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UK ENERGY RETAIL MARKET TRANSFORMATION: 

The future strategic battleground 
for energy suppliers

Increasing competition
The biggest change to the UK energy supply landscape has been the 
challenge from Independent suppliers to the traditional six incumbent fi rms, 
the so called ‘big 6’1. The number of fi rms has tripled since the start of 2012 
from 14 fi rms, to 48 fi rms at the end of 2016 and the Independents’ market 
share has grown from 1% in 2012 to 16% today (see Figure 1).

This article investigates how competition, technological and political/regulatory factors are transforming 
the retail market. It then identifi es potential strategic battlegrounds for future competition and the 
associated competencies needed to succeed in each market. 

Retail energy supply for domestic customers in the UK has reached a critical 
transition point. A wave of over 40 new suppliers have entered the market in 
recent years and increased competition. New technology has also created 
fresh opportunities to engage customers through the roll out of smart meters, 
greater availability of personalised energy usage data and connected energy 
devices in the home, as well as the ability to automatically switch between 
di� erent energy suppliers.

1  The term ‘Big 6’ typically refers to the energy retail operations of British 
Gas, Scottish Power, SSE, EDF Energy, RWE npower and E.On
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Figure 1: Total accounts held by Big 6 vs Independents
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Big 6 Independents

despite this growth in the number of market players, market 
conditions are changing due to political pressure and 
movements in wholesale energy prices. as a result, we expect 
this growth to continue, albeit at a slower rate.  This is because 
recent rises in wholesale energy prices make it more difficult 
for the Independents to undercut the traditional incumbents, 
who tend to have longer hedging strategies. We also anticipate 
that profitability will become more of a focus area for 
Independents, some of whom have placed greater emphasis to 
date on growing customer numbers.

amidst this change in market conditions, we expect increasing 
m&a activity among UK energy suppliers. dermot nolan, 
ofgem CEo, recently commented that he thought it is “highly 
possible that there will be a shakeout of firms in the coming 
years, and we may have much fewer than 50 suppliers in five 
years’ time.”2 m&a clearly presents an opportunity for existing 
players to boost customer numbers and improve economies 
of scale, or as an entry point into the UK marketplace for 
prospective players.

External pressures
The Competition and markets authority (Cma) conducted 
a two year investigation into the UK energy sector, between 
2014 and 2016, and concluded that there “are substantial 
numbers of customers who are disengaged from retail energy 
markets”,3 despite having “material, persistent savings 
available”4. some market commentators have described 
the interventions proposed by the Cma as being inadequate 
because they consider that the changes proposed are unlikely 
to engage or protect disengaged customers. The key Cma 
recommendations were:

• setting a price cap for prepayment customers, which 
represent 15% of all customers, and is expected to save 
£300 million for the market as a whole;5

• introducing a ‘customer database’ which identifies all 
‘disengaged’ customers and allows other suppliers to 
contact them to suggest alternative deals; and

• removing some constraints on innovation, such as the limit 
on the number of tariffs that can be offered by a supplier, 
which would allow suppliers to offer an unlimited range 
of tariffs to customers and tailor them more to specific 
customer needs.

These interventions are now being implemented, and will 
clearly impact the market. The government has, however, 
signalled its continued displeasure with the workings of the 
market and is continuing to scrutinise suppliers’ behaviour. The 
secretary of state for bEIs, greg Clark mp, commented that 
“it’s high time the big companies recognised (that customers 
should be treated fairly) …this can’t go on, and they must treat 
customers properly or be made to do so”.6 We therefore expect 
future changes to energy supply regulation to be influenced 
as much by the government’s frustration with the treatment 
of disengaged energy customers by traditional incumbents, 
as by ofgem. government rhetoric has been critical of the 
incumbents but comments have not yet been converted into 
formal actions or detailed proposals, albeit the potential for a 
price cap on standard variable tariffs has been proposed.7 

In the final months of 2016, the UK experienced its first energy 
supplier default in a decade following a sharp rise in wholesale 
energy prices (see Figure 2). gb Energy supply ceased 
trading in november 2016 and was acquired by Co-operative 
Energy8 because of financial pressures driven by increases in 
the level and volatility of wholesale energy prices. a number 
of Independents use a short term hedging strategy that can 
involve purchasing all of customer’s energy requirements 
as close as 3 months ahead of when they consume it.9 This 
has prompted market commentators to predict a similar fate 
for other Independent suppliers, under conditions whereby 
wholesale energy prices continue to rise.

Figure 2: UK wholesale electricity prices have seen  
a large increase in the final 3 months of 2016
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2  Dermot Nolan, Beesley Lecture, 2016.
3 CMA, Energy Market Investigation, Final Report, Paragraph 125, 2016.
4 CMA, Energy Market Investigation, Final Report, Paragraph 128, 2016.

5 CMA, Press release, 11 October 2016
6  Secretary of State for Business, Energy and Industrial Strategy, Greg Clark MP, 

November 2016
7  Caroline Flint PM commented on 8 February 2017 in Prime Minister’s Questions that 

“Ofgem has moved to protect those who are on prepayment meters with a cap on 
their energy bills, so why does the Prime Minister not demand similar protection for 
the majority of customers, who are being ripped off, as the Competition and Markets 
Authority has said, to the sum of £1.4 billion a year?”

8 Ofgem, Press release, 29 November 2016
9 Bulb hedging strategy
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Technological innovation
a technological revolution is taking place across multiple fronts 
within the domestic energy supply market, and is creating 
a significant cumulative impact. First, energy suppliers are 
mandated to roll out electricity and gas smart meters to all 
domestic and small business customers by 2020. The roll out 
is one of the largest IT implementations in recent times. This 
in turn is leading to a race to use the large volumes of smart 
meter data that is becoming available in insightful ways to keep 
up with competitors and create incremental value from new 
customer propositions.

second, ofgem is using technology to drive two major 
initiatives to make the market work more effectively:

• faster switching (reducing the time taken for an individual 
customer to switch energy supplier from 28 days to a  
single day)

• improved settlements to allow innovative real time tariffs, 
through the implementation of half-hourly settlements

Third, the so called ‘smart home’ and its associated connected 
household devices are likely to change supplier dynamics. For 
example, some devices (when coupled with smart meters) 
could enable automated customer switching between energy 
suppliers as energy tariffs vary within the market.

Where might energy suppliers 
need to compete next?
Today’s retail energy consumer in the UK remains relatively 
disengaged, with the Cma stating that “are substantial 
numbers of customers who are disengaged from retail energy 
markets”. The ‘big 6’ suppliers have 60 to 80% of their 
customers on a standard Variable Tariff (‘sVT’),10 despite 
the cost being £137 higher (12% of total bill) on average than 
non-standard tariffs offered for new customers.11 Those that 
are engaged only want basic electricity at the lowest price 
possible, with only 13% of customers citing service as a reason 
for switching.12

Technology is, however, changing the way customers behave 
and what retailers can offer them. Figure 3 categorises 
potential change along two dimensions – ‘product and tariff 
differentiation’ and ‘customer convenience and engagement’. 
We explore each of the four domains areas in turn below.

Figure 3: Competition domains
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domain 1: 2-tier pricing

2-tier pricing is the core strategy of many UK energy suppliers 
today. Competition occurs through acquisition tariffs which 
last for typically one year and are priced below the market 
average, and have lower profitability margins (EbIT), typically 
of 0 to 2%. Low customer engagement results in many of these 
customers being subsequently rolled onto a retention product. 
The ‘retention’ product, or sVT, typically has higher prices and 
EbIT margins of 6 to 8%. 

success in a 2-tier world relies upon a large proportion of 
customers remaining relatively disengaged (i.e. not switching 
energy supplier), and thus remaining on the more expensive 
sVT tariffs. Incumbent retailers that have been in the market 
since privatisation typically exhibit a greater proportion of 
such customers, as shown in the table below which presents 
recent data from ofgem. british gas for instance is reported by 
ofgem as having 74% of its customers on an sVT tariff, whereas 
suppliers that have entered the market more recently, like ovo 
Energy, have 35% of customers on the expensive tariff.13 UK 
government has been vocal in its desire to address this perceived 
imbalance through considering potential ways to ‘unlock’ the 
more ‘sticky’ sVT customers.

Table 1:  Proportion of a supplier’s customer base  
on a SVT tariff

Energy supplier % of customers on SVT

british gas 74%

EdF Energy 56%

E.on 73%

npower 59%

scottish power 50%

ssE 91%

Co-operative Energy 42%

Extra Energy 14%

First Utility 19%

ovo 35%

Utility Warehouse 94%

source: ofgem website 2017.

a robust analytics capability is essential in successfully delivering 
this strategy and thus retaining high value customers. This allows 
suppliers to price their tiered tariffs appropriately according to 
customer lifetime models and then monitoring customers through 
predictive churn modelling.

domain 2: bespoke tariffs

The removal of ofgem’s four tariff limit per supplier last year 
now allows energy retailers to offer their customers an unlimited 
range of tariff products. Coupled with the arrival of smart 
meters, suppliers are now better placed to offer tailor tariffs to 
an individual customer’s preferences and consumption patterns 
- thus, creating a more differentiated offering. We have already 
seen greater tariff innovation since July 2016, when the limit was 
removed, with the launch of bespoke tariffs with green Energy’s 
Time of Use tariff and british gas’s ‘Free Time’14 deals.

10 Ofgem website.
11 CMA Energy Market Investigation
12 GfK NOP customer survey report, 2015
13 Ofgem website, ‘Standard variable’ rate tariff information.
14 Free electricity every Saturday or Sunday from 9am-5pm
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one risk of bespoke tariffs is the increasing difficulty for 
consumers to compare tariffs between suppliers. In return, 
consumers receive more choice and a more suitable product for 
their needs. 

success with bespoke pricing requires a seamless and more 
advanced IT capability. smart meters will increase the availability 
of customer consumption data by several orders of magnitude 
from today’s analogue world. retailers must be able to turn this 
mass of information into relevant customer insights, and then 
accurately select and price tariffs based on how a single customer 
consumes energy.

The proliferation of such data also creates a potential risk 
to suppliers in that it could be used to enable customers 
to automatically switch provider based on their individual 
consumption pattern and real-time tracking of the best tariffs 
available to customers in the market.

domain 3: smart products and services
This strategy attempts to differentiate suppliers via enhanced 
customer convenience and requires an active consumer who 
engages with the next wave of retail energy technology. many 
suppliers now offer their customers a smart thermostat product 
(e.g. hive – british gas, nest - npower, Touch – E.on, Tado – ssE, 
Connect – scottish power). This has marked the start of the 
‘connected home’ revolution, which involves offering customers 
a greater range of home automation functionality and products, 
beyond the smart thermostat, to more integrated home energy 
management systems. 

bundling of products and services are expected to become 
commonplace as part of a connected home strategy. For example 
energy can be offered as part of a home services package which 
could also include broadband, phone, music, TV, security, and 
maintenance. This might also be priced in different ways, such as 
a monthly fee to deliver specific customer outcomes (e.g. heating 
a home to a 21 degree Centigrade specification) rather than billing 
on a per unit of energy basis.

The smart technology wave also enables consumers to become 
‘prosumers’ i.e. both consume and produce energy. This is 
being enabled by increasing use of solar panels, battery storage 
(fixed and electric vehicle) and demand side response. such 
technologies offer the opportunity for energy suppliers to provide 
adjacent goods and corresponding tariffs which integrate with the 
installed technologies within the home.

successful adoption of smart products requires strong marketing 
to customers to persuade them that the functionality is relatively 
simple to use and worth any additional equipment cost. Energy 
suppliers have focused primarily on commodity energy supply and 
not consumer goods. Creating sleek and simple products, 

such as those from apple or amazon, has not been a core 
competence to date. however, energy suppliers do have the 
advantage of possessing millions of relatively captive customers 
with whom they have an existing relationship. successfully selling 
smart products and services to these customers though requires 
either in-house creation of products to match the high standard 
and customer convenience of mainstream home technology, or 
partnering with firms that can. 

domain 4: single price
This domain is typically lower margin, where suppliers engage in 
a price ‘shoot out’ for the supply of commodity electricity or gas 
(i.e. little differentiation in product or service) for highly engaged 
consumers. The transition towards engagement could be caused by:

• automated rather than manual switching (e.g. through 
consumer access devices, or services such as Flipper, which 
automatically switches a customer’s tariff four times a year to 
the lowest cost option for a fee of £25 per year); or

• third parties removing energy suppliers from direct contact 
with the customer and instead offering energy in bulk volumes 
(e.g. an energy supplier providing energy on behalf of mass 
market consumer brand which bundles home services into a 
single package).

In a single price competitive market, the lowest price wins. Therefore, 
suppliers with relatively low indirect costs can offer lower prices than 
competitors will succeed in such an environment. another important 
competency in this domain is risk management. The ability to 
understand and manage the risks within an energy supply contract 
requires robust technical and trading capabilities. 

Which strategy area will be most 
important in the future?
market commentators expect the majority of homes to possess 
smart products and services within the next 10 years, due to 
the rate at which the millennial generation is embracing new 
technology and the fact that technology costs will fall. The 
challenge for energy suppliers is to remain relevant in this new 
world and maintain strong relationships with the end consumer. If 
suppliers fail to remain relevant, then there is a significant risk that 
they become disintermediated from this end customer relationship 
and transition to the single price domain, with the possibility of 
having to supply energy through a third party.

This technological revolution is coupled with significant external 
pressures from government and the regulator. suppliers need 
to demonstrate collectively that they are genuinely focused on 
benefiting the customer, or face the risk of further political or 
regulatory interventions to make help customers become more 
engaged and gain access to the best available deals.
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