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Written evidence submitted by Friends of the Earth (England, Wales and Northern 
Ireland)

1. We welcome the Committee’s inquiry into ‘Sustainability and HM Treasury’ 

(HMT). We focus on those areas where our own work has provided evidence of 

Treasury’s institutional approach to sustainability, as we believe that these will be 

of the greatest interest to Members. 

2. Sustainable development is an imperative for all governments in a world 
facing what former Government Chief Scientific Advisor, Professor John 
Beddington, describes as “a perfect storm”1 of economic, demographic, 
social and environmental challenges. The new Paris Agreement obliges all 

countries to act with the “highest possible ambition” in pursuit of a target of 

keeping global temperature rise to no more than 1.5 degrees.  Throughout this 

submission when we refer to ‘sustainability’ or ‘sustainable development’ we refer 

to the definition as set by Resolution 42/187 of the United Nations General 

Assembly, and endorsed within the UK’s Sustainable Development Strategy 

20052: “to enable all people throughout the world to satisfy their basic needs and 

enjoy a better quality of life, without compromising the quality of life of future 

generations” – and the five shared principles set out to achieve this: 1) living 

within environmental limits; 2) a strong, healthy and just society; 3) a sustainable 

economy; 4) good governance; 5) using sound science responsibly. We note that 

the National Planning Policy Framework (NPPF) restates this definition and notes 

that contributing to its achievement is the purpose of the planning system3. 

3. We encourage the Committee to seek oral evidence from the Chancellor. 
The Committee may not always find it easy to untangle the political priorities of 

the Chancellor from the institutional priorities and record of the Treasury itself. 

Overview of our concerns about HMT’s performance on sustainability 

4. No programme for Government can be delivered without the support or 
ideally active engagement of the Treasury. As both economics and finance 
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ministry, and the guardian of economic policy across Whitehall, no major 

programme for Government of any description can be delivered without its full 

and active support. We have identified four key themes that guide Treasury’s 

performance on sustainability: 

i. Priorities and mandate: Treasury does not see that it is its ‘job’ to 
lead on sustainability; this must change. 
It has a mandate to deliver a “sustainable” economy (see paragraph 15), 

but it has chosen its own narrower objectives instead. This leads to it 

being posed directly and deliberately against those departments that are 

seeking to do so. The solution is political: the Treasury must be actively 

required as a top-line priority to lead on sustainable development (see 

paragraph 18).   

ii. Structure and horizons: HMT controls both short-term budgeting, 
and long-term economic policy. These clash.  
Sustainability is inherently a long-term game where the benefits may most 

sharply accrue to future generations or those in other countries – but 

acting on it often requires short-term spending. 

iii. Power and control: HMT is hugely powerful as a result of its broad 
mandate.
The Treasury has taken increasing control over the strategic direction and 

agenda of other departments, including DECC and Defra, sometimes 

leading to the dilution of these other departments’ efforts to pursue 

sustainable development.  

iv. Ideology, metrics and models: a preference for market-friendly, 
deregulatory approaches. The Treasury’s toolkit is biased towards 

economic approaches that favour the price signal over regulation, and the 

reduction of regulation over Government intervention. The economic 

models, metrics and appraisal methodologies that the Treasury applies 

may be biased against sustainability – both springing from, and helping to 

reinforce, a cultural lack of prioritisation of the green economy.  
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Does Treasury play a constructive role on sustainability? 

5. The Treasury’s overriding prioritisation of economic growth at the expense 
of environmental and social goals is a major problem for the UK’s delivery 
of sustainable development. The Treasury has not always publicly accepted 

that it even has a role to play on decarbonisation nor on meeting the obligations 

of the Climate Change Act. During the original negotiations on Carbon Budgets 

(2008-2009) all departments were invited to draft a Carbon Plan and to accept 

responsibility for areas of the economy in which they had policy levers; we 

understand that HMT’s position4 was that it did not intend to accept any 

responsibility for emissions reductions because it had no policy levers that it 

could deploy – that it saw its role as purely ‘behind the scenes’. 

6. HMT has its own strategy on energy, which is increasingly dominant.  It is 

hard to think of a time in recent memory when the Treasury has as much power 

over energy policy as at present. In 2012 the Government published its Gas 

Generation Strategy5, a document known to have been significantly influenced by 

Treasury. One scenario proposed 37GW of new electricity generation capacity 

from gas – 40 new plants, leading to a power sector intensity of 200g/kWh by 

2030 – four times the recommended intensity of the Committee on Climate 

Change (CCC) and described by its then chief executive as “completely 

incompatible” with the UK’s carbon6. Since 2010 DECC has given the go-ahead 

to 13.6 GW of new gas plant. 

7. Treasury’s ‘behind the scenes’ influence is considerable but rarely 
subjected to public scrutiny.  During the passage of the Energy Bill (ultimately 

the Energy Act 2013) a lengthy hiatus in energy investment was caused by 

prolonged negotiations over its contents. It took a leaked letter to reveal that one 

of the first acts of the new Energy Secretary Ed Davey, conceding a weak 

Emissions Performance Standard (EPS) that allowed gas power stations to emit 

at 450g/kWh until 2045, had been specifically demanded by the Chancellor7. The 

Treasury lobbied hard against a 2030 decarbonisation target for the power sector 

3



SAT0006

in the 2013 Act and against the adoption of a fourth carbon budget at the level 

recommended by the CCC, deploying arguments (see paragraph 13) based on 

biased and inappropriate economic models.

8. Treasury controls the money, which makes it extremely powerful. As former 

Secretary of State for Environment Caroline Spelman notes, HMT is “very hard to 

deal with; it has all the power because it has all the money”8. HMT’s control of the 

purse-strings frequently puts it on a collision course with responsible and 

appropriate long-term investment. An example is the Levy Control Framework 

(LCF), imposed without public consultation by HMT in 2011. Of course it is right 

to keep an eye on costs, but the LCF’s formulation does not do this, and the 

strong implication is that the LCF’s real purpose is to ensure that Treasury takes 

control over DECC policy. For example, the LCF’s stated purpose is to control 

costs to consumers’ bills. However, because of the large component of Contract 

for Difference (CfD) within the LCF, when wholesale electricity prices fall, the 

‘cost’ to the LCF rises: so the LCF counts things as costs to consumers which 

have actually reduced costs. A bad policy is being imposed on the public and 

industry mainly to ensure that Treasury keeps DECC in order. This all has real-

world impacts – the “need” to cap LCF ‘spending’ caused in large part by falling 

wholesale electricity prices has been the justification for swingeing cuts to the 

Feed-in-Tariff, costing thousands of jobs in the UK’s solar industry. A chronic lack 

of transparency has always underpinned the LCF, from its sudden imposition by 

HMT through to the ongoing questions about what policies are included within it 

and why, which was criticised by the National Audit Office in 20149. The 

calculations that underpin the LCF and its apparent projected overspend have 

not been made public10. 

9. The Government’s quest to “maximise economic recovery” of oil and gas 
emanates from HMT. Avoiding dangerous climate change means leaving 80 per 

cent of fossil fuel reserves in the ground. It is incompatible with the Paris 

Agreement to push for a whole new fossil fuel industry (shale gas) in the UK. Yet 

HMT is determined to “maximise economic recovery” of oil and gas from the UK 

Continental Shelf (UKCS) and to drive forward fracking, for which it has 
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introduced a “generous” tax regime for shale gas production as well as promoted 

measures to fast-track fracking planning and ‘community benefits’. Field 

allowances created by HMT to encourage the production of oil and gas from 

“small or technically challenging fields” were worth £1.952 billion in 2012/1311 

and £1.06 billion in 2013/1412. In 2015 a leaked letter13 showed the extent of the 

Treasury’s plan to push for fracking even if the planning system rejected 

applications. 

10.The clash between HMT’s own priorities and those of other departments 
has damaged investor confidence. Ernst and Young noted in September 201514 

that “a wave of policies reducing or removing various forms of support for 

renewable energy projects has confused investors and consumers. Government 

justifications on the basis of cost are under scrutiny…, the UK renewables sector 

is trying to make sense of the Government’s latest inconsistent actions.”  Very 

often Treasury is the seeds of this confusion – for example the sudden 

application of the Climate Change Levy to renewable energy caused share prices 

in UK renewable energy companies to plunge15. 

11.HMT is insufficiently focused on ensuring infrastructure enables 
sustainable development. It must be a priorty for the new National 

Infrastructure Commission (NIC), like Treasury itself (see paragraph 18), to be 

explicitly focused on delivering infrastructure that enables sustainable 

development in the UK. But the current consultation on the remit and governance 

of the NIC only expects the Commission to “be mindful” of the Climate Change 

Act 2008 and similar targets and obligations, with no mention of the need for 

infrastructure to be first and foremost a critical enabler of sustainable 

development16.

12.Flood defence spending (capital or maintenance) is not keeping pace with 
climate change and apparently Treasury has no plans for it to do so. 
In Autumn Statement 2015 the Chancellor announced that the Government was 

sticking with the previously announced £2.3 billion capital spend programme for 

flood defences between 2015-21*. But investing in line with what the 2014 
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Environment Agency scenarios term the ‘high emissions climate change’ 

pathway17 – the path that the world appears to be on – implies an extra £300 

million between 2015-2021 alone. There is no evidence that Treasury is prepared 

to invest accordingly.  

Treasury’s metrics  

13.The Treasury’s economic models may be biased against sustainability. In 

2011 Treasury is known to have opposed setting the ‘fourth carbon budget’ (4CB, 

covering 2023-27) at the level recommended by the CCC. Treasury 

macroeconomic analysis of the impact of the 4CB on GDP was influential in 

persuading the Chancellor and Business Secretary to propose a weaker carbon 

budget†. This analysis appears to be that cited in the Government’s 2011 Carbon 

Plan which notes that “the HM Revenue and Customs Computable General 

Equilibrium [CGE] model [shows that] the fourth carbon budget could be met at 

an average cost of around 0.6% of GDP a year over the period 2023-27”18. 

Research conducted by Harvard economist Dr Frank Ackerman19 concluded 

that CGE models are inappropriate for usefully estimating the long-run impacts 

on GDP of carbon policy. CGE models – as all models - necessarily simplify 

hugely and omit vital economic co-benefits such as cleaner air and and the 

creation of new markets, innovation and industries; CGE models are inherently 

biased against regulation as they assume a starting economy in full employment 

with all resources fully deployed which by definition means any ‘constraint’ in the 

form of carbon budgets can only lead to a reduction in GDP. 

14. It is concerning that one highly flawed and inappropriate usage of this 
economic model may have been so influential in shaping the politics 

* Defra has not confirmed whether their plans for maintenance spending for the next five years will match the £417 
mllion / year maintenance spending implied by the the Environmental Agency’s recommended ‘optimum’ overall 
investment scenario for 2015-21 – see https://www.foe.co.uk/sites/default/files/downloads/floods-climate-foe-
briefing-december-2015-94324.pdf 

† A letter from Vince Cable to Cabinet colleagues, dated April 2011, highlights HMT macroeconomic analysis of the 
fourth carbon budget and asks that this is shared with colleagues. 
http://blogs.ft.com/westminster/files/2011/05/vince-letter-jp2.pdf 
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around the fourth carbon budget. The point here is about which models 

Treasury relies upon for which purpose, and how much weight it attaches to their 

output. Models are useful, but only provide a very partial picture and the results 

should be taken with huge caution. As ex-HMT Head of Economic 

Forecasting, Dimitri Zenghelis, notes, “[such] models tell us little about how the 

future will evolve and still less about the true costs and benefits of long run 

policies such as those to promote renewable technologies and resource 

efficiency”20. 

The need for a new Treasury priority

15.The fundamental problem is that the Treasury has its own agenda and 
priorities, which clash with and override those of more sustainability-
focused departments. As former Financial Secretary to the Treasury, Mark 

Hoban, notes: “I do not think you appreciate the power and influence of the 

Treasury until you are outside… it has a very clear sense of its own priorities”21. 

16. In the last Parliament the Treasury’s headline business plan22 contained no 
headline commitments on sustainability. Its three main priorities were “to 

support UK growth” by 1) reducing the deficit 2) securing a more resilient growing 

economy, and 3) reforming the regulatory framework for the financial sector; all 

perfectly reasonable objectives in themselves. But they did not all for more than 

three mentions in the entire HMT workplan of climate change or clean energy, all 

of which were oppositional and defensive:

i. “actively engage with business to ensure [climate] policies reflect their 

needs”. Treasury has appointed itself the role of making sure that DECC’s 

policies do not harm the ‘needs’ of business. It is not clear what this 

means given the $5.5 trillion global market that is already estimated to 

exist for low-carbon goods and services. 

ii. “Guard against rising costs of renewable energy”. Treasury’s role is 

enforcer, not enabler; not tasked with actively helping to decarbonise our 
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energy system in the most cost-effective way possible, but instead 

stopping DECC have too much freedom to determine energy policy. 

iii. “Promote UK priorities of growth and competition in EU and international 

climate change negotiations”. HMT had an explicit job to ensure that talks 

such as the pivotal Paris COP21 – specifically designed to build 

consensus around global ambition on the threat of dangerous climate 

change – did not harm UK growth. 

17. The Treasury’s overriding priority is economic growth, not sustainable 
development. But sustainability means that it is the type of growth that matters: 

the 2005 Sustainable Development Strategy explicitly aims to “[build] a strong, 

stable and sustainable economy which provides prosperity and opportunities for 

all, and in which environmental and social costs fall on those who impose them 

(polluter pays), and efficient resource use is incentivised”. Too much of a focus 

on growth overrides other concerns. Treasury objections to the level of the fourth 

carbon budget (see paragraph 13) were based on a narrow focus on GDP. 

18.There is evidence that where the short- and long-term horizons clash, 
short-term wins. Treasury engagement with the gamut of environmental and 

resource risks is essential for the Govenrment as a whole to play a leadership 

role on sustainability. As the European Commission notes, “pumping resources 

back into productive use again and again, cutting waste and reducing 

dependence on uncertain supplies is a direct route to improving resilience and 

competitiveness”23. Yet in 2013 a Freedom of Information request by Friends of 

the Earth exposed24 that HMT’s Chief Economist had blocked a request from the 

chief economists of the Foreign Office, BIS, Defra and DECC for a review into 

the impacts of resource depletion on future economic growth for the UK. Access 

to raw materials was named by 80 per cent of respondents to a survey by EEF, 

the manufacturers’ organisation, as the single biggest concern for their industry. 

However the exposure revealed that HMT rejected the review because its 

findings would be “too speculative” to examine and that any such study should be 

“decoupled from UK growth issues”. 
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19.Separating Treasury’s economics and finance functions wouldn’t achieve 
much without both being focused on sustainability. Arguably given 

the speed of the low-carbon and resource-efficiency transition that is required, a 

powerful finance and economic ministry guiding a cross-Government response is 

exactly what is needed – provided it can be pointed in the right direction. As Dan 

Corry notes, “there is no inevitability about the way the Treasury works”25. Formal 

separation of powers would also need to be informed by the ill-fated creation of 

the Department for Economic Affairs (DEA) in the 1960s, which saw the attempt 

to create a dedicated long-term economic department fail by not addressing the 

fundamental power of the Treasury controlling, and refusing to cede, the fiscal 

and monetary levers that the new department needed.  And this means that 

separating the ministries would in itself do little to ensure a new focus on long-

term environmental sustainability unless the Government as a whole was 

determined to ensure both departments were prioritising it. So questions of 

structure, while important, remain secondary to those of overall priority, just as 

they would in any business: the most important thing is clarity of purpose on 

sustainable development and the insistence that all parts of Government will 

deliver an economic policy designed to deliver good lives well within 

environmental limits. 

20.Our key recommendation is that alongside its more ‘conventional’ focuses 
on growth and financial regulation, the Treasury should be specifically 
given an additional priority on (genuinely) sustainable development.  Only 

this will it start to change the way that it sees its role. As the Financial Times’s 

Martin Wolf noted in 2013, “the problem is not Treasury the department, but 

Treasury ministers” – and that if the Chancellor placed a higher political or 

personal priority on greening the economy, “[the Treasury’s] policies would be 

completely and utterly different”26. Former head of the Civil Service, Lord 

O’Donnell, notes: “Treasury is… a relatively small, highly professional and deeply 

motivated group of people but they need to be pointing in the right direction… 

they need the overriding objective of saying, what the Treasury is for is to 
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improve the wellbeing of the nation; there are economic, environmental and 

social aspects of that.” 27 

February 2016
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