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The very big picture: every crisis is an opportunity
• Why are we in this crisis?
• A brutal war against the Ukrainian people
• Weaponization of energy to sow instability in the West

• What is the opportunity?
• this crisis can be a societal win-win-win due to alignment of
incentives

• What is the moral imperative?
• There is much we can do at home to ensure Putin does not succeed
because of our poor economic policy choices at home

Studying the energy crisis forward looking and in real
time
Fetzer, Gazze and Bishop (2022) builds a dataset that allows us to
• Model the impact of the energy price shock across households for around 50% of the UK
residential housing stock down to the property level
•

around 13.5 million properties, leveraging public data sources: the energy performance certificate (EPC) and granular
anonymized meter reading data for 4 million households, among many others

• To simulate effects of different energy price scenarios or policy choices
• To quantify the hidden energy savings potential
• To evaluate and design policy proposals ex-ante
• To develop framework to evaluate policy impacts just-in-time

This is part of my broader research focus on carrying out timely high-quality
research.

Fact 1: The EPG disproportionately benefits well-off
households

Subsidy

Fact 1: The EPG disproportionately benefits well-off
households
• uniform rise in the standing charge for
all households irrespective of level of
consumption
• Energy
consumption
strongly
increases with household income
• reduction in the unit rate relative to
market
prices
disproportionately
benefits households with higher levels
of energy consumption
• EPG thus disproportionately benefits
higher income households

Fact 1: The EPG disproportionately benefits well-off
households

Fact 2: The energy consumption subsidy of the EPG is
skewed even among high-earners
• EPG subsidy of energy consumption
can be quantified by income group
and
energy
consumption
distribution
• EPG benefit is skewed even among
highest earners
(150k and over
income)
• Among households with income
150k+, 50% benefit half as much as
the top 5% in that group

Fact 3: The UK has a large and untapped energy
savings potential
• UK has large and untapped energy savings
potential due to the poor energy efficiency
standards of its building stock
• We estimate that using Ofgem October 2022
energy prices this energy savings potential
amounts to a financial saving of between £10
billion per year for the 13.4 million properties
for which we have data
• It could easily be closer to £20 billion per
year in the whole residential housing stock.
• The financial relief that arises from
reductions in energy demand would be
permanent and structural and thus is
providing a net positive contribution to
their financing.

Fact 3: The UK has a large and untapped energy
savings potential
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Saving energy can provide permanent financial relief and contribute to decarbonisation.

Fact 4: The EPG weakens incentives to invest in energy
saving measures
Subsidy
• Prior to Putin’s full scale invasion of
Ukraine, energy was too cheap, it
barely made a difference
for
people to invest in energy saving
measures or not
• Drastic increase in energy prices
changes the economics of energy
savings
investments
and
accelerates amortization rates of
many investments
• But: the EPG weakens the energy
savings investment incentives by
around 30%.
• The two-tier tariff alternative nearly
restores this incentive

Fact 5: Energy savings potential highest in typically
well-off demographic group
• energy savings potential, like
energy consumption, is unevenly
distributed in society
• We estimate that energy savings
potential among highest energy
consuming households is six times
as high
• Biggest energy savings potential to
be unlocked concentrated in quite
privileged demographic group
and in well-off areas
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Fact 5: Energy savings potential highest in typically
well-off demographic group
• Wealthier areas have much higher
energy savings but financially these
didn’t matter for many up to 2022
• Deeds matter more than words.
• EPG is weakening this significantly in a
way that is fiscally costly
• Money is better spent by
• encourage well-off households to
realise these energy savings
through investment tax credits
• To provide grants to lower income
households that cant afford to do
so

Fact 6: Energy savings investments could pay for
themselves within a relatively short period of time
• estimate that the combined cost of
energy saving measures to bring
buildings up to their potential ranges
from £60 billion to £120 billion
• This would produce energy cost savings,
valued at the Ofgem October 2022
prices, of between £10 billion and £16
billion.
• Insulation and boiler
particularly effective

replacement

• Environmental,
CO2
and
national
security providers further monetary and
non-monetary benefit (externalities)

Fact 6: Energy savings investments could pay for
themselves within a relatively short period of time
• Amortization of boiler upgrades coupled
with (cavity) wall insulation is now within
6-8 years if energy prices remain
elevated
• Energy prices remain elevated due to
increased carbon taxation so downside
risks on the economics of efficiency
investments limited
• Green Real estate premium will only
grow in context of crisis as will financial
stability benefits

Energy savings estimated by BEIS (2021).

• Estimates of actual energy savings from
real data may underestimate the true
effect

Where next after the EPG? Alternative policy proposals
In April 2023 the EPG will come to an end. The government will look to put
in place a longer-term plan to support consumers with rising energy
costs.
Any new policy should follow four tenets:
• Aim to preserve price-signals to encourage energy savings and
investments in energy savings.
• Provide targeted financial relief for households without the financial
means to cover increased energy bills.
• Provide targeted incentives to homeowners, housing associations
and local councils to make building upgrades.
• Tackle supply-side constraints that undermine such investments to
take place.

A two-tier tariff could provide more generous targeted
support without weakening energy savings incentives
• Two-tier
tariff
with
the
standing charge would be
fixed at the October 2021
• October 2021 Ofgem unit rate
prices for electricity and gas
for the first 9,500 kWh of
natural gas and the first
2,500 kWh of electricity
• Drastically lower energy price
increase
• The second tier of the energy
tariff could be set at steeper
levels or at levels consistent
with the Ofgem price cap
projects.

A two-tier tariff could provide more generous targeted
support without weakening energy savings incentives
• An estimated 12.7 million
households would be
financially better off
• An estimated 17.2 million
households would be
either better off or, at most,
£1,000 worse off compared
to the EPG.
• Much more progressive
path to preserve and
strengthen energy savings
in demographic group
where these savings are to
be found

A national insulation and boiler replacement program
operating via grants or tax incentives
• The most effective measures to reduce energy consumptions are also relatively cheap.
• Loft, cavity-wall and solid-wall insulation and boiler replacements each deliver notable
energy savings reducing gas demand, which is particularly relevant this winter.
• Need to understand why current system of support is not working (prior: last mile delivery)
• Fiscal cost of grants could be clawed back through a new duty payable by sellers of
properties that benefited from such a grant or tax incentive upon sale of property
• Implicitly the public would get invested in the net zero carbon transition
• Any grants and tax incentives program should be time-limited with declining generosity of
grants to take advantage of the likely significant economies of scale and may be coupled
with a regulatory announcement of mandates of minimum EPC standards for properties to
remain sellable

A broad array of supporting measures
• National energy savings lottery -- To encourage broad participation in an energy savings
program, the UK government could set up an energy savings lottery in which households
that achieve energy demand reductions relative to their previous year’s energy consumption
(verified through meter readings), get to participate in a lottery that is offering cash prizes.
• Reform planning laws to end prohibitions on building measures that yield relative and
absolute energy savings. Planning laws must never be a barrier to energy efficiency
upgrades that are unlikely to reflect a national consensus.
• National energy savings champions program to overcome local collective action
challenges The Sustainability Champion would receive a financial reward funded by the UK
government that to compensate him/her for bearing cost of helping communities
overcome collective action.
• Tackle supply constraints The prime challenge for immediate action is the UK’s lack of a
skilled workforce that could carry out much of the energy savings measures. To overcome
these challenges, the UK should consider easing Freedom of Movement from the EU.

