair and is a professor in the Department of Real Estate and Urban Land Economics 
at the University of Wisconsin - Madison. Dr. Schatzki is a Principal at Analysis Group. Support was provided by the Greater Boston 
Real Estate Board, but the opinions expressed are exclusively those of the authors. Research assistance was provided by Igor 
Karagodsky and Heather Banic. To request further information or provide comments, Dr. Schatzki can be reached at: 
todd.schatzki@analysisgroup.com.  



Implications of Energy Ratings for Residential Real Estate Markets  

 

ANALYSIS GROUP, INC. PAGE ES-2 

  

household investment in energy efficiency, moreover, are not directly addressed by energy rates, either. Given 
these investment-related market failures, local or state governments sometimes subsidize energy audits intended 
to help homeowners identify cost-effective ways to lower energy use. Policy typically relies on a combination of 
subsidies and education rather than mandatory requirements because reliable audits are costly to undertake, 
among other factors.  

Energy ratings are often generated by complex formulas, the inputs of which are various characteristics and 
attributes of the real property being scrutinized. This approach has been developed to economize on cost and to 
reduce the risk that certifiers may submit erroneous ratings. But formulaic approaches can be problematic: their 
inner workings can be opaque, misspecification can lead to inaccurate assessments, and ultimately they may 
provide limited information about actual energy efficiency and energy costs. Many ratings, for example, do not 
measure the financial and environmental consequences of engineering and structural information. Some ratings 
provide only an alphabetic (A to F) or ordinal (1 to 10) ranking of a property’s performance relative to other 
properties. Such metrics do little to help a homebuyer estimate future energy expenditures. Moreover, the 
specification of an engineering model may not account for all relevant property features. In fact, because there is 
no industry consensus on the proper way to measure energy performance, variation in the choice and weighting of 
energy-efficiency factors leads to variation in ratings outcomes across engineering model specifications. 

Energy ratings are costly to undertake, and at present there is no clear evidence that mandating their disclosure at 
the time of property listing reduces energy use or leads to investment in energy-efficient technologies. By contrast, 
many other policies targeting household energy use and investment have demonstrated efficacy from both an 
environmental and cost perspective. These other policies often try to influence consumer energy use or investment 
behavior directly. Given that the behavioral pathway by which energy ratings would affect energy use or 
investment decisions is indirect at best, established alternatives offer better policy approaches.  

In addition to the substantial uncertainty about their efficacy, an energy rating requirement may have unintended 
consequences. In particular, their impact on property prices may exceed an adjustment consistent with the 
underlying differences in energy costs. Economic research confirms that energy ratings affect property values in 
the expected direction ‒ that is, higher ratings lead to higher valuations (“premiums”) and lower ratings lead to 
lower valuations (“discounts”). However, research has found that the magnitude of these premiums and discounts 
does not appear to accurately reflect the capitalized value of expected future energy expenditures. Instead, these 
premiums and discounts appear to inflate differences in expected future energy expenditures across properties 
with different ratings. The reason for this inflation of premiums and discounts is unclear. It could reflect 
overattention to future energy expenditures (perhaps due to the salience of the information provided) or personal 
preferences (e.g., the cachet of owning a highly rated home, or the stigma of owning a lower rated home). In any 
case, evidence to date indicates that mandatory energy ratings can lead to home-value effects that are 
incommensurate with the changes in energy costs that the policy was designed to incentivize. And economic 
research finds that these home-value effects could be large, with changes in property values potentially on the 
order of tens of thousands of dollars. 

Energy ratings appear to have complex distributional consequences, with the nature of these impacts depending 
on the type of rating system adopted and characteristics of the local housing stock. Our empirical analysis 
indicates that energy ratings may vary widely across localized geographic areas, with variation reflecting a variety 
of factors, including socioeconomics (e.g., age and income), vintage of the housing stock, typical house sizes, and 
the homes’ stock of physical amenities. Interestingly, we do not see a discernable relationship between 
income/wealth and energy ratings, on average. While properties owned by higher-income/wealth households tend 


