
HEADLINE
HEADLINE
HEADLINE

A Utility Week 
report in 
association with 
PA Consulting

CREATING 
SUSTAINABLE

BUSINESSES
AND PRICES

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   1UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   1 09/06/2022   13:24:4609/06/2022   13:24:46



UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   2UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   2 09/06/2022   13:24:5009/06/2022   13:24:50

Introduction p3

1 Affordability –
the long-term view p7

2 Regulating for
fairness p13

3What does competition
look like in the future? p23

4Wholesale market reform –
sending all the right signals p29

5 Security of supply –
moving beyond targets p37

Conclusion p43

This report by Utility Week, in 
association with PA Consulting, 
proposes key reforms to enable the 
energy retail market to deliver for 
customers and net zero. It examines 
where action can be taken now 
on easing affordability pressures, 
evolving regulation and wholesale 
markets and ensuring a healthy, 
competitive energy retail market.

CREATING 
SUSTAINABLE
BUSINESSES
AND PRICES

3

CONTENTS

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   3UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   3 09/06/2022   13:24:5309/06/2022   13:24:53



Introduction p3

1 Affordability –
the long-term view p7

2 Regulating for
fairness p13

3What does competition
look like in the future? p23

4Wholesale market reform –
sending all the right signals p29

5 Security of supply –
moving beyond targets p37

Conclusion p43

This report by Utility Week, in 
association with PA Consulting, 
proposes key reforms to enable the 
energy retail market to deliver for 
customers and net zero. It examines 
where action can be taken now 
on easing affordability pressures, 
evolving regulation and wholesale 
markets and ensuring a healthy, 
competitive energy retail market.

CREATING 
SUSTAINABLE
BUSINESSES
AND PRICES

3

CONTENTS

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   3UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   3 09/06/2022   13:24:5309/06/2022   13:24:53



These failures came on the back of dramatic 

hikes in the wholesale gas market but this was 

the catalyst, not the root cause of these failures. 

Many of the companies that exited the market had 

built their success on unsustainably low prices put 

forward in the hope of attracting customers on 

price, but keeping them based on great customer 

service. Some used consumer credit balances to 

fund their working capital requirement and had 

little fi nancial resilience or long-term planning 

to cope with volatility in the market. This was 

far from the whole picture though, with some 

“Market reform is a deeply unsexy 
subject”. This far from encouraging 
summary comes from a policy expert 
on being asked how to communicate 
to government the signifi cant benefi ts 
of reforming the energy retail market. 
They could also have added that it is 
expensive (at least in terms of upfront 
costs), cumbersome and incredibly 
complicated. And, of course, there 
is no guarding against unintended 
consequences – the history of energy 
is litt ered with the corpses of well-
intenti oned schemes which through 
design or executi on failed to deliver the 
promised benefi ts.

All of this is true – and yet there is simply no 

option but to face head on the uncomfortable 

truth that the energy retail market is broken 

and needs to be fi xed. Between August 

2021 and March 2022, 31 suppliers went 

into administration with around four million 

customers displaced. The costs of these failures 

are estimated at £2.6 billion – around £94 per 

customer. Meanwhile, the nationalisation of 

Bulb, through the Special Administration Regime, 

tapped the taxpayer’s pocket to the tune of 

another £1.7 billion. 4
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sustainable and well-run businesses finding 

themselves fenced in by a price cap that was 

suddenly entirely unrepresentative of the soaring 

prices they were paying for power. 

The cap, which was introduced in 2019, has 

to an extent shielded customers from the worst 

of the pain of gas price hikes, which have been 

exacerbated by the conflict in Ukraine. However, 

this was temporary relief, with the cap seeing an 

eye-watering 54% increase in April 2022 to take it 

to £1,971 for those on default tariffs and topping 

£2,000 for customers on pre-payment meters. 

The interviews in this report were conducted 

prior to the Chancellor of the Exchequer’s 

announcement on 26 May of a £15 billion plan 

to help households cope with these spiralling 

costs. This move answered some of the calls that 

emerged from the interviews for government to 

take decisive action ahead of October. While this 

help has been warmly welcomed by the sector, it 

only highlights the need for longer-term reform 

to tackle the underlying issues exacerbating the 

volatility of prices. It is a positive sign that Rishi 

Sunak explicitly acknowledged the link between 

rising energy costs and “the way our market works”. 

We now call on him to turn this rhetoric into reality 

by considering the recommendations of this report.

Utility Week launched the Energy Reset 

campaign with the aim of using the crisis in 

energy retail and now more widely around the 

cost of living as an opportunity to highlight the 

need for reform of the market. This report, 

produced in association with PA Consulting, 

presents a series of recommendations (see 

summary to the left) to begin this urgent process, 

based on interviews with sector leaders and 

independent experts. The reforms called for will 

ultimately cut costs for consumers, create jobs 

and aid the transition to net zero.

The UK’s competitive retail energy sector has been 
rightly held up as a success story and it is patently  
clear that the sector has been reshaped over the  
past half decade or so by competitive forces.

Differentiated retail energy business models and the impact of the 

energy transition on consumer energy have recreated how customers 

think about their energy suppliers. In response energy retailers, both 

new and established, have had to examine the fundamentals of their 

brand, customer service and use of technology. 

Recent events have highlighted structural challenges and shortcomings 

across the board but have also created a perfect storm of consumer 

interest in energy. There has never been a better time to reframe the 

market for customers, for our security of supply and in pursuit of net 

zero. The findings of this report both support the need for change, and 

offer specific suggestions for action.”

Amy Marshall, Head of Consumer Energy, PA Consulting

While the Chancellor’s £15 billion support is to be applauded, it is 

a blunt tool and, despite specific measures for those on benefits, 

a more targeted approach to helping vulnerable customers with 

their energy bills is needed. There is strong support for a social 

tariff, perhaps tied initially to the Warm Home Discount but 

ultimately as a replacement for the price cap.

Other suggestions for reforming the price cap include moving it 

from an absolute to a relative cap, which moves with wholesale 

pricing within parameters to be defined. Many interviewees 

were in favour of its ultimate removal but if it is to remain, as the 

government has suggested, then it must be reformed to reduce 

the risks to retailers including those associated with hedging, 

which has caused companies to fail.

KEY FINDINGS
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However, change cannot come about 

through reform of the energy retail market in 

isolation. The work to ensure a retail market fit 

for the future will be a core part of tackling the 

much discussed – and suddenly very topical – 

energy trilemma of balancing net zero, security 

of supply and affordability. This requires much 

wider reform to ensure the wholesale market 

reflects the falling price of renewables and 

that decarbonisation measures support a rapid 

rollout of green power as well as incentivising 

demand-side response. 

There are numerous pleas within this report 

for urgency. If there is one topline message to 

impart it is that change cannot be postponed 

any longer. Reforms need to be measured and 

considered, looking to mitigate the impacts 

on consumers both in the short term and over 

longer horizons, with the needs of the most 

vulnerable an absolute priority. Summer 2022 

is a golden opportunity to launch a bold and 

positive vision of energy retailers as enablers of 

decarbonisation for millions across the UK.

The Energy Security Bill, announced in the 

Queen’s Speech in May, offers the mechanism 

to make these changes. Many interviewees told 

us that the government is currently in “listening 

mode” on its approach to energy policy, with 

a clear view on what the challenges are but 

with an array of possible solutions in front of 

it. The aim is for this report to play a role in 

that conversation and to make the case for a 

reformed energy retail market delivering for 

customers and net zero. 

KEY FINDINGS

 Reform of the retail market needs to ensure that businesses 

coming into the market are risking their own money and that no 

one is given a “free bet”.

 As part of its Review of Electricity Market Arrangements, the 

government must urgently tackle wholesale market arrangements 

that are currently not reflective of the rapidly falling costs of 

renewable generation. There is also a need to develop frameworks 

for locational pricing, although being mindful of the impact on 

volatility and the risk of a postcode lottery.

 A properly funded and executed national energy efficiency 

scheme is the clearest and fastest way to cut energy use and bills 

for millions. This could be delivered through an existing scheme 

such as the Energy Company Obligation scheme (Eco) but there is 

an urgent need to build the skills and the framework necessary to 

deliver at scale.

 The definition of a functioning competitive retail market needs to 

be broadened, away from switching rates and price, and towards 

measures of success that incorporate other factors including 

innovation, customer service, and supporting net zero.

 The government’s Energy Security Strategy is heavily focused on 

long-term steps but more attention is needed on the period 2025 

to 2035 when the UK faces a potential supply crunch as aging 

nuclear and gas plants must be retired. Short term measures to 

mitigate this supply crunch could include a more relaxed planning 

regime for onshore wind as well as further support for energy 

efficiency and flexibility.

6
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Methodology 

This report is based on interviews 

with energy retail leaders, Ofgem, 

consumer and trade bodies and 

independent experts conducted 

in April and May 2022. Initial 

fi ndings from these interviews 

were also discussed at a Chatham 

House roundtable held in May. We 

would like to thank all those who 

contributed to the research and have 

pledged support for the campaign.

Nothing is more important to 
our society and well-being than 
a secure clean supply of energy. 
Maintaining our longer-term 
security of supply has and always 
will be a political issue. 

Our energy system can only be 
insulated from the worst of global 
macro-economic events if we 
become more self-reliant, and more 
effi cient in our use of energy. One 
lesson from our current situation is 
that we need a faster path to home-
grown renewable energy generation 
sources, the time is right to seize the 
opportunity and put in place a road 
map of reform that mitigates the 
risks to consumers both now and in 
the future. 

COMMENT

Liz Parminter
Head of Regulated Utilities
PA Consulting
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Announcing a package of measures to support 

households with the rising cost of living in May 

2022, Chancellor of the Exchequer Rishi Sunak 

spoke of a “collective responsibility” to help 

those hit hardest. The sentiment will have been 

warmly welcomed by the sector leaders and 

experts interviewed for this report prior to the 

announcement. Many had spoken of the “brutal” 

impact of energy prices, which are predicted to 

rise to £2,800 per year this October, without 

further support from government.

There was much to applaud in the 

government’s response, which directly 

addressed many of the concerns raised by the 

Energy Reset campaign. The bill rebate scheme, 

fi rst announced in February and to be delivered 

in October, was doubled from £200 to £400. 

Perhaps more signifi cantly the payment is now 

“unambiguously a grant”. Taken into account 

with the council tax rebate of £150 earlier this 

year and specifi c cost of living payments for 

the lowest-income households, pensioners and 

disabled people, this was a comprehensive and 

meaningful intervention by government. 

The decision to fund some of these measures 

through a windfall tax on oil and gas companies 

is also a pragmatic and welcome step. At the 

Energy Reset CEO roundtable, conducted in 

early May, there was consensus that these 

“supernormal profi ts” had to be taxed, despite 

any ideological concerns over single-issue levies 

(see box on p.9).

AFFORDABILITY –
THE LONG-TERM
VIEW

8
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pay their bills, we could multiply by three the level 

of help provided to those customers”. 

He adds: “We are advocating a targeted 

approach because the funds are obviously 

scarce so the fi rst thing is to review who 

is entitled to benefi t from that. It has to be 

long-term help, it has to be something that is 

refunded much later and possibly written off for 

some customers.” 

The arguments around short-term 

reductions on energy bills have been well-

rehearsed and the rationale for cutting VAT and 

moving green levies into general taxation have 

been extensively made as part of Utility Week’s 

wider Energy Reset coverage.

One area which So Energy co-founder 

Simon Oscroft believes merits further attention 

is targeting the standing charge component 

of the bill, which unfairly targets pre-payment 

customers and those not actually using energy 

but still being charged. Removing this element, 

or other fi xed elements of the bill, would have a 

direct benefi t on those who need help most as 

well as incentivising lower usage, he argues. 

As several commentators have pointed out, 

and Sunak himself acknowledged, no scheme of 

this scale will ever be perfect. In particular, the 

support put forward remains far too broad, with 

nothing specifi cally targeting fuel poverty or the 

risk of falling into it. The £400 grant in October 

will go to the wealthiest as well as the poorest 

households, with no mechanism for customers 

to decline the offer, or direct it to those most in 

need (Sunak instead suggested affl uent families 

donate the amount to charity).

The measures do, however, include a new, 

one-off payment of £650 to more than 8 million 

low-income households on universal credit, tax 

credits, pension credit and legacy benefi ts.

While not perfect, the support package 

is a signifi cant step and should be applauded. 

However, it is now vital that the momentum 

does not stall and that government engages 

meaningfully in the need for longer-term reforms 

that will directly reduce the consumption and the 

cost of energy.

For EDF’s managing director of customers, 

Philippe Commaret, the government has to shift its 

mindset away from temporary relief to look at the 

impact over a number of years. He says: “It’s not a 

short-term issue, it’s a long-term issue that we are 

facing. That’s the reason why the mechanism that 

has to be put in place by the government has to be 

thought through with this long-term perspective.” 

Speaking prior to Sunak’s announcement, 

Commaret discusses the need for help to be more 

targeted, saying that if October’s rebate (now 

grant) was directed at “just one-third of customers, 

those who are really suffering and struggling to 

Predicted level of 
energy price cap in 
October 2022

£2,800
£1,971
The level of the price cap in 
April 2022 after a 54% increase 

Nov 21 Dec 21 Jan 22 Feb 22 Mar 22 Apr 22 May 22 Jun 22 Jul 22 Aug 22 Sep 22 Oct 22 Nov 22 Dec 23 Jan 24

It’s a long-term issue that we 

are facing. That’s the reason why the 

mechanism that has to be put in place 

by the government has to be thought 

through with this long-term perspective.”

Philippe Commaret, managing director of customers, EDF
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Moving towards

a social tariff 

A model proposed by Scottish Power chief 

executive Keith Anderson, prior to the support 

package announcement, was for government 

to introduce a targeted defi cit fund in October 

so that anybody deemed to be in fuel poverty 

or classed as vulnerable, including those on 

pre-payment meters, would have £1,000 taken 

off their bills and put into a fund that would 

be repaid over the next 10 years. The Scottish 

Power boss suggests this could be spread across 

the consumer base or potentially partly funded 

by government. 

He describes this as “stage one” of a move 

from a price cap to a social tariff “when we get 

a bit more stability and a little less volatility in 

the market”. He envisages this as a discounted 

price, as opposed to a cap, that would apply to 

everyone covered by an agreed defi nition of 

vulnerability or fuel poverty, possibly aligned to 

the Warm Home Discount scheme. 

A windfall tax – 

the pragmatic solution

The announcement of an “energy 
profi ts levy” worth around £5 billion 
came as this report was going to press, 
aft er weeks of contradictory statements 
from ministers. 

The approach had been backed at the Energy 

Reset roundtable earlier in the month, with 

several CEOs arguing that concerns over the 

impact on investment were misplaced and that 

the oil and gas companies were “expecting this”.

However, there remains a question mark over 

whether the levy could be extended to electricity 

generation more widely. The Chancellor said on 

26 May he was still “evaluating” steps to take in 

response to the sector’s “extraordinary profi ts”.

The prospect of low-carbon generators being 

targeted over their own spike profi ts clearly 

concerns energy secretary Kwasi Kwarteng, 

who said on 24 May: “We are asking generators 

to deploy record amounts of capital to build the 

infrastructure we need to hit the net-zero target. 

That’s a challenging proposition.”

Encouragingly, the Chancellor seems to view 

wholesale market reform as the ultimate solution 

to keeping these profi ts under control, telling 

the House: “The price our electricity generators 

are paid is linked not to the costs they 

incur in providing that electricity but 

rather to the price of natural gas, which 

is extraordinarily high right now. Other 

countries such as France, Italy, Spain and 

Greece have already taken measures 

to correct this. As set out in the energy 

security strategy, we are consulting 

with the power generation sector and 

investors to drive forward energy market 

reforms and ensure that the price paid 

for electricity is more refl ective of the 

costs of production.” For more on our 

recommendations on wholesale market 

reform, see chapter 4.

We need to rethink 

completely what is the role for 

the price cap, which customers 

do we want to protect and what 

type of consequences it has on 

the customers that are unable 

to pay for their bills.”

Philippe Commaret, 
managing director of customers, EDF
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who said on 24 May: “We are asking generators 

to deploy record amounts of capital to build the 

infrastructure we need to hit the net-zero target. 

That’s a challenging proposition.”

Encouragingly, the Chancellor seems to view 

wholesale market reform as the ultimate solution 

to keeping these profi ts under control, telling 

the House: “The price our electricity generators 

are paid is linked not to the costs they 

incur in providing that electricity but 

rather to the price of natural gas, which 

is extraordinarily high right now. Other 

countries such as France, Italy, Spain and 

Greece have already taken measures 

to correct this. As set out in the energy 

security strategy, we are consulting 

with the power generation sector and 

investors to drive forward energy market 

reforms and ensure that the price paid 

for electricity is more refl ective of the 

costs of production.” For more on our 

recommendations on wholesale market 

reform, see chapter 4.

We need to rethink 

completely what is the role for 

the price cap, which customers 

do we want to protect and what 

type of consequences it has on 

the customers that are unable 

to pay for their bills.”

Philippe Commaret, 
managing director of customers, EDF

10
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whatever reason, the government seems very 

reluctant to put serious money into energy 

effi ciency. It’s crazy when you compare that to a 

commitment to eight new nuclear power plants, 

which will have no impact whatsoever on the 

current crisis.”

Ombudsman chief executive Matthew 

Vickers agrees that the UK is currently seeing 
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energy effi ciency measures, saying: “We are 
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sides, on both the supply and the demand side.”
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and what type of consequences it has on the 

customers that are unable to pay for their bills.” 
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would be that we're not in a situation like we 

are today where perversely, the least well off 

customers who are generally on prepayment 

end up paying more than people on quarterly 

direct debit.” He adds that retailers are in a good 

position to administer such a scheme, given they 

already handle initiative such as the Warm Home 

Discount and Eco.

However, Dhara Vyas, director of advocacy 

and programmes at Energy UK and former head 

of future energy services at Citizens Advice, 

warns the sector must take into account the 

fact that consumers’ circumstances are liable 

to change, as has been highlighted over the 

pandemic. She says: “One of the worries I think 

with anything like a social tariff would be around 

people being put in a position that they are never 

able to get out of, so whatever we do to help and 

protect people needs to be fl exible enough to 

respond to people’s changing circumstances. I 

think it’s absolutely right that it’s on the table but 

it’s also right that there’s lot of other options on 

the table too.”

Energy efficiency – 

the Cinderella solution

Throughout interviews with a variety of 

sources for this report and also at the roundtable 

held to discuss key recommendations, energy 

effi ciency was consistently highlighted as the 

most effective solution to drive down prices.

As Lewis puts it: “People talk about there 

being no silver bullets, but this is as close as you 

can get to one. It’s not immediate but it’s pretty 

quick. And it really will have a material and long-

term effect on not only reducing bills, but cutting 

CO2, making homes warmer, making a healthier 

environment for people to live and laying the 

foundations for future decarbonisation.”

However, attendees at the roundtable 

expressed frustration the government has 

missed multiple opportunities – from April’s 

Energy Security Strategy to the cost of living 

support package – to announce new measures to 

promote energy effi ciency. One chief executive 

lamented: “We have been talking to them for 

years and shown them all the data on the kind 

of impact energy effi ciency could have. But for 11
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Another attendee at the roundtable 

suggested that the criticism levelled at schemes 

such as the Green Deal in 2013 and 2020’s 

Green Homes Grant has fueled nerves within 

government around another attempt to tackle 

the problem. “There is a real reluctance to 

have another failure. No one wants their name 

attached to another disaster.”

Despite widespread criticism of the Green 

Homes Grant, Lewis is one of many who 

points out that the local authority element of 

it actually performed very well. He advocates 

expanding the Eco scheme, which sees suppliers 

take responsibility for promoting energy 

effi ciency measures for low-income, fuel poor 

and vulnerable households. He points to the 

potential for 20% to 25% bill savings for homes 

in energy effi ciency bands D and below if they 

were upgraded to C and above. 

It shows the scale of the challenge but also 

the opportunity to direct funds to an area that 

would immediately lead to reduced energy use 

and cheaper bills. Commaret says: “Is it worth 

investing £200 in each household or is it better 

if you have £1 billion to help half a million 

customers to insulate for the future against price 

increases? We believe that prices will remain 

very high. We believe it is more important to try 

to protect customers in the long-term rather 

than to have short-term actions which are 

purely giving money for customers to pay their 

bill.” Ultimately, Commaret argues: “We need 

households that are better insulated and reduce 

their need to consume energy.”

There have been a number of government 

schemes introduced over the years to try and 

better insulate consumers’ homes, yet Vyas 

believes these have been “fairly boom and bust” 

and “quite hard to implement”.

“It is absolutely bamboozling if you were 

to try and make changes to your home right 

now. It’s very diffi cult, it’s a market that is not 

regulated – it sits outside of the regulated 

energy market, there are at least different 12 

overlapping schemes that exist in this place, 

you don’t know who to trust…it’s just not good 

enough and these are the things that put people 

off,” she says.

The number of households 
in England classed as in fuel 
poverty in 2020 (the latest 
available government statistics)

The number of customers 
across the UK the End 
Fuel Poverty Coalition has 
estimated could be pulled 
into the definition this winter

of these would be households 
with children, the coalition 
has predicted

£2.5bn

8.5m

2.5m

The estimated annual cost to 
the NHS of dealing with the 
impacts of fuel poverty

3.16m
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Lewis says his company has installed 1.5 

million measures over the course of the scheme, 

but insists it needs to be better funded and more 

expansive. “The bigger it is, the more we can do. 

Now, the problem is, the government doesn't 

want to expand it under the same mechanism, 

because currently, it's funded on bills. And of 

course, when bills are going up anyway, you don't 

want to be putting more onto bills. So the way to 

do it is to fund it through general taxation.” The 

Eon boss envisages using schemes like Eco to 

help pump-prime the energy effi ciency market. 

“The good news is that we know energy 

effi ciency is a positive net present value,” he 

continues. “The problem is the people who 

benefi t most haven't necessarily got the money 

to invest up front and so what the government 

should do is either through subsidised schemes 

like Eco, or through some kind of scheme 

based around green mortgages, when people 

buy houses, they pump-prime it to make the 

investment happen, and then we will see positive 

return on that investment over decades.”

Octopus Energy’s director of regulation and 

economics Rachel Fletcher notes that energy 

effi ciency aligns perfectly with government 

objectives on levelling up and creating jobs, 

saying: “I want us to start talking about this as a 

source of jobs and investment in the UK because 

if we are going to retrofi t the homes of Great 

Britain, it can't be done as a cottage industry. It's 

got to be done as an industrial scale activity with 

massive investment in skills, technology, and the 

innovation to sort out things like homes with 

concrete fl oors. I’m not sure we’re always making 

that connection clear but when you look at it as a 

source of employment as well as having a massive 

impact on bills ultimately, it’s really compelling.”

Investing in effi ciency in itself however will 

not be enough as the UK transitions towards net 

zero and as Vyas observes, there is a strong case 

for introducing consumer advice services. She 

says: “We also need to fund proper independent 

advice and support in this space, we just don’t 

have it. So essentially anyone who I speak to 

might end up fl ogging me something and I don’t 

know if it’s the right thing for my house. UK 

housing stock is so diverse that actually it needs 

to be tailored, you need to be able to get decent 

independent advice and information. There 

need to be support schemes, including fi nancial 

support. We should be thinking about things like 

green mortgages.” April’s energy security strategy 

did pledge to launch a “comprehensive energy 

advice service” on its website to help customers 

understand their options, as well as additional 

telephone support and “local area advice”. 

The actions of government do not mean 
the affordability crisis is over. Even 
with the renewed fi nancial support, 
the context for customers has changed 
dramatically and organisations should 
be actively taking measures to prepare 
themselves to help customers navigate 
the coming months.

Businesses should conduct readiness 
reviews making sure that customer contact 
processes have the tools, processes and 
capacity to respond to increased customer 
contact. Preparedness activities should go 
beyond the short term, considering what 
strategies organisations should develop to 
prepare for a wide range of future outcomes 
including ones where energy prices are 
persistently volatile. We should all be wary 
of planning for a return to normality – it may 
never come.

The consensus on energy effi ciency now 
needs to turn into action with government 
and industry working together to improve 
the scope, certainty and ease of consumer 
access to energy effi ciency schemes. 
Contributions on the required policy 
and regulatory changes need to focus on 
overcoming the fear of another “failed” 
energy effi ciency scheme.”

COMMENT
of fuel poor 
households are 
not in receipt of 
qualifying benefits, 
according to the 
2021 Fuel Poverty 
Statistics 

46%

Jim Butler
Energy Retail Expert
PA Consulting
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REGULATING 
FOR 
FAIRNESS

“Ofgem’s regulatory failings also led to a culture 

where companies were free to fl out the rules.”

Ofgem is looking at further reform and wants 

to encourage a dialogue with the industry about 

what the energy retail market of the future will 

look like. As the regulator’s director of retail 

Neil Lawrence tells Utility Week: “Ofgem has 

been tightening up the rules to make the energy 

market more resilient to future price shocks. 

That includes robust stress testing for energy 

companies, strengthening existing controls and 

introducing a new fi nancial responsibility principle. 

We also expect customer service standards to be 

maintained and customer payments to be fair.

“We recently launched the fi rst in a series of 

market compliance reviews to assess whether 

recent direct debit increases are justifi ed. 

Other reviews will follow shortly to assess 

other aspects of vulnerability, affordability and 

customer service and drive improvements across 

the market. While we are not prejudging these 

reviews in what is often a highly complex area, 

we will not hesitate to act if we fi nd companies 

are falling short of their obligations.”  

The past 12 months have been an annus 

horribilis for energy retail and its regulator 

Ofgem. Forced to announce a painful increase 

in the price cap and calm fears over a spate of 

supplier failures, Ofgem chief executive Jonathan 

Brearley has cut an uncomfortable fi gure as he 

seeks to provide reassurance that the regulator 

has a route out of this complex crisis. 

It was never Ofgem’s intent to have a zero 

supplier-failure regime, as an independent 

report commissioned by Ofgem notes. 

However, many are now questioning whether 

Ofgem’s regulatory approach to the retail 

market of promoting competition , through 

encouraging entry of new suppliers and 

lowering barriers to entry, was suffi ciently 

balanced with a recognition of the 

associated risks . 

It was in 2019 that Ofgem brought in 

new rules on market entry, and also in 2021, 

to improve fi nancial resilience – but they 

were reforms that were too slow to prevent 

the collapses. Citizens Advice put it bluntly: 
14
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Other key fi ndings included:

In its pursuit of a more competitive market, 

the regulator did not seek evidence on 

trade-offs such as between competition and 

fi nancial resilience on an ongoing basis.

Ofgem did not suffi ciently test whether 

the economic incentives at the point of 

supplier entry and exit were aligned with the 

protection of customers’ interests.

Ofgem’s approach to assessing fi nancial 

resilience in the sector was found to have 

been “reactive rather than proactive”.

Ofgem did identify risks to the sector that 

could have been addressed with earlier 

intervention, but in some cases was slow to 

design new policies.

Part of Ofgem’s regulatory philosophy, 

reinforced by the policy environment, was 

that low barriers to entry would protect both 

existing and future consumers’ interests.

Responding to the publication, Ofgem 

said its board accepted the recommendations, 

many of which it was already implementing. 

Lawrence goes on to point out that Ofgem’s 

forward work programme for 2022/23 covers 

the future of the price cap, the introduction of 

mandatory half hourly settlements and wider 

thinking on its long-term retail strategy, which is 

expected to be updated later this year. He talks 

about the regulator’s vision of a retail market 

“that provides all consumers - including the 

disengaged - with reliable, carbon-free energy at 

least cost, supported by a regulatory environment 

that enables innovation and resilient market 

development, which works for consumers” 

So how fundamental should this regulatory 

reform be? And where do we go from here? It is 

acknowledged that the changes required aren’t 

necessarily in Ofgem’s gift and would need a 

change of government policy too. But three key 

themes are emerging:

The need to ensure that businesses coming 

into the market risk their own money.

Reform of the price cap to reduce the risks 

to retailers including those associated with 

hedging, which has caused companies to fail.

Introducing some form of social tariff/ or other 

mechanism to protect those on low incomes.

Keeping a tighter rein

on companies

Ofgem commissioned an independent 

report in January to review the root causes 

of the failures and its own role in them. This 

analysis, published in early May, chimed with the 

commonly held view that the regulator has been 

too reactive in its approach to assessing fi nancial 

resilience in the energy retail sector, as well as 

too slow to design new policies which address 

risk. It made a series of recommendations to 

strengthen Ofgem’s regulatory regime. It found 

regulation allowed prospective retailers to 

enter into the market on the basis of a “free 

bet” as they could grow to a considerable scale 

without committing a large amount of money. 

“By pursuing a high-risk/high-reward business 

model, such suppliers would benefi t from the 

upside, while being able to exit costlessly if the 

downside materialised,” it added.

Ofgem must reform its approach to 

enforcement to focus on rule-breaking impacting 

consumers and customer service, as well as 

technical breaches.” 

Alexander Belsham-Harris, principal policy manager, energy retail, 
Citizens Advice

enforcement to focus on rule-breaking impacting 

, 
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Lawrence says: “In order to help boost standards 

and resilience in the market, we have already 

tightened up requirements on existing and new 

suppliers. In 2019 we introduced new entry 

requirements and checks for suppliers coming 

into the market which resulted in only one 

supplier entering the market in 2021. 

“However, the supplier exits we have seen 

following the record increase in gas prices showed 

we need to go further and faster to reform 

the energy market and protect the interests of 

customers. We are moving quickly to make the 

necessary changes. In December we announced a 

package of further reforms including introducing 

robust stress testing for suppliers so they can’t 

pass inappropriate risk to consumers, for example. 

“We also set out plans to introduce 

requirements for supplier boards to undertake 

self-assessments of their management control 

frameworks and strengthened our assessments 

for those applying to enter the market. 

Following the finance model 

Citi zens Advice would like to see Ofgem follow the 
Financial Conduct Authority in introducing a new 
Consumer Duty. This, it says, would put more onus 
on suppliers to achieve good consumer outcomes, 
make it easier for the regulator to hold them to 
account, and fi ll key gaps in consumer protecti on as 
more complex energy products and services emerge. 

In energy this approach could build on existing protections 

by putting more onus on suppliers to raise standards and set 

a high-level expectation of behaviour. “Ofgem’s Standards of 

Conduct already do this to an extent, but the FCA goes further 

with requirements to ‘avoid foreseeable harm,” says Alexander 

Belsham-Harris, principal policy manager, energy retail. 

This could include harms that occur when suppliers fail, which 

Ofgem is seeking to tackle. It also adds a focus on supporting 

customers to pursue their objectives. In energy, these could include 

lower costs, higher comfort levels and lower carbon emissions.

Neil Lawrence, Ofgem’s director of retail, says that as it develops 

policy to improve fi nancial resilience, Ofgem is “looking across 

sectors to learn best practice and lessons on how other regulators 

may have approached similar questions. One example is the 

fi nancial sector. It is clear there are distinct differences between 

the energy retail sector and banking. However, there are useful 

lessons to be learned about policy approaches used for monitoring 

and responding to risks. For example, we recently introduced the 

stress testing on suppliers which are carried out on banks.”

We are looking across

sectors to learn best 

practice and lessons on how 

other regulators may have 

approached similar 

questions. One 

example is the

financial sector."

Neil Lawrence, director 
of retail, Ofgem

approached similar 
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balance sheet to fund their operations properly 

and to act as an absorber or a cushion when there 

are shocks in the market. Too many companies 

didn't have any equity and didn't hedge. And 

there was only one way that was going to end.”

Keith Anderson, of Scottish Power, agrees, 

saying: “There has to be a requirement that 

for anybody coming into the market they're 

putting in equity to ensure they have some 

fi nancial commitment and risk. We need to get 

rid of a market where you can come into it on 
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have to pick up the tab.

Eon’s Michael Lewis says regulatory reform 

has to ensure anyone in the market “is competing 

on a level playing fi eld and is putting their own 

or their shareholders’ money at risk, not putting 

customer money at risk. “It's about making sure 

that companies have suffi cient equity on their 
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Scrapping the price cap 

At the heart of the debate around regulation 

is the future of the price cap – which is not in 

Ofgem’s remit to remove. The Energy Security 

Bill announced in the Queen’s Speech included 

legislation to allow this to be extended beyond 

2023. A week after this announcement, Ofgem 

confi rmed it was pressing ahead with proposals 

for quarterly price cap revisions in the short 

term. However, for many interviewed for 

this report, there is a need for a fundamental 

reassessment of the aims of the cap and whether 

these are being achieved. 

The introduction of the price cap to protect 

those who weren’t engaging with the switching 

process has never been popular amongst 

retailers, though even ardent critics like Centrica 

came to accept it. But as wholesale prices 

have spiked, the cap has done little to protect 

consumers and government is having to look at 

alternative ways to help the least well off. 

“You need to move to a situation where 

regulators are looking at a series of indicators 

and if a company, for example, is selling a 

product at £200 less than everyone else and 

they're growing at twice the rate of anyone 

else, the regulator has the right to question 

if that is sustainable and ask the company to 

justify their actions.”

Anderson accepts that the industry itself has 

to be willing to accept this version of regulation 

and that “change is needed on both sides”.

EDF’s Philippe Commaret says the reforms 

need to include the protection of credit balances 

– which Ofgem has been consulting on. 

Lawrence points out that Ofgem recently 

published an open letter outlining emerging 

thinking around the scope of credit balances 

and Renewables Obligation (RO) payments 

to be protected, with specifi c approaches and 

mechanisms that can be used to achieve this and 

potential transition arrangements, ahead of a 

statutory consultation later in the spring.

Commaret adds: “I defi nitely expect Ofgem 

to implement measures to ringfence the credit of 

the customers. But for me the question is really 

the risk that suppliers are taking when they are 

hedging their customer portfolio and what is 

their capital adequacy to meet with their risks. 

The cost of the failed suppliers is mainly the cost 

incurred by hedging the customer portfolio when 

the wholesale market has increased. 

“In the future market, if Ofgem really wants 

to create strong incentives for competitors to 

compete in this market, and that is defi nitely 

what we want to do and participate in at EDF, we 

need to have the security that there is the right 

capital adequacy.”

However, Stephen Littlechild, who was the 

fi rst head of the Offi ce of Electricity Regulation 

from 1989 to 1998 and is now an academic at 

the universities of Birmingham and Cambridge, 

points out that if Ofgem does that, it will push up 

costs to companies, and the cost of monitoring, 

which in turn will mean higher prices.

The cost of 
dealing with 
supplier failures 
in 2021/22

£2.6bn

CLOSED
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Littlechild thinks the increasingly 

interventionist approach by government to the 

market is making it more and more diffi cult for 

it to operate, and for customers and suppliers 

alike to make their own judgments. “If you want 

to assist poorer customers, which is entirely 

understandable, then you provide some extra 

support for them, rather than distort the price 

mechanism and the competitive market.”

Littlechild is at odds with those urging full 

prudential regulation. “I'm not convinced that 

the previous Ofgem policy of letting companies 

in without strict controls on their credit was a 

bad policy. It allowed more innovation and better 

prices for many customers. So it's going to put up 

costs and prices if there is more heavy, prudential 

regulation.” He argues that the fall of Bulb was 

not necessarily a consequence of lax regulation of 

credit balances. On the contrary. “That’s more of 

Littlechild is one of those who has never been 

a fan and would like to see it abolished. He believes 

that the price cap has prevented competition and 

that it is the cap, rather than the unprecedented 

wholesale price increases, that is causing such 

havoc. “It’s destroyed the market, there is no 

market price,” he says. 

“Whatever you think about the kind of subsidy 

arrangements the government has put in place 

recently, it doesn't need the price cap to do that. 

And the price cap has serious disadvantages. It 

was set too tight, refl ecting the CMA’s assertion 

that there was a customer detriment of £2 billion 

pounds a year – which was a miscalculation. The 

adverse effects didn't show up initially, because 

wholesale costs were reducing, so that by the time 

the companies came to buy the wholesale product, 

it was at a lower price than Ofgem had assumed. 

But as soon as the wholesale prices turned round, 

then this unduly tight price cap kicked in and 

contributed to many of the supplier failures.

“I would argue also that particular hedging 

arrangements implicit in the cap were very costly. 

They were approaches that the large incumbent 

suppliers could take, but they weren't the hedging 

model that smaller entrants were taking, and it 

basically put them out of business. 

“So I don't believe it was a lack of hedging 

that pushed all the newer smaller suppliers out of 

business, it was that the particular way of hedging 

that they used was no longer viable with the price 

cap. So basically, the price cap has reduced variety 

and reduced competition and made the retail market 

much worse than it otherwise would have been.” 

We need to 

get rid of a market 

where you can come 

into it on a completely 

free bet because that's 

what has driven 

some of the 

most illogical 

behaviour." 

Keith Anderson, 
chief executive, 

Scottish Power
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And the price cap has serious disadvantages. It 

was set too tight, refl ecting the CMA’s assertion 
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pounds a year – which was a miscalculation. The 
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what I mean by that is you cannot offer deeply 

discounted products below a certain level below 

your higher price.

“That means the spread between the most 

expensive and the cheapest tariffs will be limited, 

so that you can't offer deeply discounted tariffs 

to new customers and leave your existing 

customers on relatively expensive tariffs.”

Lawrence says the price cap still has a role 

to play: “We know that record gas prices are 

putting an incredible strain on customers and the 

energy sector. One way we protect customers 

today is through the price cap, which ensures 

customers pay a fair price for energy and stops 

energy companies making excessive profi ts. 

“The price cap has to allow suppliers to pass 

on legitimate costs they face, especially when 

wholesale prices rise suddenly, to ensure that 

the energy market continues to function. 

“As a result, unfortunately the price cap had 

to increase on April 1, but it still ensures that 

customers pay no more than necessary. Equally, 

when wholesale prices fall, the price cap will ensure 

that these savings are passed onto customers. We 

are also changing the price cap to allow it to adapt 

more effectively to changing wholesale prices.”

a result of Ofgem’s policy in building the price cap 

on the assumption of basically a one-year or more 

hedging strategy. Bulb explained that it had a six-

month hedging policy and did not have access to 

one-year hedges.

“A six-month hedging policy would have been 

fi ne in the absence of the price cap. It's the price 

cap which has imposed an uneconomic hedging 

strategy on suppliers like Bulb and contributed 

to them going bust. I don't accept that Bulb’s 

strategy was necessarily unreasonable.”

While others may not voice such free market 

views, Lewis is one of those who would like to 

see a reform of the price cap, which he agrees 

has forced companies to hedge in certain ways. 

Rather than “an evergreen standard variable 

tariff” he would like to see consumers enter into 

annual fi xed-term contracts; this would mean 

that annually they would be asked whether they 

move to another tariff.

“The biggest problem we have now, when 

the wholesale price is way above the cap price, 

you create all sorts of risks for suppliers. If it's 

cold weather, you have to buy more power at 

the market price and sell it at the cap price. You 

create local basis risk, where the observation 

period for the price cap is slightly different from 

the period that we can actually hedge,” he says. 

“There's lots of technical issues around why 

that doesn't work. And you can solve a lot of 

them by moving to a contract market rather than 

SVTs (standard variable tariffs) . And at the same 

time, you take away the absolute price cap, and 

you put in a relative price (See next chapter). And 

The price cap has to allow 

suppliers to pass on legitimate costs they 

face, especially when wholesale prices 

rise suddenly, to ensure that the energy 

market continues to function."

Neil Lawrence, director of retail, Ofgem
20
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This idea of providing a basic level to all 

consumers at a low price and then getting them 

to pay top-up at market rates has been proposed 

by Challenging Ideas’ Laura Sandys and Jeff 

Hardy, a senior research fellow at the Grantham 

Institute - Climate Change and the Environment 

at Imperial College in London.

In a jointly authored paper they say: “We think 

now is the time to look at the essential dimension 

of energy provision – and differentiate it from the 

premium service. This distinction has emerged 

in broadband with the basic service delivered 

through a highly regulated pricing regime, with 

premium speeds offered in a vibrantly competitive 

and lightly regulated market.” 

Given Ofgem’s own analysis has shown that 

the introduction of the price cap has resulted 

in margins for even the biggest retailers of next 

to nothing, does Ofgem think it too tight? “The 

price cap allows suppliers to make a reasonable 

profi t from supplying energy but stops them 

from making excessive profi ts. Suppliers need 

to be able to make a reasonable profi t to refl ect 

the costs and risks they incur to operate in the 

market,” says Lawrence. 

“In the longer term, the best way of 

protecting customers from expensive and volatile 

gas prices is by boosting supplies of clean, more 

affordable and homegrown energy. Ofgem, 

working closely with the government, has a 

central role to ensure that the regulatory and 

policy framework is set up to ensure we hit net 

zero quickly and at the lowest cost to customers.” 

Help for vulnerable

customers

The Treasury’s cost of living support package 

unveiled in May answered many of the pleas for 

interviewees to urgently create a safety net for 

consumers ahead of October. However as Lewis 

puts it: “You need some more universal measures 

as well as targeted measures.”

Sustainability First associate Maxine Frerk 

would like to see a new mechanism introduced 

to provide a fairer way of charging which avoids 

putting so many fi xed costs on low-income 

households. “Doing that through provision of an 

essential level of energy that doesn't have the 

fi xed costs imposed on it would seem to me to be 

one way forward. We need that kind of radical 

conversation to do something very different.”

Making sure that 

those who enter the retail 

sector are financed properly 

and then reforming the price 

cap, would solve many of the 

sector’s problems. But that 

doesn't solve the problem of 

the huge price increase 

we saw in April, and 

the further price 

increase we're going 

to see in October.”

Michael Lewis, chief 
executive, Eon Uk
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are also changing the price cap to allow it to adapt 
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on the assumption of basically a one-year or more 

hedging strategy. Bulb explained that it had a six-

month hedging policy and did not have access to 

one-year hedges.

“A six-month hedging policy would have been 

fi ne in the absence of the price cap. It's the price 

cap which has imposed an uneconomic hedging 

strategy on suppliers like Bulb and contributed 

to them going bust. I don't accept that Bulb’s 

strategy was necessarily unreasonable.”

While others may not voice such free market 

views, Lewis is one of those who would like to 

see a reform of the price cap, which he agrees 

has forced companies to hedge in certain ways. 

Rather than “an evergreen standard variable 

tariff” he would like to see consumers enter into 

annual fi xed-term contracts; this would mean 

that annually they would be asked whether they 

move to another tariff.

“The biggest problem we have now, when 

the wholesale price is way above the cap price, 

you create all sorts of risks for suppliers. If it's 

cold weather, you have to buy more power at 

the market price and sell it at the cap price. You 

create local basis risk, where the observation 

period for the price cap is slightly different from 

the period that we can actually hedge,” he says. 

“There's lots of technical issues around why 

that doesn't work. And you can solve a lot of 

them by moving to a contract market rather than 

SVTs (standard variable tariffs) . And at the same 

time, you take away the absolute price cap, and 

you put in a relative price (See next chapter). And 

The price cap has to allow 

suppliers to pass on legitimate costs they 

face, especially when wholesale prices 

rise suddenly, to ensure that the energy 

market continues to function."

Neil Lawrence, director of retail, Ofgem
20

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   20UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   20 09/06/2022   13:25:2009/06/2022   13:25:20

This idea of providing a basic level to all 

consumers at a low price and then getting them 

to pay top-up at market rates has been proposed 

by Challenging Ideas’ Laura Sandys and Jeff 

Hardy, a senior research fellow at the Grantham 

Institute - Climate Change and the Environment 

at Imperial College in London.

In a jointly authored paper they say: “We think 

now is the time to look at the essential dimension 

of energy provision – and differentiate it from the 

premium service. This distinction has emerged 

in broadband with the basic service delivered 

through a highly regulated pricing regime, with 

premium speeds offered in a vibrantly competitive 

and lightly regulated market.” 

Given Ofgem’s own analysis has shown that 

the introduction of the price cap has resulted 

in margins for even the biggest retailers of next 

to nothing, does Ofgem think it too tight? “The 

price cap allows suppliers to make a reasonable 

profi t from supplying energy but stops them 

from making excessive profi ts. Suppliers need 

to be able to make a reasonable profi t to refl ect 

the costs and risks they incur to operate in the 

market,” says Lawrence. 

“In the longer term, the best way of 

protecting customers from expensive and volatile 

gas prices is by boosting supplies of clean, more 

affordable and homegrown energy. Ofgem, 

working closely with the government, has a 

central role to ensure that the regulatory and 

policy framework is set up to ensure we hit net 

zero quickly and at the lowest cost to customers.” 

Help for vulnerable

customers

The Treasury’s cost of living support package 

unveiled in May answered many of the pleas for 

interviewees to urgently create a safety net for 

consumers ahead of October. However as Lewis 

puts it: “You need some more universal measures 

as well as targeted measures.”

Sustainability First associate Maxine Frerk 

would like to see a new mechanism introduced 

to provide a fairer way of charging which avoids 

putting so many fi xed costs on low-income 

households. “Doing that through provision of an 

essential level of energy that doesn't have the 

fi xed costs imposed on it would seem to me to be 

one way forward. We need that kind of radical 

conversation to do something very different.”

Making sure that 

those who enter the retail 

sector are financed properly 

and then reforming the price 

cap, would solve many of the 

sector’s problems. But that 

doesn't solve the problem of 

the huge price increase 

we saw in April, and 

the further price 

increase we're going 

to see in October.”

Michael Lewis, chief 
executive, Eon Uk

21

2
REGULATING
FOR FAIRNESS

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   21UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   21 09/06/2022   13:25:2209/06/2022   13:25:22



electricity network operator to promise only to 

charge when grid capacity is available. Or even 

trading capacity allocation with other users on the 

network, including those on an essential service.”

Hardy envisages Ofgem setting the cost of 

the basic service, almost like a price capped unit, 

“which would be whatever the price of renewables 

in the most part would be, plus the cost of getting 

it from A to B – whatever reasonable profi t (is 

made) between here and there”. How low this 

would be would depend on whether the levies 

currently applied were added or not.

The pair argue that if properly regulated, 

the essential service could be provided at almost 

cost, thus delivering a true public service. The 

existing network capacity has already been paid 

for over the last 20 years. Another advantage 

is there would be no Supplier of Last Resort 

Mechanism. “By separating out the essential 

service obligation and it being delivered by a 

highly regulated business model that almost 

cannot go bust, the smearing of the costs of 

failure is not spread across consumers and there 

is never uncertainty of supply.”

They go on to explain that applying this 

“broadband” model to energy would mean 

homes would have a fi xed capacity connection 

to the network. Electricity supplied under this 

essential service could be price regulated and 

ideally inexpensive. 

“Because the capacity is fi xed, the network 

costs (impacts) should be known, fi xed and low, and 

in the main represent residual costs. As with faster 

speeds in broadband, the premium service would 

deliver customers more capacity to their homes 

and businesses with more of the fully loaded costs 

of network upgrade allocated to the user.”

It could also serve as a mechanism for driving 

the energy transition. “For those homes that 

need an enhanced energy service, for example 

if they have an electric vehicle (EV), which 

potentially doubles their capacity requirement, 

they would pay the additional network costs for 

increased capacity.

“However, it will be in the interests of the 

enhanced service provider to seek innovative 

solutions that minimise additional capacity 

costs. For example, striking a deal with the local 

You're going to 

have to have dynamic type 

pricing in one form or another, 

that varies throughout the 

day. Because otherwise, 

we'll end up building too 

big a system."

Je�  Hardy, senior fellow, Imperial College

Rise 
in the 
level 
of the 
price 
cap in 
April 
2022

54%
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They also point out that similar proposals 

have been suggested by many before, not least 

by Professor Sir Dieter Helm in the Cost of 

Energy Report published in 2017.

In terms of the price cap, Hardy says the 

move to a renewables-based system means that 

there is no real long-term future in the price 

cap because the market needs price signals that 

incentivise end users to follow the cheap power. 

“And so you're going to have to have dynamic 

type pricing in one form or another, that varies 

throughout the day. Because otherwise, we'll end 

up building too big a system. And it will be very 

ineffi cient. So there isn't a long-term future in 

the price cap. 

“That doesn't mean people won't get fi xed 

prices in the future - that will depend entirely on 

whatever deal they've struck with their supplier.”

Ultimately, Hardy and Sandys would like to 

see the nature of regulation change so that it 

becomes more anticipatory and allows for more 

market experimentation. 

They say that suppliers will need to offer 

more personalisation. Says Sandys: “You just can't 

get that at the moment because all suppliers, 

with a couple of notable exceptions, are pretty 

much the same beast. Everyone sells a standard 

tariff. So, we need some more experimentation, 

learning, and some failure in all of that, so that 

the regulator could work out how to regulate the 

different sorts of beasts that come forward and 

also how to protect consumers.”

To ensure that all customers can access 
affordable energy there needs to be 
urgent and fundamental reform to 
the current regulatory framework. 
Fortunately, a new Energy Bill presents 
a huge opportunity to implement the 
profound changes that are required and 
must not be wasted.

These reforms will have implications for all 
energy market players. We expect to see 
greater controls on who can participate in 
the market, and this will change the profi le 
of actors and the business models required 
for success. The regulator should expect to 
see its responsibilities revised – or at the very 
least clarifi ed – so that the consumer interest 
is never again relegated below the drive for 
competition. But at the same time, innovative 
and disruptive new business models must be 
able to access, survive and thrive in the market. 

And what of the price cap? Well, despite 
its imperfections, it is hard to see it being 
scrapped. It’s just too valuable to the 
regulator and government as a tool to 
protect consumers. This will disappoint many 
who would be happy to see the back of it, but 
this does not avoid the need for widespread 
change in how it is calculated, and how often 
it is reset. If it’s to exist it has got to be a 
mechanism that offers genuine protection 
customers, but not at the cost of driving 
viable companies out of business.

The story for consumers is clear. Without 
change to the regulatory framework, 
many within society including – but not 
limited to – the most vulnerable will 
no longer be able to access affordable 
energy. Pensioners keeping warm on 
buses can never be acceptable and 
therefore some form of cross subsidy, 
either within the energy system or 
through taxation, is inevitable. But how 
best to allocate costs is less clear and 
requires some elemental questions to 
be addressed. Not least of which is how 
can we meet net zero targets if the cost 
of switching from gas to electric heating, 
or from petrol to electric vehicles, is 
unaffordable to most households.

These are huge challenges for all of us 
with a passionate interest in the energy 
system. This is not a time for bystanders; 
we will have to commit our collective 
knowledge, our brightest thinking and 
our blood, sweat and tears to make the 
changes that are necessary. This is a 
commitment that PA is proud to make. 

COMMENT

James Veaney
Energy Regulation Expert
PA Consulting
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electricity network operator to promise only to 

charge when grid capacity is available. Or even 

trading capacity allocation with other users on the 

network, including those on an essential service.”

Hardy envisages Ofgem setting the cost of 
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“However, it will be in the interests of the 

enhanced service provider to seek innovative 

solutions that minimise additional capacity 

costs. For example, striking a deal with the local 

You're going to 

have to have dynamic type 

pricing in one form or another, 

that varies throughout the 

day. Because otherwise, 

we'll end up building too 

big a system."

Je�  Hardy, senior fellow, Imperial College

Rise 
in the 
level 
of the 
price 
cap in 
April 
2022

54%
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They also point out that similar proposals 
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customers, but not at the cost of driving 
viable companies out of business.
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WHAT DOES 
COMPETITION 
LOOK LIKE IN 
THE FUTURE? 

strategy in the summer of 2021, Utility Week 

reported widespread dismay from the sector at 

its focus on auto-switching as the best way to 

ensure disengaged customers are not left behind. 

The events of 2021, and the harsh new 

reality that has emerged in 2022, has changed 

this dynamic completely. While switching 

activity has started to pick up, there is simply 

nothing to choose from between the prices 

currently on the market. A glib indicator of the 

scale of change in the market was Uswitch’s 

decision to rebrand itself in marketing about its 

energy services as ‘U-stay-put’.

The view of a market in which retailers are 

incentivised to differentiate set out by Laura 

Sandys in the previous chapter is a far cry from 

the competitive landscape that currently exists.

For years Ofgem and the government have 

repeated the mantra that customers should 

constantly be on the lookout to switch to a 

cheaper deal. The rise of the price comparison 

websites (PCWs) and the cult of Martin Lewis 

have re-enforced this obsession with cheap 

prices, with switching rates highlighted as a 

primary indicator of a healthy competitive 

market. When BEIS published its energy retail 24
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He adds this would also need a very different 

approach from the regulator which “doesn’t 

really have a clear view on specialisation”. He 

points out that it has allowed some companies 

to operate outside of wider market rules by 

essentially turning a blind eye. As an example, 

he cites now defunct online-only retailer, Pure 

Planet, which operated outside of Ofgem’s rule 

that customers should be able to contact their 

supplier by phone. 

He says: “We think Ofgem could do more 

to be upfront about where it thinks there are 

benefi ts of companies specialising and where it 

thinks, ‘actually no, all companies need to do this, 

this way, because it's the best way to deliver to 

customers’." At the moment it doesn't really have 

that clear view of where it thinks specialisation 

should be allowed, versus where we need a sort 

of homogenous approach.”

For Citizens Advice, switching shouldn't 

be the only metric of success in the market but 

Belsham-Harris supports it as “an important 

feature of the market for some people as a way 

of saving money”. He says a wider conversation 

is needed about what a traditional energy 

consumer gets out of competition in the market. 

However, Richard Neudegg, head of 

regulation at Uswitch, told Utility Week’s 

Customer Summit in March that the appetite for 

switching remains “staggeringly high” and now 

includes many previously disengaged consumers 

waiting for the right opportunity. He sees the 

current situation as an opportunity for all players 

in the market, including PCWs, to evolve beyond 

a focus on price. He points to its accreditation 

scheme for green tariffs as one way in which 

Uswitch is highlighting other metrics customers 

can use to differentiate between suppliers. 

He warns that “consumer engagement is 

not guaranteed”, adding: “There is a real risk that 

consumers learn new habits and we don’t build on 

the good stuff we see in terms of engagement and 

transition that to the much bigger decisions around 

net zero. Ofgem and policymakers have to consider 

a bunch of really diffi cult trade-offs – supplier 

stability is really important but there is a risk that 

in the name of supplier stability we go too far in 

softening the level of competition. I don’t mean we 

want to return to progressively ridiculous pricing 

from a bunch of new entrants, but we are going 

to need incentives on suppliers and consumers to 

innovate and transition to new services and we’ll 

still need new entrants to change the game.” 

Energy UK’s Dhara Vyas describes a 

market predicated on switching as the primary 

measure of engagement as “not fi t for the 21st 

century”. Like Neudegg, she points to the “really 

exciting opportunities” that exist for consumers 

willing to engage with a fl exible energy system 

and envisages a world in which these are 

the incentives to switch as opposed to price. 

However, she caveats that it is vital consumers 

are not penalized if they do not want to engage 

with these types of services. 

Alex Belsham-Harris, of Citizens Advice, 

agrees that protections must be in place for 

those who do not have the confi dence to engage 

or for whom there is a fi nancial barrier. “We need 

to enable people to engage as much as possible, 

but also we can't really allow a situation where 

some people fall further and further behind 

everyone else. Politically it's unsustainable 

because people will think that decarbonisation 

efforts are making it unfair.”

At the moment customers 

simply don’t trust energy retailers – 

all they see is their bill going up and 

our name on the envelope."

Monica Collings, chief executive, So Energy

Dip in 
electricity 
supplier switches 
in 2021 compared 
to the year before

18%
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He adds this would also need a very different 

approach from the regulator which “doesn’t 

really have a clear view on specialisation”. He 

points out that it has allowed some companies 

to operate outside of wider market rules by 

essentially turning a blind eye. As an example, 

he cites now defunct online-only retailer, Pure 

Planet, which operated outside of Ofgem’s rule 

that customers should be able to contact their 

supplier by phone. 

He says: “We think Ofgem could do more 

to be upfront about where it thinks there are 
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thinks, ‘actually no, all companies need to do this, 

this way, because it's the best way to deliver to 

customers’." At the moment it doesn't really have 

that clear view of where it thinks specialisation 

should be allowed, versus where we need a sort 

of homogenous approach.”

For Citizens Advice, switching shouldn't 

be the only metric of success in the market but 

Belsham-Harris supports it as “an important 

feature of the market for some people as a way 

of saving money”. He says a wider conversation 

is needed about what a traditional energy 

consumer gets out of competition in the market. 

However, Richard Neudegg, head of 

regulation at Uswitch, told Utility Week’s 

Customer Summit in March that the appetite for 

switching remains “staggeringly high” and now 

includes many previously disengaged consumers 

waiting for the right opportunity. He sees the 

current situation as an opportunity for all players 

in the market, including PCWs, to evolve beyond 

a focus on price. He points to its accreditation 

scheme for green tariffs as one way in which 

Uswitch is highlighting other metrics customers 

can use to differentiate between suppliers. 

He warns that “consumer engagement is 

not guaranteed”, adding: “There is a real risk that 

consumers learn new habits and we don’t build on 

the good stuff we see in terms of engagement and 

transition that to the much bigger decisions around 

net zero. Ofgem and policymakers have to consider 

a bunch of really diffi cult trade-offs – supplier 

stability is really important but there is a risk that 

in the name of supplier stability we go too far in 

softening the level of competition. I don’t mean we 

want to return to progressively ridiculous pricing 

from a bunch of new entrants, but we are going 

to need incentives on suppliers and consumers to 

innovate and transition to new services and we’ll 

still need new entrants to change the game.” 

Energy UK’s Dhara Vyas describes a 

market predicated on switching as the primary 

measure of engagement as “not fi t for the 21st 

century”. Like Neudegg, she points to the “really 

exciting opportunities” that exist for consumers 

willing to engage with a fl exible energy system 

and envisages a world in which these are 

the incentives to switch as opposed to price. 

However, she caveats that it is vital consumers 

are not penalized if they do not want to engage 

with these types of services. 

Alex Belsham-Harris, of Citizens Advice, 

agrees that protections must be in place for 

those who do not have the confi dence to engage 

or for whom there is a fi nancial barrier. “We need 

to enable people to engage as much as possible, 

but also we can't really allow a situation where 

some people fall further and further behind 

everyone else. Politically it's unsustainable 

because people will think that decarbonisation 

efforts are making it unfair.”

At the moment customers 

simply don’t trust energy retailers – 

all they see is their bill going up and 

our name on the envelope."

Monica Collings, chief executive, So Energy
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affordability issue.” He says the risk of this is that 

it will make the energy transition more diffi cult 

as it will erode trust.

So Energy has long campaigned that one 

source of distrust has stemmed from the 

disparity between tariffs being offered by 

suppliers on price comparison websites and 

those available to existing customers. This 

so-called loyalty penalty emerged out of the 

Competition & Markets Authority (CMA)’s 

Energy Market Investigation in 2016 which 

recommended removal of the prohibition against 

exclusive tariffs. To counter the potential for 

disengaged customers to be excluded from 

the best deals, the CMA recommended that 

Ofgem introduce a database of these inactive 

customers, with rival suppliers invited to prompt 

them to re-engage. However, these plans 

were dropped when the decision was taken to 

introduce the price cap.

Building trust

The other side of the coin to competition 

is loyalty, with the ideal market conditions 

allowing consumers the opportunity to switch 

but with equal incentives to develop a long-term 

relationship with their supplier. 

For Monica Collings, chief executive of So 

Energy, this comes down to overcoming the 

trust defi cit with customers. She says: “At the 

moment customers simply don’t trust energy 

retailers – all they see is their bill going up and 

our name on the envelope. They’ve seen many 

suppliers fall out of the market over the past 

year, the subsequent negative headlines left 

right and centre and longer than usual waiting 

times because of the sheer volume of enquiries. 

There’s not much positivity about at the moment 

and that’s a real problem because ultimately, 

we're going to be the ones who are going into 

their homes and installing new kit to help them 

decarbonise and they're going to be looking to us 

to manage that kit remotely on their behalf. This 

needs an element of trust to work, so we have 

to talk about how we will rebuild this between 

customers and suppliers.”

For Ombudsman chief executive Matthew 

Vickers, there are questions over whether 

retailers are really set up to be directly dispensing 

state aid. He asks: “If we are starting to get into a 

space where we are expecting private businesses 

to do something that feels much more at times 

like social work, how are we going to help them 

with the data and the capability that they need 

to do that?” Vickers says from the conversations 

he has had with various consumer bodies, 

meaningful engagement on how to execute policy 

“was missing”.

He continues: “I think the risk of that is it can 

lead to a vicious circle, where it leaves suppliers 

exposed to trying to do something that they 

haven’t necessarily had the time to plan for, it’s 

not where their capabilities or their business 

model was designed for and they also can end 

up copping a lot of the fl ak for something that 

arguably is a social welfare issue, it’s a wider 
26
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Alongside the introduction of a market 

stabilisation fund in February, Ofgem banned 

suppliers from offering exclusive tariffs. The 

restriction is temporary but there has been 

speculation that the regulator will eventually 

make it permanent. However, when asked as 

part of this report, Ofgem’s Lawrence said: “We 

have introduced two short term and temporary 

measures to stabilise the market which we believe 

are in consumers’ interests. The intention is they 

will fall away this Autumn when we expect the 

risks they are protecting consumers from will be 

adequately addressed by reforms to the price cap. 

Nevertheless, we will have the ability to extend 

each measure through next winter if signifi cant.”

So Energy has been campaigning for a ban on 

exclusive tariffs for several years. Its co-founder 

Simon Oscroft says: “Exclusive tariffs offered 

on price comparison websites encourage a 

race to the bottom, in a really unhealthy way. 

Where its win win for those digitally engaged 

customers who constantly shop around but 

everyone else pays a little bit more. And a lot of 

those customers then end up being unhappy and 

inherently have to distrust suppliers because 

they’re not getting transparent information.

“How can we convince people to let us put 

up solar panels and control their devices when 

we can’t even be straight with them on the most 

basic question of ‘what is your cheapest tariff’?”

Former regulator Stephen Littlechild is not 

in favour of the loyalty cap, saying that it does 

not appear to be a priority for the majority of 

customers. He says: “If it’s made obligatory on 

all suppliers to follow this model then you're 

basically using regulation to impose a particular 

marketing approach that's been taken by a 

handful of companies at the expense of other 

suppliers, which doesn't seem to me a sensible 

way to go about creating a competitive market.” 

He adds that the loyalty cap means customers 

would be deprived of any cheaper deals they 

might have had and would end up being worse 

off, without any guarantee that loyal customers 

would be better off. “Indeed, the CMA’s 

judgement on Ofgem’s previous attempts to 

assist less active customers suggests that a 

loyalty cap would reduce competition.”

A market 

predicated on switching 

as the only real measure 

of engagement is not 

fit for the 21st century.”

Dhara Vyas, director of 
advocacy and programmes, 
Energy UK

The impact of the 
'loyalty penalty' 
per annum, according to 
the CMA's investigation

£2bn
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affordability issue.” He says the risk of this is that 

it will make the energy transition more diffi cult 

as it will erode trust.
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Competition & Markets Authority (CMA)’s 

Energy Market Investigation in 2016 which 

recommended removal of the prohibition against 

exclusive tariffs. To counter the potential for 

disengaged customers to be excluded from 

the best deals, the CMA recommended that 

Ofgem introduce a database of these inactive 

customers, with rival suppliers invited to prompt 

them to re-engage. However, these plans 

were dropped when the decision was taken to 

introduce the price cap.
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The other side of the coin to competition 

is loyalty, with the ideal market conditions 

allowing consumers the opportunity to switch 

but with equal incentives to develop a long-term 

relationship with their supplier. 

For Monica Collings, chief executive of So 

Energy, this comes down to overcoming the 

trust defi cit with customers. She says: “At the 

moment customers simply don’t trust energy 

retailers – all they see is their bill going up and 

our name on the envelope. They’ve seen many 

suppliers fall out of the market over the past 

year, the subsequent negative headlines left 

right and centre and longer than usual waiting 

times because of the sheer volume of enquiries. 

There’s not much positivity about at the moment 

and that’s a real problem because ultimately, 

we're going to be the ones who are going into 

their homes and installing new kit to help them 

decarbonise and they're going to be looking to us 

to manage that kit remotely on their behalf. This 

needs an element of trust to work, so we have 

to talk about how we will rebuild this between 

customers and suppliers.”

For Ombudsman chief executive Matthew 

Vickers, there are questions over whether 

retailers are really set up to be directly dispensing 

state aid. He asks: “If we are starting to get into a 

space where we are expecting private businesses 

to do something that feels much more at times 

like social work, how are we going to help them 

with the data and the capability that they need 

to do that?” Vickers says from the conversations 

he has had with various consumer bodies, 

meaningful engagement on how to execute policy 

“was missing”.

He continues: “I think the risk of that is it can 

lead to a vicious circle, where it leaves suppliers 

exposed to trying to do something that they 

haven’t necessarily had the time to plan for, it’s 

not where their capabilities or their business 

model was designed for and they also can end 

up copping a lot of the fl ak for something that 

arguably is a social welfare issue, it’s a wider 
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Alongside the introduction of a market 

stabilisation fund in February, Ofgem banned 

suppliers from offering exclusive tariffs. The 

restriction is temporary but there has been 

speculation that the regulator will eventually 

make it permanent. However, when asked as 

part of this report, Ofgem’s Lawrence said: “We 

have introduced two short term and temporary 

measures to stabilise the market which we believe 

are in consumers’ interests. The intention is they 

will fall away this Autumn when we expect the 

risks they are protecting consumers from will be 

adequately addressed by reforms to the price cap. 

Nevertheless, we will have the ability to extend 

each measure through next winter if signifi cant.”

So Energy has been campaigning for a ban on 

exclusive tariffs for several years. Its co-founder 

Simon Oscroft says: “Exclusive tariffs offered 

on price comparison websites encourage a 

race to the bottom, in a really unhealthy way. 
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up solar panels and control their devices when 
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A market 

predicated on switching 

as the only real measure 

of engagement is not 

fit for the 21st century.”

Dhara Vyas, director of 
advocacy and programmes, 
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The impact of the 
'loyalty penalty' 
per annum, according to 
the CMA's investigation

£2bn
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Scottish Power’s Keith Anderson believes 

much of the distrust of retailers has been driven 

by the “obsession” with switching on price. “This 

has driven the market to just focus on price 

differentiation as opposed to customer services. 

If you want to convince a consumer to invest 

in a heat pump that will take eight years to pay 

back, then a model based on price switching is 

completely counterintuitive. Why would I sign 

up for an eight-year contract with a company I 

think I'm going to jump away from in the next 

12 months?”

At the roundtable, there was an acceptance 

that companies need to build trust with 

customers but also a sense of frustration that 

energy retailers are so often demonised for 

supposed failings. 

One chief executive said: “There's a narrative 

around retail, in particular that goes back many, 

many years that somehow these people are not 

trustworthy. Look at what (energy secretary) 

Kwasi Kwarteng said about direct debits (in 

response to claims some suppliers were doubling 

It’s all relative

Many suppliers, including Eon and So 

Energy, support a move in the short-term to a 

relative as opposed to an absolute price cap. 

This was the model originally proposed by MP 

John Penrose, which would set a maximum 

mark-up between a supplier’s best competitive 

price and their default tariff. He has since 

updated his proposal to include what he 

describes as an “emergency circuit breaker” 

which would set an absolute cap if wholesale 

prices rise or fall sharply in a set period of time.

He points out there is now a live example of a 

relative price cap in the insurance market, where 

the FCA has introduced rules to end the practice 

of “price walking”.

There was signifi cant support for a relative 

price cap, if only as a temporary measure, 

among those interviewed for this report. Eon 

UK’s Michael Lewis said: “Moving to a relative 

price cap would take away the so-called loyalty 

penalty. It would also solve a lot of the other 

unintended consequences of the current price 

cap and the trust problem too.”

Moving to a relative price cap would take 

away the so-called loyalty penalty, so you don't need 

Ofgem’s ban. It would also solve a lot of the other 

unintended consequences of the current price 

cap and the trust problem, too.”

Michael Lewis, chief executive, Eon UK
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direct debits). Go back six months, we have 

Ofgem begging us to sit around the camp fi re 

and sing Kumbaya and telling us we’re all in it 

together and can we rescue all these customers 

of failing companies. Then as soon as a tabloid 

newspaper says we're somehow nefariously 

putting up direct debits - which by the way we 

weren’t - suddenly the government's on our 

backs saying you guys are behaving badly, we're 

going to enforce terrible punishment. And then 

they wonder why no one trusts the retailer.”

Another pointed to the myth that energy 

retailers are making huge profi ts while bills go up, 

saying: “I was watching the chairman of Tesco on 

TV complaining about his 4.5% profi t margins as 

being very diffi cult. Food is an essential but no 

one seems to care about supermarkets making 

fat profi ts. Whereas we’re constantly criticised 

when we aren’t even making any.”

The market 
share of 

large legacy 
suppliers, 

as of April 2022

71%

Despite the undoubted success of the UK’s 
competitive retail sector, what has become clear 
is that measuring the success of competition 
based on switching and price competition alone 
has driven some unhealthy outcomes that in the 
longer term have not served customers or the 
reputation of the sector well. 

But we should guard against recent events leading to an 
overcorrection, raising barriers to entry to an unfeasibly 
high level. Rather now is the time to rethink what 
competition means in a way that is far more nuanced 
and refl ects what customers need well beyond the blunt 
instrument of “today’s best tariff”. Cheaper today doesn’t 
mean cheaper in absolute terms.

Ensuring market access for different business models 
that enable participation and engagement with a 
spectrum of energy services and for all customers 
should be our goal. 

The old rhetoric of customers simply not caring enough 
about energy to engage with the market has been proven 
to be patently untrue – there is real brand loyalty and 
passion around some segments of the market even now.

Consumer interest in energy bills – even if as a result of 
price increases and business failures – means that the 
question of “how can I manage my energy usage” is at the 
forefront of more customers’ minds. Decarbonisation and 
the path to net zero are no longer sector issues but at the 
centre of the global stage. 

COMMENT

Ted Hopcroft 
Future Energy Expert
PA Consulting
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WHOLESALE 
MARKET REFORM – 
SENDING ALL THE 
RIGHT SIGNALS

Government’s low-key announcement, tucked 

away on page 25 of its Energy Security 

Strategy, that it would be undertaking “a 

comprehensive Review of Electricity Market 

Arrangements (REMA) in Great Britain” was 

one of the more welcome snippets in the April 

strategy document.

Like much of the strategy, this pledge was 

short on detail, but whatever the scope turns 

out to be, it announced that high-level options 

for reform would be set out this summer. Also 

promising was a further commitment to “join 

REMA up with our ongoing retail review to 

ensure that consumers fully benefi t from the 

next phase of our energy revolution, setting out 

plans before the next price cap period”. Again, 

vague, but still welcome given the need for 

joined-up thinking along the supply chain to drive 

change in the sector. 30
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As Fletcher points out, if you want to optimise 

the use of energy you need price signals that show 

where there’s scarcity or where there's an excess of 

supply over demand and where there's insuffi cient 

supply. She believes that in order get those price 

signals properly working, we need wholesale 

market reform and distribution charging reform. 

Big ticket items for driving more demand-

side response include decoupling the cost of 

renewables from the price of gas; having more 

localised electricity pricing; reforming network 

pricing; and then cracking on with introducing 

time-of-use tariffs.

A report compiled by Octopus and the 

Energy Systems Catapult in May estimated that 

wholesale market reforms could reduce total 

energy costs by £3 billion per year through more 

effi cient location and dispatch of generation and 

storage, and better use of network infrastructure.

Calls for review of the wholesale electricity 

market have been steadily getting louder as the 

slice of renewables on the grid has grown larger, 

highlighting a system that is ill-equipped for 

delivering a net-zero future. What’s more, the 

surge in energy prices in the wake of the Russian 

invasion of Ukraine has brought into sharp relief 

the pricing system for electricity and the need 

for an urgent rethink. The reliance on gas spot 

markets to set energy prices has been described 

by the MP and price cap campaigner John 

Penrose as “clearly bonkers”.

The Association for Decentralised Energy 

(ADE) was one of the fi rst to welcome the prime 

minister’s announcement of the review, saying at 

the time: “It is becoming increasingly clear that 

the UK’s current electricity markets cannot get 

the country to net zero. They cannot support 

the vast expansion of renewable electricity 

generation that is needed and they can’t bring 

forward the necessary levels of fl exibility to help 

balance the accounts and arrive at the most cost-

effective, zero carbon system. 

“We want to see reforms actively support and 

accelerate the deployment of decentralised energy 

technologies, with a particular focus on fl exibility 

to build a resilient, modern grid, and energy 

effi ciency to reduce long-term energy demand.”

Octopus Energy’s director of regulation and 

economics Rachel Fletcher concurs: “It feels like 

there is still a lack of clarity on what they're going 

to look at and what they want to achieve. We've 

got a very clear vision of what the future should 

look like in terms of a customer-centred, fl exible 

energy system where we're giving the customer a 

new way of keeping cost down - not just shopping 

around for a lower pence per kilowatt hour, not 

just using less energy by insulating their lofts, 

but by actually thinking about when they use 

energy and being paid to provide fl exibility to the 

system. We occasionally hear that message from 

government and Ofgem but we need to see them 

follow through in creating it.”

To Fletcher and many others, the solution 

rests in creating clearer pricing all along the 

supply chain, introducing signals that will help 

forge a fl exible electricity system by giving more 

weight to the demand side.

It feels to 

me like it's the kind of 

thing that we could 

still be debating in 

four years’ time. Lots 

of other countries 

have implemented 

locational, marginal 

pricing and done 

so successfully." 

Rachel Fletcher, 
director of economics 
and regulation, 
Octopus Energy

The 
proportion 
of electricity 
generation 
provided by 
renewables 
in 2021

40%
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generation (as compared to what was predicted) 

and actual demand as forecast by the electricity 

system operator (ESO). Those suppliers who have 

not purchased ahead of time will be subject to 

the potential short-term volatility as supply and 

demand balance is fi ne-tuned.

In the Balancing Mechanism, and particularly 

in the short-term markets, gas can be an 

expensive option for clearing the short term 

units a supplier needs to balance their supply 

with demand.  In that sense, gas is said to set the 

marginal price.

This matters because while the grid is 

becoming increasingly powered by renewable 

technologies with very low marginal costs, this 

is not necessarily being refl ected in the clearing 

prices in the short-term markets.

Some retailers are trying to get around this 

by entering into power purchase agreements 

(PPAs), buying power direct from renewable 

generators at a set price agreed over a long 

period, which provides a natural hedge against 

market volatility. But they still inevitably need 

to make short-term trades on the wholesale 

market, where gas-driven volatility is ultimately 

setting the prices. That means that the cost 

benefi ts of renewable generation are not being 

passed directly on to the customer.

Though there are at the moment limitations 

to what PPAs can deliver, Penrose feels that the 

way forward is for energy retailers to lock in 

long-term deals. “We need to create a market 

The role of gas in

market pricing

Although renewables make up 40% of the 

electricity market, natural gas is still responsible 

for 38% of electricity generation in the UK. 

Some interviewees pointed to what they see as 

the continuing signifi cance of gas in setting the 

marginal price in short-term markets as an area 

where further scrutiny is needed.

In the UK, the wholesale market for 

electricity is where generators (renewable and 

non-renewable) sell electricity to suppliers for 

particular periods of time. Suppliers buy their 

energy in the forward markets in anticipation 

of customer requirements and fi ne tune their 

positions through short-term markets and the 

balancing mechanism as they move closer to 

real time. In those short-term forward markets 

you would expect to see prices that refl ect the 

marginal cost of production for the system as a 

whole, taking into account the actual availability of 

Wouldn’t it be great if, for example, 

Octopus and Shell are competing against each 

other on the basis of portfolios of supply to 

consumers and one is able to provide better 

terms than another."

John Penrose, MP
32
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Decoupling renewables

and fossil fuel generation

A number of solutions are emerging for 

reform. One option is to decouple renewables 

from the wholesale market altogether - in 

effect having separate power markets. Another 

idea gaining traction is moving to a model of 

locational pricing which could see prices set at 

a much more local level, refl ecting the costs of 

generation from a local generator. 

Turning to the fi rst idea, Michael Grubb, 

professor of international energy and climate 

change policy at University College London, says 

that low-carbon generation including wind and 

solar, which is capital intensive but cheap to run, 

can be decoupled from the broader wholesale 

market into a ringfenced low-carbon renewable 

power pool. This would allow consumers to buy 

low-carbon electricity at something approaching 

the actual cost of producing it.

where that becomes normalised and retailers 

can do deals with a portfolio of suppliers. 

Wouldn’t it be great if, for example, Octopus and 

Shell are competing against each other on the 

basis of portfolios of supply to consumers and 

one is able to provide better terms than another. 

That’s how supermarkets work with food 

manufacturers and producers: it would be great 

to get to that point in energy.”

Jose Davila, director of Strategy at Eon, 

comments: “I don’t think there are quick and 

easy answers on the wholesale reform. But it’s 

great to see it in the Energy Security Strategy. At 

the moment, the energy market is still designed 

in the way it was when I joined the industry in 

1991. There have been a number of changes 

and previous attempts at market reform but that 

philosophy still remains. There’s a few dozen 

large dispatchable power stations. That power 

goes out on demand and the consumer fl ips 

the switch at the end of the transmission and 

distribution network, and the light comes on. It's 

still that design philosophy, but that is just not 

going to work for a net-zero transition.”

Lewis agrees: “If the marginal price is set 

by an ever-diminishing amount of gas, you are 

going.to end up in a situation where a very large 

amount of the wholesale cost is attributable 

only to a small amount of marginal plant, with 

generator companies earning a supernormal 

profi t. And that's what we're seeing at the 

moment. We have to try and reform that system 

so that it refl ects better the actual cost of 

generation rather than just the marginal cost of 

the marginal generator.” 

But he cautions: “We have to tread carefully. 

Designing a system that works well, keeps the 

light on, incentivises people to build and maintain 

plants is not straightforward. The government’s 

Review of Electricity Market Arrangements 

must address this issue so we design the 

right framework for delivering a zero carbon 

electricity system for 2035.”
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Wouldn’t it be great if, for example, 

Octopus and Shell are competing against each 

other on the basis of portfolios of supply to 

consumers and one is able to provide better 

terms than another."

John Penrose, MP
32
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Decoupling renewables

and fossil fuel generation

A number of solutions are emerging for 

reform. One option is to decouple renewables 

from the wholesale market altogether - in 

effect having separate power markets. Another 

idea gaining traction is moving to a model of 

locational pricing which could see prices set at 

a much more local level, refl ecting the costs of 

generation from a local generator. 

Turning to the fi rst idea, Michael Grubb, 

professor of international energy and climate 

change policy at University College London, says 

that low-carbon generation including wind and 

solar, which is capital intensive but cheap to run, 

can be decoupled from the broader wholesale 

market into a ringfenced low-carbon renewable 

power pool. This would allow consumers to buy 

low-carbon electricity at something approaching 

the actual cost of producing it.

where that becomes normalised and retailers 

can do deals with a portfolio of suppliers. 

Wouldn’t it be great if, for example, Octopus and 

Shell are competing against each other on the 

basis of portfolios of supply to consumers and 

one is able to provide better terms than another. 

That’s how supermarkets work with food 

manufacturers and producers: it would be great 

to get to that point in energy.”

Jose Davila, director of Strategy at Eon, 

comments: “I don’t think there are quick and 

easy answers on the wholesale reform. But it’s 

great to see it in the Energy Security Strategy. At 

the moment, the energy market is still designed 

in the way it was when I joined the industry in 

1991. There have been a number of changes 

and previous attempts at market reform but that 

philosophy still remains. There’s a few dozen 

large dispatchable power stations. That power 

goes out on demand and the consumer fl ips 

the switch at the end of the transmission and 

distribution network, and the light comes on. It's 

still that design philosophy, but that is just not 

going to work for a net-zero transition.”

Lewis agrees: “If the marginal price is set 

by an ever-diminishing amount of gas, you are 

going.to end up in a situation where a very large 

amount of the wholesale cost is attributable 

only to a small amount of marginal plant, with 

generator companies earning a supernormal 

profi t. And that's what we're seeing at the 

moment. We have to try and reform that system 

so that it refl ects better the actual cost of 

generation rather than just the marginal cost of 

the marginal generator.” 

But he cautions: “We have to tread carefully. 

Designing a system that works well, keeps the 

light on, incentivises people to build and maintain 

plants is not straightforward. The government’s 

Review of Electricity Market Arrangements 

must address this issue so we design the 

right framework for delivering a zero carbon 

electricity system for 2035.”

33

WHOLESALE 
MARKET REFORM –
SENDING ALL THE
RIGHT SIGNALS

4

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   33UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   33 09/06/2022   13:25:4909/06/2022   13:25:49



“Round four of the Contracts for Difference 

(CfD) process will generate roughly the same 

amount of electricity as demand from four 

million fuel-poor households yet they do not 

benefi t from the lower prices it will generate.”

Grubb says that the green power pool 

would then need to buy balancing services 

from the traditional wholesale market, which 

could be added onto bills. This would separate 

the marginal costs of the fossil fuel portion of 

the system and the renewable portion of the 

system, while ensuring that the latter pays for 

the balancing services required to guard against 

potential shortfalls in renewable energy output. 

“It could almost be treating the wholesale 

market as capacity market back up to the 

renewables system.”

Pooling the market works because 

renewables are far more effective if spread 

across the country while collective back-up 

offers enormous economic benefi ts which can 

be “too diffi cult” for a private entity to aggregate 

because individual suppliers’ contracts will have 

to be “too tailored”, he says. 

Prices on the renewable power pool would 

need to refl ect the average costs of renewable 

generation and a fl exibility component refl ecting 

the costs of the back-up. Grubb says that 

contracts with low-carbon generators could be 

long term, “maybe 5-10 years”. 

An objection to this proposal is that it is 

“messy”, he concedes, in that it undercuts the 

economic principle that marginal cost prices drive 

the economics of investment, and that companies 

can do this already to a certain extent with PPAs. 

He also acknowledges there is resistance 

from market incumbents. “Quite a lot of 

renewable contractors are happy because they 

have fat CfDs, so they have little appetite to drive 

this because it cuts a lot of windfall prices out of 

the system. To decarbonise effectively you have 

to give consumers the chance to buy low carbon 

stuff. Flaws in the existing wholesale market is 

why we have ended up with FITs (Feed-In Tariffs) 

and CfDs. A dual pool system creates scope for 

creating a more market-based system,” he argues. 

Dr Jeff Hardy, of Imperial College London, is 

also a proponent of “some sort of market splitting”. 

He suggests that as well as splitting markets for 

renewables and dispatchable technologies, like 

gas-fi red power stations to create an on-demand 

market, you could then split the retail side into 

those two same products. “So as a customer I 

might say, ‘I'm just going to take the cheap power, 

when it's available. And I'll sort myself out when 

it's not’. For example, they may have a battery or 

an EV with a vehicle to home charger 

The case for local pricing needs to be 

examined, not just by regions but right down to 

hundreds of nodes of electricity supply which we 

think will reflect how the system will evolve.”

Guy Newey, chief executive of the Energy Systems Catapult

The estimated reduction 
in annual energy costs 
as a result of wholesale 

market reform, according 
to research by Energy 

Systems Catapult

£3bn
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A move to localised pricing with wholesale 

electricity traded at local prices that vary at 

thousands of “nodes” around the country has the 

backing of National Grid ESO, which produced 

a report in May saying the current model of a 

blanket national wholesale price was “no longer 

fi t for purpose”. 

At present, power plant owners can sell 

their electricity on the national market, even if 

there are not enough cables to take that power 

to where there is consumer demand. That is 

forcing National Grid’s control room to pay wind 

and solar farms in remote locations to switch off 

at times when the network cannot cope and to 

pay expensive gas plants closer to consumers to 

switch on and replace them. These constraint 

costs, which are passed on to consumers via 

their energy bills, have risen sevenfold since 

2010 as more renewables have been built, 

hitting £1.2 billion in 2021. The ESO report 

forecasts that costs could hit £2.3 billion a year 

by 2026 without market reform. Trading from 

these nodes would tackle this issue, as power 

plants would get paid only for electricity that was 

needed locally or could be transmitted elsewhere 

via the cabling network. 

Localised pricing would encourage energy-

intensive industries to be located near wind farms 

around the coast or in Scotland to take advantage 

of cheap wholesale prices for electricity that 

might otherwise be wasted. “It would be great to 

get to a situation where we can cut local deals,” 

says Penrose, who describes it as “politically 

sensible and economically sensible”.

“These are customers who might value 

knowing exactly what they're getting - playing 

in all markets and just looking for a low average 

price. And they could sell their fl exibility into the 

on-demand market as well.” 

Generally, he thinks that the government 

should take as much complexity out of the 

market as possible, “so that anyone with an asset 

could provide value to the energy system, ideally 

by automation, where assets turn themselves on 

or off or up or down , in response to prices”. 

“Ultimately, this all comes down to what on 

earth the objectives of all of these markets are,” he 

says referring to markets like the capacity market 

and CfD, “and I think the objectives of the markets 

should be that they're zero carbon, ultimately - 

that's the national objective – and that they do 

provide security and resilience, so we don't have 

single points of failure, and so forth.”

Developing local markets 

“We've got a single national wholesale market 

that gives one price per half hour for the entire 

country. That feels crazy. It's a bit like sort of 

saying every seat on every airplane taking off at 

the same time of day is the same price, whether 

the fl ight is a high-demand route like Heathrow 

to Glasgow or a niche route like Guernsey to 

Southampton,” says Octopus’s Fletcher, one of 

those supporting a move to local pricing.

Guy Newey, chief executive of the Energy 

Systems Catapult, is also in favour of examining 

this option. “The case for local pricing needs to 

be examined, not just by regions but right down 

to hundreds of nodes of electricity supply which 

we think will refl ect how the system will evolve.” 

This option is used in New Zealand, Singapore 

and several United States markets. 

There's real political 

benefits to be had from 

engaging customers in this 

and giving customers another 

tool to leverage their energy 

costs. How you get from what 

we've got at the moment to 

something else, and what 

something else should look like, 

are not trivial matters." 

Rachel Fletcher, director of regulation and 
economics, Octopus Energy
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“Round four of the Contracts for Difference 

(CfD) process will generate roughly the same 

amount of electricity as demand from four 

million fuel-poor households yet they do not 

benefi t from the lower prices it will generate.”

Grubb says that the green power pool 

would then need to buy balancing services 

from the traditional wholesale market, which 

could be added onto bills. This would separate 

the marginal costs of the fossil fuel portion of 

the system and the renewable portion of the 

system, while ensuring that the latter pays for 

the balancing services required to guard against 

potential shortfalls in renewable energy output. 

“It could almost be treating the wholesale 

market as capacity market back up to the 

renewables system.”

Pooling the market works because 

renewables are far more effective if spread 

across the country while collective back-up 

offers enormous economic benefi ts which can 

be “too diffi cult” for a private entity to aggregate 

because individual suppliers’ contracts will have 

to be “too tailored”, he says. 

Prices on the renewable power pool would 

need to refl ect the average costs of renewable 

generation and a fl exibility component refl ecting 

the costs of the back-up. Grubb says that 

contracts with low-carbon generators could be 

long term, “maybe 5-10 years”. 

An objection to this proposal is that it is 

“messy”, he concedes, in that it undercuts the 

economic principle that marginal cost prices drive 

the economics of investment, and that companies 

can do this already to a certain extent with PPAs. 

He also acknowledges there is resistance 

from market incumbents. “Quite a lot of 

renewable contractors are happy because they 

have fat CfDs, so they have little appetite to drive 

this because it cuts a lot of windfall prices out of 

the system. To decarbonise effectively you have 

to give consumers the chance to buy low carbon 

stuff. Flaws in the existing wholesale market is 

why we have ended up with FITs (Feed-In Tariffs) 

and CfDs. A dual pool system creates scope for 

creating a more market-based system,” he argues. 

Dr Jeff Hardy, of Imperial College London, is 

also a proponent of “some sort of market splitting”. 

He suggests that as well as splitting markets for 

renewables and dispatchable technologies, like 

gas-fi red power stations to create an on-demand 

market, you could then split the retail side into 

those two same products. “So as a customer I 

might say, ‘I'm just going to take the cheap power, 

when it's available. And I'll sort myself out when 

it's not’. For example, they may have a battery or 

an EV with a vehicle to home charger 

The case for local pricing needs to be 

examined, not just by regions but right down to 

hundreds of nodes of electricity supply which we 

think will reflect how the system will evolve.”

Guy Newey, chief executive of the Energy Systems Catapult

The estimated reduction 
in annual energy costs 
as a result of wholesale 

market reform, according 
to research by Energy 

Systems Catapult

£3bn
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A move to localised pricing with wholesale 

electricity traded at local prices that vary at 

thousands of “nodes” around the country has the 

backing of National Grid ESO, which produced 

a report in May saying the current model of a 

blanket national wholesale price was “no longer 

fi t for purpose”. 

At present, power plant owners can sell 

their electricity on the national market, even if 

there are not enough cables to take that power 

to where there is consumer demand. That is 

forcing National Grid’s control room to pay wind 

and solar farms in remote locations to switch off 

at times when the network cannot cope and to 

pay expensive gas plants closer to consumers to 

switch on and replace them. These constraint 

costs, which are passed on to consumers via 

their energy bills, have risen sevenfold since 

2010 as more renewables have been built, 

hitting £1.2 billion in 2021. The ESO report 

forecasts that costs could hit £2.3 billion a year 

by 2026 without market reform. Trading from 

these nodes would tackle this issue, as power 

plants would get paid only for electricity that was 

needed locally or could be transmitted elsewhere 

via the cabling network. 

Localised pricing would encourage energy-

intensive industries to be located near wind farms 

around the coast or in Scotland to take advantage 

of cheap wholesale prices for electricity that 

might otherwise be wasted. “It would be great to 

get to a situation where we can cut local deals,” 

says Penrose, who describes it as “politically 

sensible and economically sensible”.

“These are customers who might value 

knowing exactly what they're getting - playing 

in all markets and just looking for a low average 

price. And they could sell their fl exibility into the 

on-demand market as well.” 

Generally, he thinks that the government 

should take as much complexity out of the 

market as possible, “so that anyone with an asset 

could provide value to the energy system, ideally 

by automation, where assets turn themselves on 

or off or up or down , in response to prices”. 

“Ultimately, this all comes down to what on 

earth the objectives of all of these markets are,” he 

says referring to markets like the capacity market 

and CfD, “and I think the objectives of the markets 

should be that they're zero carbon, ultimately - 

that's the national objective – and that they do 

provide security and resilience, so we don't have 

single points of failure, and so forth.”

Developing local markets 

“We've got a single national wholesale market 

that gives one price per half hour for the entire 

country. That feels crazy. It's a bit like sort of 

saying every seat on every airplane taking off at 

the same time of day is the same price, whether 

the fl ight is a high-demand route like Heathrow 

to Glasgow or a niche route like Guernsey to 

Southampton,” says Octopus’s Fletcher, one of 

those supporting a move to local pricing.

Guy Newey, chief executive of the Energy 

Systems Catapult, is also in favour of examining 

this option. “The case for local pricing needs to 

be examined, not just by regions but right down 

to hundreds of nodes of electricity supply which 

we think will refl ect how the system will evolve.” 

This option is used in New Zealand, Singapore 

and several United States markets. 

There's real political 

benefits to be had from 

engaging customers in this 

and giving customers another 

tool to leverage their energy 

costs. How you get from what 

we've got at the moment to 

something else, and what 

something else should look like, 

are not trivial matters." 

Rachel Fletcher, director of regulation and 
economics, Octopus Energy
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He adds: “Where there are sensible local 

deals to be done, it makes a lot of sense. If you 

want to reduce balancing payments, you need 

some way of minimising transmission costs, which 

will reduce cost for everyone overall.”

Others, although keen in principle, worry 

that it could create a postcode lottery of pricing. 

So Energy’s Simon Oscroft, chief executive and 

co-founder of So Energy, says that moving to 

localised trading could end up with all areas 

having a high volatility. “It would be interesting to 

see some good data analysis on what that might 

mean. Breaking down, what volumes of megawatt 

hours would be traded in these different markets. 

And whether that would be enough to have a 

stable clearing price for auctions. 

“I think that's the way you need to go. But 

that would solve for us the problem of building 

certain things in wrong places, and then picking 

up a much bigger tab in the years after they get 

built, when Grid says, ‘ok, we’ve got to make 

constraint payments over here but pay extra to 

turn on someone else located elsewhere’.” 

In April, Ofgem launched a review into 

potential models for local energy system 

operation, but recognised that: “Beyond these 

changes, we are likely to need wider changes 

to our wholesale electricity market to refl ect 

different local conditions.” 

Any move towards a local pricing model 

is unlikely to be uniformly welcomed. Energy 

generators have claimed it would increase the costs 

of achieving net zero by making it riskier to develop 

or run power plants, pushing up the cost of capital.

Octopus’s Fletcher takes a more pragmatic 

view and feels it’s something the sector needs to 

push on with now, even if the mechanism is not 

fully formed: “It feels to me like it's the kind of 

thing that we could still be debating in four years’ 

time. Lots of other countries have implemented 

locational, marginal pricing and done so 

successfully. There's a need for some actually 

quite quick Yes/ No decisions. And then to get 

on with sorting out the details and addressing 

legitimate concerns. If you can introduce a basic 

localised marginal pricing model you can refi ne it.”

Talking more widely about introducing price 

signals to bring in more demand-side response, 

she says: “There's real political benefi ts to be 

had from engaging customers in this and giving 

customers another tool to leverage their energy 

costs. How you get from what we've got at the 

moment to something else, and what something 

else should look like, are not trivial matters. We 

could easily spend three years talking about it. In 

the meantime, we've got loads of stuff being built 

on a system where there's no incentive or signal to 

help you locate that investment in the right place. 

Or to disincentivise you from building more wind 

in Scotland, which will push up constraint costs.” 

Wider charging reforms

to drive pricing signals

for quick wins

Another piece of the jigsaw in driving 

the energy transition is reforming network 

charges which then in turn would make it more 

attractive to retailers to offer time of use tariffs.

Maxine Frerk, also a director of Grid Edge 

Policy, says: “We want to reduce our reliance on 

gas, and make more use of our wind resources. 

We should therefore be encouraging customers 

to do things when there is more wind on the 

system and less gas on the system, rather than 

at peak time when we are most reliant on gas. If 

you do stuff overnight, you're more likely to be 

making use of wind resources.

“Apart from Octopus, no one else is 

embracing that model. And some of that is 

about getting the underlying signals right for 

the suppliers to offer time-of-use tariffs. At the 

moment, for example, network charges don't 

really refl ect the need to manage constraints on 

the network.” 

She adds: “Customers can understand 

that the price of gas has gone up, but they 

can't understand why the standing charges 

have gone up by something like 50%. A large 

part of that is to cover the costs of the failed 

suppliers. But it's also because Ofgem has 36
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restructured the network charges to put more 

on to a standing charge. So network charging 

is actually going in the opposite direction from 

what is needed.” 

Fletcher agrees that reform of network 

charging is vital. “There's a whole approach 

to network charging reform, at least at a 

distribution level, that you could be doing in a 

much more agile way where you're getting fast 

feedback and iterating,” she says. 

“In terms of the reform of the Distribution 

Use of System charges, if you really have the 

will you can move quite quickly and start to 

make load shifting amongst certain customer 

classes, in certain circumstances, the norm 

rather than the exception.”

She adds: “Time-of-use tariffs have to be 

more attractive and make it an obvious thing 

for retailers to be thinking about as an offering 

to their customers. At the moment, it's just 

Octopus and one or two others doing this as 

a proof of concept, with a loss leading tariff. 

We're learning a lot and it is allowing us to go 

and have grown-up conversations with DNOs 

and with ESO about how fl exibility markets 

should work.

“But for this to scale up we need a better 

wholesale market that is much more cost 

refl ective than the current single wholesale price.”

Ofgem gave the go ahead in April 2020 that 

the implementation of a half hourly settlement 

for consumer costs would take place over a 

period of four-and-a-half years and is to be 

completed by October 2025.

As a renowned architect once said: “Nothing 
is as dangerous in architecture as dealing with 
separated problems. If we split life into separated 
problems we split the possibilities to make good 
building art.” 

This is now the very challenge we must address if 
we are to achieve cohesive and impactful energy 
market reform. 

The industry is increasingly awash with competing 
ideas for change to better refl ect the rapidly 
evolving landscape of energy technologies, new 
business models, political imperatives and consumer 
needs. Some potentially positive reforms are 
already in-fl ight, such as fl exibility-market trials, 
half-hourly settlement, ESO restructuring and 
fi rst steps towards DSO. But the urgency, scale 
and complexity of the challenges now facing the 
market are far greater than was the case for all of 
the previous market reform programmes of the last 
30 years. Fragmented, incremental, or “bolt-on” 
changes will not suffi ce. 

The government and regulator should urgently 
establish an “Industry Design Authority” tasked 
with setting a coherent vision and blueprint 
for strategic industry change across wholesale, 
retail and networks policy, regulation and market 
structures. Only then can both new reform 
proposals and existing initiatives be integrated 
by design, prioritised and coordinated to deliver 
maximum benefi t and sustainable change for the 
sector and society. 

COMMENT

Gareth Forrester
Energy and Market Design Expert
PA Consulting

“We want 

to reduce our reliance 

on gas, and make 

more use of our 

wind resources. We 

should therefore 

be encouraging 

customers to do 

things when there 

is more wind on the 

system and less gas 

on the system, rather 

than at peak time 

when we are most 

reliant on gas."

Maxine Frerk, associate, 
Sustainability First
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He adds: “Where there are sensible local 

deals to be done, it makes a lot of sense. If you 

want to reduce balancing payments, you need 

some way of minimising transmission costs, which 

will reduce cost for everyone overall.”

Others, although keen in principle, worry 

that it could create a postcode lottery of pricing. 

So Energy’s Simon Oscroft, chief executive and 

co-founder of So Energy, says that moving to 

localised trading could end up with all areas 

having a high volatility. “It would be interesting to 

see some good data analysis on what that might 

mean. Breaking down, what volumes of megawatt 

hours would be traded in these different markets. 

And whether that would be enough to have a 

stable clearing price for auctions. 

“I think that's the way you need to go. But 

that would solve for us the problem of building 

certain things in wrong places, and then picking 

up a much bigger tab in the years after they get 

built, when Grid says, ‘ok, we’ve got to make 

constraint payments over here but pay extra to 

turn on someone else located elsewhere’.” 

In April, Ofgem launched a review into 

potential models for local energy system 

operation, but recognised that: “Beyond these 

changes, we are likely to need wider changes 

to our wholesale electricity market to refl ect 

different local conditions.” 

Any move towards a local pricing model 

is unlikely to be uniformly welcomed. Energy 

generators have claimed it would increase the costs 

of achieving net zero by making it riskier to develop 

or run power plants, pushing up the cost of capital.

Octopus’s Fletcher takes a more pragmatic 

view and feels it’s something the sector needs to 

push on with now, even if the mechanism is not 

fully formed: “It feels to me like it's the kind of 

thing that we could still be debating in four years’ 

time. Lots of other countries have implemented 

locational, marginal pricing and done so 

successfully. There's a need for some actually 

quite quick Yes/ No decisions. And then to get 

on with sorting out the details and addressing 

legitimate concerns. If you can introduce a basic 

localised marginal pricing model you can refi ne it.”

Talking more widely about introducing price 

signals to bring in more demand-side response, 

she says: “There's real political benefi ts to be 

had from engaging customers in this and giving 

customers another tool to leverage their energy 

costs. How you get from what we've got at the 

moment to something else, and what something 

else should look like, are not trivial matters. We 

could easily spend three years talking about it. In 

the meantime, we've got loads of stuff being built 

on a system where there's no incentive or signal to 

help you locate that investment in the right place. 

Or to disincentivise you from building more wind 

in Scotland, which will push up constraint costs.” 

Wider charging reforms

to drive pricing signals

for quick wins

Another piece of the jigsaw in driving 

the energy transition is reforming network 

charges which then in turn would make it more 

attractive to retailers to offer time of use tariffs.

Maxine Frerk, also a director of Grid Edge 

Policy, says: “We want to reduce our reliance on 

gas, and make more use of our wind resources. 

We should therefore be encouraging customers 

to do things when there is more wind on the 

system and less gas on the system, rather than 

at peak time when we are most reliant on gas. If 

you do stuff overnight, you're more likely to be 

making use of wind resources.

“Apart from Octopus, no one else is 

embracing that model. And some of that is 

about getting the underlying signals right for 

the suppliers to offer time-of-use tariffs. At the 

moment, for example, network charges don't 

really refl ect the need to manage constraints on 

the network.” 

She adds: “Customers can understand 

that the price of gas has gone up, but they 

can't understand why the standing charges 

have gone up by something like 50%. A large 

part of that is to cover the costs of the failed 

suppliers. But it's also because Ofgem has 36
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restructured the network charges to put more 

on to a standing charge. So network charging 

is actually going in the opposite direction from 

what is needed.” 

Fletcher agrees that reform of network 

charging is vital. “There's a whole approach 

to network charging reform, at least at a 

distribution level, that you could be doing in a 

much more agile way where you're getting fast 

feedback and iterating,” she says. 

“In terms of the reform of the Distribution 

Use of System charges, if you really have the 

will you can move quite quickly and start to 

make load shifting amongst certain customer 

classes, in certain circumstances, the norm 

rather than the exception.”

She adds: “Time-of-use tariffs have to be 

more attractive and make it an obvious thing 

for retailers to be thinking about as an offering 

to their customers. At the moment, it's just 

Octopus and one or two others doing this as 

a proof of concept, with a loss leading tariff. 

We're learning a lot and it is allowing us to go 

and have grown-up conversations with DNOs 

and with ESO about how fl exibility markets 

should work.

“But for this to scale up we need a better 

wholesale market that is much more cost 

refl ective than the current single wholesale price.”

Ofgem gave the go ahead in April 2020 that 

the implementation of a half hourly settlement 

for consumer costs would take place over a 

period of four-and-a-half years and is to be 

completed by October 2025.

As a renowned architect once said: “Nothing 
is as dangerous in architecture as dealing with 
separated problems. If we split life into separated 
problems we split the possibilities to make good 
building art.” 

This is now the very challenge we must address if 
we are to achieve cohesive and impactful energy 
market reform. 

The industry is increasingly awash with competing 
ideas for change to better refl ect the rapidly 
evolving landscape of energy technologies, new 
business models, political imperatives and consumer 
needs. Some potentially positive reforms are 
already in-fl ight, such as fl exibility-market trials, 
half-hourly settlement, ESO restructuring and 
fi rst steps towards DSO. But the urgency, scale 
and complexity of the challenges now facing the 
market are far greater than was the case for all of 
the previous market reform programmes of the last 
30 years. Fragmented, incremental, or “bolt-on” 
changes will not suffi ce. 

The government and regulator should urgently 
establish an “Industry Design Authority” tasked 
with setting a coherent vision and blueprint 
for strategic industry change across wholesale, 
retail and networks policy, regulation and market 
structures. Only then can both new reform 
proposals and existing initiatives be integrated 
by design, prioritised and coordinated to deliver 
maximum benefi t and sustainable change for the 
sector and society. 

COMMENT

Gareth Forrester
Energy and Market Design Expert
PA Consulting

“We want 

to reduce our reliance 

on gas, and make 

more use of our 

wind resources. We 

should therefore 

be encouraging 

customers to do 

things when there 

is more wind on the 

system and less gas 

on the system, rather 

than at peak time 

when we are most 

reliant on gas."

Maxine Frerk, associate, 
Sustainability First
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Energy Ombudsman’s Vickers warns of the 

risk of a “false dichotomy” being made between 

either concentrating on achieving net zero or 

dealing with fuel poverty, saying: “You can do both. 

If anything, you have to do both, the two will go 

hand in hand so it’s a complete false dichotomy or 

a straw man to try and force a choice between one 

or the other.” 

The issue was at the heart of April’s Energy 

Security Strategy and the announcement in May 

of the Energy Security Bill, the sector’s fi rst piece 

of legislation since 2013. These publications were 

praised for their ambition by our interviewees but 

criticised for failing to tackle volatility in the short 

Soaring wholesale gas prices have brought 

the energy trilemma – the need to balance 

decarbonisation, security of supply and energy 

costs – back into the public domain. However, 

Ofgem chief executive Jonathan Brearley is 

among those to highlight that the three objectives 

are no longer necessarily at odds with each other. 

Speaking at a renewables conference in May, 

he said: “For years, some have argued that you 

cannot move to a low-carbon and renewable 

energy system and at the same time keep costs 

down for consumers. I have to say that that 

argument no longer holds weight – the economics 

of energy have fundamentally changed.”

SECURITY
OF SUPPLY – 
MOVING 
BEYOND
TARGETS
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term and a perceived lack of urgency on linking 

renewables build-out to cheaper energy bills.

Michael Bradshaw, professor of global energy 

at Warwick University, argues that the UK’s 

energy security chickens are coming home to 

roost during the current crisis, saying: “The UK’s 

strategy has been premised on reliance on diverse 

sources of supply and on market signals. Having 

not set a suffi ciently high bar, we paid the price,” 

This heavy exposure to the vagaries of the 

international energy market means that the UK 

is potentially set for a “rude awakening”, he says: 

“We don’t have any fi rm contracts, we play the 

spot market.” 

Michael Grubb, professor of energy and climate 

change at University College London, was also 

dissatisfi ed with the “incoherent” Energy Security 

Strategy, saying: “It is limited and doesn’t address 

the fundamental issues in the energy system,

What also lets the strategy down is a 

continuing reliance on what Guy Newey of Energy 

Systems Catapult, describes as “targetry”. The 

document unveiled fresh targets of 24GW of 

nuclear capacity by 2050 in eight new power 

plants to be rolled out at a rate one per annum. 

It also added 10GW onto the already ambitious 

target in last year’s net zero ten-point plan to 

deliver 40GW of offshore wind by 2030, including 

up to 5GW generation by fl oating turbines. 

Meanwhile, the ambition on hydrogen was also 

ramped up, with a new goal of 10GW production 

by 2030, at least half of which will be green 

hydrogen produced by electrolysing water using 

renewable power.

John Penrose MP says an approach based on 

“more of everything” is “absolutely sensible” and 

while there are question marks about the costs 

of new nuclear, stresses government cannot wait 

until it has all the answers before it acts, adding: 

“Nobody would have guessed ten years that the 

cost of offshore wind could have come down like 

it has. There are an awful lot of questions about 

whether we can get prices down in the same way 

we have done with renewables.”

One target that is missing, mistakenly in 

the eyes of many, is that for onshore wind. The 

strategy watered down an internally mooted 

target of 30GW of onshore wind by 2030 to 

support for a ‘limited’ number of onshore projects 

that can demonstrate strong community support. 

April’s Energy Security 
Strategy set out a number of 
key targets, including:

24GW

to be built by 2050

of nuclear capacity by the 
mid-point of the century

Nuclear
power plants

estimated savings by 2050 
of creating a “more efficient, 
locally-responsive” 
electricity system

£10bn

8

ENERGY
SECURITY

Nobody would have 

guessed ten years that the

cost of offshore wind could 

have come down like it has. 

There are an awful 

lot of questions 

about whether 

we can get prices 

down in the same 

way we have 

done with 

renewables.”

John Penrose, MP
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dealing with fuel poverty, saying: “You can do both. 

If anything, you have to do both, the two will go 

hand in hand so it’s a complete false dichotomy or 

a straw man to try and force a choice between one 

or the other.” 

The issue was at the heart of April’s Energy 

Security Strategy and the announcement in May 

of the Energy Security Bill, the sector’s fi rst piece 

of legislation since 2013. These publications were 

praised for their ambition by our interviewees but 

criticised for failing to tackle volatility in the short 

Soaring wholesale gas prices have brought 

the energy trilemma – the need to balance 

decarbonisation, security of supply and energy 

costs – back into the public domain. However, 

Ofgem chief executive Jonathan Brearley is 

among those to highlight that the three objectives 

are no longer necessarily at odds with each other. 

Speaking at a renewables conference in May, 

he said: “For years, some have argued that you 
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term and a perceived lack of urgency on linking 

renewables build-out to cheaper energy bills.

Michael Bradshaw, professor of global energy 

at Warwick University, argues that the UK’s 

energy security chickens are coming home to 

roost during the current crisis, saying: “The UK’s 

strategy has been premised on reliance on diverse 

sources of supply and on market signals. Having 

not set a suffi ciently high bar, we paid the price,” 

This heavy exposure to the vagaries of the 

international energy market means that the UK 

is potentially set for a “rude awakening”, he says: 

“We don’t have any fi rm contracts, we play the 

spot market.” 

Michael Grubb, professor of energy and climate 

change at University College London, was also 

dissatisfi ed with the “incoherent” Energy Security 

Strategy, saying: “It is limited and doesn’t address 

the fundamental issues in the energy system,

What also lets the strategy down is a 

continuing reliance on what Guy Newey of Energy 

Systems Catapult, describes as “targetry”. The 

document unveiled fresh targets of 24GW of 

nuclear capacity by 2050 in eight new power 

plants to be rolled out at a rate one per annum. 

It also added 10GW onto the already ambitious 

target in last year’s net zero ten-point plan to 

deliver 40GW of offshore wind by 2030, including 

up to 5GW generation by fl oating turbines. 

Meanwhile, the ambition on hydrogen was also 

ramped up, with a new goal of 10GW production 

by 2030, at least half of which will be green 

hydrogen produced by electrolysing water using 

renewable power.

John Penrose MP says an approach based on 

“more of everything” is “absolutely sensible” and 

while there are question marks about the costs 

of new nuclear, stresses government cannot wait 

until it has all the answers before it acts, adding: 

“Nobody would have guessed ten years that the 

cost of offshore wind could have come down like 

it has. There are an awful lot of questions about 

whether we can get prices down in the same way 

we have done with renewables.”

One target that is missing, mistakenly in 

the eyes of many, is that for onshore wind. The 

strategy watered down an internally mooted 

target of 30GW of onshore wind by 2030 to 

support for a ‘limited’ number of onshore projects 

that can demonstrate strong community support. 

April’s Energy Security 
Strategy set out a number of 
key targets, including:

24GW

to be built by 2050

of nuclear capacity by the 
mid-point of the century

Nuclear
power plants

estimated savings by 2050 
of creating a “more efficient, 
locally-responsive” 
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£10bn
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Penrose understands why ministers 

have been reticent about adopting a more 

gung-ho approach to onshore wind projects. 

“If you try and impose it over the heads of local 

communities, it is incredibly divisive. Impose it on 

them and they will hate you for it.” 

Newey says that from an energy point of 

view, the absence of an onshore wind target 

is “disappointing” but acknowledges the local 

politics on this issue can be “vicious” and that the 

level of hostility to the technology “can’t 

be underestimated”. 

However, securing community buy in for such 

projects can be “incredibly powerful”, particularly 

if they can get a discount on their energy bills, as 

Octopus has proposed, says Penrose. 

Grubb though describes the government’s 

decision not to give stronger backing for onshore 

wind in the strategy as a “pathetic” outcome at 

a time of “national crisis”. What makes onshore 

wind so compelling in the context of the current 

of capacity set 
to come from 
solar by 2035 – up 
from 14GW at the 
moment

500TWh 
(terrawat hours) – 

potential hydrogen 
supply by 2050

heat pumps to be installed per year, 
unchanged from 2020’s target

the unchanged target 
for onshore wind

of capacity to 
come from offshore 
by 2030

14GW 70GW

10GW

600,000

50GW

an increase of 10GW 
on the previous target

5GW
of which will 
come from
floating wind

of hydrogen production 
targeted by 2030

For years, some have 

argued that you cannot move 

to a low-carbon and renewable 

energy system and at the same 

time keep costs down for 

consumers. I have to say 

that that argument no 

longer holds weight”. 

Jonathan Brearley, 
chief executive, Ofgem

energy system and at the same 

time keep costs down for 
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when there’s too much.” But the right incentive 

systems do not currently exist to reward efforts 

to address intermittency by developing storage, 

he says: “At the moment, the capacity and 

wholesale markets don’t give incentives for the 

major kind of storage we need.”

Bradshaw agrees. “The elephant in the room 

is fl exibility: coal is nearly gone and nuclear 

is long in the tooth.” Both the UK’s nuclear 

and many of its combined cycle gas turbine 

(CCGT) plants are nearing retirement, leaving 

a potentially huge fl exible generation gap to 

be plugged with renewables. “The only source 

of that fl exibility at the moment is gas because 

nuclear power stations don’t fl ex.”

This points again to the “mind the gap 

problem” that bedevils the strategy, Bradshaw 

says: “They’re setting targets for 2035 without 

thinking about how you get past 2025 and the 

real problem is 2025 to 2035.” 

crisis is that the technology has the potential 

to make a “signifi cant contribution in the next 

couple of years” if regulatory and planning 

procedures can be streamlined, he says: “We 

have a technology that could be set up in months 

that takes years because of planning.”

Winter’s gustier conditions mean onshore 

wind could make a particular difference in the 

winter when gas demand is tightest, Grubb adds. 

He is also sceptical about the ramped up target 

for offshore wind. The 2030 40GW offshore 

wind target was “already signifi cantly beyond” 

what is realistic, says Grubb: “I don’t think those 

targets are achievable: 40 was a stretch and 

50 is a stretch too far.” He also points out that 

the strategy offers no fall-back plan for what 

happens if the government’s offshore wind 

ambitions cannot be realised. 

Newey confesses nervousness about “never-

ending, ever increasing targetry around different 

technologies”, while Bradshaw says: “I don’t see 

the sense of taking already unrealistic targets and 

calling it a strategy. There is insuffi cient attention 

to short-term resilience and a lot of long-term 

target setting, but nothing about the medium-

term challenge that the UK energy system faces 

and the growing consequences of intermittency. 

We got an electricity supply strategy for 2030 to 

2040, so it is not fi t for purpose.”

The intrinsically intermittent nature of wind 

and solar becomes an increasing issue as reliance 

on these sources of power grows, Grubb says: “If 

you are serious about going for 50GW of offshore 

wind, the whole intermittency issue becomes big.” 

He cites modelling that shows even with 40GW of 

offshore wind there will still be periods equivalent 

to up to a tenth of the year when there will be 

more electricity than demand and an increasing 

number of times when the availability of low-cost 

renewable power is “bumping up” against the 

baseload that nuclear provides. 

“We need to get serious about intermittency 

and the two ends of the problem: back up and 

I don’t see the sense 

of taking already unrealistic 

targets and calling it a strategy. 

There is insufficient attention to 

short term resilience and a lot of 

long-term target setting, 

but nothing about the 

mediumterm challenge."

Professor Michael Bradshaw, 
Warwick University
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Penrose understands why ministers 

have been reticent about adopting a more 

gung-ho approach to onshore wind projects. 

“If you try and impose it over the heads of local 

communities, it is incredibly divisive. Impose it on 

them and they will hate you for it.” 

Newey says that from an energy point of 

view, the absence of an onshore wind target 

is “disappointing” but acknowledges the local 

politics on this issue can be “vicious” and that the 

level of hostility to the technology “can’t 

be underestimated”. 

However, securing community buy in for such 

projects can be “incredibly powerful”, particularly 

if they can get a discount on their energy bills, as 

Octopus has proposed, says Penrose. 

Grubb though describes the government’s 

decision not to give stronger backing for onshore 

wind in the strategy as a “pathetic” outcome at 

a time of “national crisis”. What makes onshore 

wind so compelling in the context of the current 
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when there’s too much.” But the right incentive 

systems do not currently exist to reward efforts 

to address intermittency by developing storage, 

he says: “At the moment, the capacity and 

wholesale markets don’t give incentives for the 

major kind of storage we need.”

Bradshaw agrees. “The elephant in the room 

is fl exibility: coal is nearly gone and nuclear 

is long in the tooth.” Both the UK’s nuclear 

and many of its combined cycle gas turbine 

(CCGT) plants are nearing retirement, leaving 

a potentially huge fl exible generation gap to 

be plugged with renewables. “The only source 

of that fl exibility at the moment is gas because 

nuclear power stations don’t fl ex.”

This points again to the “mind the gap 

problem” that bedevils the strategy, Bradshaw 

says: “They’re setting targets for 2035 without 

thinking about how you get past 2025 and the 

real problem is 2025 to 2035.” 

crisis is that the technology has the potential 

to make a “signifi cant contribution in the next 

couple of years” if regulatory and planning 

procedures can be streamlined, he says: “We 

have a technology that could be set up in months 

that takes years because of planning.”

Winter’s gustier conditions mean onshore 

wind could make a particular difference in the 

winter when gas demand is tightest, Grubb adds. 

He is also sceptical about the ramped up target 

for offshore wind. The 2030 40GW offshore 

wind target was “already signifi cantly beyond” 

what is realistic, says Grubb: “I don’t think those 

targets are achievable: 40 was a stretch and 

50 is a stretch too far.” He also points out that 

the strategy offers no fall-back plan for what 

happens if the government’s offshore wind 

ambitions cannot be realised. 

Newey confesses nervousness about “never-

ending, ever increasing targetry around different 

technologies”, while Bradshaw says: “I don’t see 

the sense of taking already unrealistic targets and 

calling it a strategy. There is insuffi cient attention 

to short-term resilience and a lot of long-term 

target setting, but nothing about the medium-

term challenge that the UK energy system faces 

and the growing consequences of intermittency. 

We got an electricity supply strategy for 2030 to 

2040, so it is not fi t for purpose.”

The intrinsically intermittent nature of wind 

and solar becomes an increasing issue as reliance 

on these sources of power grows, Grubb says: “If 

you are serious about going for 50GW of offshore 

wind, the whole intermittency issue becomes big.” 

He cites modelling that shows even with 40GW of 

offshore wind there will still be periods equivalent 

to up to a tenth of the year when there will be 

more electricity than demand and an increasing 

number of times when the availability of low-cost 

renewable power is “bumping up” against the 

baseload that nuclear provides. 

“We need to get serious about intermittency 

and the two ends of the problem: back up and 

I don’t see the sense 

of taking already unrealistic 

targets and calling it a strategy. 

There is insufficient attention to 

short term resilience and a lot of 

long-term target setting, 

but nothing about the 

mediumterm challenge."

Professor Michael Bradshaw, 
Warwick University

41

5
SECURITY OF 
SUPPLY – MOVING
BEYOND TARGETS

UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   41UWR PA consulting May22 MASTER V5 PRINT SPREADS.indd   41 09/06/2022   13:26:0009/06/2022   13:26:00



The UK has relatively well-developed LNG 

capacity, which is currently playing a valuable 

role in fi lling Europe’s gas stores as the continent 

seeks to wean itself off Russian supplies, via the 

interconnectors. However, if this gas is exported 

into European storage, there is “no guarantee” 

the UK will be able to get it without having to pay 

what could be highly infl ated prices on the spot 

market at the time. 

Re-opening Rough, perhaps to store natural 

gas substitute hydrogen, cannot be part of the 

UK’s “near term” solution, he acknowledges, 

given that Centrica has said the facility would 

not be available for hydrogen use until 2026, 

says Bradshaw: “If we had Rough, it wouldn’t 

make a huge difference but enables us to make 

more of our LNG capacity. At the moment 

because there is no storage to fi ll up, apart from 

what we use, the rest goes to interconnectors.

Don’t forget gas

In the context of net zero, the case for new 

gas-powered generation is clearly a sensitive 

issue but Bradshaw stresses that if European 

countries are serious about moving from 

Russian gas they have to make some diffi cult 

choices. “By far the most economic inter-

seasonal storage is molecules pumped into a 

cavern in the North Sea: the environmental 

movement needs to be more open to that”, 

he says. “I’m not bothered about gas plants if 

they are only running fi ve per cent of the year, 

maybe migrating to hydrogen or other forms of 

molecule-based storage.” 

Bradshaw also points to a lack of storage 

as a particular Achilles heel for the UK’s energy 

system. He was party to the decision making 

that led to Centrica’s recent closure of its Rough 

facility, which was by far the UK’s largest gas 

store prior to shutdown. 

“It comes back to who is going to pay. The 

market is not going to support it so again you 

are in a position where the government has to 

intervene. You will have physical security if you 

pay enough but one of the lessons is that you can 

no longer rely on the market to provide security. 

The answer may be more intervention and 

storage may be part of the answer.”

In this context of greater need for storage, 

looking at green hydrogen is “probably” a “no 

regrets” option, he says: “If you don’t do it, the 

costs won’t come down so you have to take a 

leap of faith.”

We’re suffering the 

consequences of the government 

rollback of energy efficiency over 

ten years that can’t be 

reversed overnight. 

What was done to 

energy efficiency is 

a tragedy.”

Professor 
Michael Grubb, 
University College 
London

reversed overnight. 

What was done to 

energy efficiency is 
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All roads lead to

energy efficiency

While opinions are divided within the sector 

on the relative merits of the measures set out in 

the Energy Security Strategy, there is agreement 

that energy effi ciency is the missing piece of the 

jigsaw (see Affordability chapter). 

The lack of measures to tackle energy 

effi ciency is a “lost opportunity”, says Grubb: 

“You can accelerate some of the household 

energy effi ciency programmes, but you run out 

of options that can deliver quickly. 

“We’re suffering the consequences of the 

government rollback of energy effi ciency over 

ten years that can’t be reversed overnight. What 

was done to energy effi ciency is a tragedy.”

Setting offshore wind and 
nuclear power at the centre 
of the future, decarbonised 
energy mix could reduce UK’s 
vulnerability to a highly volatile 
gas market in the long term.

However, the long lead-times of 
both technologies could leave the 
country exposed to high gas prices in 
the near term, when solutions that 
could deliver this decade have been 
left untapped; energy effi ciency is 
certainly a “lost opportunity”, but so 
is demand side response (DSR) at a 
domestic and non-domestic level. 

The much needed fl exibility to 
manage variability in a low carbon 
world, will come from several 
different sources, which together 
will have to replace the role of 
gas. There are several studies 
that demonstrate the potential 
growth of DSR, with some 
showing up to 10GW of domestic 
DSR by the end of this decade. 
There is clear momentum in the 
development of fl exibility markets 

as the development of innovative 
technologies and services by DNOs, 
aggregators and energy suppliers 
has increased consumers’ appetite 
to participate in fl exible markets 
and realise bill savings in the near 
term, creating a signifi cant technical 
potential for domestic and non-
domestic DSR. 

The Government has already stated 
that a transition to a smart and fl exible 
energy system is essential to maximise 
renewable generation and ensure the 
country meets Net Zero legislative 
targets at lowest cost. Engaging 
the consumers in this transition is 
paramount rather than just focusing 
on expensive supply-side solutions 
(GWs of new offshore wind and 
nuclear generation) that are expected 
to deliver in the next decade. 

What is needed though is to 
accelerate a number of enablers 
to unlock the market: smart meter 
roll-out, half-hourly settlement, 
electrifi cation of transport and heat 
to name a few. 

COMMENT

Agapi Papadamou
Future Energy Models Expert
PA Consulting
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The UK has relatively well-developed LNG 

capacity, which is currently playing a valuable 

role in fi lling Europe’s gas stores as the continent 

seeks to wean itself off Russian supplies, via the 

interconnectors. However, if this gas is exported 

into European storage, there is “no guarantee” 

the UK will be able to get it without having to pay 

what could be highly infl ated prices on the spot 

market at the time. 

Re-opening Rough, perhaps to store natural 

gas substitute hydrogen, cannot be part of the 

UK’s “near term” solution, he acknowledges, 

given that Centrica has said the facility would 

not be available for hydrogen use until 2026, 

says Bradshaw: “If we had Rough, it wouldn’t 

make a huge difference but enables us to make 

more of our LNG capacity. At the moment 

because there is no storage to fi ll up, apart from 

what we use, the rest goes to interconnectors.

Don’t forget gas

In the context of net zero, the case for new 

gas-powered generation is clearly a sensitive 

issue but Bradshaw stresses that if European 

countries are serious about moving from 

Russian gas they have to make some diffi cult 

choices. “By far the most economic inter-

seasonal storage is molecules pumped into a 

cavern in the North Sea: the environmental 

movement needs to be more open to that”, 

he says. “I’m not bothered about gas plants if 

they are only running fi ve per cent of the year, 

maybe migrating to hydrogen or other forms of 

molecule-based storage.” 

Bradshaw also points to a lack of storage 

as a particular Achilles heel for the UK’s energy 

system. He was party to the decision making 

that led to Centrica’s recent closure of its Rough 

facility, which was by far the UK’s largest gas 

store prior to shutdown. 

“It comes back to who is going to pay. The 

market is not going to support it so again you 

are in a position where the government has to 

intervene. You will have physical security if you 

pay enough but one of the lessons is that you can 

no longer rely on the market to provide security. 

The answer may be more intervention and 

storage may be part of the answer.”

In this context of greater need for storage, 

looking at green hydrogen is “probably” a “no 

regrets” option, he says: “If you don’t do it, the 

costs won’t come down so you have to take a 

leap of faith.”

We’re suffering the 

consequences of the government 

rollback of energy efficiency over 

ten years that can’t be 

reversed overnight. 

What was done to 

energy efficiency is 

a tragedy.”

Professor 
Michael Grubb, 
University College 
London
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All roads lead to

energy efficiency

While opinions are divided within the sector 

on the relative merits of the measures set out in 

the Energy Security Strategy, there is agreement 

that energy effi ciency is the missing piece of the 

jigsaw (see Affordability chapter). 

The lack of measures to tackle energy 

effi ciency is a “lost opportunity”, says Grubb: 

“You can accelerate some of the household 

energy effi ciency programmes, but you run out 

of options that can deliver quickly. 

“We’re suffering the consequences of the 

government rollback of energy effi ciency over 

ten years that can’t be reversed overnight. What 

was done to energy effi ciency is a tragedy.”

Setting offshore wind and 
nuclear power at the centre 
of the future, decarbonised 
energy mix could reduce UK’s 
vulnerability to a highly volatile 
gas market in the long term.

However, the long lead-times of 
both technologies could leave the 
country exposed to high gas prices in 
the near term, when solutions that 
could deliver this decade have been 
left untapped; energy effi ciency is 
certainly a “lost opportunity”, but so 
is demand side response (DSR) at a 
domestic and non-domestic level. 

The much needed fl exibility to 
manage variability in a low carbon 
world, will come from several 
different sources, which together 
will have to replace the role of 
gas. There are several studies 
that demonstrate the potential 
growth of DSR, with some 
showing up to 10GW of domestic 
DSR by the end of this decade. 
There is clear momentum in the 
development of fl exibility markets 

as the development of innovative 
technologies and services by DNOs, 
aggregators and energy suppliers 
has increased consumers’ appetite 
to participate in fl exible markets 
and realise bill savings in the near 
term, creating a signifi cant technical 
potential for domestic and non-
domestic DSR. 

The Government has already stated 
that a transition to a smart and fl exible 
energy system is essential to maximise 
renewable generation and ensure the 
country meets Net Zero legislative 
targets at lowest cost. Engaging 
the consumers in this transition is 
paramount rather than just focusing 
on expensive supply-side solutions 
(GWs of new offshore wind and 
nuclear generation) that are expected 
to deliver in the next decade. 

What is needed though is to 
accelerate a number of enablers 
to unlock the market: smart meter 
roll-out, half-hourly settlement, 
electrifi cation of transport and heat 
to name a few. 

COMMENT

Agapi Papadamou
Future Energy Models Expert
PA Consulting

SECURITY OF 
SUPPLY – MOVING
BEYOND TARGETS
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A politician attending May’s Energy Reset 

dinner stressed that Summer 2022 presents an 

unmissable window of opportunity to show this 

decisive leadership.

They said: “I don’t mean introducing more 

consultations but acting this summer so that you 

go into the winter with a plan. 

“If we miss that opportunity then the 

Treasury simply will not have the resources to fi x 

the problems caused.” 

It is vital that these warnings are taken 

seriously and the government ceases to see 

energy retailers as the problem but instead part 

of the solution. The recommendations in this 

report are ultimately about creating sustainable 

businesses and price, as our title indicates. Fixing 

the energy retail market – as part of the wider 

reforms presented in these pages – is the only 

way to ensure bills are brought down and that 

customers are given the tools they need to play 

their crucial role in decarbonisation.

This work will not be easy, it will not be 

cheap and it will not be quick. But these are 

conversations that have been avoided for too 

long. The stark truth is that there is simply no 

more time to delay.

The message of this report is that to tackle the 

affordability challenge and to simultaneously 

drive forward the energy transition, meaningful 

reform is essential. As we have set out, this 

means targeting support in the short term 

to the most vulnerable customers; replacing 

the current absolute price cap; rolling out a 

national energy effi ciency scheme at speed and 

scale; evolving regulation to allow retailers to 

compete sustainably; investing now in low-

carbon generation that can deliver within the 

next decade; and using the Review of Electricity 

Market Arrangements to fi nally tackle our 

outdated wholesale energy market.

While there are encouraging signs that 

government and Ofgem see the benefi ts of these 

proposals, what is needed now is action. The 

sector does not need headline-grabbing targets, 

it does not a further raft of consultations. It needs 

bold plans that set out changes that can be taken 

today that will deliver a brighter tomorrow. 

Despite the very 
welcome support 
from government 
announced on 26 May, 
this winter will see 
millions of households 
across the UK struggle 
to aff ord their energy 
bills. With energy 
prices predicated to 
remain painfully high 
for years to come, it is 
clearly unsustainable 
to conti nue treati ng 
the underlying illness 
with the painkillers of 
government grants. 

CONCLUSION
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