
Energy 2020 
Tracker
Keeping energy 
in balance

www.pwc.co.uk/energy2020tracker

PwC Energy 2020 Tracker

October 2014



2 PwC Energy 2020 Tracker October 2014



3PwC Energy 2020 Tracker October 2014

Many observers of UK energy policy 
talk about the ‘energy trilemma’ and 
the challenge of managing the 
(sometimes) conflicting objectives it 
entails. They are:

•	 Increasing investment in 
renewable and low carbon 
generation – to support the UK  
in achieving its legally binding 
carbon targets.

•	 Maintaining security of supply 
– against a background of reliance 
on imported gas, coal-fired  
station closures and increasing 
dependency on solar power and 
intermittent wind.

•	 Maintaining affordability of 
energy prices – to protect the fuel 
poor and enable British businesses 
to remain competitive.

The key question is what progress is 
the UK making against these 
objectives and will the country 
achieve its 2020 targets? This is a 
complex question to answer and one 
that often divides opinion. 

We’re introducing PwC’s Energy 2020 
Tracker to provide an independent 
assessment of the progress we are 
making in achieving these goals, that 

Welcome to the PwC Energy 2020 
Tracker

demonstrates the complex relationship 
between competing factors that make 
up the cost of energy to a business or 
consumer. We also hope it will help 
inform the heightened level of debate 
on energy policy and costs in the UK.

Our first report is as the industry faces 
up to a uncertain future. Proposals for 
political commitments to an energy 
‘price freeze’, the ongoing Competition 
and Market Authority (CMA) 
investigation and increasing concerns 
over short-term security of electricity 
supply are high profile issues for the 
industry and policy makers, not to 
mention consumers, in the near term.

Despite this uncertainty, a number of 
recent developments indicate that 
positive progress is being made. The 
first rounds of Capacity Market 
auctions are on track, the Final 
Investment Decision Enabling for 
Renewables (FIDeR) mechanism has 
guaranteed a pipeline of large wind 
and biomass projects to come on 
stream in the years ahead, and the first 
Contracts for Difference (CfD) auction 
round is still to come. Smaller suppliers 
are taking an increasing share of the 
retail market and residential demand 

for energy is falling. However, the 
focus on the cost of energy for 
household consumers will not go away. 
In this first issue of the Energy 2020 
Tracker, we identify the key factors set 
to drive this cost in the coming months 
and years. 

Introducing the PwC Energy 
2020 Tracker
In 2013, DECC published analysis of the 
estimated impacts of energy and climate 
change policies on energy prices and 
bills1 in 2020 relative to the typical bill 
in 2013. It sets a target of an average 
household dual fuel energy bill of 
£1,331 in 2020, representing a modest 
6% real terms increase from 2013.

As it examines macroeconomic, policy 
and usage impacts, the DECC analysis 
of the impact on energy bills provides a 
transparent, solid baseline from which 
to monitor and comment on the 
progress in keeping energy affordable 
over the period.

Measuring the cost of energy to 
households up to 2020 will also allow us 
to track key drivers within the sector, 
capturing both market price movements 
and impacts of government policy.

1 DECC, Estimated impacts of energy and climate change policies on energy prices and bills, March 2013

The PwC Energy 2020 Tracker independently assesses the progress being made in achieving the UK policy 
objectives of secure, affordable and low carbon energy.
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The PwC Energy 2020 Tracker will 
regularly review the components of 
both gas and electricity bills and 
provide our latest assessment on 
whether DECC’s £1,3312 target 
seems likely to be met. 
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Four of the five key components of the 
household energy bill that we will track 
are related to the unit cost of energy:

•	 Wholesale	energy – including 
wholesale power and gas costs, 
security of supply costs and carbon 
price impacts.

•	 Policy	costs – including low 
carbon policy support and costs 
associated with energy efficiency 
programmes such as ECO and the 
Green Deal.

•	 Network	costs – including the 
costs of operating, maintaining  
and upgrading transmission  
and distribution networks for gas 
and power.

•	 Supplier	costs	and	margins 
– including costs incurred by energy 
supply companies and the profit 
margin they make on the energy bill.

The fifth relates to the amount of 
energy used by the average household:

•	 Energy	consumption – average 
household gas and power usage 
across a year, including the impacts 
of direct and indirect efficiency and 
demand reduction measures. 

Figure 1:  PwC Energy 2020 Tracker components and key indicators

2 In real 2012 prices
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Figure 2 shows the baseline against 
which we will measure the five key 
components to understand whether 
government is on track to meet its 2020 
target household energy bill of £1,331. 
Customer prices for a unit of energy are 
expected to increase significantly over 
the next few years, driven primarily by 
increased policy costs. The proportion 
of the energy bill made up by wholesale 
costs will fall as a result of policy costs 
increasing at a faster rate. Policy costs 
are expected to more than double and 
account for 16% of a dual fuel bill by 
2020. Network and suppliers’ costs, like 
wholesale costs, are expected to see 
smaller increases over the same period. 

As Figure 2 shows, the key to keeping 
household bills affordable as unit costs 
of energy rise will be increasing energy 
efficiency measures to reduce demand. 

Monitoring progress with demand 
reduction, in addition to any changes 
with the main cost components, will be 
essential to each issue of the Energy 
2020 Tracker.

Our view of progress
Attributing the effect of individual cost 
drivers to a particular component of 
customers’ bills is not always 
straightforward because of the  
inter-relationship between different 
policy elements. For example, payments 
under the capacity market will be 
reflected in higher policy costs but 
should also reduce wholesale prices. 
The following analysis is therefore 
intended to be directional and identify 
the areas likely to have the greatest 
material impact on energy bills and 
associated targets.

Figure 2:  Development of costs for annual energy bill between 2013 and 2020 (£real 2012)

Source: DECC3

Our view of progress so far towards the 
2020 target is summarised in Figure 3. 
Looking across the key bill components, 
we believe progress towards 
government targets is being made in a 
number of areas, such as deployment of 
low carbon generation. However, policy 
success in these areas will put upward 
pressure on unit energy costs for 
households and efforts to ensure bills 
remain affordable to 2020 will rely 
heavily on reducing usage.

3 2013 Household consumption after efficiency savings assumes annual electricity demand of 3.8MWh and gas demand of 14.8MWh. 2020 baseline before impact of policies assumes annual 
gas demand of 16.6MWh and electricity demand of 4.5MWh
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Wholesale energy – Price reductions not yet seen by consumers
Despite recovering slightly in Q3, gas prices are still at the low end of recent historic levels and a great deal of 
uncertainty remains in the wholesale market, which is influenced by global supply and demand. Key supply 
factors include the continued development of shale in North America, geopolitical issues in Eastern Europe 
and the Middle East and the role of nuclear in Japan. Current forward views of the wholesale markets suggest 
gas prices will increase over the coming years. But as with wholesale power, they remain below DECC’s 
baseline policy assumptions at present. 

Despite this, none of the major suppliers have significantly changed their customer tariffs since the most 
recent price rises at the turn of 2013/14. This can be partly attributed to their long-term hedging positions. 
But some commentators think this inaction could be due to the possibility of a potential Labour government 
imposing a price freeze on energy suppliers in May 2015. If wholesale prices remain low, we’d expect to see 
this feed into retail price cuts as existing hedging positions unwind and regulatory and political pressure 
builds for suppliers to pass reductions on to consumers.

In the longer-term, the introduction of a capacity market by winter 2018/19 is expected to reduce upward 
pressure on peak wholesale prices but will add a levy payment via suppliers to customer bills. DECC expects 
the capacity market’s net effect to be a 1% increase in domestic electricity bills by 2020. Progress towards 
implementing the mechanism will become clearer following the completion of the first auction round by 
December this year.

E�ciency gains and demand reduction currently o 
track–urgent attention required

Increasing gains from small suppliers but lower 
wholesale costs not passed through to customers

Renewables deployment on track for targeted 
bill impact

A decline in generation connections and Ofgem’s
targets for electricity network costs implies some
easing of pressure from network costs

Bill variance to 2020 trajectory:

Falling wholesale costs should reduce pressure on
future bills atleast in the short term

2020 Household
energy bill

£1,331

Wholesale energy

Policy costs

Network costs

Supplier costs
and margin

Energy
consumption

Increasing pressure on 2020 bill 2020 bill on track Reducing pressure on 2020 bill

Figure 3:  Progress towards the 2020 energy bill
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4  The National Audit Office report released June 2014 questioned the value for money of the FIDeR projects given that 58% of money available under the LCF was allocated without competition. 
See section 2. ‘Policy Costs’.

5 Ofgem, Supply Market Indicators

Policy costs – Renewables deployment on track
Policy costs are currently made up of two major components: support for low carbon generation and 
subsidies for home efficiency improvements. Renewables deployment appears on track to meet 2020 targets 
ahead of the first CfD auction round in November this year, with significant investment procured through 
the early CfD process (FIDeR). The Levy Control Framework (LCF), which is capped at £7.6bn a year by 
2020, is intended to place a limit on how much low carbon support mechanisms, add to consumer bills. 
However, the volume of generation procured through the FIDeR4 process and the fast deployment of solar 
under small scale Feed-In Tariffs (FITs) and the Renewables Obligation (RO) makes it difficult to judge 
whether support for renewables has achieved best value for money. This will need to be examined as the 
support mechanisms for different low carbon technologies evolve.

Energy Company Obligation (ECO) policies for efficiency measures were scaled back at the start of the year, 
as part of a drive to reduce bills in the short term. The Green Deal Home Improvement Fund had to be closed 
after six weeks when its budget ran out. (Additional new funding means it is due to reopen in November). 
These developments show the Government is keeping a close eye on the cost of efficiency policies. However, 
these costs must be considered alongside the effect of such policies on reducing demand for energy.

Network costs – Power network costs driven by major grid investments
Although the regulatory framework provides strong incentives for network operators to improve efficiency, 
costs continue to rise and are projected to increase further still.

DECC’s analysis of the impact of energy and climate policies on consumer energy bills in 2020 predicts 
domestic consumers will see network costs per unit of energy increase by more than 12% for gas and more than 
22% for electricity between 2013 and 2020. These increases are driven by two factors. Firstly, continued 
substantial connection of new low carbon generation, often in remote locations. Grid reinforcement required in 
remote areas of Scotland has also been cited by National Grid as a reason for a decline in generation 
connections. Secondly, the ongoing programme to replace ageing grid assets.

Ofgem’s Draft Determinations for the electricity distribution companies reveal cost targets that lie below the 
original plans developed by the industry. Ofgem has also altered its view on the allowed return for electricity 
network operators. Both these factors should reduce upward pressure on network costs. 

Supplier costs and margins – Limited impact on bills to 2020 
Consumers switching energy providers, a barometer of the level of competition in the supply market, 
remains at historically low levels, albeit with a large increase in customers switching to smaller players 
outside the Big Six. Supplier margins appear to be at the top end of the long-term range, given falling 
wholesale prices and static tariffs since the turn of the year. As hedging positions vary, it’s difficult to 
comment on suppliers’ short-term margins and whether they are contributing to higher bills. Supplier costs 
are a relatively small element of the bill (around 13%5 ), so we expect any positive or negative impacts they 
have on the energy bills in 2020 to be fairly minor. We will, however, continue to monitor these costs by 
assessing the state of competition in the market as a whole.

Energy consumption – Top priority to manage upward cost pressures on bills
Demand reductions worth more than £400 per household are required if the government’s target energy bill 
of £1,331 by 2020 is to be achieved. These savings are forecast to come from reduced consumption due to 
direct policy intervention in household energy efficiency, such as ECO, and through indirect measures such 
as boiler regulations and products policy (which determines the energy rating of new appliances).

There has been long-term decline in temperature-adjusted demand for both electricity and gas and ongoing 
energy efficiency and demand reduction will continue to be crucial to meeting the energy bill target. 
However, there are signs that progress in these areas is falling behind schedule. Political intervention in late 
2013 led to the ECO programme’s targets being revised as part of a drive to save consumers money in the 
short-term and the level of activity under the Green Deal has fallen significantly short of Government 
forecasts. Consumer awareness of energy efficiency is still low and often the incentives to reduce energy 
consumption are not aligned to behaviours. 

Finally, achieving demand reduction through improvements to the energy efficiency of appliances target will 
depend on hard to control variables such as consumer choice, regulation and how quickly consumers choose to 
replace existing appliances. If the average consumer takes more than the seven years that has been assumed to 
replace their white goods, the expected level of bill savings may be in doubt.

Figure 3:  Progress towards the 2020 energy bill
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Figure 4: DECC’s 2020 Energy Bill target Conclusion
In conclusion, whilst the short 
term reduction in wholesale prices 
will ease the upward pressure on 
energy bills, greater focus will be 
required from all sides on the 
implementation of direct and 
indirect efficiency savings if 
energy bill increases (due mainly 
to the upward pressures on costs 
from policy interventions to 
achieve generation side reforms 
and from network extensions and 
upgrades) are to be limited to the 
modest target level. Policy 
reforms, greater consumer 
awareness and incentives may all 
be required to realise the savings 
outlined by DECC. Energy 
efficiency is likely to be a key 
feature of the main political 
parties’ energy manifestos as the 
next election approaches and we 
understand DECC are currently 
pursuing a ‘root and branch’ 
review of household energy 
efficiency measures, with a view to 
potential reforms including 
looking at providing greater 
incentives for consumer action. 

In our next issue of the PwC 2020 
Energy Tracker, we will look 
further at progress against the 
demand reduction targets, the 
likely impact of any changes to 
energy efficiency initiatives as well 
as reviewing progress and costs of 
the ongoing generation side 
reforms in the context of the 
trajectory of wholesale prices.

Source: DECC, PwC analysis
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1.1. Introduction
Wholesale energy costs will remain the 
largest component of the household 
energy bill in 2020, but will account for 
a reduced portion over time as a result 
of increasing policy and network costs. 
In addition to wholesale gas and 
electricity commodity prices, we will 
assess a number of other drivers. 
Despite the depressed EU Emissions 
Trading Scheme (EU ETS) carbon 
price, the government’s Carbon Price 
Floor (CPF) is having an inflationary 
effect on wholesale electricity costs and 
will return significant tax revenue to 
the Treasury. We will also look at how 
security of supply is likely to affect  
the market and the likely impact  
on wholesale prices of falling  
capacity margins.

1.2. Wholesale energy prices 
have fallen on the back of low 
gas demand
Wholesale power prices ended the 
third quarter of 2014 10% higher at 
£43/MWh, recovering from the 25% 
reduction seen in Q2, and driven by the 
increasing proportion of generation 
from Combined Cycle Gas Turbine 
(CCGT) plants. Wholesale power prices 
remain within a narrow trading range, 
driven still by a ‘long’ gas market and 
depressed international coal demand. 
Gas price changes will continue to be 

1. Wholesale energy

Figure 5:  Wholesale electricity and gas evolution – day ahead prices

the biggest factor influencing wholesale 
power prices. The gas market is 
currently ‘long’, driven by low demand 
in response to the relative strength of 
clean dark spreads, and relatively high 
system reserves. While electricity 
prices saw a small reduction over the 
second quarter, gas prices by 
comparison fell almost 25% to £13/
MWh. Wholesale prices however 
recovered over the third quarter with 
gas ending up close to £17/MWh.

Gas prices are still at the low end of 
recent historic levels and a great deal of 
uncertainty remains in the wholesale 
market, which is influenced by global 

6 APX Power UK Spot Base Load.
7 DECC Updated Energy & Emissions Projections – September 2013, Baseline policies scenario.

demand and supply factors. Key supply 
factors include the continued 
development of shale in North America, 
geopolitical issues in Eastern Europe 
and the Middle East and the role of 
nuclear in Japan. Current forward views 
of the wholesale markets suggest gas 
prices will increase over the coming 
years but, like wholesale power, remain 
below DECC’s baseline policy 
assumptions7. Their effect on the energy 
bills in 2020 will be determined largely 
by the direction of wholesale prices but 
also by the impact of government 
policies such as the capacity market and 
carbon price floor.

Source: Thomson-Reuters, APX6
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1.3. …few signs that wholesale 
savings will be passed through 
anytime soon
Following the last round of consumer 
price rise announcements at the turn  
of the year, wholesale gas prices have 
fallen 25% in 2014. Questions have 
been asked about the why suppliers 
have not passed these savings on  
to customers.

An unusually mild winter and spring 
did benefit consumers and help them 
lower their energy bills. British Gas 
reported a 26% fall in half-year profits 
in July and cited depressed demand 
due to warmer weather, with gas usage 
down 24% in the first six months of the 
year and electricity usage down 9%. 
The reduced demand is expected to 
equate to an average saving of £908 for 
a dual fuel customer over the year.

Looking ahead to next year, the Labour 
Party leader Ed Miliband has already 
promised to freeze energy bills if they 
win the general election. Many 
commentators believe this pledge and 
the possibility of a Labour victory has 
led energy suppliers to maintain their 
current prices this year despite their 
wholesale savings. On the other hand, 
small suppliers have used falling 
wholesale costs to pick up new 
customers by maintaining competitive 
positions on switching sites.

Pressure on the Big Six is expected to 
continue following the Ofgem-led 
assessment into competition within  
the energy markets that reported in 
June. Having identified weak 
competition between larger energy 
suppliers, low customer trust and 
engagement, and barriers to entry and 
expansion, Ofgem referred the case to 
the CMA for a full investigation.

While the Big Six and Energy UK 
publicly welcomed the investigation as 
an opportunity to shed light on the 
competitiveness of the industry, 
privately the companies will be wary of 
its findings. The review should in 
principle provide greater transparency 
and protection for consumers. However, 
we would warn that the most frequently 
cited fixes for the market, like vertical 
disintegration and price freezes, could 
have the unintended consequence of 
placing upward pressure on domestic 
bills in the long-term. Vertically 
integrated suppliers may argue that 
bilateral agreements have enabled them 
to avoid inefficiencies that would have 
otherwise been passed on to consumers. 

Price freezes may have similar 
unintended consequences by leading 
suppliers to adopt longer hedges. If 
wholesale prices subsequently fell, this 
could result in customers paying higher 
prices than would otherwise have been 
the case with shorter hedges.

8 British Gas
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1.4. Security of supply – Ofgem 
signals tighter margins for 
2015
Concerns about security of supply have 
been under the spotlight following a 
number of announcements in recent 
months. EDF Energy notified the 
market in September that it had shut 
down two reactors at the Heysham 1 
and Hartlepool power stations 
following a routine inspection.  
The closure of 2.3GW or 4% of the 
country’s generating capacity as winter 
looms, will put a strain on the UK’s 
capacity margins but EDF Energy has 
suggested there will be a phased return 
to service for the reactors between 
October and December.

This announcement was preceded by 
updated capacity margin forecasts 
from Ofgem reducing its forecast 
capacity margin to only 3.1% for 2015, 
indicating little buffer exists for any 
unexpected events. 

The fall in capacity margin is largely 
due to a reduction in conventional 
generation, which is mainly a result of 
poor economic conditions for gas plants 
and closure of older coal plants under 
EU environmental directives. Margins 
would be even tighter but for energy 
efficiency measures, an increase in 
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Figure 6:  De-rated capacity margin forecasts

9 Average margin across Ofgem’s four ‘Future Energy Scenarios’ 
10 Electricity Capacity Assessment Report 2014, page 4

Source: Ofgem

generation connected to distributed 
networks and demand reduction by the 
industrial and commercial sectors 
during peak times10. 

Low capacity margins undoubtedly 
pose a threat to supply security and 
EDF Energy’s announcement has acted 
as a reminder of the challenges the UK 
could face if unexpected events eroded 
the low available buffer.
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DECC currently estimates that the 
capacity market will result in a 1% 
increase in domestic electricity bills by 
2020. But it will remain difficult to 
fully assess the mechanism’s likely 
impact on the 2020 household bill until 
2018 onwards when suppliers will pass 
its costs through to end users. Even 
then the delivery costs will be offset by 
hidden savings provided by lower 
long-term wholesale costs. By 
providing payments to ensure sufficient 
generation is available to cover peak 
periods of demand, the capacity market 
should reduce the prices generators bid 
at peak times. This in turn should 
reduce upward pressure on peak 
wholesale prices. 

1.6. EU carbon prices rise, but 
remain below UK 
government’s price floor 
Carbon prices at the end of Q3 were 
around 20% higher than at start of the 
year, but remain some way below their 
2014 peak of around €7/tCO2 reached 
in March. The recent recovery in prices 
has not had an effect on power prices 
given that they are still some way below 
the government’s Carbon Price Floor 
(CPF) of £9.55/tCO2 for 2014/15. 

PwC view: We believe falling wholesale energy prices as a 
result of a long gas market and depressed international coal 
market are likely to put downward pressure on the household 
energy bill. The Carbon Price Support (CPF) cap will also have 
a positive impact on energy prices, although its effects will not 
materialise immediately. How and when these reductions are 
passed through by suppliers to their customers will determine 
their degree of impact.

1.5. Capacity Market – first 
auction round on track
DECC published its capacity market 
guidelines in August ahead of the first 
auction, which is to be held in 
December for delivery in 2018/19. The 
guidelines were followed by an 
updated impact assessment in 
September in which the Government 
revised down its estimate of the 
mechanism’s net present value (NPV) 
to £0.3bn from £0.4bn in June. A 
number of factors will have contributed 
towards this, including DECC’s 
decision to increase the cost of new 
entry (CONE) in response to industry 
feedback that it was too low to enable 
Open Cycle Gas Turbines to participate 
in the first auction. Under the new 
guidelines, CONE has increased from 
£29/kW to £49/kW.

With the capacity from the first auction 
not due to be delivered for several 
years, we don’t believe there are any 
material differences to DECC’s 2020 
delivery trajectory as yet. Once the first 
capacity auction has run we will be in a 
better position to assess the 
Government’s projections.

Through the Carbon Price Support 
mechanism, the Treasury will have 
raised around £5 of revenue for each 
tonne of carbon emitted in Q2 2014.

The government’s decision in the March 
2014 Budget to cap the CPF at £18/tCO2 
from 2016/17 until 2020 was a response 
to concerns from large energy users. 
They argue the CPF puts UK industry at 
a disadvantage and enables pollution to 
be exported to other countries in the  
EU ETS. 

We estimate the new cap may save 
consumers in the region of £23 per 
year11. While the CPF will still result in 
higher power prices than if carbon was 
priced at EU ETS levels, the cap will 
benefit customers compared to the 
original plan of a £30/tCO2 price  
by 2020.

11 Calculated assuming previous 2020 CPF target of £30/tCO2, carbon intensity of 0.541tCO2/MWh and annual household electricity demand of 3.6MWh/a
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2.1. Introduction
Policy costs are expected to be the key 
driver putting upward pressure on the 
household energy bill. They are 
expected to double between 2013 and 
2020, accounting for around £230 (in 
2012 terms) of the average household’s 
bill by the end of the period. Energy 
policy costs will be driven by both the 
Government’s flagship Electricity 
Market Reform (EMR) programme, 
which aims to deliver the UK’s 
renewable energy targets, and the  
costs of the Government’s energy 
efficiency programmes.

The Levy Control Framework (LCF) 
caps funding for supporting investment 
in renewables and the level of 
deployment against budget allocation, 
and is central to our view of the 2020 
household energy bill. Our analysis 
focuses on deployment and associated 
expenditure under the key renewable 
schemes e.g. Renewables Obligation 
(RO) and Contracts for Difference (CfD). 
In addition, we will review expenditure 
under the Government’s energy 
efficiency schemes e.g. the Green Deal, 
ECO and Warm Home Discount. We will 
also assess how much pressure these 
drivers are likely to put on bills and 
identify other policy-related drivers that 
may have an impact.

We recognise that the cost of policies 
will in part be offset by the delivery of 
the demand reduction measures. For 
this reason, we will not view them in 
isolation but will focus on actual spend 
versus what was planned. This will 

2. Policy costs

Figure 7:  RES-E deployment vs targets (TWh)

allow us to make an informed decision 
as to whether the overall impact of 
policies will place upward or 
downward pressure on the 2020 
energy bill.

2.2. Renewable deployment on 
course to meet 30% target by 
2020…
The UK appears firmly on track to meet 
its 2020 target of generating 30% of all 
electricity from renewable sources. 
Electricity generation from renewables 
increased 30% in 2013 from the 
previous year, driven largely by 
delivery of large offshore wind projects 
including the 630MW London Array. 

The trend looks set to continue as the 
share of renewable generation reached 
19.4% in Q1 2014 as a result of lower 
demand, increased generating capacity 
and favourable weather.

Source: DECC
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Figure 8:  Deployment under FiTs (Installs)

2.3. …but the cost to 
consumers of renewables 
support is in the spotlight
While deployment rates paint a positive 
picture, it has been far from plain 
sailing behind the scenes with a number 
of issues drawing attention to the costs 
of renewables support for consumers.

A National Audit Office (NAO) report 
released in June this year questioned 
the value for money of the early CfD 
projects awarded under the Final 
Investment Decision (FID) process by 
DECC. While these early contracts can 
be seen as a key reason why renewables 
investment is on track, the NAO 
highlighted that 58% of the money 
available under the LCF was allocated 
through FID, which did not involve 
price competition. As these early CfDs 
were awarded at an administrative 
strike price, there is a danger that they 
will not provide the best possible value 

to consumers. There will also be a 
reduced budget for the rest of the CfD 
process, which is expected to involve 
price competition for most 
technologies. The first auction will take 
place in late 2014.

Another ‘value for money’ concern may 
lie in the deployment of solar power. 
Solar can be seen as one of the 
deployment success stories of the 
Government’s suite of support measures 
– with the RO support expected to see 
3.2GW of solar deployment by April 
201512. The Feed in Tariff (FIT) for 
smaller solar projects has also seen 
significant investment (Figure 8). 

DECC has made amendments to the 
levels of support in response to the 
higher than expected deployment rate 
of solar. Firstly it retrospectively 
reduced FiT rates in 2011, and in March 
2014 it removed support for larger 
systems under the RO, a move subject 
to criticism from the solar industry. The 
government has come under criticism 
for both amendments. In July the high 
court ruled in favour of the solar 
industry agreeing that DECC’s 2011 
amendments were unlawful in the way 
they brought forward the date for solar 
FITs to be reduced. 

In isolation, the ruling looks like little 
more than a slap on the wrist – but it 
may have far-reaching implications for 
the industry. In particular, it raises 
questions about how DECC will 
manage its policies and ensure the LCF 
cap is not exceeded. If deployment 
rates exceed forecasts again, DECC 
may choose not to pursue retroactive 
measures given the likelihood of  
legal challenge.

12 DECC (2014) Consultation on changes to financial support for solar PV

Source: DECC
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Both the award of FID contracts and 
the accelerated deployment of solar 
highlight the challenges for DECC in 
securing value for money in terms of 
policy support costs, while keeping 
renewable deployment on course. 
Providing less cost-effective renewables 
support may not lead to higher bills, 
given the LCF’s limitation on support 
costs. However, it will limit the amount 
of renewable deployment in place by 
2020. DECC may view addressing this 
as a low priority in the short term, 
given the recent awarding of FID 
contracts and renewables deployment 
levels more generally.

2.4. Energy efficient support in 
focus
Aside from low-carbon power support 
measures, household efficiency 
subsidies are another important driver 
for growing direct policy costs on 
energy bills. These costs have come 
under increasing focus since the 2013 
political conference season, with the 
result that a number of energy 
efficiency policies have been changed 
or scaled back. 

In particular, the Government has 
reduced the ECO requirements going 
forward, as part of a drive to reduce the 
impact of certain green policies on 
household energy bills. 

The new Green Deal Home 
Improvement Fund (GDHIF), under 
which home owners were able to claim 
up to 75% of the cost of energy 
efficiency improvements, with a cap of 
£7,600, proved to be popular among 
households. Between 22nd – 24th July 
alone, over 3,000 applications were 

13 DECC, Green Deal and Energy Company Obligation (ECO): monthly statistics, September 2014

made, and the scheme closed two 
months after its launch due to its 
popularity vs its limited budget. But 
having announced an additional 
£100m for household energy efficiency 
in early October, DECC has confirmed 
it will reopen GDHIF to new applicants 
from November. 

Following its launch in the first quarter 
of 2013, the original Green Deal 
scheme continues to make slower than 
expected progress despite reaching a 
milestone of first time applications for 
energy efficiency financing plans 
topping £1m. The scheme, which gives 
households loans to improve home 
energy efficiency before repaying the 
loan through energy bill savings, had 
only been taken up by 1,815 
households by July 2014.
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Figure 9:  Cumulative number of energy efficiency improvement measures

Critics point to various factors 
including poor public communications, 
the lack of incentives to install energy 
efficiency measures, the cost for an 
initial assessment, and the cost of 
potential borrowing. While the interest 
rate varies, it is estimated to be 
approximately 7% on average. This 
figure is a fixed and universal rate for a 
relatively small unsecured loan for up 
to 20 years providing access to as many 
households as possible to a finance 
product which is otherwise unavailable 
in the market. But consumers 
inevitably compare it to lower rates 
available on different products, for 
example, mortgages secured on the 
property. In addition, the loan liability 
falls on the homeowner and caused 
initial confusion over where liability 
lies when a property is sold.

As the GDHIF scheme has shown, 
financial support for energy efficiency, 
whether through grants, or potentially 
lower interest rates for financing may 
help make the deal more attractive to 
homeowners, particularly to install 
multiple energy efficiency measures 
while still staying within the Golden 
Rule – that projected savings equal or 
exceed the cost of the Green Deal 
repayment.

Restricting cost increases has been an 
important area of policy focus across 
the different components of ECO 
energy efficiency support. Despite the 
additional money the Government has 
announced for the GDHIF, we continue 
to believe that the general focus on 
restricting costs should reduce short-
term upward pressure on bills. But in 
the long-term the resulting slowdown 
in efficiency improvements could 
actually raise the 2020 household 
energy bill. This issue is explored in 
section 5.

PwC view: Renewable 
deployment rates appear on 
course to deliver the UK’s 
legally binding 2020 
renewables targets but DECC 
is keen to ensure consumers 
also receive good value for 
money. The removal of RO 
support for larger solar PV 
systems and the decision to 
suspend the Green Deal 
Home Improvement Fund 
highlight how keen the 
Government is to ensure 
policy costs for delivering its 
renewable and energy 
efficiency targets don’t 
exceed forecast. Given this 
active approach, we believe 
the Government is on track 
not to exceed its policy cost 
forecast for the 2020 
household energy bill.

Source: DECC
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3.1. Introduction
As the second largest portion of the 
2020 household energy bill, network 
costs will be a crucial part of the PwC 
Energy 2020 Tracker. Although 
regulated by Ofgem, network costs 
being passed to households are 
expected to increase by up to 20% and 
will account for around £300 of the 
average bill by 2020 due to additional 
investment in the UK’s power and gas 
networks. National Grid has already 
signalled its intention to invest £30bn 
in the electricity and gas transmission 
systems to 2021 to meet the demands 
of EMR. The anticipated price rises are 
mainly expected to occur in electricity 
network costs rather than gas, where 
the network cost is expected to be 
broadly flat in the period. We will focus 
on issues related to electricity network 
costs in this issue of the PwC Energy 
2020 Tracker.

We will look at a number of key drivers 
across transmission and distribution. 
These include the cost of upgrading 
transmission infrastructure to facilitate 
delivery of the UK’s renewable energy 
targets (e.g. Offshore Transmission 
Owners – OFTO), as well as the cost of 
distribution network upgrades.

3. Network costs

Figure 10: Network cost development (£ real 2012)14

As the industry regulator, Ofgem has 
an obligation to ensure transmission 
and distribution network operators 
charge customers in an appropriate 
way for using the systems. The RIIO 
(Revenue = Incentives + Innovation + 
Outputs) framework for price controls 
was introduced for transmission 
systems in 2013 to encourage greater 
innovation and will be introduced for 
distribution network operators (DNOs) 
from April 2015.

DECC estimates network charges on 
consumer bills will increase from 
around £43/MWh to £52/MWh in real 
terms and account for up to £300 of the 
annual household energy bill by 2020 
as shown in figure 10. This will be 
driven by the need for increased 

investment in electricity networks to 
replace ageing infrastructure, provide 
connections for new generation, and 
reinforce the network to cater for 
higher peak demand.

While Ofgem monitors network 
operators to ensure they don’t charge 
excessively, there are a number of 
challenges in monitoring progress 
against the planned cost trajectory. We 
will look at events in the transmission 
and distribution sectors in the coming 
years to identify any evidence of 
upward or downward pressure on the 
energy bill.

14 Assumes average annual electricity consumption of 3.8MWh and gas consumption of 14.8MWh

Source: DECC, PwC analysis
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3.2. Too early to determine 
impact of transmission 
connection delays
Transmission costs are subject to the 
price controls put in place under the 
RIIO-T1 framework, which earmarked 
investment of around £7bn in Scotland 
and £15.5bn in England and Wales  
to 2021.

One of the main influences on 
transmission costs will be the rate at 
which new generating capacity is 
brought online and the subsequent 
investment in infrastructure required. 
Towards the end of 2013 National Grid 
revised down its new connection 
forecasts for the three years to March 
2016, from 6GW to 2.5GW15. That was 
followed in March by National Grid 
reporting the proportion of connection 
offers issued that met customers’ 
expected connection dates was only 
33%, down from 51% in the previous 
period16. National Grid cited the 
number of connections in Scotland as 
the reason for the reduction. 
Difficulties regarding the scale of 
required transmission reinforcements 
and uncertainty around which 
generation source will be connected 
and when, resulted in delays in  
Scottish connections.

The full effects of the delays are 
difficult to breakdown, especially as 
challenges such as delivering low 
carbon technologies in areas needing 
grid reinforcement were already 
recognised within EMR policies. 
Subsequent delays in connecting 

renewables may put pressure on the 
UK’s renewable deployment 
programme but the impact on costs is 
more difficult to quantify. We believe 
it’s too early to say whether there has 
been sufficient deviation from the 
RIIO-T1 investment framework to 
significantly impact the 2020 
household energy bill. We will provide 
progress updates in future issues of the 
PwC Energy 2020 Tracker.

3.3. Distribution costs come 
under closer scrutiny
In July Ofgem published its draft 
determinations proposals for the RIIO 
–ED1 price control, which will replace 
the existing DPCR5 framework when it 
comes into effect from April 2015.

Ofgem set out its proposed price 
control settlements for the five ‘slow-
track’ distribution network operators. 
The proposals follow the decision not 
to fast-track the five in November 2013 
as their business plans were not 
thought to show they would deliver 
sufficient value for consumers. Only 
Western Power Distribution was 
fast-tracked, having demonstrated 
potential reductions of up to 13.9% or 
around £13.50 (2012/13 prices) for its 
customers in 2015/16.

In its review of the slow-track 
companies and benchmarking of costs, 
Ofgem cut £1.4bn from the companies’ 
business plans, with a further £0.7bn 
reduction identified by the DNOs. 
These cost targets lie below the 
original plans developed by the 

PwC view: Clear movements in transmission or distribution costs 
relative to target expenditure are hard to discern as yet. However 
there would appear to be a slight easing of the pressure these costs put 
on customer bills.

industry. Ofgem has also altered its 
view on the allowed return for 
electricity network operators. Both of 
these factors should reduce upward 
pressure on network costs.

The proposals were met with some 
scepticism from the industry and 
claims that the significant cut in 
investment proposed would put at risk 
the service levels companies could 
provide. The industry also suggested 
Ofgem should consider the long-term 
implications of reduced investment and 
what it will mean for a secure and 
sustainable electricity network17. The 
consultation on the proposals 
concludes in September and Ofgem 
will publish its final decisions in 
November 2014. 

As with transmission costs, a number 
of factors are currently at play but the 
general direction appears to be towards 
lower network costs.

15 The Telegraph (21.11.2013) 
16 National Grid, Timely Connections Report (01.10.2013-31.03.2014) 
17 Energy Network association response to RIIO-ED1 proposals (30.06.2014)
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4.1. Introduction
Supplier costs and margins are the 
fourth and final cost component we will 
explore within the PwC Energy 2020 
Tracker, but we believe they will have 
significantly less impact than the other 
three factors. 

DECC’s forecasts suggest supplier costs 
passed through to customers (both 
operating costs and supplier margins) 
will increase by 8% to 2020, compared 
with a 100% increase in policy costs. 
Nonetheless, we believe tracking supply 
costs and margins and their impact on 
bills is important given the relatively 
sensitive nature of energy company 
profits.

Competition is assumed to drive 
efficiency, putting downward pressure 
on tariffs and margins, and we will 
monitor a number of elements that will 
influence supplier costs and margins. In 
particular, we will follow the outcome 
of the investigation by the CMA into 
supply competition, as well as the trend 
for more customers to switch to small 
independent suppliers.

4. Supplier costs and margin

168 174 175 176 177 177 178 179 174

49 77 82 88 91 96 101 106 102

1,316
1,365 1,361 1,356 1,344 1,346 1,346 1,328 1,330

Jan-13 to
Dec-13

Jan-14 to
Dec-14

Feb-14 to
Jan-15

Mar-14 to
Feb-15

Apr-14 to
Mar-15

May-14 to
Apr-15

Jun-14 to
May-15

Jul-14 to
Jun-15

Aug-14 to
Jul-15

Supplier pre-tax margin Supplier Operating costs Total remaining costs

Figure 11: Split of household energy bill by suppliers operational costs and pre-tax margin 
(£2014 real prices)

4.2. Supplier costs set to 
remain fairly stable
Suppliers’ costs have remained 
relatively flat over the past 10 years and 
are not expected to change significantly 
with the advent of EMR despite the 
additional operational pressures 
suppliers will face in forecasting and 
meeting additional supplier obligations. 
The Supply Market Indicator produced 
by Ofgem, provides a split of average 
household energy bills and provides an 
estimated split of supplier costs.

Supplier costs include things such as 
marketing, billing and metering costs. 
They account for only 13% of the overall 
energy bill and are set to remain at 
similar levels for at least the next 12 
months. Smart meter roll-out will put 
upward pressure on costs in the medium 
term but we expect that to be partially 
offset by reduced meter reading costs.

As this is one of the few areas suppliers 
have control over, there will be a 
competitive advantage for the most 
efficient companies. This should keep 
downward pressure on these costs and 
explains in part why supplier costs and 
margins as a share of the energy bill will 
remain around 20% to 2020.

Source: Ofgem Supply Market Indicators
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4.3. Margins increase in the 
short-term but may not last
Supplier margins remain one of the 
most contentious issues relating to 
household energy bills. As recently as 
June 2014, Ofgem raised concerns at 
price levels and the profits being made 
by the Big Six. The intervention came in 
response to the widening gap between 
wholesale prices and retail prices.

The 4% pre-tax margin achieved by UK 
suppliers over the past few years is 
relatively low in comparison with other 
sectors with large retail consumer 
bases. But Ofgem forecasts suppliers’ 
average 12 month pre-tax margins will 
double to 8% in the year ending June 
2015 due to retail prices remaining 
unchanged despite the fall in wholesale 
costs. While some suppliers dispute 
Ofgem’s analysis, higher estimated 
margins will face increased scrutiny, 
given the ongoing CMA investigation.

However, historic evidence indicates 
suppliers have consistently achieved 
relatively low average margins, 
suggesting short-term gaps between 
wholesale and retail prices will not last. 
Likewise, we see no evidence at the 
moment to suggest suppliers’ long-term 
sustainable pre-tax margins are 
increasing. More importantly, as 
margins make up only a small 
percentage of the energy bill, we don’t 
foresee these costs having a long-term 
material impact on the overall bill.
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Figure 12:  Consumers switching suppliers (milllions)

Source: DECC

Figure 13:  % of small supplier gains

4.4. Switching rates still in 
long-term decline
Switching rates have been in long-term 
decline, falling from 1.5m per quarter in 
2008 to less than 800,000 a quarter in 
mid-2014, as shown in Figure 12 beside.

Despite this trend switching rates did hit 
a five-year high in Q4 2013 following 
the round of price rise announcements 
by the Big Six (which coincided with 
publicity over price freeze proposals). 
The bill increases appear to have acted 
as the impetus for many households to 
switch. The proportion of customers 
leaving the Big Six when switching 
increased markedly from 20% in Q1 
2013 to around 50% of all switchers in 
Q2 2014. As reported by Cornwall 
Energy in September18, small suppliers 
now have a combined market share of 
7.5% – up from 2.3% in April 2013. First 
Utility also announced in September 
that it was the first supplier outside the 
Big Six to pass one million accounts.

18 Cornwall Energy press release (09.09.2014)
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PwC view: Ofgem’s decision to refer the industry to the CMA could have major implications for the energy 
industry. But any proposed remedies will not be known until well into 2015, so any impacts on the industry 
and ultimately the household energy bill will not be known for some time.
We believe there is short-term upward pressure on the energy bill as suppliers have not yet passed through 
reduced wholesale costs. However, we see no evidence to suggest suppliers’ margins will increase over the 
long-term. We believe it reasonable to expect that suppliers will review prices in the next year and pass 
through appropriate wholesale cost reductions, subject to there being no significant spikes or increases in 
wholesale prices.

4.5. CMA investigation 
findings due in 2015
Energy suppliers are likely to remain 
under the spotlight following Ofgem’s 
‘State of the market’ assessment in 
March and the decision in June to refer 
the industry to the CMA for a full 
market investigation. We will not focus 
directly on the CMA investigation as a 
major determinant of the 2020 
household bill. However, the outcome 
could have a significant impact on 
supplier costs and margins to 2020 and 
may therefore still be a central theme 
within the PwC Energy 2020 Tracker.

The timetable for the phase 2 
investigation was published in 
September and confirmed that the final 
report will be published in December 
2015. The CMA will focus on areas they 
have identified as potentially leading to 
higher prices, such as a weak incentive 
for suppliers to compete and the issue of 

market power. As interviews with the 
suppliers were scheduled for the end of 
Q3 2014, we’re unlikely to learn more 
until working papers are published in 
January 2015. In their responses to the 
CMA issues statement the Big Six 
welcomed the investigation as a chance 
to show the market is competitive and 
provide clarity about how generation 
and supply markets operate for 
consumers, the Government and  
the regulator.

The referral is unlikely to have an effect 
on suppliers’ costs and margins in the 
immediate future. Only when the final 
report is published in Q1/Q2 2015 will 
we know the extent of the 
investigation’s impact. However, given 
that wholesale cost reductions appear 
not to be currently passed through to 
end-users, there is some upward 
pressure on the energy bill in the  
short term.
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5.1. Introduction
Reducing energy consumption will 
arguably be the most important factor 
in determining whether government 
policies are successful in delivering an 
affordable energy bill in 2020. The 
interaction between policies and their 
impact on household energy 
consumption is especially important 
given the lag between expenditure and 
savings, which may actually put 
further pressure on households’ 2020 
energy bills.

Since 2010, the Coalition government 
has significantly shifted its policy 
balance from direct regulation and 
subsidies to a greater focus on 
stimulating market-led activity, 
increasing private finance and 
supporting individuals and businesses 
to make energy efficiency investments. 

The Coalition’s ambition is that 
demand reduction will be delivered 
through direct policy measures, such as 
ECO and the Green Deal, as well as 
indirect policies such as building 
regulations and products policies. We 
will distinguish between the two as we 
monitor progress in cutting demand 
DECC expects indirect policies to 
account for more than 50% of the £405 
in average household demand 
reduction savings it aims to deliver. 
Changes in household behaviour and 
widespread use of less energy intensive 
products will therefore be crucial to 
achieving the 2020 target and relying 
on such changes poses an element of 
risk for government.

5. Energy consumption

Figure 14:  Temperature adjusted average household gas and electricity demand

To monitor progress against the target 
we will focus on household energy 
demand, the impact of direct policies, the 
roll-out out of efficiency measures and 
the effects of indirect policy measures.

Apart from a statistical anomaly in 2012, 
there has been a long-term decline in 
temperature-adjusted demand for both 
electricity and gas. In 2008, average 
household electricity consumption was 
4,648 kWh and gas consumption was 
16,975 kWh; in 2013, average electricity 
consumption fell to 4,170kWh and gas 
consumption fell to 14,829 kWh.

5.2. Domestic energy 
consumption is in decline
Reduction in electricity consumption is 
partly due to improvement in energy 
efficiency of home appliances. For 
example, the energy saving lighting 
bulb now only consumes 37%15 of the 
energy it did in 2007. 

Source: DECC
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5.3. But the main government 
efficiency measure has been 
scaled down and Green Deal 
demand remains low
ECO has made good progress. More 
than 760,000 households have received 
energy efficiency improvements 
through the deal since January 2013 
with recent progress exceeding 
expectations. However, the Government 
has reduced the ECO requirements 
going forward, as part of a broader drive 
for immediate reductions in household 
energy bills. 

As a result, installations in vulnerable 
family households are expected to drop 
from 80,000 to 25,000 a year. DECC’s 
recent consultation response cut the 
March 2015 Carbon Emissions 
Reduction Obligation (CERO) target by 
33%, while the targets for the Carbon 
Saving Community Obligation (CSCO) 
and Affordable Warmth for the same 
period remain the same. Eligibility for 
the CSCO element of ECO was 
extended from the lowest 15% to the 
lowest 25% of areas on the Index of 
Multiple Deprivation.

The Warm Homes and Energy 
Conservation Act 2013 sets out the 
Government’s commitment to introduce 
a long-term target to reduce fuel 
consumption in poor households. 
Scaling back ECO inevitably means 
fewer low-income and vulnerable 
families will benefit from improved 
energy efficiency, which contradicts the 
Act’s objectives. While reducing the 
‘green levies’ on consumer bills in the 
short-term, scaling back ECO could 
ultimately result in higher energy bills 
for vulnerable families in 2020.

The Government expected the Green 
Deal to deliver significant improvement 
in energy efficiency activity with 1.2m 
assessments forecast for 201521. Actual 
performance has been much lower than 

19 DECC, Energy consumption in the UK, 2014 update
20 DECC, The Future of the Energy Company Obligation, July 2014
21 DECC (2012) Final Stage Impact Assessment for the Green Deal and Energy Company Obligation
22 DECC (September 2014) Domestic Green Deal and Energy Company Obligation in Great Britain, Monthly report 
23 CCC (2014), Meeting Carbon Budgets, 2014 Progress Report to Parliament

Figure 15: Installed insulation measures against target

Source: DECC, PwC analysis

forecast, with 326,884 assessments 
between January 2013 and August 
201422 and a monthly rate of just over 
27,000 in the final six months of that 
period23. The conversion rate of 
assessments to Green Deal plans has 
also been low, with 4,737 plans agreed 
to August 2014, of which just over 2,000 
have gone ‘live’23. The introduction of 
the Green Deal Home Improvement 
Fund in summer 2014 led to a spike in 
uptake of plans and assessments and 
suggests latent demand exists. 

Concerns in relation to ECO and the 
Green Deal progress have been 
highlighted by the Committee on 
Climate Change, which described 
uptake in 2013 as ‘very low’ and said the 
carbon savings associated with the 
policy were ‘off track’.

Average temperature adjusted gas 
demand has also been in decline, thanks 
to roll out of energy efficiency policies, 
such as Carbon emissions Reduction 
Targets (CERT), Community Energy 
Saving Programme (CESP), Green Deal 
and ECO, which improves home 
insulation. Between January 2013 and 
July 2014, DECC recorded 940k energy 
efficiency measures as having been 
installed through ECO, ‘Cashback’ and 
Green Deal.
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PwC view: Energy efficiency and demand reduction are key to 
keeping household energy bills affordable, but there are signs that 
progress is falling behind target. We believe this is the greatest area of 
concern in regard to an affordable 2020 household energy bill, owing 
to the size of the savings required.
An apparent mismatch exists between concern about household 
energy bills and a lack of consumer awareness of their role in 
reducing energy costs. Government measures to raise awareness and 
encourage behavioural change are being debated, and could support 
this objective. For example, linking stamp duty or council tax bands 
to the energy performance of housing may drive consumers to do 
more to reduce their energy consumption. 

Figure 16: Required demand reduction savings to 2020 (real 2012 prices)

Source: DECC

The reasons for slow uptake of the 
Green Deal in particular are complex. 
The shift towards greater reliance on 
market mechanisms and private finance 
to deliver energy efficiency objectives, 
and a reduced reliance on regulation 
and subsidy, suggest many challenges 
need to be addressed. These include:

•	 Raising awareness and 
understanding of the value of 
energy efficiency measures with 
consumers, who are used to 
receiving many of them, such as loft 
and cavity wall insulation, ‘for free’ 
at the point of installation.

•	 More active management of the 
complex dynamic between 
consumers and the various 
energy efficiency supply chains. 
The latter typically scale up and 
down in response to the availability 
of subsidies and regulatory 
changes. Without a high level of 
confidence in sustainable consumer 
demand, driven by such subsidies, 
these supply chains may remain 
reluctant to invest in domestic 
energy efficiency.

•	 Targeting financial offers and 
incentives to the right groups and 
recognising that different 
financial products are needed for 
different types of consumer. 
Green Deal finance has been 
criticised by some commentators for 
being ‘too expensive’ relative to 
mortgage products. It could have 
been better marketed for example, 
in a way that targets socio-
economic groups for whom it 
provides more competitive 
financing than other options 
available to them, such as an 
unsecured loan. 

•	 Improving understanding of the 
behavioural changes required of 
householders to realise the 
expected benefits from energy 
efficiency investments. For 
instance, recognising the ‘comfort 
taking’ response, whereby people 
who were previously under-heating 
their homes (often those labelled 
‘fuel poor’) either maintained or 
increased their thermostats to enjoy 
a warmer house.

5.4. Product policy question 
marks remain
It is not only the direct measures giving 
rise to concerns about the realised 
savings. ‘Products policy’ – improving 
the energy efficiency of consumer 
products in the UK market – is expected 
to reduce energy bills by £158 in real 
terms between 2013 and 2020. But 
achieving this target will depend on 

hard to control variables, such as 
consumers choosing energy efficient 
appliances and deciding how quickly to 
replace existing appliances. If the 
average consumer takes more than the 
seven years that has been assumed to 
replace their white goods, the expected 
level of bill savings may be in doubt.

Besides the methodological issues with 
how the targeted reductions are 
assumed to be met, there are also 
question marks in relation to the 
implementation of the second tranche of 
EU products policy and how quickly this 
will be rolled out. There may be 
increasing political risk associated with 
implementing these EU policies, which 
could curtail further implementation. 
An example of this can be seen in the 
negative media reaction to the 
implementation of products policy in 
relation to vacuum cleaners in August 
this year.
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