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1. Introduction
This essay covers the impact of the energy industry price increase on businesses, households, and the economy of the United Kingdom. An analysis of the effects of the price increase is carried out using various economic theories, such as market structure, supply and demand, and elasticity. This analysis considers, among other things, how price increases might affect the corporate strategy of both large and small businesses and households.
Also, the essay discusses how the number of businesses participating in a market affects the market's equilibrium price or pricing under various hypotheses about the level of competition. Examine how the market structure affects the results; this is the first step. There are ways to adapt the model from its current state as purely theoretical research to a form that can support objective analysis. This will turn our model from strictly academic research into a unified system for conducting practical work. The next part investigates the factors that affect the choice to join a market, how that decision affects the competition process, and what it may infer about market dominance based on its findings from that investigation.
Over the last year, an essential spike in wholesale gas prices has put severe financial pressure on the retail energy sector. Twenty-nine of Britain's energy providers went bankrupt between July 2021 and May 2022. Since July 2021, 2.4 million consumers have been switched from 28 defunct energy providers to new ones through the Supplier of Last Resort (SoLR) method. Electric bills and other utilities are projected to rise by approximately £2.7 billion ($96 per user).














2. Main Body
2.1. Market structure
[bookmark: _Hlk127029322]The term "market structure" refers to how different businesses are categorised and distinguished from one another in line with the degree and character of rivalry for selling goods and services in each sector. It is composed of the following four types: There are four types of markets: perfect competition, oligopolistic competition, monopolistic competition, and monopolistic markets – illustrated in figure 1.

Figure 1 – Market structure
[image: ]
Source: Primary

 Perfect competition (does not exist)
In economic theory, perfect competition refers to a market system with no entry barriers, unlimited producers and customers, and an entire elastic demand curve.
Monopolistic competition - also known as a competitive market, refers to a situation in which there is a massive amount of enterprises, each of which has a small part of the market share and offers goods that are only probably different from one other.
Oligopoly (The UK market structure) is one of the four market structures characterised by a limited number of large corporations operating in the same industry. The brand’s reputation, corporate size, and minimal finish show that effective decision-making is important and influential. The structure of the Oligopoly market is in table 1.







Table 1 - Oligopoly market structure
	Oligopoly

	Few sellers

	Interdependence

	Lack of uniformity

	Dissimilarities

	Hight entry and exit barriers

	Existence of fixed prices

	Competition

	Advertising



In various countries, oligopolistic businesses include airlines, electricity, automotive, wireless telecommunications, petroleum, smartphone, metal, supermarkets, tobacco, and railways.
Monopoly – A monopoly is a market structure with only one supplier of a particular product or service ( Myers&Tauber, 2016).
2.2. Supply and Demand
The economic concept of supply and demand refers to the equilibrium between the offer and demand for a product or service at a specific price. This model dominates the field of economics as the standard explanation for how prices are set. It is the interplay between supply and demand in a market that establishes the price of a commodity. The resultant price, known as the equilibrium price, is when manufacturers and buyers of the thing reach a mutually agreeable price for the commodity. When production and consumption are balanced, producers and buyers have an equal amount of a given good.
In a free market, the pricing mechanism balances supply and demand. In general, the price of an item will rise if there is more demand for it than supply at the current market price. Suppliers will bid prices down if they want to sell less than is available at the going rate. Production levels are set according to the pricing mechanism. Additionally, the pricing mechanism decides which things will be manufactured, how they will be manufactured, and who will get them (i.e., the distribution of goods). Items for consumption, services, time, or other products of human effort may be generated and dispersed in this way (Miller, 2022).
Elasticity
A product or service's price elasticity of demand is the percentage by which the quantity sought shifts for a given percentage shift in the price. A measure of how sensitive consumers are to changes in price is known as price elasticity of supply.

Price-Elastic Demand:
Demand is said to be price-elastic if and only if the elasticity of demand is more significant than one. The effect of a one per cent increase in price on consumer demand is more than that of a one per cent increase in cost on supply. ΔP < ΔQ – figure 2(Martin H, 2020).

Figure 2. Price-Elastic Demand
[image: Chart, line chart
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Martin H, 2020). 1

Unitary Price Elasticity of Demand
Here, a shift in the price of 1% results in a change in demand of precisely 1%. Rectangular hyperbolas exist when Area(A) equals Area(B). ΔP = AQ – figure 3 (Martin H, 2020).

Figure 3 - Unitary Price Elasticity of Demand
[image: Chart
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Price-Inelastic Demand
[bookmark: _Hlk127099172]For this reason, a shift in the price of 1% results in a change in demand of less than 1%: P > Q – figure 4 (Martin H, 2020).
Figure 4 - Price-Inelastic Demand
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2.4. Evaluate the impact of the energy sector price increase on businesses
Over the last year, a massive increase in wholesale gas prices has put severe financial pressure on the retail energy sector. The United Kingdom lost 29 energy providers between July 2021 and May 2022. Since July 2021, 2.4 million customers have been transferred from 28 defunct energy firms to new ones under the Supplier of Last Resort (SoLR) procedure. The estimated increase in energy costs due to this is £2.7 billion, or £96 per customer. After the demise of Bulb Energy, Britain's seventh biggest energy provider, in November 2021, the Special Administration Regime was invoked for the first time. At least £2 billion is projected to be spent on maintaining the government's backing of Bulb. The Department of Business, Energy, and Industrial Strategy (BEIS) may impose energy bills to recoup any expenses not covered by the sale of Bulb.
The fluctuation of the global gas market has increased significantly since July 2021. Wholesale costs for gasoline more than doubled between February and December of 2021. Since 40% of the United Kingdom's energy needs are met by imported natural gas, the nation is especially vulnerable to fluctuations in wholesale prices. This enormous price surge may be attributed to macroeconomic and geopolitical variables. High natural gas consumption as countries recovered from the CoV19 epidemic, low gas storage levels throughout Europe, Russia's invasion of Ukraine, and the following international sanctions contributed to this situation. Between July 2021 and May 2022, 29 energy companies in Great Britain went bankrupt, losing approximately 4 million customers (more than 10% of the market).
In February 2022, after Russia invaded Ukraine, Ofgem warned that the country was entering "a second, more dangerous phase" of the crisis, which would have "additional ramifications for consumers and greater financial hardship for retail enterprises."
The Provider of Last Resort method is a competitive bidding process by Ofgem to transfer consumers from a defunct energy supplier to a new one. The new provider must buy energy and safeguard credit balances from new clients (Anna C., Fontiny F., 2019).
2.5. Current Electricity Market Structure in the UK
The electricity supply chain comprises generation, transmission, distribution, and end-user providers. The electrical supply chain provides customers with dependable and cost-effective power. Multiple markets attain this goal under the centralised approach. Energy markets across timescales combine demand and supply at low cost. TSOs run the auxiliary services market (TSO). It ensures system-wide electrical security and quality. Connecting and using system charges pay network investment costs for expanding capacity and adding users. A capacity market guarantees long-term generation meets demand.
The latest oil price rises have little impact due to today's flexible economy. Four critical factors—government regulatory policy, industry conduct, energy market changes, and financial market developments—have made the U.K. economy more robust to price shocks (Edwards D, 2017).
2.6. An impact on the economy from increasing food and energy costs
Since Russia invaded Ukraine, interruptions in energy supplies have caused food prices to rise, power rates to soar, and consumer confidence to plummet. Several OECD nations have begun drawing down their strategic oil stockpiles in thdue tong costs. Since March, the U.S. has been selling a record number of barrels of oil from these reserves—one million per day. Recent declines in gas prices may be attributed to this and other causes; nonetheless, shortfalls may persist until 2023, leading to price increases. The following infographic uses World Bank data to visualise the effects of energy shocks on the global economy during the last half century – it is pictured in Table 2 (Breeze, 2022).
Table 2. Energy price shocks since 1979
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Source: Breeze,2022 

As seen in the primary data, the average annual price of crude oil is expected to reach $93 a barrel equivalent in 2022. The average price of a barrel of crude oil was $127 in 2008 and $119 in 1979 when the price suddenly spiked.
The 2022 energy crisis is unique because of the general upward trend in fuel costs. Countries like Germany and the Netherlands, relatively immune to price shocks, are now turning to coal to compensate for oil supply difficulties. Meanwhile, natural gas prices in Europe have reached all-time highs.
Also on the rise are the costs of living, including food. Forecasts for 2022 call for an 18% increase in the pricing of agricultural commodities due to the rising cost of inputs such as gasoline, chemicals, and fertiliser. Since Russia exports more fertiliser than any other nation, the price of fertiliser on its own might rise by as much as 70%.
2.7. An Effects of rising energy prices - As much as 64% of food price changes may be attributed to shifts in oil prices.
Inflationary pressures throughout the world are rising
By 2022, inflation has spread worldwide, affecting not just the poor economies and emerging markets that the World Bank studies but even the developed ones – table 3.
Table 3. Inflationary pressures throughout the world are rising
[image: ]
Source: ( Prokopczuk M, 2022).

In comparison, in 2021, inflation was over goal in nearly two-thirds of advanced countries and slightly more than half of developing markets—a more stringent monetary policy ( Prokopczuk M, 2022).
 Reducing global growth rates - A spike in energy costs might amplify other threats to international economic development – Table 4.
Table 4. Reducing global growth rates
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Source: ( Prokopczuk M, 2022).

Together, rising prices, tighter monetary policy, and the COVID-19 pandemic pose a threat to global economic expansion.
 Increased food and political disturbance – table 5.
Table 5. Increased food and political disturbance
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Description automatically generated with medium confidence]
Source: ( Prokopczuk M, 2022).
Global food poverty was growing due to COVID-19 and rising inflationary pressures even before the oil price crisis of 2022. 
Millions of people might face extreme hunger if food supplies run out and cost rise. Additionally, riots, political violence, and other forms of public unrest often accompany spikes in the prices of necessities like gas and food. Sri Lanka and Peru are already seeing more frequent riots, while Turkey and Egypt are vulnerable to societal upheaval due to rising prices and dwindling food supplies.
2.8. Evaluate the impact of the energy sector price increase on households
Low-income families will feel the effects of rising energy costs more acutely since they pay a larger share of their income on heating and cooling costs, making them more vulnerable to the impact of fuel poverty.
Since these fuels are essential to creating almost all products and services, the rising cost of electricity, gas, and petrol has a multiplicative effect on the financial burden placed on families. The significant increase in energy costs has several adverse effects, including higher inflation, lower GDP, lower real wages, and worse productivity (Burger, Graeber, Schindlmayr, 2014).
Using the same amount of energy in the financial year 2022-23 as they did in 2020-21 would cost an additional £1,000-1,100 for the poorest 20% of households and around an additional £1,400 for pensioner households, based on the price cap in April 2022 and the Energy Price Guarantee level from October.
As nations started to recover from the epidemic, the demand for gas started to climb again. However, the order could not be fulfilled owing to a scarcity in supply, which led to a spike in the price of gas in 2021.
Taxi and bus firms will have to spend more money on fuel, increasing the price of their services. We must charge the customer for these inflated prices. Consumables: As fuel costs rise, so do the expenses of transporting these commodities to stores.
Gas prices have climbed 11 times since 2019, which has a direct impact on household energy costs. Because almost 40% of the UK's energy comes from gas-fired power plants, the country is especially vulnerable to increases in gas costs (Wysession, 2021).






3. Conclusion
Energy prices are affecting the surviving suppliers. The government is also implementing massive regulatory changes to fix its mistakes and stabilise the market. Its policies may be better planned and executed. In such a situation, they may create market instability and hurt families and the government. The government may regulate world trading and diverse corporate strategies. It may create an overly restrictive regulatory structure to compensate for its inability to supervise and implement principle-based standards.
The energy price issue and other inflationary pressures are projected to heighten fuel poverty and hardship this winter. Due to increased wholesale prices, the energy price limit is expected to exceed £3,000 this winter and remain high. These changes make the government's May 2022 assistance package insufficient. The government must quickly upgrade resources to avoid a winter crisis. Families need adaptive government help as the circumstance changes. Long-term solutions like a social tariff and home insulation are needed.
The Prime Minister said this catastrophe should be treated like the COVID-19 pandemic. Governmental agencies must address this issue. The government must combine its resources and abilities. This requires ministerial oversight and agency collaboration. Like the Brexit task force, the government must create a cross-departmental energy pricing and inflation task force. This task group should address energy prices and the market future. Other government agencies achieve customer satisfaction and energy supply market stability.
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