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Markets a means… to what destination?
The energy trilemma - Choose any two?  
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(World Energy 

Council, 2016)
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(ACCC, 2017)

Australian residential energy prices index
(Australian Energy Statistics Update 2017)

Australian NEM wholesale prices
(AER Status of the NEM Report, 2017)

Electricity emissions intensity comparison
(shrink that footprint)

International retail electricity price comparison 
(ACCC Retail Price Competition Inquiry, 2017)Might get none…currently 

high NEM wholesale & retail prices, 

emissions c.f. other jurisdictions



User views on the NEM
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Energy users – a changing industry context

▪ From clients

– Early tailored industrial or commercial (lighting) applications

▪ ..to citizens

– Electricity as an essential public good – rural electrification

▪ ..to consumers

– The vertically integrated utility of growing size and scope

▪ ..to customers

– Electricity industry ‘reform’, liberalisation, deregulation, restructuring

▪ ..to perhaps partners, competitors, or even ‘deserters’?

– Demand Response, Self-generation, Energy Storage…

Now all of the above – how do we design appropriate interface?
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(MacGill & Smith, Consumers or prosumers, customers or competitors?—Some 

Australian perspectives on possible energy users of the future., EEEP, 2017)
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NEM regulatory-commercial end-user interface

Generation

Sector:-

large

generators

Transmission

Sector: –

TNSPS

Electricity

flow

Derivative trading for risk, investment  

Distribution

Sector: -

DNSPS
Electricity

flow

Multi-region

five-minute 

energy 

& FCAS

markets

Intentions,

offers &

payments

Intentions,

bids &

payments

Retailer Z

Retailer 1

Retail

sector

End-use

Sector:-

end-use

equipment

Electricity

flow

End-users

Retail

Markets

Generation

Sector

AEMO: market & system operator

cash flow

(adapted from Outhred, 2010)

Generator Y

Generator 1



Q: What is wrong with the NEM retail market?

A: it isn’t actually a market

“A market is any place where the sellers of a particular good or 

service can meet with the buyers of that good and service 

where there is a potential for a transaction to take place”

▪ In NEM retail markets

– Do consumers ‘meet’ with sellers? 

▪ Poor end-user engagement, inefficient levels of DSP and EE

– Does the market sell the good or service desired?

▪ Energy users want to buy energy ‘services’, not kWh ‘goods’

7Integrating demand response and energy efficiency into energy markets



The key market design question: 
A market for ‘goods’ or for ‘services’?

▪ Can sometimes establish effective markets that improve 

economic efficiency through greater competition

– Commodities market can feature high price competition.. If done right

– Can have competition b/n differentiated goods and services, but poses 

additional complexities for both buyers, sellers as Competition now 

based on perceived quality, fitness for purpose, price

▪ However, a possible price for convenience of commodity mkts

– “.. commodity policy relies .. on two premises – cornucopianism and 

individualism…   experience with power liberalisation has under-scored 

the existence of vital public values that are neither .. including the value 

of reducing energy use …” (Byrne + Munn, 2003) 

▪ A vast & growing gulf between establishing electricity as traded 

commodity + ‘end’ consumer objective of energy services   
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▪ Little focus on energy services
– “… an important reason there is 

effective competition in Victoria is .. 
because the provision of energy is 
viewed as a homogenous, low 
engagement service“  (AEMC, 2008)

▪ An oligopoly of large ‘gentailers’

▪ Current measures of competition 

miss key issues

– Yes, NEM high switching rates – but 

real customer choice or just churn?

– Yes, NEM price spreads – but reflect 

competition, stickiness, or govt policy?

▪ Thankfully, a welcome new focus
on customer engagement and
DSP by policy makers, innovative 
businesses and end-users

(Accenture, 2013)

Do we have a ‘real’

retail electricity market?
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Retail competition failing on its own terms
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What of DSP?

▪ “DSP provides a tool for consumers to actively 

participate in the market, by offering a suite of 

options for them to manage their electricity 

consumption and, in turn, their electricity 

expenditure. It includes actions such as energy 

efficiency, peak demand shifting, changing 

consumption patterns, and consumers 

generating their own electricity.” (AEMC) 

▪ In practice, a complex concept in the

electricity industry

– from paying your bills to being paid for 

service provision
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Facilitating greater consumer engagement 

– demand-side participation in principle 
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Is NEM failing on 

broader DSP too?
Some progress… and less

successful efforts to date
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What might real pricing look like?
▪ NEM wholesale market has prices for energy, services

– Locational and temporally varying and uncertain spot and future prices 

for energy, ancillary and network services

Although limited locational pricing, opaque derivatives, market power 

and inefficient by design because don’t include env. externalities

▪ Predetermined retail electricity tariffs for energy

– Not a price in ‘economic efficiency’ sense of term, and not selling what 

the energy user wants; energy services

major reform of interface b/n supply + demand sides of electricity sector 

and NSPs required before genuine ‘price discovery’ can occur

▪ Possible ‘pricing’ paths forward for end-user engagement

– Bring end-users to wholesale market, network services 

aggregate users to participate in wholesale, ancillary, derivative mkts

– Bring wholesale market, ancillary and network services to energy users

real-time pricing (with futures hedging), value-reflective network tariffs
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What might a real mkt look like? A focus on 
▪ Consumer energy services rather than ‘commodity’ kWh/MWh prices

▪ Consumers’ long-term interests, including need for energy transition

▪ Facilitation for energy users to participate in a wide range of services

– “A key assumption behind this review is that consumers will always make the 

best decision from their viewpoint, based on the prices they face, the technology 

and equipment they have access to, the information they have …” (AEMC, 2011)

– NEM a highly complex ‘designer’ market with network infrastructure, regulated 

monopolies, major asymmetries between supply + demand. “expecting energy 

consumers to optimise their level of DSP without any support from third-parties 

and specific DSP schemes is preposterous… The EEC recommends that the 

AEMC focus on DSP schemes, barriers to third-parties driving DSP” (EEC, 2011)

Supporting new players with innovative business, community and other 

models for efficiently delivering end-user energy services, coordinated 

end-user participation in wider market services 

From where will these Energy Service Providers come?
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.. and on

Open data

+

Open tools

+

Open policy,

regulatory &

mkt design 

processes
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Many of our publications are available at:

www.ceem.unsw.edu.au

Thank you…  and questions

http://www.ceem.unsw.edu.au/

