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Price controls 
in the energy 
industry

Between January and April 2017 ten energy 
suppliers announced significant price increases 
for customers on their default tariffs. Known 

in the industry as the Standard Variable Tariff (SVT), 
these are the rates consumers pay if they do not actively 
choose a deal with their energy supplier. Approximately 
17 million UK customers are on SVTs.

A political issue
The increases in the SVT have angered consumer 
groups and led to energy prices becoming an important 
political issue. In March 2017 Theresa May stated that: 
‘it is clear to me — and anyone who looks at it — that 
the energy market is not working as it should.’

This has led to a debate about the merits of imposing 
controls on the prices that energy suppliers charge their 
customers. Ofgem (the industry regulator) introduced 
a temporary price cap in April 2017 for the 4 million 
customers who use pre-pay meters. The Conservative 
party manifesto for the 2017 General Election included 
a policy to extend the price cap to everyone on the SVT, 
but this policy has not so far been introduced.

UK energy and the ‘big six’
Some price controls already exist in different parts of the 
industry and it is widely accepted that they are required. 

However, there has recently been some controversy 
about how they work. To understand the economic 
rationale for this price regulation it is important to 
outline the structure of the energy industry in the UK.

Companies that produce energy in the UK (e.g. 
power stations that generate electricity) and/or import 
energy (e.g. natural gas transported through pipelines 
connecting the UK with mainland Europe) sell it in the 
wholesale market. There are no price controls in this 
part of the sector, as it appears to be quite competitive.

Energy suppliers, including the so-called ‘big six’ 
(SSE, Npower, E.ON, British Gas, Scottish Power and 
EDF), purchase gas and electricity from producers and 
importers either direct by using long-term contracts or 
in the wholesale market. They then sell it to the final 
customer in the retail market.

Transmission and distribution
Motorways and A-roads
One important logistical issue facing energy suppliers 
is the transportation of the gas and electricity they have 
purchased. To get to the final customer, the energy has 
to travel through the transmission and distribution 
network. The transmission network consists of high-
voltage cables and high-pressure underground pipes, 
enabling the electricity and gas to travel at high speed 
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and over long distances around the UK. This part of the 
network is sometimes called the ‘motorway’ division of 
the system.

It is too dangerous to transport energy direct to 
most customers’ premises via this high-speed/high-
voltage system. The gas and electricity have to leave the 
transmission network and travel at much lower pressure 
and voltage via regional distribution networks to reach 
homes. For example, there are 49 different points 
from which gas can leave the transmission network to 
enter the gas distribution network. These distribution 
networks are sometimes called the ‘A-roads’ of the 
system. Energy suppliers do not own or operate their 
own transmission and distribution networks. They 
instead have to pay to use pipes and cables owned by 
other firms.

National Grid
There is only one transmission network and in England 
and Wales and it is owned/operated by National Grid 
plc. Energy suppliers have to pay National Grid a fee to 
transport gas and electricity through these pipes and 
cables. As National Grid is a monopoly supplier of the 
transmission network, the fees they charge are regulated 
by Ofgem under a system called Revenue = Incentives + 
Innovation + Outputs (RIIO). This replaced the RPI – X 
formula for price controls in 2013.

There are eight gas distribution networks in the UK 
owned and maintained by four companies. There are 
12 electricity distribution networks owned by eight 
companies. Each distribution network has a regional 
monopoly. For example, if an energy supplier wants to 
transport gas to a customer’s premises in the Midlands 
they have to use the distribution network owned by 
Cadent. To transport electricity to the same premises 
they have to use Western Power Distribution. Once 
again, Ofgem regulates the fee each distribution 
network charges an energy supplier using the RIIO 
system.

Unjustified profits?
In July 2017, a report published by Citizens Advice 
argued that the network operators made unacceptably 

large profits because the RIIO price controls were 
not tough enough. The report went on to argue that 
the energy suppliers passed these high fees on to the 
final customer by charging them higher bills for their 
gas and electricity. In 2016, Ofgem estimated that on 
average £292 (26%) of an average customer’s energy bill 
was due to these network fees. Citizens Advice argued 
that the network operators should pay £7.5 billion of 
‘unjustified’ profit back to consumers.

Ofgem are currently reviewing how the RIIO 
system will change in 2021. They have stated that it will 
become tougher.

Questions
1 What are the possible advantages to the 

consumer of National Grid having a monopoly 
over the operation of the transmission 
network?

2 What is the economic rationale for imposing 
pricing controls on the transmission and 
distribution networks?

3 Why was the RPI – X system of price controls 
replaced by RIIO in 2013?

4 Network fees are one of the five factors that 
determine the size of a consumer’s energy bill. 
What are the other four?

Weblinks

Guardian report on the SVT price cap:  
www.tinyurl.com/lhduly8
Citizens Advice calls for energy companies to issue  
a rebate: www.tinyurl.com/yckngeqg
Energy UK breakdown on energy billing:  
www.tinyurl.com/y9cqzomw
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