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Mandatory disclosure 
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costs and benefits of mandatory 
information policies to influence 
consumer choice 

Executive summary

It is common to hear suggestions government should make it compulsory for prescribed information to accompany goods or services. Examples include star ratings on homes sold 
or leased, and ‘traffic light labelling’ on food. This paper aims to consolidate and collate the information about mandatory disclosure of information to assist those involved in policy making, and others with a general interest in the area. 

The paper looks at why it is common to hear calls for mandatory disclosure of information. Reasons include high public expectations around the ‘right to know’, and rising interest in credence attributes, such as ‘free-range’ that are not easy to validate just by observing 
a product for sale. The issues may have emotive elements such as appeals to animal welfare 
and environmental causes. There may be a belief that because a star rating appears to work successfully for some goods already, such as whitegoods, it will work for others. Finally developing standards is costly, creating incentives to lobby governments to do what the private sector might be able to do.

After outlining the policy context, the paper moves onto looking at the costs and benefits associated with mandatory information policy. 

The costs of mandatory information policies are based on several issues, which are interrelated. They are often ‘indirect’ or ‘roundabout’ ways of achieving objectives – they do not tackle problems directly. They can be associated with regulatory persistence or ‘regulatory fog’ and have uncertain policy impacts. They can be associated with inflexibility, paternalism and equity issues. Enforcement can be a problem.

Measuring the benefits of mandatory disclosure requires sophisticated ways of measuring ‘willingness to pay’ (WTP) for additional information to accompany goods and services. Simple questionnaires with no incentives or penalties for ‘right’ or ‘wrong’ answers lead to unreliable information being used to support policy decisions. There is considerable evidence that more sophisticated surveys and experiments are required to replicate people having to ‘put their hand in their pocket’.

The paper concludes by stating that requiring mandatory disclosure of certain information 
by sellers to buyers often sounds like a sensible policy ‘at first glance’. However, further examination will highlight issues associated with measuring the benefits and costs. If these 
are not addressed before implementation, the mandatory information policy will not be successful in achieving its’ objectives. Because of the potential costs and lack of convincing WTP evidence, policy proposals for mandatory information disclosure should always be thoroughly researched on a case-by-case basis.





1. Introduction

T“We are very good at providing beautiful, sophisticated answers to wrong or irrelevant questions. The splendour of the answer sometimes blinds the mind and the original question fades fast (Herrero 2005)”.

It is common to hear suggestions governments should make it mandatory for prescribed information to accompany goods or services. Calls for mandatory information are often based on beliefs that such information will address concerns about health, safety, the environment, animal welfare and other social issues. An example is compulsory information about energy efficiency to accompany homes that are being sold or leased.

Calls for mandatory information often include ideas about how to package the information, perhaps into symbols or graphics such as ‘star ratings’ on electrical appliances or ‘traffic lights’ on food. It is argued that consumers will come to recognise these symbols and incorporate them into their choice processes. Subsequent ‘better’ choices are then supposed to contribute to wider ‘public goods’ such as lower health costs or lower energy use to address climate change.

This paper is about the costs and benefits of mandatory information as a policy instrument. 
It’s purpose is to assist policy makers and other parties with an interest in the issues.

This paper expands on previous research by Consumer Affairs Victoria (see appendix A). 
First the economic and policy context is presented. This is followed by a discussion which highlights the complexity of the costs and benefits associated with mandatory information 
as a policy instrument. 

2. Context - “well it works for fridges doesn’t it?”

“While no-one would doubt the wisdom of banning quacks practising as doctors, or fraudulent adverts, there eventually comes a point beyond which constraining freedom of contract further brings costs that outweigh benefits. These costs, which consumers ultimately bear and which 
may be hidden from view, can stem from less choice and competition as well as the costs of the regulation itself”.

“Indeed, the best solutions often involve better consumer information rather than less consumer and producer choice. But improving consumer information is often easier said than done, especially information that is of immediate and direct practical use – for as consumers we are all boundedly rational – and rationally so. The underlying policy questions of when and how to constrain contracting, and of how to enhance practical consumer information, are hard” - Vickers (2003).

The economic rationale for mandatory information disclosure is that there are underlying problems (market failures) caused by information asymmetry. Information asymmetry is the term used to describe situations where one party (usually the seller) has more or better information than the other party (usually the buyer). Information asymmetry can result in imperfect transactions and potential markets not existing at all (Akerlof 1970). However, 
it is important to stress that not all imperfect transactions can or should be targeted for government intervention. The key factor is whether the benefits of government intervention exceed the costs.

In other words, the presence of asymmetric information is a necessary but not a sufficient condition, for governments to become involved in information packaging to influence people’s choices (Harris 2011). Economic analysis must demonstrate that there are wider public benefits (such as health or environmental benefits) from people changing their choices, which exceed the costs. This will then mean that the benefits are not confined to sub-groups of consumers or producers with special interests. If they are confined to special interest groups, solving the asymmetry will be best left to the private sector, for example by privately developed certification schemes (eg free range eggs certified by the Royal Society for the Prevention of Cruelty to Animals)
. 
In cases where the economic analysis shows that the wider public benefits do exceed the costs, the mandatory information will be valued sufficiently by the majority of shoppers and 
be widely accepted and adopted as part of product selection and comparison. Examples of current schemes where these conditions probably apply (as evidenced by their integration 
and apparent mainstream acceptance ) include ‘star ratings’ on some appliances such as refrigerators and washing machines, and standardised nutritional information panels (NIPS) 
on the back of food packages. 

Examples of packaged labelling with private benefits, but no wider social benefits, where 
the private sector provides it, are restaurant ‘hat’ ratings and accommodation ‘star’ ratings (CAV 2006a). Examples where there are some possible wider benefits but where mandatory labelling is rarely effective or efficient include most environmental and similar spillover effects associated with food production (Golan et al 2000).
Clearly, there are many situations where there is uncertainty about whether mandatory information disclosure is cost-effective, efficient and sensible policy. Some examples of issues currently attracting national and international debate are:

‘front-of-pack’ nutritional labelling of food, such as ‘traffic light’ labelling to guide 
healthy choices

point of sale disclosure of a homes ‘energy efficiency’ or ‘sustainability’ rating

the desirability of having government-endorsed ‘standard’ definitions for terms such 
as ‘organic’ and ‘free-range’

providing information on goods about attributes such as ‘food miles’, ‘carbon footprint’, 
‘virtual water’ and palm-oil content 

nanotechnology and ‘genetically modified’ labelling
Because the case is not clear, the proponents of mandatory information keep raising the issues for public debate. Other reasons
 the same or similar issues tend to keep cropping up, in Australia and overseas, include the following.
1. Interest in ‘credence’ attributes is growing. Credence attributes are qualities of products that cannot easily be checked, even after purchase, for example organic vegetables. An increasing number of such attributes are being marketed to highlight environmental, social, health, animal welfare and other credentials (CAV 2010).

This happens as economies develop, incomes rise, and people become interested 
in more than the basic attributes such as a nice taste and a low price.
An example of the strength of interest in labelling of credence attributes is that in 2009 
a national Review of Food Labelling Law and Policy received more than 6,500 initial submissions in just a few weeks (Food Labelling Review Panel (2010a). In his foreword 
to the final report, “Labelling Logic” (Food Labelling Review Panel, 2011), the Chair, 
Dr Neal Blewett AC, described as ‘overwhelming’ the amount of input the Panel had received over the course of the inquiry via written submissions, meetings and discussion forums.
2. Public expectations about the ‘right to know’ are high and have been raised, at least for food, by enshrining ‘information to enable choice’ as a specific objective of food legislation (Harris 2011, appendix B).

3. Developing and agreeing on standards for complex terms such as ‘organic’ and ‘extra virgin’ can be costly, creating incentives for industry to lobby for governments to undertake the work

A cautionary note on this topic is in the Victorian Government Submission to the National Review of Food Labelling Law and Policy (2010, drawing on CAV 2010) which states that it should not ordinarily be the role of the Food Standards Code to regulate “credence claims” about food products (for example, claims about production attributes or quality – such as whether food is organic, biodynamic, vegan, Halal, Kosher, free range and the like). 

This is because these attributes are over and above legislated minimum standards that are in place to protect public goods (such as safety). Therefore they offer benefits to select groups of consumers and producers only (as opposed to economy-wide benefits). The demand for such information can be met through market driven standards and certification schemes supplemented by consumer protection laws. Further details are in Appendix C.

4. Parties that would benefit from government ‘endorsing’ their information packaging scheme have incentives to lobby for governments to give their product (which in this case is the packaging scheme itself) extra validity and perhaps even some degree of monopolistic market advantage 
5. It appears to be a relatively common view that because it works for one thing (for example a refrigerator) it will work for another thing like a house. This ignores the fact that homes are much less homogenous than whitegoods and other factors tend to be important to buyers including location, size (including garden space) and the number of bedrooms and bathrooms (see for example Laine 2011).

6. A policy proposal for mandatory labelling may often, on the surface, seem to have a good deal of ‘worthiness’, especially when there are emotional issues such as animal welfare involved. An example is the campaign to make palm oil content of products mandatory, as a way of protecting orang utans whose habitats are reportedly being destroyed to grow palm oil.

As noted in appendix A, CAV’s previous work on rating schemes assumed information asymmetry was the only ‘market failure’. This meant that whatever was preventing the private sector from introducing an information packaging scheme could be overcome by governments via their help with the design, or some other part of the process, such as developing the technology for measuring the energy efficiency of a home. However, the costs and benefits of mandatory information are now known to be more complex. They are often hidden from view but this does not make them less important.

The remainder of this paper discusses the costs and benefits that must be taken into account when analysing polices aimed at information packaging schemes.

3. The costs of mandatory information

3.1 Not tackling the problem directly

Information packaging is only one potential choice in a suite of potential policy instruments that need to be ordered by merit. Corden (1974) developed a policy hierarchy approach to do this. He argued that once government action is suggested for an issue, many policies may be conceivable. However, it should always be possible to order them in a hierarchy from first-best, to second-best, and so on. 
The first-best policy makes the ‘correction’ as close as possible to the ‘point of divergence’. This is the source of the divergence between what society desires and the laissez-faire (free market) outcome. In other words, the first-best policy targets the identified problem as specifically as possible with a policy that causes minimum distortions on the rest of the economy. At each step down the hierarchy, additional by-product distortions (unintended consequences) are imposed, and the extent of the correction of the divergence (how well the policy works) declines
. The policy becomes less effective in achieving its objectives.
Labelling to highlight the environmental or animal-welfare impacts of production, hoping thus to influence choice, is not usually a highly-rated policy instrument by Corden’s method. It is ineffective and has unintended consequences because it is too far removed from the root cause of the problem. An example is trying to protect old-growth forests by recycling newspaper. 

Another example is tackling greenhouse gases and climate change by labelling a product 
with its food miles, which refers to the distance travelled by food between production and consumption. ‘Fewer food miles’ is intended to imply reduced greenhouse gases from transport, and/or more support to regional producers. However, it is an inadequate and potentially confusing measure of the environmental and economic impact of food production (Rama and Lawrence, 2008). It may distort international trade outcomes, potentially reducing market access for Australia’s exports (Hogan and Thorpe, 2009). 
A further example is ‘point of sale’ mandatory disclosure of information about a home’s energy and water efficiency. This policy exists in different forms in some parts of Australia and overseas. Examples include a star-rating scheme that operates in the ACT; a ‘Sustainability Declaration’ that operates in Queensland; and ‘Energy Performance Certificates’ for homes sold or leased in the United Kingdom. They are indirect ways of addressing the global issue of climate change.

Another example is mandatory labelling of palm oil as an ingredient because its production via deforestation is said to be threatening orang utan habitats. This is a common policy suggestion but is not ‘first best’ because it does not directly protect forests or change behavioural incentives. A first best policy by Corden’s ‘list technique’ would directly protect forests. Labelling is further down the list because it would only work if the majority of people read it, and reacted to it, and there was universal compliance. If palm oil cannot be detected by the average consumer as an ingredient, it seems optimistic to expect labelling could reliably aim to protect a species. This is not to say palm oil labelling is without any merit and that people wishing to make product choices based on palm oil content deserve to have confidence in the truthfulness of voluntarily-labelled products. But ‘truthfulness’ issues should always be considered separately from how sensible it is make the information mandatory.

Policy-makers could use Corden’s theory to help evaluate potential policy instruments, using a ‘form’ or template similar to that provided in appendix D. Appendix D is drafted for illustrative purposes without intending to be a thorough piece of policy analysis.

Summary sentence – labelling is usually an indirect policy instrument for environmental and social objectives,  and is therefore likely to be ineffective and to have unintended distortionary side-effects

3.2 Regulatory persistence
“regulation generates the seeds of its own persistence” (Warren and Wilkening 2010)

The traditional explanation for the persistence of many regulations is that governments are lobbied by entrenched groups who have strong incentives to advocate for the status quo and/or for strengthened regulations to favour them. Rent-seeking is the term economists use to describe this type of lobbying behaviour by those who gain in this way (for example, in some industries, incumbents regularly lobby for mandatory training courses to be made more onerous for those wishing to gain licences). 
An alternative to the traditional and commonly accepted (political economy) model of regulatory persistence is proposed by Warren and Wilkening (2010). They hypothesise, and then demonstrate, that in many environments, regulation generates the seeds of its own persistence by altering the information observable about the environment – a phenomenon they refer to as ‘regulatory fog’. They use the example of the persistence of entry, price, and route regulation under the Civil Aeronautics Board (CAB) in the United States. The CAB was enacted in 1938 and its longevity was ‘somewhat mysterious in retrospect’ when the inefficiency of the regulations became apparent upon their removal in 1978. An explanation 
is that intra-state flights began to grow, revealing information about the likely effects of deregulation because the intra-state flights were not subject to the same regulations. When consumers were given this ‘window’ into how things might be better if regulation was removed, pressure for deregulation mounted. Deregulation in the airline industry, when it eventually happened, did not lead to discernable increases in riskiness, delay, or other outcomes the regulation was aimed at preventing and which had been predicted by those who would lose if regulations were dismantled. According to Warren and Wilkening the success of the deregulation in the airlines industry then opened the door for deregulation in other industries.

In a separate but related study, Wilkening (2010) refers specifically to the persistence of certification (as distinct from regulation more generally) and talks about how it leads to regulatory fog. He shows that while in a rent-seeking (or political economy) model persistence requires some agents to have a vested interest in the current institution, persistence can occur even in an environment where all agents could be made better off if the regulation was removed. This is because the regulation, when first installed, might originally lead to socially efficient outcomes, but once a certain level of efficiency has been achieved, it is difficult to tell whether efficiency would continue to be improved if regulation continued. This is because the information in the new environment, that analysts would use to make assessments, will have changed.
For example, if inspectors (or ‘certifiers’) are embedded into a market to promote social efficiency they might, for example, cause landlords to install energy saving devices into existing homes. This might initially be an overall efficient result but the ‘regulatory fog’ means there will be no means of knowing the ‘point to stop’, or the point to move to voluntary rather than mandatory certification. The fact that no one will know when to stop because of the regulatory fog the new regulations will create, is not typically taken into account in benefit-cost analysis before policies commence. 

On the subject of mandatory versus voluntary certification schemes, Wilkening asks why voluntary certification would not be expected to provide the same outcomes as mandated certification? After all, if standards exist, and are in any way useful (of course if they are not they would not presumably be developed in the first place by the private or public sectors) then logically one would expect at least some individuals would want to use the standard to certify their product (Wilkening, personal communication, June 2011). These would be individuals with higher quality product who would have an incentive to use available standards to advertise and highlight the ‘superior’ features of their product (such as higher energy efficiency).

Insights into the question of whether voluntary certification is a viable alternative to mandatory schemes are found in an experimental economic analysis of the ‘split incentives’ problem in rental markets by Burfurd, Gangadharan and Nemes (2011)
. They found voluntary disclosure of a home’s ‘energy efficiency star rating’ achieved similar results to those of a mandatory disclosure policy and concluded that because the latter would inevitably impose costs, the former would be the preferred option. Although voluntary certification was found to achieve lower levels of certification overall in the laboratory experiments, tenants were able to infer lower levels of energy efficiency from non-certification.
Summary sentence – regulatory fog, leading to ‘persistence’ of policy should be anticipated prior to mandating policies. Voluntary certification might be as effective 
as mandatory certification

3.3 Inflexibility
Government-mandated information schemes are unlikely to be subject to the same incentives to innovate in response to changing consumer requirements as schemes in the private sector. If, for example, ‘hat ratings’ at restaurants did not alter their underlying criteria in response to changes in the mix of underlying features of restaurants that consumers value, the market for the hat-rated products would be affected.

The prediction that government schemes will be slower to respond to changing market conditions comes from the traditional explanation for regulatory persistence as discussed in section 3.2.

Summary sentence: Government schemes may be slower to adapt to changes in market conditions

3.4 Uncertain policy impacts due to a lack of consumer behaviour models
“Behavioural economics is not a theory of behaviour: Rather, it represents an identification and 
a categorisation of behavioural anomalies (King and Smith 2010 p84)”.

“What is needed is not a single model of consumer behaviour, but a suite of models that apply in specific situations. Economists need to follow the example of supply-side analysis and industrial economics where there are  numerous alternative models that can be brought to bear on relevant situations (King and Smith 2010 p 85)”.

Persistence, the topic of the previous sections, is about policy not adapting. This might imply the policy was initially ‘set’ appropriately at the start but did not ‘move with the times’. However, King and Smith (2010) argue that introducing intervention at all to affect choice may not be appropriate if the underlying theoretical framework is not capable of assessing proposed interventions. This is because without systematic analysis of its impacts, an intervention might actually reduce rather than increase overall welfare. King and Smith argue the traditional framework of consumer behaviour is incapable of evaluating ‘anomalies’ highlighted in the field of behavioural economics (box 1).

The traditional economic model of how people make choices assumes they maximise their utility (or satisfaction, or welfare) given a set of stable, well-defined preferences about all available goods and services. They do this with an ability to process available and changing information effectively and efficiently. The anomalies of behavioural economics (see for example Camerer, Lowenstein and Rabin 2004) are well-recognised and tested observations about how people systematically deviate from the traditional model in how they process information; how they react to the way information is presented; and how they form beliefs. 
A summary is presented in box 1. 

Box 1. Insights from behavioural economics about how people make choices
Policy-makers are sometimes tempted by the insights from behavioural economics, to try to ‘help’ people overcome these behavioural ‘flaws’. Policy solutions might appear to intuitively flow from behavioural economics insights. Information packaging might be proposed on the basis that many people are unable to process the large amounts of complex scientific information necessary to, say, make, the ‘best’ choices on behalf of the environment. A government ‘tick’ indicating the sustainability credentials of businesses may be seen as a potential solution.

King and Smith, though, as argued above, believe consumer behaviour in different situations needs to be modelled using a variety of models adapted or developed for each situation as the need arises. They believe there is a very big gap between what models we need to have and what we do have, to ensure policy interventions do not lead to lower, rather than higher welfare. For example, according to King and Smith a model of consumer behaviour that is designed to consider the impacts of advertising policy, where framing is a key factor, will need to be different from models used to analyse issues where other factors are more important, such as the time costs consumers face, or limits to their cognitive ability.

King and Smith’s conclusion, that impacts of polices will be hard to predict unless they are analysed systematically, is similar, and consistent with Corden’s theory presented in section 3.1. This conclusion is that there will be side effects, or unintended consequences leading to lower welfare rather than higher welfare. The side effects of poor policy design will emerge in the public arena after they are introduced by governments. This will lead to ongoing problems in implementation and public confidence.

Summary sentence: care must be taken when inferring policy implications from anomalies of behavioural economics because of the lack of available models to properly evaluate the impacts on welfare and the potential for welfare to be reduced rather than improved by policy interventions
3.5 Paternalism
Freedom of choice is valued intrinsically as a goal in many societies, so the subject of what constitutes paternalism is popular. A common view is that the costs of paternalism are so prohibitive that governments should not interfere in the day-to-day activities of individuals despite the existence of substantial ignorance and irrationality (Ng 2004). 
For their research into when paternalism is justified in social policy, Thomas and Buckmaster (2010) define paternalism as governments restricting the choices of individual citizens for their own good. They find though, that even this definition of paternalism is controversial and therefore suggest ‘essential elements’ which must (each) be in evidence for an action to be regarded as paternalistic:

It must involve interference in a person’s choice or opportunity to choose

It must be made with the objective of furthering the person’s perceived good or welfare

It must be made without the consent of the person concerned

Thus, paternalistic policies seek to advance people’s (perceived) interests and welfare at some cost to their liberty and freedom of action.

These authors then examine whether a fourth criterion might also be necessary – that a policy must be something more than a government action to correct a ‘market failure’ in the form of inadequate or imperfect information. They use the example of providing information that a swimming area may be dangerous (which would not be paternalistic) compared with intervening to correct a failure of reasoning – banning swimming in an area, even if there is already an adequate supply of information people could use to make decisions about whether to swim or not. 

A difficulty is that it is not easy to clearly separate failures of information (market failures) from poor individual reasoning or deliberate disregard for information. This is because there are many ways people use information. Information can be regarded as a good like any other (Nelson 1970) because individuals rationally or irrationally chose to seek further information before making decisions. Much of the behavioural economics literature is examples of people acting ‘outside’ traditional models (as discussed in section 3.3), but whether or not this should be regarded as rational or irrational is not really as important or useful as whether it matters sufficiently for governments to intervene.

‘Nudge’, or ‘libertarian paternalism’ (Thaler and Sunstein 2009) is a theory about how private and public institutions can influence behaviour while also respecting freedom of choice. Libertarian paternalism involves ‘choice architecture’, which is changing aspects of the way choices are presented to steer people’s choices in certain directions without limiting these choices. An example is moving healthy food to the front at eye level in a school canteen and putting less healthy options in harder-to-reach places. Many of the policy directions suggested by ‘nudge’ are aimed at the anomalies of behavioural economics (box 1), particularly ‘framing’ and time-variant preferences. A commonly cited example is changing default options on retirement savings plans to increase the number of people enrolled in them. Critics of the nudge theory point to its lack of boundaries – why not a harder nudge or a push or shove
? They also ask how, if people cannot be trusted to make the right choices for themselves, can they be trusted to make the right decisions for the rest of us?

Box 2. Front of pack labelling to change food choices – is it paternalistic?
The example of front of pack nutritional labelling in box 2 illustrates that whether or not something is considered ‘paternalistic’ may be a fine line and be disputable. Nevertheless, it will be an important political consideration because of the strong general presumption against paternalistic policies in liberal democratic societies based on the principle that individuals are the best judge of their own interests.

Paternalism is not an issue on which ‘rules’ can easily be developed and the answer to the question of whether something is paternalistic may rarely be clear as yes or no. However, the answer to the question of whether a policy is paternalistic will be an important determinant of community acceptance. 

Summary sentence - the extent to which  a policy is regarded as paternalistic will be an important determinant of its acceptance by the  community 
3.6 Equity considerations
As previously noted, some people can be passionate and emotive about certain issues but others might be aggrieved when labelling requirements are imposed and add costs they would rather not pay (ie for things they do not highly value or prioritise). For example, low-income groups, who tend to spend a larger proportion of their incomes on essentials such as energy and food, can pay a disproportionately larger share of any extra labelling costs. Possibly these groups might be less interested in the issues than those with higher incomes.

For food, informed choice was introduced as a specific objective of food labelling in 2001, separate from the non-controversial fundamental objectives of protecting public health and safety, and preventing misleading and deceptive conduct (see appendix B from Harris 2011). One of the side effects is that an emphasis on the ‘right to know’ may cause equity, or distributional concerns if the ‘right to know’ is about issues that tend to be of more immediate and expressed concern to the relatively affluent, as opposed to those whose primary interest is in obtaining the cheapest food possible. 
This is not to suggest anything about the merits or otherwise of so-called ‘consumer values’ issues
. However, those who do not wish to engage in these issues via labelling choices can do so knowing there are minimum standards in place to protect health, safety, the environment and animal welfare. ‘Consumer values’ labelling refers to labelling that is ‘above and beyond’ legislated levels (eg minimum cage sizes for layer hens; maximum pesticide residues in crops). Vociferous ‘special interest groups’ often demand it as part of campaigns. For example, the Blewett Review received several thousand submissions (in the form of a standard campaign letter) demanding more stringent labelling of genetic-modification (www.foodlabellingreview.gov.au).

Equity concerns are extenuated when there are differences in the relative ‘voices’ of different groups in the community. As noted by Choice (2010) in their submission to the Blewett Review, in most cases individual consumers can only have input by making a written submission during formal public consultation, yet very few consumers have the capacity to do this. Choice believes regulators must engage consumers in other ways, for example through consumer research or consumer advisory panels, in order for consumers to have meaningful input.
In the area of environmental information on houses (eg water and energy efficiency), there is some evidence suggesting this is less important to low socioeconomic groups than it is to middle or high socioeconomic groups. However, with all groups, other factors are generally more important than environmental factors. These include location; size; number of bedrooms and bathrooms; age of house; prices; and construction type (see for example AHURI 2010, Eves and Kippes 2010).

A point previously made is that the extra labelling costs are often disproportionately borne by those who not only (possibly) least value them but also can least afford them, because they spend a greater proportion of their incomes on essentials such as food and energy. However, the opposite of this may be true for front-of-pack ‘traffic light’ labelling because the incidence of unhealthy eating habits is unequally distributed across social classes for a variety of reasons (Grunert, Wills and Fernandez-Calemin, 2010).

Consumers of lower socioeconomic status have a greater burden of chronic disease so any information designed to assist consumers to make healthy choices must be easily understood by the target group (Choice 2010). Research by a collaboration of public health and consumer research groups (Kelly et al 2008) found statistically significant differences between socioeconomic groups in their ability to differentiate between monochrome percentage daily intake (%DI), and traffic light systems. Consumers from lower socioeconomic groups were six time less likely to correctly identify healthier foods using %DI than with traffic lights. 
Summary sentence -  lower socioeconomic groups pay a disproportionately large share of extra labelling costs when they fall on ‘essential’ items, yet these groups may value the attributes less, relatively speaking. More work is needed across different socioeconomic groups to ensure the different preferences and needs of lower socioeconomic groups are measured and incorporated into policy debates
3.7 Enforcement
 “Kicking Horse Coffee - Brewed with 100% Pure Rocky Mountain Air” (Hobbs 2008) 

Poor regulatory design, which does not comprehensively consider compliance and enforcement issues can lead to laws that many businesses cannot comply with, and that regulators cannot enforce. Unenforceable laws are ineffective at achieving their intended policy objectives. Failure or perceived failure to enforce a law brings the law into disrepute, and widespread non-compliance results (Victorian Government Submission to Labelling Logic , August 2011, p8).
One area where this is evident is energy star ratings for new houses. There have been reports that despite steadily lifting the stringency of energy ratings on new homes, the industry’s regulators have not enforced those standards in the way homes are built. Another example is country of origin labelling, which is mandatory under national food law for some foods such as horticultural products and most meat. It is enforced in Victoria by the same local council officers who enforce health and safety requirements of food establishments. Country of origin labelling can tend to receive a lower priority if enforcement resources are finite and health and safety issues are paramount.

However, enforcement is important because credence attributes are, by definition, difficult or impossible for individuals to verify, before and after purchase. This is why proactive monitoring by governments is necessary for credence attribute markets to flourish as part of ongoing integrated compliance programs (CAV 2010). Continuing vigilance around compliance and enforcement will be essential, as incentives to cheat will be on-going. There will be not only a loss of economic efficiency if markets don’t flourish , but a perception that existing law is not sufficient, leading to calls for ‘stronger’ government regulation, such as mandated definitions of words such as ‘organic’ and ‘free range’; more labelling; more licensing; stronger licensing conditions etc.

Summary sentence – labelling laws must be enforced to optimise economic efficiency and consumer confidence. Any potential problems with enforcement should be addressed before regulations are brought in

4. Measuring the benefits of information labelling policies 

“Although corporations and policy makers are bombarded with international surveys purporting to show that average consumers do demand ethical products, lingering doubts remain as survey radicals turn into economic conservatives at the checkout” (Devinney, Auger and Eckhardt, 2009, ‘the myth of the ethical consumer’ p14).
4.1 Difficulties measuring willingness to pay (WTP)
When governments design and implement public policy, it is important that this policy be based on evidence that it will ‘work’ and be sufficiently valued by those it affects. However; accurate ‘willingness to pay’ (WTP) information is typically difficult to gather. Surveys are notoriously unreliable, as indicators of what people will actually do, when they pose simple questions with no requirement for people to ‘put their hand in their pocket’. For example, it is not sound evidence to base policy decisions on answers to questions posed ‘willy nilly’ such as ‘would you (…random person…..) pay x, or x per cent more, for a product labelled as being environmentally-friendly?’'

The unreliability of surveys as indicators of actual WTP in practice is well-recognised in the literature about valuing environmental assets such as national parks where various models have been developed over many years. A recent example is Rolfe and Dyack’s (2011) paper “valuing recreation in the Coorong, Australia, with travel costs and contingent behaviour models”. Rolfe and Dyack were able to estimate that people place a value on recreation in this region of the Murray-Darling of $111 per adult visit per day. They asked questions of visitors to the area to augment information they already had. They already knew these visitors were prepared to pay travel costs so they asked questions about how their behaviour might change in the future if aspects of their experience were changed. 

Researchers can often get more accurate valuations by questioning the population who have actually made a relevant decision already than by randomly questioning people about, say, whether they would ‘like to travel to Coorong’. A similar situation might be envisaged if researchers were able to ask questions of people ‘at the checkout’, or in an experimental laboratory designed to replicate the retail experience rather than more randomly outside a supermarket or ‘on the street’. Surveys where participants answer a series of questions, without any commitment or consequences for their responses, cannot be relied on to reveal true information. For a study to be worthwhile to serve as evidence, it must measure a consumer’s WTP and remove factors such as societal pressures to seem ‘good’ or say ‘what is expected or wanted’ that tend to lead people to overstate their WTP. 
Another common problem with many surveys is that they have selection bias. For example, an apparent link between people who eat healthier diets and people who read nutritional labelling may be because the research is carried out on people who have a different awareness of their diet than the general population because they are managing chronic illness and consulting with medical professionals. Furthermore, such research can fail to prove causality. For example, it may not be clear if people eat better because they read labels, or that people who already make healthy nutritional choices also tend to read labels to supplement their knowledge. 

4.2 Examples of research to measure WTP
To illustrate some of the challenges inherent in this type of work, several diverse examples of research are provided here to highlight the importance of conducting sound and rigorous WTP research.

NSW road tolls

In New South Wales there is increasing realisation that more in-depth research into travel behaviour is needed before implementing tolls. Issues of interest include reactions to tolls; resistance to cumulative tolls; and motorists generally being interested in factors other than ‘time saved’. These issues have been particularly highlighted by the Cross City Tunnel project, which was completed in mid 2005 and went into receivership on 27 December 2006 because the actual traffic patronage was significantly below the volumes forecast by the private consortium responsible for construction of the tollway.

Several inquiries into the Cross City Tunnel and other recent NSW road projects are collated in a study by the RTA (2010) “to assist in refining the processes used in developing private sector motorway projects in the future (pi)”. A major part of this study centres on investigating the processes used to forecast traffic flows, and forecast responses to tolls imposed on motorists. It appears that processes used to set tolls were based mainly on the costs – the highest tolls per kilometre were applied to roads with the highest costs of construction, operation and maintenance per kilometre. However in future it is recommended that “if the imposition of a toll is proposed, the RTA tender assessment should also include value for money for the user as a specific evaluation criterion”. It is specifically recommended that future projects “consider the merits of research into willingness to pay for tolls” (p49). 

Fair trade strawberries

“Consumer willingness to pay for domestic ‘fair trade’: evidence from the United States” (Howard and Allen 2008) is an example of the type of study to be viewed with caution. The authors find that respondents to a survey (simply a representative proportion of the population) with a discrete choice (yes/no) format were “willing to pay a median of 68% more to improve the conditions of those engaged in agriculture closer to home”. The authors say that the results should be interpreted with caution because of the well-known gap between expressed attitudes and actual behaviours. However, they are still prepared to conclude that “there is a strong potential market opportunity for domestic fair trade”. 

Homes – disclosure of energy efficiency, water efficiency and other sustainability attributes at point of sale or lease

The Federal Government’s Green Loans Program offered consumers a subsidised efficiency assessment of their property, and then provided access to low interest loans to upgrade properties according to recommendations of the assessment (eg install energy-efficient lighting, rainwater tanks, solar panels). Only a very small percentage of participants (around 2%) of people who received an assessment applied for an interest-free loan (Auditor General 2010). This contrasts with much higher percentages of people who say they ‘will or would’ undertake energy efficiency upgrades in surveys where no payment or other consequences are attached. An example is a 2006 EnergyConsult study of participants in the ACT mandatory star ratings program (for homes at the point of sale) where 15-30% uptake rates for investment in energy efficiency measures were elicited from focus groups and telephone interviews about people’s intended behaviour.

Bryant and Eves (2011), in a study of the Queensland government’s home sustainability declarations on home buyer patterns conclude that ‘sustainability is yet to become a criterion of relevance to the majority of home buyers in Queensland’. This accords with the findings of Newton (2011), who examined the behaviour of a representative sample of 1200 Melbournians and found beliefs in climate change meant little in practice, with ‘hardcore environmentalists’ and ‘climate change sceptics’ using the same amount of energy and water. He concludes that government putting information out there in the hope that people will become concerned and make changes to their behaviour doesn’t work and that change was unlikely to occur without ‘reward or punishment’.
In the United Kingdom, a survey of those who had been involved with Energy Performance Certificates (EPCs) when they bought or rented a property concluded that EPCs had little influence on consumers’ decisions (Laine 2011).
Adding beef steak attributes
Gao and Schroeder (2009) explain that estimated consumer WTP for certain food quality attributes is an important indicator of anticipated changes in demand and hence the welfare impacts of a policy proposal. They further explain that market researchers overseas have used contingent valuation (CV), choice experiments (CEs) and experimental auctions where people bid for labelled attributes or combinations of the three methods to elicit consumer preferences for food labels on attributes such as tenderness of beef, country of origin of meat and vegetables, organic foods, foods containing genetically modified organisms and numerous other product attributes. Gao and Schroeder’s contribution is to use CEs to investigate effects of adding beef steak attributes to attributes already present. They find that WTP for attributes depends on the relationships between the presented attributes and the overall number of attributes. This is an important result because many studies ask people to choose between two products based on the presence of one specific piece of labelling, such as country of origin labelling, but are not provided with other attributes such as safety, quality etc. The combination of numerous attributes may be important to consumers and influence the result.

Beef cloning and methylmercury in fish (Lusk and Marette 2010)

“Experimental/survey results… (to measure WTP)…. provide a basis to anticipate consumer reaction and allow regulatory agencies to consider a host of regulatory options in terms of their costs and benefits without having to act on each one of them. That is, data from experiments and surveys are useful because they permit the calculation of ex-ante welfare effects” (Lusk and Marette 2010 p335).
Lusk and Marette (2010) note that food regulatory agencies often face intense pressure to act on controversial food topics. They provide a review of the available literature that extends survey and experimental methods “beyond their original use of valuing (typically environmental) goods to estimating the value of private good attributes of importance to food policy”. Food policy issues these authors study are beef cloning, and methylmercury in fish, and they use ‘value elicitation methods’ to determine what consumers are willing to pay in practice to be ‘free’ of the attribute. The value elicitation methods Lusk and Marette use are designed to overcome bias that would be encountered if people were asked, simply, for example, “would you be prepared to pay more for beef that was not cloned?”. 

Lusk and Marette’s work on beef cloning is to help producers decide whether it is worth spending money to guarantee their own produce is not cloned to provide a ‘niche’ product for consumers who do not wish to accept the FDA’s ruling that beef cloned from animals is safe to eat. This debate echoes of the GM labelling debate in Australia (see appendix B). 
Front-of-pack labelling of food  
There is only a very limited amount of Australian research where rigorous attempts are made to measure consumer WTP for front-of-pack labelling such as ‘traffic light’ labelling. One example is a study “Impact of ‘traffic-light’ nutrition information on online food purchases in Australia”, by Sacks et al (2011). This study consisted of a 10-week trial in a major Australian online grocery store. For the duration of the trial traffic-light nutritional information was displayed on the product listing page of 53 of the retailer’s own-brand products in five food categories – milk, bread, breakfast cereals, biscuits and frozen meals. The changes in sales before and after the introduction of the nutritional information were examined using the intervention store and a comparison store. This study found there was no discernable impact on sales due to the information; the change in sales in the intervention store corresponded to the change in sales in the comparison store. 

Sacks, Rayner and Swinburn (2009) examined changes to food purchases after traffic-light labelling was introduced, using sales data from 2007 for a major UK retailer. Results showed no discernible shift towards ‘healthier’ food but only two categories of food were studied: a small number of ‘ready meals’ and sandwiches. The authors emphasise the need for a lot more similar research before conclusions are made about the effectiveness of traffic light labelling. In a separate paper, Sacks, Veerman, Moodie and Swinburn argue that traffic-light nutrition labelling is “likely to offer excellent value for money as an obesity prevention measure”, because it is cost-effective, meaning only small changes in population eating habits are needed to make the cost-benefit outcome a positive one. Again, the need for more research is a key finding.

Summary sentence - In Australia, much more work is needed on value-elicitation, willingness-to-pay and label-use in ‘real’ retail situations. 
5. Conclusion
Requiring mandatory disclosure of certain information by sellers to buyers often sounds like a sensible and even a worthy policy idea. Because of this, it tends to come up regularly in policy analysis at CAV and elsewhere in areas such as food and environmental labelling. However, ‘digging under the surface’ of such policy proposals will reveal that caution is essential. 

This paper has discussed various ‘hidden costs’ that might be relevant. These relate to diverse and complex issues such as paternalism; indirect targeting; enforcement; regulatory fog; equity; and the lack of sufficient economic models to measure the welfare impacts of consumer policy.

If these are ignored, policy interventions will have side effects, or unintended consequences, leading to lower welfare rather than higher welfare. The side effects of poor policy design will emerge in the public arena after governments introduce the policies. This will lead to ongoing problems in implementation and public confidence.

On the benefit side of the equation, the paper argues that ‘willingness-to-pay’ for information is important evidence to get right, yet is often elicited by surveys that are too simple to be useful or reliable. There has so far been only a very limited amount of Australian research on WTP and more is required.

Because of the potential costs and lack of convincing WTP evidence, policy proposals for mandatory information disclosure should always be thoroughly researched on a case by case basis.
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Appendix A. 
Previous research by CAV on rating schemes

In 2006, CAV’s research paper “Designing quality rating schemes for service providers” discussed the challenges in helping consumers process complex information to assist them in making optimal decisions. This paper outlines the well-established economic reasoning behind why governments intervene to address information problems. It is because they result in ‘adverse selection’ (meaning the economy does not produce and consume the ‘best’ bundle of goods and services to achieve the most efficient use of its resources). There are three aspects to this less-than-optimal efficiency:
1. Technical efficiency

Full information – suppliers strive to improve quality and lower prices to attract consumers, by offering the quality consumers want at the lowest possible price.

Poor information – suppliers are under less pressure to improve quality and reduce costs because consumers cannot clearly identify the best suppliers.

2. Dynamic efficiency

Full information – suppliers respond to changes in consumers’ needs and preferences by offering new products and discontinuing unwanted lines.

Poor information – the signals to suppliers about changes in consumer needs and preferences are not clear, so suppliers do not respond as quickly.

3. Allocative efficiency

Full information – consumers buy from suppliers providing the best options at the lowest possible prices. The most efficient suppliers use the economy’s resources (people, capital, materials) to produce what consumers value most.

Poor information – demand declines as some consumers decide not to buy, because it is too costly to get enough information to make a good choice. This happens even though there may be products that the consumers would be willing to buy, if they could identify them easily. As a result, the industry uses too few of the economy’s resources. At the same time, consumers are unable to choose easily between good and poor quality suppliers. Some use the poor suppliers by mistake, and resources in the industry do not flow effectively to good quality suppliers.

This approach assumes information asymmetry is the only ‘market failure’ and that whatever it is that is preventing the private sector from introducing an information packaging scheme can be overcome by governments. Governments might come up with the design of the scheme or help with some other part of the process, such as developing the technology for measuring the energy efficiency of a home. It may be, however, that there are other reasons (than insufficient government effort) that information packaging does not ‘work’ for every product or issue.
Appendix B. 
How informed choice became a specific objective of food standards law in Australia 

It has been recognised since ancient times that food can be adulterated without consumers knowing, leading to health risks and economic risks (Law 2010). Two long-established and non-controversial objectives of food regulation therefore, are the protection of public health and safety and the prevention of misleading and deceptive conduct (Law 2010). It was the issue of labelling of genetic modification (GM) that led to another objective being added (Parbery 2004). 
In 1998 the position of Australia’s food regulator, Food Standards Australia New Zealand (FSANZ) in 1998 (ANZFA
 1998) was:
	A mandatory requirement to label foods that are substantially equivalent
 to their conventional counterparts is not prescribed as:

(i) 
it cannot be justified on the basis of sound scientific principles

(ii) 
it is not necessary for the protection of health and safety…

(iii)
is more [trade] restrictive than necessary to achieve a legitimate outcome.


However, substantial equivalence as an approach became extremely controversial because there was no clear definition, and no tests to definitively establish that GM food posed no health and safety risks (Parbery 2004). Consumer organisations, environmental groups and a few leading scientists criticised substantial equivalence for helping to play down the novelty of genetic engineering to facilitate its commercialisation. Now, the capability to classify a novel food as being substantially equivalent no longer justifies a lack of safety assessments, but is only used as a guide to inform safety assessments. 
Pressure mounted in the late 1990s for GM foods to be comprehensively labelled. According to Parbery (2004), when this policy was finally adopted in December 2001
 it had to be reconciled with recently adopted statutory directives to base policy on science consistent with Australia’s WTO commitments. 
FSANZ had argued comprehensive labelling could not be justified on scientific grounds (see above) and, in addition, government and industry were anxious that mandatory labelling should not stigmatise GM foods in the eyes of the public by appearing to signal some novel risk. The response appears to have been to establish ‘information to enable informed consumer choice’ as a statutory objective in its own right, where previously this had been a means to FSANZ’s primary objectives of food safety and fraud prevention (Parbery 2004, Box Y
).

The GM food labelling standard was reviewed by FSANZ three years after its introduction and their final report, released in May 2004 (FSANZ, 2003) re-emphasises that “the labelling requirements for GM food are not about safety; they are designed to enable consumers to make informed choices about what foods they eat”. GM standards are proclaimed as the most comprehensive, both in scope and breadth of capture, of any country in the world.
	Box Y. 
The Australia New Zealand Food Standards Code

The Code is a collection of individual food standards with the force of law - relevant State, Territory and New Zealand Food Acts and Fair Trading Acts (replaced in Australia by the Australian Consumer Law in January 2100).

Food standards are developed or varied by the Food Standards Australia New Zealand (FSANZ), an independent statutory agency established by the Food Standards Australia New Zealand Act 1991. FSANZ must have regard to the following overarching objectives, in priority order:

1. The protection of public health and safety.

2. The provision of adequate information relating to food to enable consumers to make informed choices.

3. The prevention of misleading or deceptive conduct.

The Authority must also have regard to matters such as:

· the need for standards to be based on risk analysis using the best available scientific evidence;

· the promotion of consistency between domestic and international food standards;

· the desirability of an efficient and internationally competitive food industry; and

· the promotion of fair trading in food.


Since the introduction of the separate ‘information for choice’ objective, there has been ongoing discussion about whether this is appropriate or not, particularly because potentially consumers might want choice about any number of attributes and not all can or should be mandatory on labels.
Appendix C. Provision of information to inform consumer choice 
(from the Victorian Government submission to the National Review of Food Labelling, pages 5-6)

Appendix D.  
Hierarchy of policies for protecting orang utans

	Policy instrument
	Unintended consequences 
	Comments on likely effectiveness

	First best

Directly protect orang utans eg acquire land and fence it off as National Park.
	None if landowners are compensated


	Effective if sufficient resources attached to ongoing compliance and enforcement (protection of animals)

	Second best

Ban palm oil


	Significant international effort required to attempt to reach an agreement. 

Illegal trade in palm oil.

Enforcement issues because hard to detect as an ingredient
	Likely to be ineffective because land will be diverted to growing the second most profitable crop or other enterprise

	Third best

Mandatory labelling of palm oil content on food labels 
	Countries not interested will pay less for the products other countries no longer want 

Higher costs for compliant producers which are passed onto consumers in higher food prices
	Very unlikely to be effective in stopping production of palm oil and destruction of orang utan habitats
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Heuristics - rather than forming beliefs through Bayesian reasoning, people often form potentially distorted beliefs about the world. Researchers have documented many systematic departures from perfect rationality in judgements under uncertainty due to the use of ‘rules of thumb’.


The law of small numbers - people exaggerate how closely a small sample will resemble the parent population from which the sample is drawn.


Anchoring - once people have formed strong hypotheses, they are often too inattentive or resistant to new contradictory information. 


Overconfidence - people are prone to overconfidence in their judgements.


Hindsight bias - people exaggerate the degree to which their beliefs before an informative event were similar to their current beliefs (how much they predicted what happened).


Disproportionate weighting – people exaggerate salient, memorable or vivid evidence when making judgements even when they have better sources of information.


Framing - people often lack stable preferences that are robust to different ways of eliciting those preferences. Framing applies to situations where logically equivalent (but not transparently equivalent) presentations of the same thing lead to choosing different options. For example, an offer of ‘buy one hamburger get one free’ is equivalent to ‘two for the price of one’ but may not always be seen as such.


Context effects - the addition of a new option to a menu of choices (eg a more expensive option) increases the proportion of consumers choosing one of the existing options.


Justifying choices – people look for reasons to justify choosing one option over another 


Desire for immediate gratification (time-variant preferences) – people exhibit sudden increases in desire brought on by a shift in a reference point and subsequent adaptation to the new reference point. Reference point shifts can be precipitated by various factors that are well known to marketers and incorporated into marketing strategies, such as:


physical and sensory proximity – marketers place products strategically in stores and try to conjure up the experience of consumption through samples, smells and advertisements showing products in use


temporal proximity – the immediate availability of a reward will tend to increase the desire for it. Willingness to delay gratification in exchange for greater rewards decreases as consumption becomes imminent, partly due to a reference point shift


social comparisons – people faced with adverse social comparisons want what their more fortunate peers already possess and they do not want to wait.











While informing consumer choice is an important policy objective, food labels and food labelling laws cannot feasibly address the full range of calls for information about food made by multiple diverse groups within the community. A food label is limited in size and, therefore, is limited in the amount of information it can communicate. Too much information can crowd out the most critical messages. Further, regulators are limited in resources and, therefore, are limited in the volume of legislation they can effectively enforce. Laws that are introduced and not enforced may discredit the food regulatory system.


Evolving technologies and food products and changing consumer preferences will inevitably result in changing consumer demands for information about food products. Not all of these demands for information need be met through food labelling standards. New information technologies and other methods of communication can provide information to meet changing consumer preferences and may increase the volume of information that can be communicated to consumers.


Food laws ought to be targeted at issues of importance to the entire community (i.e. public health and safety) and matters where regulation is deemed to be in the national interest, rather than at issues of interest to particular sectors of the community. This approach is consistent with the principle of generating the maximum net benefit to the community.


Accordingly, it should not ordinarily be the role of the Food Standards Code to regulate “credence claims” about food products (e.g. claims about production attributes or quality – such as whether food is organic, biodynamic, vegan, halal, kosher, free range, and the like). These attributes are over and above legislated minimum standards that are in place to protect public goods (such as safety) and offer benefits to select consumers and producers. The demand for such information can be met through market driven standards and industry, or third party certification schemes, supplemented by economy wide consumer protection laws.


Consumer Affairs Victoria (CAV) recently published a discussion paper on credence claims Credence attributes: making honesty the best policy (CAV, 2010a). This report describes the development of a national standard that defines ‘organic’. This process was funded and developed by organic certification bodies through Standards Australia and is compared to the government-led process that occurred in the US to develop national organic standards. The US process took ten years, was very costly and resulted in overly complex regulations. In an environment where production systems, technologies and consumer concerns are continually advancing industry-led standards provide greater flexibility and capacity for innovation, while still providing a shared understanding of the meaning of a claim between producers and consumers and criteria against which consumer protection law can be applied








� Those who argue ‘free range’ benefits everybody miss the point that cages are not illegal, and cage-laid eggs are less expensive which is an important attribute to many. A more direct policy debate could focus on whether or not cages should be banned as has occurred in Sweden, Finland Switzerland, Germany, Austria and Norway (http://www.freebetty.com/cage_eggs.php).


� These reasons  for ongoing policy debate are not mutually exclusive


� 	Corden used the example of choosing a policy instrument to protect manufacturing jobs from import competition, and argued that a subsidy to domestic labour costs is first best, with export subsidies and tariffs being least preferred because they cause consumption distortions (more expensive goods for consumers) and trade-biases, while also being less effective in protecting jobs.


� Landlords are responsible for energy efficiency improvements to propertys but can lack incentives to undertake them when it is the tenants who benefit from the lower energy bills


� http://en.wikipedia.org/wiki/Nudge_(book)


� ‘Consumer Values’ is terminology used to distinguish a separate class of issues from those related to food safety and preventative health.


� 	Australia New Zealand Food Authority (ANZFA) was the previous name of Food Standards Australia New Zealand (FSANZ).


� 	Substantial equivalence was a term ‘invented’ for GM issues, to embody the concept that if a new food or food component is found to be substantially equivalent to an existing food or food component, it can be treated in the same manner with respect to safety (i.e. the food or food component can be concluded to be as safe as the conventional food or food component). 


� 	Standard 1.5.2 requires all genetically modified food and ingredients to be labelled where they contain novel deoxyribonucleic acid (DNA) and/or novel protein in the final food or have altered characteristics. To comply with the standard, food businesses such as manufacturers, packers, importers and, where appropriate, retailers should take all reasonable steps to find out whether a food or ingredient (including additives and processing aids) is produced using gene technology, and if so, to find out whether the food or ingredient produced using gene technology is permitted under the Code; and determine the labelling requirements for the GM food or ingredient. It is the responsibility of the food business applying the food label, or selling the food, to meet the requirements of the standard and ensure the accuracy of the label.


� 	� HYPERLINK "http://www.foodstandards.gov.au/foodstandards/foodstandardscode/fsccommentary.cfm" ��http://www.foodstandards.gov.au/foodstandards/foodstandardscode/fsccommentary.cfm�  accessed 27 October 2010





