Pulling plug will save energy, taxes
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Supporters of a state program that is supposed to help consumers save energy are worried that the program may be downsized. It would be high time. 

Known as demand-side management, or DSM, the program imposes unnecessary costs on consumers and wastes energy. So if consumers are lucky, DSM will be not just downsized, but eliminated. 

DSM imposes a 2.5 percent tax on electric utility customers. Customers must pay the tax even if they already use energy efficiently and therefore do not qualify for a benefit under the program. 

The tax revenue, more than $43 million in three years, is paid to a private company named Efficiency Vermont that decides which customers will qualify for subsidies for fluorescent lighting, added insulation, and the like. 

No one opposes energy efficiency. The question is who is in the best position to make decisions about energy usage, individual consumers or the state. DSM assumes that state central planners know better than individual customers how to use and conserve energy. 

This confidence in central planning is misplaced. Consumer-driven economies are nearly three times more energy efficient than centrally planned economies per dollar of national income. Central planning may reduce energy consumption modestly, but only because it makes everyone (except the planners) much poorer. 

Consumer-driven conservation, on the other hand, results in true energy efficiency — the least amount of energy used for any level of national income. If the goal is to use energy wisely while maintaining and improving our standard of living, then consumers, not central planners, should be in charge of their own energy decisions. 

Why are consumers so much better than central planners (who are, after all, “experts”) at conserving energy? Consumers have information about their energy needs that the state’s central planners cannot obtain, at least not without great expense and privacy intrusions. Armed with this information, along with readily available information about the relative prices of energy and conservation devices, making rational decisions about energy usage is a straightforward exercise for any consumer. 

Interference by central planners distorts rational consumer decision-making and wastes tax dollars. Take a large family (with lots of laundry) that buys an energy-efficient washer that will pay for itself in electricity savings. Under the state’s DSM program, the family gets a rebate on the washer even though it would have purchased it without the rebate. The state takes credit for the energy savings anyway. 

This is known as the “free rider” problem, which, depending on the measure being subsidized, accounts for 30 to 70 percent of participants in state DSM programs. 

Now take a customer who lives alone. The rebate may induce her to buy the efficient washer even though her energy savings don’t justify the washer’s total cost. The state again claims credit, this time for assumed energy savings that will not materialize. Both tax dollars and resources — including the energy used to make and market the washer — are wasted. 

DSM supporters distrust consumers despite strong evidence that they make rational energy decisions and often invest in greater efficiency. For example, before 1990, the year appliance efficiency standards were mandated appliances such as refrigerators and air conditioners were becoming dramatically more efficient. From 1972 to 1990, average refrigerator efficiency more than doubled and air conditioner efficiency increased 46 percent. Consumers demanded more energy efficiency and producers responded. Somehow, this occurred without central planners. 

With its waste and ineffectiveness, why has DSM persisted and grown? The answer lies in who benefits. Start with Efficiency Vermont and its employees. The company’s payroll exceeds $2 million, with over $200,000 going to the top two employees. Five others receive salaries between $65,000 and $80,000. A handful of Efficiency Vermont’s contractors also fare nicely. 

Add to this special interest mix several state employees who are paid comfortable salaries to oversee Efficiency Vermont and you have a recipe for a state program that grows even as it wastes energy and tax dollars. 

Efficiency is not rocket science. The first thing to do is pull the plug on the state’s DSM program. 
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