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IPPR speech 
 
Will, thank you for that introduction.  
 
On Friday Ed Miliband and I launched our Green Paper in 
Manchester, which set out our plans to reset the energy 
market  
 
We now want to embark on a process of consultation and 
engagement with a wide range of stakeholders, from trade 
associations, consumer groups, large and small energy 
companies, to investors, trade unions and NGOs to gather 
views and evidence on our policy proposals. 
 
We want to get the detailed mechanics of implementation 
right, so that we can move at pace when we enter office.  
 
I’m delighted to have the chance this afternoon to begin 
this process – and there is genuinely nowhere else I would 
rather being doing it than here at IPPR. 
 
Over the last couple of years your work on the true cost of 
energy, on who pays for energy efficiency and who 
benefits, and on how we ensure that any obligations on 
energy companies are as efficient and cost-effective as 
possible, has not just influenced our thinking, but helped 
to shape the debate on energy policy. 
 
So I pay tribute to you Will, and Reg and Claire, for the 
work you have done. 
 
************* 
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Given the weekend’s events and the looming Autumn 
Statement, this seems like an opportune moment for me 
to set out Labour’s plans to tackle rising energy bills.  
 
At the weekend David Cameron and Nick Clegg made 
their case. 
 
Of course, government must do its part to bear down on 
costs that come from policy. 
 
Leave aside, for a moment, the fact that it was this 
Government that introduced the levies that they’re now 
blaming for putting up bills.  
 
Because actually what the Government appears to have 
forgotten is that these policies serve an important purpose 
if we are to keep energy bills affordable in the long run.  
 
Global demand for fossil fuels is growing at the same time 
as the supply of oil and gas is tightening. 
 
This is why it is so important that we invest in low carbon 
energy and energy efficiency schemes like home 
insulation.  
 
Of course, we must do this in the most cost effective way 
possible. 
 
And as IPPR’s work on ECO shows, if the scheme was 
better delivered and better targeted, many more people 
could be helped.  
 
That is why we have said we would replace ECO with a 
new area based scheme, ‘Energy Save’, led by local 
authorities and companies in partnership. An area based 
approach will bring down costs, deliver better value for 
money and reduce the pressure on bills.  
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More detail on which will be included in our energy 
efficiency green paper which will be published next year. 
 
But fundamentally, it’s wrong to suggest that levies, which 
account for about £100 of bills, can explain bill rises of 
over £400 in the last three years. 
 
That’s why if David Cameron and Nick Clegg think that 
just doing what the energy companies ask of them is the 
answer to bills being too high, they are wrong. 
 
Energy bills have gone up by £120 this winter alone, so 
even with a £50 cut in levies, people’s bills will still be 
substantially higher this winter than they were last.  
 
The real reason bills are rising year on year is because 
the energy market is broken.  
 
When the gas and electricity businesses were privatised in 
the 1980s, the Conservative government promised a 
competitive market that would deliver a better deal for 
consumers, competitive prices and sustained investment.  
 
Over 25 years later, it is acutely clear that privatisation has 
failed to deliver on this promise.  
 
Gas and electricity prices are uncompetitive.  
 
Bills are rising year on year.  
 
The market has failed to unlock the investment the country 
needs.  
 
And public trust and consent has been lost. 
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When markets are not working, and regulation is failing, a  
One Nation Labour Government will step in. 
 
Unsurprisingly, the headlines have focused on our pledge 
to freeze energy prices from the election until January 
2017.  
 
But behind the headlines is a comprehensive, workable 
plan to create a genuinely competitive market that works 
for Britain’s families and Britain’s businesses.  
 
And where government takes greater responsibility for 
enabling the investment that will guarantee our energy for 
generations to come. 
 
Long after January 2017, I believe Labour’s new 
architecture for our energy market will ensure our energy 
supply is cleaner, more secure, more affordable and more 
trusted.  
 
 
************* 
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To help improve trust in the energy market, we have to 
restore people’s sense that this is a market they can 
actually navigate and engage with. 
 
The number of people switching supplier is now at a 
record low, and has fallen by more than 50% in the last 
five years  
 
Ofgem are already taking steps to reduce the number of 
tariffs in the market, which I welcome.  
 
But we need to improve the comparability of tariffs, as well 
as reducing their number. 
 
This means creating a consistent system of pricing and 
standardising the structure of tariffs.  
 
Even in a world where suppliers can only offer four core 
tariffs, albeit four per fuel and per payment type, if 
companies can still express those tariffs in any way they 
like, it makes it extremely difficult for consumers to 
compare tariffs and work out which one is best for them. 
 
To remedy this we propose a new simple tariff structure.  
 
This would have two charges: 
 
A daily standing charge – set by the regulator and applied 
by all companies. 
 
And a cost per unit for the energy that’s used. 
 
We know that the introduction of a regulated standing 
charge raises important questions such as which costs it 
should cover and how those costs should be distributed 
around the country, which our Green Paper seeks your 
views on. 
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But we do believe that a simpler tariff structure like this 
would make it much easier for consumers to engage with 
the market.  
 
And for the over-75 who we know are most vulnerable to 
the cold weather and most likely to live in poorly insulated 
homes, but least likely to switch supplier, we propose 
requiring all suppliers to put them on their lowest tariff. 
 
************* 
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But making tariffs simpler and fairer only takes us so far.  
 
Because if there is not sufficient competition in the way 
those tariffs are arrived at, then even if people are on the 
best possible tariff in the market, they may still not be 
getting a good deal. 
 
There is widespread agreement, even – to its credit – 
among some in the industry, that Britain’s energy market 
is neither as competitive nor as transparent as it should  
be.  
 
In our view, there are two connected reasons why this is 
the case.  
 
The first is the vertically integrated structure of the six 
companies that dominate the domestic supply market.  
 
The principle underpinning privatisation was that supply 
companies would compete with each other to drive down 
generation costs and keep prices efficient.  
 
But today, we have a situation where the six main 
domestic retailers not only supply over 98% of British 
homes, but also account for 70% of electricity generation 
and, through long-term contracts, probably control more 
as well.  
 
The problem with this structure is two-fold:  
 
First it inhibits transparency. If companies are allowed to 
generate energy and then supply it to themselves at a 
price that’s never disclosed, but which is blamed for bill 
rises, in all honesty, it should not be a surprise to 
companies that consumers don’t trust what is going on.  
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The second problem with this structure is that, in our view, 
it dulls the incentive to keep prices as efficient as possible.  
 
Because if suppliers are also generators, what incentive is 
there to keep wholesale costs down, if the effect is to 
reduce the profits of the company as a whole?  
Many suppliers often say that their profit margins are only 
5%, but the margins on generation are much more 
substantial and often closer to 20%.  
 
If the six largest suppliers are able to supply most of their 
customer base from their own power stations, there is little 
incentive to trade in the open market.  
 
It is not possible to determine what actual physical 
volumes of gas and electricity are traded within vertically 
integrated companies, as this information is never 
disclosed.  
 
But according to one estimate from the London Energy 
Brokers’ Association, just 6% of energy is actually traded 
on the open market.  
 
This makes it difficult for independent generators to 
secure long-term deals to sell their output, which in turn 
inhibits future investment…  
 
While independent suppliers are prevented from 
expanding, and new suppliers are deterred from entering 
the market, because they find it difficult to access forward 
contracts that provide the volume and shape to meet their 
customers’ needs.  
 
In both cases the structure of the market entrenches the 
dominance of the six main suppliers and creates obstacles 
for new entrants. 
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So our package proposes two fundamental changes to the 
way the market works at the moment.  
 
First, our Green Paper proposes requiring vertically 
integrated energy companies to ring-fence their 
generation businesses from their supply businesses.  
 
I know some companies, such as E.ON already say they 
run their business in this way, and strongly support our 
proposals, which I welcome.  
 
But we can’t have six interpretations of what a ring-fence 
means.  
 
So we will implement a standard industry-wide, legally 
enforceable, ring-fence.  
 
This will be based on the  way supply and distribution 
companies were unbundled in 2000.  
 
To be clear, we’re not proposing forcing companies to 
divest one business or the other. 
 
Just like the separation between supply and distribution 
companies, common ownership will still be permitted, but 
those companies would have to run as two separate 
stand-alone businesses – without joint governance, 
information sharing or cross subsidies.  
 
Every part of the energy value chain will have to stand on 
its own two feet.  
 
In our view, this would counter the natural conflict of 
interest within vertically integrated companies, and ensure 
that the interests of supply businesses are better aligned 
with those of its customers, by enabling them to seek out 
the best possible prices.  
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It would also prevent self-supply which, in turn, should 
increase the volume of energy being traded openly and 
create a more competitive and transparent market, which 
is why independent generators like InterGen, as well as 
small suppliers like First Utility,  have long been calling for 
an unbundling of generation from supply.  
 
Second, at the moment, poor liquidity is the single biggest 
obstacle to improving competition in the energy market.  
 
Ofgem are currently consulting on proposals for the 
largest companies to post prices at which they are 
prepared to sell, and to auction off up to a quarter of the 
electricity they generate on to a new trading platform.  
 
But that does not go far enough.  
 
And frankly, as Professor Dieter Helm has said, “Either 
you auction the whole lot or you don’t do any. Ofgem’s 
plan is a muddle.”  
 
We believe that if all electricity had to be traded via an 
open exchange, or a pool, this would create a level 
playing field which would enable all market participants – 
generators and suppliers, large and small – to compete 
more effectively.  
 
It would also produce much more robust reference prices, 
which will be vital when the Government is making 
agreements for contracts for difference.  
 
In the past, many of you have asked me how this would 
be different from the previous pool.  
 
I think there are two big differences.  
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First, under the previous pool there were only two 
generators, who were, therefore, able to exert 
considerable influence on the market price and, indeed, to 
ratchet it up over time.  
 
Today, as many of you will proudly attest to, there are 
many more generators.  
 
Second, when the old pool was originally established in 
1990, only generators were able to place bids.  
 
But there is no reason today why a two-way pool, with 
generators and suppliers both placing bids, could not be 
introduced.  
 
Indeed, if you look around the world – at the Nord Pool in 
Scandinavia, or the power exchanges in the United States 
– there are plenty of examples of markets with more 
exchange-based trading, which are more liquid, more 
transparent and encourage greater competition.  
 
We’re conscious of the need to get both the design and 
the implementation right… 
 
Which is why in our Green Paper, we are consulting on: 
 
How our pool will work with a capacity market, and… 
 
Whether a pool should be created as a new separate 
platform, or… 
 
Given the volumes that are already being traded on the 
day-ahead exchange, whether requiring all generators and 
suppliers to trade 100% of their output on a day-ahead 
exchange, would meet our objectives equally well.  
 
************* 
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We believe that these structural reforms will deliver the 
market conditions we want, including transparency and 
greater competition.  
 
But we need a tougher regulatory environment to sustain 
them. 
 
In principle, there are two things that protect consumers – 
either competition or regulation.  
 
The problem with the existing market is that competition in 
the market is, at best immature, and regulation, at least on 
pricing, is non-existent. 
 
This means that the normal competitive pressures you 
would expect to restrain companies from increasing prices 
are weak, and that regulation is unable to correct it. 
 
So we have proposed a new important power for the 
regulator – the power to force companies to cut their 
prices when wholesale costs fall. 
 
I want to be clear about the nature and extent of this 
power.  
 
It is not a return to full-scale price regulation as existed in 
this country until 2002, or indeed as still exists in most 
member states of the European Union.  
 
But it is an important backstop power. 
 
In a properly competitive market there is no reason why 
cost reductions should not be passed on as quickly or as 
fully as cost increases. 
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If there is evidence that this is not happening, that clearly 
suggests that competition is not properly functioning and 
that some kind of regulatory intervention is needed. 
 
Clearly, to work, it requires both robust price benchmarks 
from the market, which we believe a pool would help to 
provide, as well as clear information from suppliers, which 
is why our Green Paper also proposes measures to 
strengthen and improve the consolidated segmental 
statements. 
 
The Green Paper also raises a number of fundamental 
questions about the role of the regulator in the energy 
market. 
 
Whether it’s on pricing, or customer service or 
enforcement, we have been clear that the current 
regulator, Ofgem, has failed to protect the interests of 
consumers in the energy market.  
 
But the problem goes beyond the failings of the current 
regulator.  
 
In our view, there are serious shortcomings with the entire 
regulatory framework. 
 
So our Green Paper asks a number of first principle 
questions such as: 
 
Should regulation of the network be separated from 
responsibility for the competitive markets? 
 
Could someone else undertake its administrative 
functions? 
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With Consumer Futures being absorbed into the Citizens 
Advice Bureau, who will fulfill the consumer advocacy 
function? 
 
And given that Ofgem will soon have powers of redress for 
consumers, what should its relationship with the Energy 
Ombudsman be? 
 
************* 
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There are those that suggest that a trade off exists 
between a market that works for consumers and one 
which delivers the investment that Britain requires. 
 
In reality, the opposite is the case. 
 
This is a market that has lost the trust of consumers and 
the confidence of investors.  
 
As a result, consumers are paying more than they would 
do in a truly competitive market and investment in the low 
carbon energy we need has stalled.  
 
So our Green Paper proposes both radical reform in the 
interests of consumers, combined with strong action to 
ensure increased investment in our future energy supply. 
 
We need to create stable, long term and predictable 
market arrangements which are attractive to a range of 
small, institutional and international investors. 
 
This is critical as the six big energy companies are unable 
to fund the scale of investment at the pace that is needed.  
 
53 per cent of the recent investment in clean energy has 
come not from the major energy companies but from a 
more diverse range of international and domestic 
investors – a trend that is set to grow in the coming years.  
 
To help these businesses have the confidence they need 
to invest, we will set out a clear long term policy 
framework.  
 
We will continue the framework established in the Energy 
Bill for a new system of contracts for difference and 
capacity auctions. 
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But, in line with advice from the Committee on Climate 
Change, we will go one step further and set a quantified 
2030 power sector decarbonisation target and a clear 
delivery plan to achieve this goal. 
 
A decarbonisation target is fundamental to our low carbon, 
low cost energy future.  
 
It will provide clarity and certainty for investors, 
encouraging investment in low carbon generation and the 
supply chain. 
 
And according to the Committee on Climate Change, 
decarbonising the power sector will lead to lower bills than 
alternative higher carbon scenarios. 
 
Alongside this clear direction of travel from Government, it 
is vital that we secure the finance to create and de-risk 
investment. 
 
The Green Investment Bank should play a key role in this 
but is currently hampered in its ability to operate. 
 
The Bank claims to have leveraged in £3 from the private 
sector for every £1 that they have invested and has the 
potential to do so much more.  
 
So we will give it the powers to borrow and the freedom to 
act as a bank capable of attracting new investment. 
 
This will enable it to offer a range of financial solutions to 
accelerate the rate of private sector investment in clean 
energy and energy efficiency. 
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And finally, to ensure our country has a secure energy 
supply for the future, we will establish a new dedicated 
Energy Security Board. 
 
Currently no single institution has responsibility for 
establishing what our future capacity needs are and 
developing a strategy for meeting them. 
 
This is divided up between DECC, Ofgem and the 
systems operator within the National Grid.  
 
Given the pressures on our existing generation capacity, 
there is an urgent need to give security of supply a clearer 
institutional focus, which is why we’re proposing to 
establish a new Energy Security Board with a statutory 
responsibility for identifying our energy needs, taking  
co-ordinated action to meet this need and providing a 
clear framework for investor certainty.  
 
The Green Paper seeks views on what is currently 
missing and what the remit of the Energy Security Board 
should be. 
 
************* 
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One Nation Labour is determined to tackle the cost of 
living crisis.  
 
Millions of families right across our country are seeing 
their wages rising more slowly than prices.  
 
Millions of businesses are struggling to succeed, with their 
costs going up and the odds stacked against them. 
 
Energy that is affordable is essential for all of these 
families and businesses.  
 
The energy market, above all markets, must work for all.  
 
But Britain’s energy market is broken. 
 
Whatever plans the Government managed to cook up this 
week, over the last two months our plans to freeze energy 
bills have shone a light on an energy market that no 
longer works for Britain.  
 
But that is only one part of our plan.  
 
I believe that Labour’s strong and comprehensive plan, 
which I’m pleased to present to you today, will not just 
restore a sense of fairness and trust in the energy market, 
but will power us into the next century together. 
 
Words: 3217 
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