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Moral Hazard: e.g. Home Energy Retrofit
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The Energy Efficiency Gap
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Market failures in energy markets:
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Suggestive evidence

Data: AQC (France)



AQC Audits of ‘Batiments basse consommation’
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Overall frequency of defects (per building ): median 4, mean 5.1, standard error 4.9




Distribution of Defects by Building Characteristics
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Model

Data: RECS (US)



Two Hidden Actions

Energy use for space heating
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Homeowner’s energy service Contractor’s quality of installation

- unobservable to the contractor - unobservable to the homeowner



Consumer sets S, given Q
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Firm sets g, given S
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Best Response Equilibria (e.g. insulation)
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Magnitude



Energy Efficiency Gap
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Sensitivity Analysis of Deadweight Loss
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Implied discount rates: 15-35% (against 7%)
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Engineer’s Heuristics as a Sufficient Statistic

Discounted monetary savings Upfront cost
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DWL 1,258 1,239 1,206 1,085 1,260 517 486 289 1,258

Suff.
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Approxi-
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Policy solutions



Remedies Found in the Marketplace (U.S.)

Voluntary certifications
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Solutions politiques: France

Eco-conditionnalité des aides
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Garanties énergétiques contractuelles
- “sur la performance intrinseque” (GPEI)
- “de résultat sur 'usage” (GRE)
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Energy-Savings Insurance
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Quality of installation {(worker.hours)
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Uniform Standards and Insurance
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Deadweight loss from second moral hazard with insurance...

but, unlike standard, no control cost.
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Rebound Effects
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