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The Energy Supply Market 
of the Future

The utilities industry is ripe for disruption. Digital technologies 
provide an opportunity to reframe the relationship with the 
customer, transforming the customer experience and enabling 
utilities to offer value-added services. It is not just the customer 
interface that is set for change, however. As we have seen in 
other industries affected by digital disruption, entire value chains 
can be swept away and entirely new enterprises emerge in their 
place, changing the landscape for ever.

Our findings show the utilities industry is only too aware of the 
coming upheaval, with 93 per cent of our respondents expecting 
the rise of new technology to lead to significant changes in the 
structure of the energy supply market over the next five years.

One of the key features of this restructuring will be ever more 
competition. Policymakers have been keen to encourage new 
entrants, offering companies with fewer than 250,000 customers 
exemptions from certain environmental and social costs. At the 
time of Ofgem’s most recent State of the Market Report in June 
2018, there were 73 active licensed suppliers, 13 more than in 
2017 and 49 more than 2014. This proliferation of choice eroded 
the market share of the Big Six, with a quarter of all customers 
now supplied by small and medium-sized suppliers.

The last year, however, has seen a number of new suppliers run 
into financial difficulties and cease trading. In November 2018, 
Ofgem proposed the introduction of financial and customer 
service tests for new suppliers to demonstrate they have 
adequate financial resources and can meet their customer 
service obligations. Applicants for new supply licences will 
have to demonstrate to Ofgem that they will have the funds 
and resources to manage their business for at least 12 months 
after entering the market and must provide the regulator with a 
plan to meet their customer service obligations. Ofgem is also 
consulting on tightening its test of whether applicants are ‘fit and 
proper’ to be granted a licence and on whether to introduce new 
reporting requirements for suppliers who are already active in the 
market, including reports on the adequacy of their financial and 
operational resources for running their business, serving their 
customer base and meeting their financial obligations under the 
Renewables Obligation Scheme.

The rise and rise of new entrants

Tighter regulatory scrutiny of their financial resilience and 
operational standards is not expected to deter the influx of 
new entrants, however. And these newcomers are expected to 
enjoy success, with eight out of ten (81 per cent) of our surveyed 
executives predicting that small and medium-sized suppliers will 
continue to take market share from the biggest suppliers.

Incumbents are not expected to take this incursion lying 
down, with 83 per cent of our respondents expecting to see 
consolidation in the market as suppliers seek to protect their 
margins and market share.

Indeed, this trend has already been underway, although with 
mixed degrees of success. In December 2018, SSE and npower 
scrapped plans to merge their retail energy businesses to create 
the UK’s second biggest energy supplier, citing “very challenging 
market conditions” in the wake of the government’s new price 
cap. SSE, which is now assessing options for its SSE Energy 
Services business, including a standalone demerger and listing, a 
sale, or alternative transaction, also cited the performance of the 
two businesses and changing market conditions for calling off 
the tie-up.

It is not the only major player mulling a retreat from the British 
energy market. Media reports suggest that French energy giant 
EDF may seek to spin-off of its energy-supply business in a 
merger with a fast-growing start-up. Following its aborted merger 
with the SSE retail business, npower has revealed plans to shed 
900 jobs, about 14 per cent of its workforce, as it seeks to reduce 
operating costs in response to “extremely tough UK retail energy 
market conditions” as a result of the price cap.

93% expect the rise of new technology to 
lead to significant changes in the structure of 
the energy supply market over the next five 
years

78% think energy supply will 
continue to see an influx of new 
entrants over the next five years

81% expect small and medium-
sized suppliers will continue to 
take market share from the biggest 
suppliers
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In December 2017, Shell bought First Utility, one of the largest independent UK suppliers, serving around 825,000 homes in the UK. 
The deal gives the oil giant a foothold in the retail energy market as it seeks to expand into an emerging new electricity value chain 
in the UK, whereby customers manage their electricity usage and sell some power back to the grid. The oil giant has also acquired 
NewMotion, one of Europe’s largest vehicle-charging providers.

There has been further consolidation among the fragmented small-to-medium end of the market, which has been hardest hit by 
tough market conditions. In May 2018, Co-op Energy completed its swoop on ailing Flow Energy, which accepted a bargain basement 
£9.25 million for its cash-strapped business. Analysts predict there will be further consolidation as new entrants continue to struggle in 
the current market16.

New opportunities to focus on value, not price

The financials may be tight now but the industry clearly sees 
opportunities ahead as the roll out of smart metering enables 
new technologies to create an escape from the vicious price 
wars of the last decade: 92 per cent of our respondents believe 
technology developments offer an opportunity to compete 
on service rather than just on price. Just as in banking and 
insurance, where incumbents found themselves locked into 
price-driven competition driving margins ever lower and with 
little differentiation to consumers, new digital technologies are 
creating opportunities to compete on value-added services for 
which customers are prepared to pay. Insurers, for example, use 
advanced analytics to deliver personalised insurance products 
that reflect a customer’s changing risk profile in real-time or use 
smartphone apps and AI-powered virtual assistants to reduce 
claims cycles from weeks to mere seconds.

These types of digitally-smart solutions add real value to 
customers yet do not require decades of incumbent experience 
to deploy. This is what makes digitisation such a powerful force of 
change; the playing field is levelled between incumbent 
and upstart.

Following the replacement of the Electricity Pool in England 
and Wales by the New Electricity Trading Arrangements in 2001, 
vertical integration of generation was seen as a major advantage 
leading to the creation of what came to be known as the ‘Big 
Six’. Our findings show that the utilities industry is now bracing for a levelling of the playing field: seven out of ten of our respondents 
believe that as smart metering makes it easier to match retail prices to wholesale ones, the role of the energy supplier will be 
fundamentally transformed. And two-thirds (65 per cent) believe that as smart metering further reduces the advantages of vertical 
integration, there will be more new entrants, including small suppliers and large technology firms. It seems the dominance of a small 
number of major firms is no longer guaranteed. Indeed 95 per cent of our respondents say the major suppliers need to step up their 
game if they are to remain dominant.

The industry clearly believes that there will be a rebalancing of the electricity supply business over the next decade. While almost 
all think that the traditional incumbents will retain a significant role, they also predict significant penetration by suppliers with a 
technology-based proposition, suppliers with a sustainability-based proposition and tech giants, such as Google or Amazon.

92% believe technology developments 
offer an opportunity to compete on service 
rather than just on price

95% think the major suppliers need 
to step up their game if they are to remain 
dominant

65% agree smart metering will further 
reduce the advantages of vertical integration, 
leading to more new entrants, including small 
suppliers and large technology firms

16https://www.ft.com/content/751df300-96f8-11e8-b67b-b8205561c3fe
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92% believe technology developments 
offer an opportunity to compete on service 
rather than just on price

95% think the major suppliers need 
to step up their game if they are to remain 
dominant

65% agree smart metering will further 
reduce the advantages of vertical integration, 
leading to more new entrants, including small 
suppliers and large technology firms

Percentage who think the following will have a significant role in the energy supply market 
in 10 years’ time

Traditional 
incumbents (e.g. 

SSE or British Gas)
94%

Suppliers with a technology-
based proposition (e.g Pure 

Planet or OVO Energy) 
93%

Suppliers with a sustainability-
based proposition (e.g Good 

Energy or Bulb)
88%

Tech Giants (e.g 
Google or Amazon)

82%

Auto-switching 
companies (e.g 

Flipper or Labrador)
73%

The GAFA effect

Indeed, it seems there is no industry, no matter how big, no 
matter how entrenched its position, no matter its ownership 
of physical infrastructure, that is beyond the reach of Big Tech. 
Google and Apple already offer smart home kit that gives them 
access to real-time consumer usage of utilities plus a host of rich 
behavioural data that allows them to predict, anticipate and 
deliver seamless and personalised services to meet the needs of 
the individual householder. Big Tech already has a compelling 
brand appeal among billions of users so it is little surprise that more than four fifths (84 per cent) of our surveyed executives think 
tech giants could become a more natural choice of energy supplier than utilities that fail to innovate. Given how effectively GAFA has 
disrupted other industries, this is a threat that should not be underestimated.

84% agree that, if utilities fail to
innovate, tech giants with stronger customer 
relationships may become a more natural 
choice for the supply of energy



17

Chapter 3 | The Energy Supply Market of the Future

Smart meters: the key enabler

Many of these market changes are dependent on smart meters, the installation of which has been the Government’s central policy 
to reduce household energy consumption for over a decade. The programme has not been without its controversies, however, with 
repeated delays to the approval of meter specifications and the development of the national IT infrastructure. The Government has 
long cited a reduction in energy usage (and consequently carbon emissions) as the principal benefits of the programme, and the 
campaign of Smart Energy GB, the body charged with persuading the public of the merits of smart meters, has until recently focussed 
almost solely on cost savings. Our survey finds, however, that the industry is more sceptical. A small majority (56 per cent) anticipate 
the scheme will yield significant benefits in regards to lower bills (although 88 per cent do think it will end estimated bills, which are a 
huge source of anxiety and uncertainty for many customers) and not many more, 59 per cent, think it will have a significant impact on 
carbon emissions.

In fact, our respondents think that the major benefits lie elsewhere. 94 per cent expect smart meters to offer significant benefits when 
it comes to tariff innovation and 90 per cent expect them to be a gateway to wider transition technologies, such as electric vehicles. 
They also believe that the programme will yield major benefits for the industry itself, enabling operational cost savings and reducing 
hedging risk for suppliers.

Percentage of respondants who think the following will be a significant benefit of smart meters

20%

80%

60%

40%

100%

Bill reductions 
for customers

61%

The end of 
estimated 

bills

88%

More 
personalised 

service for 
customers

82%

Reduced 
hedging risk 
for suppliers

85%

Operational 
cost savings

82%

Carbon 
reduction

60%

Opportunity 
for tariff 

innovation

94%

Enabling 
wider 

technologies 
(e.g. electric 

vehicles)

90%
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These benefits are at risk, however, from the slow progress to 
date. Almost three quarters of respondents (71 per cent) say it 
is unlikely that the industry will meet the 2020 deadline, with a 
third (32 per cent) thinking it is highly unlikely to be met. Industry 
watchers say the industry was doomed from the start to miss 
this deadline because the rate of smart meter installations has 
never been high enough to make it a realistic target18. It’s an 
analysis backed by our findings: 69 per cent think that the current 
deadline risks jeopardising the benefits customers will receive 
because, with the vast majority of meters having to be installed in 
less than two years, it will inflate costs and reduce rollout quality. 
It’s a view supported by Citizens Advice, which has been lobbying 
for an extension to the deadline to 2023 so that suppliers can roll 
out the remaining meters at a pace that delivers the best possible 
consumer experience and doesn’t risk undermining their faith in 
this important technology. 

This would also give suppliers time to ready their systems and 
processes for the influx of data expected to flow from smart 
meters. Just one in four of our surveyed executives think the 
majority of energy suppliers are ready to handle the large 
volumes of data generated by smart meters, rendering much 
of the transformative potential of the technology, from tariff 
innovation to better customer experiences, nul and void.

The price cap: an intervention too far?

From January 2019, Ofgem has introduced, under Government 
direction, a supposedly temporary price cap on default energy 
tariffs. Our survey audience is decidedly sceptical as to the logic 
of this move. 44 per cent do not think it is justified by any lack of 
competition in the market, while just over half (51 per cent) think 
it will fail to deliver a sustained price reduction for consumers. 61 
per cent think it will actually make the market less attractive and 
thereby reduce competition.

Furthermore, our surveyed executives believe the price cap 
will hinder the switching the Government has been so keen 
to promote. More than eight out of ten (84 per cent) predict it 
will punish the engaged consumer for the sake of the inert by 
increasing prices for those who are on better deals not covered by 
the price cap as suppliers seek to protect their overall margin.
And while the price cap was introduced as a temporary measure, 
93 per cent of our respondents agree that removing it may prove 
politically challenging. As always with forecasting the future for 
the UK’s energy sector, the political context is the wildcard in 
the pack.

Only 25% believe the majority
of energy suppliers are ready to 

handle the large volumes of data 
generated by smart meters

71% think it is unlikely the industry
will meet the 2020 smart metering 
implementation programme deadline…

32% think it is highly unlikely

18https://www.cornwall-insight.com/publications/chart-of-the-week/chart-of-the-week/2018/borrowed-time-calls-for-smart-meter-roll-out-extension

69% agree that the current deadline
risks jeopardising the benefits customers will 
receive because it will inflate costs and reduce 
rollout quality

93% agree that although
the price cap is planned to be 

temporary, removing it may be 
politically challenging

18



19

Chapter viewpoint: Publicis Sapient  

As digital technology continues to blur industry lines, all companies are judged against 

the same high customer experience bar.  In an undifferentiated market with increasing 

levels of churn, generating value for customers through exceptional experiences is what 

counts. The brand is the experience and the experience is the brand. 

For customers this means experiences that are as immediate, intuitive and innovative 

as the best of big tech, making life easier, safer and smarter. Whether that’s utilities 

providers tapping the data flows from smart meters and connected home kit to deliver 

personalised services that save customers money (and time) or providing alerts when 

usage anomalies suggest an elderly relative might need assistance, the future is not about 

keeping the lights on – it’s about going beyond the meter to enrich daily life. 

This is the era of the utility as a connected home services provider, using real-time 

highly granular data from connected devices to feed into advanced algorithms that can 

anticipate customer needs and configure propositions that are personal, meaningful and 

compelling – and for which householders will pay a premium. This is the high margin 

end of the value chain and it’s inevitably attracting the attention of Big Tech and other 

digitally-savvy brand-obsessed new entrants, which will use their superior data and 

analytics capabilities to offer auto-switching and data-driven services to capture market 

share. 

Utilities companies need to reinvent themselves, to see themselves as software 

engineering companies obsessed with the customer experience – or risk being 

disintermediated from the customer relationship altogether and instead staying behind 

the meter as a low-margin high-volume black box provider. 

Utilities now face a choice about which type of company they want to be – and with 

digital transformation already underway, the time to choose is now. 

By Simon Harvey, Digital Utilities Leader EMEA

Publicis Sapient is a digital transformation partner helping established 
organizations get to their future, digitally-enabled state, both in the way they work 
and the way they serve their customers. As digital pioneers with 20,000 people and 
53 offices around the globe, our experience spanning technology, data sciences, 
consulting and customer obsession – combined with our culture of curiosity and 
relentlessness – enables us to accelerate our clients’ businesses through designing 
the products and services their customers truly value.

For more information, visit publicissapient.com



Future of Utilities brings together the world's foremost innovators from 
electricity, gas and water to share disruptive ideas and insights.

Future of Utilities offers an array of content including:
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