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1. Current Definition

Introduction

In March 2011, the Secretary of State for Energy and Climate Change, Chris Huhne MP, asked Prof John Hills to conduct an independent review of the problem of fuel poverty and the way in which it is measured. The terms of reference focussed on three main areas:

· Whether fuel poverty is a distinct problem or simply part of more general problems of poverty
· If it is a distinct problem, how is the current method of measuring fuel poverty the most effective

· How does this impact or change those policies that government uses to tackle fuel poverty

An interim report looking at the first two areas of the review was issued in October, and this briefing offers an initial overview of its findings.

Current definition of fuel poverty

The Warm Homes and Energy Conservation Act 2000 describes a person as living in fuel poverty if they are a member of a household living on a lower income in a home which cannot be kept warm at a reasonable cost. The 2001 strategy document adopted a particular definition of what constitutes fuel poverty: when a household would need to spend more than 10% of its income to achieve an adequate level of warmth throughout the year and on other energy costs. The 10% threshold originates from 1998, when this was twice the median fuel spending as a share of income (that is, half of households spent 5% or less of their income on fuel and half spent more).

Weaknesses of the current definition as perceived by the Review

· Lower income – There is no definition of what constitutes lower income. In the annual housing survey, income is quantified by the people in the survey 
· Warm – There is no definition as to what constitutes being warm. World Health Organisation guidelines say there is no demonstrable harm to health living in room temperatures between 18 and 24 degrees centigrade. Currently the precise temperatures used in the model are 21oC in a living room and 18oC in a hallway. The review believes that 21oC was chosen as half way between 18 and 24 and that 18oC would be adequate
· Reasonable cost - The review asks why we should continue to use a formula based on median fuel spending in 1998, and why twice that amount. The review concludes that the formula is overly dominated by prices
The Review concludes that certain people are brought into the fuel poverty statistics for the wrong reasons, some because data on incomes is not accurate and some because they spend more than 10% on fuel for the wrong reasons (they have large houses and /or they are wasteful). The Review believes the task is to design a policy on a national scale which targets the right people.

Important issues recognised by the Review 

· The wording in the Warm Homes and Energy Conservation Act 2000 (WHECA 2000)  is still a good description of fuel poverty

· Fuel poverty is a distinct problem and a major concern. (Prof Hills was quoted as saying that if one tenth of the people whose deaths are recorded as ‘excess winter deaths’ (eg. 2500 in 2010) actually die from fuel poverty then that is more people than die on the road every year)
· There are three issues to be dealt with: poverty and how to help those who do not have enough to live on, the impact of fuel poverty on health and well-being which is considerable and the need to improve the energy efficiency of housing

· The poor often pay more for fuel and this must be tackled, the multitude of tariffs and the online discounts are compounding this problem. The review found that if the poorest 30% of customers in 2009 were, in fact, on the highest tariffs within each category, fuel poverty would have been up to 7% higher than reported

· Lower income households will need higher levels of up-front subsidy or even full subsidy in order to allow them to improve the energy efficiency of their dwelling

· Energy and climate change levies will have a regressive effect unless 

the focus of spending is on those with low incomes and high fuel spending and on those living in energy inefficient homes

· If energy costs continue to rise at the current rate, the typical household will become fuel poor in the not too distant future 

Alternative definition of fuel poverty 

The Review considered six different definitions for measuring fuel poverty. The first three are based on the current model:
1. Switching to ‘after housing costs’ rather than on the ‘full income’ eg. those households that spend 10% of fuel after housing costs
2. Applying a ratio (not necessarily x2) on the median spending of that year

3. Using the current measure, plus a supplementary fuel poverty gap indicator (based on spending need rather than actual spending as it is in the USA). This is important as some people might not be spending enough to meet their needs
The next three definitions are more radical:
4. Switching to measuring to what extent people fall into poverty after their fuel needs have been met (based on needs rather than actual fuel spending)
5. Measuring the number of households that have low incomes (are in poverty according to the official indicator, after allowing for housing costs) and live in energy inefficient homes  

6. Using subjective indicators of whether households have difficulty in heating their homes and/or paying their fuel bills
The review concludes that each of these new definitions brings insights into the problem, but that they also all have weaknesses. 

The new definition/model the Review recommends

The Review recommends building on the strengths of the current definition as contained in the WHECA 2000 and continuing with the current datasets and the needs based energy model with the addition of the fuel poverty gap. The new definition would be “fuel poverty exists where a household has above reasonable costs of warmth and where meeting those costs would push it below an income threshold”. 

The new model would use an indicator based on looking at the number of households with both low incomes (relative to median incomes) and high required fuel costs (relative to median required fuel costs).

· Setting the Energy Cost Threshold - This would be based on the median spend of all households. Importantly this is adjusted for household size and composition 
· Setting the Income Threshold - Add each household’s modelled fuel costs to the 60% of median population income after Housing Costs poverty line to give the household’s income threshold. Then compare the household’s income with this threshold.
The proposed model results in a more stable pattern, but with the same averages as the current model (5 million individuals / 3 million households in fuel poverty on average under both definitions since 1996), so it cannot be said to massage the figures. However, the dangers may be in the detail: eg. where the thresholds are set for income and energy costs will determine how many people are defined as being in or out of fuel poverty.
Next steps

The Review welcomes further general views on its initial report by a deadline of 18 November 2011. It poses five questions relating to the approach so far including, the recommended definition, further evidence on health related impacts of fuel poverty, strengths and weaknesses of the current system, strengths and weaknesses of the proposed approach and finally views on the thresholds. The NPC will be considering the Review in greater detail and making a submission to this consultation in due course.
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