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SUMMARY

This article explores the possible impacts on the UK economy of the increasing price of
oil and gas since 2004.

Most finished goods and services are likely to require inputs of oil and or gas at some
stage in the production process. Therefore, even though energy intensity varies
considerably across products and industries, the aggregate price level will still be
affected. In addition, the rise in energy prices will tend to squeeze the purchasing
power of labour income through a fall in the real consumption wage of individuals,
lowering consumer spending.

Together these have negative implications for economic growth. However, the article
argues that non-labour income is likely to increase as a result of higher energy prices,
and this may offset part of the inflationary costs. Firstly, oil and gas extraction
companies receive greater profits which feed through to benefits to households who
own shares in these companies. Secondly, post-tax incomes are boosted by a
household tax reduction made possible by extra corporation and energy taxes earned
by the government from domestic based energy extraction. The article also assesses
the possible monetary responses — either allow nominal spending to increase, or
reduce nominal demand — and the implications of this for inflation.
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The Business and Economy Module of the South West Observatory provides a
dynamic source of economic and business research and intelligence, with
comprehensive data and analysis to support regional development and evidence based
decision making. To improve the availability of regional data the Business and
Economy Module has developed a set of Regional Accounts which are freely available
to all. For further information please visit the Business and Economy Module website
(www.swo.org.uk/bem).

The South West Regional Observatory’s Business and Economy Module and the South
West RDA use a wide range of information and data sourced from third party suppliers
within its analysis and reports. Neither body can be held responsible for the accuracy
or timeliness of this information.

Neither the Business and Economy Module nor the South West RDA will be liable for
any losses suffered or liabilities incurred by third parties’ use or reliance, in any way, on
the information contained in this publication.
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