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Presentation overview

* Past
 What can we learn from past trends in energy poverty and
deprivation
* Present

« How have recent price changes affected households across the
income spectrum

 Updated to October 2022

e Future

 Ongoing theoretical work to assess electricity market
interventions
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| Past trends in Energy Poverty and Deprivation

~—




Past trends

Energy poverty: expenditure-based methods
* Household budget survey data
* 10 per cent share of disposable income

Energy Deprivation: self-reported metrics
 EUSILC data

* e.g. Inability to keep home adequately warm; Go without adequate heat
in the home

What can we learn from comparing the incidence of energy poverty and the
incidence of energy deprivation?



Two pieces of insight

To what extent are some energy poverty statistics driven
by:

e |nsufficient heat in the home

* Burdensome non-heat expenditure



Two pieces of insight

Which households respond by

 Cutting back their energy expenditure - “energy deprivation”

* Incurring more burdensome expenditures - “energy poverty”
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Headline trends of Energy Poverty and Deprivation



Headline rates of energy poverty and deprivation

—e—>10% income (incl. electricity)

25%

20%

15%

10%

5%

0%
1990 1995 2000 2005 2010

Source: Authors’ calculations using the Household Budget Survey, Living in
Ireland Survey, and Survey of Income and Living Conditions.

2015

2020



Headline rates of energy poverty and deprivation
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Energy poverty and deprivation by socioeconomic group



Rates of energy poverty by household tenure
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Rates of energy deprivation by household tenure

—-e—Homeowner =e—Renter
40%

35%
30%
25%
20%

15%
10%
5%

0%
1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

Source: Authors’ calculations using the Household Budget Survey, Living in
Ireland Survey, and Survey of Income and Living Conditions.



Rates of energy poverty by dwelling type
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Rates of energy deprivation by dwelling type
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Decomposition of energy poverty by at-risk-of-poverty
status
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Decomposition of energy deprivation by at-risk-of-
poverty status
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Impact of recent price changes
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Changes in fuel prices

= E|ectricity = Natural gas = iquid fuels (home heating oil) = Solid fuels
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Note: Calculated using CSO Table CPM16, indexed to average value in 2015.



e
Methodology

SWITCH Microsimulation model
 Detailed information on taxes and benefits
* Energy expenditures imputed

* Expenditures uprated according to consumer price index
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Impact of price increases:
Jan 2021-Oct. 2022
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January 2021 - October 2021
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January 2021 - April 2021
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Potential Compensatory Measures
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Direct transfers
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Capturing the remaining households
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Further work: Theoretical insight

Future




Some theoretical findings
 Work in progress

Equity effects of enerey affordabilitv interventions
. e .

Niall Farrell*'12

! Economic and Social Research Institute, Dublin, Ireland
2 Trinity College Dublin, Ireland
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e
Further work: Theoretical insight

* Cons
* Can be limiting - ordinal ranking of policy options

* Pros
e Can offer flexibility

 (Can give general insight
 (Can add greater nuance to our understanding
* Easier to directly link electricity market and household
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Theoretical findings
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e
Theoretical findings

Analysis:

e Distributional impact of:
 Lump sum transfer (e.g. electricity credit)
* Price cap (e.g. explicit price cap or change to VAT)
e Electricity market intervention (e.g. revenue cap)

* Distributional impacts driven by subsistence
consumption
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e
Further work: Theoretical insight

* Evidence to inform policy
 Models, but this time not populated by numbers.
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e
1) Lump sum preferred to price cap in most circumstances

Proposition 1:
When funded by a linear tax increase, a lump-sum transfer is more progressive than

a price cap if:

a price cap 1s applied to all units of electricity and both policies are of equal

cost (i.e. > . dw(l —=L)t, =" dw(l —1;)t)
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e
2) Lump sum equal to price cap if price cap applied to
subsistence consumption only

Proposition 2:
When funded by a linear tax increase, a lump-sum transfer is equally as progressive
as a price cap if a price cap is applied to subsistence units of electricity only and both

policies are of equal cost Y, pw(l — L)t. = > . dw(1 — [;)ty.
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What are the effects of market interventions (e.g. Revenue
cap)?

RTG NEWS SPORT ENTERTAINMENT BUSINESS LIFESTYLE CULTURE PLAYER TV RADIO

NEWS » Ukraine Climate Covid-19 Ireland World Business Politics Nuacht RTE Investigates  Progran

Cap on electricity firms' revenue sighed off
by Cabinet

Updated [ Tuesday, 22 Nov 2022 22:09 o o @

FN.E‘UI'OPE’ EUROPE NEWS

EU approves mandatory energy savings and cap on
Compa ny revenues C) COMMENTS

By Jorge Liboreire & Alice Tidey » Updated: 30/09/2022
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3) Market revenue cap, redistributed to households, is more
progressive than a lump-sum transfer

Proposition 4:
A lump-sum transfer is less progressive than an equivalent market revenue cap (i.e.

where Y . L; =Y. For).
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4) Redistribution of revenue cap revenues through welfare
payments preferred to price adjustments

Proposition
It is more progressive to redistribute firm inframarginal rent through a lump sum

transfer than through an equivalent retail price adjustment on all units of electricity.
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R
Conclusion

Takeaways

— Electricity expenditure appears to be a strong component of
energy poverty rates.

— Certain households more likely to go without adequate heat,
particularly renters and apartment dwellers.

— Recent price increases have led to a considerable burden on
low-income households
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R
Conclusion

Takeaways
— If the objective is to shield vulnerable households:

* Targeted transfers > Lump-sum transfers > Price transfers

— A revenue cap is a more progressive way of financing transfers

* Must be carefully designed: must avoid creating perverse electricity
market incentives

y”

ES R ECONOMIC & SOCIAL
RESEARCH INSTITUTE



Thank you!
Niall.Farrell@esri.ie

@farrellniall

M @niallfarrell@mastodon.ie
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