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Summary points
· A major challenge for governments is to maintain an energy policy framework that supports the ongoing deliverer of affordable and reliable electricity whilst achieving a transition to a near-zero emissions sector over several decades. In particular, this will depend on a market that provides clear pricing signals for the efficient entry, operation and exit of electricity generation capacity.
· Australia has established national energy markets. State and territory governments will have their own priorities. However, their actions on issues directly or indirectly related to energy or climate change must be taken in the context of the national markets to avoid inefficient and/or unintended consequences.
· Of the Draft Report’s recommendation, we highlight the following:
· The Queensland Government should work with the COAG Energy Council on national consistency of energy and climate policy. Australia’s national emissions reduction commitment through the Paris Agreement provides the basis for effective domestic climate policy. Collaboration across jurisdiction will help to provide a stable and predictable framework for efficient investment to meet this commitment.
· The history of government-owned businesses in Australia has generally been one of high cost relative to those that have been privatised. Privatisation would be our first preference. However, in the context of the current government’s intent to retain Queensland’s network businesses in government hands, setting and delivering performance targets will be essential to achieving lowest cost outcomes for which the benefits should flow to consumeres. These targets should be informed by industry best practice, including the results of the benchmarking analysis of the Australian Energy Regulator
· Distributed generation via solar panels and the adoption of smart meters and cost-reflective tariffs hold the key to unlocking lower network costs whilst delivering reduced emissions at lower cost than current policies have done. The Council’s recommendations on these matters should be adopted as an integrated package.
· The Queensland Government should proceed to deregulation of the electricity market across the state and establish clear market monitoring arrangements to ensure that the expected benefits are realised. 

Introduction
This submission from Tony Wood and David Blowers of the Grattan Institute responds to the Draft Report released by the Queensland Productivity Commission on its Electricity Pricing Inquiry to examine electricity pricing in Queensland and provide options for improving outcomes for consumers. This is a significant report and its recommendations hold considerable beneficial implications.  
Grattan Institute is an independent think-tank focused on Australian domestic public policy. It aims to improve policy outcomes by engaging with both decision-makers and the community. We understand that the Queensland Productivity Commission is seeking comment on the recommendations set out in the Draft report. In responding, we have addressed specific issues and recommendations where we feel that we have relevant expertise and the issues are most critical. 
The 54 recommendations across 12 dimensions in the Draft Report are well thought through and comprehensive. There are no areas where we would diverge in a substantial way from the Commission’s draft recommendations. Our only concern is that the sheer number of recommendations does not result in a lack of focus on delivering on the areas where the Government’s actions could have the greatest impact. We suggest that, in its final report, the Commission should identify those key recommendations.
The Draft Report draws extensively on economic modelling undertaken by ACIL Allen’s and GHD to inform its recommendations. This has clearly been a valuable input. However, we suggest that the Commission makes it very clear that such modelling is inherently dependent on assumptions across a range of variables and that the Commission’s recommendations are not dependent on the realisation of the projections of this modelling. There have been too many cases in recent times, where government policies have relied on the projections of economic modelling to very poor outcomes. Examples include the most recent federal Labor government’s fixed emissions price and the fixed target of the Renewable Energy Target. 
In this brief submission, we emphasise and support the Commission’s recommendations in the areas related to climate policy, network business performance, retail competition and tariff reform. 
The remainder of this submission expands on these individual issues as covered in the Draft Report. 



Specific issues in the Draft Report
Climate policy and the generation sector
Australia now has federal, bipartisan commitment to the global agreement on emissions reduction, a post-2020 target and the short-term 2020 target for reductions. There remains a considerable gap in regard to the appropriate domestic policy to achieve targets, and this can lead state or territory governments to consider taking some additional or alternative action as occurred in 2005-7 when there was little, if any, federal government commitment to action on climate change. However, the position in 2016 is qualitatively different. Further, the COAG Energy Council has recognised the critical linkage between energy and climate policy and has committed to take actions consistent with that position. In this context, Recommendation 10 of the Draft Report is strongly supported.
The Draft Report includes recommendations (9, 11 and 17) on renewable energy that relate to policies that include elements of both climate and industry policy. The recommendations are supported. When state or territory governments pursue independent policies in this area there is a high probability that these mixed objectives and their interaction with national policies will deliver ineffective or inefficient outcomes. Examples would include feed-in tariffs as demonstrated in our 2015 report “Sundown, sunrise: how Australia can finally get solar power right”, and state-based renewable energy policy mechanisms. 
The Draft Report includes economic modelling that concludes that a Queensland 50 per cent renewable energy target would have a small impact on consumer prices, as the higher retail cost would be offset by a lower wholesale price. The latter follows from the interaction of supply sources with zero marginal cost with a spot market based on an energy only structure. This is consistent with the results of the Warburton Review of the national Renewable Energy Target, and similar outcomes have been seen in other countries in Europe. The Draft Report notes that this result reflects an impact on the profitability of the Queensland Government’s coal-fired generators, ie the nett economic impact is more highly negative that suggested by the modelled movement in retail prices. This analysis fails to recognise that the consequence of such an impact will be the shutdown of fossil fuel-fired generators as has already been seen in other states. Over time, the full impact of the higher cost of the renewable energy sources will flow through to consumer prices. These impacts need to be recognised when setting such long-term policies or there is greater likelihood that future governments will be reluctant to maintain policy consistency when unexpected, adverse variations are encountered.
A stable and predictable domestic policy framework to achieve Australia’s current and likely future emissions reductions targets is a very high priority, and low emission technologies such solar and wind are likely to be essential based on current knowledge of low-emissions energy technologies and their costs. The experience from other countries over the last two decades and from Australia’s unstable and unpredictable history in this area strongly suggest that a national coordinated approach with federal, state and territory governments involved is essential. 

Network business performance
Network costs have been the major driver of increases in electricity and gas prices across Australia over the last 10 years. Our 2012 report “Putting the customer back in front: how to make electricity cheaper” provided an analysis of the factors that contributed to this very poor outcome. The evidence of that analysis is that ownership of these businesses matters, with government-owned businesses spending more on capital and operating costs than privately owned businesses to deliver similar or even poorer levels of reliability. Our recommendation was that, in the absence of political will to privatise, the priority for governments should be to improve the governance arrangements to better reflect the practices of the privately-owned businesses.  This conclusion supports Recommendation 12 of the Draft Report.

Retail competition
Retail market deregulation should be completed across Queensland as recommended, including the transfer of the CSO payments relevant to the Uniform Tariff Policy to the network business. The nature of electricity as a generally low-engagement commodity and the position of incumbent retailers creates a high likelihood of inertia for many consumers such that the expected benefits of deregulation may not be realised.  This concern leads to support for Recommendation 25.

Tariff reform
The COAG Energy cancel has recognised network tariff reform in the shape of a move to cost-reflective tariff as a priority. Our 2014 report “Fair pricing for power” indicated that Australians are paying too much for electricity. In the five years to 2013, the average household power bill rose 70 per cent: from $970 to $1660 a year. Prices are also unfair: some people are paying more than their fair share. These consumers are paying on average about $150 a year more than they should to subsidise other consumers. To get fairer and cheaper prices, network tariffs need urgent reform. 
Electricity networks transport power from generators to our homes and businesses. Like roads and freeways, they are built at a size to keep electricity moving at times of maximum demand – peak hour. Yet the price we pay to use electricity networks is the same whatever the time of day or season. The price therefore provides no incentive to use the network efficiently by avoiding peak times. 
It also provides little incentive for network owners to invest efficiently because it is unrelated to their main cost: building enough infrastructure to meet peak demand and avoid blackouts. Network owners spent $17.6 billion on expanding power networks between 2009 and 2013. If prices had encouraged consumers to use less power in periods of peak demand, $7.8 billion of this investment could have been avoided and the savings passed on as lower power bills. 
These reforms will give all consumers incentives to use electricity more efficiently. When they do, the pressure on network companies to invest in infrastructure will fall, and power prices with it. But governments must commit to these reforms and carefully explain their benefits. Many Queensland homes have smart meters as a result of the adoption of solar PV systems. Recommendations 37 and 52 of the Draft Report recognises that advanced electricity meters will need to be installed on most homes at material short-term cost and these are supported.
Cost reflective tariffs and smart meters are also essential to realising the long-term benefits of solar PV and battery storage and Queensland is ideally placed to capitalise on these benefits.
The recent decision of the Victorian Energy Minister to require that cost-reflective tariffs be implemented on an “opt-in” basis suggests that   politicians may decide it is too hard. But if they do, they will miss an opportunity to deliver cheaper and fairer power prices.
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