- DEFRA groups under the responsibility of the Director General of Environment except
for Water:

= Climate Energy and Environmental Risk

= Environment Strategy

= Environment Quality and Waste Groups

- FCO “Energy Security and Climate Change Group”.

As befits the political head of a Whitehall Department the SoS for Energy would merit ex-
oficio a seat in the Cabinet. The creation of a new Department for Energy would bring
together DEFRA’s green ethos, BERR’s market orientation and the FCO’s international
knowledge. In addition the DfE would coordinate in a simple bilateral fashion with other
Whitehall departments on other energy policy goals, including defence, education and

skills which are best retained within other expert departments.

FIGURE 5: A DEPARTMENT FOR ENERGY?

As previously, a hexagon denotes a strategic concern.

Disadvantages of the Energy Department Model

Building a Department increases interventionism and would arguably be a step back from
the market development of the past twenty years. Governments must be re-elected less
than every five years, which brings in short term political considerations and vested
interests at the top of the process (Forman and Baldwin, 1999). Individual ministers

move from one seat to another in reshuffles, which reduces even more their scope of
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expertise. This correlation between energy policy and political day-to-day concerns could
hinder good strategy-making. Although a political connection is necessary, the one
established by a Department might be too strong. Such a structure was adapted in the
70s when the set of actors was smaller. Furthermore with various themes on the agenda,
a Department might constitute too monolithic an approach to a multi-faceted situation
(Hartley, 2003). Lastly, it is not certain that such a structure would have sufficient
influence in either Whitehall or Westminster given the strong role that Ofgem already
enjoys (RCEP, 2000). As stated previously the winding-up of Ofgem is not considered
here. It is noteworthy that in this model several responsibilities would transfer from
DEFRA to the new Department for Energy. The line delineating those aspects of DEFRA to
be transferred would be hard to draw given the pervasive nature of energy issues in

DEFRA's remit. Nevertheless, despite being difficult, such a task is not insuperable.

3. An Energy Agency?
Various economists have suggested for more than five years the creation of an
independent energy agency (or authority). One of the strongest advocates for this reform

is Professor Dieter Helm (Helm, Hepburn and Mash, 2003).

Nick Hartley also believes in the creation of an agency comparable to Sustainable Energy
Ireland (Hartley, 2003; SEI, 2008).

In the current energy context, a wider regulatory approach could be a satisfying solution.
Further enlarging Ofgem’s (or another agency) role to include environmental, research
and strategic fields could preserve the autonomy of the market and competition while

more directly safeguarding the public interest.

Let us consider an example from history: the Strategic Rail Authority; the railway system
provides us with a useful and relevant example of a utilities-related agency dealing with

other goals than economic ones: the Strategic Rail Authority, SRA.
The SRA, a (nhon-departmental public body or NPBD) was established in 2001, with a
large staff (over 400 in 2004). It was responsible for building and delivering a ten year

plan for UK Railways. The SRA operated under directions of the SoS for Transport.

“As well as providing overall strategic direction and leadership for Britain's railway, the

SRA let and manage[d] passenger franchises, develop[ed] and sponsor[ed] major
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infrastructure projects, manage[d] freight grants, publishe[d] an annual Strategic Plan,

and [was] responsible for some aspects of consumer protection.” (SRA, 2005)

It was associated with the Office of Rail Regulation which is responsible for competition
and health and safety of British trains. The hierarchy between the bodies was not

specified clearly.

Nevertheless, the agency was closed after only a short lifetime. Many of its functions

have now been passed to the Rail Group, part of the Department of Transport.

“Closing the SRA has been identified as critical, since it cannot act as an industry leader,
being currently positioned outside the industry. Nor can it take full responsibility for
determining the Government's rail strategy, since that is a role for Ministers, who are
able to take decisions in the context of their wider transport policy, and who are
answerable to Parliament and the electorate. The existence of the SRA also increases the
potential for inefficiency in the industry, because lines of responsibility are unclear.” (DfT,
2005)

The conclusions that can be drawn from this statement are threefold. First, building a
strategic authority/agency without purging the Whitehall bureaucracy can be duplicative
and inefficient. This corroborates the need of rationalisation of the institutional
framework described before. Second, clearly defined responsibilities, hierarchy and roles,
is crucial. The strategic agency’s place in the decision-making should be clearly defined.
If the territory claimed by the new Agency is too expansive, then the sponsoring
Whitehall department (e.g. BERR) might enter into turf battles with the new Agency and
in-extremis be provoked into terminating the Agency’s authority. Such fears imply that,
an agency, should set-out to be more process and implementation based rather than
policy goals-based. Policy goals are more properly the domain of elected representatives.
Third, any Agency should seek to attract the full confidence of the private sector,

independent of the state of the industry’s relationship with government.

It is noteworthy that the policy domain of the SRA lay almost entirely within the scope of
one government department, the DfT. As such the SRA represented a significant issue for
the effective functioning of the DfT within Whitehall. In the case of a Strategic Energy
Agency the issues would probably be somewhat different given the current fragmentation
of energy policy across Whitehall. As such any SEA would represent less of a threat to

institutional business-as-usual to BERR than was the case with the SRA and the DfT.
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A Strategic Energy Agency is not the only model for an English Energy Authority. Dieter
Helm compares carbon policy with monetary policy; an independent body, the Bank of
England, has succeeded in providing a long-term framework to investors. It has also
gained credibility, hence authority; the same kind of solution applied in energy could
protect security of supply. Other models might include the communications regulator
OfCOM and the Civil Aviation Authority. Both these institutions have multiple regulatory

responsibilities within which economics is merely one consideration among many.

A possible Strategic Energy Agency could emerge from Ofgem combined with parts of EA
dealing with “Air Quality”. In addition it might have responsibility for ETI and NNL as well
as the CT. It would report to an independent board expanding in scope and replacing the
Gas and Electricity Markets Authority® (which oversees Ofgem) in order to sustain
independence; it would advice all Departments involved and would implement jointly
chosen instruments. It would be partly funded by the private sector, as this would ensure

a good communication with, and sensitivity to, energy suppliers.

“Delegation [...] reduces uncertainty and political and regulatory risk, which is typically
hard to diversify, thereby reducing the cost of capital. Second, it reduces the possibility
that Governments, which are driven by the next election and other short-term political
economy considerations, will set carbon policy inappropriately.” (Helm, Hepburn and
Mash 2003)

® For information on the membership and role of the Gas and Electricity Markets
Authority see (GEMA, 2008)
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FIGURE 6 AN ENERGY AGENCY?
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Disadvantages of the Energy Agency Approach

The first drawback of this approach lies in the definition of hierarchies. Quite properly
Government (answerable to Parliament) has the last word in the political process.
Although the independence and authority of an independent Non-Departmental Public
Body (NDPB) can be strong, as in the case of the Bank of England, if government or its
departments believe that the position taken by an NDPB is too strategic (as arguably in

the case of the SRA) then they can hinder the work of an agency and even abolish it”.

The second disadvantage concerns the scope of work. Rail policy is quite narrow despite
having a national scale. Furthermore trains are not necessarily perceived of as a
fundamental public need or societal right. The story of the SRA reminds us that even in a
more straightforward context a strategic authority was not successful. Uniting energy

policy goals in an “independent” entity with relatively low-level decision-making powers

7 This is different from the case of a purely economic regulator because there are potentially a wider range of
more complex political issues at stake.
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might not represent a sufficient benefit to outweigh the various disadvantages. Finally it
is also noteworthy that passenger rail transport is typically a sector requiring subsidy and
as such it differs markedly from energy where business costs are consistently less than

revenues.

4. A Cooperative Approach?

Let us consider the example of energy policy making in the Netherlands. The
Netherlands’ metapolicy for environmental governance is renowned and has attracted
international acknowledgement. Might the Dutch approach partially answer the concerns
from industry articulated above by UKOOA. Furthermore might such a model sidestep
difficulties akin to those faced by the SRA?

In the Netherlands, advisory boards representing different interests and private actors
committing voluntarily to environmental objectives, through cooperation with public
agencies, have generated high levels of national satisfaction with the governance system.
Place is given to dialogue, negotiation and compromise, but if necessary regulatory
decisions are enforced (Arentsen, 2001). Target groups are identified (e.g. industry) and
are made responsible for progressing the strategy (Jones, Kavanagh, Moran and Norton,
2001).

Institutionally, this balance is expressed via the large number of actors involved in
energy policy, including an economic regulator and an energy agency. While the
Netherlands does indeed possess an Agency for Energy and the Environment, known as
“Novem”, we suggest that the Dutch model is nevertheless primarily an example of a
cooperative approach. Pragmatically, the policy instruments used in the Netherlands are
usually voluntary long-term agreements. For example, the Dutch R&D strategy has been
praised as clear and coherent, the market design is considered to be adequate, and

notably Dutch energy efficiency has increased significantly since 2002 (IEA, 2004).

Nonetheless, some critics have commented on the effectiveness of the Dutch
arrangements. First, institutionally, the lack of definition of a hierarchy between
regulators, ministries and agencies has led to weaker power levers and weaker clarity of
processes (IEA, 2004). Second, the voluntary aspect yields decisions that are considered
safe and which lack radicalism. In terms of CO, reduction, the Netherlands have been on
track with the Kyoto treaty but it is notable that they have not invested heavily in new

renewable generation capacity (IEA, 2004).
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A physical and firmly established energy policy network could boost cooperation in policy
making. If the status of the new institution would be that of an agency, as described
earlier, the main difference would lie in its role, one of a negotiation facilitator, rather
than regulator. Besides, as the status focuses on negotiation and not on given energy
goals, this could enhance flexibility by adapting the work focus to the changing energy
context. In fact, it could make “horizontal” the structures of the current strategy unit
designed while “vertically” focussing on changing work streams as SEPN already does
(Climate Change, Reducing UK emissions, Renewables and Security of Supply.). The
members and board could be influential actors drawn from all areas, including:
academia, industry, and perhaps even politics. Their collective reputation could help
secure authority. Its funding could come from both Government and the private sector.

Some of the board members, sitting at EE, would ensure negotiations are connected to

executive power.

FIGURE 7: COOPERATION? THE DuUTCH MODEL
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Disadvantages of a Collaborative Approach
The main flaw of such an institution would be that its cooperative aspect arguably

reduces its legitimacy and further might favour technocracy over democracy. This is not

METAPOLICY OPTIONS FOR ENERGY IN ENGLAND — MAUGIS & NUTTALL. 22



the case in the regulatory solution where Departments controlled by elected politicians,
as mentioned, always have the last word. By making the necessary link with EE,

decision-making is held in the hands of non-elected specialists as such.

The second weakness lies in the decision-making process; as mentioned, it is held by
non-elected actors, and the network is not at any particular hierarchical level; although
EE provides a beneficial link, it is not sure whether or not reflection can be followed by

action. This might weaken leadership.

The last flaw is that consultation process might seem too feeble and lead to mild answers
(Hartley, 2003). Indeed, voluntary agreements essentially imply that lower standards are
achieved (Dolsak, 2001) and can even sometimes result in a stalemate (Matthews,
2001).

5. Comparison of Three Metapolicy Models

We do not seek to establish an objective instrument to measure an organisation’s
efficiency. We tend to the view that such a metric does not even exist. Rather we note:
“the actual effects of domestic institutions on the capability of the Government to impose
losses (to industries), the strength of the effects, and their directions are unclear”
(Dolsak, 2001). The effectiveness of institutions is very difficult to measure because a
counter-factual controlled experiment (that which would have happened had the

institution not existed) is impossible.

We suggest that institutional structures for government policy making can indeed play a
role in shaping policy choices. The set of ideas discussed during this paper allow us
perhaps to try and compare the three solutions albeit subjectively. In this spirit we
allocate with some marks evaluated on the basis of the previous comments - see figure
8.
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FIGURE 8: METAPOLICY ATTRIBUTE MATRIX

(AUTHORS' ASSESSMENTS — HIGHER SCORES INDICICATE GREATER POLICY-MAKING EFFECTIVENESS)

Department Agency Network
Alignment of objectives 5 4 3
Leadership 4 2 3
Clarity for the stakeholders 5 3 0
Cultural diversity 2 3 5
Democratic process 5 3 0
Expertise 4 4 5
Flexibility 2 3 1
Long life-expectancy 3 4 4
Rapidity 3 4 2
[Transparency 1 2 5

If equal weight was given to each quality, a Department would be the best option.
However, an average mark does not provide a definite answer. Stakeholders from
industry, for instance, might place a premium on leadership, clarity and policy expertise
and hence favour a Department for Energy. Consumers, however, might legitimately
distrust greater technocracy and shorter power distances and hence favour weaker

structures such as cooperation.

6. CONCLUSIONS

In the current situation in England, the actors involved in energy policy-making possess
wide objectives and are constrained by their sectoral cultures and professional
disciplines. The complexity of the issues has led to a series of objectives for institutions
which might not have the appropriate expertise to answer them. A first natural step is to
separate transport, social, educational and defense goals from the core of this study.
They can make a coherent whole by themselves within appropriate agencies and/or
Departments. The core entanglement is between economic-industrial, environmental and

research domains in energy.

Our study of English energy metapolicy has highlighted the needs for three major

changes: rationalisation of the current institutional framework, addition of further
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strategic concerns to it, and specification of where the centre should be, in decision,

implementation, or negotiation.

This last concern has led to consideration of three new metapolicies, differing in the
position of the key policy centre of power and the length and breadth of power distances
from the Cabinet. In the case of a putative Department for Energy this would have the
highest position immediately under the Cabinet; the case of an agency would provide
greater insulation from day-to-day politics. The case of a collaborative network,
theoretically sits entirely outside the Whitehall hierarchy but this would come at the price
of reduced democratic (parliamentary) oversight. In the absence of objective
measurements for the efficacies of institutions, the final conclusion boils down to a
political question (fundamentally between interventionism and liberalism); it is therefore
impossible to give a “scientific” metapolicy answer to what is itself a highly political
question. We note the advice of Lord Wilson of Dinton - that as long as the heart of the
answer is political, leaving as much power as possible to elected representatives is a wise
move (Wilson, 2006).

A MODEST RECOMMENDATION

Clearly energy is both crucial to national prosperity and is a matter of political
significance. A strong, but limited change could be implemented by Government as an
interim measure before the politics of energy in the early twenty-first century is more
concretely formed. That is before waiting for the building of new contexts and the
appreciation of appropriate new institutions. We suggest that the PM should appoint to
the Cabinet the Minister of State for Energy. Appointing someone from the energy field
would raise the political profile of energy at the centre. The Minister of State for Energy is
the best representative in terms of scope of experience, by being the head of Energy
Group within BERR, and he is already focused on strategy. The proposed extra cabinet
rank minister would continue to be based within BERR and be answerable to the
Secretary of State for Enterprise and Regulatory Reform. It is noteworthy that in August
2008 the Cabinet has three members drawn from the Treasury excluding the Prime
Minister. This and other examples make clear that there is no constitutional obstacle to a
given Department having more than one representative in the Cabinet. Given the
importance of energy at the present time we suggest that such a promotion of the
Energy Minister to the cabinet should be merely part of an ongoing process of

strengthening Whitehall capacity on this most important of topics.
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