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We first discuss commercial prices and bills. The key
messages are here.
Scope: Commercial sector = Business – (manufacturing + refineries + water + waste +
construction + oil & gas + mining)
Changes since 2004:
– total sector energy bills increased by 135-155% in nominal terms, mainly due to the
wholesale price of gas.
– Between 15-35% of the increase was due to low-carbon policies (variation due to
share of electricity and whether a firm is part of the CRC).
Central case outlook for energy bills. Bills could increase in real terms by 10-15% to 2020
due to low-carbon policy costs and 30-45% to 2030.
– Range of scenarios around this explored in the report. Key point: with low gas prices,
the cost of supporting low-carbon investments will be higher, but overall bills will be
lower.
Energy efficiency opportunities for offsetting bill impacts. We estimate average savings
potential to 2020 of around 20%. Further savings are likely to 2030.
Impact of increased costs. Energy costs make up around 0.5% of total costs on average.
This implies that low-carbon policies will add a further 70p to a £100 weekly shop by
2020.
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Since 2004, commercial electricity consumption has
grown 5%, but at a significantly lower rate
than commercial output.

Increased
appliance use
was offset in
many cases
by
improvements
in energy
efficiency
(exceptions
include air
conditioning).

Energy expenditure in the commercial sector is currently split between electricity (78%), gas
(19%), and oil (3%), so we focus on electricity and gas.

3

Commercial electricity prices increased by 157% from 2004
to 2013, compared to 23% general price inflation. Lowcarbon costs accounted for a up to a third of the increase.

The increase in electricity prices was mainly due to the wholesale price of gas, which
increased threefold over the period.
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From 2004 to 2013, total commercial energy bills
increased by 135-155% in nominal terms, primarily due
to increases in the wholesale price of gas.

Between 15-35% of the increase was due to low-carbon policies.
Energy costs as a % of total sector costs increased from 0.3% to 0.5%.
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If energy consumption remains at current levels, energy bills
will remain broadly flat to 2020 (increased low-carbon costs
offset by impact of falling wholesale costs) but rise after 2020.

Equivalent to a net change in bills of -1 to 5% to 2020, or 28-41% to 2030.
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Taking account of energy efficiency, there is potential
for energy bills to fall to 2020 and for the post-2020
increase to be offset.
1. Energy
efficiency
savings
potential of
18% to 2020

2. Capital costs
are ~6% of bill,
implying net
savings of 11%

3. No further energy
efficiency options by 2030
in our scenarios, but some
additional savings are likely

7

Turning to industry - key messages
Current industrial energy bills - Energy costs on average are 2.3% of total sector costs, lowcarbon policy costs 0.3%.
Change in energy bills from 2004 to 2013 - average energy bills rose by around 145% in
nominal terms. Primarily due to rise in wholesale prices, a fifth due to low-carbon policy.
Outlook for energy bills from 2013 to 2020/2030. Average energy bills could increase by 1015% to 2020 in real terms due to low-carbon policy costs, and by 20-30% to 2030.
Energy efficiency. Potential of around 5% across industry to 2020 and 9% to 2030 for EII. 5%
would mean energy costs would not rise from 2013-2020.
Competitiveness impacts:
– Important that low-carbon policy costs do not result in offshoring of UK industry.
– £500 million annual value of governments compensation measures in line with our
estimates of support needed to 2020.

– With full compensation/exemption then low-carbon policy costs as a % of energy costs
will be lower in 2020 than in 2013.
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Almost half of industrial energy consumption is
concentrated in half a dozen energy-intensive sectors
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Energy bills make up a larger proportion of total costs
for these key energy-intensive industries
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UK industrial electricity price is in the middle of the
pack compared to the EU 15, with the highest prices
paid in Italy, Ireland and Germany
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UK has the third lowest gas price, with the highest
prices paid in Sweden and Denmark.
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The impact of low-carbon policy potentially has a much
larger impact on electro-intensives and gas users in the
EU ETS
Low-carbon policy costs on electricity:
UK Government has introduced compensation for EU ETS and Carbon Price Support,
with compensation plans for the RO and FiTs, plus exemption from the costs of CfD.
These could offset up to around 80% of low-carbon policy costs for those sectors
that qualify through to 2020.
The cost of the compensation/exemption is around £500m pa, and within the range
of £200m-£600m estimated in the CCC Competitiveness Report.
Beyond 2020, estimation of the level of support needed for electro-intensive sectors
is more uncertain.
Low-carbon policy costs on non-electricity:

We estimate that there is enough free allocation and surplus EU ETS allowances for
industry as a whole through to 2020.
Uncertain if there will be surplus or free allowances by 2030. If competition risk
remains, then free allocation may need to continue.
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Compensated eligible sectors may see electricity prices
fall. For others, prices are estimated to rise by 9% by
2020 and 46% by 2030 (central case).
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Gas prices are not expected to increase to 2030 (central
case). However there is uncertainty on the impact of the
EU ETS
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For electro-intensive sectors eligible for compensation then
energy bills could fall to 2020 and 2030. For other sectors then
estimate rise of 4% to 2020 and 30% to 2030.
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While the sectors across business and industry are diverse,
companies less subject to international competition can balance
their reaction between efficiency and passing costs to consumers.
By 2020, low-carbon costs as a share of total costs in industry are expected to increase by 0.3%,
or 3 pence on £10 of goods.
In some energy-intensive sectors this is more and compensation is required to offset concerns
over competitiveness.
This compares to a rise in share of total costs of 0.1% by 2020 in the commercial sector – or 1
penny on £10 of goods & services.

Products will see an increase in costs of this order of magnitude, with variation according to the
embodied energy of the product:
1. An extra 15p on a £50 restaurant meal to 2020, or 40p to 2030.
2. On a £100 weekly shop, low-carbon policies would add 70p to 2020, or £1.70 to 2030.
3. For a £10,000 conventional car, the increase would be £70 by 2020 and £190 by 2030.
However, running costs are expected to fall by more by 2020 (around 40% for a conventional
vehicle, equivalent to around £500 a year)
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Commercial and industry – Key messages
Commercial

– Between 2004-2013, energy bills more than doubled - mainly due to wholesale
costs.
– Low-carbon policy could increase energy bills by 10-15% to 2020 and 30-45% to
2030. Energy bills to remain broadly flat to 2020 (low-carbon costs are offset by
impact of falling wholesale costs) but rise after 2020.
– Energy efficiency savings of ~20% can offset post-2020 increases.
– An increase from direct energy-related costs of meeting carbon budgets
equivalent to 1 penny for £10 of goods & services to 2020.
Industry

– Four-fifths of energy cost rise over 2004-2013 due to wholesale costs.
– Compensated sectors could see energy costs falling in future.
– For other sectors, low-carbon policy could add on 10-15% to 2020 and 20-30%
to 2030 = +0.3% and +0.6% to total costs.
– Energy bills estimated to rise 4% to 2020 and 30% to 2030.
– Uncertainty around level of support needed and impact of EU ETS post-2020.
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Annexe – Background to The Climate Change Act 2008
and role of the Committee on Climate Change
The Climate Change Act 2008 (passed with broad cross-party support)
A statutory 2050 target for emissions reduction

Legally-binding 5-year ‘carbon budgets’
Requirement to develop policies and proposals to meet budgets
Establishes the CCC as independent advisor
CCC required to take into account impact of its recommendations on fuel poverty and
competitiveness (amongst other factors)
The Committee on Climate Change
How fast? Level of 2050 target and carbon budgets
How? Sectoral contributions, technologies and policy options
Progress? Monitoring: are we on track to meet budgets? Annual progress report to
Parliament
Prevention? Adaptation Sub-Committee

Process: Committee of eminent economists and scientists weighs the evidence
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Annexe – central estimates of increase in low-carbon
component of bills

20

