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Lest we forget, the period 1984-94 has left a permanent mark on New
Zealand’s economy and society:

New Zealand's Per Capita GDP 1970-2017

Per capita GDP in US dollars, log scale

https://unstats.un.org/unsd/snaama/
accessed 25 June 2019
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New Zealand inequality indicators
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The big promise of reform

» Back in the 1980s the proposition was that corporatizing, reorganising, and where
possible privatising electricity, would bring gains for consumers because
» Commercial, profit-driven management would (1) raise efficiency and (2) cut costs

» Competition (or appropriate regulation) would (3) force efficiency and productivity gains to
be passed through to prices

» Consumers would therefore enjoy better service and lower prices, while profits could rise
under an SOE or private model - sharing the gains from more productive use of resources




Raise efficiency?

Change in labour productivity by sector 2000-2019
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Raise efficiency?

Change in multifactor productivity by sector 2000-2019
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Raise efficiency?

Input and output indices for"Electricity, Gas and Water" sector 1978=100
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Raise efficiency?

Annual average percent change in multifactor productivity over seven growth
cycles 1978-2019
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Cut costs and pass the gains through to prices?

Lines networks, real values in 2018 cents per kWh
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Real electricity price by end-use sector 1974-2018
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Householdreal electricity price trends compared across countries,
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Figure 6: Changes in composition of residential prices
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Figure 8: Estimated breakdown of charges by consumer type
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Where can market power be a proble




The electricity supply chain

5 5 00T = 2 _
= a0 = E = Demand-side
T ¥ s o _E of the market
S E B 2 o
7] ! m: — =
= LE E =
m - W s
- - = =
c P m 0
-.5 = (= E Residential
P = consumers
‘Central’
generation: Commercial
large hydro, Retailers CONSUMers
thermal, :
eothermal,
& i Industrial
wind
i consumers
Ricardian | — ; Natural;
rents, carbon: :'E ':d”ir? :monopoly  Ramsey pricing
rents, market | {directsupply) (revaluation) shifts the
manipulation ot rgl Vertical rents burden onto
rents ' ' ' '
monopolymtegratlon residential
rents consumers

rents

Off-grid supply

- Eeneration

Distributed

(e.g. rooftop
solar)

Predatory pricing
and captured
regulators combine
to obstruct rooftop
solar etc






Revenue has two components
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The Tiwai Point smelter can take 14% of the electricity at a cheap
contract price while leaving the supply/demand balance unchanged
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Actually the NZ wholesale electricity market looks more like this
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Suppose the smelter closes? If no constraints, the price would drop
sharply, eliminating much of the Ricardian rent
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Meridian’s share price dropped 14% when smelter closure was announced on 9 July
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But there is a constraint...



What else could hurt the cartel’s profits? Rooftop solar and
independent dustributed renewables...
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In summary

» Multifactor productivity has gone down 30% (and capital productivity down 42%)

since 1986

» Residential prices have gone up 90% since 1986 (while industrial prices hardly
changed, and commercial prices fell 25%)

» Operating surplus has gone up 81% in real dollars since 1986 (compared with a 12%
real increase in labour income)

» Redistribution of wealth from residential consumers to electricity asset owners
and commercial users has been massive => increasing inequality and poverty (both
child poverty and energy poverty in general)

» Residential consumers have gone from having no choice in a low-priced market to
having lots of so-called “choice” [but no voice] in a high-priced market




There are two key problems preventing a

1.

2.

well-being-focused policy response

The industry structure is firmly entrenched by legislation passed by our
Parliament over the three decades:

» Commerce Act 1986

SOE Act 1986

Energy Companies Act 1992
Energy Industry Reform Act 1998
Commerce Amendment Act 2008

Electricity Act 2010

vV v v v Vv

The Government’s fiscal surplus depends heavily on a continued flow of profits
and taxes from the industry
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Subgame perfection
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