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ABSTRACT

Energy efficiency plays a central role in promoting sustainable development.  Energy
efficiency programs particularly those targeting the residential sector are considered a public
benefit since they generate public benefit outcomes such as economic prosperity, social equity and
environmental sustainability.  More often, the public benefit derived from these programs is greater
than the private benefit.  The reforms in the power supply industry in both developed and developing
countries initially show that energy efficiency programs in general, and residential energy efficiency
programs in particular are being threatened by these reforms since private market players do not
prioritize public benefit investments.  The paper reviews how different levels of reforms affected
residential energy efficiency investments and discusses experiences and approaches in the UK, US
and Brazil.  With several developing countries undertaking reforms in their electricity supply
industries, the paper presents fundamental elements such as robust policy and legislation, enforceable
regulation, funding stability, institutional support and adequate capacity, in order to promote
residential energy efficiency in reformed electricity markets.

1. INTRODUCTION

Energy efficiency plays a central role in promoting sustainable development.  It can contribute
to local and national economic development, through the generation of important economic benefits
such as new jobs and income generating opportunities, improved capability to export technologically
advanced products, a more efficient allocation of economic resources, improved technological base
and production processes of important consumer sectors, and overall economic competitiveness.
Energy efficiency helps to achieve energy sector objectives such as supply reliability and energy
security, and brings about environmental benefits such as reduced water pollution and emissions of
local air pollutants, acid-rain precursors and greenhouse gases.  The efficient use of energy can also
contribute towards poverty alleviation and improved social equity.  In particular, efficiency in the use
of energy can reduce poor households’ monthly fuel cost burden and free up scarce funds for investment
in other important areas.

The rationale for, and manner in which energy efficiency programs have been valued and
implemented has evolved over time.  In the US, utilities became interested in ‘energy conservation and
load management’ (CLM) programs in the 1970s, then ‘demand-side management’ (DSM) in the mid
1980s and integrated resource planning (IRP) since the late 1980s.  More recently, utilities have been
offering energy services to customers on a tailor-made basis and are requiring customers to pay for the
cost of the utility service rendered, which is known as ‘energy services management’ (ESM).  Finally,
utilities also tend to be returning to first era DSM – information, loans and shared savings.  This is due
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General Barrier 
Lack of government attention to energy efficiency 

Impacts of Reform on Barrier 

Policy Barriers 
1. Excess capacity 
2. Short-term perspective 
3. Split (misplaced) incentives to energy providers 
4. Pricing 
Non-transparent pricing 
Non-cost-reflective pricing 
5. Import tariffs and duties 
6. Lack of awareness by policy makers (of EE 
opportunities) 
7. Imperfect information (restricted access to 
customer information) 
8. Inadequate competition (market power problems) 
9. Customer instability (problem for energy 
providers) 
10. Lack of adequate paradigm (for evaluating the 
value of EE) 
11. Separation of energy policy process (from 
environment & social policy) 
12. Little market transformation experience (by end-
users or others) 
13. Lack of available expertise (in EE during 
transition periods) 
14. Utility price setting process 
Cost recovery barriers 
Decoupling of profits from sales 

 
1. None, directly 
2. None, directly 
3. None, directly 
 4. Yes, direct impact on both non-transparent 
and non-cost reflective pricing approaches 
 
5. None, directly 
6. None, directly, unless highlighted in reform 
agenda 
7. None, directly 
 
8. Yes, direct impact if reforms include moves 
to introduce competition 
9. None, directly 
10. None, directly 
 
11. Perhaps an impact, depending on process 
 
12.  None, directly 
 
13. None, directly 
 
14. Depends on regulatory framework put in 
place 
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General Barrier 
Lack of government attention to energy efficiency 

Impacts of Reform on Barrier 

Program Barriers 
1. Low cost of energy to end users 
2. Lack of information to end users: 
Lack of energy consumption data 
Lack of energy provider information 
3. Information/search costs (to end users & other 
actors) 
4. End users do not invest in EE because of habits or 
custom 
5. Lack of end-user and other market actor’s 
experience impacts: 
Lack of experience with proven cost-effective 
measures 
Performance uncertainties (may perceive EE to be 
unreliable) 
Reluctance to adopt new technologies 
Fear of disruption in routine 
6. Financial barriers 
Limited investment capital available for EE 
High initial cost 
 
7. Product/service unavailability 
8. Inseparability of product features 
9. Organizational (institutional) barriers 
Low priority of energy efficiency 
Views of upper management 
Multiple decision makers 
10. Split (misplaced) incentives 

 
1. Depends on context 
2. None directly, unless specified in new 
regulatory framework 
 
3. None directly 
 
4.  None directly 
 
5. None directly, except to a fear of disruption 
in routine as a result of industry uncertainties 
 
 
 
 
 
 
6. Depends on extent of government policy on 
energy efficiency, and participation of private 
sector. High initial cost will not be affected.  
 
7. None, directly 
8. None, directly 
9.  Extent of priority depends on reform 
agenda and individual interests of reformers 
 
 
10.  None, directly  
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Reform Stage Implications on Residential EE 
Commercialization 
initiatives 

No incentives to invest on residential EE: ii) programs are costly to implement, and 
ii) kWh savings means forgone revenue. 
Customers might be interested on EE; utilities may or may not react on new 
customer demand.  Utilities may seek cooperation with ESCOs, but ESCOs may be 
more interested on large industrial and commercial customers. 

Corporatization 
initiatives 

Utilities may or may not invest in residential EE, but depends on the extent to which 
i) the utility is obliged to contribute to social and environmental goals, ii) these 
goals are defined, iii) the capability of the regulatory authority to enforce these 
duties.  In most cases, utility’s interest is weakened. 
In seeking to address environmental and social objectives, utilities may however 
focus attention on electrification and industrial and commercial EE programs. 

Privatization 
Initiatives 

Residential EE programs are perceived not to recover project costs and to provide 
sufficient returns.  Strong incentives will be for system efficiency improvement. 

Private utilities may no longer be obliged to directly supporting national social and 
environmental objectives, unless obliged by regulation or if these objectives 
correspond to their business initiatives. 

Residential EE programs initiated prior to privatisation would most likely not be 
voluntarily sustained by privatised utilities. 
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Reform Stage Implications on Residential EE 
Wholesale 
Competition 

 
 
 
 
 
 
Retail  
Competition 

Publicly-owned distribution companies are most likely to maintain residential EE 
than privately-owned companies. 

Distribution utilities may be interested in EE programs if they can help avoid 
investment in distribution infrastructure though emphasis would be likely on 
lucrative business linked to industrial and commercial customers. 

Wholesale prices may drop if linked to short-term costs.  This may disincentivise 
efficient use of electricity. 

With partial retail competition (residential customers remain captive), suppliers may 
offer EE activities to large industrial and commercial customers to maintain customer 
loyalty and to increase their customer base, and revenues. 

With full retail competition, retailers will not engage in residential EE that may result 
in price increase in order to maintain and attract customers. 

A single company may not have large customer base that would justify the 
transaction costs, thus avoiding the provision of EE services.  Companies will be 
unlikely to invest in public interest EE programs which other competitors can free-
ride. 

Retail competition may stimulate growth of energy service companies, though these 
companies are likely to cater large customers. 
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