
  

 
5 December 2013 

Labour's Price Freeze Destroys £7bn to £11bn of UK Shareholder 
Value 
UK Utilities 

In October we published a note entitled “Investors Selling UK & Buying Europe Due to Rising Political Risk”. This 

note looked at the impact on the valuation of UK utilities of the sharp rise in political risk faced by the sector 

following Mr Ed Miliband’s conference speech on 24 September that promised to impose an energy price freeze 

should the Labour Party win the next general election. At the end of a week when the government has attempted to 

politically neutralise Labour’s price freeze promise, we thought we would revisit this issue and re-assess the 

damage that the increased political risk has caused. We find that: 

 

1. Since 24 September the UK utility sector has underperformed Europe by 11% (see chart 1). In the 12 months 

preceding 24 September the UK sector had outperformed Europe by 14% (chart 2). 

 

 
 

2. Since 24 September Centrica and SSE have underperformed the FTSE100 by 15% & 16% respectively (chart 

3). In the 12 months preceding 24 September Centrica had outperformed the FTSE100 by 5% and SSE had traded 

in line (chart 4). 

 



 
 

3. Since 24 September Centrica and SSE have underperformed E.ON by 17% and RWE by 25%. In the 12 months 

preceding 24 September Centrica and SSE had outperformed E.ON by 42% and RWE by 47% (chart 6). 

 

 
 

4. A total of c.£6.7bn has been wiped off the value of the MSCI UK Utility index since 24 September. 

 

5. If the MSCI UK index had merely maintained parity with the European sector index since 24 September then the 

market capitalisation of the UK utility sector would be c.£11bn higher today than it is. 

 

6. If the UK utility sector had maintained parity with the FTSE100 since 24 September then the market cap of the 

sector would be c.£7bn higher today than it is. 

 

Conclusion 
The heightened political risk faced by the UK utility sector following the announcement of the Labour Party’s price 

freeze has materially impacted on the valuation of the sector and reversed the five year utility sector trade of Long 

UK / Short Europe. Total shareholder value lost so far amounts to between £7bn to £11bn. In our view, if the UK 

government is successful in politically neutralising Labour’s price freeze policy then some of this loss, but probably 

not all, could be regained. Some of the loss is likely to be permanent in our view because it is now apparent that 

UK politicians (like those in Europe) are unwilling to stand by the logic of their own energy policy and enforce the 

higher costs onto consumers that naturally follow from their de-carbonisation strategy. 
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Disclaimer 

This is a marketing communication and is not independent research prepared in accordance with legal requirements 

designed to promote the independence of investment research and is not subject to a prohibition on dealing ahead of the 

dissemination of investment research. 

This communication is issued by Liberum Capital Limited (LCL). LCL is authorised and regulated in the United Kingdom by 

the Financial Conduct Authority (FCA) for designated investment business and is a member of the London Stock Exchange. 

This communication and any attachments in this email are confidential, may contain privileged information and are 

intended for the named addressee only. Internet communications are not secure or error free and although emails are 

routinely screened for viruses, LCL does not accept responsibility for any computer virus which might be transferred by way 

of this email. Replies to this email may be monitored. 

This communication is for information purposes only and should not be regarded as an offer or solicitation to buy or sell any 

security. Expressions of opinions are those of the author and the research department of LCL only and are subject to 

change without notice. The information, data, opinions, estimates and projections contained herein have been obtained 

from sources which we believe to be reliable. Furthermore, all charts and graphs are from publicly available sources or 

proprietary data. No representation or warranty either expressed or implied, is made nor responsibility of any kind is 

accepted by LCL its directors or employees either as to the accuracy or completeness of any information stated in this 

document. 

LCL and/or its officers, directors and employees may have or take positions in securities of companies mentioned in this 

communication (or in any related investment) and may from time to time dispose of any such positions. LCL may act as a 

market maker in the securities of companies discussed in this communication (or in any related investments), may sell 

them or buy them from customers on a principal basis, and may also perform underwriting services for or relating to those 

companies. 

LCL may provide or may have provided corporate services to the issuers of securities mentioned in this communication and 

recipients of this document should not therefore rely on this report as being an impartial document. Accordingly, 

information may be known to LCL or persons connected with it which is not reflected in this material. 

LCL has a conflicts management policy relating to its investment research activities, which is available upon request. Please 

contact the LCL Compliance Officer for further details. 

The stated price of any securities mentioned herein is as at the end of the business day immediately prior to the publication 

date on this document unless otherwise stated and is not a representation that any transaction can be effected at this 

price. No personal recommendation is being made to you; the securities referred to may not be suitable for you and this 

material should not be relied upon in substitution for the exercise of independent judgement. 

LCL shall not be liable for any direct or indirect damages, including lost profits, arising in any way from the information 

contained in this communication. This communication is for the use of Professional and Institutional investors only and may 

not be re-distributed, re-transmitted or disclosed, in whole or in part, or in any manner, without the express written 

consent of LCL. For the purpose of clarity, this communication is not suitable for nor is it intended for Retail investors as 

defined by the rules of the Financial Conduct Authority. 
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