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Assumptions and Struggles
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The Failure of the Split Incentive
Marketing Myopia is often captured by the flawed
assumption “I need only build a better mousetrap
and customers will beat a path to my door.” This
was not true a century ago for mousetrap
manufacturers who lost sales and profit by
focusing on building ever more complex
mousetraps. They lost sight of what was needed –
they failed to consider the consumer who had to
use the mousetrap and dispose of any dead mice
caught.

efficiency improvements in the properties they
own and lease. Findings from the 20 projects in the
national Low Income Energy Efficiency Program
which ran from 2013-2106 reveal that landlords
were mostly unresponsive when invited to pay
only a portion of the cost for retrofitting their
property with improved energy efficiency
appliances, thermal shell upgrades (such as
insulation) and/or additional shading products
(blinds, pergolas, etc.).

Similarly, this kind of thinking does not work for
landlords. Split incentives are designed to reduce
the cost for landlords to upgrade their properties
by sharing the costs of upgrades with tenants.
Thus, the costs are ‘split’. However, it is not just a
matter of finding the most attractive incentive
(better mousetrap) with the assumption that
landlords will jump at the chance to make energy

Even when this was extended to a zero cost to
them (an even better mousetrap) they were not
beating a path to the door of this offer. The
question is: why not? Exploring the assumptions of
the benefits split incentives provide and the
struggles faced by landlords will help answer this
question.
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Assumptions of the Benefits

suggests that tenants use, on average, almost 3%
more for energy in homes where landlords are not
making energy-related improvements (Melvin
2018). In Australia, approximately 28% of private
renters suffer utility stress (Sullivan, 2007) and high
electricity and gas bills are the most likely cause of
rental arrears (Chester, 2013).

There are numerous benefits for landlords which
are assumed to motivate a positive response in the
form of agreement for, and partial payment of, a
split incentive. The main ones usually espoused
include:
• Improves the value of the property
• Increases rental income (can charge higher
rents)
• Reduces vacancy rates
• Increases tenant comfort levels via improved
thermal conditions

Alternatives to the Split Incentive
There are several alternatives to the split incentive
that could help address issues with energy
performance of rental properties in Australia.
1. Tax relief for Landlords – Currently energy
efficient improvements conducted by landlords on
rental properties are not tax deductable. Changes
to tax law that permits landlords to offset the cost
of energy efficiency improvements to their rental
properties in their tax returns has strong support
from Australian landlords, tenants, and realtors
(Wrigley and Crawford, 2015).

The problem is that the savings and comfort
improvements that such installations produce are
experienced by the tenant who is paying the
energy bill and not the landlord who sees only
short-term costs. Further, the other benefits are
not usually realised by the landlord until the
property is sold and/or tenancy agreements
renewed. In addition, a split incentive approach
assumes that tenants are willing and able to pay
half the costs for energy efficiency improvements
to a property that they do not own and have no
capital investment in, just to simply experience
better energy performance and potentially lower
bills.

2. Minimum standards – Regulation to introduce
minimum efficiency standards for rental
properties were also supported by over 90% of
tenants, and 70% of landlords in a study conducted
by Wrigley and Crawford (2015). Minimum
standards would cover issues including overall
energy efficiency of the property, weatherproofing,
good repair, electricity connection, lighting, blinds
and curtains, and ventilation. However, effective
monitoring and enforcement of minimum
standards will be crucial.

Struggles of Landlords
The upfront costs of energy efficiency retrofits
involved in split incentive schemes are not small.
New heating/cooling systems, window thickness
upgrades, insulation and improved shading can
each cost several thousand dollars.

3. Mandatory disclosure – Mandatory disclosure of
the energy rating of rental properties was
introduced in the ACT in 2010. However, under this
regulation, it is only mandatory to obtain an energy
rating certificate but not to disclose it to tenants or
potential tenants. In other countries such as New
Zealand and Scotland, mandatory disclosure is
more tightly regulated with rules that energy rating
certificates must be disclosed when advertising for
rental, and on clear display and visible to tenants
within any rental property (Scottish Government,
2019).

If making several improvements, landlords could
be faced with paying $10,000 or more to retrofit
their properties. Property prices are high in
Australia, with prices approximately doubling over
the past 15 years (2003-2018) and the house price
to income ratio reaching 6.84 in 2018 (Lawless,
2018). Furthermore, interest loan repayments are
not always keeping pace with rental income, with
almost 1.3 million Australians reporting a net
rental loss (Australian Government Treasury,
2016). While negative gearing can mitigate rental
losses in the tax returns of landlords, this is
capped. Hence, outlaying these split incentive
costs can be unaffordable for many landlords.

4. Government subsidies – Another suggestion is
that
the
Commonwealth
and/or
State
Governments provide subsidies for landlords to
make energy efficiency improvements to their
rental properties. Some schemes providing
subsidies for energy improvements to rental
properties with low-income tenants have been
delivered in Australia, but not coherently,

Under investment in energy efficiency upgrades
results in higher energy usage, bills and carbon
emissions. Indeed, some evidence from the US
2

consistently and comprehensively over the longterm. Other countries such as New Zealand have
also delivered such subsidy schemes to landlords
that have had some success. Rolling out national
and state level landlord subsidy programmes that
are ring fenced and funded over the long term
could help improve the energy performance of
rental properties in Australia.
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