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What is driving our high electricity prices?  

A story that you may have never heard 

 
Electricity price increases have only recently moderated having been spiralling upwards for the last decade.  

The average residential customer bill from 2007-08 to 2017-18 increased 35% adjusted for inflation and 

noting that electricity usage declined by 13.3% over that time period.  Put simply, the large, well above 

inflation increases have hurt the consumer and damaged our industries competitiveness.  High prices have 

also ensured that consumer spending has been constrained.  Despite economising the bills consumers 

actually pay have risen substantially. 

 

Source: ACCC Retail Electricity Pricing Inquiry—Final Report 

While consumers are well aware of high electricity prices what is perhaps more poorly understood is the 

causes behind them.  As the figure above1 shows the largest contributor to your bill is not the costs of 

generation, environmental costs, carbon taxes or the oligopoly of retailers price gouging (although none of 

these have helped relieve the consumers plight!).  The largest contributor to the rises in your bills has been 

the network costs; the transmission towers, sub stations, poles and wires that deliver your electricity.  

These costs accounted for 35% of the rise in your bills in the decade to 2017-18. 

To understand how this little discussed element of the rise in electricity prices came to be it must be 

understood how this highly regulated industry gets paid.  The various network monopolies get paid based 

on their expenses to run the business and on their assets.  They earn a fixed, and often very generous, 

return on any asset they own. 

Essentially the more a network company spends the more it gets paid. 

                                                           
1 ACCC Retail Electricity Pricing Inquiry – Final Report, page v (Restoring Electricity Affordability and Australia’s 

Competitive Advantage) 
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This leads to the perverse incentive to spend more than is necessary.  Overspending on the network is 

termed gold plating.  In this highly regulated industry the Australian Energy Regulator reviews the spending 

plans of the networks for approval in five year intervals. In the 2009-14 regulatory period the network 

companies were allowed to spend up.  On an existing asset base of $46 billion the distribution companies 

were allowed to invest a further $37 billion2.  This 80% increase in their asset base fed directly into 

electricity bills. 

The massive spending approved by the Regulator was allowed principally to cater for a forecast increase in 

demand.  The increase in demand never materialised, in fact the price rises implemented to pay to gold 

plate the network, saw demand fall. 

In the current regulatory period the network companies have been more moderate in their spending plans 

and the Regulator more diligent.  The rules have changed in favour of the regulator.  This does not help the 

electricity consumer who still has to pay for the over spending that has occurred in the past.  What is worse 

is that much of this spending was done to cater for an outdated model of the electricity industry.  

Traditionally the electricity industry has been run on a centralised model.  Generation of electricity has 

been centralised principally in big coal fired power stations.  This model has changed to one of 

decentralised renewable generation.  Considerable generation now occurs nearer the point of 

consumption.  Large new renewable plants are generally not located where the coal fired generators they 

replace existed.  This leads to redundancy in the network where the coal plants were located and the need 

for more spending and upgrading to cater for the new generation plants.   

The electricity network is in a bind, it needs to spend to cater for a new model while still charging the 

consumer for assets that are quite simply useless. 

In any other industry the solution is simple, a write down of the assets that are unproductive would occur.  

This is staunchly resisted in the cosy, regulated, highly profitable electricity industry. 

To move forward a write down in the value of the networks must occur.  It was one of the principal 

recommendations of the ACCC Retail Electricity Pricing Inquiry3 and could save consumers up to $200 on 

their bills.  Unfortunately, this material recommendation, that could save consumers substantial sums of 

money, has somehow been lost in the culture wars that are the debate on Energy. 

 

 

 

Bruce Robertson 
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2 Page 63 – State of the Energy Market 2013 – The Australian Energy Regulator 
3 ACCC  Restoring Electricity Affordability and Australia’s Competitive Advantage – Retail Electricity Pricing Inquiry – 

Final Report, page ix and x 
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Important information:  

The content of this publication, dated October 2019, are the opinions of Celeste Funds Management Limited (ABN 78 098 628 605) 

and is intended as general information only, which does not take into account the personal investment objectives, financial situation 

or needs of any person. To the extent that any information contained in this publication may be interpreted as general advice, that 

information is attributed to Celeste. It is dated October 2019, is given in good faith and is derived from sources believed to be accurate 

as at this date, which may be subject to change. It should not be considered to be a comprehensive statement on any matter and 

should not be relied on as such.  

 

The issuer of units in Celeste Australian Small Companies Fund (ARSN: 093 539 416) is the Fund’s responsible entity The Trust 

Company (RE Services) Limited ABN 45 003 278 831 (AFSL 235150). You should read the Product Disclosure Statement (PDS) before 

deciding to acquire the product. Copies of the PDS are available from Celeste Funds Management Limited (02) 9216 1800 or at 

www.celestefunds.com.au. 

 

Before making any decision to make or hold any investment in the Fund you should consider the PDS in full. The information provided 

does not consider your investment objectives, financial situation or particular needs. You should consider your own investment 

objectives, financial situation and particular needs before acting upon any information provided and consider seeking advice from a 

financial advisor if necessary.  

 

Neither Perpetual nor Celeste, nor their officers, employees or agents, in any way guarantee the capital value of your investment or 

the performance of the Fund. 

 


