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Motivation: Energy affordability
contextualises the UK energy market’s politics

* The UK retail energy market is highly politea).

« Conservative manifesto: (a) safeguard tariff cap, (b) méestsng
Winter Fuel Payments (WFP)

« Labour manifesto: (a) emergency price cap, (b) public ownership

« Can changingnergy affordability helpis understandhese
political pressuresand earliemolicy interventions?

* Energy expenditure shareENNEXShiprovide an evidence
base for discussing the distribution @fitcomesrom the
energymarket(combined with other factors)

« Aim: Description oENEXShacross household groups and
t hrough ti me and ‘ c galicyal em
Interventions (e.g. WFP)
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Higher ENEXShr probably means
reduced welfare

Energy is price inelastic: a 10% increase in price reduces the
guantity consumed by <10%, higher prices = hiddEXShr

Energy is income inelastic: a 10% decrease in income
reduces the guantity consumed by <10%, lower income =
higherENEXShr

For example, Baker and Blundell (1991) estimate electricity
PED at1.044 t0-0.659 and YED at 0.028 to 0.278

Movements in average energy consumption support
reduced welfare after me2000s:19922004 3% increase,
20042014 28%lecrease (data from BEIS)

Deliberately focus oENEXShather than Fuel Poverty
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Key (selected) results: Unsurprising
given inelastic PED, YED

 LoWwENEXSHof early 2000s more exceptional than
current highENEXShr

* By 2014ENEXShoughly back to 1992 levels, but
average energy consumptidb+%ower

* As incomes declinENEXShyenerally increase: the
salience of energy varies systematically

* Those aged 70+ have elevateNEXShivounger
pensioners are In line with younger households
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Key results: Affordability support policies
introduced when ENEXShr low, not high

« 1992 to 200304 remarkable stability in nominal
expenditures (bills), in the following decade
expenditures double

» KeyPoliciesWinter Fuel Payments (WFP) introduced in
1997 first Fuel Povertgtrategy in 2001

*WFP' s value I ncreases dr a
iIn ENEXShfocused on pensioners not on low incomes

* Intervention potentially linked as much to government
iIdeology and election cycles as to energy affordability

«2012:12: Warm Home Di scount
support, but at possible cost of discouraging switching
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Focus on equivalised after housing
costs ENEXShr

« Data from the Living Cost and Food Survey (and precursors)
for 19922014, also 1977, 1982 and 1987

« Nationally representative sample c. 5,00(500, annual
Cross sectiomlata

« Considers household energy only (excludes petrol/diesel)

« Equivalisatiorand deducting housing costs emphasises
relative affordabilitydifferences

« De-seasonalisatiofollows methodology of Advani et al
(2013: multiple OLS regressions (separate for each year,
fuel, payment method combination) containing month
dummiesand a wide range of controls
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Data Issue: Prepayment (PPM) data involves ‘excessive
zeros’ that correlate negatively with energy expenditure

Rate of gas and electric PPM customers with zero expenditure against
median energy expenditure by PPM customers
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By the early 2000s c. 15% of all households have a PPM for gas and/or
electricity (c. 35% in the bottom income decile, 50% in social housing)
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PPM Correction: Treat ‘excessive zeros’ as
missing data and impute values

« We arguethe‘ e x ¢ e s s should betreated as’missimgta
since:

() 2013question change eliminatassue

(i) PPMspecific consumer surveys report-85% of
households topup weekly (Electricity Association, 2001;
Mummery and Reilly, 2010)

* We use OLEegressions utilising nerero PPM data to impute
energy expenditure for households reportingros (further work
IS planned re: robustness to possible sample selection issues)

 Imputation means results are upper bounds, but <10% of data
per year imputed and onlg (very)smallproportion might be
"true’ Zer os
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Imputing missing PPM observations has a
large impact

Median Total Energy Expenditures by Electricity Payment Method - 2014
Prices
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Applying the PPM correction leads to PR&/ingthe
highest average expenditure all but two years
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Main Results....ENEXShr were
unusually low in the early 2000s

Median Equivalised After Housing Costs Energy Expenditure

Shares Relative to 1992
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MedianENEXShrost-2008 is around its 1992 level.
MedianENEXShwas higher still in 1977 and 1982
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Lower income deciles have noticeably higher
ENEXShr: Energy’s salience varies with income

Median Energy Expenditures Shares by Equivalised After Housing
Costs Income Decile
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TheENEXShncrease since 20034 is greater for those on low incomes:
lowest income decile 7.3% points, top income decile 2.6% points
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ENEXShr are only consistently elevated for
those aged 70+

Median Energy Expenditures Shares by Age of Household Head

Energy Expenditure Share (%)

= 15-30yrs =@ =30-40yrs —@—=60-70yrs ==0@==70-80yrs ++® =+ 30+yrs

Energy expenditures are low for those aged 70+ suggesting total
expenditure (income) is important
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Politics: Can nominal prices explain where
we are on re-introducing price caps?

Indices of Median Energy Expenditures in Nominal and Real Terms
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Remarkable stability in nominal energy expenditures (bills) up
to 200304, then nominal expenditures (bills) double
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Focus on two key affordability
support policies: WFP and WHD

« Winter Fuel Payment (WFPhtroduced 1997, cost
rose from £0.2bn in 19998 to £1.9bn In 20084

« Social benefit (addition to income), 60+ (now 63+)
eligible for standard rate, 80+ higher rate

« Warm Home Discount (WHDARiIll rebate administered

by energy companies, ‘cor
pensioners plus ‘broader’
firms

* Introduced in 20142012 when WFP reduced, funded
via charge on energy bill
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Greater ENEXShr/affordability pressures
lead to greater support? ....Not really

Median Equivalised After Housing Costs Energy Expenditure
Shares Relative to 1992
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WHD's structure may deter switching
via disguised price discrimination

* Only large companies have to provide WHD, consumers
potentially lose rebate if switch to small entrant

 Value of rebate large relative to average savings from

switching
Il ndi vidual companies choo
group’ e.g. |l ow income, d

* Receipt automatic for core group, broader group must
apply: application process identifies those who are
more ‘acbndemore |1 kely t

« WHD eligibility correlates with some groups found to
switch less by CMA Energy Market Investigation
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Final thoughts: initial comments
on proposal to means test WFP

* A (small?) part of an electoral disaster

« ENEXSIsuggest younger (richer?) pensioners are less in
need of support than older pensioners

« Ensible starting hypothesis: £1bn on social care generates
more additional quality of life adjusted years than £1bn on

WFP

* But why still link WEP to age rather than general low
l ncome/ recei pt of benefits?
continued electoral power?

« Would politicians claim a market price cap justifies reduced
WFP support? | s regulatory
substitute for government spending?
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Al: Fuel poverty (FP) strategy as a
response to affordability pressures?

Median Equivalised After Housing Costs Energy Expenditure
Shares Relative to 1992
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Fuel poverty strategy initiated when expenditure shares low, not high.
Statistics changed and strategy altered when expenditure shares high
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A2: Raw* expenditure share movements show
greater variability across income deciles

* Raw =unequivalisedotal expenditure before deducting housing costs

Median Raw Energy Expenditures by Income Decile
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For the 2dand 39 income deciles expenditure shares p@&08
remain below those in the mid990s
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A3: The expenditure share —income
relationship varies by sector

Estimated Median Expenditure Share Spent on Different
Utilities by Total Expenditure (Proxy Income): UK 2012
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The chart above is based on raw, I.e. unadjusted, data from the
Living Costs and Food Survey in 2012
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A4: Privatisation, competition and deregulation
occur alongside falling expenditure shares

Energy Expenditure Shares Relative to 1992
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Fully deregulated energy market completed in 2002 at least a year
before the sustained increase in energy expenditure shares begins
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