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Foreword
The energy sector has a critical role to play in boosting 
economic growth up and down the country. Those working 
in the sector know this, but the key facts don’t always reach 
a wider audience. That’s why Energy UK commissioned this 
report, to provide a broad perspective on energy issues in the 
UK that is not often heard.

The essential facts are here for all to see. Between 2007 and 
2011, energy companies doubled their investment in the UK 
to £43 billion. They are among the largest investors in the 
country, and have increased jobs by nearly two thirds. Today, 
the number of people directly and indirectly employed in the 
sector is over 600,000. These are impressive statistics.

But there are challenges ahead. The UK needs to address 
climate change and the sector will play a significant role 
in achieving this. However, it is clear that the investment 
framework is becoming more uncertain, with this report 
worryingly highlighting that the attractiveness of the UK 
investment environment has worsened since 2010. The priority 
must be to see that this recent trend is quickly reversed.

To do this, the UK needs to move swiftly to get the right 
policies and the right regulations in place to ensure the 
investment in new generation and in the transmission network 
comes forward. None of this is free − it will come at a price, 
and bills are already rising due to world energy prices, 
environmental and social obligations and more. And rising bills 
are never welcome. Importantly, the route ahead must be one 
that is affordable to customers. Policy is not in the hands of the 
industry, nor do they control the global market which affects 
us all. This now has to be the time for all with a stake in our 
energy future − industry, government, regulators and customer 
representatives − to work together to address the challenges 
ahead, for the right decisions to be taken in the best interests 
of the country. 

Angela Knight CBE 
Chief Executive 
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•	2011 saw another significant increase in capital 
investment in the Power & Gas sector to more 
than £10bn, despite investment across the UK as 
a whole experiencing a decline. We expect total 
investment in 2012 to rise even further.

•	Between 2007 and 2011 £43bn was invested, 
more than double that of the previous five  
years. Currently the rate of investment is at a  
20-year high at around 12% of total turnover  
for the sector. 

•	The total direct contribution of the sector to  
the UK economy in 2011 (measured by 
contribution to GDP) was £20.6bn, an increase 
from 2007 of 16%.

•	This trend is mirrored in the growing level of 
employment in the sector and its related supply 
chains. Direct employment in the industry grew 
from 83,000 to 137,000 between 2008  
and 2011, with growth of 6% between 2010  
and 2011. The indirect employment benefit is 
over three times the direct benefit bringing the 
total number of jobs supported by the sector to 
around 655,000.

•	This high level of investment is the consequence 
of commitments made in the period around  
2005-9 and are a reflection of the trust that 
investors had at that time in the UK’s stated 
intent to deliver a clear and effective energy 
policy framework.

•	Whilst this recent performance highlights the 
critical role that the sector can have in the 
UK’s economic performance, it also points to 
the consequences in the event that the rate of 
investment declines.

•	Our interviews with key stakeholders across 
the sector emphasise their view that the 
attractiveness of the UK investment framework 
has worsened notably compared to 2010. This 
is resulting in many potential commitments 
being deferred, or being declined altogether. The 
investment momentum built up to 2012 is highly 
likely to diminish.

•	Factors cited as being behind the changing view 
included: the consequences of the Eurozone crisis, 
particularly demand decline; greater nervousness 
regarding the risk that they were taking on when 
committing to large, long-term and immobile 
investments; and for some respondents, reduced 
access to acceptable finance or contract terms.

•	There is a growing difference in investors’ 
attitudes toward regulated and non-regulated 
investments. This reflects the more mature, clear 
and transparent nature of the regulated aspects 
of the market vs. non-regulated aspects  
where the view is that uncertainty over the scale 
and pace of changes, and lack of clarity on policy 
outcomes, is damaging.

•	Overall, the UK is not seen to be alone in dealing 
with the wider issues and in seeking to encourage 
a substantial investment programme in low carbon 
energy infrastructure. However, as a destination 
for discretionary investment, it is slipping back 
into the European pack, and is not keeping pace 
with the attractiveness of faster growing, more 
international markets.

Key findings
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increase in capital investment  
in the Power & Gas sector to in 
excess of £10bn.

Between 2007 and 2011 £43bn 
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The total direct contribution of the 
sector to the UK economy in 2011 
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Direct employment grew from 
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1

Introduction
Energy UK commissioned Ernst & Young to update the original 
‘Powering the UK’ report (published in September 2011) 
considering more recently published data and also with the 
specific addition of an expanded section on the investment 
environment. The report looks at the impact of the Energy 
or Power & Gas sector across a number of broad areas, both 
nationally and from a regional perspective.

To understand better the current attitude of investors in 
the UK’s energy infrastructure, and the opportunities and 
issues that they see, a series of interviews were held during 
July and August 2012 with 10 investors spanning supply 
chain businesses, generators, energy suppliers, analysts and 
finance providers. Their comments have been captured in the 
‘Investing for the Future’ section of this report.

In this report we use the term Energy sector to cover the 
‘Power & Gas’ sector as defined in our ‘Powering the UK’  
2011 report, and it includes: in the electricity sector: 
generation, transmission and distribution and retail; in the gas 
sector: transmission, distribution and the retail sector (i.e. the 
downstream activities). It does not include the upstream oil  
and gas sector or the mining sector.1

The report puts the sector into context by comparing it to 
other sectors of the UK economy and by looking at how its 
contribution has changed over time. It also considers, where 
relevant, how the sector in the UK compares to similar sectors 
across Europe. 

The data used in this report is taken from publicly available 
sources − in particular we have made extensive use of data 
from the UK Office for National Statistics (ONS) and the 
statistics division at the OECD. 

The opinions of third parties set out in this publication are 
not necessarily the opinions of the global Ernst & Young 
organisation or its member firms. Moreover, they should be 
viewed in the context of the time they were expressed. This 
publication contains information in summary form and is 
therefore intended for general guidance only. It is not intended 
to be a substitute for detailed research or the exercise of 
professional judgment. 

Neither Ernst & Young LLP nor any other member of the global 
Ernst & Young organisation can accept any responsibility for 
loss occasioned to any person acting or refraining from action 
as a result of any material in this publication.

1   We recognise that some datasets referenced may have different definitions, for 
example they may include the upstream oil and gas sector (and call it the ‘energy’ 
sector), or they may include the water sector (and call it the ‘utilities’ sector). Our 
definition is stated above and where we reference different datasets with different 
definitions we state so.

Introduction
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The contribution to the economy
The total direct contribution of the Energy sector to the UK 
economy in 2011, measured by contribution to GDP was 
£20.6bn, an increase from the pre-recession level of 2007 
of 16%. When the indirect and induced impacts arising from 
activity along the supply chain are also taken into account, 
such contribution was approximately £86bn2. This reflects 
around a 5% fall from the 2010 level of £92bn. This reduction 
is a reflection of falling margins and revenues among industry 
participants based on a fall in demand in 2011 as well as an 
increase in fuel costs. 

The contribution to GDP is closely correlated to the aggregate 
level of turnover of the sector, which fell from £93bn in 2010 
to £88.7bn in 2011. Nevertheless the contribution to the 
UK economy remains around the historical average with the 
sector’s share of the economy at 1.6% (and 2.8% in terms  
of turnover). 

2  The indirect effects arise from (i) consumption of intermediate goods and products 
in the supply chain, and (ii) increased consumer spending due to the initial direct 
and indirect effects

•	The turnover in the Energy sector in 2011 was estimated to be £89bn.

•	The total direct contribution of the Energy sector to the UK economy’s GDP in 2011 
was £20.6bn; the direct and indirect contribution was approximately £86bn.

•	The Energy sector’s total employment impact to the national economy in 2011 
amounted to 136,500 full time and part time jobs, an increase of almost 9,000 
jobs compared to 2010. The indirect employment benefit is over three times  
the direct benefit, bringing the total number of jobs supported by the sector to 
around 655,000.

2
The sector’s 
contribution to 
the UK economy 

Box 1 
Direct and indirect economic impact 
The Energy sector has a widespread economic impact  
across all sectors of the economy. These impacts arise:

•	 Directly from the employment and production activities 
occurring within the sector 

•	 Indirectly through:

•	 The industry’s purchases of intermediate inputs and 
capital goods from a variety of other UK industries. 

•	 The personal purchases of employees and business 
owners both within the Energy sector and from the 
additional income generated in the supply chain to  
the sector.

The sector’s contribution to the UK ecenomy
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When including the direct and indirect impacts the contribution 
of the Energy sector is estimated at 6.6%. Table 1 illustrates the 
Energy sector’s contribution in relation to other key industries.

The sector makes a 2.8% contribution to the total turnover of 
the UK economy. This has fallen slightly over the last year (from 
3.0%) but is broadly in line with the trend that has existed over 
the past ten years.

In terms of contribution to economic output the sector has 
remained relatively constant over the past 15 years (its 
contribution to the total economy has only marginally fallen 
from 1.9% in 1997 to 1.6% in 2011, though it did recover from 
a low point of 1.2% in 2005) – as illustrated in Chart 1. 

This trend is not unique to the UK and is similar to that which 
other major developed economies5 have experienced over the 
same period: a fall in the utilities sector’s relative size between 
the early 1990s (average of 2.3% of GDP in major developed 
economies in 1990) and the early 2000s (average of 1.8% of 
GDP in major developed economies in 2000) followed by an 
increase over the past ten years (to around 2.1% of GDP in 
20096). This pattern is a reflection of changes in the structure 
of advanced economies with the service sector increasing its 
relative size (and so leading to a fall in the 1990s of the share 

of manufacturing and utilities in the economy). The increase of 
the last ten years is particularly strong in those countries that 
have undertaken a major programme of capital expenditure in 
the sector.

The indirect impact on the economy

The broad economic contribution of the Energy sector is not 
limited to direct impacts − i.e. the direct value added produced 
by the sector itself. It also derived from the contribution that 
the sector makes through:

•	 The consumption of intermediate goods and products in the 
supply chain, i.e. the indirect effect.

•	 The increased consumer spending owing to the initial direct 
and indirect effects (this may include spending on housing, 
food, transport, clothing, education and entertainment),  
i.e. the induced effect.7

The Energy sector has one of the greatest impacts on other 
sectors through increased consumption along the supply chain. 
Supply chain businesses that may work fully or partially with 
the Energy sector cover a wide range of industries and services, 
including equipment manufacturing, engineering, consultancy, 
human resources, legal, finance, education and research.8

It is notable that the industry continues to increase its rate of 
capital investment significantly, and also to create new jobs, 
despite the pressures on demand and margins. This reflects the 
long-term nature of the investment cycle for the industry, both 
in terms of the longevity of the assets that it invests in, but also 
the lead times between investment and revenue being earned. 

These investments continue to drive increased activity along 
the industry’s supply chains, such as construction, engineering 
and outsourced activities. These indirect effects are some of the 
largest amongst the other main UK economic sectors − a pound 
spent on investment in this sector has a larger indirect effect on 
the rest of the economy than most others.

25,000 2.0%

1.8%

1.6%

1.4%

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0.0%

£m

20,000

Power and gas contribution to GDP (£ million) − LHS Proportion of UK GDP (£ million) − LHS

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

15,000

10,000

5,000

0

Energy sector Manufacturing Construction
Information and 
communication Mining

Contribution to GDP 
(£bn) 20.6 146.0 70.5 85.8 23.0

Share of UK GDP 1.6% 11.0% 5.3% 6.5% 1.7%

Turnover (£bn) 88.7 477.2 184.1 184.1 50.7 

Share of UK economy 
(Turnover) 2.8% 15.4% 6.0% 5.9% 1.4%

Table 1. UK selected sectors contribution to the economy (2011)3

3  ONS, Workplace based gross value added (GVA): by industry groups, May 2012 
4  ONS, GVA time series for all UK, regions, and industry breakdowns, May 2012.  
Ernst & Young Analysis, 2012

5 Major developed economies are defined as the G7 countries.
6  OECD STAN database 2010. When comparing sectors at international level 
the utilities sector includes power, gas and water companies. Due to statistical 
discrepancies in sources and methodologies it is not possible to compare directly 
data from different sources.

7  Whilst we acknowledge the contribution from induced effects we do not estimate 
them in this report, although as the Energy sector generally creates higher value 
and employment than other sectors, the impact would be expected to be positive. 

8  The metric used to assess indirect impact on the economy is the indirect ‘economic 
multiplier’, which we have calculated from 2008 ONS data. Out of 100 sectors and 
sub-sectors in the UK economy, the Energy sector ranks in the top 10 in terms of the 
size of the economic multiplier. 

Chart 1. Energy sector historic contribution to the economy 
(£bn contribution to GDP – Left Hand Side,  
% of GDP – Right Hand Side)4

The sector’s contribution to the UK ecenomy
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The indirect employment benefit is over three times the direct 
benefit. The sector is estimated to support over 650,000 jobs 
in the UK, over half a million of which are indirectly linked 
to the Energy sector. Combined with the speed at which 
the sector is creating jobs, at a time when unemployment 
has been on the rise, this provides further evidence of the 
potential role of the Energy sector in the economic recovery.

Strong job creation across regions most 
needing them
The positive effect of investment in the sector is also evident 
with regard to employment — each new direct job in the 
Energy sector generally supports well in excess of three 
jobs elsewhere in the UK economy. This, combined with the 
consistency with which the sector is creating jobs, particularly 
in areas where unemployment has been on the rise, provides 
further evidence of the potential role of the Energy sector 
in the economic recovery. We have reassessed the ONS data 
on the multiplier effect in the sector and have consequently 
increased our estimate of indirect employment compared to 
our 2011 report.

There has been growth in employment in the Energy sector 
from 83,000 to 137,000 full and part-time roles between 
2008 and 2011. South East, Scotland and the North West 
employ the highest number of people in Energy sector. They 
are among the highest growth areas for employment in the 
sector and have seen numbers increase by 25%, 13.4% and 
45.7% p.a. respectively since 2008. 

2.  The sector’s contribution 
to the UK economy (cont.)

Table 2. Contribution to GVA and employment9

Total direct contribution to  
GDP (£bn) 20.6

Total indirect/induced contribution 
to GDP (£bn) 86.0

Direct Employment (000s) 136.5

Indirect Employment (000s) 518.0

9  ONS - Workplace based gross value added (GVA): by industry groups, May 2012. 
Ernst & Young multiplier analysis, 2012 

Box 2 
Gross value added — what does it mean? 
One way to measure the size of a company, industry, or 
economy is to determine its output or turnover. A better 
way however is to determine its valued added, namely, the 
difference between the value of its outputs, i.e. the goods 
and services it produces, and the costs of its inputs, such 
as raw materials and the energy it consumes (the value 
added comes from the capital invested and labour turning 
inputs into outputs). Goods and services are then often 
purchased as intermediate inputs by other companies or 
industries. The gross value added (or GVA) generated by all 
the industries in all sectors of an economy adds up to that 
country GDP (Gross Domestic Product). In this publication 
when reporting statistics from official databases we use the 
terms GVA or contribution to GDP interchangeably. Where 
appropriate we also show and report the total turnover 
for a particular sector. See annex for more details on the 
terminology and calculations. 

The sector’s contribution to the UK ecenomy
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Over the same period, the regions with a far smaller Energy 
workforce such as London and the East have experienced an 
annual fall in Energy employment. This trend indicates that the 
sector is becoming concentrated in specific regions of the UK 
and the focus is being taken away from those which already 
only employ small numbers of people. If the trend continues, 
it may create ‘regions of excellence’ which have a high 
concentration of skilled Energy workers and will become key 
areas for investment. 

The strength of the Energy sector is demonstrated by annual 
growth in sector employment between 2008 and 2011 in 9 of 
the 12 regions or countries listed, despite negative growth in 
all but two of those regions. Whilst unemployment is increasing 
in most areas of the UK, the Energy sector is bucking the trend 
and still increasing total employment levels. 

As a high skill, high investment sector, it will continue to create 
jobs and drive value creation in the UK at a time of weak growth 
for the UK as a whole. In part, the sector has been able to 
create employment through its need to substantially increase 
the level of investment in its assets, as well as in the quality of 
its customer serving capabilities. 

10  Source: Regional employment by sector, time series, May 2012

Scotland

N. East

Northern 
Ireland

Yorkshire 
and the 
Humber

East
Midlands

West
Midlands

Wales

South West
South East

East

N. West

London

 Energy   
 sector Total 
 workforce  workforce

North East  13.0% -1.5%

 Energy   
 sector Total 
 workforce  workforce

Yorkshire and 24.4% -0.8% 
The Humber

 Energy   
 sector Total 
 workforce  workforce

East Midlands 17.1% 0.1%

 Energy   
 sector Total 
 workforce  workforce

East -1.4% -0.1%

 Energy   
 sector Total 
 workforce  workforce

London -2.3% 0.0%

 Energy   
 sector Total 
 workforce  workforce

South East 25.0% -0.3%

 Energy   
 sector Total 
 workforce  workforce

South West 3.3% -0.8%

 Energy   
 sector Total 
 workforce  workforce

Wales 11.9% -0.6%

 Energy   
 sector Total 
 workforce  workforce

West Midlands 15.9% -1.4%

 Energy   
 sector Total 
 workforce  workforce 

North West 45.7% -0.8%

 Energy   
 sector Total 
 workforce  workforce

Northern 0.0% -1.3% 
Ireland

 Energy   
 sector Total 
 workforce  workforce

Scotlan d 13.4% -1.9%

Chart 2. Compound annual growth in 
regional employment, 2008-1110

The sector’s contribution to the UK ecenomy
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Maintaining a highly skilled workforce
With more than 130,000 employees, the Energy sector is 
fundamental to the strength of the UK economy. It is therefore 
critical to facilitate an adequate supply of competent, skilled 
people to develop, maintain and enhance the sector for the 
future. Changes in the workforce, replacement of ageing 
infrastructure, the deployment of new technologies and strong 
competition for talent in the marketplace will all impact the 
sector over the next 5 to 15 years. 

The Energy sector (defined as the mining, quarry, energy 
and water sector in The UK Employment and Skills Almanac) 
already has amongst the highest levels of qualification 
of any other industry within the primary and secondary 
sectors, just behind the banking and finance industry and 
the public administration, education and health services 
sector. However, maintaining the existing levels of skills as the 
existing workforce retire and the development of a new skilled 
workforce will be a critical challenge to the successful delivery 
of an efficient Energy sector.

The National Skills Academy for Power has been created jointly 
by Energy & Utility Skills (EU Skills) and employers in the sector 
to address the skills challenge. As well as delivering the skills 
required to address the Government’s energy challenge and 
support a low-carbon resource-efficient economy, the National 
Skills Academy for Power will raise the profile of the sector 
and be recognised as a key factor in maintaining the security 
of the UK power supply. According to EU Skills, by 2024 the 
power sector will need to have recruited around 35,000 new 
employees and increased the availability of quality education 
and skills providers by almost 80% in order to adequately equip 
these new workers. This is as well as up-skilling existing staff, 
whilst managing the loss of 80% of its existing workforce over 
the next 12 years.12

Impact on employment earnings
One of the consequences of such high productivity and 
skills levels is the impact on earnings for the Energy sector’s 
workers. Average earnings in the sector are consistently higher 
than both the UK average and other capital intensive industries 
(though slightly lower than the Information and Communication 
sector) as illustrated in Chart 2 on previous page. 

Average earnings have increased over the past year in both the 
Energy and Manufacturing sectors. The increase in the Energy 
sector of 3.5% year on year is the largest increase of those 
sectors shown and outperforms the UK average of a 1.3% 
rise as shown in Table 3 on page 10 − Average earnings for 
selected sectors (2009-2011). 

2.  The sector’s contribution 
to the UK economy (cont.)

Box 3 
New jobs for new infrastructure — selected examples 
E.ON’s Blackburn Meadows biomass-fired renewable energy 
plant near Sheffield is currently under construction and is 
expected to be fully operational in 2014, creating 200 jobs 
during the construction phase and around 30 permanent jobs 
on completion.

EDF Energy’s planned nuclear power station at Hinkley Point 
will employ up to 20-25,000 people during its construction 
in the coming years, with around 5,000 jobs going to those 
living in the region. Once operational, the plant will employ 
900 operational personnel over its 60 years life and 1,000 
more during routine maintenance outages.11

In January 2012, Ofgem announced plans to fast track 
ScottishPower and SSE’s plans to upgrade Scotland’s high 
voltage network by 2021, at a cost of around £7bn and 
creating up to 1,500 jobs. 

In March 2012 Burcote Wind unveiled plans to build 10 wind 
farms from Aberdeenshire to Dumfries and Galloway, which 
could produce enough power to meet the needs of over 
500,000 households. The £1bn investment is expected to 
create up to 600 local jobs.

11  IPPR report; Benefits from infrastructure investment: a case study in nuclear 
energy http://www.edfenergy.com/media-centre/press-news/infrastructure-
investment-nuclear_June2012.pdf 12  Energy and Utility skills, http://www.euskills.co.uk/power/t

The sector’s contribution to the UK ecenomy
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13  ONS, Gross Annual Pay for all employee jobs, 2008-2011
14  This excludes corporation tax paid on upstream gas activities. 

15  ONS, GVA Time series for all UK, 2009
16  Company accounts, UK Tax calculator

Table 3. Average earnings for selected sectors, 2009 – 1113

2009 2010 2011

UK average (all employees) 26,450 26,528 26,871 

Energy sector 37,820 37,763 39,083 

Manufacturing 29,125 29,125 29,511 

Information and communication 39,501 39,742 39,611 

Table 4. The Energy sector is an important contributor  
to the Exchequer each year: 

Total HMRC CT  
receipts £bn

Major energy players  
CT payments14 £bn

2007 46 1.5

2008 43 1.3

2009 39 1.3

2010 44 1.4

2011 42 1.2

Contribution to the Exchequer
Corporation tax (CT)
In 2011, the sector contributed around 2.9% of total HMRC 
Corporation Tax receipts; the sectors’ contribution to the 
economy in the same year was around 1.6%15. This sector 
contribution to the Exchequer is therefore significantly higher 
than its size would suggest − which is particularly important 
for the current economic and fiscal situation in the UK. 

Income tax and national insurance
This report has already discussed the growing and 
increasingly skilled workforce in this sector. This also 
translates into higher income tax and employee/employer 
national insurance payments. The seven largest companies 
in the sector employ 120,084 workers, earning an average 
income of £39,083 per employee in 2011. At average rates, 
such employees will have contributed in total approximately 
£759mn of income tax, and £459mn employee national 
insurance. In addition, their employers will have paid 
approximately £530mn in employer national insurance 
contributions.16 

The sector’s contribution to the UK ecenomy
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Contribution of the sector to regions and nations
The sector can be said to be ‘sharing the wealth’ and is 
contributing more, relatively, to many regions of the UK than 
most other sectors of the UK economy. In regions where Energy 
contributed less to the economy, such as the East, London 
and the North West, there was a decline or no change in 
contribution between 2008 and 2009. In contrast, those with a 
bigger Energy sector such as the East Midlands and South West 
saw a rise in its contribution to their local economy. The trend 
indicates a shift towards the development of energy ‘regional 
hubs’ focusing more on the sector, leveraging investments in 
the physical energy assets in their regions as a basis for local 
economic development.

Conversely the economic benefits from the sector are not 
concentrated, but are widely distributed across the economy. 
Another characteristic of the sector is that much of its activity, 
such as generation, distribution and increasingly direct 
customer contact in the home, necessarily has to take place in 
the UK, and therefore cannot be taken offshore.

This, coupled with positive choices to invest in capabilities in 
the UK (that in the past have been offshored, such as customer 
contact centres), has enabled the sector to drive the creation of 
employment and is ‘sharing the wealth’. Considering the decline 
of other industries in some geographies, such as Wales and 
the South West, the Energy sector has been able to contribute 
more, relatively, to many regions of the UK than most other 
sectors of the UK economy.

•	The Energy sector has particular importance with respect to the contribution it 
makes to regional development. 

•	  The sector has also shown particular resilience within most regions during the 
recession, being one of only a few sectors to increase jobs at a time when generally 
unemployment was on the rise. 

3
Helping the 
regions and 
nations grow

Helping the regional economies grow
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17 Source: ONS - regional employment by sector, time series, May 2012

18  Hinkley Point C Futures http://www.edfenergy.com/about-us/energy-generation/
new-nuclear/hinkley-point-c/documents/PPS_SW_3483_EDF_HINK_C.pdf
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Box 4 
Job creation and skills centres in the nations and regions 
To secure the skills needed for its new nuclear programme, 
the Hinkley Point project is working closely with schools, 
further education colleges and higher education institutions 
in Somerset to stimulate awareness and interest in Science, 
Technology, Engineering and Maths (STEM) subjects. The 
company is also making significant investments in local skills 
centres. This includes investing £1.5mn in a new Construction 
Skills Centre at Bridgwater College, to act as a ‘one-stop-shop’ 
for nuclear and civil construction training. EDF Energy is also 
investing £3mn in an Energy Skills Centre at the College to 
provide science, low-carbon and nuclear-related education 
and training, as well as investing £1.6mn in West Somerset 
Community College to support training in specific skills and 
apprenticeships18.

In 2010 British Gas opened a centre designed especially 
for Green Skills training in Tredegar, South Wales. As well 

as delivering skills training for British Gas employees, the 
academy offers training for local people to help them work in 
the emerging green economy.

Siemens’ Energy Service Training Centre was opened in 2011 
in Newcastle. This £8mn investment by Siemens provides 
a unique in-house training environment and experience for 
service technicians working on conventional and renewable 
power plants and helps put the North East firmly on the map 
as a centre of excellence for skills and training. 

In 2009, General Electric opened Europe’s first Smart Grid 
Centre in its Bracknell Headquarter, supporting the UK in 
its effort to help consumers use energy more efficiently 
and cut carbon emissions. The centre offers visitors the 
first ever ‘generation to appliances’ view of the smart grid, 
demonstrating energy-management and carbon footprint-
reducing advances available today.

Helping the regional economies grow
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The cost implications of shifting the UK to a low carbon 
economy and the high level of investment required in the 
sector are significant. They need however to be put into 
context: the high level of investment needed comes at a 
time of high and potentially rising commodity prices and the 
introduction of environmental legislation which is putting 
increasing pressure on utilities and energy companies. 

All these factors have already had an impact on both wholesale 
and retail prices over the past seven years and will continue 
to put increasing pressure on them in the next decade. Retail 
energy prices in the UK have increased above inflation over 
the past ten years. According to the Committee on Climate 
Change (the CCC) the average dual-fuel energy bill for a typical 

household increased from around £605 in 2004 to £1,060 
in 2010. Of the total £455 increase (i.e. 75%, compared to 
general price inflation of 16% over the same period) by far the 
largest contributor was the increase in the wholesale price of 
gas, which added around £290 to bills; around £75 was due 
to policies that reduce carbon emissions — this included £30 
to support investments in low-carbon power generation, and 
£45 for funding of energy efficiency improvements in homes 
(including help for low income and vulnerable households), 
which will also have helped to reduce consumption; finally 
around £70 was due to increasing transmission and 
distribution costs, and £20 was due to VAT. Chart 4 below 
illustrates changes in electricity and gas domestic prices from 
2004 to 2011. 

•	  The UK still remains one of the most competitive energy markets, with prices well 
below the European average.

•	  However, there is an increasing pressure on energy companies to invest in  
the sector at a time of rising energy prices and increasing environmental  
legislation costs.

4
Prices and the  
international 
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19 DECC Energy Price statistics
20 DECC Energy Price statistics

21 The average growth rate of prices over this period. 
22  International Energy Agency, World Energy Outlook, 2011; and US Energy 

Information Administration, International Energy Outlook 2011

Prices to consumers both rise and fall, primarily reflecting  
the changing input costs noted above. Notwithstanding the 
recent announcements of price increases as we approach 
Winter 2012, the UK still remains one of the most competitive 
energy markets, with prices below the European average  
(both in absolute terms and also in terms of how much they 
have increased over the past 10 years) − as illustrated in  
Chart 5 above. 

Between 2000 and 2011 prices in the UK also increased by 
less than the EU average − see chart 6 below. Chart 6 shows 
how Compound Annual Growth Rates21 for domestic  
electricity and gas prices compare across Europe over the 
period 2002-2011. 

Looking ahead the CCC also projects that the combined gas 
and electricity bill for the typical household could increase 
(in real terms) from £1,060 in 2010 to £1,250 in 2020 and 
within this bill, total costs of £130 per household for measures 
to support low-carbon investments and around £60 for 
supporting energy efficiency improvements in homes.

At the same time, future pressure on prices is not unique 
to the UK and will affect all other European countries. The 
International Energy Agency and the Department of Energy in 
the US expect energy prices to rise between 2010 and 2020 by 
at least 20%, though the outlook for gas prices has improved 
over the past couple of years because of the improved prospect 
for commercial production of unconventional gas.22

Chart 5. EU countries domestic electricity and gas prices 200919
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Chart 6. EU countries increase in domestic electricity and gas prices 2000-200920
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5.1 Investment in the sector
5.1.1 Scale of investment
Investment is critical for the growth of productivity in the 
economy by increasing capital per worker which in turn 
increases output per worker. Investment in infrastructure is 
part of that process of building capital. The UK has historically 
spent less on investment, including infrastructure, than other 
similar advanced economies. Data from the OECD has shown 

that over the past 40 years the UK has been at, or close to, 
the bottom in terms of investment as a percentage of GDP 
(see Chart 7). This macro position was also reflected in the 
investment in the utilities sector (power, gas and water) until 
the late-1980s (see Chart 8).

Investing for 
the future
•	Energy companies have invested more than £8bn per annum in the UK over the last 

five years, and more than £11bn is expected to be invested in 2012.

•	At some 50% of Gross Value Added (GVA), i.e. the economic value of the sector,  
and around 12% of total turnover, the level of investment in, and by, the sector  
is considerably higher than the average for the UK as a whole (around 11-12%  
of GVA). 

•	However, the current economic and policy environment is affecting investment 
decisions and is resulting in delays to projects.

•	Rate of investment is falling behind that required to meet the UK’s ambitious 
targets by 2020.

Chart 7 and 8. Investment in the economy and investment in the Energy sector (1970-2009), across major advanced economies
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Until the late 1980s, investment in the UK Energy sector 
followed the macro trends of the business cycle, peaking and 
dipping in line with level of investment in the wider economy. 
At the same time there was a close relationship between the 
economic cycle and the level of investment in the UK. 

However, after the liberalisation of the Energy sector during 
the late 1980s and early 1990s, this relationship began to 
change. As a result, investment in the sector has been more 
closely linked to fuel prices and regulatory cycles. During the 
period through 1980 to 2012, we can identify three cycles 
of investment. Investment boomed in the early 1990s with 
the first ‘dash for gas’, around 2001 as the UK shifted to new 
arrangements in the power generation sector (NETA market 
arrangements) and more recently in 2006 with the drive 
towards low carbon technologies.

The most recent, starting in 2006, is proving to be by far the 
largest in terms of the volume of investment. This cycle of 
investment is being spurred both by the drive to decarbonise 
the electricity sector, but also in response to the combined 
needs to ensure a smooth transition to a position as a net 
gas importer, and to replace and upgrade ageing energy 
infrastructure. Over the period since 2006, the UK has  
seen more than 3GW of generating capacity retire, the majority 
being coal, oil and the first wave of nuclear reactors, with far 
more capacity due for retirement in the next three years or so.

As a result, the average rate of investment per year has 
increased from c.£5bn p.a. in the early 1990s to c.£7.4bn p.a. 
since 2006. This has brought the UK in line with other major 
advanced economies in terms of investment as a share of the 
sector’s economic value. Currently the level of investment is at 
its highest for 20 years at around 50% of Gross Value Added or 
12% of the sector’s turnover. 

Source: ONS

Chart 9. Volume of investment in the Energy sector  
(grey, RHS scale) and in total economy (yellow, LHS scale), 
1980–201023
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5. Investing for the future (cont.)

This latest increase in investment is even more important for 
the UK economy as it has developed against a backdrop of the 
recession and a significant drop in investment in the economy 
as a whole. Whilst investment in the Energy sector has 
increased by 73% between 2007 and 2011, it fell by 17%  
in the economy as a whole. (see Table 5 below).

This ‘un-cyclical’ nature of investment in the sector is therefore 
acting as a support for economic growth at a time when such 
stimulus is desperately needed. As illustrated in section 2, 
investment in the Energy sector does have a significant supply 
chain impact in other sectors of the economy as a result of the 
multiplier effect whereby money spent in a given part of the 
market has an indirect impact on spending and turnover  
in other areas of the economy. The contribution of the sector  
to growth, whilst still relatively small when compared with  
other sectors, has significantly increased since the beginning  
of the recession.

5.1.2 Composition of investment

Of the £43bn invested in the Energy sector in the years 
between 2007 and 2011 approximately 20% has been invested 
in distribution networks, 20% in transmission networks and 
some 57% in power generation assets (with the remainder in 
gas storage and import infrastructure). The investment trend in 
regulated network assets tends to be more stable and is set in 
conjunction with the regulator through five yearly Price Control 
reviews (now eight yearly cycles under the new RIIO (Revenue, 
Incentives, Innovation, Outputs) regime). 

On the other hand investment in power generation has been 
more variable − it has increased from £2.5bn in 2007 to more 
than £6bn in 2011, with in excess of £7bn forecast to be 
invested in 2012, see Chart 10. The proportion of investment 
in power generation assets has increased over time − from 43% 
in 2007 to 66% expected in 2012. All of the major suppliers 
and independent generators have invested in both renewable 
and thermal capacity in the last five years − though overall the 
bulk of the investment has been in renewable generation as the 
UK builds capacity to meet its 2020 renewable targets. 

Source: ONS, 2012

Table 5. Growth in investment and GDP (% year on year) 

2008 2009 2010 2011

Investment in Energy sector 38.7% 15.5% -1.1% 9.5%

Energy sector GVA 3.0% 14.9% 3.5% -5.5%

Investment in UK economy -1.1% -18.9% 2.6% 0.0%

UK GDP growth -1.0% -4.0% 1.8% 0.8%

Chart 10. Composition of investment in the Energy sector 
2007 – 2012 
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In 2012 the level of investment is expected to exceed that of 
2011 (£10bn), increasing to above £11bn with more than half 
(around £6.3bn) invested in the renewable generation sector. 
However, investment in a given year does not necessarily 
translate to new capacity on the energy system immediately.  
As noted in Box 5 below, many energy assets require substantial 
periods of development, planning and construction before 
they can be brought into use, with cash being invested by the 
projects’ owners for many years ahead of any revenue being 
earned by them.

For example, investors may invest several hundred million 
pounds into the development of a new nuclear generating 
station, even before the point is reached at which a decision 
can be made whether to build the station at all. Similarly, whilst 
gas-fired stations are capable of being built within three years, 
the project may require an additional three or more years at 
the planning and development stage simply to obtain all the 
permissions required in order to proceed.

5.2 Investment outlook
Our analysis shows that the investment cycles in the sector (in 
terms of the period when investment is above the long term 
average) have tended to last between four to six years. The 
current cycle is in its fifth year (having started in 2007); there 
is, however, an expectation that the current cycle should last 
longer than in the past as the requirements and needs for new 
infrastructure in the sector are the largest in decades. Based 
on the existing pipeline it should continue at least until 2015 
(taking the current cycle to eight years in total). 

There are, however, signs of a potentially significant slowdown 
in the pace of investment due primarily to the ongoing 
uncertainties around the deliverability and construct of the 
UK’s reformed energy policy, and the difficult macroeconomic 
environment both in the UK and the Eurozone. There was a high 
degree of consistency in the attitudes of interviewees when 
asked about their investment plans: current and near-term 
investment levels are the result of investment decisions that 
were made in recent years, and reflect both the momentum 
in their commitments, but also a substantial degree of trust 
being placed by those investors in the UK’s ability to quickly 
conclude on its energy policy reforms. However, this live 
pipeline of in-process projects is beginning to diminish, and new 
commitments are being deferred pending greater clarity and 
finality in the Electricity Market Reform (EMR) and other related 
current energy sector reforms.

In our ‘Securing the UK’s Energy Future (2009)’ publication 
we estimated the level of investment required over the current 
decade in order for the UK to meet its various 2020 energy 
policy and environmental objectives to be around £200bn or 
c.£16bn a year. In project Discovery Ofgem similarly estimated 
the level of investment required at £200bn. We assumed that 
by 2015 £90bn would need to be spent, £57bn in the power 
generation sector. 

By the end of 2012 we estimate that around £30bn will already 
have been invested since 2010. We expect the aggregate 
investment over the next three years to 2015 to be around 
£25bn to £30bn. To have delivered approaching £60bn of 
investment in six years will be a major demonstration of  
the sector’s commitment and capacity to deliver change,  
and as highlighted elsewhere in this report, to contribute to  
the wider economy.

Box 5 
Investing in new infrastructure — selected examples 
EDF Energy is planning to construct up to four new nuclear 
reactors at two sites in the UK; Hinkley Point and Sizewell. 
Each reactor is a 1,600MW EPR design capable of supplying 
electricity to around 2.5mn homes. A significant construction 
programme of new nuclear stations in the UK could boost 
GDP by up to 0.34% a year (equivalent to over £5bn in 2011 
money) and requiring a further 20,000 people to work at each 
of the power station sites over the course of construction24. 
This boost could increase nuclear exports from £700m up to 
£1.6bn.

As part of the process of agreeing new price controls 
under RIIO-GD1, National Grid submitted plans to Ofgem in 

December 2011 for its UK gas distribution networks, with 
building taking place between 2013 and 2021. The total 
capital expenditure is expected to be £13.5bn over the eight 
years, including £4.5bn of replacement expenditure. 

The London Array is a joint venture between Dong Energy, 
E.ON and Masdar to build an offshore wind farm. Planning 
consent was granted in 2006. Phase 1 is expected to 
complete at the end of 2012, when the project will be handed 
over to the operations and maintenance team and generation 
capacity will be around 630MW. The project is expected to 
cost c.£3bn.

24  IPPR report; Benefits from infrastructure investment:  
a case study in nuclear energy http://www.edfenergy.com/media-centre/press-news/infrastructure-investment-nuclear_June2012.pdf 
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5. Investing for the future (cont.)

However, this rate of investment is below the rate required to 
keep pace with the £200bn capex need, around £15-16bn 
per annum. A mitigating factor may well be that the lower 
level of energy demand, due to the recession and the slow 
economic recover, will reduce investment required and allow 
time for energy efficiency and other actions to take effect. 

Most interviewees highlighted that the pipeline of investment 
has slowed over the past year in response to the difficult 
economic environment and the policy uncertainty. This 
is evident when we look at the trend in the pipeline of 
investment projects in the UK power sector for the past 
five years looking at projects under construction and under 
development, see Chart 11.

The overall level of investment planned increased significantly 
between 2009 and 2010, with the largest jump coming in the 
proposal and application phase of projects which increased 
almost threefold. In 2009 and 2010, there were no projects 
which were stopped prior to completion. It is likely that this 
period represented the completion of projects which were 
committed to pre-2008.

Since 2010, there has been a declining trend in applications 
for new investments and whilst stages 3 and 4 remain 
consistent with prior years, more projects are being 
terminated before completion. This is potentially due to a lack 
of availability of long term funding or economically attractive 
commercial contracts (for example gas supply and power 
off-take for a new CCGT). The uncertain outlook means that 
companies may judge that they are better off to cut their 
losses in the short term rather than take on additional long 
term risk, and cost pressures.

Chart 11. UK investment plans, 2008 - 201225
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5.3 Investment climate

Box 6 
Investment attractiveness 
In 2011, the UK narrowly retained its long-held position as 
Europe’s leading destination for foreign direct investment 
(FDI) projects, despite suffering a 7% decline in projects 
while the total number of projects in Europe grew by 4%, 
according to the Ernst & Young’s 2012 UK Attractiveness 
Survey. The UK’s long-standing leadership in European 
FDI is a direct result of two key factors: its position as the 
investment location of choice for US companies, and its 
strength in several key sectors. The six aspects of the UK that 
foreign-based companies considered most attractive from 
an investment location perspective were: the quality of life, 
cultural aspects and language (with 88% rating this as very 
attractive or fairly attractive); the stable political environment 
(86%); technology and telecommunications infrastructure 
(85%); the stable social climate (83%); education in trade and 
academic disciplines (80%); and entrepreneurial culture and 
entrepreneurship (76%).

Most of these factors that make UK attractive to foreign 
investors were also highlighted through our interviews  
with key stakeholders in the Energy sector. In particular a 
number of key factors influencing the attractiveness of the  
UK as a destination for investment in the Energy sector  
were identified:

•	 A stable political environment. 

•	 A stable regulatory environment, including clarity and 
transparency and consistency of policy and regulation.

•	 A high quality and low cost workforce.

•	 Good availability of capital/funding and a reasonable return 
on investment.

•	 Public sentiment in favour of investment.

•	 Speed of the planning and consent process.

The stability of the political and regulatory environment and 
the quality of the workforce were highlighted by a number of 
companies as main differentiators when investors consider 
the UK against other jurisdictions. The UK regulated networks 
in particular were seen as one of the most attractive places to 
invest for international infrastructure funds. 

The UK has in fact consistently been scoring highly in most of 
the factors above; it has provided a reasonable rate of return 
(even if sometimes below some of the other countries); it 
holds a highly skilled workforce; and the UK has been seen as 
having a stable policy and regulatory environment. 

However, there is a consistent view, expressed by all 
respondents, that over the past two years the policy/
regulatory environment has deteriorated. In particular,  
lack of clarity and transparency in the policy process is  
seen as a key concern.

Investing for the future
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5. Investing for the future (cont.)

Changes in UK investment attractiveness
Against a backdrop of generally perceiving the UK to be 
a positive destination for investment, the interviewees 
nevertheless reflected a view that the attractiveness of the UK 
investment framework has deteriorated compared to 2010. 
Interviewees, on average, ranked the attractiveness of the UK 
to investors in 2010 at 3.5 − on a scale from 1 to 5 (1 meaning 
unattractive environment and 5 very attractive). However, 
their view of the current environment had fallen to below 
3 (to around 2.8), with less than a third rating the current 
environment higher than 3. 

Some of the factors which were cited as being behind the 
changed view were:

•	 Consequences of the Eurozone crisis, demand growth going 
into reverse.

•	 A greater degree of scepticism or nervousness on behalf of 
investors across the value chain regarding the risk that they 
were taking on when committing to large, long-term and 
immobile investments.

•	 Reduced access to acceptable finance or contract terms.

A particular theme that came through, both from the corporate 
and equity investors, was that there is a growing distinction 
between two parts of the sector when considering investments: 

•	 A mature regulated market. 

•	 A more uncertain non-regulated market. 

A mature, clear and transparent regulated market is 
providing a sufficient degree of confidence to invest. Even 
though changes are occurring in the regulated part of the 
market, for example the shift to RIIO, these have so far been 
considered to have been handled effectively and have not 
caused much concern within the investor community. The UK 
regulated market remains one of the most attractive places 
for international investment funds, because it combines the 
stable UK political picture, an economic outlook better than 
the Eurozone, and a robust, clear and mature regulatory 
framework. Interviewees expressed the view that the  
worst that could happen was policymakers/regulators 
intervening too much with the existing policy and regulatory 
framework thus creating unpredictability – ‘do not try to fix 
what is not broken’.

In the non-regulated market, particularly in power generation, 
the uncertainty over the scale and pace of changes and lack 
of clarity as to final policy outcomes is leading companies to 
postpone key investment decisions. Whilst companies still do 
indicate that the UK remains an attractive market, especially 
when compared to other European markets, investments are 
increasingly being put on hold until more clarity is available. 

Most respondents believe that the policy environment currently 
has too many moving parts with interventions from multiple 
sector bodies. This is creating a degree of confusion for 
investors, who are increasingly finding it difficult to navigate 
such a complex environment. This issue is particularly acute for 
the smaller or less diverse investors who may be assessing the 
merits of one type of investment in only one part of the value 
chain, and who may well not have the resources to continually 
engage with policymakers and the consultation processes.

The pace of policy change is also affecting the investment 
environment: the process starting with EMR in 2010 is now 
in its third year. The Government has now set out a delivery 
timetable through to 2014. Other milestones for critical policy 
actions on the retail and energy efficiency side, such as the 
Green Deal and Smart Metering, have also been delayed and 
changed over the past year. 

There is, however, an acceptance that such reforms and new 
initiatives have to be seen through. Interviewees believe 
that robustness and confidence in the final outcomes 
are paramount. Whilst they had a clear expectation of 
improvement over time (‘it will get better in five years’) there 
are differences in opinion about when ‘calmer waters’ would 
be reached. All agreed that resolution of the details of the 
mechanisms in the EMR will create much needed certainty 
and will lead to investment decisions being unblocked. When 
that certainty will be delivered remains moot: any delay will 
potentially lengthen the looming investment hiatus period and 
will affect potential investment in the years beyond 2015. 

Investing for the future
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Planned investments
As noted earlier, a record level of capital investment is 
continuing through 2012. These investments are primarily 
the tail end of the investment decisions taken before the 
uncertainty hit the market. Consequently it may not be 
immediately apparent to observers that there is a loss of 
momentum in investment. This will only become visible in  
the next couple of years, unless investors can be given 
confidence to make new commitments despite the ongoing 
policy uncertainties.

With significant competition for capital and an uncertain future 
for returns on investments, companies are currently delaying 
investment decisions as they assess the economic environment 
and the development of new policies and regulations. For 
example, referring to the support that certain technologies 
receive (and which serve to underpin investment decisions), 
some concern was raised that confidence in the long term 
stability of those support mechanisms had diminished given 
recent actions in the UK and overseas. 

Companies are also holding back on investments to await 
the outcome of the EMR to gain more certainty over 
how appropriate their investment decisions are. The 
implementation of the Contract for Differences support 
mechanism (CfD) is not yet transparent for investors and 
whilst it was once expected to be underwritten by the 
Government, this is now looking unlikely and is resulting in 
more complexities coming in to the policy. It is important that 
the Government makes significant progress on its EMR  
delivery timetable. 

The macroeconomic environment 
The macroeconomic environment is making all of these issues 
even more important. The current Eurozone crisis is increasing 
uncertainty and is eating away at demand growth. A number 
of commentators and analysts have already revised their 
projections for future demand in both Europe and the UK and 
have highlighted the impact it will have on future capacity  
(for example Bloomberg in their European Long Term 
Generation Outlook)27. 

In addition, the crisis reduces the amount of capital available 
for investment and increases the risks of making the wrong 
investments – boards and investment committees are not 
surprisingly acutely focussed on how they can get comfort on 
the ability to make a reasonable return on their investment in 
European energy infrastructure. 

It is therefore not surprising that investors whilst still keen to 
invest in the sector, are increasingly looking for ‘defensive’ 
positions, i.e. those that offer the least level of political and 
regulatory risks (see Box 7).

International comparison

The UK is not alone in dealing with these wider issues and in 
seeking to encourage a substantial investment programme 
in energy infrastructure. Although interviewees are entirely 
realistic about the challenges that the UK has to overcome in 
order to enable a continued increase in the rate of investment, 
they also point to the following reasons for confidence:

•	 Compared to its European counterparts, there was a feeling 
amongst interviewees that the UK is an attractive location 
for investment. In 2012 growth in both the UK and European 
markets is expected to be flat, followed by a year of decline 
then a slight recovery again in 2014. Other Eurozone 
countries are having to deal with reforms of their systems 
(such as Germany), and by comparison the UK has made 
good progress.

•	 Whilst some interviewees felt that emerging markets 
represented the best opportunities for investment returns 
due to their high economic growth, the UK is still seen as an 
attractive investment market among ‘existing’ markets. 

Therefore, the UK needs to maintain its attractiveness as 
a destination for investment with reasonable returns. The 
Energy sector is competing internally for investors, but is 
also competing with other global markets for foreign direct 
investment. It needs to continue to promote itself as a positive 
area for capital expenditure in order not to lose out to other 
areas of the economy. 

Box 7 
Nomura European Investor survey 
A survey of investors performed by Nomura in Q2 2012 
reveals that investors are increasingly nervous about the risk 
of falling commodity prices and the 2013 sector earnings 
outlook. However, there is also an increase in the number 
of investors intending to increase the role of the sector in 
their portfolio over the next six months, with the survey 

indicating that they will favour markets with lower political/
regulatory risk. There continues to be a preference for the 
most defensive stocks in the sector (regulated networks), and 
regionally the UK in particular and Germany are seen to offer 
the most attractive risk/reward.26

26 Nomura, European Utilities Q2 2012 Investor Outlook Survey.
27  Bloomberg New Energy Finance, Q1 2012 European Long Term Generation Outlook.
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CCS Carbon Capture and Storage − A greenhouse gas mitigation technology for biofuels, 
which produces negative carbon emissions.

C02 Carbon Dioxide.

DECC The UK Government’s Department for Energy and Climate Change. 

www.decc.gov.uk/

Direct Impact Value added directly by a sector. 

Downstream Gas Sector Sector incorporating gas transmission, distribution and retail.

Electricity Sector Sector incorporating electricity generation, transmission and distribution, and retail.

Energy Sector In this report the Energy sector cover the ‘Power & Gas sector’ as defined in the 
‘Powering the UK’ 2011. This incorporates electricity generation, transmission, 
distribution and supply and gas transportation and supply. 

It does not include upstream gas (searching for and the recovery and production of 
crude oil and natural gas).

GDP Gross Domestic Product − This metric is an indicator of economic wealth. It measures 
the market value of all final goods and services produced within a sector and/or 
economy during a given period. It is calculated by adding taxes on products and 
deducting subsidies on products from GVA. The change in GDP over time can be used 
to measure the growth of a sector and/or economy.

GVA Gross Value Added − This metric is an indicator of economic wealth. It measures the 
difference between a sector and/or economy’s total pre-tax revenue and its total  
bought-in costs (i.e., costs excluding wages and salaries), adjusted for any changes in 
stocks. The change in GVA over time can be used to measure the growth of a sector 
and/or economy.

The standard method for calculating the direct contribution of an industry to GDP 
or GVA is to measure its so-called ‘value added’. That is to calculate the difference 
between the industry’s total pre-tax revenue and its total bought-in costs (i.e., costs 
excluding wages and salaries), adjusted for any changes in stocks. Revenue, or 
turnover, is the total income received in a determined period. Both GVA and GDP  
are used as indicators of the economic wealth of an area (country, region, City etc.) 
based on the value of products and services and income generated by businesses.  
The changes in GDP and GVA over time are used to measure growth of a sector  
and/or economy.

GVA + taxes on products − subsidies on products = GDP

An increase in GVA can be the result of increased profitability (via increased volume of 
outputs, or prices) or a reduction of input costs. Shares in GVA measure the relative 
contribution of the factors of production, labour and capital, to the value created. 
Therefore an increase in sector GVA can result from an increase in jobs, investment or 
labour productivity in that sector.

HMRC HM Revenue and Customs − the organisation responsible for collecting taxes. 

I&C Sector Information and Communications Sector.

Indirect Effect The contribution that a sector makes through the consumption of intermediate goods 
and products in the supply chain. For example, supply chain businesses may work 
fully or partially with the energy sector, and cover a wide range of sectors, including 
consultancy, engineering, human resources, legal, finance, education and research.

Glossary
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Induced Effect Increased consumer spending owing to the initial direct and indirect effects, which may 
include spending on housing, food, transport, clothing, education and entertainment.

Multiplier A measure of the extent to which an endogenous variable changes in response to a 
change in an exogenous variable. For example, suppose a one-unit change in some 
variable x causes another variable y to change by M units. Then the multiplier is M- In 
other words, the multiplier attempts to quantify the additional effects of a change in 
one variable beyond those that are immediately measurable (the direct effect). M can 
also be defined as a ‘carry-through effect’. 

The general method for calculating long-run multipliers (M) is called ‘comparative 
statics’. That is, comparative statics calculate how much one or more endogenous 
variable changes in the long run, given a permanent change in one or more  
exogenous variables.

OECD Organisation for Economic Co-operation and Development − the OECD defines itself 
as a forum of countries committed to democracy and the market economy, providing 
a platform to compare policy experiences, seeking answers to common problems, 
identifying good practices, and co-ordinating domestic and international policies of its 
members. It therefore publishes economic data sets for its member countries which we 
have referred to in this report. 

www.oecd.org/

ONS Office for National Statistics: the ONS is responsible for the production of a wide range 
of economic and social statistics, in both electronic and hardcopy format. They cover 
topics such as the UK’s National Accounts (such as Gross Domestic Product, National 
Income and Expenditure); UK Balance of Payments; population, demography and 
migration; government output and activity; business output and activity; prices (such 
as consumer and producer); the labour market (such as employment, unemployment 
and earnings); vital events (such as births, marriages, morbidity and deaths); social 
statistics (for example statistics about neighbourhoods and families).

The ONS collects information from various sources including the Annual Business 
Survey, the Labour Market Survey and the National Census. It gathers information 
about all sectors, including the Energy sector. 

We have presented ONS data throughout the report, and it has provided us with a basis 
for much of our analysis. 

www.statistics.gov.uk

P&G Power & Gas sector − This incorporates electricity generation, transmission, 
distribution and supply and gas transportation and supply.

It does not include upstream gas (searching for and the recovery and production of 
crude oil and natural gas).

T&D Transmission and Distribution − This refers to the transmission and distribution 
component of the electricity sector.

Value Added The difference between the value of outputs and the costs of inputs for a company, 
industry, or economy.

See page 7, Box 2 for more detail. 
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The energy sector is constantly changing; price volatility 
and market uncertainty, geopolitical risks, growing demand 
in developing countries, significant changes in the supply 
environment and the need to invest in new infrastructure.

At Ernst & Young we understand energy. Whether working 
with utility companies to meet the challenges of an ever 
demanding consumer, advising on utility asset investments, 
providing funding advice for large scale renewable projects or 
helping high energy users optimise their energy consumption. 
Our people take a pragmatic, holistic and commercial view of 
energy needs offering advice around the globe.

We recognise that managing energy is now an issue for every 
organisation. With an increasing focus on sustainable business 
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long-term value by embracing opportunities and managing risks 
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and advisory services. Worldwide our people are united by our 
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