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ASC  : Assigned Supplier Company
BO  : Build-Operate
BOT  : Build-Operate-Transfer
BPM  : Balancing Power Market
DAM  : Day-ahead Market
ePDK  : energy Market regulatory Au-

thority
ePİAŞ  : energy Markets operating corpo-

ration

eÜAŞ  : electricity Generation company
MFrc  : Market Financial reconciliation 

Center
RTP  : Real-time Pricing
TeİAŞ  : Turkish electricity Transmission 

Company
TeTAŞ : Turkish electricity Trading and 

Contracting Co.
TOOR  : Transfer of Operating Rights 

consumer  : a person who purchases electricity for his/her own pur-
poses.

Supplier company : a legal entity which can carry on wholesale and/or retail 
sale, import, export and trading of electrical energy and/
or capacity.

assigned Supplier company : a supplier company which is established as part of legal 
separation of distribution and retailing activities or is 
authorized by the energy Market regulatory Board as the 
supplier company which is liable for the last resource pro-
vision.

retail Sales : Sale of electricity to consumers.
license : The permit granted to legal entities under the electricity 

Market law allowing them to operate within the market.
eligible consumer : real or legal persons who are entitled to select their sup-

pliers as their consumption amount is over the electrical 
power amount designated by the energy Market regulato-
ry Board or as they are directly connected to the transmis-
sion system, or as they are organized industrial zone legal 
entity.

commercial Quality : The capacity of exercising transactions regarding energy 
sale and/or service provision pursuant to standards de-
termined by the energy Market regulatory authority in 
each phase of relations between users requesting connec-
tion or connected to the network and service providers.

LIST OF ABBREVIATIONS

DEFINITIONS
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execuTive SuMMAry

Among the rings of electricity value chain, the retail electricity sector is the one which has been 
affected the most by unbundling and liberalization reforms. Competition in this sector as a result of 
unbundling and liberalization, and convergence with other utility sectors due to technological devel-
opments have fundamentally changed the industrial organization dynamics of the retail electricity 
sector. These evolving dynamics compel market players to develop new business strategies. In craft-
ing these strategies, it is extremely important to know consumers and to analyze their behavior, to 
understand the structure of the new market players and their business models, how to create added 
value in the new market structure. The electricity suppliers in Turkey have been exposed to the same 
transformation mentioned above as a result of unbundling, liberalization and the lowering of the eli-
gible consumer limit. Therefore, they, too, have to understand this new structure and dynamics well. 

In electricity retailing, electricity is a “commodity” and the relationship between supplier and 
consumer is a financial one. Therefore, it is extremely difficult to create added value and to obtain high 
profit margins in electricity –as a commodity- trade. Creating added value and obtaining high profit 
margins are only possible via cost-effective operations and innovative marketing methods. Cost-effec-
tive operations can be achieved via scale and scope economies whereas innovative and targeted mar-
keting requires determining the sub-segments of the market accurately, which, in turn, necessitates 
the knowledge of detailed demographic and socioeconomic elements as well as consumer profiles. All 
these entail a thorough customer relationship management (crM) supported by a strong information 
system infrastructure. However, the fundamental element in achieving all these market outcomes –
low cost, low price, innovative marketing- is whether or not consumers are passive; this will not bring 
about the desired benefits of unbundling and liberalization reforms. 

On the policymaking side, one of the large barriers for the development and deepening of the 
retail electricity sector is the market design and regulatory policy. End-user tariffs that are lower than 
the prevailing market price and that are subject to regulation, cross-subsidies, the contagion of the 
regulatory oversight for other rings of the electricity value chain to retailing are unfavorable indica-
tors for the future of the retail electricity sale.

This Report covers the above-mentioned issues in detail. In the last section of the Report, we 
also focus on the retail electricity sector in Turkey. We describe the current market structure, per-
form a SWOT analysis for incumbent suppliers, and discuss risks and foresights concerning the future 
structure of the sector. Considering the shortage of comprehensive studies on electricity retailing in 
Turkey, we hope that this study has a contribution to filling the gap. 
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INTRODUCTION
The structure of Turkey’s electricity market has 

changed considerably in the last 10 years. There has been 
a transition from a state-owned, vertically-integrated 
structure to a vertically-unbundled, privatized and partly 
liberalized one in which strict regulations dominate. The 
last ring of this transition chain is the elimination of the 
eligible consumer limit and the promotion of full compe-

tition in electricity supply. Such kind of transformation in 
the electricity market will usher in a new era of changed 
industrial organization dynamics of the retail electricity 
sector. Therefore, it is of utmost importance to expound on 
the convergence of the electricity market with other sec-
tors, the nature of competition in electricity supply and its 
possible consequences in order to understand the future of 

T h e  F u T u r e  o F  r e T A i l  e l e c T r i c i T y  M A r K e T

THE FUTURE OF RETAIL ELECTRICITy 
MArKeT
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the retail electricity sector and its enhancement. Numer-
ous structural changes notwithstanding, a comprehensive 
study on the future of the retail electricity sector is not 
available and this Report intends to fill the void. 

The Report consists of six chapters, the first one 
being Introduction. The second chapter takes up consum-
er choices in the retail electricity sector, the concept of 
competition and its functioning, and desired benefits. The 

third chapter aims to analyze consumers’ behavior in the 
retail electricity sector and their reactions to competition 
therein. Chapter 4 elaborates on the profiles of companies 
which compete with incumbent suppliers in the retail elec-
tricity market. The fifth chapter focuses on the retail elec-
tricity market with a view to describing the current state, 
conducting a SWOT analysis for incumbent suppliers, and 
making forecasts for the future. Finally, conclusions and 
overall assessment are in the sixth chapter. 
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1.  coNSuMer choiceS iN The reTAil elecTriciTy 
SecTor AND coMPeTiTioN

1.1. Roots of Competition in Electricity Supply, Its Nature, 
Functioning and Desired Benefits

1.1.1. roots of the concept of competition in electricity Supply
The notion of competition in electricity supply is one of the less understood and the most con-

troversial points of the liberalization of electricity markets. The concept of retail competition in elec-
tricity supply was first proposed by Prof. Stephen Littlechild who also developed the incentive regu-
lation. Prof. Littlechild is a prominent figure who contributed greatly to practical approaches to the 
privatization, liberalization, and regulation of natural monopolies in neo-liberal economies. He is in-
spired by the market-oriented approaches of the Austrian School and champions the view that prices 
in retail electricity markets should be determined via proper competition rather than regulation. He 
advocates that the consumers can find the most efficient suppliers and find out their most preferable 
products on condition that the restrictions on entering the markets are removed and that the rules of 
competition are observed. In such a situation, customers representing the demand side of the market 
would become active players in a given market and their active involvement in market activities would, 
by enforcing discipline within the market, force electricity suppliers into providing more attractive 
and diversified products.

What Mr. littlechild had in mind was the concept of minimum state interventionism when he 
first proposed opening the retail electricity sector up to competition as the Austrian School, too, ar-
gued. He held the view that the scope of government regulation would be restricted and a government 
would not be able to manipulate the pricing of electricity with political concerns if and when the re-
tail electricity prices are determined via competition in a free market. In other words, competition 
replaces regulation and the possibility of a government’s forsaking of economic efficiency in order to 
maximize its political interests is thwarted.  

Figure 1: Concept of Competition in Electricity Supply

Restrictions on 
entering the markets 

are removed

The demand side 
actively involves 

in market activities

The price and the 
services are 

determined via 
competition in the 

market
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Figure 2: Main results of competition in electricity Supply

Main result #1 • Companies are disciplined so as to provide better services at 
more favorable prices 

Main result #2 • Competition replaces regulation

Main result #3 • Government cannot manipulate the pricing of 
electricity for the sake of its political interests.

1.1.2. Nature and Functioning of Competition in Electricity 
Supply

1.1.2.1. industrial organization of the retail electricity Sector
In terms of functionality, the electricity is a homogeneous product and the retail sale of electric-

ity is a financial activity rather than a relation of physical production and delivery. Suppliers serve as 
financial intermediaries between producers or wholesalers and consumers. The technical quality of 
the electricity provided (i.e. uninterrupted provision of electricity), however, is determined by the fea-
tures of demand and supply in wholesale electricity market as well as the qualifications of the trans-
mission and distribution networks and appropriate operation of that system. The electricity provided 
to consumers by different suppliers is transmitted through the same wires and has the same quality. 
In this regard, individual suppliers are unable to affect the quality of electricity which means that the 
services and the value added (innovations) by suppliers are constrained by the conditions of the trans-
mission and distribution networks. For this very reason, the services and the basic benefits offered by 
an electricity supplier to its consumers are, for the most part, pertinent to financial conditions and the 
commercial quality.
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Figure 3: Determinants of the Quality of electricity (of uninterrupted Supply)
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Şekil 4: Tedarikçilerin Piyasadaki Konumu 

Quality of Electricity

Figure 4: Positions of Suppliers in a Market

End-user
Supplier 

(Financial 
Intermediary)

Producer/
Wholesaler

Despite the facts that the supply of electricity is a financial transaction and that the quality of 
electricity, the bottom line for consumers, is determined by factors outside the suppliers, the benefits 
of competition in electricity supply are numerous. 

1.2. Desired Benefits of competition in electricity Supply
The major benefit expected from competition in electricity supply is the enhanced awareness 

among the market participants (consumers, incumbent suppliers, new-comer companies) of the mar-
ket outcomes (e.g. the price). on the supply side, a proper competition in supply is expected to have 
a disciplining effect on suppliers. Fully aware of the possibility of losing consumers to others, the re-
tail companies operating in a competitive market would pursue competitive pricing strategies. On 
the demand side, consumers in search of the “better” would want to receive the services of suppliers 
that operate more efficiently and offer electricity in more favorable market conditions. Moreover, the 
awareness of consumers would have implications for the other rings of the electricity supply chain. 
Thus, electricity producers will have to respond to pressure and offer lower prices in the wholesale 
market. To paraphrase, competition in supply is expected to provide positive externalities in produc-
tion and wholesale markets if the production capacity is large enough. 

Another corollary of competition in electricity supply is the fact that it creates efficient short-
term price signals in the market since the prices are determined by market conditions and not regu-
lated by an authority. So, the prices converge with the marginal costs and the market is provided with 
efficient price signals.
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All of the aforementioned desired benefits, however, depend on value added services provided 
by retail companies. 

Figure 5: Desired Benefits of competition in electricity Supply

Raised Awareness 
among Market Participants 

of Market Outcomes

• Suppliers pursue competitive strategies
• Consumers prefer more efficient suppliers 
with more favorable offers
• Positive externalities are provided in production 
and wholesale markets

Creation of Efficient 
Short-term 

Price Signals 
in the Market

• Convergence of prices with marginal costs

1.3. Creating Added Value in Electricity Supply
In electricity retailing, electricity is a “commodity” and the relationship between suppliers and 

consumers is a financial one. As stated in the preceding sub-chapters, suppliers do not have the power 
to affect the quality of electricity and competition is mostly for the price due to the nature of electricity 
supply. In this regard, the question of how suppliers could create added value for consumers except for 
the price makes sense in terms of strategy. 

It is difficult to provide added value and get high profit margins in commodity trade, including 
electricity. Jacop and Sioshansi (2002) enumerate the required conditions for these two objectives as 
follows: 

 � Low-cost operations

 � Highly targeted marketing and customized pricing

1.3.1. low-cost operations
In a retail electricity market where price competition is dominant, only cost-effective suppliers 

remain competitive by simply reflecting their savings in prices and employing a befitting pricing poli-
cy. Cost-effective operations can be conducted via economies of scale and economies of scope. In econ-
omies of scale, bigger companies prove advantageous provided that they reduce their average costs 
by spreading the fixed costs to large consumer bases. Also, big companies which can do low pricing 
thanks to economies of scale might also take advantage of economies of scale by stealing the custom-
ers of other players in the market.

Another way of creating cost advantage is making use of economies of scope. Companies doing 
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business in other industrial sectors which have large customer bases and enhanced customer rela-
tionship management systems may benefit from economies of scope by selling electricity along with 
other goods and services they provide. For example, electricity and gas can be provided by the same 
company. The combination might be either “telephony services + electricity” or “internet services + 
electricity”, as well1. 

1.3.2. Targeted Marketing and customized Pricing
In retail electricity sector, a successful targeted marketing requires the determination of sub-seg-

ments of the market accurately, which necessitates the knowledge of detailed demographic and soci-
oeconomic elements as well as consumer profiles. For instance, grouping consumers with environ-
mental sensitivity, as a sub-segment of the market, and providing them with “green” electricity is an 
effective way of creating added value in the retail electricity sector. Electricity suppliers which offer 
their consumers the option of choosing the source of electricity production can distinguish themselves 
and employ a strategy of customized pricing as these consumers do have the awareness of environ-
ment and gas emissions and want the electricity they consume to be generated wholly or in part from 
renewable energy sources. Also, with the aim of creating added value and increasing the chance of 
being preferred, suppliers might offer consultancy services in the fields of efficiency management and 
consumption control to a certain sub-group of consumers who are sensitive to energy efficiency.

lastly, in addition to direct financial benefits (i.e. low prices), electricity suppliers may create 
added value in the form of indirect financial benefits such as diversified payment options with regard 
to the types of payment and due dates. Varying payment options and due dates in bilateral contracts 
offered by electricity suppliers in quest of more customers help increase the welfare of customers. 

Figure 6: Added Value Options Created by Electricity Suppliers

Selling electricity 
at low prices

Selling electricity 
along with other 

goods and 
services at 

favorable prices

Offering 
diversified 

payment options

Offering the 
option of 

choosing the 
source of 
electricity 
production

Providing 
consultancy 
services for 
efficiency 

management 
and 

consumption 
control

1  This issue will be taken up in detail in sub-chapter “3.2. Multi-utility Suppliers”.



15

2. coNSuMer BehAvior iN The reTAil elecTriciTy 
SECTOR

Among the most significant factors regarding the future of the sector shaped by competition in 
electricity supply is customers’ response to competition. The benchmark to that end is the use of the 
right to choose suppliers. The switching rates are used as a yardstick for measuring the success of 
retail competition in many countries. Basically, the switching rate is not the best criterion. Incumbent 
suppliers might retain their customer bases by offering them more favorable terms and conditions in 
the wake of fierce competition in a given market. Hence, what needs to be done in order to measure the 
success of retail competition is to compare added value of services provided by market participants. 
However, this requires going through thousands of bilateral contracts signed with customers. Bearing 
this in mind, the relevant stakeholders ought to use publicly available information, i.e. the switching 
rates, to see whether retail competition works out or not. 

The switching rates in countries where retail electricity sector is open to competition vary to a 
considerable extent. See the differences in the table below. 

Table 1: Switching Rates in Retail Electricity Sectors of Various Countries/States

Country / State Switching Rate Reference

Norway and Sweden  40 % Olsen and others (2006)

United Kingdom (Me-
dium-sized users)  60 % Littlechild (2009)

United Kingdom (Lar-
ge users)  80 % Littlechild (2009)

Australia like in the United  
Kingdom Littlechild (2009)

Finland  15 % Olsen ve diğerleri (2006)

Denmark  2-3 % Dansk Energi (2010)

New Zealand  28 % Littlechild (2009)

The Netherlands  27 % Littlechild (2009)

Russia Incumbent suppliers 
dominate the market Kuleshov ve diğerleri (2012)

Texas  40 % Public Utility Commission of Texas 
(2007)

South Australia  34 % Defeuilley (2009)

Victoria  45 % Defeuilley (2009)

As seen in Table 1, the switching rates in different countries/states vary to a great extent follow-
ing the opening up to retail competition the electricity market. Upon a careful scrutiny, we come to 
conclude that the differences in the switching rates depend on a number of macro and micro factors. 
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2.1. Macro Factors Affecting the consumer Behavior in 
Retail Electricity Sector

At the macro level, the institutional design is the leading factor that affects the consumer behav-
ior. Policy-makers in some countries/states hold to mechanisms that enable accelerated and simplified 
switching. Let’s take Texas as an example. This state applies price controls called “price to beat” on 
incumbent suppliers with a view to stimulating retail competition. According to electricity deregula-
tion in Texas, an affiliated retail electricity supplier can’t cut the base portion of the “price to beat” for 
three years or until it loses 40% of its small customers. The “price to beat” tariffs are intended to en-
courage new providers to offer lower prices and expand their market shares. More than 70 new retail 
electricity providers entered the Texas market and almost 40% of all customers switched to another 
provider (Public utility commission of Texas, 2007). Similar practices were employed in some states 
of Australia, which introduced new companies to the market and led up to high switching rates (34% 
in South Australia and 45% in victoria). 

In some cases, the institutional design might adversely affect the switching behavior of eligible 
consumers. If the free market price and the regulated price that is lower than the free market price 
coexist in a competitive market, then not a single end-user who enjoys lower tariffs would switch to 
another supplier.

2.2. Micro Factors Affecting the consumer Behavior in 
Retail Electricity Sector

In a retail electricity market, the major factor influencing the consumer behavior at the micro 
level is the switching costs. According to Defeuilley (2009), switching costs can be decomposed into 
three broad types:

 � Search costs: the loss of time and effort resulting from searching new suppliers and compar-
ing services.

 � Learning costs: the loss of time and effort that results from learning the content of bilateral 
contracts.

 � Transaction costs: the loss of money experienced by customers when negotiating and con-
tracting. 

If consumers perceive the switching costs to be too high to bear, they display a strong tendency 
to continue buying electricity from incumbent suppliers. 

Which factors heighten the switching costs? Basically, the share of electricity costs in a house-
hold’s spendable income is fairly modest. The share of retail electricity costs is even smaller. That 
being the case, the consumers would give more thought to switching. In other words, the perceived 
switching costs would be high. However, that cannot be said for commercial and industrial enterprises. 
Since the electricity is an input for production, the sensitivity to electricity prices in these organiza-
tions is higher and the search, learning, and transaction costs are relatively lower. 

Another factor increasing the switching costs is the lack of in-depth information about the re-
sults of switching since it is a new practice in a recently liberalized market. To paraphrase, making a 
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decision to switch to other providers is rather difficult and unusual for consumers. It is quite a com-
plex choice for especially risk-averse consumers. As Thaler and Sunstein (2008) put it, when choice is 
complicated and difficult, the consumers either delay their decisions or choose the easiest option. In 
the same vein, the consumers, when left with the option of switching, either shelve their decisions or 
keep incumbent suppliers. 

2.3. Which Small-size Consumers Switch Suppliers?
Based upon surveys on retail competition and small-size consumer choices, Table 2 below 

shows a number of consumer profiles and the reasons for switching. Consumers involved perceive the 
switching costs to be relatively low and have higher possibilities of switching. 

Table 2: Which Consumers Have Higher Possibilities of Switching?

Consumer Profile Reason for Switching

Educated consumers Search for green energy

Consumers who use electricity for heating Hefty bills of electricity

Consumers with more stable monthly rates of con-
sumption They measure possible benefits more clearly

Consumers who recently switched to other TV or te-
lephony services providers They tend to bear the search costs

Sources: McDaniel and Groothuis (2012), Giuletti and others (2005), Kleit and others (2012), hortascu and others (2010)

Knowing abovementioned profiles of consumers is essential for suppliers (or future suppliers) 
to draw up marketing strategies. For example, it is of strategic importance for companies that consid-
er entering in the retail electricity market to know consumers who recently switched to other TV or 
telephony services providers. 

2.4. Marketing channels in the retail electricity Sector
Among the first issues that spring to mind regarding electricity trade -as a commodity and a 

homogeneous product- is marketing. It is quite difficult for new providers who do not have customer 
bases to a certain degree to conduct sales and marketing only in the field of electricity supply. There-
fore, companies need to consider the most cost-effective marketing campaigns and channels to get 
through to new customers in a competitive retail electricity market where the expectations of profit 
margins are already low. 

The experience of a number of countries like the United Kingdom and New Zealand which con-
sistently rank high in the retail electricity Deregulation index of cAeM shows that the most effective 
sales technique to persuade customers to switch suppliers is door-to-door selling   (Brennan, 2007). 
This technique, however, is not the keystone of success in those countries. The success in the United 
Kingdom, for instance, is generally attributed to offer packs called “dual-fuel deal” that include elec-
tricity and gas2.

Another way of luring customers into the offers of providers is online applications. In order to 

2  For further details, see the next chapter. 
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enable comparisons, the offer packs of providers are published online on the websites administered 
by competition authorities, energy market regulatory authorities, or ministries of trade. By doing so, 
the search costs of customers are reduced and suppliers reach customers in an easy manner. Please 
see in Figure 7 below an example of online application by the Public Utilities Commission of Ohio, the 
regulation authority of Ohio/USA, which displays supply offers for small-size consumers. 

As shown in Figure 7, the offers of the providers include; the price per kWh, whether the price is 
fixed or variable, the share of renewable energy sources in electricity production, the introduction price, 
the term of agreement, the early termination fee, monthly fees, and the promotions. Sorting by these 
features (e.g. sorting by price: low-to-high) and comparisons between suppliers are possible. in sum, the 
search costs decline considerably and the suppliers extend their offers to searching customers. 

Figure 7: Offers of Providers in Ohio for Small-size Consumers 

Source: http://www.energychoice.ohio.gov/ApplesToApplesComparision.aspx?Category=Electric&TerritoryId=2&RateCode=1
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3. NEW PLAyERS IN THE RETAIL ELECTRICITy SECTOR
When coming to conclusions on and doing analyses of the future of the retail electricity sector, 

the types of new or potential suppliers should also be taken into consideration. Taking a glance at the 
countries which have competitive retail electricity markets, we see three groups of companies:

1. Newly-founded small companies that employ new business models and that do not have pro-
duction or distribution facilities. 

2. Big companies which do business in other industrial sectors like the natural gas sector.

3. Electricity-generating companies which constitute the first ring of the electricity value chain.

Companies in the first group adopt a penetration strategy by developing low-cost and flexible 
organizational structures. Companies in the second group have entered the retail electricity sector 
following the convergence of the retail electricity markets with other supply markets on the basis of 
business strategy and become a key component of retail competition in many countries. For example, 
incumbent gas companies in the United Kingdom are the most significant competitors of incumbent 
electricity suppliers. Electricity-generating companies in the last group have become major players in 
the retail electricity sector by buying either the retail companies following the regional unbundling of 
distribution and retail sales or the failed companies of the first group. 

Figure 8: New Players in the Retail Electricity Sector 

Small and Independent Companies

Multi-util ity Suppliers

Electricity-generating Companies
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3.1. Companies Which Only Have Supply Licenses
Small, independent and flexible companies that belong to the first group cannot survive in any 

country. They go bankrupt or pull out of the market, or are bought in a vertical integration by electric-
ity producers. Even in the United Kingdom, a success story in the retail competition domain, 20 such 
companies left the market in 2000-2007 and the total market share of these firms never exceeded 2% 
even in the years of highest switching rates (oFGeM, 2007). 

As far as the companies that have supply licenses but not production or distribution facilities 
are concerned, the main reason for leaving the market is the risk. These companies are not endowed 
with physical and financial capabilities to meet the wholesale costs and manage the relevant risks that 
threaten profitability. Retailers, as financial intermediaries in an electricity market, need to balance 
the electricity they buy and sell in real-time. However, electricity suppliers incur volume risk due to 
unexpected changes, e.g. unfavorable weather conditions, in the short term. When a supplier faces 
imbalance and volume risk, the imbalance is eliminated by volatile and unforeseeable prices in the 
spot market. As the correlation between price and demand in wholesale electricity markets is positive, 
any rise in the spot market price further increases the loss of retailers. So, the volume risk becomes a 
price risk, as well. With a view to minimizing the volume risk and the price risk, the retailers seek pro-
tection via financial agreements. However, working out that sort of protective agreements is arduous 
since the risks are distributed unevenly between producers and retailers, which leads up to differing 
price preferences. What is more, producers and retailers might have varying quantity preferences. 
Producers are into fixed prices whereas retailers are in favor of flexible prices. In addition to the fact 
that producers and retailers have dissimilar motives, popular financial models like the Black-Scholes 
Model do not work in energy markets. This very fact makes the drafting of risk-aversion agreements 
even more difficult. Therefore, the ideal way of risk-aversion for a retailer is the obtainment of physical 
production equipment. Corollary to this, vertical integration with producers is inevitable for compa-
nies that only have supply licenses. 

Figure 9: Distribution of Risks between Producers and Retailers, and the Preferences of Quantity and Price
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Figure 10: Why do the companies that only have Supply licenses leave the Market, and undergo vertical integration with Producers?
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3.2. Multi-utility Suppliers
Multi-utility suppliers are the companies that do business in several retail sectors (e.g. in net-

work industries like gas or telecommunication, or in other industries) along with retail electricity sec-
tor. Multi-utility suppliers play a crucial role in enabling functionality in retail competition by virtue of 
their potential to create added value. 

The main advantage of multi-utility suppliers in terms of the potential to create added value 
is their information infrastructure. This kind of companies has broad customer bases, advanced cus-
tomer relationship management systems, other support systems, and qualified labor force. Thanks to 
their strong information infrastructure, they know the needs of customers very well and operate in a 
retail market skillfully in terms of both strategy and functionality. Besides, multi-utility suppliers own 
well-known brands and vast financial sources which put them in an advantageous position in retail 
competition. Moreover, selling electricity together with other products helps them economize to a 
considerable extent by taking advantage of economies of scope and offer more favorable prices. 

In addition to the advantages mentioned above, the concept of convergence needs to be studied 
minutely in order to better analyze the multi-utility suppliers’ impact on and importance in the retail 
electricity sector. 

3.2.1. convergence and the retail electricity Sector
Convergence is among the most significant factors that might affect retail competition and shape 

the retail electricity sector in the future. The unbundling of vertically-integrated structures following 
the privatization and the liberalization of utility sectors, and opening the competitive segments up to 
competition provided utility companies with ground for making use of their capabilities in several 
forms. With traditionally sharp divisions among network companies were removed by technological 
breakthroughs, those companies started to converge by interfering in each other’s fields of business.   

Network convergence (i.e. electricity, gas, and telecommunication) might take place at several 
levels (Geradin, 2001):

 � Network infrastructure: The use of cable TV networks for telecommunications services or 
the use of electricity poles to support overhead fiber optic cables.

 � Services: The use of the Internet for telecommunications services as well as for audio-visual 
services.

 � Business strategy: Operation of network companies in more than one retail sector at the 
same time. 
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Convergence at the business strategies level is most likely to have implications for the retail 
electricity sector. This type of convergence involves provision of various commodities, such as elec-
tricity and gas, by a single company. Other examples might be like “telephony services + electricity” or 
“internet services + electricity”3.

3.2.1.1. rationale behind convergence in the retail electricity Sector
The rationale for converging efficiently in the retail electricity sector is two-fold: (i) economies 

of scale, and (ii) economies of scope.

3.2.1.1.1 economy of Scale
Economy of scale is of particular importance for markets where the need for information tech-

nologies is paramount and the number of transactions is enormous. For efficient customer relation-
ship management, the electricity, gas, and telecommunications industries ought to adopt information 
technologies intensively which require large-scale investments. In order to perform billing and ac-
count management, and conduct other customer relations services, the front and back offices neces-
sitate massive investment. Also, handling customer complaints calls for access to a complicated com-
puter system. That being the case, the marginal cost of dealing with an additional customer is quite 
low for a company which invests in technical and information technologies infrastructures. Moreover, 
investments in information technologies and other support systems can be afforded only by compa-
nies which have large customer bases. The reason behind this is the economy of scale. If companies 
spread the fixed costs of relevant investments to millions of customers, then the average cost per cus-
tomer would be pretty low. However, that cannot be said for small-scale retail companies. They are in 
a disadvantageous position when competing with larger retailers. To illustrate the point, let’s take a 
gas provider company that already has hundreds of thousands of customers as an example. If such a 
company starts doing business also in the retail electricity sector, it would be competitive by taking 
advantage of economy of scale. Also, it could derive benefits from its new customers in the electricity 
sector to further the economy of scale.  

3.2.1.1.2 economy of Scope
Economy of scope is the other motive for the convergence of retail electricity sector with others. 

Companies focusing on similar operations in various sectors might make use of economy of scope. For 
instance, a company which supplies electricity and gas at the same time can provide centralized ser-
vices regarding billing, call centers, or financial management. 

The management of financial risks, billing and commodity trade are common to retail electricity 
sector and many other sectors. Therefore, banks and credit card companies are also expected to show 
interest in the energy sector. The acquisition of expertise in the customer relationship management is 
essential in most of the retail sectors. For that, it is only natural for food and oil retailers to operate also 
in the retail electricity sector as is the case in many countries. 

On the other hand, the flow between sectors is not one-way. Companies conducting services 
in the retail electricity sector might also benefit from economies of scale and economies of scope by 
doing business in other sectors. 

3  Convergence at the business strategies level is not a full convergence and excludes convergence in terms of infrastructure.
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3.2.1.2 Marketing Strategies created by convergence
The commodification of electricity and the convergence of the retail electricity sector with other 

sectors introduced a number of various and innovative marketing strategies to the market. 

The convergence brought about cooperation between the retail electricity market and the in-
surance market. For example, NUON, a Dutch energy provider, cooperated with AXA, an insurance 
company, and sold its products by using its own brand. The transportation sector is another sector that 
collaborates with the retail electricity sector by convergence. In this context, Essent, another Dutch 
energy supplier, provided its customers with the opportunity to gain travel points (Air Miles). The 
cooperation of enBW, a German energy company, with companies operating in other sectors in the 
field of marketing, should also be cited as an example. EnBW bought the shares of Salamander, a chain 
of shoe stores, and tried to sell energy to customers by establishing closer relations with them. Also, 
some of the energy suppliers expanded their portfolio of services by offering credit card or telecom-
munications services, as well (Künneke, 2001).

Innovative marketing strategies enable existing players in the energy market to keep their mar-
ket shares and competitiveness, and help new-comers to have some say in the retail electricity market. 
In this context, big retail companies which have large customer bases, Internet and telecommunica-
tions services providers, durable goods retailers, digital publishers, and similar companies do have the 
potential to compete with incumbent suppliers in the retail electricity sector. Halpa Halli, a big chain 
of retail stores in Finland, started retailing electricity. Likewise, Station 1, a chain of oil stations, went 
into business by selling electricity on the internet (littlechild, 2006).

Overall, there are eye-catching opportunities for incumbent suppliers and new players in the 
retail electricity sector to develop innovative strategies which combine energy sales with other goods 
and services. 

3.2.1.3 regulatory challenges created by convergence
Although public authorities and policy-makers welcome the convergence of the retail electricity 

sector with other sectors with the aim of promoting competition, any convergence with strictly-regu-
lated sectors like gas and telecommunications brings up new regulatory issues. Geradin (2001) opines 
that three issues might come up in this regard:

 � Exclusion via cross-subsidization

 � Exclusion by tying or illegal discounts

 � Inconsistency between sectoral regulations

The Dictionary of competition (rekabet Terimleri Sözlüğü), published by Turkish competition 
Authority, puts “cross-subsidization” as “a pricing practice by a company in which profits from the activ-
ities in one market are used to subsidize the activities in another market”. Thus, a given company might 
use its market position amplified by financial and legal advantages in another market. To illustrate, a 
company with a dominant position in the telecommunications market has the potential to enter the 
retail electricity market and prevent its competitors from doing business in that sector by using its 
profits from the telecommunications sector to subsidy low-price electricity sales. The realization of 
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this possibility would restrict customer choices and decrease their welfare in addition to raising a 
serious antitrust issue. 

Tying, as the Dictionary of Competition defines it, is “a practice of selling one product as a com-
pulsory addition to the buying of another product”. Among the concerns caused by tying is the fact that 
tying discounts (i.e. the discounts offered to buyers of multiple goods and services) are illegal4. A dom-
inant electricity provider might tie the discounted electricity price it offers to the selling of gas or tel-
ecommunications services. Such aggressive marketing and sales practices result in abuse of dominant 
position and cause important antitrust issues. The measures to prevent anti-competitive practices 
include the liability to issue itemized bills for several services provided. By doing so, the customers can 
identify the individual costs of services offered and make sure that they file a complaint, when needed, 
for the correct item. 

The third regulation-related issue is the possibility of inconsistency between sectoral regula-
tions. The sectors which have the potential of converging are mainly the regulated ones like telecom-
munications, gas, and electricity sectors. In an environment where those sectors are regulated by dif-
ferent public authorities and convergence takes place between sectors, it is fairly difficult to maintain 
consistency between the purposes and contents of regulations. Geradin (2001) suggests merging all 
the sectoral regulators into a cross-sectoral regulatory authority. In the United Kingdom, for example, 
electricity regulator oFFer and gas regulator oFGAS merged into a single authority with the name oF-
GeM. A more radical option, as suggested by Geradin, is to entrust regulation to a single economy-wide 
regulation authority as done in Australia, New Zealand and the Netherlands by transferring all regula-
tion duties to the Australian Competition and Consumer Commission, New Zealand Commerce Com-
mission, and Autoriteit consument & Markt, respectively. 

3.3. Electricity-generating Companies
Electricity producers have become key players in the retail electricity sector as a result of move-

ments in the electricity value chain. Large-scale consumers started to purchase electricity directly 
from producers following the liberalization of electricity retailing. As stated in sub-chapter 3.1, the key 
to success in the retail electricity sector and the reason for “swallowing” the companies which only 
have supply licenses are their advantageous position in risk management. Basically, they derive these 
advantages from production assets that balance the risks of price and volume. Moreover, it is relative-
ly easy for producers that are larger companies in terms of scale and assets to create added value by 
benefiting from economies of scale, and offer favorable services to consumers. 

3.4. Future Characteristics of Players in the Retail Electricity 
Sector

The unbundling of rings in the electricity supply chain, and the commodification of electricity 
have transformed the electricity supply into a mere financial activity, thus removing all the economic 
motives of electricity suppliers for gaining expertise solely in this business. Convergence enables the 
selling of electricity in an ordinary retail “store”. Electricity retailing might be bundled with many 

4  According to the Dictionary of Competition, an example of exclusion caused by tying discounts is the situation in which the 
discounted price of a pack of products is above the total costs of the products in the pack, but an individual price of a product 
is below the cost of that product if the overall discount rate of the pack is applied to that specific product. 
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sectors, including banking, finance, and telecommunications. Additionally, electricity producers, the 
first ring of the electricity supply chain, have become major players in electricity retailing, the last 
ring of that chain, by using their advantages. This very fact demonstrates that intra-sectoral conver-
gence, along with inter-sectoral convergence, is a determining factor that will shape the future of retail 
electricity sales. Accordingly, a number of keywords might be proposed for electricity suppliers of the 
future. The word “unlimited” takes the lead. It is fairly hard to determine the boundaries of the fu-
ture’s suppliers. Customers might purchase electricity, gas, telephony, and internet services, as well as 
mobile services or financial products from one single company. In such a situation, the business model 
of such a company is difficult to analyze. Notwithstanding, those companies are dubbed “multi-utility 
suppliers” in general terms. Multi-utility suppliers might come from within the electricity sector or 
outside the sector5. In sum, providing different products in various markets will become the norm for 
the future’s electricity suppliers. 

The second keyword is “gigantic”. Benefiting from economies of scale and scope, sine qua non 
for creating added value, only large-scale companies will survive and small companies will be “swal-
lowed” by larger ones, thus reinforcing the advantage of being large. So, a self-sufficient and self-sup-
porting rule of growth will govern the market. 

In conclusion, the toughest competitors of retail electricity suppliers are producers, i.e. the first 
ring of the electricity supply chain, and multi-utility suppliers. Producers compete with incumbent 
suppliers for large-scale consumers whereas multi-utility suppliers pose a threat to incumbent suppli-
ers for the sake of millions of smallest-size consumers who normally consume less. 

5  Meritet (2001) names multi-utility suppliers as “one-stop-shop energy and telecommunications”. however, multi-utility 
suppliers might be extra-sectoral entrepreneurs such as durable goods retailers. 
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4. CURRENT STATE AND FUTURE OF RETAIL ELECTRICITy 
SECTOR IN TURKEy

4.1. Physical Electricity Trade in Turkey
The conduct of physical electricity trade needs further scrutiny for better understanding the 

retail electricity sector in Turkey. The electricity trade in Turkey is composed of the phases of pro-
duction, supply, and consumption. Today, the electricity is the subject of multiple transactions until it 
reaches end-users. Please see Figure 11 for the electricity trade map. Accurate reading and thorough 
understanding of this map form the basis for crafting the business models of all players in the electric-
ity trade. 

in terms of electricity trade, the electricity generated in Turkey has three main sources; i) eÜAŞ 
(electricity Generation company), ii) free production companies, and iii) build-operate (Bo) pow-
er plants, build-operate-transfer (BoT) power plants, or transfer of operating rights (Toor) power 
plants. The electricity generated by eÜAŞ6 and Bo-BoT-Toor power plants is purchased by TeTAŞ at 
pre-determined tariffs. 

When we take the figures into account, we see that TeTAŞ is currently the biggest supplier in 
Turkey. Pursuant to legislation in effect, a considerably high amount of electricity provided by TeTAŞ 
is purchased by assigned supply companies (75.9%) and by distribution companies (21.1%) and re-
sold to non-eligible consumers at determined tariffs (TeTAŞ, 2013). on the other hand, a very small 
amount (2%) is sold to either eligible consumers7 or in the Balancing Power Market (BPM). lastly, 
free production companies sell electricity to varying buyers with different price options, which entails 
numerous trading strategies. 

Figure 11: Physical Electricity Trade in Turkey
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6  The share of eÜAŞ in electricity production is currently 30%, down from 48.5% in 2006 (TeİAŞ, 2015).
7  When eligible consumers once quit buying from TeTAŞ, they cannot buy again in the future. 
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The changes in the types of licenses in the year 2013 have been a landmark for the physical 
electricity trade in Turkey. With the introduction of the electricity Market law (No: 6446) in 2013, 
wholesale licenses and retail licenses were changed to be supply licenses. In this regard, wholesalers 
and retailers have started to share the same dynamics and the holders of supply licenses have been 
given the chance to supply electricity without being subject to regional limitations. 

4.2. Changes in Eligible Consumer Limit
The eligible customer regulation that was published on 4 September 2002 in the official Gazette 

introduced a process in which eligible customers in Turkey are granted the right to choose electricity 
suppliers. in the following years, the energy Market regulatory Board consistently reduced the eligi-
ble consumer limit. Table 3 below shows the changes in eligible consumer limit and the corresponding 
market openness rates. In the near future, it is foreseen that this limit will be eliminated and the retail 
electricity market will be fully liberalized.

Table 3: Changes in Eligible Consumer Limit

Year Eligible Consumer Limit (kWh/
Year) Change Market Openness Rate

2002 9.000.000 -

2003 9.000.000 0,00 %

2004 9.000.000  0,00 %  27,8 %

2005 7.700.000  -14,44 %  30 %

2006 6.000.000  -22,08 %  32 %

2007 3.000.000  -50,00 %  38,6 %

2008 1.200.000  -60,00 %  41 %

2009 480.000  -60,00 %  49,2 %

2010 100.000  -79,17 %  63,3 %

2011 30.000  -70,00 %  78 %

2012 25.000  -16,67 %  83 %

2013 5.000  -80,00 %  85 %

2014 4.500  -10,00 %

2015 4.000 11,11 %

Source: energy Market regulatory Authority (ePDK)

4.3. Structure of the Retail Electricity Sector in Turkey
4.3.1. Demand

in January 2015, the number of eligible customers in Turkey was 1,445,721 (Market Financial 
reconciliation center – MFrc). The figure was 447,421 as of end-December 2013 (MFrc). in 2013, 
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41,394 eligible customers switched between suppliers once, and 37,305 eligible customers switched 
to other suppliers twice (MFrc). These figures show that, in the year 2013, only 18% of all eligible 
customers exercised their right to choose supplier. Considering that the number of total eligible cus-
tomers was 40,728 in end-2012 (MFrc), only a small proportion of all eligible users switched suppli-
ers in 2013. Also, taking into account the fact that eligible customers consist of industrial enterprises 
and businesses which are much more sensitive to the electricity price, we can safely conclude that the 
mentioned switching rate is considerably low. 

Table 4: Switching Rates of Eligible Consumers in 20138

Number of eligible Cus-
tomers as of December 

2013

Number of eligible custo-
mers which switched betwe-

en suppliers once in 2013

Number of eligible cus-
tomers which switched 

between suppliers twice 
in 2013

Switching Rate in 2013

447,421 41,394 37,305 % 18

Source: Market Financial reconciliation center (MFrc)

The findings of a report by the competition Authority in 2015 match up with those of the MFrc. 
The analysis of meters in six randomly picked distribution regions shows that a vast majority of eligi-
ble customers exercised their right of choosing suppliers by signing bilateral contracts with incumbent 
suppliers. The rate of switching to another supplier was around 15%. According to the mentioned re-
port of the Competition Authority, a substantial number of large-scale customers continue to procure 
electricity from assigned incumbent suppliers at regulated tariffs. Other findings of the report support 
this fact.

When the retail electricity market becomes fully competitive in the near future, the suppliers 
will compete with each other also for households, i.e. the smallest-size customers. When compared to 
industrial enterprises and businesses, small-size customers are more reluctant to seek the best price 
and search for the best product. As stated in sub-chapter 2.2, making a decision to switch to other 
providers is rather difficult and unusual for consumers. It is quite a complex choice for especially 
risk-averse consumers. Therefore, when left with the option of switching, the consumers either shelve 
their decisions or keep incumbent suppliers. All things being considered, one might expect that the 
switching rates for small-size consumers in Turkey would be lower. At this point, what makes sense is 
the perceptions of small-size consumers influenced by market players.

8  The “2013 electricity Market Progress report” by the energy Market regulatory Authority put the number as 238,720 
and noted that the percentage is 38.1% of all eligible customers. However, this figure include those eligible customers who 
declared to MFrc that they would maintain their relations with their incumbent suppliers. So, from an economic viewpoint, 
these figures include what is more than “switching”.
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Figure 12: Breakdown of users in six randomly picked distribution regions
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consumers who 

Eligible 
consumers who 

Eligible 
consumers who 

Jul-13 0,14 0,02 0,03 0,82

Aug-13 0,13 0,02 0,1 0,76

Sep-13 0,15 0,02 0,17 0,66

Oct-13 0,15 0,02 0,22 0,61

Nov-13 0,15 0,02 0,26 0,56

Dec-13 0,15 0,02 0,3 0,53

Jan-14 0,13 0,02 0,31 0,53

Feb-14 0,14 0,02 0,39 0,45

Mar-14 0,14 0,02 0,42 0,42

Apr-14 0,14 0,02 0,43 0,41

0,00

0,30

0,60

0,90

1,20

Jul-13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13 Jan-14 Feb-14 Mar-14 Apr-14

Eligible consumers who purchase electricity from other suppliers.
Eligible consumers who purchase electricity from other suppliers that are in the same market as assigned suppliers.
Eligible consumers who purchase electricity from assigned suppliers by bilateral contracts.
Eligible consumers who purchase electricity from assigned suppliers at regulated prices.

Tablo 17

Eligible 
consumers who 

Eligible 
consumers who 

Eligible 
consumers who 

Eligible 
consumers who 

Jul-13 0,17 0,01 0,34 0,48

Aug-13 0,17 0,01 0,37 0,46

Sep-13 0,17 0,001 0,37 0,45

Oct-13 0,17 0,001 0,37 0,45

Nov-13 0,14 0,04 0,37 0,45

Dec-13 0,14 0,04 0,38 0,45

Jan-14 0,13 0,03 0,4 0,44

Feb-14 0,13 0,03 0,44 0,39

Mar-14 0,13 0,03 0,49 0,35

Apr-14 0,11 0,06 0,52 0,32

1

Source: Turkish competition Authority (2015)
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Figure 13: Electricity sources of industrial enterprises, businesses, and residences

Tablo 2

Eligible 
consumers who 

Non-eligible 
consumers

Eligible 
consumers who 

Eligible 
consumers who 

Industrial 
enterprise

0,3116 0,0622 0,0892 0,537

Business 0,3312 0,1725 0,099 0,3974

Residence 0,00629999999999999 0,8638 0,0093 0,1206

0,00%

0,30%

0,60%

0,90%

1,20%

Industrial enterprise Business Residence

0,121%0,397%0,537%
0,009%

0,099%

0,089%

0,864%

0,173%

0,062%

0,006%

0,331%0,312%

Eligible consumers who purchase electricity from other suppliers.
Non-eligible consumers
Eligible consumers who purchase electricity from assigned suppliers by bilateral contracts.
Eligible consumers who purchase electricity from assigned suppliers at regulated prices.

1

Source: Turkish competition Authority (2015)

4.3.2. Supply
Currently, 202 enterprises have supply licenses in Turkey. This includes assigned supplier com-

panies (21), electricity producing companies, and the companies which only have supply licenses. low 
switching rates notwithstanding, the number of the holders of supply licenses indicates a competitive 
market structure. On the other hand, multi-utility suppliers have not joined the market and conver-
gence in the retail electricity sector has not taken place yet due to the fact that the eligible consumer 
limit has not been reduced by the end of 2014 so as to include small-size consumers. 

4.3.2.1. Potential of convergence in the retail electricity Sector in Turkey
In spite of the fact that any convergence at the business strategies level between the retail elec-

tricity sector and other sectors in Turkey has not yet taken place, there exists a potential to that end, 
as duly stated by the Competition Authority in its analyses and decisions. In a decision concerning the 
privatization of Çoruh electricity Distribution company (Çoruh elektrik Dağıtım A.Ş.), the competition 
Board drew attention to the convergence between electricity and gas suppliers, and concluded that 
the incumbent gas supplier in a region is the biggest potential competitor of the incumbent electricity 
supplier in that very region9. Convergence with other sectors will create opportunities for small-size 

9  Turkish Competition Board, 11.03.2010, Decision No. 10-22/298-108
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consumers as they will be able to choose suppliers with the elimination of the eligible consumer limit. 
Marketing and operational costs per unit would decline and companies would provide added value by 
virtue of economies of scope created either by companies other than electricity suppliers which enter 
the retail electricity market so as to provide electricity in addition to gas, Internet, telephony, cable TV 
and similar services, or by electricity retailers that start supplying these services along with electricity 
via bilateral contracts with companies outside the sector. Such practices enable access to small-size 
customers segment which is hard to penetrate by merely selling electricity. Likewise, in line with the 
need for a customer portfolio to offer competitive electricity prices, non-incumbent electricity suppli-
ers in relevant distribution regions might want to go into competition and benefit from economies of 
scale by gaining access to customer portfolios of incumbent gas or telecommunications suppliers via 
merges or agreements.  

Among the factors that expedite the fulfillment of the convergence potential between the retail 
electricity sector and the gas, water, or telecommunications sectors is the “smart networks”. A “smart 
meter” is a precondition for smart networks. Smart meters are able to process the data of electricity, 
gas, water and telecommunications services at the same time, which facilitates convergence. In broad-
er terms, the expedition of convergence in the technical sense requires an advanced data processing 
infrastructure. In Turkey, however, even the remote meters are available to consumers with a certain 
level of average consumption. So, the fact that the attainment of an advanced data processing infra-
structure in Turkey will take time is one of the obstacles to convergence. Although the regulations in 
effect stipulate that the meters older than 10 years old ought to be replaced for free, it is unknown to 
us to what extent the new meters will make convergence easier. 

Another obstacle to convergence is the different rates of liberalization in utility sectors. The level 
of liberalization in the gas sector is quite different than that of the electricity sector. The eligible con-
sumer limit in the gas sector in not as low as in the electricity sector, thus making it difficult for elec-
tricity suppliers to add gas in their price offers. Also, on account of the fact that gas consumers below 
the eligible consumer limit are exclusively within the portfolio of gas suppliers, the gas companies are 
generally less enthusiastic about exploring different commercial opportunities. 

In respect of Turkey, another stumbling block to converging is the scarcity of finance sources. 
Due to international developments, the sources of finance to support investments needed to take full 
advantage of convergence are inadequate, which sets back convergence.   

In conclusion, we might see, perhaps in the near future, a wave of merges, takeovers, and joint 
ventures among enterprises following the settlement of the abovementioned issues, the realization of 
convergence in the retail electricity market in Turkey, and the elimination of legislative restrictions. 

4.4. Obstacles to Retail Competition and the Improvement 
of the Retail Electricity Sector in Turkey

The analyses of the current retail electricity sector in Turkey lead us to the fact that this market 
is a nascent one. Another related outcome suggests that, following partial liberalization in the electric-
ity market in Turkey, the retail competition in that market needs maturation. When we take a closer 
look at the obstacles to retail competition and the improvement of the retail electricity sector, we see 
a number of common factors. 
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One of the downsides is the lack of a competitive and transparent production market. The 
main feature of the current electricity generation market in Turkey is the existence and dominance 
of public sector through EÜAŞ. Despite the fact that the increasing of the private sector’s share in 
the market –currently 70%– is desirable, the Electricity Market Law (no: 6446) includes provisions 
in favor of EÜAŞ.  For example, the Law stipulates that “the total electricity generation amount 
that a real person or a legal entity of private sector can generate through a generation company it 
controls may not exceed twenty percent of Turkey’s total electrical energy generation published for 
the previous year”. However, EÜAŞ is exempt from that limitation which is an obstacle to the de-
velopment of a deepening and competitive production market. That being the case, considering the 
prevailing trend in the recent years and privatizations in electricity generation, there are reasons to 
think that the market share of EÜAŞ will decline in the future. This will undoubtedly have positive 
implications for the generation and supply markets. 

Another public sector-related hurdle is the existence and dominance of TETAŞ in the re-
tail electricity market. TETAŞ procures electricity from cheap sources (EÜAŞ) or more expensive 
sources (BO-BOT-TOOR), and has an obligation to supply electricity at reasonable prices. TETAŞ 
is the only buyer of electricity generated by EÜAŞ or BO-BOT-TOOR power plants, which makes 
it the biggest electricity supplier in the country. TETAŞ’s monopsonist position and its power in the 
electricity supply market10 disrupt efficient price signals within the market. 

On the other hand, BO and BOT power plants play a significant role for the liberalization of 
electricity market in Turkey. All of the agreements signed for investments in those power plants 
will terminate by 2019. The said agreements are backed up by the Treasury and include “take-or-
pay” clauses. Until that time, however, possible decreases in electricity prices or in the value of 
production assets thanks to the liberalization of the electricity market would create stranded costs. 
TETAŞ’s purchases at guaranteed prices might both resolve the issue of stranded costs and hinder 
the market’s deepening and transparency. Moreover, as stated in the report of the Competition Au-
thority, the amount of total electricity generated in Turkey varies to a great extent in years but the 
quantity of electricity generated by those power plants is stable to a considerable degree. This very 
fact implies a lack of competition for the said power plants. 

Nevertheless, the termination of the contracts mentioned above by the year 2019 will not help 
solve the stated problems altogether. TETAŞ is very likely to maintain its monopsonist position 
for a couple of reasons. Purchase guarantees for the electricity that will be generated by domestic 
lignite power plants or by nuclear power plants to be constructed in the coming years will be shoul-
dered by TETAŞ for a term of no more than 15 years pursuant to Law No. 5710. Also, inter-gov-
ernmental agreements in the field of energy supply, e.g. nuclear energy, strengthen the position of 
TETAŞ in the market.

Another obstacle to the improvement of the retail electricity sector in Turkey is the low effi-
ciency of vertical unbundling of supply and distribution. The complaints filed before the Competition 
Authority point to this situation in particular and assert that the distribution companies favor the 
assigned supplier companies in retail electricity market over others with regard to meter reading, 
billing, and maintenance. It is also alleged that the services provided by responsible distribution com-
panies are marketed so as to bring benefits to assigned supplier companies, and that the distributors 

10  In 2013, 52% of total electricity in Turkey was supplied by TETAŞ.
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convey the message that the consumers would not be offered high-quality services if they switch to 
other suppliers. It’s also claimed that distribution companies do not share customer information with 
other suppliers (competition Authority, 2015)11.

Distribution companies and assigned supplier companies might buy services from third parties 
owned by the parent company. This, also, constitutes an issue related to vertical unbundling. In the 
first phase of vertical unbundling process, the situation mentioned above was allowed under legisla-
tion in effect till 2016, which reduces the efficiency of vertical unbundling in the legal field12. But that 
kind of commercial relationship was outlawed by the end of 201613.

Among the major obstacles to retail competition and the improvement of the retail electricity 
sector are the regulated end-user tariffs that are lower than the prevailing market price. Subsidized 
and attractive tariffs, also known as industrial tariffs, discourage industrial consumers from exercis-
ing their rights to switch. Interrelated with this, cross-subsidies and national tariffs are among the 
problems stemming from market design and regulation policies (camadan, 2012). Admittedly, intense 
regulatory oversight in Turkey needed to manage and supervise massive investments to renew the 
production and network infrastructure gets in the way of competition in the retail electricity sector. In 
addition, the facts that the energy Markets operating corporation (ePİAŞ) is not fully functional at the 
time being and there are uncertainties concerning its technical infrastructure are among the factors 
that adversely affect retail competition.  

Real-time pricing plays a crucial role in helping efficient price signals in electricity supply mar-
ket reach end-users and enabling efficient market transactions. In such a pricing system, the users 
come across prices that come out of real supply-demand equilibrium in the market. For that reason, 
real-time pricing offers the greatest value in terms of economic motives and efficiency (Borenstein, 
2005). The pricing system in Turkey, however, even lacks triple-time tariffs, let alone real-time pricing. 
This shackles the economic efficiency and market development with a ball and chain, and prevents the 
retail electricity sector from producing desired market outcomes. 

There exist other factors, along with the above-mentioned ones, that have negative impacts on 
the market development and competition. In this context, the “lack of awareness among small-size 
consumers” is a psychological barrier. Most of the consumers think that they still purchase electricity 
from the state. A survey by TNS Global found out that 77% of the people do not know whom they pay 
for electricity. Small-size consumers have a low rate of awareness and they need protection. Also, since 
liberalization in the electricity market and the right to choose suppliers are new phenomena in Turkey, 
the consumers are less than sure about the benefits brought by switching. Moreover, there are many 
other factors that exacerbate the psychological barriers and increase the costs further. They include 
the facts that;  i) the share of electricity costs in a household’s spendable income is fairly modest, ii) 
the share of retailing costs in electricity bills is even smaller, iii) the consumers build up a relationship 
of fidelity with suppliers in the course of time, iv) elasticity of demand for quality is zero, which means 
that they do not tolerate electricity cuts, v) the consumers are unaware of the liability of distribution 
and transmission companies to ensure quality, and vi) the consumers cannot make distinction be-
tween supplying and retailing. 

11  The perception that the vertical unbundling did not take place fully might, surprisingly, help further supply competition. For 
example, customers who are discontented with the services of distributor companies might be encouraged to switch suppliers.
12  The Competition Authority did not carry out any investigation about any of the complaints stated here. 
13  Provisional Article 4, Energy Market Licensing Regulation
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Figure 14: Obstacles to retail competition and the improvement of the retail electricity sector in Turkey

Market Design and Regulation Policies

Psychological Barriers

38 
 

• Lack of awareness among small-size consumers
• Establishment of a relationship of fidelity between customers and suppliers in time

• Industrial tariffs, cross-subsidization, national tariffs
• Energy purchase contracts between retailers and state-owned production and wholesale companies
• Existing and future purchase guarantees by TETAŞ
• EÜAŞ dominance in production and exemptions granted
• Low level of vertical unbundling
• Intense regulatory oversight needed to manage and supervise massive investments to renew the 

production and network infrastructure
• Incomplete functionality of Energy Markets Operating Corporation (EPİAŞ) and uncertainties concer-

ning its technical infrastructure

4.5. SWOT Analysis for Incumbent Suppliers
We reckon that the elimination of the eligible consumer limit and the promotion of full com-

petition in the retail electricity sector will affect incumbent suppliers for the most part. Incumbent 
suppliers are the new operators of electricity distribution entities that have recently been privatized. 
The payback for the investments they make and the costs they bear is possible only by keeping their 
customer bases. On the other hand, supply competition might provide them with the very opportuni-
ties they are not able to use for the time being. Thus, a SWOT (Strengths, Weaknesses, Opportunities, 
Threats) analysis is needed for incumbent suppliers. Below is a brief SWoT analysis. 

Figure 15: A SWOT Analysis for Incumbent Suppliers in Turkey

Strengths Weaknesses

  Assigned supplier companies have built up a relation-
ship of fidelity with their customers in the course of 
time. This relationship is stronger thanks to the distribu-
tion companies in the same market. 

  Parent companies of assigned suppliers operate in the 
electricity production sector as well. Therefore, they 
manage the balancing risk and others better. 

  Some assigned supplier companies collaborate with in-
ternational energy companies which have more experi-
ence in retail competition.

  Parent companies of assigned suppliers are large groups 
of companies and powerful lobbyists.

  As assigned supplier companies have large portfolios 
and customer bases, they can spread the transaction-
al costs to wider customer bases so as to benefit from 
economies of scale.

  Since assigned supplier companies have 
monopolies in their regions for years, their 
marketing experience is less than that of 
other suppliers. 

  Supplier companies which offer both dis-
tribution services and feasibility analyses 
were paid more in the privatization pro-
cess. This fact puts pressure on supplier 
companies.
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Opportunities Threats

  Assigned supplier companies can develop new market-
ing techniques.  

  Assigned supplier companies can increase their profits 
by creating sub-segments in marketing and diversify-
ing products or prices. For example, they can sell green 
electricity to customers with environmental sensitivity at 
higher prices.

  Assigned suppliers can participate in the markets of oth-
er assigned suppliers’ regions in order to enlarge their 
customer portfolios.

  Since it is unknown when the eligible consumer limit will 
be eliminated, assigned suppliers can, in the meantime, 
prepare for competition.

  A marked increase in demand for electricity is foreseen 
in Turkey.

  Last resource supply tariffs are higher as stipulated by the 
Law. This provides higher profit margins if the customers 
do not switch to other suppliers.  

  Simultaneous privatization and liberaliza-
tion are likely to create unexpected stranded 
costs. The value of a customer base, as an as-
set, that an assigned supplier company has 
in exchange for privatization price declines 
following liberalization.  

  Incumbent suppliers compete with hun-
dreds of rival suppliers. The number of mar-
ket players holding supply licenses is 202. 
Despite the fact that not all of them actively 
participate in the market, this figures implies 
a highly competitive market structure.

  The liberalizations of gas and electricity mar-
kets do not go side by side. In gas supply, the 
eligible consumer limit is 75,000 m3 per year 
(average household consumption is 1,500-
2,000 m3 annually). So, gas suppliers might 
go into competition in electricity supply 
market more easily, but not vice versa. This 
hampers proper convergence between gas 
and electricity supply markets. 

  Other suppliers might engage “good”, 
well-educated and payer customers, and 
incumbent suppliers might have to con-
tent themselves with non-payer, “bad” cus-
tomers. This creates a substantial collection 
risk for incumbent suppliers. On the other 
hand, unpaid bills pose a challenge for both 
incumbent supplier companies and other 
suppliers. Western companies do know that 
electricity bills will be paid sooner or later. 
Supplier companies in Turkey, however, can-
not collect fully. Proportion of collection to 
accrual is never 100%. 

  Assigned suppliers ought to bear additional 
marketing costs in order to counter compet-
itive threats posed by other suppliers, thus 
creating a need for external financing.

  Assigned suppliers of a region might inter-
vene in a region of an incumbent supplier to 
lure customers.

  Difficulties experienced by distribution com-
panies are likely to be related to supplier 
companies. 
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4.6 Foresights for the Future of Retail Electricity Sector in 
Turkey

4.6.1. Possible Macro and regulatory risks for the Sector

It is of strategic importance to study possible macro and regulatory risks that might be faced by re-
tail electricity companies in Turkey in the next 10-15 years, whether they be an assigned incumbent 
supplier or a new market player. Below are the possible risks.

Table 5: Possible Macro and regulatory risks for retail electricity companies in Turkey in the Next 10-15 years

Macro Risks Regulatory Risks

Possible decrease in demand for electricity and, as a 
result, in revenues of suppliers due to low rates of eco-
nomic growth contrary to expectations.

Lower eligible consumer limits and ease of switching 
between suppliers.

Possible decrease in demand for electricity and, as a 
result, in revenues of suppliers due to increase in ener-
gy efficiency.

High costs to meet in order to build information system 
infrastructure if the suppliers are obliged to collect data.

Promotion of investments by altering legal and regula-
tory infrastructure for distributed generation, and sub-
sequent decrease in need for electricity supplied.

Continuation of subsidies for electricity prices.

Time-consuming legal conflicts between buyers and 
providers.

Upward volatility of transmission and distribution tariffs.

For assigned supplier companies: Bringing down the 
limit for retailing revenue cap.

For assigned supplier companies: Unexpected deviati-
ons in the period of transition in new tariffs.

In short, the players which want to make their presence felt in the next 10-15 years in the retail 
electricity market of Turkey need to take the aforementioned risks into consideration. 

4.6.2. Foresights regarding Supply
As discussed in Chapter 3, opening the retail electricity sector up to competition will enable 

three types of companies operate in the market along with incumbent suppliers. Companies which 
only have supply licenses cannot gain a toehold in the market in any country due to their risk pro-
files. Turkey in no exception. Although these companies, also known as “fake investors” (“çantacı” in 
business jargon), continue operating in the market for the time being, it would come as no surprise if 
they are swallowed by larger companies or go bankrupt in the future. In addition to their risk profiles, 
they are also vulnerable since they cannot grow enough to take advantage of economies of scale and 
economies of scope. 

It is expected that multi-utility suppliers will be more active in the market following the elimi-
nation of the eligible consumer limit. Those multi-utility suppliers would include other network sup-
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pliers such as gas and telecommunications, provided that convergence takes place after the removal 
of barriers. Otherwise, chains of stores, durable goods retailers, or similar retail companies might op-
erate as multi-utility suppliers in the retail electricity sector as well. We reckon that the competition 
for small-size consumers will be taking place mainly between multi-utility suppliers and incumbent 
suppliers.

On the other hand, electricity producing companies will be among significant players which 
shape the Turkish retail electricity sector in the future. Their risk profiles work to their advantage in 
supplying electricity. However, they are more likely to make use of their advantages and reach large-
scale consumers rather than small-size ones. Therefore, the biggest competitors of incumbent suppli-
ers in the large-scale consumers segment of the market in particular are electricity producing com-
panies. It should be borne in mind, however, that many of the incumbent suppliers that operate in 
different regions of Turkey are also producers. 

4.6.2. Foresights regarding Demand
As outlined in sub-chapter 4.4, small-size consumers in Turkey face considerable switching 

costs. Unless the costs go down, the switching rates are expected to be very low following a possible 
elimination of the eligible consumer limit in the near (or distant) future. if the reverse is desired, the 
switching costs need to be brought down. The first step to this end is to reduce search costs. Basically, 
this can be achieved, as done in many countries, by simply providing an online platform through which 
the consumers can easily compare price offers of various companies. Having said that, however, this 
brings another problem. Which authority will be in charge of administering that online platform? Will 
it be the competition Authority or the energy Market regulatory Authority, or the Directorate General 
of consumer Protection and Market Surveillance (Ministry of customs and Trade)? This issue needs 
addressing. 

On the other hand, the mobility of large-scale consumers depends on the elimination of indus-
trial tariffs. Failing that, the switching rates of those price-sensitive consumers will continue to be low 
when compared to figures in other countries. 

4.7. Recommendations for the Enhancement of Retail 
electricity Market

The previous chapters of the Report advert to issues regarding retail competition and the bet-
terment of retail electricity market. This chapter aims to make a number of recommendations. While 
doing so, the structure of the electricity market in Turkey as well as the legislation in effect need to 
be taken into account. For instance, a price mechanism similar to “Price to Beat” as practiced in Texas 
where electricity supply services are conducted by private companies for years cannot be brought into 
force in Turkey’s electricity market where distribution services therein have recently been privatized. 
Also, shutting down TeTAŞ does not seem to be a practical solution. in this regard, we need to dwell 
upon applicable options which can definitely contribute to the solution of problems.
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4.7.1. recommendations for Practices that Decrease the effects of vertical 
unbundling

In the preceding chapters, it was stated that the distribution companies allegedly favor the as-
signed supplier companies in retail electricity market over others with regard to meter reading, bill-
ing, and maintenance. A possible solution that comes to the fore is to ensure service quality.

In this context, the Regulation on Service Quality in Electricity Distribution and Retail Sale (pub-
lished in official Gazette no: 28504, dated 21 December 2012, and took effect on 1 January 2013), aims 
to ensure delivery of high quality services to the demand side which is not granted the right to choose 
suppliers. This very objection includes both providing and bettering of an average level of quality in the 
system as a whole, and offering a certain quality to individuals (Alma, 2012). The regulation takes up 
the service quality in three categories, i.e. the continuity of supply, technical quality, and commercial 
quality. Whereas the distribution companies have duties and responsibilities with regard to all of the 
three categories, the assigned supplier companies have duties and responsibilities only for commer-
cial quality. 

Although the Regulation imposes limited obligations on assigned supplier companies, following 
up the obligations of distribution companies closely and requesting the submission of additional indi-
cators play an important role in promoting retail competition. Within this context, the regulation au-
thority might request distribution companies to classify detailed data collected via the “continuity of 
supply recording system” on the basis of supplier companies. Imposing this obligation would contrib-
ute to a considerable extent. Such a classification appears to be essential when we consider the need to 
follow up the enforcement of regulations that obliges distribution companies which play a crucial role 
in retail competition to treat equally. In a similar vein, distribution companies need to be imposed the 
obligation to classify the System Average interruption Duration index (SAiDi) and the System Average 
interruption Frequency index (SAiFi) on the basis of supply companies to which they provide services. 

4.7.2. recommendations to Bring Down the Switching costs
As touched upon in previous chapters, the two main components of switching costs are the 

transaction costs and the search costs. The search costs, in particular, represent an overwhelming 
proportion of switching costs. In order for consumers to find suppliers that provide favorable services 
and make comparisons between offers, it is a must to launch a website administered by public bodies 
so as to provide objective information, as seen in Figure 7. A fully-functioning website like this doesn’t 
exist in Turkey. A public authority ought to step in and launch an online platform as soon as possible 
to contribute to the improvement of the retail electricity market. 

As for the transaction costs, until recently, eligible consumers who want to switch to other sup-
pliers had to obtain a document from their previous suppliers stating that they don’t have outstand-
ing debts. Currently, consumers are under no obligation to get such a document as stipulated in the 
regulation Amending the regulation on consumer Services in electricity Market (published in official 
Gazette no: 29477, dated 16 September 2015). however, similar documents that consumers are re-
quested to obtain increase the transaction costs. We recommend that all switching transactions are 
carried out by former and new suppliers.
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Lastly, EPDK has a number of other responsibilities to bring down switching costs. It should 
draft and publish a Guide for eligible consumers and mount a publicity campaign including public 
service announcements. EPDK should take an active role in preventing misuse and ensuring that all-in-
clusive prices are incorporated in bilateral contracts. 

4.7.3. Recommendations for More Efficient Market Supervision by the Regula-
tory authority

The creation of a wider electricity supply market following the replacing of wholesale licenses 
and retail licenses with supply licenses, and the unbundling of supply and distribution heightened the 
need for a closer supervision of the retail electricity market by the regulation authority. The increase 
in market openness rates underscores that strong need. Bearing this in mind and with a view to mon-
itoring the retail electricity sector more efficiently, defining problems, and offering solutions, it is rec-
ommended that a new department in charge of supervision of the electricity supply market should be 
established within EPDK. 
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5. CONCLUSION
The notion of competition in electricity supply is one of the less understood and the most con-

troversial points of the liberalization of electricity markets. The controversy and the imperceptibility 
is even greater in Turkey where distribution services have recently been privatized, the unbundling 
in the legal field has taken place lately, the market is undergoing liberalization, and awareness among 
small-size consumers is low. 

Incumbent suppliers have understandable concerns with regard to competition in the retail 
electricity sector. It should be borne in mind, however, that the concepts of liberalization and privati-
zation which provide incumbent suppliers with the right to operate in their exclusive regions envisage, 
at the same time, retail competition as a continuation of and a supplement to the desired benefits. The 
roots of the concept of competition in electricity supply (sub-chapter 1.1) and the desired benefits 
(sub-chapter 1.2), i.e. increasing sensitiveness of market participants to market outputs and efficient 
short-term price signals in the market, explain why competition in the retail electricity sector comple-
ments privatization and liberalization. In sum, to put it in theoretical and philosophical terms, retail 
competition complements privatization and liberalization processes in the market and should be in-
troduced sooner or later.

In electricity retailing, electricity is a “commodity” and the relationship between supplier and 
consumer is a financial one. Suppliers do not have the power to affect the physical quality of electricity 
and competition is mostly for the price due to the nature of electricity supply. Thus, it is extremely dif-
ficult to provide added value and obtain high profit margins in electricity trade. This can be achieved 
only via cost-effective operations and innovative marketing techniques.

Among the most significant factors regarding the future of the sector shaped by competition in 
electricity supply is customers’ response to competition. Understanding the factors that affect con-
sumers’ behavior in retail electricity sector and the dynamics of switching is the first step in applying 
innovative marketing methods. 

Additionally, in order for retail companies to be competitive in the retail electricity sector, they 
should identify and analyze new and potential rivals in the market. Incumbent suppliers ought to con-
duct an analysis of convergence with other sectors, develop strategies, and keep their readiness. 

The outlook of retail competition in Turkey is far from being promising. In the retail electricity 
market where small-size consumers are not granted the right to choose suppliers, only 15-18% of all 
eligible customers exercised their right to select their suppliers in the year 2013. Considering that 
the number of total eligible customers was 40,728 in end-2012 (MFrc), only a small proportion of 
all eligible users switched suppliers in 2013. Also, taking into account the fact that eligible customers 
consist of industrial enterprises and businesses which are much more sensitive to the electricity price, 
we can safely conclude that the switching rates are considerably low. Upon a closer look at the reasons 
behind the lack of deepening in the market, we are confronted with barriers related to the market de-
sign and regulation policies, and the fact that incumbent suppliers do engage in production, the first 
ring of the electricity supply chain, as well. Following the elimination of the eligible consumer limit 
possibly in the near future, it is not expected that competition for small-size consumers will intensify 
unless appropriate measures are taken. On the other hand, if proper precautions are taken, switching 
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costs are reduced, and convergence between the retail electricity sector and other sectors is promoted, 
then consumers will find themselves in a hectic market. In such a situation, multi-utility suppliers are 
expected to be the biggest competitors of incumbent suppliers14. 

Lastly, the two keywords for the future’s electricity suppliers in Turkey, as in the world, are “unlimit-
ed” and “gigantic”. In the future, it is foreseen that only large-scale suppliers which operate in various 
sectors and benefit from economies of scale and economies of scope will dominate the market. 

14  A similar mobility took place in the telecommunications sector. GSM operators competed for switching. According to the 
data provided by the Information Technologies and Telecommunications Authority, 77,221,621 mobile phone numbers have 
been carried to other provider companies. 
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ABouT The TurKiSh eNerGy FouNDATioN:
The Turkish Energy Foundation started its operations to shape the future of the energy sector by 

contributing and participating actively in national and international developments in 2012.

The Turkish Energy Foundation was founded as a “Think Tank” by the leading people in the 
energy sector and has three different research centers: Research Center of Energy Technologies and 
Sustainability, research center of energy Politics and Diplomacy, research center of energy Markets 
and Regulatory Acts.

Enerji Panorama is the official monthly magazine of Turkish Energy Foundation that has pub-
lished since June 2013. Exclusive news, analysis and objective improvements in the energy sector was 
one of the biggest issue of Enerji Panorama. It covers political, social and economic scenes of energy 
that reach all operations in energy sector; executives of companies, ministries, energy bureaucrats and 
academics.


