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ARTICLE INFO ABSTRACT

World leaders have acknowledged that climate change is one of the biggest challenges we face in the 21st
century and have committed to pursuing efforts to limit warming to 1.5 degrees above pre-industrial levels
(UNFCCC, 2015). To do this, further efficiencies in energy use are needed across all sectors, many of which still
offer considerable potential for improving energy efficiency. Rental properties in particular, have seen very few
improvements in energy efficiency due to a range of barriers and market failures including misinformation, split
incentives and an uneven power dynamic between renters and landlords. This is important as not only do rental
properties account for a significant proportion of housing stock, the high proportion of low income households
in rental properties are particularly vulnerable to rising energy prices. This study aimed to identify feasible
policy solutions for overcoming the barriers to energy efficiency improvements in rental properties. Renters,
landlords and agents were presented with five possible solutions to determine their level of support. Eight key
recommendations for overcoming the barriers to energy efficiency improvements in rental properties are
provided. These create a foundation for policy makers, councils and businesses to develop and target energy
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efficiency solutions for rental properties.

1. Introduction

In 2015, 195 world leaders at the Paris Climate Change Conference
adopted the Paris Accord which recognised “that climate change
represents an urgent and potentially irreversible threat to human
societies and the planet and thus requires the widest possible coopera-
tion by all countries, and their participation in an effective and
appropriate international response, with a view to accelerating the
reduction of global greenhouse gas emissions” (UNFCCC, 2015, p 1).
World leaders at the Paris Accord also committed to pursuing efforts to
limit warming to within 1.5 degrees of pre-industrial levels (UNFCCC,
2015). The global community therefore faces the ongoing challenge of
meeting future energy needs and maintaining current qualities of life,
while reducing greenhouse gas (GHG) emissions produced by human
activity.

Improving energy efficiency is a key to mitigating climate change
(EEC, 2016). However, despite the proven benefits of energy efficiency
there is a significant gap in the uptake of energy efficiency improve-
ments, particularly in rental situations (de T'Serclaes and Jollands,
2007). In Australia, rental properties represent 25% of the property
market (DSE, 2009). The low uptake of energy efficiency improvements
in the private rental sector not only undermines Australia and
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Victoria's attempts to reduce GHG emissions, it jeopardises equitable
access to energy for low income households.

A review of the literature on the barriers to energy efficiency
improvements in rental properties, internationally and in Australia,
confirms that there are several market failures occurring in the
Victorian private rental market. Australian empirical studies reveal
that these market failures are exacerbated in Victoria by low vacancy
rates, short term rental leases, and a fiscal and regulatory system that
preferences landlords. There is a significant gap in the literature
however, of empirical research into possible solutions to overcoming
the barriers to energy efficiency improvements in rental properties.

This is the first study in Victoria to test solutions to overcoming the
barriers to energy efficiency improvements with a sample of landlords,
renters and real estate agents. The aim of the study is to identify the
most feasible solutions to overcoming the barriers to energy efficiency
improvements.

2. Background
2.1. The energy efficiency gap

Despite a slowdown in residential sector energy consumption
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(BREE, 2014), researchers agree that there is a ‘gap’ between the
potential energy savings offered by energy efficient technology and the
savings that are realised (Allcott and Greenstone, and de T'Serclaes and
Jollands, 2012, 2007).

The Victorian Department of Sustainability and Environment
(DSE) (2009) conducted research into the energy performance of
rental properties in Victoria. A combination of home audits and
analysis of utility company data indicated that twice as many rental
households used electric heating compared to owner occupied, 15-30%
of rental properties have poor or no insulation and 52% of rental
households report difficulties heating their homes (DSE, 2009). The
DSE found that these proportions were all higher than owner occupied
dwellings and concluded there is an energy efficiency gap in rental
properties in Victoria.

Residential buildings are responsible for 11% of Australia's total
energy consumption (BREE, 2014), and nine percent of total GHG
emissions (ABS, 2008). Private and public rental properties make up
approximately 25% of Victoria's housing stock (DSE, 2009). Barriers to
energy efficiency improvements in rental dwellings therefore have a
substantial negative impact on Victoria and Australia's attempts to
reduce emissions and mitigate climate change. In 2007, de T'Serclaes
& Jollands attempted to quantify the amount of energy not saved due
to barriers to energy efficiency in rental situations worldwide. They
estimated that each year over 3800 PJ of potential savings, equivalent
to roughly 85% of Spain's total energy use, were lost (de T'Serclaes and
Jollands, 2007).

It is important to acknowledge concern over a possible efficiency
‘rebound effect’ that could counteract the gains made by energy
efficiency measures. The United Nations Department of Economic
and Social Affairs (UNESA, 2007) explains the ‘rebound effect’ as an
increase in energy consumption enabled by monetary savings resulting
from increased energy efficiency. For example, money saved on house-
hold electricity bills could be made available for purchasing more
household appliances. According to UNESA, studies have shown that
the ‘rebound effect’ exists, but the scale of it depends on a variety of
factors. Greening et al. (2000) conducted a review of all the studies into
the ‘rebound effect’ and concluded it was not significant enough to
undermine the importance of energy efficiency to mitigating climate
change. The ‘rebound effect’ therefore does not undermine the sig-
nificance of this study, but it does highlight the importance of
incorporating energy efficiency into all areas of energy production
and consumption.

2.2. Energy efficiency and low income renters

The close relationship between lower incomes and higher rates of
renting has been a long term trend in Australia (ABS, 2013). However,
Stone et al. (2013) and the ABS (2013) found that there has been an
increase of long term renters and lone parent households with
dependent children in the private rental market over the last two
decades. “Overall rates of housing stress [also] increased among private
renters from 1981 to 2011” (Stone et al., 2013, p2) with more than
20% of long term renters regularly paying more than half their income
on rent (Stone et al., 2013).

Twenty three percent of all private renters in Australia are on
government pensions or allowances, and 18% of private renters have
no capacity to raise $3000 in an emergency (Stone et al., 2013). The
relationship between lower incomes and the private rental market
reveals that improving the energy efficiency of rental properties would
not only reduce GHG emissions, but could also reduce economic stress
for low income households.

Energy costs in Australia have increased significantly in the last
decade. The average household electricity bill increased 83% between
2007 and 2013 (Chester, 2013). Approximately 28% of Australian
private rental households suffer utility stress (Sullivan, 2007), and
“electricity and gas bills [were] the greatest cause of rental arrears
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(63%) in Victorian low income households” (Chester, 2013, p 7).

The terms ‘energy equity’ and ‘fuel poverty’ have been increasingly
discussed by many academics in reference to low income households
and energy prices. Zipprich et al. (2010, p7) define energy equity as
“the consideration of fairness when dealing with energy”. Fuel poverty,
where households pay more than 10% of their income on energy bills to
adequately heat and cool their homes, has been documented in Europe,
the UK and New Zealand. Strong correlations were found between fuel
poverty and winter mortality (Chester, 2013). According to Zipprich
et al. (2010) there is a universally recognised relationship between
poverty alleviation and access to energy. There is also increasing
recognition of the relationship between energy access and health. A
study conducted in New Zealand by Howden-Chapman et al. (2007) on
the relationship between adequate heating and health, found quanti-
tative and qualitative evidence that insulating houses reduced the rates
of respiratory diseases, days off work, winter colds and flus and asthma
wheezing.

As energy prices continue to rise, disparity is occurring between
those who can afford to improve the energy efficiency of their property
and those who cannot. Paradoxically, those who are most vulnerable to
price increases are the people with the least capacity to improve the
energy efficiency of their property. Therefore, the concept of energy
equity should be a consideration for any proposed solutions aimed at
addressing the energy efficiency gap in the private rental market. This
may me more challenging in some contexts where cultural commitment
to markets is extremely strong.

2.3. What are the barriers to improving energy efficiency in rental
properties?

Research has revealed a broad range of factors that act as barriers
to energy efficiency improvements both universally and particularly to
the Australian and Victorian context. Relevant universal theory and
Australian empirical studies are discussed below.

2.3.1. Theoretical perspectives

de T’Serclaes and Jollands (2007) identified a range of market
barriers and failures that inhibit energy efficiency improvements.
Market barriers are circumstances that discourage entry into a market,
while market failures occur when “one or more of the conditions
necessary for markets to operate efficiently are not met” (de T'Serclaes
and Jollands, 2007, p 24). Fig. 1 separates the obstacles to energy
efficiency improvements into market barriers and market failures.

Ungar et al. (2012) name imperfect information as the most

Market Barriers
Access to capital
Low priority of energy issues
Incomplete markets for energy efficiency

Market Failures

Split incentives
Insufficient and inaccurate information
Distortionary fiscal and regulatory policies
Unpriced costs (externalities)
Unpriced (public) goods

Fig. 1. Market barriers and market failures inhibiting energy efficiency (de T'Serclaes
and Jollands, 2007).
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prominent barrier to energy efficiency improvements. Examples of
imperfect information include limited knowledge of the energy perfor-
mance of different equipment, unpriced health and environmental
costs of fuel types, energy savings being difficult to measure, uncertain
future energy prices and that specific energy uses are not quantified in
utility bills. de T’Serclaes and Jollands (2007) categorise imperfect
information as a market failure because consumers do not have enough
information to make the most rational choice. Burfurd et al. (2012),
however, believe their research “highlights that market failures in
rental markets are more complicated than a simple information
problem”. They point out that most of the literature on energy
efficiency barriers in rental properties focuses on the split incentives
between landlords and renters (Burfurd et al., 2012).

Williams (2008) and de T'Serclaes and Jollands (2007) agree that
the split incentives between landlord and renter are a classic example
of the Principle Agent (PA) problem. De T'serclaes & Jollands define
PA problems as “potential difficulties that arise when two parties
engaged in a contract have different goals and different levels of
information” (de T'Serclaes and Jollands, 2007, p 27). According to
this theory, the result is adverse selection and moral hazard. For
example, a renter choosing a property with poor thermal performance
(adverse selection), and a landlord acting opportunistically by purchas-
ing the cheapest appliances that cost the renters more to run (moral
hazard) (de T'Serclaes and Jollands, 2007). Sorrell et al. (2004) criticise
the PA theory as reductionist and argue it does not hold true in
complex world scenarios. Australian studies support the existence of
split incentives but also expose a range of externalities which exacer-
bate the market failure.

2.3.2. Australian studies

This review of the relevant literature found nine empirical studies
investigating the barriers to energy efficiency improvements in
Australian private rental properties. Discussion of split incentives
was mixed. Gabriel and Watson (2010), in their investigation of the
Environmental Sustainability of Australia's Private Rental Stock, con-
cluded that split incentives are not “particularly significant” when
understanding differences in energy use between rental and owner
occupied homes. The Tenants Union of Victoria told Dillion et al.
(2010) in their evaluation report for Just Change that split incentives
exist and were entrenched by inadequate information and “resistance
to changing habits” (Dillon et al., 2010, p 3). The Clean Energy Council
affirmatively believes that the issue of split incentives exists for self-
generation by solar PV in rental properties (AER, 2013). Geradi's
(2014) review of studies into the Victorian Energy Efficiency Target
(VEET) fundamentally disagrees on the presence of split incentives in
Australia. The other studies, while not explicitly naming the split
incentive problem, do find a wide range of barriers to energy efficiency
improvements that can be viewed through a theoretical lens as market
failures and split incentives.

Strempel et al. (2010) interviewed and surveyed landlords, renters
and agents and found that “demand for environmental upgrading or
improved performance is dramatically under expressed by renters”
(Strempel et al., 2010, p 6). Strempel et al. (2010) believe this stems
from fear of eviction amongst renters. The Just Change report also
found “most, if not all, renters displayed some degree of anxiety about
the relationship with their property managers or landlord” (Dillon
et al., 2010, p 8). This mistrust results in misinformation about the
energy performance and thermal comfort of rental properties, and can
therefore be classified as a market failure (de T'Serclaes and Jollands,
2007).

Further investigation into the causes of this fear reveals another
market failure: distortionary fiscal and regulatory policies. According to
Sullivan (2007), renters in Victoria experience limited security of
tenure, with short term rental leases and limited rights to make
changes to properties. The Victorian Residential Tenancies Act requires
renters to ‘make good’ properties at the end of their lease. This means
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even willing renters are discouraged from improving properties
themselves, or asking for permission to engage in energy efficiency
programmes offered by external parties (Dillon et al., 2010).

Fear of eviction is fuelled by very low vacancy rates in many
Australian cities, particularly inner Melbourne where the vacancy rate
is under one percent (DSE, 2009). According to Williams (2008, p17),
“vacancy rates can have a critical impact on the balance of power
between renters and landlord and therefore upon the renters’ ability to
demand energy efficiency”. Vacancy rates of under five percent exacer-
bate the split incentive problem because owners are under little
pressure to improve rental properties and renters know that if they
demand improvements they can be easily replaced.

Sullivan (2007) points out that the current tax system in Australia
also provides greater assistance to established home owners and
investors than to renters, exacerbating the power dynamic. There is a
large pool of funding available in Australia to support energy efficiency
activities in households according to Dillion et al. (2010). Riedy et al.
(2004), Strempel et al. (2010) and Chester (2013) all agree however
that existing rebates, grants and other schemes are complicated and
time consuming which has inhibited their uptake.

The strongest evidence of split incentives was found between renter
and agent. Two thirds of rental properties in Australia are managed by
a real estate agent (DSE, 2009). Strempel et al. (2010) found that
properties managed by agents had significantly less energy efficiency
upgrading. This is because agents “acted as ‘gate keepers’, deciding
which types of requests and complaints will be passed onto landlords
and sometimes actively discouraging landlords from undertaking what
they consider to be unnecessary works e.g. those that are not required
by law” (Strempel et al., 2010, p 8). It was also found that agents had
very low levels of knowledge about energy efficiency (Strempel et al.,
2010).

Finally, another significant market barrier identified by previous
studies was access to financial capital for both renters and landlords.
Strempel et al. (2010) found that the increasing instances of investors
entering the rental property market through overleveraging and
inheritance results in landlords without “sufficient disposable capital
to respond to problems as they arise” (Strempel et al., 2010, p 10).
Johnson and Sullivan (2012) also found lack of capital a substantial
barrier for renters engaging with the Victorian Energy Efficiency Target
(VEET).

2.3.3. Renters and the victorian energy efficiency target

The VEET is “the largest residential greenhouse gas emissions
reduction scheme in Victoria” (Johnson and Sullivan, 2012, p 5).
Energy retailers are required to produce Victorian Energy Efficiency
Certificates (VEEC) to demonstrate that they have made reductions in
GHG emissions. Every certificate represents one tonne of GHG
emissions saved. Retailers earn these certificates by providing energy
efficient products to households free of charge or at a discounted rate.
Certificates can be bought or sold by registered businesses and energy
retailers (DEDJTR, 2015).

The following set of graphs in Fig. 2 shows the number of VEECs
issued by income level for a range of product upgrade schemes under
the VEET. A higher number of VEECs represents a higher uptake of a
particular product. This illustrates how low income households were
much more likely to engage in free energy efficiency schemes than
those that required financial contribution. This is significant because
according to the ABS Income and Housing survey (Stone et al., 2013),
in 2008, 34% of private renters were in the lowest two income quintiles,
and therefore would have had less opportunity to benefit from the
VEET than owner occupied households.

2.4. How can the barriers to energy efficiency in private rental
properties be addressed?

The literature reviewed contains suggestions for possible policies or
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advantaged

Fig. 2. Distribution of Victorian Energy Efficiency Certificates by improvement type (Johnson and Sullivan, 2012).

scenarios that could overcome the barriers to energy efficiency
improvements in rental properties. However, there is a gap in the
literature of any evidence based studies into what solutions would
improve the energy efficiency of rental properties in Victoria and be
supported by landlords, renters and agents. This research aims to fill
this gap and contribute to the shift towards a more equitable, informed
and successful energy efficient market for rental properties.

In a review of energy efficiency policies worldwide, de T'serclaes
(2007) found that no one policy will sufficiently address all the barriers.
Instead a well-targeted package of solutions is required. Bird and
Hernandez (2012) believe incentives must accrue to both the landlord
and the renters, and others agree, stating policy is needed “to align the
goals of landlords and renters” (de T'Serclaes and Jollands, 2007, p
29). Strempel et al. (2010) add that policies targeting landlords at the
point of tenancy change overs may overcome landlord reluctance. The
low uptake of no interest loans by low income households leads
Sullivan (2007) to suggest that tax incentives targeted at landlords
would be more successful.

Finally all the authors reviewed here agree that minimum energy
efficiency standards would effectively circumvent many of the barriers
to energy efficiency improvements. They disagree however, on whether
the standard should be voluntary or mandatory. Gabriel and Watson
(2010) believe that mandatory standards would negatively affect low
income renters because rental prices would jump significantly to cover
the costs. Riedy et al. (2004) counter argue that in the Victorian
context, with vacancy rates so low and a market geared towards
generating profits for investors, there would be little incentive to meet
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voluntary standards. Burfurd et al. (2012) suggest mandatory informa-
tion programs and voluntary standards. This research hoped to identify
under what conditions solutions suggested in the literature would be
most effective.

3. Research method

The aim of this research was to identify the most feasible solutions
to overcoming the barriers to energy efficiency improvements in
Victorian rental properties. To do this, five possible solutions were
tested with a sample of landlords, renters and real estate agents.

Recognising the difficulties of sourcing solutions from a population
with insufficient knowledge of energy markets and efficiency, it was
decided to instead test several solutions that have been suggested by
experts or trialled in other countries (participants were however always
given the opportunity to put forward their own suggestions). Given
their complex nature, the solutions are presented as scenarios (outlined
in Table 1) that illustrate the intended effect and interaction between
stakeholders, rather than the exact policy, law or contract that would be
implemented.

A mixed method research design was applied to gauge the reactions,
attitudes and support of landlords, renters and real estate agents
towards the suggested solutions.

The key challenge to engaging landlords and renters is that they are
geographically dispersed; there is no location you can go to access
renters and landlords as you could with customers in a shopping
centre. Previous studies in Australia have also revealed that landlords
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Table 1
List of policy solutions for improving the energy efficiency of rental properties.

Energy Policy 108 (2017) 369—-378

Solution  Description Source
1 Amending the Residential Tenancies Act to allow renters greater rights to improve rental properties. Tenants Union of Victoria, Dillon et al. (2010),
Strempel et al. (2010)

2 Classifying energy efficiency improvements as ‘repairs’ in the rental properties tax classifications so landlords ~ Moreland Energy Foundation, Williams (2008)
can tax offset the entire cost of the improvement in the same financial year.

3 A residential ‘Green Lease’- Landlords recouping the cost of energy efficiency improvements by increasing the ~ Williams (2008), Blundell (2013)
rent for a fixed period e.g. 80% of the cost the renter saves.

4 Pay as you save system - no upfront costs for the improvement and the contract can be transferred to new Williams (2008), Gemenergy Solar (2014)
renters or owners.

5 Mandatory minimum energy efficiency standards for rental properties. Riedy et al. (2004), Dillon et al. (2010), Strempel

et al. (2010)

are less likely to partake in studies due to time constraints and
concerns over accountability (Dillon et al., 2010).

Web surveys are an effective tool for reaching large numbers of
people in any location, cost effectively, while protecting the anonymity
of the subject and ensuring standardisation of questions (Couper,
2000). Surveys typically produce quantitative results, but can also be
used in a qualitative manner to measure “individual's ideas, percep-
tions and attitudes” (Farenga et al., 2010, p 13) through open-ended
questions. For these reasons a web survey was chosen to engage both
landlords and renters under the same conditions.

Finally, although landlords and renters are the core stakeholders in
energy efficiency improvements for rental properties, real estate agents
manage two thirds of rental properties in Australia (DSE, 2009) and
therefore play a critical role in the rental market. Semi-structured
interviews (30 — 40 min) were conducted with a small sample of five
agents to provide a triangulated view of the perceptions, attitudes and
viability of the solutions.

3.1. Data collection

A snowball sampling technique (Patton, 1990) was adopted to
disseminate the survey. Individuals and groups were contacted via
social media, email and phone, and asked to support the research by
sharing the survey with supporters, friends and family. Attempts were
made to bridge geographical and political divides such as contacting all
79 Victorian councils, 125 Victorian State Members of Parliament
(MPs) and 29 Victorian Federal MPs.

Altogether 230 people responded to the survey, 194 renters and 36
landlords. This is a representative sample of the 1.49"' million renter/
landlord population size, for a confidence interval of 6% and confidence
level of 95% (NSS, 2016). In Australia, on average, there is one
landlord for every three renters (Collyer, 2011). There were approxi-
mately five renters that responded for every landlord, giving the survey
a slight bias towards renters. It should also be noted that due to the
relatively small number of landlords surveyed, the findings from this
group should not be considered statistically significant on their own.

Agents were approached by phoning and emailing real estate
agencies. Five agents were interviewed from two real estate agencies.
All five of the agents managed residential rental properties in inner
Melbourne. The agents interviewed consented to being recorded and
the interview was then transcribed.

1 The 2011 ABS statistics indicated that at the time, there were 435,178 privately
rented dwellings in Victoria (ABS, 2013). Given that the average household size in
Australia is 2.6 people (ABS, 2013) the overall number of renters in Victoria can be
estimated at just over 1 million. In their Laying the Groundwork consultation paper
Consumer Affairs Victoria estimated the number of landlords in Victoria using 2011 ABS
data was 358,900 (CAV, 2015). This makes the estimated total number of private renters
and landlords to 1,490,363.
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3.2. Data analysis

The mixed method research approach required both quantitative
and qualitative analysis. The quantitative responses to the scenario
questions, which were answered along a Likert Scale, were split up into
landlords and renters. For the sake of comparison the numbers were
converted into proportions of each stakeholder group. The proportions
were then represented as a diverging stacked bar chart, which accord-
ing to Robbins and Heiberger (2011) is the best graph for “compar[ing]
the attitudes of respondents in different demographic categories”
(Robbins and Heiberger, 2011, p 1060).

Respondents provided 365 qualitative comments throughout the
survey. These comments and the transcripts of the interviews with
agents were analysed using thematic coding. The codes were inductive
codes; codes derived from the comments provided. Inductive coding
was chosen because as far as this research indicates, there is no
previous empirical research investigating the particular solutions being
tested in this study, and therefore responses cannot be predetermined.
The codes were kept consistent across all the questions and stake-
holders so that responses and/or attitudes that were not only common
to each scenario but across the research, could be identified.

When asked about the main reasons why they hadn’t, or motiva-
tions for why that had, made energy efficiency improvements, there
was a chance for respondents to select conflicting responses. For
example, they may have chosen ‘You are not interested in reducing
greenhouse gas emissions’ as a reason why they hadn’t made improve-
ments but also selected ‘You were concerned about reducing green-
house gas emissions’ as a motivation for why they did make improve-
ments. For this reason, internal consistency was analysed to test the
reliability of the survey results. An a equal to 0.9 was found for the
survey results, indicating an excellent internal consistency.

3.3. Limitations

There were some limitations to this study, including a small sample
of landlords, a bias towards respondents with a greater concern for
reducing GHG emissions, and a limited geographical scope. Everything
was done to avoid and reduce the effect of these limitations but factors
including time restrictions and limited monetary resources restricted
the capacity for this research to reach more than 230 people. It is
recommended that for future research more landlords and real estate
agents be engaged (including from rural areas), government stake-
holders be included, information on different locations be recorded and
further attempts at overcoming the sustainability bias be made.

4. Results

The results are separated into landlord and renter's responses to
give a more accurate reflection of the support for solutions by each
group.

There were respondents that lived in or owned every type of
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Table 2
Length of time renter has lived in current rental property.

Time in rental property Proportion of respondents (renters)

53%
32%
10%

1 year or less
>1 — 3 years
>3 — 5 years

6 — 9 years 3%
10 + years 3%
180,000 + U

M Respondents

Population Sample

20 30

Percentage

40 50 60

Fig. 3. Income brackets of respondents and the general Australian population (ATO,
2012).

housing; detached (42%), semi-detached (18%), two storey townhouse
(11.5%), medium rise apartment 3—10 storeys (23%), and high rise
apartment 11+ storeys (2%). Over half of the respondents that were
renters had lived in their current rental property for a year or less, and
very few had lived in their current property for longer than five years
(Table 2).

The distribution of respondents by income bracket was biased
towards lower incomes, in comparison to the income distribution of the
broader Australian population (Fig. 3). However, this is to be expected
because there is a close relationship between lower incomes and higher
rates of renting in Australia (ABS, 2013). Landlords as a whole also
earned more than renters, with the most common income bracket for
landlords being $80,000 - $180,000 per annum (35%), and for renters
$37,000 - $80,000 per annum (35%). There was however, renters and
landlords represented in every income bracket with 16% of landlords
earning less than $37,000% and 13% of renters earning greater than
$80,000 annually.

4.1. The main motivations and barriers for Victorian landlords and
renters making energy efficiency improvements

The results of this study support the findings of previous studies
with all of the aforementioned barriers discussed in the background.
Cost and lack of rights were the two biggest barriers listed in the
quantitative results (Fig. 4). However, the qualitative information
revealed for many respondents it was not the cost alone that was the
barrier, but the lack of assurance that renters would see return for their
investment due to short insecure leases. This is a distortionary
regulatory policy and therefore a market failure (de T'Serclaes and
Jollands, 2007).

There were a lot of contradicting comments on the question of what
improvements renters can and can’t make to a rental property. The
agents interviewed were adamant that renters could make any changes
they wanted with permission from the landlord, and landlords believed
they should be asked before potential improvements are made. In
contrast, renters not only indicated that agents and landlords had
discouraged them from making improvements, but 82% of the renters
who had made improvements made them without permission from the
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landlord. This misinformation and mistrust aligns with the Principle
Agent Theory, whereby two parties in a contract have different goals
and different levels of information, (de T'Serclaes and Jollands, 2007),
more commonly described as split incentives. The presence of this
market failure creates a case for more education and awareness about
what energy efficiency improvements can be made to rental properties.

In addition to barriers, the study also asked what the main
motivations were for landlords and renters who made energy efficiency
improvements (Fig. 5). There were a range of factors that motivated
landlords and renters; the average number of motivations listed for
both stakeholders was four, and the maximum listed was 11. The most
consistent motivations cited was a desire to reduce gas, water and
electricity bills, conserve water and reduce GHG emissions, and to
improve the heating, cooling and comfort of the property. Other
common motivators cited were that energy efficiency improvements
are a smart investment and it made the respondent feel good.
Landlords listed government schemes as motivators more often, which
is unsurprising given they are eligible for more schemes than renters.

The finding that renters and landlords are motivated by multiple
factors is evidence that any promotion of energy efficiency improve-
ments (technology, schemes or policy), should always provide informa-
tion on the broad range of benefits associated with the improvement.

4.2. Responses and reactions to the proposed solutions from
landlords, renters and real estate agents

Fig. 6 presents the responses along a Likert Scale to the question for
each solution ‘T would support...’. The quantitative responses in this
figure were analysed along with the qualitative responses to each
solution, which ranged from 24 to 57 comments per solution.

No consensus emerged in the literature as to what constitutes an
adequate level of ‘support’ for a policy or financial solution. A nuanced
approach was applied to the analysis of levels of support for the
solutions that considered the qualitative responses, took into account
the number of ‘unsure’ answers and placed a high value on the
proportion of respondents who outright disagreed.

Of the five solutions put forward two of them were clearly supported
by all three stakeholders. They are:
® Solution 2 - Classifying energy efficiency improvements as ‘repairs’
in the rental properties tax classifications so landlords can tax offset
the entire cost of the improvement in the same financial year.
Solution 5 - Mandatory minimum energy efficiency standards for
rental properties.

Solution 2 had the greatest level of support - over 90% support from
both landlords and renters, less than 7% unsure and only one renter
who disagreed with the solution. Real estate agents were also convinced
that the solution would be effective, with no negative repercussions for
the renter. The only concern expressed in the qualitative data was
whether the single incentive was enough to encourage landlords to
make energy efficiency improvements. It was suggested that Solution 2
would work well with Solution 5.

Solution 5, a mandatory energy efficiency standard, was the next
most supported - over 90% of renters and over 70% of landlords
supported it. A total of 10% of landlords did not support the solution
and 19% were unsure. However, the number of landlords who strongly
disagreed reduced if the mandatory standard was combined with other
solutions, such as tax offsetting energy efficiency improvements
(Solution 2). Agents agreed that this solution could be effective and
provided some additional ideas for financial incentives. The biggest
concern raised in the comments was whether having a minimum
energy efficiency standard would result in rent increases unfairly
disadvantaging low income renters. If this solution was to be imple-
mented, the qualitative responses suggest a lead time of less than five
years, phasing in the minimum standard and putting in place protec-
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The property was already a very energy efficient property
You do not understand the energy rating system &4

You do not like the water pressure from water efficient shower heads

You do not like the light produced by energy efficient light bulbs

You do not like the look of the energy efficient models |

You were not eligible for a rebate

You were never offered free energy efficient light bulbs and/or water efficient shower heads

You were offered free energy efficient light bulbs and/or shower head but didn’t understand why
You are not interested in reducing greenhouse gas emissions

You asked the Real Estate Agent and they discouraged you

You do not have the rights to make changes to the rental property
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mLandlord

uRenter

There is no need to improve the heating and/or cooling of the rental property
You do not think energy efficiency improvements will reduce the power and/or water bill enough

Cost - you do not have enough money to make the

You do not know how to improve the energy efficiency of the rental property

You have no idea what energy efficiency is

40 60 80 100 120 140

No. of responses

Fig. 4. Barriers to energy efficiency improvements in rental properties.

It makes you feel good

You needed to replace the item anyway

m Landlord

There was only energy efficient models available

The energy efficient model was cheaper

It was a smart investment

You prefer the water pressure with water efficient shower heads
You prefer the light from energy efficient light bulbs

The energy efficient product was more modern and it looked better

You wanted to improve the cooling of the property

& Renter

You wanted to improve the heating of the property

You were concerned about reducing greenhouse gas emissions
You wanted to reduce the gas bill
You wanted to reduce the water bill

You wanted to reduce the electricity bill

You wanted to conserve water

It was part of the National Home Insulation Scheme

You were offered a large discount for solar hot water heater and/or solar panels
You were offered a free energy efficiency audit

You were offered a free energy efficient light bulb and/or water efficient shower head

60 90
No. of responses

120 150

Fig. 5. Motivations for making energy efficiency improvements.

tive mechanisms against unfair rent increases.

Solutions 1 and 3° were not sufficiently supported by all stake-
holders. More than 15% of respondents disagreed with the solutions, a
high number of respondents were ‘unsure’, there was little support
from agents and strong consistent negative reactions in the comments.

Solution 4, a pay as you save system for improvements where
renters use energy savings to pay off the loan, received a reasonable
degree of support. Over 58% of landlords and renters agreed that the
solution could result in increased energy efficiency improvements and
no more than 13% disagreed. However, there was a high number of

Solution 1 - Making changes to the renter i [
Residential Tenancies Act [andlord - ——
Solution 2 - Tax offsetting the entire cost renter | I
of energy efficiency improvements Giadleid ]
renter | B |
Solution 3 - A residential 'Green Lease'
landlord [ |
) renter o [E—
Solution 4 - Pay as you save system
landlord | B ||
Solution 5 - Minimum energy efficiency renter I —
standard for rental properties landlord I =
60 -40 -20 O 20 40 60 80 100
Support for solution (%)
M Strongly Disagree M Disagree Unsure Agree MW Strongly Agree

Fig. 6. Support for the suggested policy solutions.
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respondents unsure about the solution and there were mixed reactions
in the comments and from agents. For this solution to gain greater
support it would need more clarity around the nature of the contracts.

The real estate agents interviewed drew attention to a solution that
some renters already use to improve their rental properties. Every year
at the end of a lease the real estate agent will often try to negotiate a
rent increase on behalf of the landlord. In their experience, several
renters have negotiated to accept the rent increase if the landlord
makes an improvement for example, installing an air-conditioner. The
idea is that the cost of the air-conditioner is roughly equivalent to or
less than one month of lost rent due to re-advertising. Usually the
landlord is happy to agree because they will make money back from the
rent increase through the year and benefit from the improved capital
value of the property. In addition to the solution proposed and
discussed in this study, this solution is considered feasible because
there is anecdotal evidence that landlords, renters and real estate
agents support it.

Finally, landlords, renters and real estate agents all agreed that
there is a need for greater government involvement, both in setting
standards for energy efficiency in rental properties and rewarding
energy efficiency improvements.

5. Discussion and Conclusion

A discussed in the research method, the proposed solutions to
overcoming the barriers to energy efficiency improvements in rental
properties were presented as scenarios describing the interaction
between stakeholders not an exact policy or strategy. Given the level
of support for many of the solutions with two in particular deemed
feasible, it is important to discuss how they would be implemented and
what additional barriers might arise.

The implementation of Solution 2, tax offsetting the entire cost of
energy efficiency improvements in the same financial year, would
require a change to national tax law, the Income Tax Assessment Act
1997 (ATO, 2015). This could happen through either a tax amendment
bill which would need to be passed through both Federal Houses of
Parliament, or via a Public Ruling by the Commissioner of Taxation
(Scolaro, 2006). Currently, the most significant national policy in
regards to energy efficiency in residential properties is the Council of
Australian Governments National Strategy on Energy Efficiency
(COAG, 2008). Despite all the states and territories signing the
Strategy, many of the agreed measures and policies have not come to
fruition, such as a mandatory disclosure of energy and water perfor-
mance for all residential properties and a phase out of electric hot
water systems (VicGov, 2015). Given the current lack of political will
for national energy efficiency policy Solution 2 is ambitious, but the
likelihood of the change occurring would increase with national public
support. This makes the case for further research testing Solution 2
with a wider Australian audience.

If Solution 5, a mandatory energy efficiency standard, were to be
implemented it would also increase the likelihood of Solution 2 being
implemented (ATO, 2015). Currently anything classed as ‘repairs’ are
entirely deductible against a landlord's income in the same financial
year. Expenditure required to make a property satisfy regulatory
requirements falls into the ‘repairs’ classification (ATO, 2015).

Rental standards are managed by state governments, therefore to
implement Solution 5 a bill would be required to pass through the
Parliament. However, there are currently no minimum standards for
rental properties, energy efficiency or otherwise, and an attempt by the
Australian Greens Party in 2013 to pass minimum requirements failed
to pass through the parliament (Greens, 2014). The support for this

2 Solution 3, a residential green lease, was the least supported despite this solution
being widely promoted for commercial rentals (Brooks, 2008). This suggests a greater
perceived power imbalance between stakeholders in rental properties than commercial.
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solution by all the stakeholders in this study presents a case for the
implementation of a minimum energy efficiency standard to be
revisited by policy makers.

Solution 4, a pay as you save system, would not require any
legislative changes and could be implemented by business, local or
state government (Williams, 2008 & Gemenergy Solar, 2014).

A consistent theme that arose throughout this study was that
renters could not afford rent increases to cover the cost of energy
efficiency improvements. This fear is not unfounded. An annual study
conducted by Anglicare Australia found that in Victoria less than one
percent of advertised rental properties in 2015 were affordable® for low
income families (Anglicare, 2015). Rental affordability must be taken
into consideration in the implementation of any of the solutions
discussed. Support for Solution 2 and Solution 5, will rapidly decline
if they result in significant rent increases.

Finally, another consistent theme that arose was the desire from
renters for longer and/or more secure rental leases which in turn would
encourage renters to invest in more energy efficiency improvements. In
Victoria the maximum lease contract is 12 months, and irrespective of
the length of time a renter has been in a property a landlord is only
required to give 90 days’ notice for eviction or less in some circum-
stances (Hulse et al., 2010). This is not the standard internationally.
Ireland, Denmark, Netherlands, Sweden and Germany all offer either
multi-year or unlimited rental leases, and have much tighter restric-
tions on eviction of renters (Hulse et al., 2010). Anecdotal evidence
from this study suggests that longer, more secure rental leases would
result in greater uptake of energy efficiency improvements.

Some of the findings of this study may be able to be applied in other
rental markets. However, local political, regulatory, market and
cultural contexts will define the degree to which these findings may
be applicable, if at all. For example, some aspects of Australia's housing
market are unique, as no other country except New Zealand encourages
investment in housing by allowing people to use rental losses to reduce
taxable income. This coupled with a fifty percent capital gains tax has
resulted in the highest levels of investment housing in the OECD (Daley
et al., 2016). For this reason, the finding that enabling tax offsetting of
energy efficiency improvements would increase landlord's willingness
to make improvements, is particular to Australia. However, the finding
that security of tenure would encourage tenants to improve properties
themselves, is likely to be universal.

It is also important to note that the above findings and following
recommendations should be considered in light of the sample size of
the survey. This is especially important in relation to the landlord
responses, considering the relatively small sample size in comparison
to the renters. Greater weight should thus be given to the responses
from renters with further research needed to gain a greater under-
standing of the priorities of landlords.

5.1. Key recommendations

This study has produced a series of key recommendations for
solutions to overcome the barriers to improving the energy efficiency of
rental properties. The solutions are listed below in order of difficulty in
implementation. This study confirms the findings by de T'Serclaes
(2007) in his review of existing policy responses to the financial
barriers of energy efficiency, that “capital availability is not the most
important tool in overcoming energy efficiency's financial barrier.
Instead, the solution lies in carefully designed policy packages, and
strong political will” (de T'Serclaes, 2007, p 6). Unfortunately, this
political will is severely lacking in Australia with tax rebates for most
low carbon energy solutions being wound back, including solar feed-in
tariffs, solar panel rebates, the Renewable Energy Target and home

3 Rental housing is classified as unaffordable if rent payments are more than 30% of
the households total income per month (Anglicare, 2015).
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insulation rebates. Over the last 10 years, the political will for this type
of rebate has eroded and therefore the most ‘politically possible'
solution appears to be including energy efficiency improvements in
current tax offsetting laws. In reality, a greater uptake of energy
efficiency improvements in rental properties will most likely result
from a multi-faceted approach.

Solutions that could be readily implemented:

® Increased education and awareness of what changes renters can
make to rental properties.

® Increased promotion of the VEET scheme, aimed at landlords and
renters.

e Informing renters of the ability to negotiate energy efficiency
improvements when agents or landlords request a rent increase.

® Further research testing the supported solutions with a wider
audience.

e Ensure communication and promotion of energy efficiency improve-
ments advertise their multiple benefits, including: financial savings,
comfort, smart investment, the feel good factor, reduced emissions
and conserved resources.

Solutions that require legislative change:

® Making a change to the Tax Assessment Act 1997 to include energy
efficiency improvements under ‘repairs’ to a rental property, so that
the full cost of the repair is tax deductible in the same financial year.

e Minimum energy efficiency standards for rental properties. A
phased in approach, combined with financial incentives for land-
lords to get their property to standard, is recommended to ensure
the least resistance.

e Provide the opportunity for longer rental leases with greater security
from eviction.

This study provides an important foundation for building a more
effective and equitable energy efficiency market for the rental sector.
With further research, consultation and communication with land-
lords, renters and agents, the solutions identified as supported in this
study have a greater chance of gaining broader acceptance and being
implemented. Altogether the results and recommendations from this
study provide direction for community, business and political leaders
to create a well-designed package of solutions for improving the energy
efficiency of private rental properties.
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