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Outline

= \WWhy social science (beyond econemics) is
needed

= The Importance of non-financial factors to
financial incentive programs for heusehold
energy efficiency.

= Grading some current incentive programs
= |mplications for policy.



Why social science Is heeded

= Policies have fallen far short of what they promise (i.e.,
the energy efficiency gap)

= Policies rely on an overly narrow model ofi behavior
(Physical-Technical-Econemic model)

= These policies neglect important non-financial
Influences on behavior (e.9., agency ISSUes, costs of
acquiring infermation, access to trustworthy
products/services): There are good reasens people fail
tordo what saves moeney

= Effective policies address both financial and non-
financial barriers to adoption of technology.

= Barriers and best policies are specific to the household
and the action

= Research Is needed to identify the key barriers



Why focus on household
efficiency?

= That's where most of the near-term
potential savings lie

= Efficiency IS not perceived as invoelving
loss of well-being

= [{’'s not only a matter of money: There
are Important lessons from beyond
economics



Importance of Non-Financial Factors:
Three incentive programs from the early
1980s

Program | Incentive | Median Lowest Highest Highest/
Adoption | Adoption | Adoption | Lowest
(%%/yr) rate rate ratio
NV Modest (0,12 0.01 0.51 51.0
program | loan
(1978-84) | subsidy
BFA pilot | Long: 4.4 0.8 10.4 13.0
program | term 0%
loan
SR Crantof | 8 6 1.4 19.3 13.8
iInterim ~93% of
program | cost




Lessons from the ‘80s

= |ncentives necessary for inducing investment
= Non-financial factors are key barriers to action

= |Incentives have an information function—they need to
be large enough to get attention

= |ncentives often work best when combined with other
approaches. These include:

Marketing to get the incentives noticed (including social
marketing)

Make the pregram cenvenient to use

Ensure accessible information about the desired action (how! to
doiit, what to expect)

Provide for guality assurance that the products or services will
produce as promised

= Continually reassess programs



Grading some recent programs:
Cash for Clunkers (CARS)

Grades on policy criteria

Environmental effectiveness: C

(cars purchased exceeded fleet average only.
moderately)

Cost-effectiveness: D



Grading Cash for Clunkers

Grades on behavioral criteria
Increase In new vehicle sales: A

Marketing: A+ (media saturation, at no cost
o taxpayers)

Convenience: A (one-stop shepping, No
paperwork for consumers, instant rebate)

Information: A

Quality assurance: A (easy to learn guality
of cars)



Grading the 30% residential energy
efficiency tax credit

Behavioral criteria
Increased Investment In retrofits: Unknown so far

Marketing: D (how many know about It?)

Convenience: C (save receipts, file return next
year, walt to collect)

Information: B (fairly clear procedure to get credit)

Quality assurance: D (shopping for retrofits IS
difficult)



Grading residential solar
photovoltaic incentives (NJ)

Behavioral criteria
Investments In solar: Unknown so far

Marketing: D (every state different, few if any.
advertise)

Convenience: FE (state credits + renewable energy.
credits traded in market, complicated application
procedure, deadline tor complete)

Information: D (complicated program, information
hard to understand; must depend on installer)

Quality assurance: F (state lists contractors; caveat
emptor)



Some lessons

= Even with strong financial incentives,
there are good reasons people fail to act

= |t’'s not that they need to be persuaded
= |[{'s not enly aboeut the money



Bottom line:
It’s not easy being green!




A policy strategy for energy
efficiency: Make it easier

» Provide trustworthy, credible information
on the costs and environmental/social
effectiveness of these actions

» Find and address all the barriers to
change, as for closing the efficiency gap
(not just technical and financial barriers)

o [Develop, test, evaluate



A policy strategy for energy
efficiency: Make It easier

Marketing
Create incentives to get vendors to do marketing
Look for opportunities for word of mouth

Convenience
Design program from consumer’s standpoint; minimize hoops
Information
Develop credible information on effects of home retrofits
Invest in making infermation accessible and clear
Provide information on effects after the fact
= Quality assurance

Develop systems for rating service providers
Inspections of work



Strategy for finding effective
policies

The details vary. So you need to do
hemework (i.e., research)

= |dentify behaviers with greatest carbon Impact
(and who the key actors are)

= |dentify the barriers to adoption for each
target behavior

= Address multiple barriers withi multiple
Interventions and targets—"full court press”

= Full-court press Is behavior specific



Some promising possibilities:
Developing information

= Develop credible measures of energy
cost of heme occupancy. for houses,
apartments

= |mprove feedback devices, including for
efficiency investments, to publicize
savings

= Human factors design for smart meters



Some promising possibilities:
Policy ideas

Invisible loans: Low-interest loan paid in
utility bill so that moenthly bill is lower

IHome energy cost of eccupancy
disclesure requirement at transfer (this
can create an incentive for rentals)

Combine aboeve with invisible leans
Cash for appliance clunkers

And others...
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