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Climate Café: Why is Australia's electricity 
system in such a mess? 
 

Monday 27th March, 12.15-1.45pm 

With Honorary Associate Professor Hugh Saddler 

 

With power outages across various Australian states and warnings of future gas shortages, electricity 

has become a highly contested and politically vexed issue. 

Australia's Chief Scientist, Dr Alan Finkel, has been appointed to lead an independent review into the 

security of the national electricity market. 

In this Climate Cafe, electricity expert Hugh Saddler, will discuss why changes to Australia's electricity 

system are needed. 

What are the challenges? What are the solutions? Will the Finkel Review provide the answers? 

Participants will then break into small groups to address these questions: 

 What solutions should be included in the Finkel report? 

 Can the market be redesigned to solve all the problems?  

o What are the barriers? 

o How can these barriers be overcome? 

About the speaker 

Hugh Saddler has spent almost all of his professional life working on issues related to energy and 

environmental policy - as an academic, government employee and consultant. 

He is the author of a book on Australian energy policy as well as over 70 scientific papers and articles 

and is a regular media commentator on energy and climate change policy. 
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Question 1: What solutions should be included in the Finkel report? 
 

 

Anything that is not ridiculous should be included in the review: food security, political 
solutions, orderly closure of coal fired power stations (e.g. Frank Jotzo’s report).  
 
We need to think about social transition for workers displaced by closure of stations. Look 
at problems associated with privately owned power plants and bring in legislation if the 
companies don’t make the orderly transition to renewables, then legislation is needed. 
There is complexity within the whole system. Companies will focus on shareholders’ 
profits.  
 
Finkel should look at complexities in the market. Encourage the Australian Energy Market 
Commission (AEMC) to amend and update the rules which govern the national electricity 
market (NEM).  
 
Smooth out peaks (e.g. ‘Reposit Power’ in Canberra – individuals seeling power to 
neighbours). Weather forecasting should be built in to systems so support decision-
making on buying/selling power.  
 
We need to make distribution systems, e.g. in South Australia, more resilient: “harden 
distribution systems”. They may be more vulnerable than we think.  
 

 

We need to recognise a whole lot of issues from last century’s system design. This legacy 
design does not reflect current community values.  
 
The review needs to be substantive, including institutional reform. At present there are 
inflexible objectives. The National Electricity Objective (NEO) needs to be broadened, 
including social and environmental goals. For example through objective redefinition, and 
reconsidering where decision making should happen. Broader mechanisms may be 
needed.  
 
Explore opportunities for how we support and enable battery infrastructure. 
 
We have variable energy sources – the community is interested in renewables and 
batteries – the system needs to incorporate dynamic and changing supply. 
 
Climate risk is important. How will a changing climate affect future energy supply? For 
example, extreme climate events. Climate Change will exacerbate threats to energy 
security, but it is not captured in the discussion. Needs serious consideration. 
 

 

What kind of structure of economy do we want in the future and what policies should 
underpin the economy?  
 
The default system is high prices and insecure energy. If we want this system then no 
action is needed. But if we want to change the system we need to think about what are 
the integrated energy and environment policies we need for the future. By this we don’t 
need a Soviet Russia style 20-year plan, but we need to think about the long-term 
direction to avoid “policy by default”. 
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The Finkel review needs to consider technical and market solutions. Technical solutions 
would involve generation and storage elements. Market solutions need to consider 
generation and storage. In considering options, economics will eliminate distractions e.g. 
lumps of coal circulating in parliament. 
 

 

There is a focus on engineering-based solutions. But we need to consider social 
dimensions. From the engineering perspective the issue is aging infrastructure.  
 
The changing nature of energy generation is diverse, and storage will be part of solution. 
But what in the terms of reference in the review address or consider this? 
 
Important is end-of-life strategies for technology, infrastructure, and workforce. From a 
social perspective, this is important. The workforce will need to transition. 
 
We need to be looking to efficiency in the national electricity market (NEM), and beyond. 
Australia is polarised at the moment, but there are another 250 million people in 
Indonesia to our north. We can look at linking to other nations overseas as part of the 
solution. 
 
Forward planning requires the 6 Ps: Purpose, philosophy, promises, plans, policy, and 
priority. Without this, we will be a basket case, and we are headed there quickly! 
 
Energy demand versus peak times need to be in the discussion.  
 
Consider new technologies and how they are impacting on housing, in context of 
increasing housing density. There is increased energy demand in new housing, paired 
with high consumption, and adding in generation and storage at house level.  
 
Non-technical challenges: policy is key.  
 

 

Potential solutions include: interconnectors, mini-grids for managing use fluctuations.  
 
Sustainability considerations should be incorporated into the national electricity market 
(NEM). We need to think about efficiency, i.e. managing demand side of the issue.  
 
Large scale renewables and storage are important. How to implement household battery 
storage – is this a government responsibility? Role of Elon Musk?  
 
Long term planning and certainty is needed.  
 
Can leverage on international politics, e.g. China’s expertise, US renewable energy 
companies and technology.  

These comments were added after the discussion 
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Question 2: Can the market be redesigned to solve all the 
problems? 

  

 

The current state based system is somewhat broken in terms of the market. There is no 
real national market – instead there are five state markets. It is the disconnection across 
state markets causing problems.  
 
We need to support each other more in times of high stress. It is very difficult to change 
the existing market, we need to start anew. Our system is UK-system based – no 
renewables etc. So it is not clear how to use the current structures to support future 
requirements. This makes it a big challenge. How far can that change be taken?  
 
A carbon price, in some form, is going to be part of the solution. A “carbon tax” will never 
be successful due to politics. But there is the question of whether an emissions trading 
scheme (ETS) or emissions auctioning system could be a solution. Between reverse 
auctions and ETS, modelling around ETS indicates it will be more successful. But that 
modelling is based on the discount rate being comparable between scenarios. However, 
the ACT experience indicates a reverse auction system is cheaper.  
 
Different policies have different financial risks. How do you make a market work with zero 
short run marginal costs? Wind, solar etc., what is the cost driver? Storage is needed in 
the system, with a dispatch-able load. Operation, though, can be different depending on 
funding. How should we pay for storage? Is there capacity in the market, or an arbitrage 
system? We will need to predict futures and manage investment around this.   
 

 

We should be exploring the proposition of a network of interconnected/ connected 
micro-grids.  
 
There is a need to recognise the dynamic of communities ‘going it alone’ e.g. South 
Australia, and on-the-ground rooftop solar and storage. People are making changes due 
to feeling insecure.  
 
Does the economics perspective capture the value of use of electricity, or cost of absence 
of electricity when it is desired? For example, in healthcare if you need surgery you need 
it immediately, you don’t trade it off for the sake of a new television set.  
 
Economics are different once you get into use within communities because you start to 
bring into the equation vulnerability and opportunity, which is not included in the context 
of larger scale developments.  
 

 

Finkel has many submissions to review as a result of the consultation process.  
 
The market can be redesigned to solve some, but maybe not all problems. There are 
short term solutions, e.g. capacity payments, orderly closure of coal power stations. But 
how to do this? Distributive generation and batteries are relevant here, and price is 
driving innovation.  
 
These are exciting times, but there are long-term uncertainties.  
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Question 3: What are the chances of Finkel’s proposals succeeding? 
What are the barriers, and how can they be overcome? 
 

 

There is uncertainty in government policy, and a lack of bi/tri partisan agreement. This 
means it is hard to get investment.  
 
There is a lack of long-term vision from parties, they are instead focused on short term 
votes.  
 
People like us are voters, but people like us are informed by the media. The media can be 
biased or well-rounded. So is the media part of the equation here?  
 
Can we learn from the strengths of each state’s energy market? 
 

 

The intergeneration report from a few years back is an example to consider. It was not a 
question of what will be picked up by the current government because if the ideas are 
good, they will be picked up in time.  
 
So the Finkel report, if done well, can have an impact beyond the short-term politics.  
 
We need the report to develop a clear picture on how to move forward collectively. 
  

 

In terms of the chances of success, the report touches many bases in terms of techniques 
available to achieve ongoing resolution of the ‘trilemma’.  
 
This involves reconciling 3 objectives: emissions targets, secure energy supply, 
affordability.  
 
There is a question of equitability versus efficiency. Do we want an efficient supply, or an 
equitable supply? 
 
Finkel has said we need to take emissions targets seriously – this is an important 
contribution.  
 
But we have the question of how to achieve the emissions targets, and that needs to be 
integrated with the energy security objective.  
 
Finkel has covered three alternatives and appears to have expressed preference for one 
of these, which is emissions reduction and supply.  
 

 

A point of clarification: at present Finkel has released a discussion paper with questions, 
there are no real recommendations at this stage. Finkel is in the final stages of preparing 
the report to go to government.  
 
In this space, we are looking for leadership on energy. 
 

 

A comment from Hugh: 
On the point of emissions policy being integrated with electricity policy: The trilemma 
statement is good, and reflects the issue.  
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Thinking on this, post- the Paris Climate Change Agreement period, which is 12 years 
away shows us that we need to achieve required emissions reductions in a very short 
amount of time.  
 
And these reductions need to come predominantly from electricity sector. There are 
other major emissions sector (transport, agriculture), but in electricity generation we 
know what can be done technically.  
 
So this means the electricity sector has to do most of the work to meet the Paris Climate 
Change Agreement commitments in 12 years from now.  
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