UK considers cutting VAT on energy bills amid cost-of-living and green transition debates
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The UK government is reportedly considering a cut to the 5% VAT rate on domestic energy bills as part of efforts to tackle the ongoing cost-of-living crisis. Ed Miliband, the energy secretary, indicated the possibility of scrapping the VAT in the lead-up to the Chancellor’s November Budget, acknowledging the critical affordability challenges facing households. Speaking on BBC’s "Sunday with Laura Kuenssberg," Miliband emphasised the need to address energy bills through transitioning to clean, domestically controlled power rather than relying on fossil fuels, which contribute to high costs and geopolitical vulnerabilities. While withholding firm commitments until the Budget is unveiled, Miliband affirmed the government’s awareness of the difficult fiscal circumstances it faces and said all options were under consideration.
According to estimates from the charity Nesta, eliminating VAT on energy bills could save the average household around £86 annually, but the policy would cost the government approximately £2.5 billion each year. This potential fiscal impact has to be balanced against rising household bills, which remain elevated despite recent reductions in wholesale energy prices. Ofgem, the energy regulator, last month confirmed a modest 2% rise in the energy price cap, pushing average annual household costs to £1,755. However, Ofgem has also announced a 7% reduction in the price cap effective July, lowering average bills to £1,568—though experts warn this relief might be temporary due to increasing wholesale gas prices.
The conversation around energy costs also touches on the role of regulatory levies, known as policy costs, which finance environmental and social schemes such as subsidies for renewables. These levies currently make up about 16% of an electricity bill and 6% of a gas bill. There is debate over whether such costs should remain on energy bills or be shifted to general taxation to ease the burden on consumers. Miliband acknowledged these considerations, stressing the government’s need for a balance between investment in ageing infrastructure and public expenditure versus levies, given the challenging fiscal environment.
Labour has pledged to cut average household energy bills by £300 by 2030 through expanding the use of renewables such as wind, solar, nuclear power, and decarbonised gas with carbon capture technology. This approach reflects a strategic commitment to hitting net-zero emissions targets while addressing the affordability crisis. Nonetheless, the energy cost debate remains politically charged. Conservative voices and Reform UK argue that net-zero policies and green levies exacerbate bills, advocating for the repeal of the Climate Change Act and a roll-back of carbon taxes and renewable subsidies. Shadow energy secretary Claire Coutinho has promised a 20% cut in electricity bills under Labour’s plans but cautioned against the economic risks of job losses abroad and higher bills due to climate policies.
Meanwhile, the Green Party promotes nationalising energy companies to reduce costs and proposes a new carbon emissions tax to support green investments, arguing such measures are vital for tackling climate change despite concerns about costs being passed to consumers. This diversity of perspectives underscores the complexities governments face in balancing affordability, environmental goals, and energy security.
On a related front, the UK government is expanding VAT relief on energy-saving materials from February 2024 to stimulate the uptake of energy efficiency measures, aligning with its broader net-zero commitments. Additionally, Ofgem has mandated that by January 2026, energy suppliers offer tariffs with lower standing charges—fixed daily fees independent of usage. While this adjustment may give consumers more tariff choices, Ofgem warns it will unlikely reduce total bills because of potential compensatory increases in per-unit prices.
Consumer preferences also reveal interesting dynamics; a prominent poll by MoneySavingExpert.com found that many consumers would rather see reductions in standing charges than cuts to the VAT on energy bills, suggesting a desire for more targeted financial relief in energy pricing structures.
Overall, while the government weighs multiple interventions—from VAT cuts to subsidy reforms and price cap adjustments—the energy affordability crisis remains a fiercely contested issue, intersecting economic, environmental, and political considerations at a pivotal moment for UK energy policy.
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