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Extract A: Background to fracking in the UK 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Declining North Sea oil and gas production 

The production of North Sea oil and gas is on a long term declining trend. Production levels hit 
record lows of 57.7m tonnes in 2015, caused by a combination of a global oil price crash and 
declining oil and gas reserves. This level is well below the levels seen 15 years earlier, with 184.6m 
tonnes produced in 1999-2000, and has led to a significant decline in tax revenue for the UK 
government (of around 38% by 2018) as well as putting the brakes on investment in this industry. 
The industry expects that around 120 000 jobs will be lost as result of this decline; this equates to 
around one third of the labour force. In 2012, the North Sea provided 67% of the UK’s oil and 53% 
of the UK’s gas. Over 40bn barrels of oil have been extracted so far, with an estimated 20bn barrels 
still remaining, although in increasingly difficult-to-reach locations. 

Fracking – what is it, why might we need it, and what are the issues? 

In 2015, one third of the UK’s energy came from oil and another third from natural gas, with the 
remainder supplied by nuclear (7%), coal (13%) and renewables such as wind power. If current 
trends continue, the UK will have to import 75% of its natural gas requirement by 2030. 40% of the 
gas used in the UK is in the home for cooking and heating. The remainder is used by industry, for 
generating electricity but also for producing fertilisers, plastics, and pharmaceuticals, and as a heat 
source for goods such as bricks, glass and paper. 

Fracking, or hydraulic fracturing, involves injecting water, sand and chemicals under pressure into 
dense shale rock to release the oil and gas trapped inside. Potentially recoverable resources of shale 
gas in the UK are highly uncertain but the British Geological Survey has recently confirmed that the 
UK has substantial onshore shale gas reserves; estimates suggest that there is enough gas to supply 
the UK for 50 years. Fracking has been used as a drilling technique in the North Sea since the 1960s, 
and in a few, small onshore locations since the 1970s. In 2008, the UK government approved plans 
for the energy company Cuadrilla Resources to conduct “fracking explorations” along the Lancashire 
coast; this approval was controversial with significant protests by groups such as Greenpeace as 
well as local residents. Protestors are concerned about a range of issues, including the potential for 
contamination of groundwater and links with seismic activity (i.e. earthquakes). 

The “recovery rates” for shale gas are low, with only around 15-30% of the gas in place believed to 
be extractable. Furthermore, the overhead costs of exploration are high, with a single test well 
operation costing around £10 million. The industry is currently enjoying reasonable success in the 
US: in 2000, fracked gas represented just 2% of US natural gas supply, but by 2012 it was 37%.  

Sources:   

http://www.telegraph.co.uk/business/2016/09/14/north-sea-oil-production-creeps-up-from-record-lows/,    
http://www.bbc.co.uk/news/uk-scotland-scotland-politics-26326117 , 
https://www.gov.uk/government/publications/about-shale-gas-and-hydraulic-fracturing-fracking/developing-
shale-oil-and-gas-in-the-uk , https://www.tutor2u.net/economics/blog/shale-gas-and-the-uk-economy  
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https://www.gov.uk/government/publications/about-shale-gas-and-hydraulic-fracturing-fracking/developing-shale-oil-and-gas-in-the-uk
https://www.gov.uk/government/publications/about-shale-gas-and-hydraulic-fracturing-fracking/developing-shale-oil-and-gas-in-the-uk
https://www.tutor2u.net/economics/blog/shale-gas-and-the-uk-economy
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Extract B: Fracking “blanket opposition” risks ignoring needs of fuel poor 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

In 2014, David Cameron said “Shale [gas] is important for our country. It could bring 74,000 jobs, 
over £3bn of investment, give us cheaper energy for the future, and increase our energy security.” 
He went on to say, “If we don’t back this technology, we will miss a massive opportunity to help 
families with their bills…fracking has the real potential to drive energy bills down”. 

The Church of England (CofE) has entered the UK’s fracking debate, arguing that protests against 
the controversial method of extracting gas risks ignoring the needs of those in fuel poverty and 
undermining efforts to find less polluting fuels. Despite saying it had "no official policy either for or 
against hydraulic fracturing", the church pointed out that many people were living in fuel poverty, 
adding: "Blanket opposition to further exploration for new sources of fuel fails to take into 
account those who suffer most when resources are scarce." Philip Fletcher, the chair of the CofE's 
group on mission and public affairs, added that while there were clearly "issues and risks" involved 
in fracking – "we do not want cowboys and cavaliers digging up the land in a free-for-all 
exploitation" – the potential benefits of the method should not be overlooked. 

A report by Ofgem, the energy regulator, stated that if shale gas production met 21% of the UK’s 
energy needs then wholesale gas prices could fall by between 2% and 4% between 2020 and 2034. 
However, a similar report by Parliament’s Energy and Climate Change Committee noted that, 
whilst UK shale gas production could increase supply, it may not lead to cheaper energy bills. 

Source: News reports, and https://www.channel4.com/news/fracking-shale-gas-hydraulic-fracturing-truth-
myth-facts-uk 
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Extract C: Factors linked to UK competitiveness 
 
Figure 1: Industrial gas and electricity prices 2016 for selected countries, in pence per 
kWh1  
 

Country 
Electricity Prices 

 
Gas Prices 

 
Global 

Competitiveness Rank 

Italy 14.32 3.54 44th 

Japan 10.59 2.89 8th 

Germany 9.89 4.10 5th 

Ireland 9.05 3.43 23rd 

United Kingdom 8.80 2.60 7th 

France 6.64 3.48 21st 

Canada 4.95 2.20 15th 

USA 4.51 0.83 3rd 

    

    

UK relative to    

IEA2 median % +37.83 -7.8  

G74 rank 5 3  

EU rank 10th most expensive 2nd cheapest  

 
Source GOV.UK, Eurostat, Global Competitiveness Report 2016-2017, and www.businesselectricityprices.org.uk  
 
1 Prices converted to Pounds Sterling using annual average exchange rates  
2 IEA is the International Energy Agency, which has 29 members which works to ensure reliable, affordable and 
clean energy for its 29 members 
3 - indicates the price is likely to be below the IEA median, + indicates the price is likely to be above the median 
4 G7 comprises Canada, France, Germany, Italy, Japan, UK and US 
 
 
Figure 2: Annual R&D Spending by G7 Country in 2015 
 

G7 Country Spending on R&D as a % of GDP (2015) 

Japan 3.5% 

Germany 2.9% 

United States 2.8% 

France 2.2% 

United Kingdom 1.7% 

Canada 1.6% 

Italy 1.3% 

Source:  OECD 
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Extract D: Divided Opinions 

 

 

 
 
 
 

 
 
 
 

 
 
 
 
 
 
 

 

 
 
 
 

 
 
 
 

 

 

Economic benefits 

Fracking has been promoted as the saviour of the UK’s energy industry. Positive arguments for fracking 
have focused on the economy. Being able to extract gas at high pressure from shale is said to be an 
effective way to create electricity. Endless new jobs and cheaper bills have been bandied about by 
fracking promoters to sell the idea to the mass population. The fracking support group, Lancashire for 
Shale, has said that the decision to restart fracking operations in Lancashire was “excellent news for 
Lancashire’s businesses and our future prosperity…Lancashire is now back on track for the future 
investment and employment opportunities that would flow from a successful shale gas industry in the 
county” 

In the US, fracking has significantly boosted domestic oil production and driven down gas prices. It is 
estimated to have offered gas security to the US and Canada for about 100 years, and has presented an 
opportunity to generate electricity at half the CO2 emissions of coal. The industry suggests fracking of 
shale gas could contribute significantly to the UK's future energy needs. The Task Force on Shale Gas, an 
industry-funded body, has said the UK needs to start fracking to establish the possible economic impact 
of shale gas, saying it could create thousands of jobs. 

Environmental Damage 

Fracking uses vast amounts of water, which must either be transported to the fracking site, at significant 
environmental cost, or local groundwater must be used.  Environmentalists say potentially carcinogenic 
(i.e. cancer-causing) chemicals used may escape and contaminate groundwater around the fracking site. 
There could also be local water shortages as a result. However, the industry suggests pollution incidents 
are the results of bad practice, rather than an inherently risky technique. In response, the government 
has drawn up guidelines in the Infrastructure Act 2015 to ensure that the infrastructure used is safe and 
does not leak. 

There are also worries that the fracking process can cause small earth tremors; in 2011, all fracking in the 
UK was suspended following two earth tremors felt near Blackpool following drilling by Cuadrilla. The 
tremors were equivalent to the vibrations caused by trucks passing close to a building. Campaigners say 
that fracking is simply distracting energy firms and governments from investing in renewable sources of 
energy, and encouraging continued reliance on fossil fuels. "Shale gas is not the solution to the UK's 
energy challenges," said Friends of the Earth energy campaigner Tony Bosworth. "We need a 21st 
century energy revolution based on efficiency and renewables, not more fossil fuels that will add to 
climate change." 

Some studies state that fracking will only create a small number of specialised jobs, which won't directly 
help the local community. Other studies have stated however that the local economy will benefit from 
20,000 jobs as a result of home insulation taking place. Fracking has been stated as "providing cheaper 
energy for millions", although the Advertising Standards Authority have found this statement to be 
misleading. 

Former UK energy secretary Ed Davey said, “UK shale gas can be developed sensibly and safely, 
protecting the local environment, with the right regulation…the net effect on national emissions from UK 
shale gas production will be relatively small, compared to the use of other sources of natural gas”. 

Sources: News reports including http://www.bbc.co.uk/news/uk-england-lancashire-37567866 and 
https://www.channel4.com/news/fracking-shale-gas-hydraulic-fracturing-truth-myth-facts-uk  and http://frack-
off.org.uk/mounting-evidence-the-harm-caused-by-fracking/ 
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UK Energy Market and Fracking Synoptic Investigation – Questions 
 
You are an economist employed by the UK government to advise them on their future 
energy policy with specific reference to the extraction of shale gas (also known as 
“fracking”). The government has requested that you provide answers to three key 
questions. 
 
Study Extracts A, B, C and D and then use these and your own economic knowledge to help 
you answer questions 1 to 3 below.  
 
 

1. To what extent, if at all, do the data suggest that the UK economy is at a competitive 
disadvantage due to the cost of energy? You must use the data in Extract C to 
support your assessment (10 marks) 

 
 

2. It has been suggested that current energy prices are a cause of fuel poverty in the 
UK. With reference to Extract B, explain the possible reasons why high energy costs 
may result in poverty in the UK. (15 marks) 
 
 
 

3. The Task Force on Shale Gas, an industry-funded body, has said the UK needs to start 
fracking to establish the possible economic impact of shale gas 
 
Taking into account the information in Extract D and the original evidence, do you 
support these recommendations? Justify your answer.  (25 marks) 
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Suggested Mark Scheme 

1. To what extent, if at all, do the data suggest that the UK economy is at a competitive
disadvantage due to the cost of energy? You must use the data in Extract C to support your
assessment (10 marks)

Level of 
response 

Response Max 10 
marks 

3 A good response that: 

• is well organised and includes at least three well developed issues

• makes effective use of the numerical/statistical data in Extract C

• shows some appreciation of the limitations of the data

• includes a supported final judgement concerning the extent to
which energy costs affect the competitiveness of the UK economy

8-10 marks 

2 A reasonable response that: 

• is fairly well organised and includes at least two relevant and fairly
well-developed issues

• Includes some satisfactory use of the numerical/statistical data in
Extract C

• may show some limited appreciation of the limitations of the data

• at the top of the level, is likely to include a final judgement
concerning the extent to which energy costs affect the
competitiveness of the UK economy

4-7 marks 

1 A reasonable response that: 

• is very brief, disorganised and/or lacks coherence

• contains very limited or poor use of the data in Extract C

• doesn’t show any appreciation of the limitations of the data

• may include an unsupported final judgement concerning the extent
to which energy costs affect the competitiveness of the UK
economy

1-3 marks 

Relevant issues include: 

• what is meant by “competitiveness” or “competitive disadvantage”

• the likely relationship between energy costs and prices/international price competitiveness

• industrial electricity and prices in the UK compared with other countries, using the data in
Figure 1 Extract C showing industrial electricity prices for selected countries

o UK has reasonably high electricity costs (above average) and reasonably low gas
costs (below average)

• differences in R&D spending and the relevance of this in terms of productivity and
competitiveness i.e. any potential lack of competitiveness not only down to energy costs

• the limitations of the data and further evaluative points e.g.
o only covers a limited range of countries e.g. China not included in data
o Energy prices not converted using PPP exchange rates so not necessarily a true

reflection of relative costs
o Other factors affect international competitiveness e.g. human capital, exchange

rates, product quality etc – data on this would allow for a more informed judgement
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o The extra costs to UK firms may largely be down to taxation rather than simply
energy costs alone

o Data on energy costs as a proportion of total costs would allow for a more informed
judgement

MAXIMUM FOR QUESTION 1: 10 MARKS 

2. It has been suggested that current energy prices are a cause of fuel poverty in the UK. With
reference to Extract B, explain the possible reasons why high energy costs may result in
poverty in the UK. (15 marks)

Level of 
response 

Response Max 15 marks 

3 A good response provides an answer that: 
• is well organised and develops a selection of the key

issues that are relevant to the question
• shows sound knowledge and understanding of

economic terminology, concepts and principles with
few, if any, errors

• includes good application of relevant economic
principles and, where appropriate, good use of data to
support the response

• includes well-focused analysis with clear, logical
chains of reasoning.

11-15 marks 

2 A reasonable response provides an answer that: 
• focuses on issues that are relevant to the question
• shows satisfactory knowledge and understanding of

economic
• terminology, concepts and principles but some

weaknesses may be present
• includes reasonable application of relevant economic

principles and, where appropriate, some use of data
to support the response

• includes some reasonable analysis but which might
not be adequately developed or becomes confused in
places.

6-10 marks 

1 A weak response provides an answer that: 
• has one or more relevant issues identified
• has some limited knowledge and understanding of

economic terminology, concepts and principles but
some errors are likely

• has very limited application of relevant economic
principles and/or data to the question

• might have some limited analysis but it may lack focus
and/or become confused
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Relevant issues include: 

• An understanding of what is meant by poverty and specifically fuel poverty
• Use of Extract B referring to the impact of fracking on fuel poverty in the UK
• The potential link between high energy prices and poverty in the UK economy e.g.

o Energy use in the home is a necessity (likely inelastic PED) due to its use for heating /
lighting / cooking so with fairly stagnant wages/incomes in recent years, energy
costs may form a large proportion of household spending leaving little income
available for spending on other goods and services

o High energy prices can cause cost-push inflation as production costs rise; rising
inflation is likely to cause a fall in real income, ceteris paribus, which can cause
poverty

o High energy prices may cause difficulties for small businesses or the self-employed
as profits fall, leading to a cut in wages / pay

o High energy prices may lead to families cutting expenditure on other goods and
services that could, certainly in the longer term, help reduce poverty, such as
additional extra-curricular activities for children, better quality food/nutrition which
could raise productivity, etc.

MAXIMUM FOR QUESTION 2: 15 MARKS 

3. The Task Force on Shale Gas, an industry-funded body, has said the UK needs to start
fracking to establish the possible economic impact of shale gas

Taking into account the information in Extract D and the original evidence, do you support 
these recommendations? Justify your answer.  (25 marks) 

Level of 
response 

Response 
Max 
25 

marks 

5 

Sound, focused analysis and well-supported evaluation that: 
• is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
• includes good application of relevant economic principles to the given

context and, where appropriate, good use of data to support the
response

• includes well-focused analysis with clear, logical chains of reasoning

• includes supported evaluation throughout the response and in a final
conclusion.

21-25
marks

4 

Sound, focused analysis and some supported evaluation that: 
• is well organised, showing sound knowledge and understanding of

economic terminology, concepts and principles with few, if any, errors
• includes some good application of relevant economic principles to the

given context and, where appropriate, some good use of data to
support the response

• includes some well-focused analysis with clear, logical chains of
reasoning

• includes some reasonable, supported evaluation.

16-20
marks

3 
Some reasonable analysis but generally unsupported evaluation that: 

• focuses on issues that are relevant to the question, showing
11-15
marks
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Level of 
response 

Response 
Max 
25 

marks 

satisfactory knowledge and understanding of economic terminology, 
concepts and principles but some weaknesses may be present  

• includes reasonable application of relevant economic principles to the 
given context and, where appropriate, some use of data to support 
the response  

• includes some reasonable analysis but which might not be adequately 
developed or becomes confused in places  

• includes fairly superficial evaluation; there is likely to be some 
attempt to make relevant judgements but these aren’t well supported 
by arguments and/or data. 

2 

A fairly weak response with some understanding that:  
• includes some limited knowledge and understanding of economic 

terminology, concepts and principles but some errors are likely  
• includes some limited application of relevant economic principles to 

the given context and/or data to the question  
• includes some limited analysis but it may lack focus and/or become 

confused  
• includes some evaluation which is weak and unsupported. 

6-10 
marks 

1 

A very weak response that:  
• includes little relevant knowledge and understanding of economic 

terminology, concepts and principles  
• includes application to the given context which is, at best, very weak  
• includes attempted analysis which is weak and unsupported. 

1-5 
marks 

 
 
 
Relevant issues and areas for discussion include: 

• Why the UK is considering new methods of generating energy e.g. declining North Sea oil 

and gas reserves, improving competitiveness, reducing fuel poverty 

• The assorted options for energy generation e.g. fossil fuels, renewables, fracking 

• Potential economic benefits of fracking e.g. 

o reduced costs for firms (reference to Extract C) could lead to more finance for R&D 

spending, capital investment etc. 

o reduced prices for consumers leading to improved living standards, a fall in fuel 

poverty (Extract B), and increased consumer demand elsewhere in the economy 

o more internationally competitive (Extract C), potentially increasing UK exports 

o reduced reliance on imported energy (Extract A – estimated 75% by 2030) which 

feeds through to inflation rates in the UK, especially when the currency is relatively 

weak 

o direct generation of jobs, and further investment, especially in regions such as 

Lancashire (Extract D) 

o production of gas at less than half the CO2 emissions of coal (Extract D) 

o ability to support future economic growth by ensuring energy security (Extract A) 

o potential increase in tax revenue for the UK government (Extract A) 

• Potential economic drawbacks of fracking e.g. 
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o environmental concerns and tragedy of the commons 

o health risks due to contaminated water supply 

o impact on infrastructure and buildings of possible seismic activity 

o negative externalities associated with exploration, drilling, and transport 

o market & government failure, as resources are moved away from renewables 

o expensive exploration and relatively low recovery rates (Extract A) 

• Evaluative considerations e.g. 

o impact on renewable energy industry 

o misleading information regarding the amount of jobs/investment fracking will create 

o imperfect/asymmetric information, with bitter divide between supporters e.g. 

Lancashire for Shale, and protestors e.g. Frack Off, Greenpeace, Friends of the Earth 

o localised issues/needs vs national issues/needs 

o policy myopia / bounded rationality makes it difficult to reach a conclusion on the 

impact 

• Judgement caveats/evaluation e.g. 

o The need for heavy regulation if a recommendation is supported, plus additional 

legislation e.g. Infrastructure Act 2015 

o The need for constant community engagement – could communities potentially 

benefit from tax revenues being ploughed back? 

o If the recommendation is not supported it may be in the future if environmental 

concerns are proved unfounded/minimal in comparison to economic gains 

o Use of data/evidence to support or reject the recommendation 

An answer that does not include any evaluation must not be awarded more than 13 marks. 
 

 
 
MAXIMUM FOR QUESTION 3: 25 MARKS 
 

Total for this Investigation: 50 marks 
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