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Access regulation and export infrastructure

Rationale for regulation – inefficiency from monopoly 
pricing sufficiently large to justify regulation

A standard monopoly pricing issue
Applies equally to infrastructure for exports and non-
exports

Australia now has about a decade of experience with 
access (price) regulation

Timely to look back and assess performance
Succession of recent reviews – and the importance of 
infrastructure to export industries provides additional 
impetus



Competition reforms – events over the past 10-15 years
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Elements of the reform of access regulation
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form of regulation

Application of
regulation
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• This should follow…

• Identify only ‘essential facilities’
• Appropriate arrangements for:

Assets in transition to competition
‘Greenfields’ projects

• Appropriate split between rule-making
and application

• National focus for law/rules and regulatory
institutions
Creation of AEMC as rule-maker
AER as regulator / enforcer

• Appropriate accountability for regulators
(incl. appeal rights)

• Single, overarching
objective based on
efficiency

• Re-write of existing
laws/rules to ensure clarity

• Appropriate balance
between prescription /
discretion



Applying regulation – the WACC

Is generally raised as the most important determinant of 
incentives to invest

Significant effect on revenues / prices
Estimation of required returns has generated 
controversy

Cost of capital can only be estimated
Model not perfect – and even if were perfect, estimated 
with substantial imprecision

More sophisticated techniques may exist to increase 
precision – and other models may provide a check

But imprecision in estimating the WACC will remain
The important challenge is to create greater stability and 
predictability in regulatory WACC



Applying regulation – incentive regulation

Australian regulators have adopted ‘high powered’ incentives to 
dissuade ‘gold-plating’

Price cap / efficiency carry-over
Unless offsetting incentives are placed upon the delivery of outputs, 
then strong incentives against investment – even when it is efficient

Offsetting incentives are not common across Australian 
regulatory regimes
But defining/measuring all of the outputs and attaching 
rewards/penalties is complex and possibly impossible

Important questions for the future:
Can rewards/penalties be designed to provide incentives to 
invest (i.e. offset the penalty against spending)?
How large are the productive efficiency gains from high-powered 
incentives compared to the efficiency loss from inadvertent 
disincentives to invest?



Industry Capital Expenditure – Company and Regulator Forecasts and Actuals

Source: ESC (Vic) Position Paper, 2005, Table 1.3



The reasons for infrastructure bottlenecks

One view – “The greatest impediment to the development of 
infrastructure necessary for Australia to realise its export potential is 
the way in which the current economic regulatory framework is 
structured and administered. It is adversarial, cumbersome, 
complicated, time consuming, inefficient and subject to gaming by 
participants. There are too many regulators and regulatory issues 
are slowing down investment in infrastructure used by export 
industries.”

Export Infrastructure Taskforce, 2005, p2.
The alternative view – “There is no crisis in infrastructure”, but 
reforms are warranted to ensure future infrastructure requirements:

Appropriate/careful application of economic regulation is important
Inadequate and fragmented government planning
Uncertainty in other regulatory requirements (incl. greenhouse policy)
Financial relationships between the Commonwealth and States
Capacity constraints can be efficient…

The Allen Consulting Group, 2005, Investing in Economic Infrastructure, Report 
to the Victorian Government, May (www.allenconsult.com.au).


