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Can Energy Communities fund the energy transition?  

 
Against the background of the worst recession in the last three 

centuries, the EU ambition to deliver a trillion-dollar infrastructure 

investment initiative seems ambitious. It raises one simple question. 

Where is the money going to come from? 

And the answer? Maybe from you!
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How do we get out of this mess? 

Given that the UK expects to generate a deficit of around £300 billion this year, it is likely to take 

some fairly extreme measures to pay that back…ever. The problem is compounded by the ever-

increasing burden of industry bailouts, soft loans and welfare benefits coupled with a shrinking 

economy and reduced tax receipts. And this is not a problem unique to the UK.  

There are three generally accepted ways of resolving an economic crisis of this scale: tax, 

printing money and borrowing. 

Increasing tax rates to achieve anything approaching this level of debt would have a devastating 

effect on the economy; there would simply be little money left to spend on anything and the 

economy would contract dramatically. And there seems little prospect of borrowing money if the 

entire global economy is in the same boat. Printing money it is then! 

Or is it? What if a new source of investment could be found, one that was voluntary rather than 

imposed, democratic rather than dictated and which did not have an adverse impact on the 

economy as a whole? 

Perhaps consumers might be persuaded to invest their savings (now at historically 

high levels) into developing the infrastructure needed for the energy transition?  

Of course, this raises questions regarding their willingness to invest, what specifically they 

would invest in and how regulation would need to evolve to accommodate the inevitable 

changes, but it raises an interesting question. 

Do consumers have the necessary amount of savings?  

Whilst the headline figure of €750 billion touted by the EU as both an economic stimulus 

package and a means of delivering on their climate goals sounds a lot, it only represents around 

€25 billion annually over the period between 2027 and 2058 when it is to be repaid. 

Furthermore, there is a lot of consumer finance floating around at present. Since the beginning 

of lockdown, households have made record deposits into savings accounts. It might be argued 

that it is as much a consequence of there being little to spend their money on rather than saving 

for a rainy day. Nevertheless, across Europe, consumer saving has rocketed, for example 

during lockdown: 

■ French households have saved €60 billion, more than €20 billion in March alone 

– many times more than the typical average monthly increase in bank deposits of 

€3.8 billion.   

■ In the UK, March deposits increased by £13.1 billion, up from a more typical £4 

billion whilst consumers simultaneously paid off an additional £3.8 billion of debt.  

In the USA, consumer saving has risen from 8% to 24% of GDP; according to Bank of 

America, there is now a cash mountain of $4.7 trillion. 

Whilst this means that households’ balance sheets are improving, it also implies an equivalent 

reduction in spending in the overall economy. If this money can be invested in infrastructure 

which contributes to a sustainable energy system, maybe that is a price worth paying. Instead of 

short-lived expenditure on hairdressers and entertainment, it could fund the solutions to climate 

change and the potential economic impact of that challenge. 
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But the availability of the capital does not guarantee such investment – so what is the case for 

suggesting than energy systems investment might appeal?  

Given the historically low interest rates on consumer savings, it is widely believed that 

consumers might be prepared to consider putting their savings into unconventional schemes to 

get any kind of decent return.  Although perceived by some as high risk, energy communities 

are potentially one of the soundest investments available. After all, an investment in the energy 

system which supplies your home has an off-take contract with a person who will live as long as 

you! There are also arguments regarding the investment in the community in which you live, 

establishing a circular economy based on the essential energy infrastructure. 

Will consumers invest in energy communities? 

The EU has already identified consumers as a key potential source of funding, overcoming the 

challenges of constrained public sector finances and limited institutional capital in the wake of 

the pandemic. Both the Electricity Market and the Renewable Energy Directives seek to support 

the roll out of energy communities, in the pursuit of three key goals: 

■ Community acceptance of renewable energy; a potential remedy to NIMBYism 

■ The provision of flexibility to the energy system through highly distributed generation 

■ The incentivisation of consumer investment in local, renewable energy systems 

 

These two Directives, currently being transposed into national legislation, support the 

implementation of so-called citizens energy communities (CEC) and renewable energy 

communities (REC) respectively. Although the precise definitions vary between markets, both 

provide for the establishment of communities of consumers in an area limited either by 

geographic proximity or distribution system topology (typically 1km or connection to a common 

LV distribution network respectively).   

These communities invest in low carbon generation assets and share the output amongst 

themselves; in most cases the electricity is distributed over the public distribution network.  

If they are able to generate at an LCOE less than the wholesale market, they can be profitable; 

if they can additionally stack revenue from selling some kind of flexibility services, the economic 

case can be further enhanced. In this case they are achieving true grid parity rather than the 

retail tariff parity which provides the rationale for self-consumption business models. These 

latter are represented by, for example, solar PV generation from a rooftop system serving the 

demands of a household and displacing electricity which would otherwise have to be imported 

from the grid. 

But will their initiatives work? Are consumers even interested in the localisation of energy? 

According to Delta-EE research in a number of EU countries, it would appear that the concept 

of energy communities rates highly with households. Indeed, the level of appeal seems to relate 

as much to the social and environmental benefits of investing locally as to any potential 

economic value; and this research was carried out just before the lockdown which has seen 

significant increases in community awareness and engagement. 

Figure 1: Although the level of appeal of energy community ownership varies across 

EU markets, on average more than 40% find the concept quite or very appealing. 
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Even in the USA, research has shown that 54.6% of those interviewed would prioritise 

investment in electricity infrastructure and 43% would support stabilising neighbourhoods. 

So, in principle then, it sounds as though consumers are supportive of investment in energy 

communities. However, we all know that what they say and what they do are often not the 

same, particularly if the economics are not sufficiently attractive.   

So, let’s look at this from an economic standpoint. 

Economics of local energy and the effect of the cost of 

capital 

Whilst the EU initiatives are expected to stimulate energy communities, investment in renewable 

generation assets by communities is hardly new. For decades, community interest groups have 

invested in renewable generation projects. However, these have often simply sold their output 

to the wholesale market or, latterly, via power purchase agreements (PPA). They have also 

been heavily dependent on fast disappearing subsidies.  

The innovation proposed here is the balancing of that generation with matching demand for 

electricity from members of the community. Unfortunately, if this matching takes place over the 

public network, there is a significant erosion of value as the energy is subject to use of system 

charges. There is also a high degree of complexity in allocating the energy amongst members 

of the community and for the provision of balancing power from the grid to make up any shortfall 

between supply and demand. 

In the case of community microgrids, or indeed any system which operates over a private wire 

network, this problem is overcome, and significant additional value can be achieved, albeit at a 

higher investment cost. In both cases, the viability is a function of three key factors: 
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■ The level of income generated both from sales of the electricity generated and 

consumed and, equally importantly, from additional revenue streams such as 

flexibility at both DSO and TSO levels. Capturing multiple revenue streams is 

referred to as value stacking. 

■ The cost of the DER assets and, in the case of microgrids, the storage, 

network and controls. This cost can be minimised by, amongst other measures, 

component integration, standardisation and naturally as the cost of renewable 

technologies falls with economies of scale. 

■ The third and arguably most important factor is the cost of borrowing. As with 

any renewable energy project, the majority of the LCOE derives from the upfront 

investment cost; the interest rate or cost of capital (WACC) tends to dominate this 

cost for long term infrastructure projects. Many institutional investors require 

substantial returns even for infrastructure investments, typically at or around 8-10%, 

as this is the opportunity cost of their capital. In contrast, consumers would be lucky 

to achieve returns at anywhere near this level.   

 

It is a truism that interest rates are largely determined by their perceived risk and this is as true 

for households as for institutional investment. The current, secure Building Society savings 

rates offered to consumers at less than 1% might still seem attractive compared with the 

uncertainty of alternative higher risk investments, although even then it is difficult to achieve 

returns much beyond 3%.  

But infrastructure is generally considered low risk and, if you are investing in your own energy 

supply, then you are effectively underwriting your own investment. You are the source of 

revenue who will continue to pay for your energy and receive the appropriate return on your 

investment from that income stream.
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As the diagram below1 illustrates, the provision of funding at a WACC of 3% results in a local 

energy system supplying electricity at a highly competitive LCOE, whereas at 10% it struggles 

to compete with grid supply. 

Figure 2: With a low cost of capital, some local energy systems are competitive with 

grid supply today.  Further optimisation can be achieved either by adding value 

streams, reducing CAPEX or cost of capital, or any combination of these.  

  

What needs to happen next? 

On the face of it, it seems that not only are consumers in a position to fund the green 

energy transition, but they also have an interest in doing so.  Both from an economic 

point of view with realistic returns on a low risk investment, but also from an 

expressed positive attitude to energy communities. 

However, it should be recognised that, even with a substantial consumer investment in the 

energy transition, it is also going to require a range of complementary investments from 

incumbents, new market entrants and the public sector. And that will provide opportunities for 

those who are willing to take the initiative to invest in developing supply chains and competence 

in a variety of areas from software development to installer training. There will be a strong role 

to play for service providers who have the design, build, and ongoing operational expertise to 

support communities. 

Importantly, this should not be about cannibalising the existing value chain, but about creating 

and leveraging additional value. If this crisis has taught us anything, it should be about our 

dependence on one another and valuing the contribution that each of us can make to achieve a 

change for the common good. 

 

1 https://www.delta-ee.com/downloads/2246-the-rise-of-local-energy-systems.html 

https://www.delta-ee.com/downloads/2246-the-rise-of-local-energy-systems.html
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So, what needs to happen to realise the potential of this opportunity? And how do we ensure a 

just transition balancing the reasonable expectations of the incumbents against the challenges 

of social inclusion. 

And what is the role of incumbents? Will it be as mere facilitators of energy communities, 

providing advice and ensuring the system can accommodate additional renewable generation 

and energy trading? Or will the DSO transition into service providers rather than asset owners 

and operators. 

And how will the use of system be valued, both in terms of the costs of providing networks and 

to identify, quantify, and monetise the respective costs and values. And how will that be 

achieved fairly when costs are socialised and not all consumers may be in a position to fully 

participate? 

Unlike earlier initiatives like feed-in-tariffs (FiT), which unfairly subsidised the rich at the expense 

of the poor, this movement may not affect just a small proportion of the energy system. FiT 

could be funded as long as a significant proportion of customers contributed financially to the 

funding pot, but as was seen in Germany, as the number of installations grew, so the burden of 

funding disproportionately fell on those least able to afford the cost.   

If consumers are to fund the green revolution and energy communities are to play a significant 

role, it is essential that we plan for a just transition which offers the same benefits to all 

members of society. 
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