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The need to reduce the amount of energy we consume has become more pressing than ever, not only to reduce carbon emissions but also to ensure our security of supply following Russia’s invasion of Ukraine. Meanwhile Rishi Sunak, the Chancellor, is likely to come under increasing pressure to help the many households struggling to heat their homes. Yet Ofgem, the energy regulator, is spurning an opportunity to make a significant contribution to achieving all these things at a stroke simply by adjusting the structure of energy bills. 
Energy bills consist of a fixed (‘standing’) charge per day and a price per unit of energy consumed. The standing charge affects low income households most because they use less energy so it forms a higher proportion of their bills and means they pay the highest overall rate for the energy they use. If the standing charge was reduced and the unit price raised to offset that households in fuel poverty would be able to afford more energy but total consumption would fall. 
Unfortunately Ofgem has been doing the opposite of this - loading up the standing charge rather than minimising it. In the new price cap that came into effect on 1 April the combined gas and electricity standing charge went up by £75 p.a. to an average of £265 p.a. (including VAT). Those customers whose finances are too precarious to commit to direct debit payments pay £304 p.a. and those with prepayment meters, who generally have the lowest incomes of all, are charged even more, £320 p.a.. The poorest 10% of households typically spend just £931 p.a. on gas and electricity bills so roughly a third of what they pay buys them no energy at all.
Ofgem’s approach is manifest in a number of its policies. When it introduced the price cap in 2019 it lowered only the unit rate, leaving the standing charge at the prevailing high level. It then decided that some electricity network charges faced by suppliers that had been recouped through the unit rate should instead be recovered through an additional fixed charge for all consumers. And now the cost of compensating suppliers for taking on the customers of the many firms that have failed recently is being added mainly to the standing charge rather than the unit rate.
This policy stance is bizarre. Quite apart from confounding common sense it defies Ofgem’s statutory duty to have regard to the interests of vulnerable consumers, including those on low incomes. By increasing the demand for energy it also betrays Ofgem’s principal objective, “to protect the interests of existing and future consumers, taken as a whole to include the reduction of greenhouse gases, and security of supply”. 
It is worth noting that by lowering the unit rate rather than the standing charge the price cap may have exacerbated the recent energy crisis. This heightened suppliers’ exposure to the wholesale energy price increases that caused them to lose money serving customers protected by the cap, which led to a number of firms collapsing. 
Perhaps even more significant is how structuring the price cap like this perpetuated a flawed business model. When the cap was introduced the standing charge was already over £100 more than the related costs incurred by suppliers (essentially those driven by the number of users rather than the amount of energy supplied). It’s quite possible that a number of the failed firms had entered the market more focused on acquiring customers in order to capture the ‘rent’ of standing charges than on managing their energy costs effectively. A report by Citizens Advice described how many of the failed suppliers had amassed customers very quickly by offering deals that didn’t cover their costs and hadn’t bought enough energy in advance. 
The price cap covers customers who have been put on a default tariff because they haven’t actively chosen one. It was introduced because these tariffs were excessive. The Competition and Markets Authority (CMA)’s Energy Market Investigation in 2016 ascribed this to suppliers’ market power over inactive consumers who failed to engage in the market effectively and identify suppliers offering lower prices. A central feature giving rise to this was their difficulty comparing tariffs, which was said to be made worse by tariffs having standing charges as well as unit rates. 
Earlier, in 2012, Ofgem had proposed fixing the level of the standing charge in all tariffs. It said “this should make it easy for consumers to understand their tariff options and select the cheapest standard tariff”. Unfortunately Ofgem allowed itself to be deflected from doing this by opposition from suppliers. Had it gone ahead, it’s possible that the price cap would not have been needed and the worst of the energy crisis might have been avoided.
Actually Ofgem didn’t need to fix the standing charge, merely to cap it, and it may be that doing this for all tariffs is the only way to make the market work well. Drawing on analysis by Ofgem and the CMA, the efficient level of the standing charge is about £60 (including VAT), mainly metering and billing costs. Capping it at this level would not only protect vulnerable consumers, reduce emissions and improve energy security but also boost competition as consumers would only need to consider unit rates to find the cheapest option and suppliers would have no incentive other than to provide sustainable energy deals. It would thus lead to lower bills for consumers generally and avoid the need for the more cumbersome cap on default tariffs. 
As things stand it is likely the next price cap in October will see standing charges rise higher still. Ofgem has granted approximately £2.4 billion to the energy firms that took on the customers of the failed suppliers. This equates to about £100 per customer but not all that has so far been added to bills (and of course more firms may yet go under). Higher standing charges will lead in turn to more households claiming the Warm Homes Discount, a rebate suppliers have to provide to customers threatened by fuel poverty, and the extra costs of that scheme will then be passed back on to consumers in (yes, you’ve guessed it) the standing charge. 
Ofgem’s current approach is likely to prove unsustainable. Not only is it making it increasingly expensive for the poorest households to heat their homes but by raising the cost to the taxpayer of measures to cut emissions and maintain energy security it is likely to encounter opposition from the government.
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