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1, Current approach to funding UK low-carbon policy

• Taking climate change and achieving net 
zero requires transformation of the energy 
system & improvements in energy 
efficiency

• Policy costs are recovered by applying 
levies to household and business electricity 
and gas bills

• On average, 13% is added to total 
household bill (£132 per hh per year)



1, Current approach to funding UK low-carbon policy

• What does the levy on household bills pay for?

• The majority of the funds are used to support the 
provision of renewable energy

• A small fraction of the levy will be returned to low-
income households through improved energy 
efficiency programmes

• But…. ECO (Energy Company Obligation) and the 
Warm Homes Discount account for only 17% of the 
total



1, Current approach to funding UK low-carbon policy

• Without improved energy efficiency measures, average annual household energy bills would be £490 larger today.

• However, there is a question as to whether “fuel poor” households have benefited equally:

“...it’s unfair for the half of households living in fuel 
poverty who don’t qualify for ECO support. For these 
people, ECO is only a cost on their bills and the risk of 
fuel poverty becomes more pronounced.”
David Wetherall, Head of Policy, Energy Savings Trust



1, Current approach to funding UK low-carbon policy

• Energy provides essential “life support” for all people. 

• Services include not just space and water heating in our 
homes, power for lighting and appliances, and energy for 
cooking,  and fuel for our cars, but energy also provides 
households with their consumer goods, leisure activities, 
and other services and infrastructure 

• However, direct energy consumed by households accounts 
for just 23% of the total UK energy demand (28% of the 
household footprint).

• Households will be unduly disadvantaged if their energy 
bills are large proportion of their total spend.



1, Current approach to funding UK low-carbon policy

• Spend on gas and electricity represents a greater 
proportion of a low-income household’s income than 
highest income households. The portion of income paid 
towards low-carbon policy costs is higher for low-income 
homes 

• Households in the rural North East, women of retirement 
age living alone and households who have never worked or 
are long term unemployed contribute above average 
proportions of their income towards energy policy

• Households comprised of two adults with no children and 
households with residents in managerial occupations 
contribute the least



1, Current approach to funding UK low-carbon policy

• When designing a household tax for funding low-carbon policies, there are a number of concerns to be addressed 
and decisions to be made. 

• Firstly, the tax should be designed not to be regressive 

• Secondly, should the tax cover the complete impact of household consumption or focus solely on direct energy use 
in the home? 

• Thirdly, should energy consumption, carbon emissions or some other measure be used to differentiate the amount 
households should pay? 

• And finally, there should be a robust mechanism in place for implementing the taxation system.



1, Current approach to funding UK low-carbon policy

We calculate the proportion of total disposable income paid by each household towards low-carbon policy 
under three options:

• Option 1: The current approach, where households pay 13% of their gas and electricity bills towards 
funding low-carbon policy;

• Option 2: Household energy footprint approach, where household contributions to low-carbon policy 
funds are weighted by the household’s total energy service demands calculated from their household 
energy footprint;

• Option 3: General taxation approach, where household contributions to low-carbon policy funds are 
weighted by the household’s contribution to total UK income tax



2, Polluter pays approach to funding UK low-carbon policy

• The highest income homes use 1.9 times the domestic gas 
and electricity of the lowest income. This means that they 
pay 1.9 times the contribution towards policy costs while 
using nearly five times the complete energy service 
demands 

• By calculating the complete energy use according to the 
expenditure patterns of household types we data which 
reveals what these households would contribute towards 
low-carbon policy costs if the levy was based on a polluter 
pays principle
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2, Polluter pays approach to funding UK low-carbon policy

• Around half of UK household income groups 
would see their contribution falling. The 
lowest income households would see their 
annual contribution fall from an average of 
£114 pounds per year to £86. 

• The highest income households would 
increase their payments from an average of 
£198 to £288
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3, General taxation approach to funding UK low-carbon policy

• An income tax-based approach demonstrates the 
distributional effects of including low-carbon policy 
costs in general taxation 

• Many of the lowest income households are exempt 
from paying towards policy costs. 

• The highest income households would now contribute 
£656 per year (0.58% of their annual income). 
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4, Conclusions

• The general taxation approach (option 3) would reduce 
costs for around 65% of UK households 

• The polluter pays approach (option 2) remains regressive 
because lower income households are still paying a higher 
contribution of their income towards the low-carbon policy 
than higher income households. This is due to lower 
income households having a more energy intensive basket 
of goods 

• The general taxation approach is more progressive and we 
see higher proportion of income payments the more 
income a household earns. 
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4, Conclusions

• It is critical that in meeting statutory carbon targets, undue burdens of responsibility are not placed on the many 
households in the UK that struggle to meet basic needs. 

• The current system is inequitable. To ensure public support for climate change, it is essential that regressive policies are 
avoided and that a “just” transition in achieved. 

• It is clear that there is a need for practical and simple approaches to funding energy policy costs that are easy to 
administer and are equitable.

• While none of the funding policies explored offer a “perfect solution” in terms of distributional impacts, raising the 
funds through general taxation offers a fairer approach in principle



4, Reading and Further Work
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