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	THE IMPORTANCE OF THE ENERGY SECTOR




1. Introduction

1.1 The purpose of this paper is to provide the Board with a research report describing the importance of the energy sector (predominantly oil and gas) in Aberdeen City and Shire. This report forms the first phase in the development of an energy sector options paper being taken forward by the Anchoring Oil and Gas workgroup under the ACSEF action plan.

1.2
This report has been prepared by members of the ACSER (Aberdeen City & Shire Economic Research) team building on its earlier Energy Review 2009, launched at Offshore Europe in September 2009 and drawing on a wide range of sources, including Oil and Gas UK Economic Report 2009 and a separate meeting with Oil and Gas UK Economics and Commercial Director Mike Tholen.
2. Measuring the Importance
2.1 The energy sector (oil and gas) has brought many benefits to Aberdeen City and Shire over the past four decades. These benefits have been both direct and indirect i.e. the employment, earnings and output generated by the sector itself, together with the induced effects of the sector that have a significant impact on the wider economy.  

2.2 The attached paper looks at the impact of the energy sector in a number of broad areas. These include:

· Contribution to economy, employment and Government tax revenues – direct Gross Value Added (GVA) from the oil and gas sector (excluding supply chain) is estimated to account for 25% of the region’s economic output and oil and gas employment in Aberdeen City and Shire is estimated to account for around 40% of total UK oil and gas employment. 
· Furthermore, according to Oil and Gas UK, production from the UKCS in 2008 contributed £12.9 billion in corporate taxes, 28% of total corporation taxes received by the Exchequer.
· Demographic change – the population of the Aberdeen City and Shire area has grown significantly, by over 12%. over the past 30 years, while the overall Scottish population has been largely unchanged.

· Business trends – a disproportionately large number of Scotland’s top companies are located in Aberdeen City and Shire; economic output per head is among the highest in Europe; and the area has become an important hub for exporting activity.

· Infrastructure – there have been major improvements to the infrastructure of Aberdeen City and Shire, including new company headquarters, expansion at Aberdeen Airport and the main harbours in the area, and important retail and hotel developments.
2.3 These impacts would not have happened without the stimulus that has been provided by the area’s dynamic energy sector. 
3. Next Work Phase
3.1
This research will be used to inform the important next phase of research on the energy sector options which will be led by the Anchoring Oil and Gas workgroup, chaired by ACSEF Board member Mike Salter. This phase is currently being scoped out for a commissioned tender, but will focus on the need to ensure that region’s energy sector and supporting business base continues to remain located in Aberdeen City and Shire, will continue to service the industry from this base at home and overseas and continue to attract investment and in the right timescale. If the industry is not fully supported and fails to attract the necessary investment then its current economic contribution will decline with ensuing adverse impact on the national economy in Scotland and the UK together with declining revenues for the exchequer. 
3.2
The Board will be kept informed of progress against this phase of work as well as being given the opportunity to contribute toward it.

IMPORTANCE OF THE ENERGY SECTOR - Executive Summary

1.1 Over the past 35 years, the Aberdeen City and Shire area has played a key role in the emergence and development of a dynamic energy (oil and gas) sector, predominantly based around North Sea oil and gas. Since the mid 1970s, around 38 billion barrels of oil equivalent (boe) have been produced from the UK Continental Shelf (UKCS) with the prospect of a further 15-25 billion boe still to be extracted.
1.2 The oil and gas sector has had a significant effect on Aberdeen City and Shire in terms of its impact on the demographics, business trends, infrastructure and earnings. These are highlighted in the following full report. Directly it is the energy sector’s contribution to both the regional and national economy which is most apparent.
1.3   Quantifying the economic contribution of the sector at a regional level is notoriously difficult due to the lack of publicly available economic output or Gross Value Added (GVA) statistics below the UK level. This is due to difficulty in attributing offshore oil and gas extraction output to regional geographies. However, using a number of different sources estimates of direct GVA and employment contributions for the oil and gas sector can be made.
1.4 Key oil and gas industry metrics can be summarised as follows:

	
	GVA
 (Direct)

	
	EMPLOYMENT

	
	£m
	% Total GVA
	
	Direct
	% Area’s Total Employment
	Direct/Supply Chain/Induced Employment
	% Total Employment

	UK
	25,0001
	13.0
	
	34,0004
	0.1
	450,0004
	1.7

	Scotland
	11,0002
	14.0
	
	25,0004
	1.0
	195,0004
	8.0

	Aberdeen City & Shire
	n.a.
	n.a.
	
	23,5004
	10.3
	137,3004
	59.9


Notes: 

Figures relate to 2006 and 2007
Direct excludes supply chain and induced impacts
1 Source: National Statistics

2 Source: Scottish Enterprise (2005 estimate)
3 Source: local estimate

4 Source: Oil and Gas UK
1.5
It should be noted in interpreting the data that GVA figures for oil and gas in Aberdeen City and Shire are not publicly available. However, it could be assumed that around 75-80% of Scottish oil and gas GVA is generated in the region. Due to the different sources used figures for GVA are not directly comparable across the geographies. Nevertheless the contribution which the sector makes regionally as well as nationally is evident, particularly for employment. It should be further noted that the figures for GVA do not include the value added by the supply chain and the induced impacts arising and therefore underestimate the contribution of the industry as a whole.
1.6
The economic importance of the sector is further supported by international sales of £6.6 billion from the Scottish oil and gas industry and a £12.9 billion tax revenue from the UKCS for the UK Government.
1.7 While still early stages in development the growth in renewable energy activity will help reinforce the region’s credentials as a global centre of excellence for all energy. With extensive wind, tidal and biomass resource the opportunities exist for Aberdeen City and Shire to promote greater self-sufficiency in meeting energy requirements as well as identifying synergies with and harnessing the skills of the oil and gas sector to provide secure, long term future employment.
The Importance of the Energy Sector – Full Report
Introduction

Over the past 35 years, the Aberdeen City and Shire area has played a key role in the emergence and development of a dynamic energy sector, predominantly based around North Sea oil and gas.  Since the first fields came on stream in the mid-1970s, around 38 billion barrels of oil equivalent (boe) have been produced from the UK Continental Shelf (UKCS) with the prospect of a further 15-25 billion boe still to be extracted. 

Aberdeen is the Energy Capital of Europe and is recognised as a centre of excellence, particularly in subsea production.  The city, and its surrounding area, is home to companies that operate at a global level.  This has ensured that Aberdeen City and Shire has continued to grow and develop, even though UKCS production has passed its peak.  The area has also embraced new energy opportunities, taking a leading role in the UK’s renewable energy challenge. 
The UKCS is now a mature province with declining production and prospectivity, but there are sufficient oil and gas reserves to ensure that Aberdeen City and Shire will continue to have a significant energy sector for many years to come and will continue to make a significant contribution to the wider Scottish and UK economies.  This will be enhanced by the ambitions to make Aberdeen City and Shire a centre of excellence in renewable technology and, eventually, facilitate a transfer of skills and employment from fossil fuels to renewables. 
This report documents the impact that the energy sector has had on Aberdeen City and Shire, directly and indirectly, as well as on the wider economy. It examines a variety of trends where the influence of a strong energy industry, and supportive public agencies, is clearly evident; for example, in the areas of economic growth, population change, a buoyant labour market and key developments to the infrastructure of the area.   
The Impact of Energy
The energy sector has had a profound effect on Aberdeen City and Shire. Some outcomes have been obvious, such as low unemployment, high wages, busy harbours and airport, and a buoyant housing market but there are other indirect and induced effects which demonstrate the positive impact.   
The direct effects include the number of people employed by oil and gas companies and the amount of taxation revenue collected from these companies. Indirect effects include the businesses (the ‘supply chain’) that support the industry. Supply chain businesses may work fully or partially with the energy sector, and cover a wide range of sectors, including consultancy, engineering, human resources, legal, finance, education and research. Induced effects are brought about by increased consumer spending owing to the initial direct and indirect effects. This may include spending on housing, food, transport, clothing, education and entertainment. 
The energy sector has, and will continue to have for a number of years, a profound effect on the Aberdeen City and Shire economy.   The economy benefits from the direct employment, earnings and output of the exploration and production companies as well as the sector’s well developed supply chain.  Many jobs in Aberdeen City and Shire and indeed the rest of the country would not exist without the economic activity generated by the energy sector. 

There is a large volume of evidence that illustrates the importance of the sector to Aberdeen City and Shire and the wider national economy.  The remainder of this report focuses on factors where the presence of the energy sector is known to have a major influence. 
Economic Contribution
The emergence and consolidation of a dynamic energy sector has contributed significantly to the buoyant economy that has been a feature of the Aberdeen City and Shire area over the past four decades.  This is evident in a number of ways: Gross Value Added (GVA) generated, high levels of economic output per head; the location of many high-performing energy companies in the area; and the growing role of the area as a business hub with global reach.

Gross Value Added

The industry’s contribution to the economy is reflected in its share of Gross Value Added (GVA). At the UK level, National Statistics estimates that in 2007 the oil and gas industry contribution was £25 billion, the largest contributor to the UK’s GVA at 13%. However, this contribution excludes the whole supply chain value added and is likely to underestimate the contribution of the industry as a whole. The oil and gas sector in Scotland is estimated by Scottish Enterprise to contribute around £11 billion (c.14% of total GVA), although again this will underestimate the full supply chain coverage. 

As the primary production and operating base for the UK oil and gas industry Aberdeen City and Shire contributes significantly to Scotland’s and indeed the UK’s oil and gas GVA. It is estimated that around 75-80% of Scotland’s oil and gas GVA is generated in Aberdeen City and Shire.
At an overall regional economy level Aberdeen City and Shire had the third highest GVA per head in the UK, after Inner London and Berkshire, Buckinghamshire & Oxfordshire.  In a European context, between 2005 and 2006, Gross Domestic Product (similar to GVA) per head in Aberdeen City and Shire rose by 7,000 Euros, an increase of 21%. The most recent figures produced by Eurostat show that GDP per head in Aberdeen City and Shire was 40,800 Euros, the 13th highest of the 271 regional (NUTS 2) areas in the European Union. This regional economic performance has been driven by the energy sector. 
Scottish Enterprise has undertaken some initial research on the breakdown of Energy sector GVA into its main constituent sub-sectors: oil and gas, power generation and renewables (see Figure 1).

Figure 1 – GVA Metrics for Energy Sector, Scotland (2005)
	
	GVA 
	% Energy Total

	Oil & Gas
	£10.7 billion
	89%

	Power Generation
	£1.3 billion
	11%

	Renewables
	£104 million
	-

	Energy Total
	£12 billion
	100%


Source: Scottish Enterprise (ONS, Annual Business Inquiry)

It should be noted that the figures are based on 2005 data and are estimates. However, clearly the sub-sector making the largest contribution to GVA within the energy sector overall is oil and gas. At almost £11 billion oil and gas accounts for 89% of total GVA for the energy industry, followed by 11% contribution from the power generation sector. The renewables sector while relatively small by comparison to oil and gas is likely to grow in future years.
Taxation Revenue

According to the Oil & Gas UK 2009 Economic Report, production from the UKCS in 2008 contributed £12.9 billion in corporate taxes, 28% of the total corporation taxes received by the Exchequer. In 2009, production from the UKCS is expected to provide more than 20% of total corporation taxes despite the fall in oil price. The wider supply chain is estimated to have contributed a further £5-6 billion in corporation and payroll taxes. 

In total, oil and gas production from the UKCS has contributed significantly to tax revenues for the Government, with £271 billion over the last 40 years (2008 prices). 
While there are no regional contribution figures towards the Government “tax-take”, clearly with the bulk of the UK’s industry based in Aberdeen City & Shire it is obvious that the region makes a hugely significant contribution to Government tax revenues. 
Number of Companies

It is estimated that there are well in excess of 1,000 companies in Aberdeen City and Shire that operate wholly or predominantly in the energy sector.  The spectrum of companies ranges from exploration and production (E&P) multi-nationals to smaller, specialist enterprises that play a supporting role to the sector. These smaller enterprises operate in a variety of fields, such as engineering, consultancy, legal and financial services, human resources, catering and IT. 

Energy-related companies provide employment opportunities for local people and other job seekers who are attracted to the area by the prospect of working in a highly skilled and mainly well paid sector of the economy.  

Top Companies

The Business Insider magazine publishes an annual list of the top companies in Scotland, based on turnover, profits and number of employees.  The latest list contains clear evidence of the energy sector’s importance.  A third of the top 50 Scottish-based companies are located in Aberdeen City and Shire, and almost all of these are in the energy sector – see Figure 2.

Figure 2: Aberdeen City and Shire companies in the top 50 Scottish companies

	Company
	Activity
	Rank –

Scotland

	Total Upstream UK (Scotland)
	Oil and gas exploration
	5

	Chevron North Sea
	Oil and gas exploration
	9

	FirstGroup
	Passenger transport services
	10

	Petro-Canada UK
	Oil and gas exploration
	14

	John Wood Group
	Energy related services
	15

	CNR International (UK)
	Oil and gas exploration
	18

	Apache North Sea
	Oil and gas exploration
	19

	Talisman Energy (UK)
	Oil and gas exploration
	20

	Expro International Group
	Oil well management
	26

	Maersk Oil North Sea UK
	Oil and gas exploration
	28

	Abbot Group
	Drilling, offshore engineering
	30

	Dana Petroleum
	Oil and gas exploration
	31

	Venture Production
	Oil and gas production
	33

	Technip UK
	Offshore engineering, construction
	34

	Halliburton Manufacturing & Services
	Offshore services and equipment
	38

	Stewart Milne Group
	Construction and development
	42

	Aberdeen Asset Management
	Fund management services
	47

	Source: Business Insider magazine


International Activity

As well as being the main centre for UKCS activities, Aberdeen is also an important hub for international operations. This can be seen in the annual Scottish Council of Development and Industry (SCDI) survey of international activity in the oil and gas sector, which is commissioned by Scottish Enterprise.  The most recent SE/SCDI survey was published in April 2010. Although the survey covers oil and gas exports for Scotland as a whole, the findings are particularly relevant to the Aberdeen City and Shire where most of Scotland’s oil and gas services and supply firms are located.
The SE/SCDI survey valued direct exports from Scottish based operations at £2,465 million, an increase 5% from 2007.  Direct exports include production and services that are supplied and managed from Scotland. The survey also looked at international sales that were generated via overseas subsidiaries with Scottish based headquarters; sales in this sector rose to £4,093 million in 2008, an increase of 22% from 2007.  In total, internationally derived sales from the Scottish oil and gas sector industry in 2008 were £6,558 million – see Figure 3.
Figure 3 – Oil and Gas International Activity, Scotland

	Activity
	2006 (£M)
	2007 (£M)
	2008 (£M)

	Direct Exports
	1,806.1
	2,344.8
	2,464.6

	· Prod/Equip/Materials
	449.1
	590.7
	912.8

	· Bulk Materials
	315.4
	340.9
	345.4

	· Services
	790.6
	1,153.2
	979.3

	· Eng./Proc/Constr/Install
	251.0
	260.0
	227.1

	Sales via Subsidiaries
	2,958.4
	3,349.8
	4,093.0

	· Prod/Equip/Materials
	193.5
	227.7
	265.3

	· Bulk Materials
	11.3
	7.5
	12.5

	· Services
	2,753.6
	3,106.5
	3,804.8

	· Eng./Proc/Constr/Install
	0.0
	8.1
	10.4

	Total International Activity
	4,764.5
	5,694.6
	6,557.6

	Source: Scottish Enterprise (SE) and Scottish Council for Development and Industry (SCDI)


Labour Market

Aberdeen is sometimes referred to as having a ‘micro-economy’. It could be argued that the effect of the energy sector on the region means that economic activity is influenced as much by international oil and gas markets as by the national economic climate. The labour market picture is also unique with higher than average earnings and lower than average unemployment.  
Employment in the Energy Sector

Oil & Gas UK estimate total employment provided by the oil and gas sector in the UK in 2008 to be approximately 450,000. These are jobs supported by the servicing of activity on the UKCS and in the export of oil and gas related goods and services around the world. The total can be broken down as follows:
· 34,000 directly employed in the oil and gas companies and major contractors;

· 230,000 employed in the wider oil and gas supply chain;

· 100,000 in jobs exporting goods and services ; and

· 89,000 in jobs supported by the economic activity induced by oil and gas employees spending throughout the wider economy.
Whilst the industry provides work across the UK, Scotland benefits the most, with around 195,000 jobs, or 44% of the total.   Of these, the UKCS accounted for 120,000 with another 45,000 in the export of goods and services. Additionally, 30,000 jobs were supported by economic activity induced by employees’ spending throughout Scotland, where the industry’s influence spreads to many areas.

Employment in Aberdeen City and Shire
Aberdeen City and Shire area (defined by parliamentary constituencies) accounts for around 40% of total employment supported by the industry in the UK. Oil and Gas UK estimate that in direct employment terms over 23,000 jobs are in oil and gas in the region (see Figure 4). 

Figure 4: Oil and Gas Employment by Type

	Aberdeen City & Shire1
	Employment 
	% Aberdeen City & Shire Total Employment
	% Scotland Total Employment

	Direct Employment


	23,500
	10.3
	1.0

	Direct and Supply Chain Employment
	105,500
	46.0


	4.3

	Direct/Supply Chain/Induced Employment


	137,300
	59.9
	5.6

	Source: Oil & Gas UK / Experian / Office for National Statistics
	
	


1 Aberdeen City & Shire defined as parliamentary constituencies Aberdeen North, Aberdeen South, Gordon, Banff & Buchan and West Aberdeenshire and Kincardine.

Direct and supply chain employment totals over 105,000 jobs and when the induced employment supported is added the total employment supported by the industry in the region exceeds 137,000. This represents almost 60% of the region’s overall employment and 6% of Scotland’s overall employment.
Unemployment

Since the early days of North Sea oil and gas, Aberdeen City and Shire has had a lower incidence of unemployment than most other parts of the UK.  This situation is undoubtedly due - in no small part - to the employment opportunities available in the energy sector and the jobs in the ‘non-oil’ economy that are supported by energy-related expenditure.

Figure 5 shows monthly data published by the Office for National Statistics (ONS) on the percentage of the working age population unemployed from January 2001 to January 2010 in Aberdeen City & Shire, Scotland and the UK.  Although the number of claimants in Aberdeen City and Shire rose during the recent economic recession, the rate of increase was lower than the Scottish and UK averages.  
Figure 5: Unemployed Claimants, as percentage of working age population
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Earnings

Because of the nature of the work and the specialist skills that are required in some disciplines, wages in the energy sector tend to be higher on average than other sectors of the economy.  The results of the 2009 Annual Survey of Hours and Earnings (ASHE) show that the highest earning UK industry was ‘Extraction of crude petroleum and natural gas’, with average gross annual earnings of £78,278. This is only one component of the wider energy sector, however, and many people in other energy-related jobs have earnings that are much closer to the ‘non-oil’ norm.  But the ASHE results help us to understand the higher-than-average earnings in Aberdeen City and Shire and the importance of the energy sector in creating and maintaining that relative advantage over other parts of the country. 
In Aberdeen City, average earnings have been around 20% higher than the Scottish figure and around 15% higher than the British figure. Average earnings in Aberdeenshire were below the Scottish figure in 2001, but had surpassed it by 2009, and come close to the British figure. 

Demographic Trends

The current population of Scotland is 5.17 million, which is marginally lower than the population in 1981.  In contrast, there has been a significant rise in the Aberdeen City and Shire population over the same period.  A large part of the changing demographic structure of the area can be attributed to the impact of the energy sector and its contribution to making Aberdeen City and Shire an attractive location for people and businesses alike.

The combined population of Aberdeen City and Shire has increased from 401,410 in 1981 to 451,860 in 2008. This is an increase of 50,450, or 12.5%. Apart from declines in the late 1980s and the second half of the 1990s, the overall trend has been upward. The General Register Office for Scotland expects the population of the area to continue to grow into the foreseeable future.  Their latest (2008-based) population projections indicate that the Aberdeen City and Shire population could exceed half a million by 2026.
Most of the population gain experienced in Aberdeen City and Shire over the past three decades has been due to migration rather than natural change (i.e. births and deaths).  Until recently, most migrants arrived from other parts of Scotland and the UK. Over the past few years, however, a considerable number of non-UK nationals have been attracted to the area.  The reasons for choosing Aberdeen City and Shire have been due, in large part, to the favourable economic climate that the energy sector has helped to foster. 

Infrastructure

As the energy sector has grown and developed, so has the infrastructure that supports it. With the influx of new businesses comes the need to transport, accommodate and service the expanding workforce.  As well as the need for more industrial buildings, the airport and harbour have both expanded substantially to accommodate the increased traffic. The retail, hotel and entertainment sectors are also performing strongly as they cater for the growing and spending workforce. 

Construction/New HQs

Energy and supply chain companies are spread throughout Aberdeen City and Shire, with many of the largest companies concentrated in industrial and commercial areas. These include:
Central Aberdeen – ExxonMobil, Talisman, Petrofac, Transocean

Rubislaw – Chevron, Marathon, ConocoPhillips, 
Westhill – Subsea7, Technip, Acergy, TAQA Brantani, 

Altens & Tullos – Shell, AMEC, Wood Group, Maersk Oil, KCA Deutag
Dyce and North – BP, Aker, PSN, Halliburton
There have been several important company developments in 2008/09, including the building of several new company headquarters. These include:
· Halliburton opened new headquarters in Dyce to cover North Sea operations. It houses 500 staff who previously worked at separate locations
· BP opened its new £60 million headquarters in Dyce
· Technip expanded at Westhill to accommodate a growing workforce
· Subsea7 opened a new £30 million campus at Westhill for 850 staff
· BG Group consolidated their UK upstream activities in Aberdeen
· Acergy relocated staff to its new 17 acre campus in Westhill
· Aker Offshore Partners confirmed a lease at new 
premises in Aberdeen to accommodate 300 staff
· GDF Suez, the French energy company, have committed to opening a £6 million exploration and production hub in Aberdeen
Aberdeen Airport
The effect of the energy sector on Aberdeen Airport has been significant. In 1971, the airport handled 140,000 passengers; in 1984, this figure had grown to 1.75 million and more recent figures show that this figure has grown to 3.4 million 
Aberdeen airport is home to one of the world’s busiest commercial heliports.  It has three terminals for its North Sea helicopter operations and transports more than 500,000 helicopter passengers in support of the North Sea oil and gas industry. 
Figure 6 shows the percentage change in passenger numbers compared to other Scottish airports between 2003 and 2008.  The results show that passenger numbers have increased by almost a third at Aberdeen Airport during that period, considerably higher than the equivalent increases at Edinburgh and Glasgow airports.
Figure 6: Airport passenger numbers and percentage increase
	
	2003

(,000s)
	2004

(,000s)
	2005

(,000s)
	2006

(,000s)
	2007

(,000s)
	2008

(,000s)
	Increase between 2003-08

	Aberdeen
	2,508
	2,634
	2,852
	3,163
	3,411
	3,290
	31.1%

	Edinburgh
	7,476
	7,992
	8,449
	8,607
	9,037
	8,992
	20.2%

	Glasgow
	8,115
	8,557
	8,775
	8,820
	8,726
	8,135
	0.2%


Source: Scottish Transport Statistics
Harbours

Aberdeen Harbour handles over 9,000 vessels a year, the majority of which are energy related.  It is Europe’s main support centre for the offshore oil and gas industry and is a global hub for the traffic of oil field equipment.   In 2008, total vessel tonnage at Aberdeen Harbour was over 24 million tonnes and cargo throughput remained above five million tonnes for the third successive year. The Harbour Board is moving forward with a £65 million strategic development plan over the next five years that will enhance deep water berthing and provide additional operational areas for cargo handling.  In 2007, Ove Arup and Partners published the ‘Economic Impact Assessment of Aberdeen Harbour’. The report concluded that the harbour contributes over £400 million a year to the North East Scotland economy. The report estimates that the harbour helps to sustain almost 11,000 full-time equivalent jobs. 

Peterhead is the premier deep water port in the North East of Scotland with 460 metres of quay offering water depths of 10 metres or more. This will shortly be augmented by a further 140 metres of quay offering 10 metres of water depth when the Smiths Embankment project is completed. This will enhance the port’s capacity to cater for subsea, decommissioning and specialised fabrication/assembly business.  The port currently handles over 2,000 energy related vessels and over 150 diving support and subsea vessels annually which transport over 1,000,000 tonnes of material across the quays. 
Retailing
Over the past ten years, Aberdeen has seen several key city centre retail developments including the Bon Accord Centre, The Academy, The Galleria and the upgrading of the Trinity Centre.  In October 2009, the new Union Square development opened covering 700,000 sq ft. 
In 2008, Experian produced retail rankings based on the amount of comparison goods expenditure a centre is likely to attract, its accessibility, and the levels of competition around it. Three Scottish retail centres feature in the 2008 list of top UK retail centres: Glasgow, Edinburgh and Aberdeen.

The strength of the retail sector in Aberdeen City and Shire is linked to the relatively high level of disposable incomes in the area.  In 2007, Aberdeen City and Shire had the sixth highest level of gross household disposable income out of the 37 regional areas of the UK.  It is clear that the strength of the local retail sector – which was recently enhanced with the opening of the Union Square development in Aberdeen – is closely allied to the energy sector and the consumer expenditure that it supports.
Hotels

Aberdeen’s hotel rooms generate some of the highest revenues outside London, with the average length of stay for business and conference visitors being 2.5 – 3.3 days.  However, business demand for hotel accommodation is not met by the current hotel stock in the city (3,569 rooms as at July 2009), and even with the new bedroom spaces planned to come on stream by 2010, there is still the need for further flagship hotel accommodation, particularly in the city centre.

Despite the effects of the economic recession, room rates have held up well in Aberdeen when compared to other cities in Scotland and the UK.  The average achieved room rate in 2009 was £83.93, compared with £80.48 in the previous year.  Yields in 2009 were also high compared with other cities. 
Universities/Education and Training

Aberdeen is home to two Universities and Scotland’s largest FE College. Both Universities are responsive to the needs of the energy sector and have strong industry links. They attract thousands of students, both home and international who choose to study in the area because of the strong academic/industry relationship. 

The University Of Aberdeen is currently ranked at 129th in the QS World University rankings and has approximately 14,000 students. The University is recognised as a centre of excellence in petroleum geology research and training and offers a range of postgraduate courses targeted primarily at the energy sector. 

The Robert Gordon University was named as the ‘Best Modern University in the UK’ in The Times Good University Guide 2009. There are approximately 14,000 students. The University ‘Energy Centre’ was designed to provide a focal point for the development and deployment of accredited learning material related to the oil and gas, and renewable industries. The main objective of the Energy Centre is to build on RGU's reputation for producing graduates who are able to make an early impact on the performance of their companies. 
Renewables

With extensive wind, fresh water, tidal and biomass resources in particular, Aberdeen City and Shire has embraced the opportunities afforded by renewable energy to promote greater area self sufficiency in satisfying energy requirements along with working  to identify synergies with and harness the skills of the oil & gas sector to provide secure, long term, future employment. The growth in renewable activity will help reinforce the area’s credentials as a centre of excellence for all energy types rather than offshore oil and gas alone.

In 2009, the Scottish European Green Energy Centre commenced operations in Aberdeen, promoting trans-national cooperation in renewable energy related research and development.

Aberdeen Renewable Energy Group (AREG) was established as a private /public partnership in 2001 to help diversify the economy and facilitate the transfer of technology and skills from the oil & gas sector to renewables. The European Offshore Wind Deployment Centre, being developed by a partnership of Vattenfall Wind Power UK and AREG will enable the manufacturers of wind turbines and ancillary equipment to develop and test new designs and provide facilities for independent accreditation and validation of turbines prior to commercial deployment. It is anticipated that the centre will also provide research opportunities in areas such as ground anchoring, cable laying, grid modelling, switching and connection in a real time, offshore environment.

To date over 70 planning applications for onshore wind developments have been submitted in the area, with around 60 Mw of installed capacity already operational. 

Many applications are for sub 10Mw installations of two or three turbines, many providing farm businesses with an additional income stream.

Since 2007, over 10Mw of biomass boiler installations have been commissioned and the fuel market is being serviced by around a dozen wood chip suppliers and two wood pellet producers with a combined potential output on a single shift basis of around 30,000 tonnes annually.

Hydro power schemes under development include projects which will re-utilise dams and other civil engineering infrastructure installed at watermills or in currently decommissioned generation plants and run of river projects which will deploy smaller scale equipment in appropriate locations.

Addressing the impacts of climate change may see larger scale dams built to generate electricity, regulate flow in watercourses, reduce flooding in arable farmland areas and provide additional water supplies, capturing water lost to the sea during spates.
Plans for the future
One of the strategic priorities of Aberdeen City and Shire Economic Future (ACSEF), the public-private sector partnership, is to internationalise the area’s oil and gas industry, i.e. to exploit the growing opportunities in the global energy market and reinforce Aberdeen City and Shire as a global centre of excellence.  Three priority actions have been identified:
· Encourage the international expansion of the oil and gas supply chain through direct company support and networking

· Establish Aberdeen City and Shire as an innovation hub by building on the region’s reputation as a subsea centre of excellence and encouraging similar development of other niche markets

· Accelerate investment by business into all-energy development.

Although production has been gradually declining, the UKCS remains an important province, and energy-related activity will continue to be a key component of the Aberdeen City and Shire economy for many years.  The 2010 Oil & Gas UK Activity Survey indicated that there had been over £11 billion of capital and operating expenditure in 2009 and 73 probable or possible new field developments were reported.  However, the energy sector has not been immune from the global downturn or the turmoil in financial markets.  To deliver the full potential of the UKCS in this challenging economic climate, the industry “needs to work collaboratively both across the sector and with Government at national, regional and local level to develop new technologies, improve working practices and efficiencies and drive down costs”. 
As the upstream energy sector diversifies and responds to changing conditions, Aberdeen City and Shire is well placed to benefit from the development of unconventional oil and gas technologies.  These technologies use techniques other than the traditional ‘oil well’ method, and encompass oil shale/sands, coal bed methane, heavy oil and tight gas.  The region has the potential to become a centre of excellence for unconventional oil and gas technology as the area is already home to a critical mass of companies that can meet the challenges that will be faced.

Conclusions
The economic contribution of the sector goes well beyond the geography of Aberdeen City & Shire and makes a significant impact to national output or GVA. The oil and gas sector is the largest contributor to the country’s overall GVA and makes a significant contribution to Government tax revenues. With over a third of total UK oil and gas employment based in Aberdeen City and Shire it is clear that this region makes a disproportionate contribution to Scotland’s and indeed the UK’s economic output. Based on initial research providing a breakdown of the energy sector economic contribution the economic case for ensuring that the oil and gas sector continues to be sustained and developed is clear.
The positive economic impact of the Aberdeen City and Shire energy sector has been achieved through the efforts of many organisations.  Exploration and production companies and the energy supply chain have clearly been at the forefront of developing and growing the sector. But central and local government have also played key roles. Central government has provided the regulatory and political regime.  National and local agencies, including local authorities and Scottish Enterprise, have helped create the local conditions within which the energy sector has been able to flourish, and they continue to perform this crucial enabling role.   

Effective joint working between the public and private sectors in Aberdeen City and Shire has also been an important factor in the development, retention and diversification of the energy sector.   Aberdeen City and Shire Economic Future (ACSEF) has a challenging set of priorities for delivering economic growth for the area, with energy as one of its key sectors.
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Sheet1

		Unemployment Rates

		Date		Scotland		UK		Aberdeen City & Shire

		January 2001		3.8%		3.0%		2.0%

		February 2001		3.8%		2.9%		1.9%

		March 2001		3.7%		2.9%		1.8%

		April 2001		3.5%		2.8%		1.7%

		May 2001		3.4%		2.7%		1.6%

		June 2001		3.3%		2.6%		1.6%

		July 2001		3.4%		2.6%		1.5%

		August 2001		3.5%		2.7%		1.6%

		September 2001		3.2%		2.6%		1.4%

		October 2001		3.1%		2.5%		1.4%

		November 2001		3.2%		2.5%		1.4%

		December 2001		3.3%		2.6%		1.4%

		January 2002		3.6%		2.8%		1.5%

		February 2002		3.6%		2.8%		1.6%

		March 2002		3.5%		2.7%		1.6%

		April 2002		3.4%		2.7%		1.5%

		May 2002		3.3%		2.6%		1.5%

		June 2002		3.3%		2.6%		1.5%

		July 2002		3.4%		2.6%		1.5%

		August 2002		3.4%		2.6%		1.6%

		September 2002		3.1%		2.6%		1.4%

		October 2002		3.0%		2.5%		1.4%

		November 2002		3.1%		2.5%		1.5%

		December 2002		3.1%		2.5%		1.5%

		January 2003		3.5%		2.7%		1.7%

		February 2003		3.5%		2.8%		1.8%

		March 2003		3.4%		2.7%		1.7%

		April 2003		3.3%		2.6%		1.7%

		May 2003		3.2%		2.6%		1.6%

		June 2003		3.2%		2.6%		1.6%

		July 2003		3.3%		2.6%		1.6%

		August 2003		3.3%		2.6%		1.7%

		September 2003		3.1%		2.5%		1.5%

		October 2003		3.0%		2.4%		1.5%

		November 2003		3.0%		2.4%		1.6%

		December 2003		3.0%		2.4%		1.6%

		January 2004		3.3%		2.6%		1.8%

		February 2004		3.4%		2.6%		1.8%

		March 2004		3.3%		2.5%		1.8%

		April 2004		3.1%		2.4%		1.8%

		May 2004		3.0%		2.3%		1.7%

		June 2004		2.9%		2.3%		1.7%

		July 2004		3.0%		2.3%		1.7%

		August 2004		3.0%		2.3%		1.6%

		September 2004		2.8%		2.2%		1.5%

		October 2004		2.7%		2.2%		1.5%

		November 2004		2.7%		2.2%		1.5%

		December 2004		2.7%		2.2%		1.5%

		January 2005		3.0%		2.3%		1.6%

		February 2005		3.0%		2.4%		1.7%

		March 2005		2.9%		2.4%		1.6%

		April 2005		2.8%		2.3%		1.5%

		May 2005		2.8%		2.3%		1.4%

		June 2005		2.7%		2.3%		1.4%

		July 2005		2.8%		2.3%		1.4%

		August 2005		2.8%		2.4%		1.4%

		September 2005		2.6%		2.3%		1.3%

		October 2005		2.6%		2.3%		1.3%

		November 2005		2.6%		2.3%		1.3%

		December 2005		2.6%		2.4%		1.3%

		January 2006		2.9%		2.5%		1.4%

		February 2006		3.0%		2.6%		1.4%

		March 2006		3.0%		2.6%		1.4%

		April 2006		2.9%		2.6%		1.3%

		May 2006		2.8%		2.6%		1.3%

		June 2006		2.8%		2.5%		1.3%

		July 2006		2.9%		2.5%		1.3%

		August 2006		2.9%		2.5%		1.3%

		September 2006		2.7%		2.5%		1.2%

		October 2006		2.6%		2.5%		1.1%

		November 2006		2.6%		2.4%		1.1%

		December 2006		2.6%		2.4%		1.1%

		January 2007		2.7%		2.5%		1.2%

		February 2007		2.8%		2.6%		1.2%

		March 2007		2.7%		2.5%		1.2%

		April 2007		2.6%		2.4%		1.1%

		May 2007		2.5%		2.3%		1.1%

		June 2007		2.4%		2.3%		1.0%

		July 2007		2.4%		2.3%		1.0%

		August 2007		2.4%		2.3%		1.0%

		September 2007		2.2%		2.2%		0.9%

		October 2007		2.1%		2.1%		0.9%

		November 2007		2.1%		2.1%		0.9%

		December 2007		2.1%		2.1%		0.9%

		January 2008		2.3%		2.2%		1.0%

		February 2008		2.4%		2.2%		1.0%

		March 2008		2.3%		2.2%		1.0%

		April 2008		2.3%		2.2%		1.0%

		May 2008		2.2%		2.2%		0.9%

		June 2008		2.3%		2.2%		0.9%

		July 2008		2.4%		2.3%		1.0%

		August 2008		2.5%		2.4%		1.0%

		September 2008		2.5%		2.5%		1.0%

		October 2008		2.6%		2.5%		1.0%

		November 2008		2.8%		2.8%		1.1%

		December 2008		3.0%		3.0%		1.2%

		January 2009		3.4%		3.4%		1.3%

		February 2009		3.8%		3.8%		1.5%

		March 2009		3.9%		4.0%		1.7%

		April 2009		3.9%		4.1%		1.7%

		May 2009		3.9%		4.1%		1.7%

		June 2009		4.0%		4.1%		1.7%

		July 2009		4.1%		4.1%		1.8%

		August 2009		4.2%		4.2%		1.8%

		September 2009		4.0%		4.2%		1.7%

		October 2009		4.0%		4.2%		1.7%

		November 2009		4.1%		4.1%		1.8%

		December 2009		4.1%		4.1%		1.8%

		January 2010		4.5%		4.3%		2.0%






