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1.
Executive summary

Background

Recent scientific research into the atmosphere revealed mounting evidence of ‘global warming’ caused by the release of greenhouse gases, primarily carbon dioxide from the burning of fossil fuels. There are serious concerns that global warming will cause major changes in the world's weather patterns affecting agriculture, forestry, industry and all human activities. These changes could have major adverse economic impacts.

In response to these concerns, governments have considered a wide range of options to improve energy efficiency with the aim of reducing the level of greenhouse gas emissions resulting from energy production and use. 

Improving the awareness of energy efficiency issues and the effect that the enhanced greenhouse effect may have on society has been a key tool for improving energy efficiency and reducing the production of greenhouse gases. In Australia, energy efficiency labelling of domestic appliances has been used since 1986 to raise consumer awareness of these issues and to encourage consumers to use more energy efficient appliances. 

In 1992 a National Greenhouse Response Strategy was endorsed by COAG which, amongst other things, determined that “Governments will develop … and implement nationwide energy performance standards for major domestic appliances”. 
In 1995 ANZMEC Ministers agreed to the introduction of mandatory minimum efficiency performance standards (MEPS). 
In support of this agreement a group comprising regulatory, industry and consumer representatives throughout Australia developed a set of regulations to provide a consistent set of controls over mandatory energy labelling of prescribed domestic electrical appliances in Australia, and allow for the introduction of MEPS for certain appliances in order to achieve energy efficiency objectives.  The regulations propose to require mandatory labelling of refrigerators, freezers, dishwashers, clothes washers, clothes dryers and air conditioners. MEPS will be applied to refrigerators, freezers and electric storage water heaters.

1.1
The Victorian Government’s Approach to Regulation Review

The Government has set itself a major task of reducing costs and uncertainties for Victorian business to bring about greater efficiency and benefits to consumers of wider choices.  A program involving rigorous reviews of existing and proposed regulations is among the most important of the strategies in pursuit of these goals.  

This program was strengthened by the Subordinate Legislation Act 1994and has been married to the National Competition Policy agreed to by all Australian Governments in April 1995.  The National Competition Policy obliges all Australian governments to ensure that legislation does not act as a barrier to the development of competition in the economy.  Exceptions to this are possible where the benefits from legislative restrictions outweigh the costs, or where an alternative cannot be found.  

The net effect of these two measures places a strong presumption against further regulatory measures and a wish to see existing regulations unwound where they can no longer be justified.  Taken together, the two measures give effect to a belief, which is firmly founded in economic theory, that where there is adequate competition, free markets with minimal Government oversight will almost invariably produce more efficient outcomes than where Governments seek to impose its own arrangements.  

This RIS has been prepared to examine the competition effects and regulatory costs of:

The existing labelling requirements designed to promote energy efficiency in certain the proposed Domestic Appliances; and 
The proposal to extend the scope of those regulations to make it illegal to sell in Victoria those refrigeration, freezer and domestic hat water appliances that use more than a specified amount of energy to produce the services consumers expect from them.   
The RIS has been prepared in accordance with the Government’s Regulatory Impact Statement Handbook and Guidelines for the Application of the Competition Test to New Legislation Proposals.

1.2
Regulatory objectives and mechanisms

1.2.1
Background to Energy Efficiency Regulations

The original stimulus for measures to promote energy efficiency in appliances was the oil crises of 1974 and 1979.  These developments led to a marked increase in the price of energy.  They were accompanied by a worldwide concern, most notably expressed in publications of the Club of Rome(, which incorrectly estimated that the world was running out of resources.  These developments brought calls for increased data, particularly covering energy efficiency, to be offered to consumers so that they could be better informed in the purchase of goods.  In some cases they also brought calls for mandatory levels of energy efficiency for some goods.  

Although concerns about energy shortages have now abated, and Victoria has proven brown coal resources to supply electricity for 1000 years, a new impetus for measures to regulate the supply of certain goods was given by increasing concerns about greenhouse gas emissions.  

In most respects, the calls for increased regulatory intrusion to better inform consumers–and especially to deny access to certain goods–are at variance with the principles of reduced regulation that characterise contemporary regulatory review and competition policy approaches.  They rest on three rationales: 

· that consumers are not sufficiently informed or sufficiently capable of taking informed decisions about the purchase of goods that is in their best interests; 

· that there is a principal/agency distortion as many goods are bought for the use of certain consumers by others who place too high a weighting on reducing initial rather than long term costs; and 

· that the use of certain goods brings adverse externalities in the form of costs that are imposed on others and not captured in the prices paid.  

All of these rationales for regulation are controversial.  The notion of free markets is based on the fact that consumers generally make purchases in their best interests.  Consumers buy highly complex goods like computers and motor cars incorporating many different components and exhibiting many different performance characteristics.  The outcomes of their purchases are generally agreed to accord with their overall interests without the need for the governments to dictate certain requirements of the products’ manufacturers beyond those that might impact on third parties (e.g. braking requirements for cars).  

The principal/agency distortion is equally fallacious.  It might be said that renters of property with a targeted appliance installed are indifferent to its performance.  This is however not true.  People weigh up a great many features in the purchases of products.  In fact studies have shown that contrary to a superficial assessment, houses built for rental purposes on average incorporate more energy saving features than those built for owner-occupation
.  

The externality case is the one that can best justify regulatory intrusion.  However, there is no automatic application of a regulation resting on this case.  Externalities are around us all the time: they could be used by the purchaser of an expensive motor vehicle to justify community subsidies on the basis that the superior braking and pollution characteristics confer unpaid benefits.  Equally, they could be applied by a neighbour who has a well-kept garden, the benefits of which spill over onto others close by.  Externalities are therefore matters that do not automatically justify regulatory intrusion.  

1.2.2
The Objectives of the Regulatory Proposals

From the foregoing we can say that the main purpose of these Regulations is to reduce the production of greenhouse gases. The Regulations attempt to achieve this through a combination of:

· minimum energy performance standards (MEPS) to be applied to refrigerators, freezers and electric storage water heaters, and 

· mandatory energy efficiency labelling to inform customers of the energy efficiency level of appliances. 

The proposed Regulations are consistent with agreements made at the Australian and New Zealand Minerals and Energy Council (ANZMEC) for the adoption of mandatory MEPS and labelling to limit greenhouse gas emissions.  They were mentioned by the Prime Minister in Safeguarding the Future: Australia’s Response to Climate Change (20 November 1997), following the Kyoto Convention.  

In that statement the PM said, the Australian governments were to work “to develop energy efficiency codes and standards for housing and commercial buildings, appliances and equipment“.  Some $4.4 million was allocated for a range of matters including “minimum energy performance standards for new appliances and equipment regulating or developing codes of practice to ensure their adoption and, where appropriate, labelling or rating appliances and equipment to help consumers with their selection.”  

1.2.3
The Nature and Extent of the Problem

It is maintained that without the regulations consumers would place inadequate priority on purchasing goods that used less energy and would be attracted instead to appliances that offered a low initial price or some other features that the promoters of the regulations consider to be less valuable.  

The regulations are primarily targetted at greenhouse gas emission reductions with a secondary goal of saving energy and consumer costs.  Implicitly, it is the view of the proponents that the “externality” effect of global warming caused by greenhouse gas emissions is neither factored into consumer purchases of these appliances nor are the incentives of savings in energy costs sufficient to bring about an adequate response without regulatory intervention.  

A number of reports by George Wilkenfeld and Associates and Energy Efficient Strategies
 have estimated the increased carbon dioxide emissions that would result from an absence of labelling requirements and estimated additional benefits that would follow from mandatory performance standards.  Among these findings are the following: 

· total energy efficiency of refrigerators and freezers is trending downwards by 2-3% per annum, a trend which is taken to be directly caused by energy labelling

· abandonment of energy labelling would increase consumption of electricity for appliances by about 890 GWh or $1690 million over 15 years, an average of 56 GWh per annum 

· abandonment of energy labelling would increase CO2 emissions by 0.8 million tonnes per annum (expected emissions are expected to be 654 million tonnes in the year 2000
 and the measures therefore claim to reduce emissions by about 0.12%)

· the enhancement of labelling is projected to reduce CO2 emissions on appliances now labelled by 1.7 million tonnes per annum

· the introduction of MEPS is estimated to reduce electricity use by an additional 99 GWh per annum on water heaters and by 59 GWh on refrigerators and freezers; this equates to reductions in CO2 emissions of 1.2 and 0.8 million tonnes respectively.  

Aside from the question of whether the externality warrants incurring the costs of the regulation (or increased regulation) these estimates are highly speculative.  They appear to be based on business as usual resulting in no improvements in energy efficiency.  A more reliable set of estimates would have been offered by measuring the improvement that occurred in Australia after the introduction of labelling with the previous rate of increase in energy efficiency or by using a benchmark rate of increase based on New Zealand which has no labelling regulations or the European Union where such labelling is to come into force only in 1999 (and where “The substantial difficulties associated with the introduction of mandatory minimum energy efficiency standards for refrigerators and freezers … appeared to prompt a re-think of the approach to other appliance groups by the European Commission itself and by the manufacturers association in Europe”
).  

Hence, in spite of the detailed nature of the forecasts commissioned by different Government agencies, no confidence can be attached to them.  The reduction in energy use brought about be the regulations or by making them even more onerous may have brought about only a fraction of the energy savings estimated by the various studies.  

Moreover, those studies are predicated on a rate of take up of the more energy efficient appliances where the real energy cost is assumed to increase by 1% per annum up to 2015.  Following electricity reforms, costs to contestable customers have fallen in nominal terms by close to 20% and as contestability is to be extended to all customers over the next two years, real declines to households can be expected.  This would reduce the ratio of energy to original costs from those used in the GWA 1996 study of 43% for refrigerators, 47% for freezers and 25-62% for electric storage water heaters.  (Based on an 8% discount factor).  

1.2.4 Nature and Impact of the Proposed Statutory Rule

1.2.4.1 The Authorising Power and the Relevant Act

In June 1992, Australia ratified the UN Framework Convention of Climate Change.  This provided a basis for addressing greenhouse issues.  The Commonwealth has also signed the Kyoto Conventions designed to reduce emissions of greenhouse gases below the business-as usual level.   

In 1992 a National Greenhouse Response Strategy was endorsed by COAG which, amongst other things, determined that “Governments will develop … and implement nationwide energy performance standards for major domestic appliances”. 
In 1995 ANZMEC Ministers agreed to the introduction of mandatory minimum efficiency performance standards (MEPS). 

The draft Domestic Appliances and Energy Efficiency Regulations was developed by a committee, under the auspices of ANZMEC, comprising regulatory, industry and consumer representatives. 

The Regulations were developed to apply uniformly across Australia. Currently each State applies their own and often differing labelling regulations. These differences can raise compliance costs for manufacturers and these additional costs are passed onto customers in the price of appliances.  

In Victoria the proposed Regulations would replace the SEC (Energy Efficiency) Regulations. The energy efficiency labelling requirements would apply to refrigerators, freezers, dishwashers, clothes washers, clothes dryers and air conditioners. 

As well as nationally uniform labelling requirements the proposed Regulations would establish MEPS for refrigerators, freezers and electric storage water heaters. MEPS are standards which set the minimum performance level for certain appliances in terms of the (electrical) energy they use. Closely associated with the MEPS are the performance standards which establish minimum performance standards for basic appliance functions such as cleaning and drying ability. These standards have been proposed in conjunction with the MEPS partly to ensure that energy efficiency is not gained at the expense of other appliance qualities and partly to ensure consumers are guaranteed basic functionality of equipment.

It should be noted that MEPS is planned to be incorporated into Australian Standards for refrigerators, freezers and electric storage water heaters. Consequently, it is  proposed to reference the relevant Australian Standard in the Regulations for both energy labelling and MEPS, thereby consolidating the process of establishing Standards.

The regulations themselves are planned to be authorised under the Electricity Safety Act 1998 covering the renewal of labelling standards under the State Electricity Commission (Energy Efficiency and Labelling) (Refrigerators, Refrigerators-Freezers and Freezers) Regulations 1987, and introduction of Minimum Energy Performance Standards for these categories of appliances and for domestic hot water heaters.  

1.2.4.2 The Form and Incidence and Enforcement of the Proposed Regulations

The regulations require the registration of all proclaimed electrical equipment.  The application must be accompanied by an application fee and a sample of the electrical equipment label intended to be attached to the equipment and a test report that satisfies the appropriate criteria.  

Enforcement is effected by disallowing sale of non-conforming appliances.  

2. Identification and Assessment of the Costs and Benefits

2.1 Costs

2.1.1 Paperburden and Testing Costs

According to the data assembled by Peter Day Consulting
, for refrigerators and freezers registration costs of about $6,000, labelling costs of $280,000 and testing costs of about $585,000 are directly incurred.  No data is available on water heaters.  The consultants estimated the total cost to consumers of about $3.20 per appliance labelled.  

In addition there are costs of product development that were not quantifiable.  

Administrative costs for all appliances were put at $685,000 per annum.  

2.1 2Competition and Market Effects

The Regulations may have substantial effects on competition and availability of product to consumers.  In the case of MEPS, reducing availability of product is likely to mean reducing the availability of cheaper products or of some specialised products which fill particular niches or requirements.  

In respect of the latter, the impact of the proposals is estimated to increase the price of refrigerator-freezers by 1.4% and water heaters by 5-10%.  The impact of price increases is not addressed in the various studies.  Higher prices of themselves are likely to have a market effect.  With higher prices consumers will defer the purchase of new goods.  This reduces somewhat the effect of the regulations in bringing about the targeted reductions in energy use and CO2 emissions.  

The effect on competition is also likely to be significant.  The GWA 1994 study estimated that MEPS would have ruled out the sales of 50% of refrigerators and freezers if introduced in its original form in 1992.  Considerable negotiation was engaged in to establish a level of MEPS that the local producers could acquiesce in MEPS for water heaters and even then the measure was designed to exclude the smaller units.  

The proposed labelling Regulations do not inhibit consumer choice or exclude competitive products.  Indeed, they are designed to facilitate customer choice and overcome the potentially high costs associated with testing and comparing appliances for minimum performance and energy standards by individual consumers. In this respect, the proposed regulations can be said to be pro-competitive.  

The Regulations would require all manufacturers to display a standard label identifying the energy efficiency of appliances. Manufacturers would not be able to sell their appliances unless they have undertaken an approved energy efficiency test and applied a label showing the results of this test. 

Mandatory energy labelling may reduce the level of competition in two main ways: 

erecting regulatory barriers to market entry: manufacturers will not be able to sell appliances unless they display an approved label. This establishes a regulatory barrier to market entry.  

The barrier to competition may mean some products, not necessarily supplied by businesses which have been consulted in the course of the regulations’ development, are excluded from the marketplace.  Although this confers an advantage on those suppliers which already comply, or can do so at a low cost, it does so at the expense of other suppliers and consumer welfare. 

erecting economic (cost) barriers to entry: the requirement for all refrigerators, freezers, dishwashers, clothes washers, clothes dryers and air conditioners to display an energy efficiency label involves some increases in the production costs for manufacturers. For example, manufacturers will need to incur costs for testing products to ensure the products comply with the Regulations as well as costs associated with producing and fixing efficiency labels to appliances.
 

Regulations that raise the costs of production may have the effect of raising the cost of market entry or cause some (marginal) producers to exit the market, thereby reducing competitiveness. In practice though, the additional costs of mandatory labelling are unlikely to exclude existing or potential new entrants because the costs of implementing and administering such a scheme are small in proportion to other production costs.
, 

Competition effects of MEPS

The MEPS regulations will have the effect of preventing manufacturers from selling appliances in Australia unless they meet a minimum level of energy efficiency. 

The competition effects of MEPS are more forceful than those for mandatory labelling: 

erecting regulatory barriers to market entry: manufacturers will not be able to sell appliances unless they conform to minimum energy performance standards, thereby eliminating the market (and therefore competition) for less efficient household appliances in Australia. 

erecting economic barriers to entry: the imposition of MEPS may inhibit the entry of new manufacturers or exit of existing ones if the standards significantly raise production costs. Production costs may be raised if the MEPS requires the adoption of new manufacturing technologies which are costly, either because they require retooling of plant or the purchase of expensive patented designs. 

Summary of competition impacts

Whilst the labelling scheme and the MEPS could, in principle, create barriers to market entry, in practice any impact is likely to be small because regulation neither materially changes the entry and exit conditions, nor the structure of the market. Therefore, in practice, the proposed regulations are unlikely to have any competition impacts that should warrant an investigation of alternatives to achieve the desired objectives of regulation. Nevertheless this analysis is conducted in the following section. 

Requirement for regulation 

The analysis of the economic merit of regulation starts with the assumption that markets are an efficient means of allocating resources. Therefore, if intervention in a market is to be justified, then a source of ‘market failure’ needs to be identified or goals other than efficient resource allocation need to be agreed to, such as ensuring social equity needs are pursued. 

The proposed Domestic Appliances and Energy Efficiency Regulations attempt to solve two market failures; the poor incentives manufacturers may have in revealing the energy efficiency of their appliances, and inefficient energy pricing. 
· Provision of energy efficiency information

In the absence of regulations that require manufacturers to label the energy efficiency of the appliances they sell, customers will need to rely on manufacturers offering this information so that they can compare different products. Customers will find it difficult and expensive to make these comparisons if manufacturers do not voluntarily provide this information on a comparable basis. 

Manufacturers do not have a strong incentive to make it easy for customers to compare appliances because this will make price comparisons easy and will increase competition and reduce profits. Manufacturers may highlight the energy efficiency qualities of their appliances but they will not have an incentive to ensure that this information is easily comparable with other appliances. Standard energy labelling will facilitate the consumer’s ability to choose between products. 

· Inefficient energy pricing

One of the key objectives of the mandatory energy labelling, and particularly the MEPS, is to reduce the production of greenhouse gases. Energy prices are artificially low because they do not include the environmental costs from energy production. This artificially low price will encourage consumers to use more electricity than they would if they had to pay for the full costs of their energy usage. 

Ideally, the price of electricity should include the full cost of supply including any environmental impacts. Prices should also be cost reflective. This means that all customer class and geographic cross-subsidies should be eliminated. In addition, optimal energy prices should reflect the costs of delivering electricity on a time-of use basis. 

Fully cost reflective energy pricing is unlikely to be adopted in Australia in the near future although the development of the National Electricity Market (NEM) provides a basis for real-time pricing and the unwinding of some cross-subsidies. The NEM does not address the issue of the including the costs of environmental impacts into electricity prices.

To achieve the effect that such a policy would have on electricity consumption, customers could be encouraged to use more efficient appliances. This would reduce energy consumption and greenhouse gas production. In this way MEPS replaces the role of prices in a market. 

Alternatives to regulation

In the absence of efficient energy prices it is believed that the market will not deliver a solution which is as efficient as the proposed regulations. 

The best alternative to the proposed regulations is to introduce efficient energy prices to customers. Efficient energy prices would incorporate the costs of environmental impacts arising from greenhouse gas production and they would require the elimination of customer class and geographic cross subsidies. In addition, optimal energy prices should reflect the costs of delivering electricity on a time-of-use basis.

Recommendations

It is recommended that the government adopt the proposed regulations that incorporate a combination of mandatory energy efficiency labelling and minimum energy performance standards for the nominated appliances.  

These regulations should be reviewed within 5 years to reassess the efficiency of energy pricing, technological and market changes, and to consider the effects of consumer awareness and response to greenhouse gas production. 

2.
Introduction

The National Competition Policy obliges all Australian governments to ensure that legislation does not act as a barrier to the development of competition in the economy. The only circumstances under which legislative restrictions to competition can be tolerated is if the benefits from doing so outweighs the costs, or whether an alternative that does not have the effect of restricting competition cannot be found. All governments have agreed to review existing and new legislation to ensure that they meet the above guidelines. 

This RIS has been prepared to examine the competition effects of the proposed Domestic Appliances and Energy Efficiency Regulations. This RIS has been prepared in accordance with the Government’s Guidelines for the Application of the Competition Test to New Legislation Proposals.
The main purpose of these Regulations is to reduce the production of greenhouse gases. The Regulations attempt to achieve this through a combination of:

minimum energy performance standards (MEPS) to be applied to refrigerators, freezers and electric storage water heaters, and 

mandatory energy efficiency labelling to inform customers of the energy efficiency level of appliances. 

The proposed Regulations are consistent with meeting Australia’s obligations to the Australian and New Zealand Minerals and Energy Council (ANZMEC), who are progressing on behalf of COAG the adoption of mandatory MEPS and labelling to limit greenhouse gas emissions.

The Regulations will also have the effect of reducing the compliance costs to appliance manufacturers. These savings will result from the application of uniform Regulations which are to be applied across all States and territories. 

In the same year a National Greenhouse Response Strategy was endorsed by COAG which, amongst other things, determined that:

“Governments will develop, in consultation with manufacturing industry, and implement nationwide energy performance standards for major domestic appliances, after considering the costs and benefits involved.  ANZMEC
 will be the coordinating national body for this initiative.  As part of this process the Commonwealth will initiate a review of the adequacy of existing energy performance and energy measurement standards for domestic appliances”.
In response to this position a major research project was undertaken in 1992/93 to assess the costs and benefits of adopting Minimum Energy Performance Standards
 - the MEPS Benefit/Cost Study. The study concluded that the implementation of MEPS for certain household electrical appliances would result in significant reductions in electricity consumption, reductions in carbon dioxide emissions, and a cumulative energy saving of approximately one third of the total annual consumption by the residential sector in 1991/92 within a fifteen year timeframe.  The report recommended MEPS levels for refrigerators, freezers, clothes dryers and electric water heaters.  

Following extensive discussions between government and industry, it was proposed that MEPS for clothes dryers be excluded from further consideration and revised MEPS cut-off levels were presented for refrigerators, freezers and mains pressure electric storage water heaters. While the industry proposals for refrigerators and freezers were in fact more stringent than the original MEPS proposal, the requirements for electric storage water heaters were significantly relaxed.

ANZMEC Ministers agreed to the introduction of mandatory MEPS proposed by industry for refrigerators, freezers and electric storage water heaters in March 1995. The proposed regulations are in response to this agreement. 

1.


4.
Industry background

4.1
Industry structure

There are four major manufacturers of household electrical appliances in Australasia: 

Email Pty Ltd: with plants in Adelaide and Orange, manufactures refrigerators, freezers, clothes washers and dryers, air conditioners and dishwashers;

Southcorp Australia Pty Ltd (incorporating Hoover, Rheem, Vulcan and Chef): based in Melbourne and Sydney, manufacture refrigerators, freezers, clothes washers, clothes dryers, dishwashers and electric storage water heaters;

Fisher & Paykel: a New Zealand company with plants in Auckland, Dunedin and Brisbane, manufacture refrigerators, freezers, clothes washers, dryers and dishwashers; and

Hardie Dux: based near Sydney, manufacture electric storage water heaters only.

In addition to the locally manufactured brands there are a number of imported brands. These include: 

Refrigerators and freezers: Samsung, Sharp, Goldstar, Panasonic, Lemair, General Electric, Whirlpool; 

Clothes washers: Hitachi, Sanyo, Samsung, Panasonic, AEG, Miele, Asko, Bosch, Whirlpool, General Electric, Kleenmaid;

Clothes dryers: AEG, Bosch, Miele, Kleenmaid, Asko;

Dishwashers: AEG, Bosch, Miele, Asko, Kleenmaid, Omega, Lemair;

Airconditioners: Panasonic, Fujitsu, Goldstar, Sanyo, Carrier & Daiken; and

Water heaters: no imports.

Table 0.1 depicts the market share of the three most significant brands of each electrical appliance for 1994. It is clear from this table that the appliance market is reasonably concentrated. This conclusion is confirmed by a survey conducted by Counterpoint in 1997, which showed that of refrigerators purchased in the last 12 months, most households purchased just three brands - Westinghouse, Fisher and Paykel and Kelvinator (see Table 0.2). 

It is also interesting to examine the market share of local and imported electrical appliances, shown Table 0.3. The imported products clearly dominate the market for air-conditioners.

The market for electrical appliances can be summarised in the following points: 

there appears to be a large number of brands on offer to consumers but  some of the brands and models available are owned by the same companies and are technically identical; 

sales are dominated by four local producers which account for approximately 80% of the market. The dominance of each manufacturer varies with each electrical appliance;  and

imported electrical appliances account for a small proportion of the market. The only exception is air-conditioners where the only local manufacturer, Email, has 24% of the market. The remaining demand is serviced by imports.

Table 0.1 Market share of whitegood suppliers - 1994

	Supplier
	Refrigerators
	Freezers
	Clothes washers
	Clothes dryers
	Air conditioners
	Dishwashers
	Water heaters

	Email:  Simpson
	
	
	27
	30
	
	17
	

	Southcorp: Hoover
	unavailable
	
	25
	33
	
	
	

	Fisher & Paykel
	15
	21
	22
	24
	
	
	

	Email:  Westinghouse
	32
	35
	
	
	24
	12
	

	Email: Kelvinator
	18
	31
	
	
	
	
	

	Panasonic
	
	
	
	
	14
	
	

	Fujitsu
	
	
	
	
	13
	
	

	Southcorp: Dishlex
	
	
	
	
	
	39
	

	Southcorp: Rheem
	
	
	
	
	
	
	55

	Southcorp: Vulcan
	
	
	
	
	
	
	21

	James Hardie
	
	
	
	
	
	
	7

	Other
	35
	13
	26
	13
	49
	32
	17


Source: BIS Shrapnel, Retailer Attitudes to Electrical Appliances in Australia Market Prospects to 1997, Volume 1, April 1995.

Table 0.2 Refrigerator brands purchased between January 1996-1997

	Supplier
	Market share (%)

	Email- Westinghouse
	26

	Fisher & Paykel
	24

	Email- Kelvinator
	13

	Southcorp - Hoover
	7

	Whirlpool
	4

	Email (imported)- Frigidaire
	3

	Southcorp- Admiral
	3

	General Electric
	3

	Lemair
	2

	Southcorp- Norge
	1

	Other
	14


Source: Counterpoint, January 1997

Table 0.3 Estimated electrical appliance sales - 1992

	Appliance
	Local production (%)
	Imports     (%)
	Total sales    (‘ 000)
	Average price ($)

	Refrigerator
	74
	26
	531
	960

	Freezer
	78
	22
	125
	606

	Clothes washer
	71
	29
	455
	780

	Clothes dryer
	92
	8
	206
	312

	Dishwashers
	77
	23
	115
	1,274

	Air conditioners
	24
	76
	140
	1,362

	Water heaters
	100
	0
	330
	454


Source: George Wilkenfeld and Associates, Benefits and Costs of Implementing Minimum Efficient Standards for Household Electrical Appliances in Australia, July 1993 

4.2
Current legislation

4.2.1
Energy efficient labelling

Individual energy labelling laws are currently applied in some States. These are described below: 

New South Wales
A mandatory labelling scheme was first introduced in New South Wales in 1986 under the Electricity Development Act 1945 and covered refrigerators, freezers and refrigerator-freezers. Subsequently in 1987 and 1988 refrigerative air conditioners and dishwashers were also included. Under mandatory sunsetting provisions new Regulations were established in 1995 which replaced these earlier controls, the Electricity (Energy Labelling and Electrical Articles) Regulations 1995 were established under the Electricity Act 1945.

Victoria 
A labelling scheme was introduced in Victoria in 1987 under the State Electricity Commission Act 1958 which covered refrigerators, refrigerator-freezers, freezers, dishwashers and refrigerative air conditioners. In 1990 the scheme was broadened to include clothes dryers and clothes washers.

South Australia

South Australia introduced a scheme in 1990 under the Electrical Products Act 1988 covering refrigerators and freezers. Subsequently in 1991 refrigerative air conditioners, dishwashers, clothes dryers and clothes washers were also included.

Queensland
In 1994 an energy labelling scheme was introduced in Queensland under the Electricity Act 1994 covering dishwashers, refrigerators, refrigerator-freezers, freezers, refrigerative air conditioners, clothes washers and rotary clothes dryers.

Northern Territory
In 1993 the Northern Territory Government established the Consumer Affairs (Product Information) Regulations 1993 under the  Consumer Affairs and Fair Trading Act. The Regulations provide that goods are deemed to have complied with the Regulations if they are labelled in accordance with the relevant provisions of another labelling State's Regulations. These Regulations apply to refrigerators, refrigerator-freezers, freezers, refrigerative air conditioners, dishwashers, clothes dryers and clothes washers. However, a registration and approval system does not operate in the Northern Territory.

Western Australia

In Western Australia the Government established the Electricity (Energy Efficiency Labelling) Regulations 1997 under the Electricity Amendment Act 1996. The Regulations provide that goods are deemed to have complied with the Regulations if they are labelled in accordance with the relevant provisions of another labelling State's Regulations. These Regulations apply to refrigerators, refrigerator-freezers, freezers, refrigerative air conditioners, dishwashers, clothes dryers and clothes washers. 


Discrepancies in State labelling requirements

The manufacturers of electrical appliances are currently required to meet a number of different regulations in each State. The inconsistency in the State laws consequently create uncertainty about product labelling requirements and impose higher compliance costs on manufacturers than necessary. 

The discrepancies between the States are described below:

Law: The State laws differ in a number of ways, including:

· liability for compliance;

· the stage at which labelling is required;

· the positioning of the label;

· recognition of other jurisdictional labels; 

· penalties for incorrect labelling range between $500 and $1,000; and

· the ability to cancel registration. 

Declarations: The electrical appliances subject to labelling requirements differ between States; 
Regulations: The Regulations which accompany each State Act may be universally applied to electrical products or may be product specific. Consequently, the compliance criteria for manufacturers may vary between State. These differences include the following:
· the process of application and approval;

· requirement to maintain a register of manufacturers (although in practice this already occurs); 

· the application of standards for energy efficiency, rating and consumption; 

· the fixing of the label on the product; and

· the penalties imposed and the definition of offences.

4.2.2
Minimum energy performance standards

Currently, no State has imposed minimum energy performance standards (MEPS) for electrical appliances. 

4.2.3
Other legislative requirements

Standards Australia 

Standards Australia was established in 1922 as an independent non-profit organisation to develop a set of Australian Standards to act as national benchmarks for products and services.
 The organisation is recognised as the peak standards body in Australia through a Memorandum of Understanding with the Commonwealth Government. The benchmarks are established by committees of experts from industry, governments and consumers and are regularly updated. Some standards are recognised in both Australia and New Zealand. In addition, the Committee also represents Australian and New Zealand interests in the development of international standards by the International Organisation for  Standardisation (IOS) and the International Electrotechnical Commission (IEC) and ensures, where possible, these standards are reflected in Australian/New Zealand standards.

It should be noted that all State labelling legislation requires products to meet the performance criteria of the Australian Standards. Currently, if a manufacturer wishes to sell an appliance which falls under existing labelling legislation, appliances must satisfy the relevant Australian Standards. 

5.
Proposed regulations

The draft Domestic Appliances and Energy Efficiency Regulations was developed by a committee, under the auspices of ANZMEC, comprising regulatory, industry and consumer representatives. 

The Regulations were developed to apply uniformly across Australia. Currently each State applies their own and often differing labelling regulations. These differences can raise compliance costs for manufacturers and these additional costs are passed onto customers in the price of appliances.  

In Victoria the proposed Regulations would replace the SEC (Energy Efficiency) Regulations. The energy efficiency labelling requirements would apply to refrigerators, freezers, dishwashers, clothes washers, clothes dryers and air conditioners. 

As well as nationally uniform labelling requirements the proposed Regulations would establish MEPS for refrigerators, freezers and electric storage water heaters. MEPS are standards which set the minimum performance level for certain appliances in terms of the (electrical) energy they use. Closely associated with the MEPS are the performance standards which establish minimum performance standards for basic appliance functions such as cleaning and drying ability. These standards have been proposed in conjunction with the MEPS partly to ensure that energy efficiency is not gained at the expense of other appliance qualities and partly to ensure consumers are guaranteed basic functionality of equipment.

It should be noted that MEPS will be incorporated into Australian Standards for refrigerators, freezers and electric storage water heaters. Consequently, it is  proposed to reference the relevant Australian Standard in the Regulations for both energy labelling and MEPS, thereby consolidating the process of establishing Standards.
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7.3
Market failure

The analysis of the economic merit of regulation starts from the presumption that markets are an efficient means of allocating resources. Therefore, if intervention in markets is to be socially justified then a source of market failure needs to be identified or goals other than efficient resource allocation need to be agreed to, such as ensuring social equity needs are pursued. It also needs to be shown that the costs of government intervention (e.g. regulation) are lower than the costs that would be imposed on the economy had the government not intervened in the market. 

The proposed Domestic Appliances and Energy Efficiency Regulations outlined above attempt to solve two main market failures; information asymmetry and externalities. These are briefly discussed below.
7.3.1
Information asymmetry

Consumers can only make optimal choices in the presence of perfect information regarding the alternative choices and the qualities of the product. Markets often under-provide information and this prevents consumers from making optimal choices. The market may fail to provide information because those who provide the information cannot capture all the value that it creates, or because the costs of obtaining and disseminating the information are so large that it can only be done by a single large organisation.

For example, the costs involved for a single consumer to test the energy efficiency or other performance dimensions of an appliance would surely outweigh the benefits that could reasonably be expected. In this case a single consumer would not seek to test the energy efficiency and would then select an appliance on the basis of other qualities, such as price.

However, manufacturers would have an incentive to make it difficult for customers to easily compare prices. If prices and products can be easily compared it is more likely that a competitive market will develop. To reduce competition manufacturers will attempt to differentiate their appliances from others. Mandatory (standard) labelling helps to improve the ability of customers to compare between appliances and, in this respect, labelling is pro-competitive. In the absence of a common mandatory labelling system, manufacturers or industry associations could introduce their own energy efficiency labels and other quality reports in a way that makes comparison between alternatives difficult or costly. This will tend to serve to reinforce an incumbent’s position in the market since they will at least have the benefit of brand recognition to consumers. 

Moreover, energy efficiency claims by manufacturers are difficult to verify once the product is purchased. Electricity bills do not allow consumers to identify the energy consumption patterns of particular products. Therefore, it is important that the information is accurate and the organisation responsible for undertaking the testing can be relied upon to provide independent information. Manufacturers do not have a strong incentive to provide accurate information to customers on certain product features if these advertised qualities result in additional production costs from which they earn a low marginal return. For similar reasons energy efficiency programs sponsored by electricity utilities tend to be less effective than ‘community’ based programs. 

There are some organisations who have attempted to overcome these high search costs to consumers by conducting their own tests and publishing the results. But there are problems that reduce the value of the information provided. First, the tests don’t always cover the appliances being considered by consumers and often the information is being provided via industry or consumer association publications which are costly to subscribe to. Also, the decision to purchase an electrical appliance does not always correspond with the publication of up-to-date information. Consequently, the information on available products may be limited and restrict the consumer’s ability to make an informed decision. 

The regulated provision of energy efficiency information can help customers to compare similar appliances and in doing so is likely to facilitate the development of a more competitive market. 

7.3.2
Externalities

The key objective of the mandatory energy labelling, and particularly the MEPS, is to reduce the production of greenhouse gases. It is widely accepted that electricity generation is the major source of greenhouse gases and it is widely believed that the enhanced greenhouse effect is likely to cost the economy a great deal. To the extent that some people consume more electricity than others, these high electricity users are imposing costs on the rest of the community. This is economically inefficient since high electricity users are not paying the full cost (i.e. including the environmental costs) of their electricity consumption. This artificially low electricity cost will encourage these consumers to use more electricity than they would if they had to pay for the full costs of their energy usage. 

Ideally, the price of electricity should include the full cost of supply including any environmental impacts. Prices should also be cost reflective which means that all customer class and geographic cross subsidies should be eliminated. In addition, optimal energy prices should reflect the costs of delivering electricity on a time-of -use basis. 

Optimal prices would be more likely to encourage the purchase of energy efficient appliances and if they existed the regulations would probably not be required. 

However, a fully cost reflective pricing system has not been adopted in Australia, although the development of the National Electricity market provides a basis for real-time pricing and the unwinding of some cross subsidies. However, the NEM does not address the issue of including the costs of environmental impacts into electricity prices.

To achieve the effect that such a policy would have on electricity consumption customers could be encouraged to use more efficient appliances. This would reduce energy consumption and greenhouse gas production. In this way MEPS replaces the role of prices in a market. The obvious danger of this policy is that the MEPS standards produces a level of electricity consumption that would not result if the energy prices were optimal. However, this criticism is largely academic since it would be equally difficult to establish an accurate economic cost for the enhanced greenhouse effect in electricity prices. 

7.4
Alternatives

In the discussion above some of the possible alternatives to mandatory labelling and, to a lesser extent, MEPS have been considered.
 The following more systematically reviews the main alternatives which are: 

voluntary labelling with MEPS;

mandatory labelling and no MEPS; and

voluntary labelling and no MEPS.

7.4.1
Voluntary labelling with MEPS

It may be argued that all that is necessary is that manufacturers be required to achieve a minimum energy performance standard and that any efficiency labelling should be left to the discretion of manufacturers. 

As discussed above there are several problems with voluntary labelling schemes that will undermine the achievement of the regulatory objectives. First, consumers will not know whether the information being provided by producers is accurate and this can cause perverse outcomes in the market. If consumers cannot distinguish between low and high energy efficient appliances (because of poor access to accurate information) then, to the extent that more energy efficient appliances cost more, producers of energy efficient appliances will not be able charge a high price for their product to recover their additional costs. If this is the case producers of highly efficient appliances (i.e. those that exceed the MEPS) will be forced out of the market. Because of the paucity of information, voluntary labelling can cause consumers to purchase energy inefficient appliances. 

This problem could be overcome by requiring all producers who do wish to label their appliances to use a standard efficiency test and associated label. To gain consumer confidence this scheme could be administered by the authorities who are expected to administer the proposed Regulations. Alternatively, a joint, industry/government committee could be established to develop and administer such a scheme. Whatever program is established it is important that it have the confidence of consumers that it is being operated honestly and fairly, otherwise the scheme will not be as effective in encouraging the purchase of energy efficient appliances. 

However, it still may be the case that producers may not voluntarily label any of their products whether they are efficient or not in the fear that the attractiveness of their low efficiency products will be diminished. 

Additionally, producers may not want to label their products in the fear that they will not be able to protect or establish a reputation in the market for quality if they produce energy inefficient appliances. That is, consumers may equate low energy efficiency with poor quality more generally. In the absence of mandatory efficiency labelling, producers may be able to create a perception of energy efficiency in the absence of these qualities by highlighting other qualities of the appliances. For example, 4WD vehicles have a reputation for being safe because they are ruggedly built (which is a feature that manufacturers advertise). However, this reputation for safety is not borne out by the evidence of crash tests which show that they are not as safe as many smaller, more lightly built cars. 

Reputations can create a barrier to market entry and can confer a competitive advantage on incumbents in an industry. This is particularly true for products where the customers cannot determine the quality of the product until they have purchased and used the appliance. In this case, customers will be more inclined to choose the brand that they recognise or previously owned or has been recommended to them by associates rather than risk buying a new product that they have had no direct or indirect experience with. 

Therefore, energy labelling can be used to reduce the information asymmetry consumers face in choosing appliances. This reduces entry barriers to new firms and, as such can be pro-competitive. Mandatory energy labelling has the effect, inter alia, of drawing the consumers attention to the energy efficiency qualities of the appliance and would be more inclined to include this in their assessment criteria of alternative products. In this way energy labelling would be more successful in encouraging the consumption of energy efficient appliances thereby reducing greenhouse gases.      

If it is true that consumers tend to pay more attention to the energy efficiency qualities of appliances if there is a standard basis of comparison between all like products (i.e. efficiency labels), then manufacturers may be more inclined to offer a better range of energy efficient appliances - particularly so if there is a requirement to advertise the energy efficiency of their product. This will encourage the purchase of energy efficient products and cause a reduction in energy consumption and production of greenhouse gases. 

In summary, voluntary labelling will have some impact on reducing greenhouse gases but it will not be as effective as MEPs combined with mandatory labelling. 

7.4.2


Mandatory labelling and no MEPS

Another alternative would be to require manufacturers to label the energy efficiency of their appliances and have no MEPS. Under this arrangement there would be no incentive to improve the energy efficiency of electric water storage heaters because they are not labelled. 

This approach would allow consumers to choose from labelled appliances the optimal level of appliance efficiency. However, as we identify above, consumers are not in a position to choose the optimal level of energy efficiency because the prices that are charged for electricity do not reflect the costs of environmental damage that results from electricity production. Electricity prices are artificially low and this will cause consumers to worry less about the quantity of energy consumed by the appliances they buy. Therefore, labelling by itself is unlikely to be as effective as the combination of the two programs in reducing energy consumption and thus greenhouse gas production. 

In addition, the proposed MEPS incorporates other minimum quality standards for refrigerators and freezers that ensure that producers cannot simply substitute increased energy efficiency for lower quality in other product dimensions. This is particularly important for goods and services where it is difficult and costly to determine product quality, such as household appliances. The MEPS therefore has a role in reducing information asymmetry and improving the ability of consumers to discriminate between different quality products. 

Consequently, this approach would not be as effective at achieving the objectives of the proposed labelling and MEPS regulations.

7.4.3
Voluntary labelling and no MEPS 

This option would not require manufacturers to either label their appliances or to meet minimum energy performance standards.

As discussed above, voluntary labelling will be unlikely to be an effective way of achieving a reduction in greenhouse gases. Manufacturers will not have a strong incentive to help consumers distinguish between their own appliances in the fear that this will undermine sales of their relatively inefficient appliances. It may also undermine the perception of the quality of their products more generally, particularly if the manufacturers tend to produce less energy efficient appliances (even though they may offer a superior product in all other respects).  As explained above consumers may associate low energy efficiency with low product quality.

Therefore, it is unlikely that there will be widespread adoption of common energy labelling of appliances if it is not mandatory. This should not be surprising because there is little widespread, standard labelling of other comparative features of appliances. However, this is not to suggest that  manufacturers will never advertise these features. Indeed, some manufacturers currently advertise the energy efficiency of their products but it is questionable whether they would, if left to their own devices, do this in a way that clarifies or confuses customers. It is also doubtful whether manufacturers would continue highlighting the energy efficiency qualities of their appliances in the absence of a mandatory labelling scheme. In fact it could be the case that mandatory labelling has assisted the development of competition between manufacturers because they can easily and cheaply discover the comparative efficiency of their products. 

In the absence of MEPS and in the presence of sub-optimal energy pricing regimes across Australia, there is little incentive for consumers to actively search for energy efficient appliances. These search costs would be increased by the absence of widespread fixing of standard energy efficiency labels. The result would be that greenhouse gas reductions could not be as easily and cheaply secured in the absence of mandatory labelling and MEPS. 

Thus, voluntary labelling and no MEPS would be less effective then the proposed regulations at achieving reductions in greenhouse gases. 
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8.
Cost/benefit analysis

In this section the costs and benefits of labelling and MEPS are separately described for manufacturers, community and then consumers. The costs and benefits are derived solely from the analysis conducted by George Wilkenfeld and Associates in recent years.

8.1
Labelling costs & benefits  

8.1.1
Manufacturer labelling costs 

The labelling costs described below are faced equally by local and overseas manufacturers suggesting their is no competitive disadvantage. These costs represent the aggregated national costs incurred by manufacturers:

Registration: the average cost to manufacturers for registering electrical appliances in the four States is approximately $22,060;

Labelling: based on the total appliance sales in 1994, it is estimated it will cost $706,600 per annum to apply the labels. This includes the administration costs of the programme;

Appliance testing: results from testing conducted by the National check-testing strategy were used to estimate average costs to manufacturers.
 The appliance testing is estimated to cost manufacturers $1,543,650; 

Standard development: manufacturers incur significant costs in ensuring their products meet test standards. Although these costs are commercially sensitive it has been estimated that testing improvements account for 25% of product engineering labour capacity. 

8.1.2
Community labelling costs

The community would be liable for the costs associated with establishing a regulatory agency to administer the Regulations. These would include the following:

Registration: the labelling program requires all appliance models to be centrally registered by the regulatory agency;

Enforcement: the regulatory agency will incur costs associated with:

· check testing appliances;

· monitoring retail compliance;

· handling of complaints, investigations and action against breeches; and

· promotion and education.

Program monitoring, standards development & policy review.

Administering these three regulatory functions nationally would cost approximately $932,250 per annum. 

In addition, it is estimated that States that do not currently have labelling schemes will require funds to establish Regulatory agencies. These costs are summarised as:

Northern Territory: representation at meetings, approximately $10,000 per annum;

Western Australia: representation at meetings and advice, approximately $15,000 per annum;

Tasmania:  no State manufacturers to regulate consequently will only incur costs associated with contribution to the implementation of the Regulations and representation at meetings, approximately $15,000 per annum; and

Australian Capital Territory: representation at meetings, approximately $5,000 per annum.

The additional costs for administration of the Regulations by States and Territories which do not currently have labelling requirements is estimated at $45,000 per annum. 

8.1.3
Consumer labelling costs 

It is estimated that the cost imposed on manufacturers as part of adopting the energy efficiency labelling programme is approximately $2,272,310. If we assume manufacturers pass all these costs onto consumers, in addition to a 100% mark-up, the cost to consumers would be $4,544,620. This equates to $3.20 for each labelled appliance.

However, the manufacturing costs have already been accounted for, therefore the additional cost to consumers is $2,272,310 p.a.

8.1.4
Manufacturer labelling benefits

The adoption of consistent energy efficient labelling across the Australia will provide some benefits to manufactures. It will reduce the cost of conformance with different labelling programmes and reduce confusion about labelling requirements. This benefit has not been quantified.

8.1.5
Community labelling benefits 

The benefits accruing to Australian consumers from the adoption of national energy efficient labelling include:

Reduction in energy consumption; and 

Reduction in greenhouse gases.

These are discussed in turn. 

Reduction in energy consumption
A review of the costs and benefits of energy labelling in 1996 revealed that the energy consumption of appliances was lower than what would have occurred if no energy labelling had been adopted in 1986.
 The energy efficiency of appliances improved at a high rate following the introduction of the scheme, however, the rate of improvement has declined and is currently stable. 

For example:

energy efficiency of refrigerators increased by 3.5% from 1987-90 and 2% between 1993-95, a reduction in kWh/unit usage of 2.1% and 1.2% respectively;

energy efficiency of freezers increased by 3.2% between 1993-95, a 3% reduction in annual electricity usage.

A number of factors contributed to the reduction in the energy consumption of electrical appliances such as competitive pressures to keep ahead of competitors and adopt new technology. Consequently, the reduction in energy costs since 1986 represent the absolute upper bound of cost reductions. Given this assumption, the reduction in demand has been estimated at approximately 760GWh per annum. However, the benefits of lower demand will only accrue to the community if the peak demand is reduced. That is, by reducing the peak the need to bring additional peaking capacity on line may be postponed, also, by reducing demand less expensive plant may be capable of being dispatched to satisfy the electricity demand of consumers. These possible benefits have not been quantified.

Reduction in greenhouse gases: It was estimated that the abandonment of the energy labelling programme would lead to an increase in CO2 emissions of approximately 12.8 million tonnes from now labelled appliances, an average of 0.8 mega tonnes per annum. This benefit cannot be attributed solely to the labelling programme and therefore represents the absolute upper bound of benefits.

8.1.6
Consumer labelling benefits 

The consumer would benefit from a reduction in electricity costs. This has been estimated by assuming the abandonment of the labelling programme would lead to an increase in electricity consumption by those appliances now labelled by 12,110 GWh or $1,690 million for the projected life of the appliances, 15 years. Australia wide, the average per annum electricity savings are approximately 760 GWh, $112 million p.a. 
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MEPS costs & benefits

The decision by the Australian and New Zealand Minerals and Energy Council (ANZMEC) in 1995 to adopt mandatory MEPS for refrigerators, freezers and electric water storage heaters has a number of costs and benefits which require further consideration to ensure that such a scheme is the best means available to meet the policy’s objectives. To minimise the cost impact of MEPS, ANZMEC have suggested the implementation of an adjustment period until October 1999 to allow manufacturers to redesign.

8.2.1
Manufacturer MEPS costs

The introduction of MEPS will increase costs for manufacturers. That is, to achieve the proposed MEPS levels manufacturers will be required to make improvements in the efficiency componentry of compressors, condensers and level of insulation. These costs can be summarised as:

Retooling costs:

· Refrigerators/ freezers: it is estimated that retail prices would have to increase by 2.3% or approximately $4.55 million per annum.
 In 1992 when this cost was estimated half of the models would have failed to comply with the standards. However, since this period the number of models which would comply with the proposed standards has increased, particularly with the transfer from CFC’s in 1994-95. Consequently, this is an over-estimate of the associated costs; and

· Electric water storage heaters: cost estimates of the impact of MEPS on water heaters is significant. The majority of models, 80 litres and above, will require redesign. The cost of this programme is approximately $4.9 million per annum.

Regulatory costs: 

· Refrigerators/ freezers: MEPS will be incorporated into the existing energy labelling programme. Therefore, no additional regulatory charges will be incurred for these products;

· Electric water storage heaters: Although water heaters will not be required to display an energy label they will incur costs associated with demonstrating compliance with MEPS. It is estimated that this will cost manufacturers approximately $4,000 per annum.

Costs to importers/ exporters: 

· Importers: Around 25% of refrigerators and freezers are imported. However, the standards proposed for Australia are less stringent than those in the US and those agreed to be adopted in Europe in 1999. Therefore, it is anticipated that MEPS will have no additional impact on the costs of imports. Water heaters are not imported;

· Exporters: The MEP levels have been set to ensure they are internationally acceptable and therefore do not disadvantage Australian exporters of refrigerators and freezers. Water heaters are not exported.

The total cost to manufacturers of the adoption of MEPS is $9,454,000 per annum.

8.2.2
Community MEPS costs 

The costs of implementing the Regulations for the community will involve the additional costs associated with regulation and administration of MEPS. These are outlined below:

Registration and compliance testing: 

· Refrigerator/ freezers: the costs of registering appliances will be marginal as a register for energy labelling currently exists;

· Electric water storage heaters: currently there is no labelling register for water heaters. However, since the number of brands is low it is believed the cost will again be marginal. The cost of testing additional appliances will increase costs initially.

Disputes and penalties: the commercial importance of ensuring the products are permitted to be sold in Australia means that manufacturers will be keen to comply. However, if the assessment is disputed it is vital that it be addressed efficiently. Consequently, additional resources will be required to administer the dispute resolution mechanism. The cost of providing both registration and dispute procedures will be approximately $40,000 p.a.

Programme monitoring, evaluation and setting MEPS: initially, the States without labelling programmes will require additional resources to establish procedures etc. It is anticipated that this will cost approximately $15,000 for two years. For States currently with labelling programmes, New South Wales and Victoria, it is expected costs will increase by $58,000 for the first two years. The total cost will be around $73,000 per annum for two years.

8.2.3
Consumer MEPS costs 

The adoption of MEPS will impact consumers in two ways:

Choice: 

· Refrigerator/ freezers: a significant reduction in choice is not expected from the adoption of MEPS in 1999, particularly given the significant increase in energy efficient appliances since 1992. 
 This is supported by results in the US.
 

· Electric water storage heaters: MEPS may result in a decline in the number of models available on the market. This is currently not quantifiable.

Price: 

· Refrigerator/ freezers: it was estimated that MEPS would increase retail prices by 1.6%, approximately $9 million in 1992.
  Half of this represents the cost increase incurred by manufacturers for redesigning products and has been accounted for. Consequently, the cost to consumers is $4.5 million. If  the price of these appliances increases significantly due to MEPS then this will gradually affect the secondary market for electrical appliances. This additional cost has not been quantified.

· Electric water storage heaters: prices would increase between 5% and 10% as a consequence of MEPS, around $10 million, of which half represents the costs to manufacturers.

8.2.4
Manufacturers MEPS benefits

There are no obvious benefits of MEPS for manufacturers

8.2.5
Community MEPS benefits

In essence there are two major benefits to the community from MEPS:

Carbon dioxide savings: It is estimated that the introduction of MEPS would reduce CO2 by 1 million tonnes per annum by 2007. 

Life cycle costs:  A reduction  in the life cycle costs of electrical appliances implies resources are freed up to be used to meet demand elsewhere.

· Refrigerator/ freezers: These costs represent the purchase price of the appliance and the energy costs associated with 15 years of utilisation for refrigerators and 10 years for freezers. The introduction of MEPS will increase life cycle costs by at least 4.5% and a maximum of 13%. This translates into $47 million worth of savings for refrigerators and freezers. 

· Electric water storage heaters: life cycle cost savings of $24 million have been estimated.

The life cycle costs are calculated as net benefits after the increase in purchase costs has been subtracted from the life-time energy savings for appliances installed in that year.

8.2.6
Consumer MEPS benefits

Consumers will benefit from energy savings: 

Refrigerator/ freezers: It is estimated that MEPS will reduce energy consumption by  $6.6 million;
Electric water storage heaters: The proposed MEPS levels will produce energy savings of $3.5 million.
This represents a reduction in energy consumption of 1,480GWh p.a.

There are additional benefits to consumers from MEPS such as lower search costs involved in accessing reliable and consistent information about which appliances do not meet the standards. This has not been costed.

8.3
Summary of costs & benefits

The costs and benefits of the draft Regulations have been summarised in Table 0.1.

Based on the cost benefit analysis and having accounted for those costs and benefits not costed it would appear the community will receive net benefits from adopting the proposed Regulations.

Table 0.1 Cost benefit of draft Regulations 

	Party
	Costs 
	Benefits 

	Labelling
	
	

	Manufacturers
	Compliance costs $2,272,310 p.a

Percentage of standard & product development costs - not costed 
	Reduction in costs associated with complying with different State standards - not costed

	Community
	Establishing regulatory agencies $932,250 p.a

Establishment costs for two year period $45,000
	Potential reduction in greenhouse gases 0.8 mega tonnes p.a. Possible reduction in peak demand and consequently electricity prices - not costed

	Consumers
	Increase in retail prices $2,272,310 p.a 
	Potential reduction in electricity consumption $112 million p.a.



	MEPS
	
	

	Manufacturers
	Retooling &  regulatory costs $9,454,000


	None

	Community 
	Additional costs associated with registration & compliance testing and also establishing dispute and penalty procedures -      $40,000 p.a

Programme monitoring, evaluation and setting MEP levels $73,000 p.a for two years 
	Reductions in carbon dioxide - 1 million tonnes p.a. by 2007. Reduction in life cycle costs of appliances - $71 million p.a.(this includes the reduction in energy costs)

	Consumers
	Increased purchase price is $9,454,000 p.a.

Marginal decline in consumer choice - not costed
	Energy savings 1,480GWh p.a. 

Reduction in information search costs - not costed

	Total 
	$24,577,870
	$183,000,000


� 	The costs associated with labelling have already been incurred as labelling requirements are currently established in many States. 


� 	These with costs are expected to be in the order of $0.50 per appliance sold.


� 	The government also incurs costs administering the Regulations but these have no competitive impacts.
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� 	This data is provided by the State registration agencies January 1996.
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