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What does success look like?
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54 Power of choice - giving consumers options in the way they use electricity 

Source: Future Possible Retail Electricity Prices: 1 July 2011 to 30 June 2014, AEMC, Dec 
2011. 

This chapter looks at each of these elements in turn, comparing observed prices in the 
NEM with theoretically efficient prices. 

5.2 Why are efficient price signals important? 

A significant proportion of the costs of meeting demand for electricity are incurred in 
supplying the few highest demand periods. This suggests that a reduction in demand 
in only a few periods per year could create a proportionally greater reduction in costs. 
For example, the EY report projects that in Victoria in 2020, the top 1 per cent of 
forecast peak half hourly periods will equate to 18.8 per cent of Victorian annual peak 
demand. They estimate that between $3.4 billion and $11.1 billion in network costs 
could be avoided in the NEM over the period 2011-2030 if demand in the top 1 per cent 
of peak demand periods could be reduced (to the level of the next highest demand 
period). This would not constitute a direct saving as the costs of any measures used to 
reduce demand would need to be netted off, but demonstrates the potential savings 

available.104 

Price will only be one component of a decision on when and how much to consume; 
other factors such as convenience, awareness and understanding will also determine 
consumption behaviour, as described elsewhere in this document. 

If consumers have access to prices which reflect the costs of supplying electricity at 
different times of the day and/or year, many may choose to reduce or cease 
consumption in these high demand periods, which may both reduce their bills in the 
short term and avoid the need for some investment which would otherwise be 
required in the long term. Others may prefer the certainty of a flat tariff, even if that 
tariff includes a premium for the retailer to take on the price risk. Where tariff 
structures (including any risk premium) are transparent and consumers are informed 
about the options, any consumption choice they make will be equally efficient. 

It is important for consumers to be able to choose the type of tariff they receive as some 
consumers would be worse off from cost-reflective tariffs, e.g. if they consume a lot at 
peak times and are unable to adjust their consumption behaviour. Some vulnerable 
consumers may have difficulty paying bills due to changes in tariff structures. It is 
important that protection is available for such consumers to help them choose the best 
tariff for them. If changes to tariff structures have negative impacts on vulnerable 
consumers, some form of support or protection may be appropriate. 

Other consumers may benefit from more cost-reflective tariffs if they were able to 
invest in technology to take advantage of them. In such cases, some form of support 
may be beneficial. Some responses to the issues paper expressed concern about the 
impact of changes in tariff structures on vulnerable consumers. Others argued that 

                                                
104 Ernst & Young, AEMC Power of Choice: Rationale and drivers for DSP in the electricity market – demand 

and supply of electricity, 20 December 2011. 



We won’t have to build so much
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Demand-side resources
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Competition
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Competition in the wholesale market
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Competition to procure demand response
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How do we introduce competition?
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Treat DR comparably to a scheduled peaking plant

Ensure retailers are unaffected by customers’ participation
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