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Over recent past years, retail electricity prices have been driven up by: 

1) large increases in transmission and distribution costs, arising mainly from the return on very 

large capital investments approved through the regulatory process, and 

2) lack of competition in the retail sector, as markets have been dominated by a handful of large 

“gentailers”. 

Now, rapidly rising wholesale costs are set to further increase retail prices (and have already 

increased contract prices paid by large electricity consumers). 

Apart from 2006-07, when drought reduced the output from a number of coal fired power stations, 

volume weighted average spot prices in the NEM were below the long run marginal cost of new 

generation until this year.  This was mainly caused by: 

1) an initial excess of generation capacity over demand for electrical energy, prolonged because 

total demand grew steadily more slowly from 2003 onward, and in 2010-11 and 2014-15 actually 

fell, 

2) over the same period, successive changes in ownership of most major power stations have 

resulted in the current set of owners carrying very low capital servicing costs. 

More recently,  

1) the supply/demand balance has tightened as modest demand growth has resumed and power 

stations have been closed,  

2) facilitated by this change in balance, wholesale markets, particularly in Queensland and SA, have 

displayed symptoms of severely reduced competition, 

3) the operating costs of older power stations have increased, and 

4) the wholesale price of gas has increased dramatically, affecting the cost of gas generation . 

The other major change over the period has been the growth in (mainly) wind generation, driven by 

policies designed to address climate change which have not been integrated into the planning of the 

NEM. 

The core of the National Electricity Markets Rules comprises a series of “designer markets”, intended 

ensure that the markets thus created would replace the two major functions previously undertaken 

by the vertically integrated, publicly owned monopoly electricity commissions.  These functions are: 

1) Planning and investment in new assets as required to meet demand for electricity at least 

cost and ensure that supply was at all times secure and reliable, and 

2) Efficient, least cost dispatch of generation needed to meet demand on a minute to minute 

basis. 

The NEM is now failing to deliver these functions. 

Some thoughts on what is needed. 



 Political and policy recognition that large reductions in electricity generation emissions, using 

commercially established technologies, will be the lowest cost means of achieving most of the 

emissions reductions Australia will need if it is to meet its emissions reductions commitments 

under the Paris Agreement. 

 Orderly and timely replacement of old coal fired power stations by new renewable generation, 

for which neither carbon pricing nor an emissions intensity scheme will be the appropriate 

instrument. 

 As part of this process, the timely provision of new grid security services, particularly very fast 

frequency control, for which appropriate financial incentives will required. 

 The provision of mechanisms to manage the combined variability of both supply and demand, 

which will include: 

o continued, and possibly increased use of Open Cycle Gas Turbine generators, 

o policies/incentives to encourage more demand side participation, both by individual 

large users and by aggreagators,  

o new transmission investment, particularly new interconnectors, 

o policies/incentives to encourage grid scale storage, and 

o a consistent and comprehensive approach to accommodate and encourage small scale 

(distributed) generation, including the necessary new network investments. 

 

 

 

 


