Government announces long term strategy for power generation in U.K.

Changes aimed at moving the UK to the front of the global race for electricity investment, driving the growth of clean energy industries in the UK, and ensuring the best possible deal for consumers were proposed by coalition Ministers today. (Wednesday December the 22nd 2010)

The Government sought opinion on fundamental reforms to the electricity market to ensure the UK can meet its climate goals and have a secure, affordable supply of electricity in the long term.

Energy and Climate Change Secretary Chris Huhne said:

“These reforms lay the foundations for a sustainable economy, bringing billions in investment in the UK through greater certainty, safeguarding jobs up and down the supply chain, and giving the UK real competitive advantage in advanced energy technologies.”
“More than £110 billion of investment is needed in new power stations and grid upgrades over the next decade, that’s double the rate of the last ten years.”
 “Without investment in renewables, new nuclear and carbon capture and storage, emissions will remain too high, we will become dependent on energy imports, and increasingly vulnerable to fossil fuel price volatility. Low carbon technologies must be given the chance to become the dominant component in our electricity mix.”
“In the new, reformed UK electricity market, the economics of low carbon will stack up like nowhere else in the world. By 2030, three quarters of our electricity could be low carbon. Crucially, our reforms will also make sure there is enough spare supply to keep the lights on reliably. And, over the long term, they will result in bills lower than they would otherwise be.”

Economic Secretary to the Treasury Justine Greening said:

"The launch of this consultation demonstrates our continued commitment to being the greenest government ever - providing secure, affordable and low-carbon energy. This is the first step towards getting the investment we need in low carbon technology and more energy efficient homes and businesses. Responses to this consultation will help ensure that these measures are well-designed and cost-effective."

There is widespread consensus that reform of the electricity market is needed. Reasons for this are:
· A quarter of the UK’s existing generation capacity will need replacing by 2020, as many nuclear and coal plants reach the end of theirs. 

· About 30% of our electricity must come from renewables by 2020. Today it is only 7%
· The power sector needs to lead the decarbonisation of our economy. It must be largely decarbonised during the 2030s so that we can meet our climate change goals. 

· Our 2050 Pathways show that electricity demand may double by 2050 as more heating and transport is shifted onto the grid to decarbonise the wider economy. 

Some measures have already delivered investment in new low carbon generation - the Renewables Obligation and the EU Emissions Trading System for example. But we still favour energy generation by fossil fuel. This is because it is a lower cost and lower risk investment than low carbon technologies, all of which have relatively high start up costs.
Also, the reserve margin of spare generating capacity will fall during the next decade and the Government is not confident the current market will guarantee adequate electricity at peak periods which could lead to power cuts.

Under the changes outlined today, there will still be a competitive market but four important policy instruments are put in place to change the returns companies can expect for the power stations they build and the electricity they generate:

1. The carbon price floor will mean that polluting plants pay a financial price. This will increase investment in low carbon generation and will develop a strategy for the future.
2. Long term contracts for low carbon generation will make clean energy investment even more attractive. The Government will agree clear, long term contracts. These contracts will guarantee a certain amount of money to low carbon power generators (in case prices are low).

3. Additional payments to encourage the construction of reserve plants or demand reduction measures to ensure the lights stay on (no power cuts). The government plans to ensure there remains an adequate safety cushion of capacity as the amount of intermittent and inflexible low carbon generation increases
4. A limit on how much carbon the most dirty power stations - coal - can emit. An Emissions Performance Standard will reinforce the existing requirement that no new coal is built without carbon capture and storage. 

More than £110 billion investment is needed in power stations and grid upgrades by 2020, and much more beyond that. The reforms are aimed at giving existing players and new entrants in the energy sector the certainty they need to raise this level of investment. 

By 2030, the new market could deliver an electricity mix far more clean and secure, and bills lower than they would otherwise be. Reducing carbon intensity of the electricity mix from 500gCO2/kWh today to 100gCO2/kWh in 2030 can be achieved at the same time as annual household electricity bills being around 4% or £30 lower on average in the five year period 2025-2030 than they would otherwise be if we left the current policy framework in place. 
Beyond 2030, as a result of our reforms, household bills will remain lower and more stable than they would otherwise have been as the electricity mix will be less exposed to gas price fluctuations and high carbon permit prices.

There will be no subsidy for new nuclear. The policy lives up to the Prime Minister’s promise that this would be the greenest government ever.

Next steps and transition

Change will be gradual and managed carefully. As well as giving certainty for the longer term, Ministers are providing reassurance to the industry that the rules for existing investments will be protected. By consulting on a process and principles for the transition to new market arrangements the Government aims to minimize any uncertainty.

