


industry is not transparent which made it difficult to understand this. Further, EECA and the tyre
distributors over-estimated the influence the latter have over tyre retailers; this could reflect a
‘participant bias’ on the part of the tyre distributors. The lack of a clear intervention logic impaired
identification of this issue.

The programme did not appropriately segment the market for targeting. There was low interest in
tyre characteristics amongst the majority of tyre buyers (70%), yet these were the ones targeted.

A significant shift in the activity of s 9(2)(b)(ii) is necessary to increase uptake of
fuel-efficient tyres. Currently, the project does not represent value-for-money and is unlikely to

become cost-effective in the future.
Recommendatioﬂsbz

A should@ n exit stra hich includes monitoring the scaled-back project for the next
@ al year an@ reassess WhetQej it is worth further investment.

®

Wheffﬁasigns me for w@ n in the market, it needs to better detect
participapf bias in marke ipants to e y at the desired outcomes are achievable. EECA
* . . . , .

should undertakemarket anﬁto st or rei industry’s stated interests. EECA also needs to
make better @?t resear rget appr@e gments of the market.
EECA has committe to?all amou @uding and’re to maintain a ‘minimum viable
product’ in 2016/17. It i @mended EECA has an exit%egy in place, consisting of:

e minimal engagementf'. ustry O/, @/

e maintaining an ‘online s @

z‘esence O
e testing new fuel efficient tyfes | market. L . ?
It is recommended that EECA monitor tyre ta throug(@e ygar an a judgement on

whether to reinvest at the end of the year. E Id,follo Xr ‘s lead; i ject
continues to not be cost-effective, even at the lo y | of invest @ it is reco ﬁ O exit
the market. é
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1 The problem

1.1 The programme

The Fuel Efficient Tyre project aims to reduce greenhouse gas emissions from the light vehicle fleet
by improving the uptake of tyres with lower rolling resistance (fuel efficient tyres). The project
endorses tyres that qualify as fuel efficient using an EECA-branded label and establishes partnerships
with tyre distributors to encourage tyre buyers to purchase FETs.

The project’s key components are:
e Development of a standard and voluntary fuel efficient tyre approval mark for qualifying

tyres.
o Check-testi dorsed tyres against the standard.

e A mass-mediam ing and communications campaign to increase consumer

a ss of the a @ ility of and benefits associated with FETs .
O Vé of FETs b &nufacturers and distributors.
Not %&Ject ini ded a m r;d communications campaign to increase consumer
aware e beneflt ectIy mai ﬁtyre pressure and how to check and adjust tyre

pressure ponent is ot in ed in thi

1.2 Thepr / é
Light vehicle fuel use is and i to sign f| mounts of greenhouse gas emissions.

Fuel efficient tyres can c the amo I use and gr ouse gas emissions per kilometre
travelled. However, the u more fu (replace tyres by New Zealand’s light
vehicle owners is low, with mar are of arou As ares X ealand’s light vehicle fuel
consumption is higher than wha ically ratr )

1.3 Market structure Q

The structure of the tyre industry is an impo @ |derat| e FETs a |ver new
product, and supply chain considerations may take The ee main the
market — distributors, retailers and tyre buyers. y

Tyre buyers

Tyres are seen as ‘round and black’ with little observable ditfere n betwe

Complemented with being a grudge purchase, this means thatcoﬁr\ers do Ilttlﬁch into
different tyres.

There are some customers that will not consider purchasing FETs: custo@do not have
ot

sufficient disposable income to purchase more expensive tyres, those that tly experience
the benefit of FETs or those who have specific requirements.

Distributors and retailers
New Zealand imports all light vehicle tyres. Distributors import tyres from tyre manufa ers, and
then supply retail stores through an affiliated distribution network or wholesale to independent

! This is based on consumer survey information (see IPSOS, 2013, EECA Tyres Research), details are available in
the benefit-cost-analysis.




stores. Tyre stores are the primary point of interaction with the majority of customers when
purchasing tyres, along with mechanics performing Warrant of Fitness (WOF) inspections.
Throughout this supply chain the various interactions between distributors and retailers, and
retailers and customers, play a part in determining the potential market for FETs.

Distributors appear to have varied and limited engagement with retail stores and managers.
Distributors provide product information and promotional material, and a few engage in specific
training regarding sales. The highest levels of retailer engagement would be expected to come from
those who have a network of franchise retail shops.

low involved buyers —t 't be loss leaders. This means that there is little economic incentive

Due to the nature of thmarket —low brand loyalty, low margin, non-discerning consumers and
for distributors o invest res%into developing the market for FETs. Distributors have limited

resgurces a t nefit from vestment could go to competitors’.

fﬁ FET ev ommls 0152 interviewed tyre industry participants and found
that émlxed whether more profitable than other tyres (page 7). Some
thought rrlarglns 50 to $5 or distributors and up to $25 for retailers.
However o /elt they wefe equally a proflt her tyres.
The target mark e project | e tyre buy audience is more likely to buy tyres as a
result of an unplannedf e.g. WO f or reco tion) than active tyre buyers. Active
tyre buyers are more li I ce the yres without bein pted and are not our target
audience® é

2 Strategic fit ‘ c L Q
In 2013 the Minister of Energy and Resour @es ed pro easur@ mentary to
ce

the Emissions Trading Scheme (ETS) to redu

OXIde em Th|s proj proposed
in response and subsequently approved for fundi ECA’s ret énlngs Thy

legislative or regulatory mandate.

The New Zealand Energy Strategy 2011-2021 notes that ofie of th overnm ey priorities
is the efficient use of energy. This is to be achieved throu cus areas dlng an “energy
efficient transport system”, and by providing “better consu rmatlon to inform energy
choices”.

The New Zealand Energy Efficiency and Conservation Strategy 2011- 16 more sfecifically aims for “a
more energy efficient transport system, with a greater diversity of fuels native energy

technologies. §
This project contributes to a more energy efficient transport system by aiming to im e the)fuel
efficiency of light vehicles operating within the existing fleet. The project does this by prowiding
information to consumers to help them choose more energy efficient tyres and understand the

? External evaluation by PwC available here.
3 Marketing and Communications plan available here.



benefits of doing so.

In 2010 the Government launched Safer Journeys, New Zealand’s road safety strategy to 2020. Safer
Journeys established a vision for New Zealand of “a safe road system increasingly free of death and
serious injury” and adopted the safe system approach (safe roads and roadsides, speeds, vehicles,
and road use). The Action Plan 2013-15 had a target to improve consumer information on tyres.

EECA’s Strategic Objectives include the long-term objective that “people access their destinations
using less fossil fuels”. In the medium term this is described as drivers understanding “the fuel
efficiency and cost impacts” of maintenance decisions as well as taking action to reduce fuel usage.

3 Role for gove@

@ arket wefe fyufictioning app@tely tyre buyers would understand the benefits of using fuel
hose benefi ,@nd fuel efficient tyres and be able to identify them at

o marke @%at prevent this from occurring:

X3

1. Lag ti@e isan expé;l y betweéﬁ eployment and availability of energy-
efficient t @gi and thegp of these techiolggies. FETs are relatively new and are still
affected by t @tation re @/ earIier,ﬂlity versions”.

2. Lack of information: @J are not awate of fuel efﬁ'ﬁf res’ and are also unable to
identify them. Informat fe fuel e f tyresisn dil¢ available and there are
high ‘search costs’ associat rying to fild i is means rs are generally unable
to identify FETs when making tMr hase dec L
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There are additional behavioural barrier§t &/ent tyre t@ror:n exhé@we desired

behaviour: d( . / @
1. Priorities: People who make informed/consi { purchas@ ise durabil@ty,
handling and price over fuel efficiency®. Greater i ion could {€a more buyérs making it

2. Present bias: FETs can be more expensive than regular tyres’, @ile they dan pay for
ighti

a priority.

themselves over time, consumers generally have a present bias rnal discount rate®.

3.2 Potential benefits {
* From the external evaluation: “As FETs continue to improve in terms of durability, wet brajt, they

may be increasingly accepted in the marketplace.”

> Market research showed that only around a quarter of respondents were aware of fuel efficient tyres.

® Market research showed that safety, price, durability and road handling are the tier one factors that people
consider when buying a tyre — fuel efficiency is a second tier consideration.

7 Getting real data is challenging in an industry that does not advertise prices, however industry participants
interviewed in_the evaluation assume FETs are around $25 more expensive per tyre.

® Market research showed that when offered a FET, respondents cited price as the biggest barrier to purchase.















4.8 Resource allocation

The project required 1.7 FTE for the first year, including design and development. This dropped to
0.7 FTE in year two, which consisted mostly of time from the Programme Manager and Relationship
Manager, but also some in the area of compliance.

The budget was $2 million over two years.

The evaluation® at the beginning of 2016 resulted in down-scaling the project and the Business Plan
for 2016/17 has allocated:

e 0.3 FTE for relationship management, administration and compliance activities.
e $30,000 for check- %

e $15,000 for marke

5 ‘j£55 rnan i(:;;’(

5.1 E{

ﬁess
In 2015, a myj er exerC| s underta tter understand what is occurring at
point-of-sale. R wed tha ople we IIy not offering FETs unless prompted by
the customer, were unab o} prowde rmationa ETs and less than half had a positive
view of FETs.
In late 2015, EECA comm|55|one xterna@’ to condQ et analysis, assess the
intervention logic and make recom ions on th ; the prdje

The project met expectations for tyre disfribytor particip has not@ the sales of
FETs and consequently has not had the desw@} @
X3
The evaluations key findings were: /O O O
o Selling fuel efficient tyres is not a high priority 0ailers. So@stributors are

enthusiastic about selling FETs, but this only flow§’down to.chain re with subsidiary

relationships with certain distributors. This suggests tting increa take of FETs

would require enhancing the enthusiasm and support fr ilers. Because retailers

interact with the customer at the point of sale, retailers ar laced to present a
convincing argument for FETs.

e The benefits to consumers of purchasing FETs are smaller than origifially#Stimated due to
falling petrol prices and other factors. For the average light vehicle, o imated
four year life of the tyre, the net benefit of FETs is $18.55 per tyre, and les @’

engine vehicles.

e About 50 per cent of the tyre market is extremely unlikely to consider FETs because the
extra cost of FETs will benefit another party, for example, in the case of used car dealers.
The most likely FET customers are some combination of: proactive, upper-income,
environmentally conscious and owners of larger vehicles.
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future. Maintaining the labels and associated check testing regime preserves some of the sunk
investment in the programme.

6 Lead organisation

EECA is the most appropriate government agency to run the project and has proven capability in
similar types of interventions.

This project clearly fits within EECA’s mandate under the Energy Efficiency and Conservation Act
2000 to “promote practices and technologies to further energy efficiency”.

EECA has the capability@his project as it has proven ability running a voluntary endorsement
labelling sch@or appIiar%’ENERGY STAR) and a labelling intervention within the transport
F

@(Vehi e éonomyLé
7 @usion% O

/ .
The tyre ”@J%Ot struct/ed in a way th@*d the project to be successful. While
distributors usjastic theyddidgiot prioritis@s er non-FETs and did not have sufficient
influence over t %llers. The prdjecisls not cost- j without a significant shift in the activity
of 592 @
The problem definition ar@f.analysiso narrowl? f@d on one aspect of the light
vehicle fleet which contribute nhou e g8 %&sions —in -%nce, the low uptake of fuel
efficient tyres. The structure and Wv sin the in@ ean tha @ntary labelling scheme
was always going to struggle. Other intérvehtion optio s&aw been td provide a better
result and enabled the achievement of Idrg efits. / \9

qg ]> .

While industry was prepared to participate in ef &, the rig t incenti ot exist
for the Programme Partners to prioritise the pro @ FETs ove -BETs. Pricing tyre
industry is not transparent which made it difficult to O\d this. Farthér, EECA andthe tyre

I

distributors over-estimated the influence the latter have’ovgf'tyre retailers; thi Id reflect a
‘participant bias’ on the part of the tyre distributors. The lack o rinterv ﬁc impaired

identification of this issue. O

The programme did not appropriately segment the market for targetingg#There was low interest in
tyre characteristics amongst the majority of tyre buyers (70%), yet these were ones targeted.

fuel-efficient tyres. Currently, the project does not represent value-for-money and i to

A significant shift in the activity of s 9(2)(b)(ii) is necessary to in@r Pake of
become cost-effective in the future.
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8 Recommendations

EECA should adopt an exit strategy which includes monitoring the scaled-back project for the next
financial year and then reassess whether it is worth further investment.

When EECA designs a programme for intervention in the market, it needs to better detect
participant bias in market participants to ensure that the desired outcomes are achievable. EECA
should undertake market analysis to test or reinforce industry’s stated interests. EECA also needs to
make better use of market research to target appropriate segments of the market.

EECA has committed to a small amount of funding and resource to maintain a ‘minimum viable
product’ in 2016/17. It mended that EECA has an exit strategy in place, consisting of:

®  mini engagemen withindustry

ma| n ‘online " presence
O testing new e efficient t i the market.
Iti |s énded th onitor t@ data throughout the year and make a judgement on
whether. the year. uId follow industry’s lead; if the project

vV
continues Q e cost-eff t|ve eyen at the eI of investment, it is recommended to exit
the market.
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