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Government Response to the 
Fourth Report of the Lords 
Economic Affairs Select 
Committee, Session 2007–08 

THE ECONOMICS OF RENEWABLE ENERGY 

The House of Lords Select Committee on Economic Affairs published its 
report “The Economics of Renewable Energy” on 25 November 2008. The 
Government’s covering letter and response is printed below in the Appendix. 
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APPENDIX 

Letter to the Chairman from Mike O’Brien QC MP, Minister of State, 
Department of Energy and Climate Change dated 23 January 2009 

Thank you for sending a copy of your report into the economics of renewable 
energy. 

I am grateful for the work of your Committee in preparing such a timely and 
important report. Increasing the use of renewable energy is an important part of 
our overall strategy to tackle the challenges of energy security and climate change. 
We will shortly be publishing a summary of responses to last year’s consultation on 
the Renewable Energy Strategy. We will outline Government policy on all of the 
areas covered by the Committee’s report in the final Strategy later in the spring. 

In the meantime, please find attached individual responses to all of the 
Committee’s recommendations. 

GOVERNMENT RESPONSE TO THE FOURTH REPORT OF THE 
LORDS ECONOMIC AFFAIRS SELECT COMMITTEE, SESSION 2007–08 

Introduction 

1. The purpose of this memorandum is to provide a response to the House of 
Lords Select Committee on Economic Affairs report on ‘The Economics of 
Renewable Energy’, published on 25 November 2008. 

2. The Government welcomes this important and timely report and broadly agrees 
with the Committee’s recommendations. Since the Committee began its inquiry 
the Government has created the new Department of Energy and Climate Change 
to tackle the challenges of energy security and climate change. The key objectives 
of the Department are to ensure our energy supply is secure, affordable and 
efficient, to bring about the transition to a low carbon Britain, and to achieve an 
international agreement on climate change in Copenhagen in December 2009. 

3. We have since adopted a statutory target to reduce greenhouse gas emissions by 
80% by 2050 and signed up to the EU 2020 Climate Change Package, including 
the Renewable Energy Directive. This means we need to move to a low carbon 
economy in which we use energy far more efficiently and promote a diverse mix of 
low carbon energy sources, including renewables, nuclear and carbon capture and 
storage. We therefore agree with the Committee on the need to maintain a stable 
investment framework for a diverse mix of large-scale, low carbon power 
generation, including nuclear power and carbon capture and storage, as well as 
smaller scale generation. We established the Office for Nuclear Development in 
September to facilitate new nuclear investment in the UK and we are running a 
competition to develop the UK’s first full-scale carbon capture and storage 
demonstration. 

4. We also agree that we need to promote the opportunities for renewable heat as 
well as renewable electricity. We will be consulting on measures to help 
decarbonise the heat sector, early in 2009. In addition, Parliament approved 
powers in the Energy Act 2008 to enable Government to develop a financial 
support mechanism to incentivise the deployment of renewable heat technologies. 

5. We remain committed to a near ten-fold expansion in the use of renewable 
energy over the next 11 years and consulted last summer on a package of measures 



 GOVERNMENT RESPONSE 5 

to deliver this. We believe the UK’s 15% renewable energy target is achievable, but 
agree that it is extremely challenging, particularly in the current global economic 
conditions. We also agree that meeting the target will involve difficult trade-offs 
and costs and we are determined to adopt the most cost-effective approach 
possible. There will be an effect on fuel prices for all energy users over the longer 
term, and whilst our estimates project smaller increases to household energy bills 
than those outlined in the Committee’s report we will need to mitigate the impacts 
on consumers. We will shortly be consulting on a range of new and enhanced 
energy efficiency measures that will help promote cost-effective savings across the 
country. 

6. It is also however important to recognise what these costs are paying for: a 
reduction in the risk of catastrophic climate change and dangerous energy 
insecurity. The Stern Review showed that the damage caused by global climate 
change could cost five times more than the cost of actions to stabilise global 
emissions by 2050. So the Government believes strongly that the cost of meeting 
our renewables target should be seen as an investment to avoid much higher costs 
to the economy in the longer term. Increasing our use of renewable energy could 
also bring significant benefits in terms of security of supply and business and 
employment opportunities: 

7. We note the Committee’s particular concern about the costs and intermittent 
nature of wind power. Like many other emerging technologies, many renewable 
energy sources including wind power are more expensive than their conventional 
counterparts and so require financial support. We do however anticipate that 
technological advances are likely to help bring down the cost of renewable 
technologies in the future. Indeed, this is a key rationale for supporting them. 
Wind power will play an important role, alongside other renewable technologies, 
in providing a diversity of low carbon energy sources. Wind power does require 
flexible ‘back up’ generating capacity to smooth the effects of intermittency, but it 
will still deliver a reduction in the level of output from conventional fossil fuel 
generation. The transition to increased levels of variable wind generation will be a 
gradual one and we expect the impacts of intermittency to be manageable within 
the current market framework. 

8. The Government’s consultation on a Renewable Energy Strategy closed last 
September. We will publish responses to this consultation in February with the 
final Strategy following later in the year. 

Responses to conclusions and recommendations 

Response to paragraph 232 of the Report 

We cannot consider renewable energy in isolation from the rest of the UK 
energy system and we support measures to include nuclear plants as an 
essential element of the UK’s energy mix. 

The Government agrees that we cannot consider renewable energy in isolation 
from the rest of the UK energy system. Our key energy policy challenges are to 
tackle climate change and ensure a secure supply of affordable energy. To meet 
these challenges, we are already acting to develop a diverse low-carbon energy mix 
including renewables, nuclear power and carbon capture and storage, and to 
promote energy efficiency and demand reduction. 
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Response to paragraph 233 of the Report 

The cost of electricity from onshore wind farms at good locations would 
only be comparable with that from fossil fuel generators when the prices of 
oil, gas and coal are very high or allowance is made for the price imposed 
for carbon emissions permits (effectively a tax). It is more expensive than 
nuclear generated power—base cost 7 pence per kWh, as opposed to 
around 4 pence per kWh for the other technologies. Offshore wind, 
biomass, wave and tidal power are even more expensive. And these 
estimates exclude the additional costs of integrating more renewable 
generation into Britain’s electricity grid. 

We accept that most renewable electricity technologies currently need financial 
support to make them cost competitive with conventional fossil fuel generation. 
We also accept that meeting our share of the EU 2020 target will involve difficult 
trade-offs and costs. 

However, we believe that there are greater benefits to tackling climate change and 
increasing the diversity of our energy mix, when compared with the high cost of 
trying to deal with them later. As the Stern report identified, we need interventions 
to develop the low-carbon technologies that the market needs to reduce carbon 
emissions. This will also help to lower costs over time. 

Response to paragraph 234 of the Report 

Future developments depend upon many variable factors But it seems 
clear that the base costs of generation of electricity from onshore wind are 
likely to remain considerably higher than those of fossil or nuclear 
generation and that costs of generation of marine or solar renewable 
electricity are higher still. We hope that the Energy Technologies 
Institute’s work will yield technological advance and lower costs. The 
Government should consider, perhaps in collaboration with others, 
offering a substantial annual prize for the best technological contribution 
to renewable energy development. 

The Government shares the hopes of the Committee with regard to the work of 
the Energy Technologies Institute. 

We recognise that prizes, which reward the achievement of specific objectives, can 
help to raise the profile of specific innovation challenges and that they can 
encourage new people—and hence ideas—to enter a sector. 

Prizes are one way of encouraging innovation but there is a range of others which 
we use. Expenditure by the Research Councils on energy related research has 
more than trebled since 2003–4 and is more than £90m currently. The 
Government is also working closely with the private sector, including through the 
Energy Technologies Institute, the Technology Strategy Board and the Carbon 
Trust, to accelerate the commercialisation of low carbon technologies. We are also 
providing direct financial support for the demonstration of these technologies 
through the Environmental Transformation Fund. 

Response to paragraph 235 of the Report 

Although their declared purpose is to improve the environment, it is clear 
that renewable energy installations can also have adverse environmental 
impacts which the Government should bear in mind as it weighs the 
benefits and costs of expansion of renewable generation. 
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There is a number of mechanisms in place to ensure that any application to build a 
renewable energy installation either onshore or offshore considers the potential 
negative and positive environmental impacts of the project, and that these are 
taken into account in reaching a decision on the application. For instance, the 
Government has made clear in Planning Policy Statement (PPS) 22 the need to 
take account of the possible environmental impacts of onshore renewable energy 
developments in terms of landscape and visual effects 
(www.berr.gov.uk/energy/sources/renewables/planning/policy-uk/page18653.html) 

Offshore, the Government has taken forward the development of the wind sector 
in a strategic manner by undertaking a high level Strategic Environmental 
Assessment (SEA) of potential impacts across a large area of the marine 
environment (www.offshore-sea.org.uk), as well as providing guidance in relation 
to the assessment of potential offshore renewable energy installations. Both 
onshore and offshore, individual projects need to undertake specific environmental 
assessments (in accordance with relevant legislation) that provide an analysis of 
potential impacts across a wide range of potential receptors. 

The Government therefore considers that, in taking decisions on renewable energy 
projects, local environmental impacts should be considered alongside their wider 
benefits of reducing greenhouse gas emissions and improving security of supply. 

Response to paragraph 236 of the Report 

Fluctuations in wind speed lead to short term changes in electricity output 
from wind farms. Greater use of wind power and other intermittent 
renewable sources therefore requires more backup generation capacity to 
respond very quickly to, for example, reductions in the output of wind 
turbines when the wind drops. But the technical challenges and costs of 
backup generation on a scale large enough to balance an electricity system 
with a high proportion of intermittent renewable generation are still 
uncertain. Whereas the highest share of intermittent renewable electricity 
now being generated in Europe is 15% in Denmark, the UK is expected to 
reach a share of some 30%–40%. We recommend that the Government 
should ensure that further work is carried out to clarify the costs and 
encourage development of technical solutions to deal with intermittency. 

The Government does seek to achieve in the region of 30% renewable electricity 
by 2020 but not all of this will come from intermittent sources. National Grid is 
now taking forward a study that will look at future operation of the grid and will 
consult on this in Spring 2009. DECC is also participating in a Poyry study with a 
number of energy companies on the market impacts of intermittency which will 
provide scenarios to asses the likely demands on grid balancing and the costs. 

Response to paragraph 237 of the Report 

The need to part-load conventional plant to balance the fluctuations in 
wind output does not have a significant impact on the net carbon savings 
from wind generation. 

We agree with the Committee on this point. [DN: this refers an argument made to 
the Committee by a witness from the Renewable Energy Foundation (Campbell 
Dunford) who claimed that any carbon savings from wind power were offset by 
the need to run conventional (and flexible) fossil fuel plant at part load to balance 
the fluctuations in wind output (e.g. balance supply and demand when the wind is 
blowing less) The Committee disagreed with this argument]. 
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Response to paragraph 238 of the Report 

If some 30 GW of additional (Ev Q 487) renewable capacity were required 
to meet the EU’s 2020 target for the UK a further 14–19 GW of new fossil 
fuel and nuclear capacity will still be needed to replace plants due to close 
and meet new demand. The total new installed electricity generating 
capacity required by 2020 would thus be roughly double the level needed if 
renewable generation were not expanded. Investment in renewable 
generation capacity will therefore largely be in addition to, rather than a 
replacement for, the massive investment in fossil-fuel and nuclear plant 
required to replace the many power stations scheduled for closure by 2020. 
The scale and urgency of the investment required is formidable, as is the 
cost. 

The scale of investment, and the timescale within which it is needed, is of course 
challenging, particularly given the current investment climate. 

Modelling analysis for the Energy White Paper 2007 (i.e. before the EU2020 
renewable energy target) , projected a need for 20–25GW of new generating 
capacity by 2020 to replace expected closures of coal (about 11GW) and nuclear 
power stations (about 7GW) and to accommodate growth in demand. 

The renewable energy target changes this assessment. The target can be met in 
different ways, depending on the contributions from each of the electricity, heat 
and transport sectors and on measures to reduce overall energy demand. One 
possible scenario would imply around 32% of renewable electricity by 2020, which 
is the scenario published in the Renewable Energy Strategy consultation 
document. Modelling undertaken by Redpoint et al for the Government 
(http://renewableconsultation.berr.gov.uk/related_documents) suggests that, in this 
scenario, some 30GW of new renewable capacity and a further 17GW of new 
conventional capacity would be needed by 2020. 

In total, the new renewable and conventional capacity is roughly double the 2007 
Energy White Paper projection. So, by 2020, we project we need to have slightly 
lower conventional generation capacity than today, although most of it will on 
average be operating for fewer hours each year as electricity generated by 
renewable sources are used first. Analysis by Redpoint suggests that in the context 
of the renewable energy target, investment in conventional generation capacity 
should continue to be profitable as there will be sufficient occasions when demand 
cannot be met by renewable electricity alone and wholesale electricity prices rise 
sufficiently for conventional generators to make a return. 

Response to paragraph 239 of the Report 

A breakthrough in cost-effective electricity storage technology would help 
solve the problem of intermittency and remove a major stumbling block to 
wider use of renewable energy in the longer term. However, no evidence 
we received persuaded us that advances in storage technology would 
become available in time materially to affect the UK’s generating 
requirements up to 2020. We recommend that the Government should as a 
matter of urgency encourage more research, development and 
demonstration in energy storage technologies. 

There is already a total of around 2.8 GW of pumped storage capacity located in 
Scotland and North Wales, and the development and commercialisation of new 
electricity storage technologies could provide additional options for managing our 
electricity system. Managing a significant increase in variable renewable generation 
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such as wind is not expected to present any insurmountable technical challenges, 
but it will result in an increase in the cost of ensuring that the grid is kept ‘in 
balance’ 

Research into new energy storage technologies such as batteries, flow cells and fuel 
cells has been supported under Government funded innovation programmes for 
several years and continues through the Technology Strategy Board (TSB) which 
is currently providing around £1.2 million to support ongoing research projects. 
The Energy Technologies Institute is now developing a Networks Programme that 
is expected to include R&D into storage technologies. 

Response to paragraph 240 of the Report 

Our calculations suggest that the total extra annual cost of increasing the 
share of renewables in electricity generation from 6% to 34% in 2020 would 
be £6.8 billion or an extra 38%—the equivalent of an extra £80 a year for the 
average household. Emissions of carbon dioxide would be reduced by 52 
million tonnes a year—in 2007, the UK’s emissions were 544 million 
tonnes. This implies that the additional cost is about £130 per tonne of 
carbon dioxide emissions avoided. 

Increasing renewable energy will have a cost, but we believe that there are greater 
benefits to tackling climate change and increasing the diversity of our energy mix, 
when compared with the high cost of trying to deal with them later. We will ensure 
that our policies represent the most cost-effective approach. 

The Government has estimated the resource cost of achieving 32% renewable 
electricity at £2bn to £2.5bn in 2020. This takes account of the cost of balancing 
and additional offshore connection charges, and is net of the cost of alternative 
(fossil fuel) generation, and the EU ETS carbon price. Precise costs will depend 
on the technology mix of renewable (and other) generation in 2020, and other 
assumptions, such as fossil fuel prices. Costs are based on 2008 prices and are 
discounted. 

We estimate that the reduction in carbon emissions in 2020 from 32% renewable 
electricity would be around 45 to 50 MtCO2 a year, and the cost per tonne of 
CO2 (including the cost of carbon allowances) would be £55 to £70 in 2020. All 
these savings would of course fall within the EU Emissions Trading Scheme cap. 
There will be estimated additional savings of 20 to 25 MtCO2 outside the ETS 
from the heat and transport sectors in 2020. 

There is a number of other benefits to be gained from increasing the amount of 
renewable energy in the UK—including security of supply and business benefits as 
well as investment in renewable technologies and experience of technology 
development for the longer term. 

Response to paragraph 241 of the Report 

Ofgem is required to use competition wherever appropriate. We are 
concerned that the use of competitive tenders implies a piecemeal 
approach to building the networks of wires and cables required to connect 
offshore wind farms to the electricity grid, and that as a result the 
programme could become overly complex and costly. We recommend that 
Ofgem implements the new system in a way that allows a coordinated 
approach for organising grid connections to offshore wind farms. 
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The Government agrees that Ofgem should implement the new offshore 
transmission system in a way that allows a co-ordinated approach for organising 
grid connections to offshore wind farms. We believe that the proposed offshore 
transmission licensing regime that we are currently developing, with competitive 
tenders run by Ofgem to determine who should be licensed as Offshore 
Transmission Owners (OFTOs), will provide opportunities for new market 
entrants and attract the necessary investment to deliver cheaper and timelier 
connections for offshore generators. 

To ensure effective co-ordination of the onshore and offshore grid, Ministers have 
already announced their intention to extend the role of National Grid as GB 
System Operator offshore. The zonal approach that The Crown Estate is taking to 
the development of its Round 3 offshore wind leasing will also enable a more 
strategic approach to the expansion of offshore wind, including investment in grid 
infrastructure. 

DECC and Ofgem have been working closely with The Crown Estate to ensure 
that the approach to the development of offshore renewables and associated grid 
infrastructure is compatible and delivers the most economic and efficient network 
infrastructure from offshore renewable generation. The Government believes that 
our proposals are sufficiently flexible to accommodate existing and future projects. 
Under our proposals National Grid will be able to make connection offers based 
on a single project; a phased project; and a group of separate projects. 

We have further proposed that generators will have the choice of which OFTO 
tender window to enter following their onshore connection application/offer. This 
should help ensure that the grid can be developed in a co-ordinated way, based on 
the needs of generators. 

The Crown Estate published on 18 December 2008 a study undertaken by 
Senergy Econnect and National Grid looking at the potential for offshore grid 
connections for Round 3 wind farms. Following publication of the report The 
Crown Estate said that it believed the co-ordination and planning to achieve 
offshore transmission infrastructure can be accommodated within the offshore 
transmission licensing regime. 

Response to paragraph 242 of the Report 

We welcome measures to organise better the queue of renewable 
generation projects awaiting connection to the electricity grid. They should 
reduce delays in connecting viable generation projects and push back 
schemes unlikely to get off the ground. 

The Government welcomes the Committee’s endorsement of the measures being 
taken to organise better the queue of renewable generation projects awaiting 
connection to the electricity grid. 

Response to paragraph 243 of the Report 

We consider that the current system of Transmission Use of System 
charges sends broadly appropriate signals of the costs of locating 
generators at different points on the system. 

The Government welcomes the Committee’s support for the current system of 
Transmission Use of System charges. 
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Response to paragraph 244 of the Report 

Greater interconnector capacity with the Continent would reduce, but not 
solve, the problems of intermittent renewable generation. 

The Government agrees that wider interconnection with mainland Europe could 
have an important part to play (alongside other measures) in managing the 
impacts of intermittency, and increasing the security of supply more generally by 
providing access to generation outside the UK. We support interconnection with 
the rest of Europe and there is a number of interconnector projects currently 
under consideration by developers. 

Response to paragraph 245 of the Report 

Harnessing renewable sources of heat is often cheaper than for electricity 
generation and offers a larger target area, as heat accounts for double the 
final energy demand of electricity. There is no intermittency problem with 
renewable heat. We recommend that the Government should lay at least as 
much emphasis on encouraging the development and use of renewable 
heat as on renewable electricity generation. 

The Government recognises the importance of encouraging the development and 
use of renewable heat, which has a significant potential to make a large and cost-
effective contribution towards meeting our targets on renewable energy and carbon 
emissions, alongside renewable electricity and transport fuels. The Renewable 
Energy Strategy consultation set out a scenario of increasing renewable heat 25-
fold over the next 11 years. 

The recent Energy Act 2008 gives the Government legal powers to establish a 
financial support mechanism for renewable heat in the form of a Renewable Heat 
Incentive (RHI). This followed the Consultation on a Renewable Energy Strategy 
published by the Government last June. 

We expect to consult further on the RHI during 2009. 

Response to paragraph 246 of the Report 

We share the concerns raised in the Gallagher Review about existing 
biofuels. Steps should be taken towards developing second generation bio-
fuels as soon as possible. Until the costs of carbon emissions reduction 
through biofuels come down we recommend that the Government should 
not seek to increase further the use of biofuels. 

Biofuels do have a role to play in a sustainable, low carbon transport system. This 
is why we propose to support sustainable biofuels, slowing the rate of increase of 
biofuels in the short term, rather than stopping the rate of increase completely. 
The Department for Transport has launched a consultation to slow the rate of the 
RTFO (Renewable Transport Fuel Obligation) in line with the recommendations 
of the Gallagher Review. Any changes made in response to the consultation would 
be implemented in 2009. 

The Renewable Energy Directive (RED) has now been agreed and sets a 10% 
target for renewable in transport, which the UK supported on condition that the 
biofuels policy was subject to a rigorous review in relation to biofuels sustainability 
and cost effectiveness, and that the indirect effects of were adequately addressed. 
A review of the policy is set for 2014, and the commitment by the Commission to 
propose measures to address the indirect effects in 2010 was achieved. 
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Steps have already been taken to ensure that the evidence base to make sound 
decisions on future biofuels policy is in place, including the formation of a biofuels 
research steering group. We will continue to engage with international partners 
and the scientific community to ensure that evidence is gathered that will feed into 
the debate in Europe and globally on how to encourage the production of 
sustainable biofuels. 

Incentivising the biofuels that will deliver high greenhouse gas savings and good 
sustainability credentials in a cost effective way is a priority, and we believe that 
part of the answer is to encourage new technologies that are likely to deliver these 
objectives. The RED includes a requirement for biofuels made from lignocellulosic 
and waste materials to be counted double for meeting the renewable transport fuel 
target. 

Response to paragraph 247 of the Report 

It is clear that, although the cost of the technology for carbon capture and 
storage (if and when it becomes a practical possibility) is inevitably highly 
speculative, it will always be more expensive than large-scale carbon-
based energy without CCS. 

Carbon Capture and Storage (CCS) is an add-on technology to large-scale 
carbon-based (i.e. fossil fuelled) energy plant and therefore inevitably will entail 
additional cost. However, this is a comparison based on a zero price for carbon 
emissions. When the cost of carbon emissions is internalised, for example through 
the European Emission Trading Scheme, CCS cost could in the future become 
cost competitive with unabated carbon energy. 

Response to paragraph 248 of the Report 

It seems clear there would be little investment in renewable energy without 
substantial Government support and that a 15% target would not be met 
without it. 

The Government agrees that substantial support will be needed in order to reach 
the 15% target. We are already providing much support through existing financial 
and non-financial measures, and the Renewable Energy Strategy will set out 
further measures to meet our targets. 

Response to paragraph 249 of the Report 

We note the evidence that the cost per kWh of renewable electricity 
supported by the Renewables Obligation has been significantly higher than 
the amounts paid via feed-in tariffs abroad, and that much of the excess 
has been due to other differences in the environment for renewable 
generation, particularly in the planning system. However, given investors’ 
need for a predictable framework, it seems right to retain the Renewables 
Obligation, if it is desired to continue increasing generation of electricity 
from renewable sources. 

The Government agrees that the Renewables Obligation (RO) is the right 
mechanism for supporting large scale generation and that continuity of support is 
key to investor confidence. Our recent announcement of an extension of the RO 
from its current end date of 2027 to at least 2037 confirms our commitment to the 
RO. We also agree that much of the cost differential between countries is due to 
issues other than the type of support mechanism. 
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Response to paragraph 250 of the Report 

We are not persuaded that the wish of concerned citizens to make their 
own contribution to emissions reduction is an adequate justification for a 
public subsidy for micro-generation. 

The Government agrees that the justification for public subsidy is not simply the 
wish of concerned citizens to make their own contribution to emissions reductions, 
although this is part of the justification. As outlined in the Government’s 2006 
Microgeneration Strategy, Microgeneration technologies potentially have much to 
offer in helping us to achieve our objectives of tackling climate change, ensuring 
reliable energy supplies and tackling fuel poverty. 

As well as providing low carbon energy to homes and small commercial buildings, 
microgeneration can provide the same service to community buildings, such as 
leisure centres and schools. In such premises, not only does the microgeneration 
installation help to reduce carbon emissions; it can also help to educate and inform 
communities about energy and, hopefully, persuade people to reduce their own 
carbon footprint. This is why the Government has provided support specifically to 
microgeneration technologies through Phase 1 and 2 of the Low Carbon Buildings 
Programme and the Renewables Obligation, which will double its support for 
microgeneration from the 1 April 2009. We have also taken powers in the Energy 
Act 2008 to enable the introduction of a system of feed-in tariffs which will 
provide guaranteed prices for small scale low carbon electricity generation. We aim 
to implement the system in 2010. 

Response to paragraph 251 of the Report 

The returns from micro-generated electricity look too small and 
uneconomic for the Government to support. But the gains from 
households using microgenerated heat look much more promising. 
Government policy should focus instead on households generating 
renewable heat and on schemes that use renewable heat on a larger scale, 
such as those covering a housing development, or group of public 
buildings. 

The Government believes that there is a case for supporting micro-electricity as 
per the response above, but we agree that there is greater potential for small scale 
renewable heat generation. This is why, through the Energy Act 2008 the 
Government took powers to introduce a Renewable Heat Incentive to encourage 
renewable generation of heat at all scales. 

Response to paragraph 252 of the Report 

On the evidence submitted to us, renewable electricity is clearly more 
expensive than fossil fuel-fired and nuclear generation and leads to higher 
energy bills for consumers and businesses. We estimate that a household 
which consumes the average amount of electricity will have to pay in 2020 
about £80 extra a year. The Government will need to take higher costs on 
board in framing its policies towards fuel poverty, noting the high 
correlation between fuel poverty and poorly-insulated homes. 

We agree that renewable electricity is generally more expensive than conventional 
energy sources and that our policies to encourage renewable energy deployment in 
line with our 2020 goals will add further to energy bills, largely after 2015. We 
published our estimates of the impact of measures to increase deployment of 
renewable electricity in the Renewable Energy Strategy consultation last June. 
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These estimates, based on a scenario where renewables make up 32% of our 
electricity capacity, and assuming fossil fuel price assumptions consistent with 
$70/bbl, indicate that domestic annual electricity bills are likely to rise by £32 to 
£53 in 2020–2024. 

We agree it is likely that this will add to the challenges of combating fuel poverty. 
We are committed to a climate change policy that is fair and this means protecting 
the most vulnerable. Building on the energy savings package announced by the 
Prime Minister last September, we will shortly be consulting on a Heat and Energy 
Savings package, including a range of measures to help low income and elderly 
households improve the energy efficiency and heating systems in their homes. We 
also continue to work with Ofgem to root out unfair pricing practices and explore 
what more we can do, for example, on improving social tariffs. 

Response to paragraph 253 of the Report 

We call on the Government to look afresh at the UK’s research effort into 
renewables and to consider what more might be done, in a global context, to 
promote more, and more focussed, research across a range of technologies 
leading to new, effective and economical ways to reduce carbon emissions. 

We are supporting energy research and related training through the Research 
Councils. This has risen steadily in recent years—expenditure will be nearly 
£300m over next three years, up on around £200m over the previous Spending 
Review period. A significant proportion of this relates to “renewable energy”. 
Through the establishment of the Energy Technologies Institute (ETI), we are 
working with the private sector to increase the level of investment in the R&D 
necessary to develop the most promising low carbon technologies and solutions, 
and to help accelerate their deployment. 

We have also established a business led Technology Strategy Board, which has an 
important leadership role to play in stimulating business R&D and innovation in 
those areas which offer the greatest scope for boosting UK growth and productivity. 
The Technology Strategy Board is expanding its portfolio in areas relating to the 
low carbon and renewables agenda through a range of mission oriented initiatives 
including Innovation Platforms in Low Impact Buildings and Low Carbon Vehicles. 
Both of these are examples of the Technology Strategy Board coordinating public 
sector support for R&D, and aligning it with market shaping measures in the form of 
Government procurement and the regulations, to create the conditions that position 
the UK at the heart of new low carbon economy. 

The Energy Research Partnership (ERP) is helping to drive increasing dialogue 
and cooperation between ETI, TSB and the Carbon Trust at strategic and 
programme levels, to maximise the impact and coherence of aggregate 
investments. The ERP is undertaking strategic analysis to enable us to position 
UK activities in the international arena and ensure that UK can benefit from 
additional value of international activities 

Research Councils UK has developed an international research strategy which strongly 
encourages high quality research collaboration around the world. RCUK has recently 
established offices in Washington, Beijing and Delhi which will help in forging 
collaborative working in priority areas such as energy research. Research Councils 
already have good international links in energy research such as the EPSRC’s 
partnership in the EU Bioenergy Network of Excellence and they will use these as a 
basis for taking forward research in the global context. The UK Government has and 
will continue to contribute to the development of EU Framework R&D priorities 



 GOVERNMENT RESPONSE 15 

which include energy research and there are now major programmes in this area such 
as the €800m Joint Technology Initiative on fuel cells and hydrogen. 

The Technology Strategy Board will publish its European and International 
Strategy during the first part of 2009. This will focus on increasing the global 
competitiveness of UK business through encouraging business engagement in 
Europe, particularly through EU initiatives such as the Framework Programme, 
EUREKA and other EU activities where the Technology Strategy Board considers 
there is benefit for UK business. The Technology Strategy Board will also look 
beyond Europe, to identify and prioritise countries and sectors where UK 
businesses could benefit from collaborative working and building partnerships. 

Response to paragraph 254 of the Report 

We recognise that power companies need a streamlined planning system to 
approve or reject projects more quickly. But local and national concerns 
about environmental degradation must also be addressed. It is important 
to ensure that the planning system adequately assesses the costs to local 
communities and the balance between national priorities and local 
decision-making. The Government should also examine how far local 
communities share in the economic benefits created by wind farm 
deployment and other renewable projects. 

The processes set out in the Planning Act 2008 will ensure that when applications 
for nationally significant infrastructure projects come forward, there will be a 
proper consideration of the impacts on the environment and local communities 
and that the balance between national and local priorities will be properly assessed. 

Under the Planning Act 2008 the new Infrastructure Planning Commission will 
take decisions on applications for development consent for nationally significant 
infrastructure within the legislative framework set by Parliament and a policy 
framework set by Government in National Policy Statements. In setting out the 
national case for infrastructure development in the National Policy Statements, 
ministers must do so with the objective of contributing to the achievement of 
sustainable development—that is, integrating environmental, social and economic 
policy objectives. National Policy Statements will also have to take into account all 
relevant domestic and European law. 

To ensure that there is an appropriate balance between national priorities and 
local decision-making, local authorities have a strong role in the new process. In 
particular, they will be statutory consultees under the new regime. They will have a 
key role providing advice to ministers about on how the local community should 
be engaged where National Policy Statements are location-specific. They will also 
have an important role at the pre-application stage by helping to ensure promoter 
consultation on project proposals is up to the job and a central role in assessing the 
local impacts of a project and advising the Infrastructure Planning Commission on 
these. When the Infrastructure Planning Commission is deciding whether to grant 
or refuse development consent, it must have regard to any report on the local 
impacts of the application submitted by a relevant local authority. 

Renewable energy projects, particularly wind farms, make a significant 
contribution to our national objectives of averting climate change and ensuring 
energy security, but the Government recognises that they can in some cases be 
seen by individuals in local communities living near them as having a negative 
impact while delivering benefits to society at large. In the recent Renewable 
Energy Strategy consultation, the Government raised a series of questions on this 
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issue. We set out for comment measures that could be taken by Government to 
make meaningful community benefit more routine and systematic in UK 
renewable energy projects. None are firm proposals. 

The Government has taken powers in the Energy Act to enable the introduction of 
a system of feed-in tariffs which will provide guaranteed prices for small scale low 
carbon electricity generation. We hope that such tariffs would enable projects at 
the community level (in addition to those at household level) to come forward, 
and we will be taking this type of community-led proposal into account as we 
consider the design of the tariffs system which we aim to implement in 2010. 

The Government’s existing policy regarding planning obligations (or section 106 
agreements) is clear on this issue, as set out in Circular 05/05. Planning obligations 
are not intended to be used purely as a means of securing for the local community a 
share in the profits of development, i.e. as a means of a “betterment levy”. 

It is common in the UK for wind farm developers to provide community payments 
once the wind farm is operational, and the Government has published best 
practice guidance setting out a range of ways that communities can benefit from 
wind farm development in a transparent and routine way. This can be downloaded 
from our website at 
http://www.berr.gov.uk/whatwedo/energy/sources/renewables/policy/renewables-
advisory-board/community-involvment-wind/page34406.html. 

We have also published several studies examining how to increase community 
ownership of renewable energy and a protocol for community engagement in wind 
development. This includes a report to the Renewables Advisory Board (RAB) and 
the DTI on Community benefits from wind power: a study of UK practice and 
comparison with leading European countries 
(http://www.berr.gov.uk/files/file20497.pdf). 

Response to paragraph 255 of the Report 

We endorse the Government’s objective of ensuring a secure, reliable and 
affordable supply of energy. 

We welcome the Committee’s endorsement. 

Response to paragraph 256 of the Report 

The Government is right in stating that a portfolio of policies is needed to 
achieve this objective, if we are also to bring about reduced carbon emissions. 
Against a background of developing technologies and uncertain costs, the 
Government will need to give a firm lead, with clear priorities and realistic 
objectives, while maintaining the stable framework needed by investors in the 
context of the long lead times needed by many energy projects. 

The Government agrees—the Renewable Energy Strategy will set out clear 
priorities and objectives, and a clear long-term framework for investors. 

Response to paragraph 257 of the Report 

We recognise that the Government has committed the UK to contribute to 
the EU target of 20% renewable energy by 2020 and that a target of 15% for 
this country is envisaged. But the bulk of the evidence presented to us casts 
doubt whether, under current policies and with current resources, it will 
be feasible to increase the share of renewable energy so much in the UK 
over the time available. This is especially so, as most of the growth is 
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expected to occur in power generation, which represents only a fifth of the 
UK’s energy use, and that this growth will be largely in addition to the 
substantial replacement programme of old conventional and nuclear plant 
that has to take place over the same time period. 

We believe that the measures set out in our Renewable Energy Strategy consultation 
document do have the potential to meet the 15% renewable energy target. We agree 
that it is an ambitious target, particularly in the timescale. It will require us to tackle 
successfully a number of key obstacles and the market to respond swiftly. There are 
of course no guarantees of success but following the consultation we will produce a 
Strategy which will have the potential to reach 15% by 2020. We will continuously 
monitor progress to assess whether further action is necessary. 

Response to paragraph 258 of the Report 

We are also concerned that determination to meet the target may lead to an 
over-emphasis on promoting short-term options, simply because they are 
available, rather than because they offer the most effective and economical 
means of reducing carbon dioxide emissions over the longer term. 

In developing the Renewable Energy Strategy we are looking to ensure that our 
policies are appropriate for the longer term. We are actively supporting the 
research, development and demonstration of a variety of low carbon technologies, 
including through the Environmental Transformation Fund and a trebling of 
expenditure—since 2001—to support academic research through the Research 
Councils. Many of these technologies will make a significant contribution to our 
longer term goal of decarbonising the power sector. 

Response to paragraph 259 of the Report 

We have a particular concern over the prospective role of wind generated 
and other intermittent sources of electricity in the UK, in the absence of a 
breakthrough in electricity storage technology or the integration of the UK 
grid with that of continental Europe. Wind generation offers the most 
readily available short-term enhancement in renewable electricity and its 
base cost is relatively cheap. Yet the evidence presented to us implies that 
the full costs of wind generation (allowing for intermittency, back-up 
conventional plant and grid connection), although declining over time, 
remain significantly higher than those of conventional or nuclear 
generation (even before allowing for support costs and the environmental 
impacts of wind farms). Furthermore, the evidence suggests that the 
capacity credit of wind power (its probable power output at the time of 
need) is very low; so it cannot be relied upon to meet peak demand. Thus 
wind generation needs to be viewed largely as additional capacity to that 
which will need to be provided, in any event, by more reliable means. 

For most of the time it will be possible to generate significant amounts of 
electricity from wind, reducing fossil fuel consumption and carbon emissions. The 
intermittency of wind can be managed through having a diversity of generation 
sources (other renewables e.g. biomass and hydro, nuclear, coal and gas) as 
backup for the times when wind turbines are not generating. 

National Grid is clear that it is possible to manage our electricity system safely and 
securely with the levels of intermittent generation that may be needed to deliver 
the UK share of the EU targets. 
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The way in which the network is managed can also evolve over time and the 
impacts of variable generation may be mitigated through a range of other options 
to help reduce the level of conventional backup required, such as: 

• The significant smoothing effect that comes from the geographical 
dispersion of wind farms 

• The increasing deployment of non-intermittent, or predictable, forms of 
renewable energy sources—such as biomass and tidal 

• Increased inter-connection with mainland Europe 

• Increasing use of energy storage 

• Greater demand side management through the use of technologies such 
as smart meters and intelligent appliances such as dynamic demand. 

In terms of cost, with the exception of large-hydro and landfill gas (which have 
limited potential for further expansion in the UK) onshore wind is the most cost-
effective and developed of all the renewable technologies. 

However the Government agrees that a range of renewable technologies will be 
needed to meet the UK’s 2020 target. All renewable technologies will be eligible 
for financial support under one of the different financial incentives we will make 
available under the Renewable Energy Strategy. In particular, the banding of the 
Renewables Obligation introduced in the Energy Act will target support to bring 
on a wider variety of renewable technologies. 

Response to paragraph 260 of the Report 

We consider that the Government, if it pursues a renewable energy target in 
addition to its targets for reducing carbon dioxide emissions across the 
board, should prioritise the development and promotion of the other 
effective and economic options, both to bring down carbon dioxide emissions 
and to achieve security of electricity supply. It will be important to ensure 
that incentives to promote those renewables which offer only intermittent 
supply do not divert attention from, and deter investment in, other low-
carbon generation options and thereby risk power shortages. So far as 
reliability is concerned, the best options amongst renewable sources of 
generation are tidal barrage and biomass, which are problematic for other 
reasons, and hydro power, which is not, but is already near the limit of its 
potential in the UK. The most reliable low-carbon alternative to renewables 
is nuclear power (together with conventional fossil fuel generation with 
carbon capture and storage, if and when that becomes available) 

We agree that we will need to develop a diverse mix of low carbon energy sources, 
including nuclear and carbon capture and storage, alongside renewables. We are 
committed to maintaining a stable investment framework for all three technologies 
which will be crucial if we are to make the transition to the low carbon economy. 

We are looking at the potential of all forms of renewable generation including 
biomass, tidal barrage and hydropower, both in order to meet our 2020 renewable 
energy target, and for our longer term emissions reduction targets. 

 
Department of Energy and Climate Change 
28 January 2009 


