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1. Overview
Reasonable housing is a human basic need and a key factor of a person’s health status. It is a widely accepted concern of public policy to assist low-income households that have difficulties to afford an adequate housing status, e.g. by providing allowances to the housing costs. In view of today’s dramatic rising energy prices, low-income households may struggle with their expenses for space-heating and electricity, and may also be in need of public assistance. Some benefit programs therefore cover energy cost, as well.
Such is the case in Germany, where the government’s public housing program includes the subsidation of energy cost. In order to limit the transfers, standards are issued with which to gauge the “adequacy of housing”. This proves to be difficult for energy costs, as it is far from clear how to define such a set of standards, because energy cost cannot be observed ex-ante: they depend largely on weather conditions and the housing unit’s energy efficiency. The housing allowance program of Germany is therefore designed to cover the actual energy cost but restricts the household’s dwelling choice with respect to the housing cost. 
As the discussion of Lowry (1960), Sweeney (1974), and Weicher and Thibodeau (1988) shows, a dwelling’s market price usually decreases as the housing unit ages, meaning that in general its energy efficiency decreases, as well. A policy that assigns transfer-receiving households to a certain price domain of the housing market may hence have an undesirable effect on the program outcome: limited expenditures for housing cost may be countervailed by drastically increased program expenses for energy. The aim of this paper is to clarify the empirical question of whether allowance-receiving households consume considerably more energy.
2: Methods, Results, Conclusion
The paper builds on Wheaton’s (1977) bid rent approach of locational choice and augments this model for a joint decision of housing cost and energy consumption. Once a household has chosen a specific dwelling, the building’s energy efficiency determines the household’s energy demand. We use a panel of some 12,000 German tenant households from the years 2004 and 2005, augmented by GIS-based data on regional weather conditions, and reference data of typical housing cost and energy prices. The empirical point of departure is a multivariate linear mixed-effect model (sometimes referred to as multivariate multilevel model; see e.g. Goldstein 1999), in which the housing choice and the energy cost are each modelled by a separate equation. The random parameter specification allows for heterogeneous preferences in both equations, and admits as well for correlated effects across equations.

Preliminary results suggest that allowance-receiving households indeed have considerably lower expenditures for housing, but no such evidence was found for the associated energy cost. The results imply that these households choose lower-standard dwellings, but the lower rent for the housing unit is not associated with decreased energy efficiency. To conclude, our results indicate that no countervailing effect in the design of the German housing allowance program exists.
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