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In a piece preceding this, we made the uncompromising case the UK economy 
would defy those predicting it would fall into recession. Our argument was simple: 
with its key market organs – property, labour and financials – fundamentally sound, 
the UK could not possibly succumb to the Bank of England’s poor prognosis. Now, 
in the event real GDP does record two consecutive quarters of decline, be in no 
doubt one if not both will be positively revised. 

In making our positive case, we pointed to how UK households in aggregate were a) 
far better capitalised, and less levered than practically ever before, b) never in a 
stronger position to demand a pay rise and/or more easily move to a better paid 
job, and c) able to shop-around to, in no small part, absorb the upwards cost of living 
shocks captured by the heady year-on-year change in the CPI. The paper also argued 
that rather than suffer job destruction, the UK will, yes will, enjoy sustained and 
wide-ranging employment growth across sectors and regions; this despite firms 
having to pay-up for workers and pay-up sharply for energy. It is to the ‘energy cost 
crisis’ facing UK businesses, that I wish to direct my energy in this short piece. 

Let me be clear, I will not make the case UK businesses will be protected from being blown-over by energy cost-
shocks merely because the “New” Government comes to their rescue with caps to corporate energy bills and cuts 
to the corporation tax. My argument is based on this arithmetic – as great as the multiple rise in the cost of energy 
is, the simple truth is that energy has a comparatively low representation in the overall costs faced by UK businesses; 
low that is, when considered in terms of all costs and averaged across all sectors in proportion to their importance 
within the UK economy (see Table 1). 

True, certain industries are highly energy intensive – viz. kilns for baking bricks and the firing of glass. True too, food 
and beverage service providers (capturing pubs) have a c4% exposure of their costs to energy. Bear in mind, however 
that this share exaggerates matters because it excludes what they pay for labour, other services and premises. Whilst 
these too are becoming more expensive, their varied paces of growth are nothing like that for energy; and remember 
there is mitigation from the inflation we are seeing in consumer prices. Less we forget also there are large sections 
of the UK economy where those operating within it are not terribly ‘cost conscious’; certainly not in the sense that 
sharp cost spikes to their place of work raise job insecurity. This perfectly reasonable assertion applies widely across 
the public sector, and extends to quasi-public sectors such as higher education. Indeed, a cursory inspection of the 
breakdown of employment within the UK by sector reveals that where energy intensity is highest, employment is 
comparatively lowest (see again Table 1). 

Table 1: UK, Germany and Poland exposure to energy intensive sectors – UK’s low exposure stands out 

 
Source: Toscafund 

Sector Energy % of all inputs, estimate UK % share of workforce Germany % share of workforce Poland % share of workforce
Electricity, gas, steam, air con 71.7 0.4 0.6 0.7
Agriculture, forestry, fishing 8.8 0.9 1.3 15.1
Mining/quarrying 6.8 0.2 0.1 0.9
Manufacturing 6.0 7.3 17.1 17.9
Water supply, sewerage, waste 3.5 0.6 0.6 1.0
Wholesale & retail 3.2 13.3 13.2 15.1
Construction 2.9 6.3 5.6 6.3
Transportation & storage 2.9 5.1 5.2 5.9
Accommodation & food 2.6 6.9 4.2 2.0
Real estate 2.6 1.8 1.1 1.4
Arts & entertainment 2.2 2.8 1.5 1.0
Health & social work 1.6 12.9 13.3 5.8
Other services 1.6 2.4 3.3 1.4
Admin/support service 1.5 9.0 7.2 3.7
Professional, scientific, tech 1.4 9.3 6.6 4.5
Education 1.2 8.6 5.7 7.6
Public admin & defence 1.1 4.6 5.9 4.2
Information & communication 1.1 4.5 3.0 2.5
Finance/insurance 0.6 3.0 2.4 2.3
Households as employers - 0.1 1.9 0.6

Total 5.0 100.0                                   
(35.8 million)

100.0                                          
(45.3 million)

100.0                                        
(15.8 million)

Author: Dr Savvas Savouri 
Research assistant: Ed Kerr-Dineen 
 
 
Contact information: 
Toscafund Asset Management LLP 
5th Floor, Ferguson House 
15 Marylebone Road 
London  
England  
NW1 5JD 
 
 
t: +44 (0) 20 7845 6100 
e: ir@toscafund.com 
w: www.toscafund.com 



TOSCAFUND Economics 
September 2022  This Time Next Year We’ll Be… an Oliver Twist 

2 

The truth then is that energy accounts for a low single digit share of all business costs across all businesses. Indeed, 
one could clinically argue that, for instance, those pubs which close because they cannot afford their energy bills, 
are operating at such a ‘thin’ margin – return on capital – that their labour and premises should be more 
resourcefully deployed for the good of the UK economy. Remember too, pub closures have been happening on a 
regular (sic) basis for decades. The same clinical but rational reasoning applies to all firms that struggle with energy 
costs and, indeed, struggle with the base rate no longer being close to nought or their staff being paid “cheaply”. 
We must not ignore the fact that the cost-shocks we are facing cannot fail to generate (sic) renewed investment in, 
not often renewable, but all the same domestic supply-securing energy production. 

It is rather too easy then to look at the cost-shocks facing firms within Britain, and anticipate a great many will be 
forced to fold, lay-off their workforces, and so bring about the much vaulted recession. To those tracing this 
seemingly “perfectly reasonable” downwards descent, I ask this: how do you interpret the record high number of 
job openings being recorded? I would also ask that we bear in mind that whilst there may be c1.2m vacancies 
officially out there, there are many more hundreds of thousands of openings that are advertised informally in the 
shop window or notice board of a barber, bar, hair salon, hotel, garage, gym etc. 

Let me repeat a point from earlier. For a firm firing-up clay bricks or tiles, shaping glass, or quite obviously producing 
anything requiring intense heat, energy consumption is directly linked to production. For such products, the simple 
arithmetic is that greater production results in greater expense. A corollary to this is if greater expense comes with 
higher prices, then sales will be lower and operational efficiency worse; or if, in an effort to protect margins, costs 
are not passed through, unit margin will be lower. Now, for the 2.6m UK workers involved in manufacturing, there 
is “grave” concern that sharply higher energy costs will result in considerable redundancies; layoffs, that is, across 
parts of the UK which can ill afford to suffer labour market weakness. Grave concerns there may be, but the data 
doesn’t quite paint the bleak profit-picture portrayed by those lobbying on behalf of UK manufacturing. The reality 
is that “vested interests” will always argue the Government “is never doing enough”. Indeed, for all their differences 
in ambition, the TUC  – representing “workers” – and the CBI – doing the same for “bosses” – perform the common 
role of Oliver Twist “asking for more”, as it were. 

If we examine the margins of UK manufacturers’ writ large, we see a quite remarkable profit picture. Remarkable 
because rather than show a profitability catastrophe in the face of surging energy costs, we see a rebound. Yes, 
rebound in margins because selling prices – helped by a favourably weak pound – have risen ahead of all costs when 
they blended together. True, glass makers have suffered marked margin decline. In contrast, however, equally 
energy intensive brick makers in the UK have managed to grow their margin through their pricing powering through 
higher costs; helped by ultra-low inventories and strong demand from homebuilders. We must indeed again bear in 
mind that energy is a proportionately small component of all the costs which firms face (Table 1); all the smaller in 
fact for modern UK manufacturing than the one of 1979; the year we are mistakenly told is the bleak reference point 
for where we are now. To be clear, I am not claiming sections of manufacturing have not been pained by sharply 
higher costs, merely pointing out that UK manufacturing matters in totality, are not remotely close to the melt-down 
the UK experienced when energy costs shot-up in 1979; and so harmed the UK’s old inefficient smoke-stack 
industries. 

Let me shift to the plight of the UK’s retailers, which, collectively, have seen their margins severely pressured. The 
primary cause of this is not however higher energy costs – which accounts for just 3% of all costs (7% of costs ex-
labour and premises) – but inflation in product costs. The latter has been fuelled (sic) in no small way by sterling’s 
decline. The point one has to emphasise for retailers is that as much as their fortunes have deteriorated through the 
year, they have, as it were, been under the cosh for some years now. Under the cosh because of behavioural changes 
in how UK households spend; on-line sales surging during the period of lockdown, and all the more because higher 
fuel costs have made it sensible to have things all the more delivered to us. One need also make clear that those 
workers who do find themselves out of work because of store closures, will find plenty of openings in the delivery 
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sector and elsewhere where their skills can be applied. One must also note that premises made vacant will in many 
cases be repurposed, very possibly into venues for experiences – hair and nail salons etc. – and residency.  

Now, let me focus on the great many businesses across the modern British economy where energy is not a variable, 
but a fixed cost. For such sectors in the UK, lighting is quite literally an energy overhead and heating is important to 
keep staff nicely warm. The reality is that heating and lighting costs have to be borne by a great many businesses 
whether they are operating at capacity or running below it. And this is a point which cannot be emphasised enough: 
the extraordinarily high level of job openings we are seeing reflects UK firms operating below capacity, and therefore 
below optimal net margin (net most notably, that is, of all fixed costs). In short, each vacancy being filled means, 
quite simply, lower unit energy costs.  

Let me return to the deafening cries of “Please sir, may I have some more” the Chancellor has been hearing from all 
corners – producing odd bed-fellows in the likes of the BRC, CBI, TUC, BCC, IOD, et al. I have no doubt that in opening 
the fiscal spigots, Kwasi Kwarteng will “force” the MPC to tighten more than were our Chancellor Sunak’s appointee. 
There is equally no doubt in my mind that when we do hear from the OBR its forecasts for economic growth will be 
considerably stronger than those we have be given by the BoE, albeit its debt forecasts revised considerably higher 
in the face of this new Government’s fiscal largess.     

To summarise then, rather than assume that managements across Britain respond to sharply higher energy costs by 
cutting staff or closing down entirely, we should instead expect them to try all the harder to recruit workers. Recruit 
workers, that is, so they can increase their activity to get to the operating capacity of their fixed assets; essentially 
the premises they occupy and pay a fixed price for, regardless of how busy they are. Increase their activity to where 
they achieve their lowest overall unit cost of sales. We can also invoke efficiency wage models to claim that firms 
should raise wages to retain their staff, recruit all the more and all the more motivate, so that they can improve their 
operational performance; yes, pay more for workers AND earn more profit. And as the above tries to make clear, in 
the face of higher energy overheads, managements should try all the more to make up for operating below capacity 
by hiring. Extraordinary economic arguments indeed, but then again, these are extraordinary economic times. 

Let me close by making clear that this piece in no way ignores the extremely unwelcome cost-shocks which are 
pressing hard against firms and families across the UK, it merely aims to contextualise pressures. Put them into the 
context of how the UK compares so much more favourably today, with how poor it was “back in ‘79”. And put them 
into contemporary context with how the same energy cost event is having far from the same impact on the UK as it 
is in the unfortunate likes of Germany, Poland, Turkey and Egypt – economies more geared to gas and/or food as an 
economic ingredient, and/or without the ability of their state to introduce forms of fiscal cushion.  

So, whilst things at present are unpleasant in the UK, they are nothing like its past, nothing like as bad as widely 
elsewhere, and nothing like they are being painted.  



TOSCAFUND Economics 
September 2022  This Time Next Year We’ll Be… an Oliver Twist 

4 

Important Notice 

This document is confidential. Accordingly, it should not be copied, distributed, published, referenced or reproduced, in whole or in part, or disclosed 
by any recipient to any other person. By accepting this document, the recipient agrees that neither it nor its employees or advisors shall use the 
information contained herein for any other purpose than evaluating the transaction. This document, and the information contained herein, is not for 
viewing, release, distribution or publication in any jurisdiction where applicable laws prohibit its release, distribution or publication. 

This document is published by Toscafund Asset Management LLP (“Toscafund”), which is authorised and regulated by the Financial Conduct Authority 
(“FCA”) and registered with the U.S. Securities and Exchange Commission as an Investment Adviser. It is intended for Eligible Counterparties and 
Professional Clients only, it is not intended for Retail Clients. 

The collective investment schemes managed by Toscafund (the “Funds”) are unregulated collective investment schemes, which pursuant to sections 
238 and 240 of the Financial Services and Markets Act 2000 may only be promoted to persons who are sufficiently experienced and sophisticated to 
understand the risks involved and satisfy the criteria relating to investment professionals. Persons other than those who would be regarded as 
investment professionals must not act upon the information in this document or acquire units/shares in the schemes to which this document relates. 

The information contained in this document is believed to be accurate at the time of publication but no warranty is given as to its accuracy and the 
information, opinions or estimates are subject to change without notice. Views expressed are those of Toscafund only. The information contained in 
this document was obtained from various sources, has not been independently verified by Toscafund or any other person and does not constitute a 
recommendation from Toscafund or any other person to the recipient. In furnishing this information Toscafund undertakes no obligation to provide 
the recipient with access to any additional information to update or correct the information. 

The information contained in this document does not constitute a distribution, an offer to sell or the solicitation of an offer to buy any securities or 
products in any jurisdiction in which such an offer or invitation is not authorised and/or would be contrary to local law or regulation. Specifically, this 
statement applies to the United States of America (“USA”) (whether residents of the USA or partnerships or corporations organised under the laws of 
the USA, state or territory), South Africa and France. Any offering is made only pursuant to the relevant offering document and the relevant 
subscription application, all of which must be read in their entirety. No offer to purchase securities will be made or accepted prior to receipt by the 
offeree of these documents and the completion of all appropriate documentation. 

Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and 
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding, 
exchange, redemption or disposal of any investments in the Funds. In certain jurisdictions the circulation and distribution of this document and the 
sale of interests in the Funds are restricted by law. The information provided herein is for general guidance only, and it is the responsibility of any 
person proposing to purchase interests in any of the Funds to inform himself, herself or itself of, and to observe, all applicable laws and regulations of 
any relevant jurisdiction. Prospective investors must determine that: (i) they have the authority to purchase interests; (ii) there are no legal restrictions 
on their purchase of interests; and (iii) the offer or sale of interests is lawful in the jurisdiction applicable to them. 

Funds managed by Toscafund have agreed to modify investment terms for certain investors for bona fide commercial reasons, subject to applicable 
law and regulation. Lower performance fees were negotiated in the case of certain institutions and individuals who made substantial investments or 
who agreed to specified lock – up periods. An investor was also provided with the right to the same preferential treatment agreed with (if so agreed) 
subsequent similar or smaller investors. None of the investors with whom modifications have been agreed have any legal or economic links with the 
funds managed by Toscafund and/or with Toscafund. To the extent there have been any modifications, these have not resulted in an overall material 
disadvantage to other investors. 

No liability is accepted by any person within Toscafund for any losses or damage arising from the use or reliance on the information contained in this 
document including, without limitation, any loss or profit, or any other damage; direct or consequential. No person has been authorised to give any 
information or to make any representation, warranty, statement or assurance not contained in the relevant offering document and, if given or made, 
such other information, representation, warranty, statement or assurance may not be relied upon. The content of this document may not be 
reproduced, redistributed, or copied in whole or in part for any purpose without Toscafund’s prior express consent. This document is not an 
advertisement and is not intended for public use or distribution. The source of all graphs and data is as stated, otherwise the source is Toscafund. 

For Swiss prospective investors: The Fund has not been approved for distribution in or from Switzerland by the Swiss Financial Market Supervisory 
Authority. As a result, the Fund’s shares/units may only be offered or distributed to qualified investors within the meaning of Swiss law. The 
Representative of the Fund in Switzerland is Bastions Partners Office SA with registered office at Route de Chêne 61A, 1208 Geneva, Switzerland. The 
Paying Agent in Switzerland is Banque Heritage, with registered office at Route de Chêne 61, 1208 Geneva, Switzerland. The place of performance and 
jurisdiction for Shares/Units of the Fund distributed in or from Switzerland are at the registered office of the Representative. 

For Australian prospective investors: Any offer will be made, and any financial services in connection with the interests will be provided, in Australia 
by Toscafund Pty Ltd (ACN 629 968 305) or its employees as a representative of Toscafund Asset Management LLP. Toscafund Asset Management LLP 
is exempt from the requirement to hold an Australian financial services licence in respect of the financial services it provides. Toscafund Asset 
Management LLP is regulated by the UK Financial Conduct Authority under United Kingdom laws, which differ from Australian laws. 

Past performance is not an indicator of future performance and the value of investments and the income derived from those investments can go down 
as well as up. Future returns are not guaranteed and a total loss of principal may occur. 
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