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BREXIT: What Next for the UK and Europe’s
Energy Relationship?
 14 September 2016
By Huw Kidwell

The unthinkable has actually happened, with the British electorate voting by a narrow margin of
1.3 million votes to leave the European Union. The reasoning behind this is open to interpretation.
UKIP and the Eurosceptics campaigned long and hard on the platform of British sovereignty and
immigration, Prime Minister Cameron came back from Europe with a pitiful ‘deal’ on immigration
and working bene�ts, and the result could also be seen as a mid-term government protest vote –
although in May 2015 Cameron was returned as PM with a majority. Whatever the reason, the
BREXIT referendum result triggered political in�ghting, a fall in the value of the pound, cabinet
reshu�ing, a new Prime Minister and a leadership contest for the Labour opposition. Bitterness
followed between ‘leave’ and ‘remain’ supporters that only ceased because of the August recess of
parliament and the feel good factor of the 2016 Olympic Games.

European leaders such as Angela Merkel, Jean-Claude Juncker and François Hollande have in
general had a poor reaction to the UK decision, are worried about the integrity of the EU and have
�red warning shots about immigration and the single market. Jaroslaw Kaczyński, Poland’s former
Prime Minister has called for calm in the negotiations and a further referendum in the UK as the
future of the EU is in jeopardy. However with Article 50 still not invoked – although there have
been calls in the UK Parliament for a vote on this issue – the UK remains a full member of the
European Union. At the Aldersgate Group debate on BREXIT in July 2016 Lord Deben, Chair of the
Committee on Climate Change (CCC), stated BREXIT “was the biggest example of self-harm done
by a nation for 200 years” but now “we are where we are, even if we don’t know where we are” (a
brilliant de�nition of confusion).

Current issues for the UK
With the UK marching headlong and determined towards BREXIT the issues for the UK are many
and there will be di�culties in the energy market. Firstly, there is security of supply. With
interconnectors between continental Europe and the UK, and the UK reducing generating capacity

due to the closure of 5GW of ‘old’ coal technology power stations in early 2016, there will be a
de�nite reliance on Europe for power. Secondly, the partial moratorium on the Hinkley C nuclear
installation has sent a poor message to investors in both France and China, particularly as it was a
last minute decision. Ian Wood, Partner at the global law �rm King & Wood Mallesons said, “as
technology stands there is little alternative to nuclear new build and Hinkley presents the most
immediate solution to the risk of the lights going out in 2025… The message to the Chinese has
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immediate solution to the risk of the lights going out in 2025… The message to the Chinese has
been unfortunate and damaging. Post-BREXIT strong trading relationships with the likes of China
will be particularly important going forward.” The decision on whether to build the new Hinkley C
with its in�ated supply contract and poor design issues is still in the ‘lap of the Gods’ and the
National Audit O�ce who evaluate project spending and advise on the value for money of public
spending to UK central government.

The UK government have persistently failed to put forward plans to plug the power gap in the
UK’s energy supplies and now Hinkley C is one of their only options. Michael Liebreich is the
Founder and Chairman of the Advisory Board of Bloomberg New Energy Finance and a leading
energy analyst, and is not a supporter of Hinkley C. He believes that “it should not be built as it is
an unproven design, is expensive and linked to an overly expensive supply contract . EDF has
severe �nancial problems and may not be able to ful�l the contract anyway. At least BREXIT will
give an excuse to cancel it”. The UK and Europe are still very much ‘tied together’ by energy policy
and will probably remain so for the foreseeable future. Elisabeth Blunsdon, Of Counsel for Energy
at Orrick believes that “UK energy policy has been a trailblazer in terms of energy market reform.
The UK was a �rst mover in the privatisation, unbundling and development of trading markets
and many of the policies developed here have subsequently been adopted into EU energy policy.
Certainly in the near future, it is di�cult, if not impossible, to imagine that UK policy will diverge
signi�cantly from EU policy.” David Powell, the Associate Director of Environment for the New
Economics Foundation (NEF), believes it is very likely that the UK will try to remain part of the EU’s
Energy Union initiative, which is a pan-European integration intended to open up energy markets
to private competition and connect them up across Member States as well as providing security
against Russian adventurism.

Energy Prices
In July 2016, following the BREXIT referendum, UK energy prices climbed to near nine-month highs
as the markets worried about winter power outages in the wake of coal plant closures. This was
partly due to the slump in the pound as the UK is a net importer of gas and coal, which are traded
in dollars. Energy market analysts ICIS reported in July/August 2016 that the price of gas climbed
29% over the second quarter of 2016 while wholesale electricity prices increased by 25%. Market
experts con�rmed that more coal-�red plants have gone o�ine, and this has made electricity
supply margins tight for the winter period. Generators also have a rising dependence on more
expensive gas and this is also contributing to a boost in electricity prices. Although on the positive
side, gas conveyed from Belgium to Britain will become cheaper from 1 October 2016 due to a
drop in National Grid tari�s. Neil Harrison, Director of biomass consultancy re-Heat, believes that
energy price increases are due to the changing nature of the energy market in the UK (closure of
coal plants, expensive gas generation, loss of generating capacity and no new large power plants)
and not BREXIT. Steve Armitage, Managing Director of international energy software developer UD
Group, believes that BREXIT is an opportunity to modernise the UK power system and introduce
smart meters and smart data to reduce prices and attract more global investment. Amit Gudka,
co-founder of bulb, a new UK 100% renewable Energy Company, believes that EU-UK
interconnection has stabilised wholesale gas and electricity prices in the UK but this may change.
He said “although European co-operation has been excellent, post-Brexit uncertainty combined
with a continuing lack of investment in infrastructure might signal price rises for the consumer”.

Renewable energy and climate change
BREXIT is bringing uncertainty to a lot of areas and one of the major concerns is renewable energy
and climate change. Will the UK retain its commitment to carbon reduction and renewable energy
projects? Some environmentalists believe the 2008 Climate Change Act (CCA) might be undone if
we leave the EU. This Act is at the front of UK legislation, obliging the government to cut emissions
by at least 80 per cent by 2050. Elisabeth Blunsden believes that the UK will still be an enthusiastic
supporter of environmental policies and said “the UK has historically been an enthusiastic
implementer when it comes to environmental policies. It has not only enacted the various EU
rules on environmental issues, but has also gone further than that and adopted its own targets
for greenhouse gas (GHG) emissions, via the Climate Change Act 2008. As a result, it currently has
some of the most aggressive targets for GHG reduction in Europe.” The changes in the structure
of the UK government wherein the Department for Energy and Climate Change (DECC) is replaced
by the Department for Business, Energy & Industrial Strategy (DBEIS) worried some

commentators in that this could signal a change in UK policy. Blunsden believes that the
disbanding of the DECC in Theresa May’s incoming government re-organisation perhaps signals
reduced emphasis on climate change, but overall there is limited evidence to suggest that policy
will change dramatically in the near future. Neil Harrison is of the opinion that the DECC
replacement by the DBEIS will have more impact in climate change policy as it is a larger entity
with more impact. The worrying aspect for Harrison in his sector (renewable energy) is that
following BREXIT the UK will no longer be eligible for European grants, including Horizon 2020. He
said that “without EU grants there might be a knock on e�ect meaning that projects are side-lined
and don’t get large scale investment either”.

Energy and Investment
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Energy and Investment
Investor con�dence and the management of risk are essential in attracting investment to large-
scale infrastructure projects such as power plants. Of course, investors need stable economic and
political conditions. The swift establishment of a functioning government post-referendum vote
did much to steady the ship, but the decision to review the Hinckley Point project may adversely
a�ect investor con�dence in an already uncertain world. The next six to twelve months is likely to
be a bumpy ride for the UK energy sector. Michael Liebrich believes that there is now enormous
uncertainty in energy investment but that Europe itself is responsible for some of it, leaving
BREXIT aside. He said, “European energy policy is in a constant state of review and this brings
uncertainty… investors will only invest where there are guarantees on price and volume and
changes in subsidies and policy do not help”. Liebrich believes energy investors tend to be robust:
“If they will invest in Nigeria, Turkey and the Ukraine then in comparison the UK is very stable –
but will they expect a premium?” Ian Wood is concerned that the changes in government have
removed the champions of certain large-scale projects and that they will be reassessed with a
consequent e�ect on the investment they have attracted. Wood pointed out “the National Audit
O�ce has stated that post-BREXIT they will need to re-assess the availability of cash to fund many
energy and infrastructure projects such as Hinkley Point C, High Speed Rail 2 (HS2) (linking
London, Birmingham, and Manchester) and the third runway at Heathrow. The greater austerity –
which is felt will be one of the consequences of BREXIT – may put some of these projects in
jeopardy.” Elisabeth Blunsden agrees that investment in the UK may be troubled by BREXIT
uncertainty, but there could also be a bright side. She put forward a scenario: “Due to the
weakening of the pound since the BREXIT vote, in some respects the UK could become a more
attractive investment proposition, particularly for overseas investors. Added to the wide
generation gap, this could lead to a second wave of investment in carbon generation coming from
the US.”

Modernisation and the future
With BREXIT more than certain to happen within the next two to three years there needs to be a
clear vision on not only the energy relationship the UK has with Europe but also about how energy
is distributed and costed. Peter Rolton, Chairman of engineering consultancy Rolton Group and
Director of Rolton Kilbride – the community energy company – gave his vision of how the UK can
attract investment post-BREXIT and lead the way. “We need to reinvent the UK energy market
especially the low carbon sector… promote energy centres attached to manufacturing…
encourage Demand Side Response and smart meters… invest in energy infrastructure for electric
vehicles and invest in decentralised power storage to supplement a modernised smart grid,” he
said. “BREXIT – if it is real, means we have to �rmly grasp the ‘nettle’ and have an electrical
revolution in power distribution across the UK and also about how electricity is paid for – tari�s
are old hat and electricity supply should be �rmly based on supply and demand especially where
renewables are concerned”, he added. Patrick Caiger-Smith, CEO and co-founder of energy
company geo (green energy options), is in agreement about modernisation of the UK grid post
BREXIT but adds “We have a serious shortage of skills in the UK in software and engineering and
need to be careful that BREXIT doesn’t discourage skilled people from Europe coming to the UK to
work.“

The UK is already physically connected to the European mainland via its existing interconnectors,
and further interconnectors are being developed. There is also signi�cant trading activity between
the UK and the continent, particularly at trading hubs. It is highly unlikely that the physical
infrastructure linking the UK and mainland Europe will cease to operate, but it is also the case that
there has been signi�cant progress in market coupling at EU level in recent years, allowing
increased, and more e�cient, cross border trading. Whilst the market coupling project comes out
of EU policy, the day to day arrangements have been developed largely at transmission system
operator (TSO) level, via institutions such as ENTSO-E, the European TSO organisation. From a
legal perspective, this means that many of the rules (although not all) that have been developed
are in force at a national, rather than an EU, level and will therefore continue in force, whatever

form BREXIT takes. Elisabeth Blunsden said “going forward, ENTSO-E allows non EU TSOs to
participate, (in various capacities), and it is highly likely that as a key component of the North West
Europe market coupling project, National Grid will continue to contribute to the development of
further market integration.”

Conclusion
It is certain that BREXIT will cause volatility and changes in the energy market as the issue begins
to mature and negotiations begin. At the current time the new government has brought stability
to the economy, consumer con�dence is high and the stock market is at record highs. BREXIT
however is a ‘slow burn’ issue and is will have rami�cations across the UK and Europe for many
years to come. The only real truth is that no one can predict what will happen yet and a great deal
of talking has to be done to maintain a workable relationship between the UK and Europe.
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