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Background 
 
The Reliability Panel of the National Electricity Code Administrator (NECA) has 
recommended that the reserve trader provisions of the National Electricity Code 
be extended from 1 July 2005 until 1 July 2006.  
 
The reserve trader provisions permit the National Electricity Market Management 
Company (NEMMCO) to enter into reserve contracts in order to ensure that the 
reliability of supply in a region meets the reliability standard determined by the 
Reliability Panel.  
 
These provisions were included in the Code to address concerns that in the early 
years of the national electricity market the system operator (NEMMCo) had 
independent powers to provide the essential security of the electricity system in 
the formative years of the market before the market matured and could provide 
this certainty for itself. The expectation of the market designers was that there 
would be competition for generation, growth in the transmission network 
(especially interconnection between regions), active demand side involvement in 
the market, and a burgeoning secondary market. When these features developed 
and were in place the market designers considered that a reserve trader 
provision would be no longer required and therefore placed a “sunset” provision 
in the Code. 
 
Despite strong criticism from various Interested Parties (particularly consumers) 
that the market design was significantly flawed and that the features expected by 
the market designers to develop, could not and would not develop, the 
fundamental market design was unchanged.   
 
 
Observations of the Market 
 
Since it was introduced in late 1998, the national electricity market has not 
developed as envisaged by the market designers.  
 
Despite the fact that there has been significant growth in supplying peaking 
power (mainly developed by retailers to provide a physical hedge against 
excessive volatility in prices observed in the regional markets of the NEM), and 
some growth in non-scheduled generating plant related to harnessing wind 
power, the current market shows that there has been:- 
 

 No active involvement by the demand side. 
 No secondary market. 
 Little growth in small embedded power generation 
 A national market which is clearly only a number of connected regions. 



EMRF, EUCV and ECCSA 
Response to ACCC on Reserve Trader 

3 

 No new regulated transmission interconnections1 (although some 
augmentation of existing interconnectors has occurred) with only three 
market connectors built (Basslink, Murraylink and Directlink) each of which 
has (or applied to be) converted to regulated status, or is underwritten by a 
government owned entity. 

 No new base load generation (other than a minor amount of augmentation 
of existing power stations), other than the Milmerran PS in Queensland. 

 
 
The indications from the actual experience of the market development since 1998 
show that there are major flaws in the basic market design. That few (and a very 
few at that) of the expected market outcomes have come to fruition is a clear 
indicator that the market design needs readdressing of the basic premises used 
for the current market design. That the England and Wales market design (which 
was similar to the Australian model) has been radically redesigned in the past 
few years because of the outcomes now readily observed in the NEM, also 
supports this view.  
 
 
Reserve Trader Provisions 
 
The reserve trader provisions were to phase out as the market developed. As the 
market has not developed to anywhere near the level required to phase out these 
provisions, the Reliability Panel has recommended (and rightly so) that the 
reserve trader powers of NEMMCo should be extended. 
 
NEMMCo has used these powers mainly to secure a commitment from 
generators to be available as and when called by NEMMCo to ensure (regional) 
system security. In addition to generator standby, there has been some (albeit 
modest) demand side response to the calls by NEMMCo for system support.  
 
As the majority of NEMMCo reserve trader support comes from generators (and 
demand side) offering support for a fee related to the capacity held on standby, 
even if the standby is not called upon, then effectively the reserve trader role is to 
secure a commitment from the market to make available the certainty of capacity 
– there is no commitment required by NEMMCo for the certainty of dispatch. 
 
    
A change to the NEM provisions is needed 
 
Recognising that the Reliability Panel sees the need for the Reserve Trader 
provision to be extended, raises the very real and appropriate question 
 

                                                 
1 QNI was committed before the market was commenced 
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“Should the NEM rules be changed to provide NEMMCo with the right to 
call for bids from generators based on a commitment for capacity, with 
actual dispatch being paid for at the short run marginal cost of the 
generator dispatched, rather than the current system based on “energy 
only” dispatch merit order”. 
 

The benefits of using a capacity based mechanism for dispatch provides a 
number of significant benefits, including the dispatch of generators in true merit 
order (ie in relation to their actual cost of generation) rather than a notional one 
calculated based on expectation of the amount of energy to be dispatched. 
 
The very fact that the “energy only” market has not developed as needed to 
achieve the outcomes sought by the designers, and there is still generator 
gaming extant in the market, clearly demonstrates the need for a review of the 
market design principles. 
 
The very need to extend the reserve trader provisions constantly each year again 
supports the view that the NEM is not functioning properly.   
 
 
Response to the extension of the Reserve Trader provisions 
 
The Victorian and SA electricity markets are likely to be pressured this coming 
05/06 summer due to the delayed completion of Basslink and the ability it brings 
to provide fast response peaking power to the SAVic region. Fortunately the 
recent SAVic summers have been relatively mild and have not required the 
regional generation capacity to manage the demand of a hot summer. Despite 
the relative mildness of summers since the hot summer of 2000/01 the peak 
demand in SA has been maintained in subsequent years, and the Victorian 
demand has increased significantly, indicating that a hot SAVic summer in 05/06 
will stretch the existing capacity significantly without the benefit of Basslink. This 
clearly shows the need for some attention to ensuring there is adequate 
generation capacity in the next twelve months.   
 
In the absence of any other change to the market, it is seen as essential that the 
reserve trader provisions are extended until 30 June 2006. 
 
On this basis the ECCSA, EMRF and EUCV support the extension of the reserve 
trader provisions to ensure there is security of supply in the SAVic region.   
    


