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Upfront cost is one of the biggest barriers to heat pump uptake 

in existing buildings. Costs could come down by more than 30% 

with the right market conditions. 

 

 

Figure 1: Current fully installed cost (FIC) for an ~8.5kW air / water heat pump (HP) 

installed in an existing UK home, compared to the potential cost in a reference and 

optimistic cost reduction scenario. Gas condensing boiler included for reference.  

The UK Heat and Buildings Strategy, published on 19th October 2021, 

anticipates a significant drop in the fully installed cost of a heat pump as 

a major mechanism to achieve its targets of 600,000 HP installs per 

year. A heat pump installation today is significantly more expensive for 
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the end-user than a typical gas boiler installation1. In the UK, this 

difference is particularly stark – a heat pump install can cost ~4 times 

that of a gas boiler, compared to ~3 times a gas boiler in Germany. 

Coupled with gas / electricity price ratios which generally favour gas, 

the economics of a heat pump proposition rarely stack up compared to 

a gas boiler. 

We have assessed what potential there is to reduce the upfront cost of 

a fully installed heat pump, where these reductions could come from, 

and what this could mean for the market.  

 

 
Why are current fully installed heat pump costs greater than 

installed costs for gas boilers? 

The gas boiler market is overall a more mature market, which enables 

lower costs to be achieved. Although some heat pump components are 

produced in large volumes for air conditioning products, the market is 

overall less mature than the gas boiler market. 

Factor Gas condensing 

boiler 

Heat pump 

Customer demand High - ~1.65M annual 

installs in the UK 

Low - ~30,000 installs 

in the UK in 2020 (but 

growing – expected to 

exceed 50,000 in 2021) 

Installed base  ~23M in the UK 

~130M in Europe 

~240,0002 in the UK 

~5.5M in Europe3 

Industrialised 

production? 

Yes Partly – for the 

components shared 

with the air conditioning 

and gas boiler industry 

 

1 Air / water heat pump compared with a gas condensing boiler 
2 All hydronic heat pumps  
3 All hydronic heat pumps 
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Competition Highly competitive, 

many installers  

Not enough installers, 

no/limited competition 

Distribution and 

product availability 

Full national coverage 

with end-user waiting 

time of days from time 

of requesting the 

replacement to install 

Patchy coverage with 

waiting times for 

customers of weeks to 

months from time of 

requesting the 

replacement to install 

Labour required for 

installation 

1-2 days, 1 person 2-3 days, 2 people 

Cost of sale Low – <1 day effort to 

sell 1 boiler 

High – typically several 

days effort to sell 1 

heat pump 
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Where could heat pump cost reduction come from?  

 

 

Figure 2: Cost reduction trajectory for the FIC of an air / water heat pump under central / 

optimistic scenarios 
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The primary enablers of cost reduction for heat pumps: 

% cost reduction4  Enabler of cost reduction 

 Central  Optimistic 

 

10-15% 15-20% 

Margins being squeezed across the 

value chain due to fiercer competition for 

manufacturers, distribution companies 

and installers, and greater confidence 

amongst installers. 

 

3-5% 5-10% 

Optimising product and system 

design to make it easier to design and 

install the optimal heat pumps for the 

building e.g., through more plug and play 

products, and more advanced tools for 

dimensioning and design. 

 

3-5% 5-10% Increased demand driving cost 

reduction throughout the distribution 

process e.g., greater occurrence of 

volume purchases in "repeatable" end-

use segments such as social housing, 

orders of magnitude growth in typical 

one-off sales volumes. 

 

3-5% 5-10% 

Optimising production processes 

through e.g., increased automation, 

digitalisation and streamlining production 

lines. 

 

<3% <3% 

R&D enabling reduced heat pump 

component costs through e.g., 

changing to cheaper materials, or new 

lower cost component designs. 

 25-30% 35-40% TOTAL COST REDUCTION 

 

 

4 Compared to today’s fully installed cost 

Increasing 

cost 

reduction 

potential 
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What would the market look like under our central / optimistic 

scenarios for cost reduction? 

 Today Central Optimistic 

Market Low end-user awareness / 

demand / confidence. 

Annual installs of 10s of 1,000s. 

Emerging end-user 

awareness / demand / 

confidence. 

Annual installs of low 100s of 

1,000s. 

Medium-high end-user 

awareness / demand / 

confidence. 

Annual sales of high 100s of 

1,000s. 

Manufacturers Increasing competition but still 

high margins. 

Handful of manufacturers with 

ambitious strategies to lead 

the heat pump market, 

launching products at 15-20% 

under standard prices. 

The majority of market players 

are able to squeeze margins to 

sell products at ≥30% under 

standard prices – because the 

volumes of sales are high 

enough. 

Installers Not enough to meet demand, 

high overheads and high 

margins, low confidence. 

Greater competition, sufficient 

installers to meet demand 

though some still lacking 

experience. 

Heat pump installation business 

highly competitive, experienced, 

more large companies with lower 

overheads, lower margins, and a 

higher volume of sales. 

Supply chain / R2M Patchy geographical coverage, 

cost-intensive processes, high 

cost of sale, reliance on out-

sourcing for storage and 

haulage. 

Emergence of larger 

distribution companies and 

wholesalers with additional 

expertise around e.g., heat 

pump system design, starting 

to bring more capabilities in-

house. Less hand-holding of 

installers required. 

Full geographical coverage in 

distribution, and growth of 

alternative sales channels e.g., 

online and DIY stores, helping to 

reduce the cost of sale. 

Other service 

providers 

New entrants like energy 

companies, start-ups and others 

taking initial steps into the 

market with early heat pumps 

offerings, testing concepts. 

 New propositions like heat as a 

service (HaaS) have become 

common place; new entrants from 

outside the energy sector now 

engage in offering heat services. 

Economic case Very challenging for heat pump 

compared to gas. 

Heat pump can achieve a 

payback in some cases – 

usually with subsidies. 

Heat pumps can compete with 

gas, with subsidies or with energy 

price realignment, combined with 

the wider availability of attractive 

dynamic tariffs and service 

options like HaaS. 
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What are the barriers and uncertainties which could suppress 

the potential for cost-reduction?  

■ Current challenges with component shortages / the price of raw 

materials could continue in the long-term, making cost reduction on the 

product side all but impossible. 

■ Regulatory changes such as tightening of the PFAS and F-GAS 

Regulation (affecting materials and refrigerants used in heat pumps), 

and Energy efficiency directives can require continued R&D and 

product changes to keep up with regulations – this can be potentially 

costly and could result in price increases rather than reductions. 

■ Awareness and confidence in heat pumps could remain stagnant. 

■ It could be difficult to access, train and build confidence in enough 

installers to meet or exceed demand. 

 

If this cost reduction could be achieved, what would it mean for 

the market? 

The cost reduction trajectory highlighted in the central / optimistic 

scenarios would reduce the marginal cost of a heat pump compared to a 

gas boiler to ~£3-£4,000. It is therefore not enough in itself to bring down 

the upfront costs of a heat pump in line with a gas boiler. However, 

continued subsidy support5 and heat as a service business models 

(HaaS) could help to reduce the upfront cost barrier of heat pumps as 

well as for other low carbon heating appliances. Achieving an end-user 

payback for installing a heat pump instead of a gas boiler is also 

challenging because heat pumps cannot currently compete with gas 

boilers on running costs6. Delta-EE modelling suggests that even under 

the optimistic cost reduction scenario, heat pump running costs would 

need to be reduced by close to a half of what they are today to achieve 

 

5 e.g., the £5,000 put forward in the UK Heat and Buildings Strategy (October 2021) 
6 Based on a simple marginal payback and sensitivity analysis used to determine whether the 
installation of a heat pump today instead of replacing a gas boiler could deliver marginal 
payback for end-users in the retrofit sector through running cost savings (using average 2020 
energy prices). To compete with the installation of a gas boiler in the UK retrofit sector, cost 
reductions associated with the central and optimistic scenarios would also need to be 
accompanied by a reduction in the running costs of heat pumps. 
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payback. In contrast, markets with lower electricity / gas ratios, such as 

The Netherlands, Italy, and France, would be better placed for heat 

pumps to compete with gas boilers in similar cost reduction scenarios. 

Measures, such as rebalancing energy prices in favour of electricity7, and 

the greater emergence of dynamic time-of-use tariffs (ToU) could help to 

address this issue in the UK. 

 

Actions needed from policy makers to ensure maximum and 

sustainable cost reduction 

■ Ensuring stable policy support to ensure market players have 

confidence to invest in R&D and developing supply chains etc. 

■ Ensuring a level playing field for heat pumps compared to competing 

technologies / incumbents. 

■ Ensuring there are sufficient trained and experienced installers to meet 

the demand. 

■ Contributing to raising awareness of heat pumps, such as through 

marketing and campaigns. 

■ Supporting innovation in technologies, routes to market and business 

models. 

 

 

7 An adjustment to the energy price ratio in favour of electric is being discussed currently and a 
decision on this is expected by 2022. 
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