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Executive summary

Heat pumps are a central pillar of Europe's electrification and energy security strategy. Yet
several countries have scaled back heat pump support schemes, or subjected them to stop-
and-go cycles, just as adoption must accelerate. This paper argues that the answer to budget
pressure is not less but better-designed subsidy programmes. Clarity on the role of public
funding and careful design improves effectiveness and can avoid unintended consequences.

This brief finds that to design financial support schemes that drive widespread adoption,
governments should commit to stable, multi-year support and fix the wider framework.

= For most efficient use of funds, grants should pay flat-rate amounts per technology and
efficiency class. Percentage-based grants can fuel price inflation: Germany’s switch to this
design helped contribute to significant price increases, while flat-rate schemes in the
United Kingdom and France absorbed grant increases without comparable inflation.

= To create space for new business and delivery models, policy makers should let third
parties claim subsidy support so heat-as-a-service models can scale.To allow competitive
pressure to bring down installation costs, policy makers should open the installer market
by recognising certification across borders.

= To ensure public funds are used where most needed in complement to private finance,
subsidies should target support by household need.To enable widespread uptake, grants
should be deducted at the point of sale and backed with local technical assistance.



Introduction

Deploying heat pumps at scale in Europe’s buildings can drastically reduce imported fossil
gas and oil, shielding European citizens from fossil price spikes." The European Commission
in its Electrification Action Plan stated that “switching from gas to heat pumps and district
heating in homes and offices reduces system costs, delivers more affordable, secure and
cleaner European energy.”?

In Europe, as in other regions in the world, upfront subsidies to consumers have historically
helped clean technologies such as solar panels develop from niche markets to widespread
adoption. Many European countries already have subsidy schemes for heat pumps in place.
Some of these programmes have been active for years and are providing financial support to
households, most commonly in the form of grants or tax credits.

3

As several European countries face public budget constraints, some subsidy schemes have
recently been scaled back.* These rollbacks are concerning because of a growing urgency to
accelerate heat pump deployment and to ensure that the transition is accessible to all
households.® For now, subsidies are still the backbone of rolling out heat pumps, and these
evolving conditions create a case to reassess how they are designed and delivered.

This paper discusses how subsidies can be
structured to maximise impact, improve equity,
drive down costs, and support the development

of a mature heat pump market.

How the broader policy framework shapes
the role of subsidies

Subsidies do not operate in isolation. Their effectiveness in achieving policy objectives in a
cost-effective manner depends on the broader policy environment and measures affecting
both the demand for and supply of heat pumps.® Understanding the added value of subsidies
as well as these policy interactions is therefore essential when designing support schemes.
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The role of subsidies: market building and targeted
support

In nascent markets, subsidies can help to build heat pump demand, enabling the
development of supply chains and creating the conditions for sustained growth. They are also
important to overcome barriers to investment and support those least able to afford the
upfront costs.

Supporting early market development

In nascent markets, the primary objective of heat pump subsidies is to spur demand, helping
to overcome market inertia and build product and installation supply chains. Although heat
pumps provide clear public benefits — including improved energy security and lower
greenhouse gas emissions — historic market and policy developments have often meant that
they are not considered as a viable option. Building owners rarely choose heating
technologies independently. Instead, trusted intermediaries, particularly installers, play a
pivotal role in shaping decisions, often recommending familiar gas boilers over heat pumps,
reflecting existing knowledge and practice, skills, business models and perceptions of risk.’
Boosting demand through subsidies can shift heat pumps from niche markets to mainstream.®

As deployment of a technology increases, costs often decline through learning-by-doing,
economies of scale and greater competition. At the same time, familiarity reduces uncertainty
and can strengthen consumer confidence and willingness to adopt.® This learning effect
highlights the importance of viewing subsidies as a long-term market-building tool. Frequent
unexpected changes or unclear rules can lead to boom-and-bust cycles, undermine trust, and
deter industry investment in manufacturing capacity and workforce training. Stable and
predictable programmes provide a stronger foundation for market development.

Unfortunately, changes to subsidy schemes often occur in a more ad hoc manner, and
frequently in response to budgetary pressures. When poorly prepared or communicated, such
changes can create uncertainty for both consumers and industry. In several countries, recent
revisions have led to confusion among households and delayed investment decisions. For
example, Italy and Switzerland reduced support, while administrative delays in France
contributed to a downturn in the market."

7 Wade, F., Shipworth, M., & Hitchings, R. (2016). Influencing the central heating technologies installed in homes: The role of social capital in supply chain
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Targeting those in need

The key barriers to heat pump adoption and their relation to subsidies are described in Table
1. These barriers are particularly important for low-income and vulnerable households, who
face both greater economic and non-economic barriers to access clean technologies."

For this reason, it is important to design subsidy schemes with the needs of different
households in mind, so that all households can access electrified heating.

Table 1. Barriers to heat pump adoption and the role of subsidies

Barriers Role of subsidy

Subsidies reduce the upfront capital cost of heat pump installations, making
them accessible to a wider range of households. As heat pumps are often
more expensive than fossil fuel alternatives," these initial costs remain an
important barrier to adoption, even when households benefit from economic
savings over time. Furthermore, in the absence of price reform, a
disproportionate tax and levy burden on electricity reduces investment returns
and can necessitate higher subsidy levels to maintain investment incentives.

Economic
barriers

Subsidies help households overcome liquidity constraints linked to high-cost
investments. These constraints may include limited savings, competing
spending priorities, or restricted access to credit. In some cases, however,
public loans or other financing mechanisms may be more appropriate,
particularly for households that have a viable investment case but lack access
to affordable financing.

Financial barriers

Markets for heating technologies are characterised by increasing returns and
path dependence, meaning incumbent technologies may remain dominant
Structural despite the emergence of superior alternatives.” Demand-side support can
barriers help overcome this lock-in by enabling alternative technologies to achieve
sufficient deployment for learning-by-doing, installer experience,
manufacturing scale and supply-chain investment to reduce costs over time."

Subsidy programmes are often accompanied by communication and outreach
efforts, which can increase awareness and strengthen trust in the technology,

enabling greater uptake."

Informational
barriers
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How subsidies interact with other policy
instruments

Subsidies are widely used in many European jurisdictions, often more frequently than other
important policy tools such as regulation, taxes, industrial policy and communication across
society.” Subsidies interact with these policies at different levels.

Policies reducing operating costs and improving the
business case for heat pumps

Heat pumps are typically three to five times more efficient than the combustion technologies
they replace, such as fossil or biomass boilers.”” However, the relative price of electricity
compared to fossil fuels in some countries means that these efficiency gains do not always
translate into meaningful cost savings.™ This directly affects households’ willingness to pay,
and can limit the development of innovative business models that rely on future energy
savings to finance upfront investments, such as on-bill financing.

Policies that rebalance electricity and fossil fuel prices can strengthen the economic case for
heat pumps over their lifetime."” One of the most direct levers available to governments is to
address the relatively high taxes and levies often applied to electricity.” Lower operational

costs can reduce the level of upfront support required for households that are able to finance
the initial investment, while also supporting the development of innovative financing models.

Policies building consumer confidence and willingness
to invest

Measures that increase overall consumers’ willingness to pay for heat pumps include
information campaigns and quality assurance schemes. These policies can improve
consumer confidence and strengthen demand. For example, the Danish Energy Agency’s
‘Varmepumpelisten’, launched in 2013, recommends heat pumps meeting Danish and EU
requirements, and verified by independent laboratory testing, giving consumers a trusted way
to compare products and access reliable performance information. Subsidy schemes are
restricted to a list of products that have met certain requirements.”’

Building codes, minimum energy performance standards, phase-out dates for fossil fuel
heating systems, and clean heat standards can also create more predictable demand for
clean heating technologies.?
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Complementary policies that reduce upfront costs

Like subsidies, several policies effectively reduce capital costs related to purchasing a heat
pump. Most notably, this includes energy company obligation schemes, supply chain policies,
and appliance manufacturer obligations. Table 2 sets out how these complementary policy
measures reduce upfront costs and can interact with subsidy schemes.

Table 2. Complementary policy levers to reduce upfront cost and their interaction with subsidies

Policy lever Interaction with subsidies

In some jurisdictions, energy companies are required to deliver energy
savings through actions including, but not limited to, heating system
replacements. In many countries, these obligation schemes provide financial
support for heat pumps, although the level of support may vary between

Energy company energy companies and over time.

obligation

schemes Where such schemes exist, households may be allowed to combine, or

“stack”, support from energy efficiency obligations with public subsidies. While
this reduces the level of public subsidy needed to make heat pump projects
financially attractive, it adds complexity to the funding environment. France
provides a calculator to help people understand how multiple subsidies and
support from energy companies can be accumulated.?

A shortage of trained installers can constrain heat pump deployment and
increase installation costs. It can also lead to an increase in poor-quality

Supply chain installations as less-skilled installers rush to meet increasing demand.

sl Expanding training programmes, supporting companies to reskill installers,

strengthening certification systems, and improving coordination across the
value chain are therefore essential complements to subsidy schemes.

Regulation on appliance manufacturers can both create a trajectory for heat
pump deployment and encourage manufacturers to look for pathways to
reduce appliance and installation costs. In the United Kingdom for example,
Appliance and the Clean Heat Market Mechanism obligates heating system suppliers to sell
manufacturer an increasing proportion of heat pumps in a scheme that is analogous to the
obligations EU’s new vehicle CO; regulations.”

The EU is considering adopting a market instrument of this kind as well, and
different design options are possible.”
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In short, subsidies do not exist in a vacuum. Their effectiveness depends on the wider policy
framework. A more supportive framework generally reduces the level of subsidy required for
many households, potentially allowing more funding to be channelled to the most vulnerable
households for the same budget envelope.

Designing efficient subsidy schemes for
value-for-money

Once policymakers have identified the policy mix they wish to pursue, they can focus on
designing subsidy schemes that deliver the greatest impact of public spending. Key design
choices include determining who should receive support, what technologies and outcomes
should be incentivised, and how subsidy amounts should be structured to maximise uptake
while avoiding unnecessary costs and price inflation.

Targeting support to household needs

A central challenge in subsidy design is determining who should receive support and how
much. Untargeted schemes tend to flow disproportionately to higher-income households,
while income-based support with automatic qualification through existing social entitlements
reaches households that would not otherwise invest.

= Some households may only need limited support. For example, households in a position to
invest are more likely to adopt heat pumps without significant support, especially as costs
decrease, electricity becomes more affordable than fossil fuels, and the technology
reaches more mainstream adoption.”

= Others may not be willing or able to invest, even if most of the cost is covered. While some
households may still face residual financial barriers, investment decisions are also shaped
by factors such as lack of time, competing priorities or housing circumstances, including
living in rented accommodation.

Recognising differences in households' ability to invest enables public authorities to better
target financial support. By reducing assistance for households that would have invested
without subsidies and concentrating support on those facing genuine financial or structural
barriers, policy can limit free riding.”” Household income is often used by public authorities to
determine the level of support provided.

Some jurisdictions however choose to disburse the same amount to all applicants installing
the same equipment. Governments aiming to quickly scale a nascent market may want to rely
on higher-income households to drive early adoption.

Evidence across multiple European countries shows, however, that untargeted or weakly
targeted energy efficiency support is likely to benefit higher-income households
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disproportionately.” In Austria, the highest income decile receives over six times more
support for residential renewable energy and efficiency than the lowest.” In France, the
scheme that preceded MaPrimeRénov’ was available to all and was shown to
disproportionately benefit households that were wealthier, older, owner-occupiers who lived in
houses in rural areas.” UK government analysis also shows that the Boiler Upgrade Scheme
has largely been accessed by higher-income households®' and the Netherlands’
Investeringssubsidie duurzame energie (ISDE) subsidy disproportionately reaches “capital-

rich private households”.*

The pace of the transition and concerns about fairness limit the applicability of relying on
higher-income early adopters to heat electrification, which is a basic need and a major
expense for many households.* Without adequate support, lower-income households risk
missing out on the benefits of electrification and remaining exposed to volatile fossil fuel
prices. Calibrating subsidy levels can help ensure that the benefits of the transition are
shared more evenly.

It is also important that this targeted support is easy to understand. When countries make
available different levels of support to different income brackets, applicants may need to
provide additional information to determine the level of support available to them. This can
create barriers to participation, particularly for households with limited time, confidence or
ability to navigate administrative processes.*

These challenges can be mitigated through clear communication, automatic qualification based
on existing social entitlements, and delivery models that minimise the burden placed on
applicants.” In France, the complexity of the funding landscape is mitigated, at least in part, by
the Government’s online calculator — a tool that accumulates and itemises the various supports
available to a building owner considering renovating their property.®
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Universal and targeted support: lessons from the United
Kingdom and France

Two approaches can be seen in the United Kingdom and France, which are at different
stages of market maturity.

The United Kingdom’s Boiler Upgrade Scheme was introduced following the phase-out of
the Renewable Heat Incentive (RHI) in 2022. The scheme provides a fixed grant to all
eligible households regardless of income. Since its introduction, quarterly heat pump
installations have grown rapidly and, following an increase in the grant from £5,000
(€5,880) to £7,500 (€8,820) in late 2023, reached a higher, more stable level than under the
RHI (Figure 1).%

Figure 1. Quarterly Microgeneration Certification Scheme installations and Boiler
Upgrade Scheme subsidy amount, 2020-2025
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Source: Microgeneration Certification Scheme (MCS). (n.d.). The MCS data dashboard

France has adopted a different approach through MaPrimeRénov', where subsidy amounts
vary according to household income. As a result, lower-income households receive a much
larger share of their project costs through public support than higher-income households
(Figure 2).*® In 2023, lower-income households typically had 40-45% of their project costs
covered, compared with around 13-18% for higher-income households. In the lle-de-France
region, four-person households earning more than €84,562 per year receive no support.

While this approach is administratively more complex, it results in more support for
households facing greater financial barriers to adoption.



Figure 2. Share of MaPrimeRénov' subsidy in total project cost per income decile,
2023
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Source: Service des données et études statistiques. (2024). Les rénovations énergétiques par geste aidées par
MaPrimeRénov' en 2023

Together, these examples illustrate the trade-off between simplicity and targeting. Universal
schemes can support early market growth, while targeted schemes direct a larger share of
public support towards households facing greater barriers to adoption. Once a heat pump
market reaches a certain maturity, it is advised to use targeted schemes to support
adoption from low-income households. In the United Kingdom, heat pumps made up 6% of
the space heating market in 2024, whereas in France they accounted for 45%.*

Deciding the scope of the support

Governments may wish to support certain technologies, reward specific technical
characteristics, or encourage lower-cost installations that make efficient use of public funds.
These choices influence both the effectiveness of subsidy schemes and the extent to which
public spending supports wider energy, industrial, environmental and social goals.

Differentiating support based on technology type

Different heat pump technologies face different costs, benefits and barriers to adoption.
They also bring different value in different settings (urban, rural, etc.) and climatic zones.
Governments usually have preferences on which technologies they want to support and
typically differentiate support between heat pump types, as described in the box below.
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How countries prioritise different heat pump technologies

Governments calibrate eligibility and grant levels to reflect each technology's costs,
performance and fit with national building stock and climate, supporting some technologies
generously, others conditionally, and excluding some altogether.

Air-to-water heat pumps are currently a common option in Europe. They provide both
space heating and hot water, and work in a broad range of buildings. This makes them a
central focus of many subsidy schemes that aim to replace fossil gas-fired heating.

Air-to-air heat pumps are generally cheaper and easier to install. They can be well suited
to warmer climates as they can also provide cooling. They do not provide hot water,
however, and several major schemes exclude or disadvantage them: they are ineligible
under the Dutch ISDE and France's MaPrimeRénov', and the UK's Boiler Upgrade Scheme
excluded them entirely until reforms announced in 2025 introduced a reduced grant of
£2,500, against £7,500 for air-to-water systems.41

Ground-source heat pumps have the highest efficiency but require significant upfront
investment. Their suitability can be limited by space or geological conditions. They are best
suited to buildings with land available for drilling or trenching, though shared ground loops
can serve apartment blocks or clusters of homes as a form of small heat network. Schemes
typically reward their higher efficiency with higher support: the Dutch ISDE applies a base
amount of €3,750 for ground-source systems against €1,025 for air-to-water units;
Germany's Bundesférderung fur effiziente Gebaude (BEG) grants a 5% efficiency bonus
when ground, water or waste water is used as the heat source.

Hybrid systems combine a heat pump with a fossil fuel boiler. They could have value in
certain conditions, but their long-term role is limited, as they continue to rely on fossil fuels.*”
The Dutch ISDE actively supports hybrid heat pumps as a transitional measure; the UK's
Boiler Upgrade Scheme, by contrast, does not support them at all.

41
Ofgem. (n.d.). Boiler Upgrade Scheme. https://www.ofgem.gov.uk/environmental-and-social-schemes/boiler-upgrade-scheme-bus

42
Gibb, D., & Lowes, R. (2024). One foot in the past: The role of hybrid heat pumps in Europe. Regulatory Assistance Project.
https://www.raponline.org/knowledge-center/one-foot-in-past-role-hybrid-heat-pumps-europe/
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Differentiating support based on technology
characteristics

Governments may also choose to further calibrate subsidy levels according to different
characteristics, including for example efficiency levels, the use of low emission refrigerants,
or “Made in EU” requirements.® For example, the subsidy scheme in the Netherlands (ISDE)
determines the grant for each heat pump model from a base amount plus a supplement per
kW of thermal capacity, with a bonus of €200 for units achieving the highest efficiency class.*
It includes a higher base amount for ground-source systems. A minimum efficiency label is
required for eligibility, and from 2026 split units using refrigerants with a global warming
potential above 750 are excluded — effectively steering the market towards natural
refrigerants such as propane. To make it very clear to consumers, the scheme in the
Netherlands provides a website where subsidy amounts per heat pump type are available. *°

Designing subsidy eligibility rules to enable alternative
business models

Subsidy eligibility rules also determine whether alternative business models — such as heat
pump leasing or heat-as-a-service (HaaS) — can develop alongside the grant. These models
reduce the upfront cost for the end-user and introduce third parties, such as energy suppliers,
into the market as active drivers of deployment rather than passive installers.

A critical design feature is whether the scheme permits third-party ownership of the heat
pump. Requiring ownership of the installed system to access the subsidy may limit the use of
HaaS and subscription models. In Germany, the 2024 reform of the heating subsidy reserved
its largest bonuses for self-occupying owners, restricting third parties from accessing the full
value of the subsidy. The country's largest installer, Thermondo, suspended its heat pump
subscription offer, explicitly citing the change in federal subsidy rules, and shifted customers
towards purchase with a credit product.” In Denmark, however, households can access
support for an air-to-water heat pump supplied on a subscription basis by an approved
energy service provider. The provider owns and maintains the unit, while the household pays
a fixed monthly fee.* In the United Kingdom, the Boiler Upgrade Scheme currently requires
the property owner to own the system on installation. Following a 2025 consultation, the UK
government has committed to allowing third-party ownership agreements alongside the

3 The EU’s proposed Industrial Accelerator Act, adopted by the Commission in March 2026 and not yet in force, would define EU-origin criteria for
technologies including heat pumps and require compliance as a condition of eligibility for related public support schemes. Some member states are taking the
initiative. In July 2026, France released an initial list of “Made-in-EU” heat pumps that will be eligible for its support schemes starting on 1 September 2026. See
Agence de la transition écologique. (n.d.). Agrément des modeles de pompes a chaleur en matiére de qualité et de résilience industrielle [Approval of heat
pump models for quality and industrial resilience]. https://bonus-pac.ademe.fr/.
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code lists]. https://www.rvo.nl/subsidies-financiering/isde/meldcodelijsten
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scheme.” Eligibility rules written around the assumption of household ownership can
inadvertently restrict business models that can help solve the upfront-cost barrier the subsidy
itself is meant to address.

Determining the amount of support

Heat pump installations can vary significantly in cost depending on the equipment selected,
installation expenses (including labour and materials), and any associated works, such as
upgrades to the heat distribution system. A key design choice is how the subsidy amount
relates to the cost of the project. Policymakers must decide which of these costs are eligible
for support and whether subsidies should be provided as a fixed amount or as a share of the
total project cost.

Flat-rate vs. percentage-based subsidies

A flat-rate subsidy provides a fixed amount for the installation of a given type of heat pump,
regardless of the overall cost of the project. Households that choose a larger or more
expensive system receive the same subsidy as those opting for a lower-cost installation. This
is the approach used in the UK's Boiler Upgrade Scheme. France follows a similar model: for
a given technology type, such as an air-to-water heat pump, the subsidy amount is fixed and
does not vary according to the size of the system or the total installation cost. The only
adjustment is based on household income.

A percentage-based subsidy covers a pre-determined share of the total cost of the project.
The percentage may scale based on household income, as is the case in Germany,
subsidising a higher share for lower-income households. These subsidies often include cost
caps to prevent cost escalation and protect the government budget allocated to the scheme.
In Germany, eligible expenditures are capped at €30,000, limiting the maximum grant to
€21,000 even at the highest 70% subsidy rate.*

Percentage-based subsidies tend to benefit larger and higher-value installations, whereas
flat-rate subsidies can have more equitable outcomes. This paper investigates this using
2023 heat pump cost data from France (Figure 3).%

48 Department for Energy Security and Net Zero. (2025a, April). Boiler Upgrade Scheme and certification requirements for clean heat schemes [Consultation].
https://www.gov.uk/government/consultations/boiler-upgrade-scheme-and-certification-requirements-for-clean-heat-schemes; Department for Energy Security
and Net Zero. (2025b, November). Boiler Upgrade Scheme consultation: Government response.

https://assets.publishing.service.gov.uk/media/691af26bd 140bbbaa59a2874/amendments-to-the-boiler-upgrade-scheme-government-response.pdf
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According to Observ’ER, 10-12 kW heat pumps in 2023 ranged in price from €7,800 for affordable models (lower range) to €13,400 for premium models
(upper range), not including installation costs. Observ’ER. (2024). Suivi du marché 2023 des pompes a chaleur individuelles [2023 market monitoring of
individual heat pumps]. https://energies-renouvelables.org/etudes-observer/.
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Figure 3. Simulation of flat-rate and percentage-based subsidies on 10-12 kW affordable and premium
heat pumps

Percentage-based: premium heat pump Flat-rate: premium heat pump

€13.400 €13.400

-€6.700
-€6.700 -€9.400
Total cost Subsidy Remaining cost Total cost Subsidy Remaining cost
Percentage-based: affordable heat pump Flat-rate: affordable heat pump
€7.800 €7.800
-€3.900 -€4.000
-€3.900 -€3.800
Total cost Subsidy Remaining cost Total cost Subsidy Remaining cost

Source for premium and affordable heat pumps based on: Observ’ER. (2024). Suivi du marché 2023 des pompes a
chaleur individuelles

In the example, a 50% subsidy for the premium heat pump model amounts to around €6,700
contribution to the cost. This is around 70% more than the subsidy allocated to an affordable
heat pump model (€3,900). The flat-rate programme sees €4,000 disbursed with the
customers responsible for paying the remaining cost. When these subsidies are applied to
each type of heat pump, there are three observations:

1. Since it is assumed that both models are providing similar heating services (10-12 kW),
households that opt for a more expensive heat pump are provided with a much higher
subsidy in percentage-based programmes. In addition, they are left with higher remaining
cost to pay than households who opt for an affordable model under the same percentage-
based programme. Households willing to accept this extra cost for a premium heat pump
model would likely be better off financially, skewing funding towards wealthier households.

2. More expensive projects also tend to be for larger homes that require more powerful heat
pumps. These larger homes are typically owned by wealthier households.®" Allowing the
subsidy to scale with project cost could end up further benefitting those who could have
invested without financial support.

3. There are additional risks with the percentage-based approach. Since a household only
pays for part of any upgrades, they may be more willing to pay for optional extras or
purchase more equipment than is strictly needed, with the government footing a portion of
the bill for eligible costs.” Similarly, there is a risk that percentage-based schemes
incentivise installers to increase prices. (See the case study on Germany.) In a flat-rate
programme, if a customer wishes to opt for a premium model (assumed longer-lasting,
perhaps local brand recognition), then they are responsible for the additional expense, not
the subsidy programme.
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Case study: Germany's percentage-based heat pump subsidy

In Germany, government grants for heat pumps have been in place since 1999 as part of
subsidy schemes for renewable heating systems under its Marktanreizprogramm (Market
Incentive Programme). In its current design, the support scheme, which is a subsection of
Germany’s broader building efficiency grants (Bundesférderung fiir effiziente Gebaude,
BEG), was introduced in 2021.

For air-to-water heat pumps, this 2024 support scheme provides a grant covering 30% of
the installation costs for all installations in existing buildings. Additional top-ups for low-
income households, the replacement of old fossil fuel boilers, and natural refrigerants can
increase the volume of the grant up to 70% of the installation costs, with the maximum
amount of the subsidy being fixed at €21,000.

Germany serves as an interesting test case for how the design of a subsidy affects heat
pump prices. Germany revised its subsidy design in 2020, switching from a fixed to a
percentage-based design. As a recent evaluation of heat pump prices in Germany has
shown, prices increased significantly around the same time (see Figure 4).%

Figure 4. Annual average installation cost of an air-to-water heat pump and average
subsidy in Germany, 2017-2023

€50.000
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Source: Institut fiir Energie- und Umweltforschung. (2025). Analyse zu Kosten fiir Material und Einbau von Warmepumpen in
Deutschland und ausgewéhlten EU-Mitgliedstaaten

According to the authors of the evaluation, the increase can probably be linked to different
factors, such as the new scheme covering a broader range of installation costs, meaning
part of the increase might simply result from households submitting costs that they would
not have submitted before. However, the authors also conclude that a significant part of the



increase can be attributed to the design change as it incentivised manufacturers and
installers to increase prices, knowing that higher prices will also lead to an increase in

public subsidy.**

The German case serves as a relevant example on the role of subsidies in scaling the heat
pump market. On the one hand, the subsidy has helped to incentivise manufacturers and
installers to progressively switch from boilers to heat pumps, leading to hydronic heat pump
sales overtaking sales of new fossil fuel boilers in 2025. On the other hand, the example
also shows the risk of decreasing efficiency of public spending, which is especially
challenging when the heat pump market needs to grow further.

In contrast to Germany, subsidy levels in the United Kingdom and France rose substantially
without triggering obvious price inflation. When the UK's flat-rate Boiler Upgrade Scheme
grant was increased by 50% in late 2023, the median real installation cost did not rise — it
fell, from a quarterly average of £14,550 to £13,230 (€16,725.23 to €15,214.50 in 2023).* In
France, the median MaPrimeRénoV' subsidy grew by 19% between 2022 and 2025 while total
installation costs rose by just 3%, leaving consumers paying slightly less.®

Certification and competition

Both schemes pair fixed subsidy amounts with robust delivery safeguards. In the United
Kingdom, installers must be Microgeneration Certification Scheme (MCS)-certified and submit
to regular inspections. In France, eligibility is conditional on installation by a professional
certified as "Reconnu Garant de I'Environnement” (RGE).”

These safeguards, however, also define who can compete for subsidised work. Because
certification schemes are national, and equivalent qualifications earned in other member
states are generally not recognised, the subsidy-eligible market is in practice reserved for
domestically certified installers. In Germany, an installer from a neighbouring country can
lawfully carry out heat pump installations in Germany under a simple notification procedure.

% Institut fir Energie- und Umweltforschung. (2025). Analyse zu Kosten fiir Material und Einbau von Warmepumpen in Deutschland und ausgewéhlten EU-
Mitgliedstaaten [Analysis of material and installation costs for heat pumps in Germany and selected EU member states]. Bundesministerium fur Wirtschaft und
Energie. https://www.bundeswirtschaftsministerium.de/Redaktion/DE/Downloads/Studien/ergebnisbericht-analyse-zu-kosten-fuer-material-und-einbau-von-
waermepumpen.pdf? _blob=publicationFile&v=10.
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But they cannot obtain the Fachunternehmen registration on which BEG eligibility depends.
Registration requires entry in the German trade register or proof of an equivalent
qualification, a pathway that still lacks any published criteria or procedure.® A household
choosing a cross-border installer would forfeit support worth up to 70% of project costs, which
would be enough to erase any price advantage a new entrant could offer. Subsidies linked to
national certification schemes tend to channel demand to incumbent firms, weakening the
competitive pressure.

Mutual recognition of installer certification across EU member states could help restore that
competitive pressure without sacrificing quality assurance. Installer scarcity is a widely
recognised constraint on heat pump rollout as well as a driver of installation costs. Opening
the subsidy-eligible tier to certified installers from other member states could expand effective
supply and import price competition from lower-cost markets.

The architecture for this already exists in Article 18(3) of the recast Renewable Energy
Directive, which requires member states to certify heat pump installers against common
criteria and to recognise certificates issued by other member states.* Flanders shows what
this looks like in practice; heat pump support under Mijn VerbouwPremie is conditional on the
RESCert installer certificate, which is explicitly recognised EU-wide.* Other national
programmes could achieve the same by defining eligibility as certification meeting the
directive's criteria issued in any member state, rather than as a single national label. This
could retain the safeguards that have boosted consumer confidence, while ending the
insulation of incumbents from entrants able to deliver the same certified quality at lower cost.

Beyond subsidy levels: removing barriers
to uptake

As discussed in the previous section, providing sufficient subsidy amounts is important to
reach households that are further away from accessing heat pump technologies. But in some
cases it is insufficient, due to other barriers such as cash constraints, administrative
complexity, or structural barriers, like tenancy or multi-family housing. The design of subsidy
schemes can address some of these barriers.

Reducing barriers to upfront payment

Grants can be applied directly at purchase, given to installers or disbursed via a
reimbursement or a tax credit. For disbursements, late reimbursements can be an important
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deterrent, especially where applicants are obliged to follow a series of steps, fill out extensive
paperwork, pay an upfront expense and wait while a portion of their costs is repaid.
Households that cannot afford the initial outlay would also be excluded by default. Experience
from residential clean energy programmes suggests that delivery models requiring
households to finance the investment upfront tend to achieve lower uptake than mechanisms
that remove this liquidity constraint.®

A point-of-sale subsidy can help by directly reducing project costs. The installers or
intermediaries would handle these costs and receive reimbursements from the government
programme. Point-of-sale delivery should be accompanied by transparent pricing, effective
cost controls, and robust oversight to minimise the risk of subsidy capture or unjustified price
increases, particularly where competition is limited or supply constraints exist. The Boiler
Upgrade Scheme requires the deduction to be made upfront and visible on the installer's
quote, and MCS and Ofgem carry out regular inspections to verify compliance.®

Ultimately, it is important that all paperwork is handled by the industry or by a public authority,
drawing on existing administrative data rather than requiring households to repeatedly
provide the same information. A consumer-friendly subsidy is one that is deducted
immediately from the final bill or handled through intermediaries, such as one-stop-shops,
energy utilities or the installers, who deal with the paperwork as a profession and shield the
building owner from the hassle and risk.*

Adapting delivery models to broaden reach

Delivery mechanisms can help increase outreach. Research on place-based retrofit
approaches in the United Kingdom argues that retrofit delivery should move beyond
fragmented, place-agnostic schemes by embedding support within locally coordinated
partnerships involving municipalities, community organisations, trusted intermediaries and the
supply chain.** Rather than relying on individual households to navigate complex subsidy
systems, place-based models embed delivery within local networks, working through
municipalities, social actors and trusted intermediaries.

Poland's redesigned Clean Air programme reflects a similar logic by introducing dedicated
programme operators to support households facing the greatest barriers throughout the
retrofit process, from preparing applications to coordinating implementation where needed.*
The operators also play an important consumer protection role, helping to safeguard
households from low-quality or predatory contractors.
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Installers also are important as trusted intermediaries, helping households navigate subsidy
schemes and shaping public perceptions of heat pumps. The literature on engaging
underserved communities similarly highlights the importance of working through trusted local
actors and existing community networks, rather than expecting households to navigate
complex programmes unaided.®

Reaching apartment buildings and rental housing

Many subsidy schemes have focused on owner-occupied single-family homes (SFH).
Eligibility design from Austria, Germany and Poland shows that owner-occupied SFH have
been the original beneficiaries of the schemes before being extended to multi-family
buildings.®” In addition, the market uptake of heat pumps has been much higher in SFH than
in apartment buildings.®® SFH may be easier to target, as investment decisions are taken by a
single household that will benefit directly from any running cost savings.

However, much of Europe's housing stock differs from this model. In 2024, 48% of the EU
population lived in flats and 32% lived in rented accommodation.®® Apartment buildings and
rental housing raise different barriers to heat pump adoption, requiring different or
complementary subsidy design.

In multi-apartment buildings, investment decisions are often collective. This can slow or
complicate investment projects, as agreement is needed from multiple owners. Some
countries have adapted their schemes to reflect these challenges. For example, support can
be provided at the level of the building or the homeowners’ association, rather than to
individuals. In France, MaPrimeRénov’ Copropriétés follows this approach by allowing
applications to be submitted by the building manager on behalf of all co-owners, while
requiring dedicated technical and administrative support throughout the renovation process.”
The scheme also complements the building-level grant with additional income-based support
for lower-income co-owners, recognising that governance and affordability barriers often
coexist within the same building.

In rental housing, financial support alone may not overcome the split incentive between
landlords and tenants. Landlords may have little incentive to invest if it is the tenants who
receive the benefit through lower energy bills. At the same time, tenants often cannot take
investment decisions themselves. Many countries offer subsidy schemes for landlords in
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rental housing or subsidise the social housing providers. Financial support, however, may
need to be complemented by regulations that better align incentives between landlords and
tenants, such as minimum energy efficiency standards in the private rented sector, while
ensuring tenants share fairly in the benefits of renovation. In France, buildings with an F
energy rating under the Diagnostic de Performance Energétique may not be offered for
rental. This restriction will expand to E ratings beginning in 2028 and D ratings in 2034.”" In
the United Kingdom, since April 2020, properties with an Energy Performance Certificate
rating below E are not allowed to be rented, with plans to strengthen the standard to C from
2030."

Recommendations

As the EU and its member states sharpen their policy toolbox to progress towards
electrification goals, our paper recommends that they assess existing and new subsidy
schemes against the following principles:

Commit to stable, predictable support

National governments should set subsidy budgets on multi-year horizons, announce changes
well in advance with transition periods and communicate consistently the purpose and evolution
of support. Where revisions have been abrupt or poorly communicated, households have
delayed investment and industry confidence in manufacturing and training has suffered.

Anchor the role of the subsidy scheme within the broader policy framework

Member states should assess the most appropriate policy mix given local circumstances, with a
focus on rebalancing taxes and levies that inflate electricity prices. The European Commission
should advance a Clean Heat Market Instrument to shape the future heating market and
encourage investments. Every improvement in the overarching policy framework lowers the
subsidy required per household, allowing public funds to be used more effectively.

Calibrate subsidy level to household need

Governments should differentiate subsidy levels based on household need, rather than paying
universal grants that flow disproportionately to wealthier households.

Improve access by deducting the subsidy at the point of sale and providing technical assistance

When designing targeted subsidies, governments should ensure they are accompanied by
measures that improve access. This includes the point-of-sale deduction of the subsidy, and
provision of technical assistance via place-based solutions.
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3. Make the market work for households
Introduce fixed subsidy amounts to guard against price inflation and subsidy capture

Governments should set flat-rate amounts per technology and efficiency class rather than cover
a share of project costs. According to a recent evaluation, Germany’s switch to a percentage-
based design was in part responsible for significant price increases. Flat-rate schemes in the
United Kingdom and France absorbed grant increases without comparable inflation.

Make certification a guarantee of quality, not a barrier to entry

Installer certification should assure quality without fragmenting the market or deterring new
entrants. Wider competition may help drive down installation costs. Member states should fully
apply the mutual recognition of installer certification required under the Renewable Energy
Directive and avoid linking subsidy eligibility to national labels that duplicate recognised
qualifications.

Remove barriers to third-party ownership and heat-as-a-service

Subsidy eligibility should not be limited to the owner of the equipment. Allowing energy service
companies, utilities and leasing providers to claim support on behalf of the household will create
opportunities for novel business models that remove the upfront cost barrier and help guarantee
stable running costs for the end-user.

Looking ahead

As long as high upfront costs continue to slow adoption and important barriers to access
remain in place, heat pump subsidies will remain an important tool in many European
countries. If the EU manages a significant reduction in electricity prices, the role of subsidies
could evolve rapidly. Support could become increasingly focused on households facing
financial hardship, while new, possibly publicly backed, business models would use future
energy savings to finance upfront investments.

It is important to recognise that financial support alone is not sufficient to ensure broad
participation in the transition. Low-income and vulnerable households often face barriers that
go beyond affordability, including lack of information, administrative complexity and limited
access to trusted advice. More comprehensive approaches, such as place-based delivery
models, have already proven effective in several countries and should be expanded, with
appropriate long-term funding and institutional support.

Finally, policymakers may wish to consider not only how many heat pumps are installed, but
also where they are deployed. The growing focus on integrated energy planning, electricity
network development and local heating and cooling plans creates opportunities to align
subsidy schemes more closely with local circumstances and system needs. Additional
incentives for flexibility-ready heat pumps, thermal storage — including through enhancing
buildings’ fabric — or deployment in areas identified through local heat planning could help
reduce network costs and increase the value delivered by public spending. These
considerations are likely to become increasingly important as Europe moves from early
market development towards large-scale electrification.
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