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Energy Efficiency, Not Efficiency Mandates

Nicolas D. Loris

I n order to compel American busi-
nesses and consumers to act in a
manner that suits the federal govern-
ment, various federal agencies have
created mandates and energy-effi-
ciency programs for vehicles, homes,
manufacturing processes, appliances,
and more since the 1970s.

Proponents of those programs
argue that they save consumers and
businesses money, reduce energy use,
and reduce emissions. They ignore
the fact that markets already incen-
tivize Americans to be more energy
efficient. They further disregard
consumer preferences as well as
the unintended consequences and
energy inefficiencies that mandates
and subsidies cause.

The government should remove
efficiency standards and give
American families and business-
es the freedom to pursue energy
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efficiency where it makes sense for
them according to their individual
preferences and budgets.

Americans Know How to
Be Energy Efficient. Energy-
efficiency standards and investments
receive support from a broad array
of interests—both Democrat and
Republican—including those who
would receive taxpayer money for
investing in the efficiency upgrades;
the residential, commercial, and
industrial energy supplier networks;
the laborers to install efficiency
upgrades; and the consumers, who
are told they will save money.

But businesses do not need tax-
payer dollars to improve efficiency
and cut costs; they make those
investments all the time with their
own money. In fact, Senator Jeanne
Shaheen (D-NH), co-sponsor of
the Energy Savings and Industrial
Competitiveness Act, recognized as
much: “By installing efficient light-
ing, new boilers and various demand
response techniques, the [High Liner
Foods seafood processing] company
is making great strides in reducing
energy consumption, which allows
them to expand their business foot-
printin the state.” Similarly, The
Heritage Foundation installed lights
with sensors in the stairwells that
dim when the stairs are not in use.

There are countless examples of
businesses making these investments
on their own. They do not need incen-
tives or rewards for energy-saving
behavior, because when the savings
outweigh the costs, their reward is
reduced energy bills and more com-
petitive prices for their products.

Likewise, consumers understand
how energy costs impact their lives,
whether at the pump or the plug, and
make decisions accordingly to be
more efficient. Energy efficiency per
dollar of gross domestic product has
improved dramatically over the past
60 years. Some might wrongly sug-
gest that this was the result of effi-
ciency standards, but technological
improvements and consumer prefer-
ence are the cause, and energy inten-
sity has been in decline long before
anational energy-efficiency policy.?
Even Environmental Protection
Agency surveys of the voluntary
Energy Star program show that con-
sumers consider energy efficiency in
their purchasing decisions.?

Americans Have Preferences
and Constraints. When busi-
nesses and families are not making
energy-saving investments, many in
Washington assume that, as outgoing
energy Secretary Steven Chu put it,
they “aren’t acting in a way that they
should act.” The paternalistic view
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of federal intervention in energy
efficiency ignores the trade-offs and
budget constraints that families and
investors face and the preferences
they hold.

For instance, someone buying a
car may choose to buy a more fuel-
efficient vehicle to save money on gas,
but he or she may have many other
preferences as well, including weight
and engine power, safety, enjoyment,
or other practical considerations. A
family may just decide to pay less
up front for a less-efficient vehicle
to free up much-needed money for
some greater priority such as electric
bills, food, or saving for a child’s edu-
cation. This does not mean that they
do not recognize that they will pay a
little extra for gasoline over time. It
simply gives them additional flex-
ibility to manage a real-world fam-
ily budget, something all too unfa-
miliar for the federal government.
Whatever the preferences may be,
auto manufacturers have an incen-
tive to balance those trade-offs and

needs of Americans, because their
sales will suffer if they fail to do so.

Failed Attempts and
Unintended Consequences.
Economist F. A. Hayek famously said,

“The curious task of economics is to

demonstrate to men how little they
know about what they imagine they
can design.” Truer words could not
be spoken about the federal govern-
ment’s attempt to micromanage the
energy economy by mandating effi-
ciency standards and subsidizing effi-
ciency upgrades. The programs have
been fraught with unintended conse-
quences, waste, fraud, and abuse.

Mandating efficiency artificially
inflates the sticker prices of vehicles
and appliances. This can have a
series of unintended consequences.
For instance, it can cause people to
hold onto their less efficient products
longer.® In other cases, some families
may not be able to afford to replace a
broken appliance at all.

Proponents of efficiency stan-
dards argue that the higher costis a

small price to pay for the long-term
savings in fuel and energy costs. But
these savings estimates are often
overly generous—as has been the
case with compact fluorescent light
bulbs—and rely on long payback
periods, typically much longer than
people keep the products.”

Furthermore, in some cases man-
dates have watered down product
quality. Fuel economy standards
sometimes resulted in smaller, less
safe vehicles as a way to meet the
federal mandate. And some energy-
efficient appliances have had reduced
product performance, resulting
in longer or less effective washing
cycles in washing machines and dish-
washers, negating both the energy
and cost savings.®

Not only do Americans pay for the
increased cost of some products; they
also pay for them again in tax dollars
to subsidize government incentives
for builders, companies, and individu-
als to install energy-efficient products,
often resulting in substandard quality.
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When the government doled out
billions of dollars in the stimulus bill
to make homes more energy efficient,
shoddy workmanship requiring fol-
low-up work, uncompetitive bidding,
poor record keeping, and overcharg-
ing for energy-efficient light bulbs
and carbon monoxide detectors
became apparent across the U.S.°

The federal government’s involve-
ment in deciding which companies
receive contracts to install energy-
efficient devices also means that
these businesses will send more
lobbyists to Washington not only to
compete for the contracts but also to
expand the programes.

Congress Should Remove
Mandates and Remove Efficiency
Impediments. Producers have a
much better ability to meet con-
sumers’ demands than any govern-
ment mandate or subsidy program.
Congress should recognize how mar-
kets have improved energy efficiency
in the U.S. It should:

m Prevent new efficiency standards
for any new appliances and feder-
al funding for efficiency improve-
ments in manufacturing process-
es and residential, industrial, and
commercial buildings.

= Withhold funds or pass legislation
that repeals efficiency standards
and instead promotes voluntary
programs such as EnergyStar,
which provides consumers with
information about energy savings
for appliances.

m Promote a free-market energy
policy as the best way to ensure
accurate energy prices. American
families and businesses respond
to higher energy prices by putting
a greater value on efficiency. This
creates competition to produce
less expensive energy and greater
efficiency.

Let the Market Save. Energy-
efficiency spending programs and

legislation have largely enjoyed
bipartisan support because the spe-
cial interests involved stand to gain
from these programs. However, the
practices of being resourceful and
saving money are inherently desired,
which means that the economy does
not need government mandates,
rebate programs, or spending initia-
tives to make businesses and home-
owners more energy efficient.

When companies and consumers
do not take full advantage of effi-
ciency gains, it is because they are
weighing other factors that influence
decision making. Markets have driv-
en the energy economy in the right
direction. Mandates do the opposite.

—Nicolas D. Loris is Herbert and
Joyce Morgan Fellow in the Thomas
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Studies at The Heritage Foundation.
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