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[bookmark: _Toc193117577]Introduction
Octopus Energy Group Ltd, started in 2015, and has become the electricity retail market leader in the UK. Their mission statement is “We're making energy fair, clean, and simple for all, using technology” (Octopus Energy, 2025). This report will analyse their strategy for growth, profitability and sustainability. Their extreme expansion in the highly competitive energy market indicates they are doing things differently from their peers and makes the organisation an ideal candidate for strategic analysis and observation (Octopus Energy, 2024).

[bookmark: _Toc193117578]External Analysis
Any organisation is subject to its market and business environment. This section will use both PESTLE and Porter’s five forces models to provide an industry analysis.
To navigate the external business environment, the PESTLE analysis provides a ‘navigator’s chart’ of obstacles, tides and currents, helping the business clearly see the best route to take for speed, risk mitigation and success. PESTLE is useful for providing data to subsequent tools such as the SWOT, Porter’s 5 forces, Porter’s generic strategies and Ansoff’s growth matrix (Ilke Kardes, 2021).
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	Octopus PESTLE
	

	Political
	· National desire for energy self-sufficiency 
· International climate commitments: Agreement conference of the parties (COP), Kyoto, Paris and Glasgow treaties 
(Cambridge Institute for Sustainability Leadership (CISL), 2024)
· Labour Government manifesto has a heavy environmental commitment (such as Carbon Zero 2050) (Labour, 2025; UK Government , 2023)

	Economic
	· Inflation proving difficult to get within Bank of England target
· Interest rates coming down slower than expected, keeping the cost of borrowing relatively expensive 
· Global trade wars driving higher inflation and lower growth
· The green energy sector attracts investment (Dayi, et al., 2024; OfGem, 2025)

	Social
	· High cost of energy (cost of living crisis) (Race & Masud, 2024)
· High awareness and demand for green energy (OfGem, 2025)

	Technological
	· Electrification of society
· Strong technological development in renewables, storage and software
· Improved energy efficiency in electrical items
(Race & Masud, 2024)

	Legal
	· Energy pricing laws: Review of Electricity Market Arrangements (REMA) (UK Government, 2022)
· Reliable green energy supply laws: Great British Energy Bill (UK Government, 2024)

	Environmental
	· Global warming is not slowing down (2024 was for the first time 1.5 degrees above pre-industrial revolution temperatures) (United Nations, 2025)


Table 1. Octopus PESTLE
Given the environment described in the PESTLE analysis (see Table 1.), Octopus is influencing the environment in its favour by:
· Advising the government in the Review of Electricity Market Arrangements (REMA) and other legislation (Octopus Energy, 2025).
· Lobbying the government to allow local pricing of electricity based on supply and demand (Octopus Energy, 2024). 
· Reducing risk by diversifying income streams into services, electric vehicles, heat pumps and solar cells, and expanding into international markets (Octopus Energy, 2024). 
· Gaining access to capital through shares, corporate bonds, and long-term loans (Zioło, et al., 2020).
· Using options and hedging for energy supplies.
While diversification may be new amongst the energy retail sector, it is not new in business. Panasonic is one organisation that has set a similar diversification strategy by growing air-conditioning and battery units whilst other markets like TV’s and cameras decline. Due to diversification, Panasonic succeeded in maintaining profitability despite drastic changes in its underlying product sales (Panasonic, 2020).
PESTLE analysis is good for identifying factors in the external environment, however, it does not automatically categorise an environmental factor as an opportunity or threat, and it does not define how a factor may affect the markets five forces. The PESTLE provides the base information that can help the SWOT and five forces analysis and strategy. 
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Porters five forces determine the underlying profitability of a market and hence its attractiveness (Pangarkar & Prabhudesai, 2024). Below are the five forces for the electricity retail market.
	Porters five forces
	Force Status

	Power of customer
	Industry de-regulation reduced consumer switching costs, hence increasing this force.

	Power of supplier
	New renewable suppliers and country inter-connectors has reduced the power of suppliers.

	Threat of new entrants
	Stable (mass consolidation of market in 2021 following deregulation) (OfGem, 2024)

	Threat of substitutes
	Affordable home generation and energy storage increasing threat of substitutes. 

	Inter industry rivalry 
	Declining market share of legacy suppliers’ increases this force.


Table 2. Porters five forces: Octopus
Octopus have devised clear strategies to reduce the impact each force and increase profitability. 
To reduce the power of the customer, Octopus offer unique pricing plans that help customers reduce their costs (like EV tariffs, wholesale energy tariffs and free energy periods). All these pricing mechanisms use the Kraken software, smart meters and the Octopus app to encourage customers to use cheaper energy during periods of low demand (while maintaining margin). Since Octopus is unique in offering this combination of pricing due to its Kraken software, they reduce the incentives for customers to switch supplier (Octopus Energy, 2024) .
In addition, Octopus have consistently high customer service ratings and offer a one stop shop for innovative electrical products and services such as electric cars, solar panels, battery storage, heat pumps and electric vehicle charging station installations (OfGem, 2024). Using its powerful software platform, Octopus customers can control and monitor all these items from their Octopus app, making life simple, and reducing the incentives to switch energy retailer (Octopus, 2024).
To reduce the power of the supplier, Octopus’s customers are encouraged through the app to use energy during low demand periods. The effect of this is that Octopus can secure the best price of energy over the course of a year, since it can shop around for a larger share of a customer’s annual energy needs, versus its competitors that do not have the Kraken software. This means that over the course of a year Octopus is engaging its suppliers from a position of negotiating strength.
To reduce the threat of new entrants, Octopus is lobbying government to change the law so electricity retailers can offer reduced pricing in regions near wind farms and other low-cost supplies. It can do this using its Kraken software to make regional virtual powerplants (VPP) (Octopus Energy, 2025). In addition, the high levels of customer service innovative pricing and app integration make it harder for new entrants to enter the market (see Table 2.). 
To reduce the threat of substitutes, Octopus is introducing substitutes itself including selling microgeneration capabilities to customers, like solar panels, and batteries. Lastly, to reduce inter industry rivalry, Octopus is rapidly developing its scale economies, purchasing competitors, and consolidating its market share. 
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There are multiple models for internal analysis which can help an organisation identify where it must invest, improve or defend itself such as SWOT analysis and resource-based view (RBV) analysis (see Tables 3. 4. and 5.)
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	Strengths
	· Market Share leadership in electricity retail (24% Q3 2024) (Octopus Energy, 2024)
· Customer Experience/satisfaction at 84%, significantly higher than industry average (OfGem, 2024)
· Customer growth (54% FY23-24) (Octopus Energy, 2024)
· Own key intellectual property (Kraken).
· Diverse range of complimentary services such as heat pumps, solar panels, EV charger installations.
· Vertical integration (by investing in renewable energy ‘Octopus energy generation’, heat pump manufacturing).
· Economies of scale have grown margins from 8.1% to 9% year on year (ICAEW, 2021)
· Diversification of income streams into services and software licencing has insulated Octopus from wild energy market fluctuations.
· Ability to source new capital through investors (Dayi, et al., 2024).

	Weaknesses
	· Reliance on national grid (with its bottlenecks).
· Reliance on national legislation.

	Opportunities
	· International revenue and profit growth through organic market penetration and acquisition, while applying Octopus software, operations technology and scale economies to grow profit.
· Licencing Kraken across other industries like broadband and water (market expansion and diversification of income). 
· Adding a portfolio of energy services and hardware to capture more wallet share.
(Octopus Energy, 2024)

	Threats
	· Geopolitical disruption.
· Heavy reliance on government legislation & grants (such as Renewable Energy Guarantees of Origin changes post Brexit affecting operating costs).
(ICAEW, 2021; Octopus energy, 2024)


Table 3. SWOT analysis Octopus
The SWOT analysis shows that Octopus has many Strengths and Opportunities to grow its business. The main barriers it faces are legislative, geopolitical risk and a reliance on third parties, such as the National Grid. The contents of the SWOT analysis form a foundation for models such as Ansoff’s growth matrix, RBV analysis, Porters five forces analysis and generic strategies which can provide further strategic analysis (Yontar & Derse, 2023).


[bookmark: _Toc193117583]Resource Based View Analysis
A resource-based view (RBV) model can identify what resources give a true competitive advantage. The RBV model can be looked at as a more in-depth analysis of the strengths of the SWOT analysis. 
	Resource Based View: Energy

	Tangible/intangible
	Tangible

	Heterogeneous/Immobile
	Heterogeneous 

	VRIO:

	Variable
	Yes
	No

	Rare
	Yes
	No

	Inimitable
	Yes
	No

	Organised
	Yes
	No

	Competitive Advantage
	Yes
	No


Table 4. RBV: Energy
	Resource Based View: Kraken Software

	Tangible/intangible
	Tangible

	Heterogeneous/Immobile
	Immobile

	VRIO:

	Variable
	Yes
	No

	Rare
	Yes
	No

	Inimitable
	Yes
	No

	Organised
	Yes
	No

	Competitive Advantage
	Yes
	No


Table 5. RBV: Kraken Software
The model shows that energy as a product does not provide Octopus with a competitive advantage, as competitors can easily imitate it. The product quality remains unchanged and is readily available, therefore, Octopus is required to adapt and offer another resource that will enable a competitive advantage over its rivals (Razzaque, et al., 2024).  
The Kraken software helps Octopus manage its supply chain, instalment services and maintain a highly efficient customer service in which customers and partners who utilise Kraken have high satisfaction (Business Reporter, 2025). It is unique, hard to imitate and adds value to both customers and suppliers’ experiences, therefore giving it a competitive edge over Octopus’s peers in the energy retail market. Some even state that Kraken is key to Octopus’s success (The Rest Is Money, 2024).
A company with a similar strategy to use software and services to enhance a commodity product is Amadeus. It was formed in the late 1980’s by Iberia, Air France and other airlines as a flight reservation system. Over the years, the system has been enhanced so it can sell and integrate flights, hotels, rental cars and railway tickets. It is now based in the cloud with open interfaces that facilitates an open ecosystem of partners and customers. Most online travel agencies and applications like SAP Concur (business expenses and travel) use Amadeus. It has many similar features to Kraken that improve customer experience, such as helping fill demand troughs by incentivising during quiet periods. It even calculates CO2 emissions between different travel options incentivising customers to make low carbon choices (Amadeus, 2025).

[bookmark: _Toc193117584]Strategy formulation & Competitive Positioning
[bookmark: _Toc193117585]Porter’s Generic Strategies
Porter’s generic strategies determine how an organisation creates a competitive advantage through either low cost or differentiation, and identifying the scope of that advantage, to a small or large group of customers (University of Cambridge, 2025).
Porter’s generic strategies indicate that Octopus sets itself as a broadly differentiated organisation. While it offers competitively priced energy, its differentiation comes through offering a wide variety of complimentary products, services, pricing schemes and excellent service to a broad market. It sells heat pumps, electric vehicles and solar cell installations while allowing customers to save money through smart schemes like smart energy hours. An intelligent app gives customers greater visibility and control over energy usage. This allows it to reduce customer churn, gain a higher share of wallet and enhance margins.
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Ansoff’s matrix is a tool for organisations to help determine growth strategies. The matrix involves four growth strategies, based on existing or new products and markets: market penetration, product development, market development and diversification (see Table 6.).
	
	Products and services

	
	Existing
	New

	Markets
	New
	Market Development:
Entering foreign markets (Octopus Energy, 2025)
	Diversification:
Selling Kraken software to other markets like water utilities

	
	Existing
	Market Penetration:
Acquisition of other energy retailers (Bulb, shell)
	Product Development:
Introducing heat pumps and EV charger installation (Octopus Energy, 2024)


Table 6. Ansoff’s Matrix: Octopus Energy
The matrix above shows that Octopus is pursuing all four growth strategies. 


[bookmark: _Toc193117587]Sustainability & Strategic Recommendations
Octopus is a global leader in the electrification of society and delivering a net zero sustainable future. They have a very strong strategy which has delivered a 24% market leadership in just 9 years, by delivering green electricity and products such as electric vehicles and heat pumps (OfGem, 2025). The major barriers it faces are influencing the legislative environment, so essential for the green energy transition, accelerating the changes needed in third party infrastructure such as the national grid, and raising sufficient capital to fund the necessary investments. Octopus is addressing these barriers effectively (ICAEW, 2021).
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It is highly unusual to see a company with such a strong set off strategies for profitability and growth. Octopus has an effective mitigation strategy for all five of Porter’s forces acting on its market. It has a strategy for every quadrant of the Ansoff growth matrix. The energy retail business is a tough environment with high competition, strict legislation and green social pressures. Octopus has overcome these challenges better than its competitors using a powerful set of strategies and intellectual property in the form of Kraken which is why it has achieved market leadership within just 9 years of entering the market (Octopus Energy, 2025). 
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