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Project Profile

NERA was engaged by UK Coal plc to estimate the economic 

and social impact of the closure of certain English coal mines. 

The study was motivated by UK Coal’s concerns over the 

UK Government’s proposed method for implementing the 

European Commission’s Large Combustion Plants Directive 

(LCPD). The Directive offered two alternative methods of 

implementation. A National Emission Reduction Plan (NERP) 

would set national limits on emissions of sulphur and other 

noxious substances. An Emission Limit Values (ELV) approach 

would set concentration limits on emissions from individual 

plants. UK Coal contended that the proposed NERP approach 

would cause its main customers, coal-fired generators, to 

substitute away from high-sulphur domestic coal towards 

lower-sulphur imported coal, leading to the unnecessary 

early closure of domestic coal mines—unnecessary, since 

the requirements of the LCPD could be met under the ELV 

approach, which would not have this effect on domestic coal.

UK Coal asked NERA to assess the effects of mine closures. 

The timeframe was short: NERA was given just over two 

weeks to complete a detailed economic model and a report 

to be circulated among Members of Parliament (MPs), 

Ministers and the relevant government departments (the 

Department for the Environment, Food and Rural Affairs, and 

the Department of Trade and Industry).

The Project

NERA analysed the impact of coal mine closures using three 

yardsticks: the impact on GDP, the impact on public finances 

and a qualitative analysis of the potential social impacts. The 

drawbacks of GDP as a measure of economic welfare are 

well known, such as the fact that external costs or benefits 

are excluded, that the distribution of wealth or income is not 

measured and that the destruction of assets is not  

recorded as loss to GDP while expenditure to replace 

damaged assets is.  Nevertheless, estimation of the GDP 

impact was a reasonable method in the given time-frame  

and one that is readily understood by Ministers and 

government departments.

The impact of mine closures on public finances includes, in 

particular, the loss of tax revenues and the higher burden of 

welfare payments, both of which are internal transfers within 

the country and are not therefore identified in measures of 

the national GDP.

The impacts on GDP and public finances come from a 

reduction or “gap” in economic activity as productive 

resources are made idle. However, these “gaps” in GDP 

and public finances decline gradually as resources become 

redeployed in other activities. Estimating the duration and 

size of the gaps therefore requires assumptions about the rate 

of redeployment of resources and measurement of the losses 

incurred while resources remain idle. The GDP impact is then 

the difference (in present value terms) between (1) the gap 

in GDP from early closure as a result of the implementation 

of the NERP and (2) the gap in GDP from closure at a later 

date at the end of the natural commercial life of the mines.  

The impact of later closure is likely to be much less, firstly 

because the gap in GDP is discounted over a longer period 

of time, secondly because redeployment of resources is 

likely to be faster when closure has been foreseen for longer, 

and thirdly because later closures would allow resources to 

be redeployed within the industry (whereas a recent sharp 

contraction in the industry makes that less likely at the 

current time). 



To measure the size of these GDP gaps, NERA modelled 

factors which contribute to GDP, including (1) the earnings 

before interest, taxes, depreciation and amortisation 

(EBITDA) associated with each mine, (2) the wages and 

salaries the displaced workers would have earned, (3) the 

GDP losses to upstream industries, including reductions 

in value added and capital expenditure, and (4) the one-off 

costs of mine closure. We assessed the rates of redeployment 

for each of these resources, for instance, by modelling the 

rate of re-employment for displaced workers in different age 

brackets. These factors were modelled for both the early 

closure scenario and for the counterfactual relating to closure 

at the natural end of life of the mines. The difference between 

the discounted cost of early and future closure gave the 

required estimate of the GDP impact.

Measuring the fiscal impact required similar calculations, 

augmented by models of the various tax impacts (loss of 

VAT, company tax, local rates, company and personal NHI 

contributions and personal income tax), the additional benefit 

payments required while resources remained idle, and other 

impacts such as public expenditure on retraining programs 

and the reduction in subsidies to the coal industry (a saving in 

public expenditure).

Given the timeframe, we could only describe the social 

impacts of closure in qualitative terms, but we addressed 

issues such as the social impact on local communities 

affected by closures, by drawing on government measures 

of deprivation in the local wards affected and the impacts on 

infrastructure of increased imports of coal.

NERA’s Role

Throughout the analytical work described above, NERA made 

extensive use of its experience to ensure that the results held 

the attention and addressed the concerns of key decision 

makers at the highest ministerial and departmental level. 

NERA expert Michael Spackman has 15 years of experience in 

senior Treasury positions, which helped to ensure that NERA’s 

report was constructed to be well received by Ministers and 

government departments.

The Result

Several UK newspapers reported NERA’s estimate of the GDP 

impact of mine closures shortly after the release of NERA’s 

report. Several MPs also cited NERA’s figures in a motion 

tabled in the House of Commons calling for the ELV option 

for implementing the LCPD. Shortly afterwards, Margaret 

Beckett, Secretary of State for Environment, Food and 

Rural Affairs, announced that the UK Government intended 

to move towards a hybrid solution that would allow some 

companies to meet the LCPD requirements through a NERP, 

with others operating through ELVs. This was an excellent 

outcome for UK Coal, which alleviated its primary concerns 

about the impact on its largest customers, and more 

generally for the large industrial and electricity generation 

sectors, which had generally been divided over the choice 

between the NERP and ELVs.

Services and Capabilities

Cost Benefit Analysis

Economic models can be used to evaluate the costs and 

benefits of a public policy or regulatory program. To be 

useful, an economic evaluation of costs and benefits must 

be tailored to the application or issue at hand, and it must 

consider all of the costs and benefits, from those that might 

occur in the short run to those that might take place over 

a longer period of time. With their expertise in modelling 

market and individual incentives, NERA’s economists are 

particularly skilled at identifying and quantifying costs and 

benefits that may be unexpected or unintended.

NERA experts are ideally placed to support all parties  

in carrying out, providing input to, and reacting to  

impact assessments and other appraisal and  

evaluation exercises.



Our Experts

Michael Spackman

Special Advisor, London

Michael Spackman specializes in public expenditure 

management, public-private partnerships, appraisal 

methodology and safety and environmental regulation. 

He has directed projects on private finance and other 

expenditure issues for HM Treasury and the National 

Audit Office, on risk assessment for the Health and Safety 

Executive, on cost benefit analysis for the Department of 

the Environment, Transport and the Regions, and on railway 

safety for the European Commission. He has undertaken 

projects on public expenditure management in transitional 

and developing economies for the EU, OECD and UK 

Government. He is a Visiting Fellow at the Centre for Analysis 

of Risk and Regulation at the London School of Economics.

Prior to joining NERA, Mr Spackman was Undersecretary 

at HM Treasury, responsible for the Public Expenditure 

Economics Group. He had previously been Chief Economist 

at the Department of Transport.

Graham Shuttleworth

Director, London

Graham Shuttleworth has over 15 years of experience as an 

economic consultant to the energy sector. Mr Shuttleworth 

has extensive expertise in economic and econometric 

techniques, and has carried out a number of cost benefits 

analyses, such as the UK Coal project described here and for 

a proposal to introduce locational pricing for transmission 

losses in the UK electricity sector. In 1996 he co-authored the 

leading book on the design of electricity markets and power 

contracts, “Competition and Choice in Electricity”, and has 

contributed widely to books and journals.

About NERA

NERA Economic Consulting (www.nera.com) is a global 

firm of experts dedicated to applying economic, finance, 

and quantitative principles to complex business and legal 

challenges. For over half a century, NERA’s economists have 

been creating strategies, studies, reports, expert testimony, 

and policy recommendations for government authorities 

and the world’s leading law firms and corporations. We 

bring academic rigor, objectivity, and real world industry 

experience to bear on issues arising from competition, 

regulation, public policy, strategy, finance, and litigation.

NERA’s clients value our ability to apply and communicate 

state-of-the-art approaches clearly and convincingly, our 

commitment to deliver unbiased findings, and our reputation 

for quality and independence. Our clients rely on the integrity 

and skills of our unparalleled team of economists and other 

experts backed by the resources and reliability of one of the 

world’s largest economic consultancies. With its main office 

in New York City, NERA serves clients from more than 20 

offices across North America, Europe, and Asia Pacific.
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