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Many bemoan the so-called “subsidies” that building owners who insulate their homes or install renewable energy systems receive from government and some power companies. If these truly were subsidies, then I would share in their lamentations. But in truth, they are misnamed; they are not “subsidies” at all but rather commissions. 

How can that be? A commission is compensation for a service rendered to another. Well, that is precisely what happens when we improve our building’s efficiency or install renewable power. While the homeowner does reap a modest personal benefit from those upgrades in the form of lower energy bills, our cheap energy prices mean that if immediate personal finances are the only consideration, the improvements would almost never be made – it’s simply personally cheaper to buy and burn more power than it is to upgrade appliances, insulate, or auto-generate. 

But when people make those investments they also reduce power requirements overall. And if enough people do that, the power plants needed to meet general demand are reduced in size and cost or can even be eliminated. Therefore, paying people to reduce their centralized power consumption is the same as paying people to build a power plant, then paying other people to run and maintain that plant, and finally paying still more people to fuel that plant. 

Well, almost the same. There are several important differences with the efficiency/auto-generation option. First, they are 100% non-polluting. Besides the immediate benefit of that, this means they are also immune from any potentially onerous tightening of future pollution regulations. Second, they are permanently immune from fuel price rises and instabilities. Third, as “early adopters,” efficiency pioneers support the industry at their own expense, helping it progress along the curve of improved performance and lower costs. Finally, as noted, they reduce the need for ugly, contentious, property-value-destroying and resource-hungry (fuel, and for coal plants, precious water) centralized plants, with their associated transmission line losses and costs. 

These important benefits accrue to everyone – fellow customers, utility owners, and society, and not specifically to the person making the investment. As such, the cost of these benefits, if not shared by society (i.e. with tax credits for example) and the utility (with rebates or feed-in tariffs) would constitute a “free” value to them, in effect a subsidy by the innovator to everyone else. That certainly would be un-American by most traditional standards, so it’s only natural to compensate the person whose investment reduces everyone else’s costs. Payments under such circumstances are properly called “reimbursements,” “co-pays,” or, where they are in recognition of value added, “commissions.” The one thing they certainly are not is a “subsidy.” 

To fully appreciate the extent of this, consider the cost of efficiency and renewables versus the cost of centralized power. Since these latter costs vary depending upon plant size, locale, regulations, and other variables, they are stated as a range. While renewables such as solar are pricier than coal, the cost of efficiency is universally less, and that doesn’t even account for the value of the cleanliness and long-term price stability that these options provide. The Sierra Club calculates that energy efficiency (insulating, replacing obsolete windows, appliances, etc) costs 3.1 cents per kilowatt-hour saved, coal costs about 4.5-5.4 cents per kWh generated, and photovoltaic costs 12.4-26 cents per kWh. Other technologies fall within the 5-10 cent range. 

These figures show that the number one, cheapest option is efficiency. It’s 31-42% cheaper than the next cheapest option (coal). Again, that doesn’t even include the significant value of the cleanliness and long-term price stability that efficiency and renewables offer – it’s just based on today’s raw, up-front costs. Clearly it is cheaper to pay one’s neighbor $3 to reduce his demand or “grow his own solar” than it is to pay $4.50-$5.40 to produce more central power. And such a payment is no more a “subsidy” than paying to build a new power plant would be. It’s just plain good and fair economics.

Ref: http://www.sierraclub.org/sierra/200701/negawatt.asp 
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