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Introduction

My name is Niall Farrell, and | am joined by my colleague John Curtis. We would like to thank the

chair for the invitation to appear before the Committee today.
Context

Eurostat data shows that in Ireland, residential electricity prices in the second half of 2024 were
roughly double what they were in 2018, before changes to taxes and levies are taken into
account. Policy measures, including energy credits and reduced VAT rates, helped shield

consumers from some, but not all, of this additional burden.

Irish electricity prices have fallen from their 2023 peak, but the decline has been less than in
many other European countries. The exact reason is difficult to establish, but several plausible
factors exist. Ireland’s limited ability to diversify away from gas-fired generation, for example,

reduces the scope for wholesale price reductions.

As noted recently by the International Energy Agency,' the gap between Irish wholesale and retail
electricity prices has widened since the energy crisis. This has occurred in many other European
countries, but to a greater extent in Ireland. Possible explanations include fewer risk-mitigation
options and weaker competition in the Irish market. Limited public data constrains

understanding and may suggest a role for regulator inquiry.

Renewable energy deployment will be required to meet decarbonisation targets. Construction

sector capacity' and an efficient planning system™ will influence progress.

Finally, rising network costs will increase our electricity prices over the next five years. According

to the CRU, residential energy bills may rise by an estimated €80 per annum™"
Tackling Energy Affordability

Tariffs should be cost reflective to guide efficient use and investment in the system. The unit price
should reflect the cost of generation and standing charges should reflect each consumer’s fair

share of fixed costs."i



Irish tariffs are currently not cost reflective. The CRU are undergoing a network charging review.""
This is welcome; a cost-reflective reform guides the efficient evolution of the system, minimising

unnecessary costs for consumers.™*

The principle of cost reflectivity implies that social tariffs or VAT adjustments can undermine the
efficient use and evolution of the system. It also undermines environmental objectives,

counteracting efforts to reduce consumption and therefore emissions.
There are more efficient and equitable options available to assist with energy affordability.
e Policy options to tackle energy affordability.

There are three primary means by which policy may assist households with ability to pay; uniform
transfers (e.g. energy credits), targeted transfers (e.g. changes to social transfers) and changes

to energy prices (e.g. VAT rate changes).

Changes to energy prices are least progressive; a greater proportion of the financial transfer goes
to those who are most well-off as they tend to consume more electricity. Uniform transfers are
second least progressive. Targeted social transfers are most progressive.” For each euro spent,
social transfers benefit vulnerable households to a greater extent than changes to prices or

uniform transfers.

Policy may also seek to lower energy costs for vulnerable households. Such policies include the

promotion of supplier switching or retrofit support. Some evidence merits consideration.

e Much evidence shows that household energy savings are smaller than BER metrics
imply.” While retrofits may aid comfort, and reduce energy expenditures somewhat, the
magnitude may be overstated. Further research is required to fully understand why.

e |Information campaigns are commonly used to prompt actions such as switching
suppliers or to engage in more cost-effective behaviour. Evidence suggests that careful
designisrequired: information campaigns that do not identify and target a specific barrier

to a desired action have been found to be ineffective.*"
Finally, salience is an important issue

Political acceptability willbe anincreasingly important component of decarbonisation policy and

should be considered when designing energy affordability policy.

International research (Klenert et al. 2018") has shown that salient and visible benefits are more

acceptable to citizens and therefore more likely to succeed. This may inform the design of energy



affordability measures, such as a targeted energy credit for eligible households, via a bespoke
cheque or an electricity bill adjustment. This may require the cooperation of multiple government

agencies and departments.
Concluding remarks

The evidence presents some clear guidelines for energy affordability policy. Adjusting prices can
undermine environmental policy and are also least effective in addressing distributional
objectives. Targeted transfers are more effective. The design of a salient transfer can maximise
the likelihood that decarbonisation policies are received positively. Data suggests that
investment in insulation may have a lesser effect on consumption than expected, whilst

information campaigns must target a specific barrier.
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