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Background 

•  In 2009, Kieran Murray, Graham Scott and I wrote a review of the governance 
of the electricity market for Business NZ – Minister Brownlee referred that 
report to his Ministerial review. 

•  In 2013 BusinessNZ commissioned Kieran Murray, Jo Smith and me to 
assess the outcomes from the 2009 reforms, and the likely outcomes of the 
NZ Power (NZP) proposal. 

•  In terms of the ELA brief this work addresses the “where does energy poverty 
fit in New Zealand” question.  

•  Our work clearly indicates that industry shares responsibility for the existence 
of fuel poverty.  On that basis industry should be a willing participant in some 
of the measures that would recognise and address it.  
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Enduring policy objectives 
In our 2009 report we identified five enduring public policy goals for the 
electricity sector (i.e. not confined to the market):  

•  Security of supply 

•  Efficient operation of the wholesale and retail sectors 

•  Efficient use of, and investment in, long life assets  

•  Meeting community or social minimums 

•  Integrating environmental objectives into all facets of sector decision making. 

Enduring reforms provide a path to better outcomes across all of these goals; 
undue focus on one or a few risk counterproductive policy swings. 

We have assessed likely achievements under current arrangements, and NZP, 
against these five goals. 
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4 

Elements 

Decision 
making 

Contractual 
arrangements 

Retail prices 

Water 
management 

Investment in 
renewables 

Current arrangements 

Decentralised decision making for 
investment and bids into wholesale 
market. 

Generator receives marginal price. 
Risk managed through bilateral 
contracts 

Retail tariffs are based on outcomes 
of retail competition 

Actual hydro production paid 
marginal price 

Renewables vs. non-renewables  

NZP arrangements 

Central single buyer (SB) makes 
decisions on investment and dispatch 

SB contracts based on a fair return on 
assets & production at cost 

SB contracts with retailers at average 
cost. Aim of lower retail tariffs. 

Arrangements for hydro catchments: $0/
MWh for actual production 

Mandated renewables (Greens). 

Comparable elements of current and proposed 
market arrangements 



Assessing current and likely outcomes 
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Elements Security of 
supply 

Efficient 
market 
transactions 

Efficient 
investment 

Meeting 
consumer 
social 
minimums 

Environment 

Decision making 

Contractual 
arrangements 

Retail prices 

Water 
management 

Investment in 
renewables 



Findings 
Our 2014 report concludes more can and should be done, in particular: 
•  Increases in retail prices have not been fully explained – consumers not convinced industry is 

competitive with fair prices reflecting reasonable costs 
•  Fuel poverty appears significant problem for some NZ households and this problem will not be solved 

by lower wholesale prices or increased retail competition  
Also clear there has been major progress:  
•  Improved security of supply - record low inflows managed without public concern 
•  Generation investment (overwhelmingly renewable) has kept ahead of demand 
•  Significantly diminished ability and incentive to use market power in wholesale market because of 

asset swaps and increased liquidity in forward markets  
•  Retail market has become more competitive with varied retail offerings and high churn rates 
NZP proposal cannot achieve its stated goals: 
•  Costs  and prices are more likely to increase than fall 
•  Similar contracting arrangements overseas are associated with outages and taxpayer bailouts 
•  Retail competition will diminish – no country has retail competition with a single buyer model  
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Two notable outstanding issues 
Increases in residential electricity prices over the past decade have not been 
fully explained or justified: 
•  Price increases are not well understood 
•  Data on underlying costs is inconsistent and incomplete 
•  Customers perceive the retail market is uncompetitive 

Current arrangements do not bear down on the problem of fuel poverty: 
•  A significant portion of NZ households need to spend more than 10% of income  to 

heat homes where they rely on traditional electric heating 
•  Fuel poverty is a function of price, income level, household size, housing insulation, 

location (weather), size of house, form of heating, energy efficiency of appliances, 
regional constraints on use of solid fuels, etc. 

•  A small reduction in electricity prices is unlikely on its own to substantially alleviate fuel 
poverty 
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Some of the research we relied on 
•  Lloyd (2008) estimated that up to 23% of New Zealand households faced 

potential energy hardship, up from around 10% to 14% in 2001 (Note heating). 
•  The Growing Up in New Zealand study found that 21% of the most deprived 

quintile of households (about 4% of total households) reported they used no 
form of heating, and around 10% of these households reported that dampness 
was a constant problem.   

•  Howden-Chapman at al (2011) estimate up to quarter of New Zealand 
households are potentially in fuel poverty, existing houses are often poorly 
insulated and average outdoor temperatures are cold by international 
standards.  They link housing and fuel poverty in New Zealand: fuel poverty is 
thought to be a factor in NZ’s high rate of excess winter mortality (16%, about 
2600 deaths per year) and excess winter hospitalisations (8%).   

•  McChesney: In the past 2 decades energy costs as a % of income have 
approximately doubled for low income households while being little different for 
high income households.  
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Warm Up New Zealand 
•  Budget 2013 allocated $100 million over three years to the Warm Up New 

Zealand: Healthy Homes programme being administered by EECA.  
•  The programme targets low-income households for home insulation, 

particularly households occupied by children and/or the elderly. 
As well as energy efficiency gains, insulating homes reduces health risks 
caused by cold, damp housing such as respiratory illnesses and serious 
diseases like rheumatic fever. 

•  An independent evaluation of the Warm Up New Zealand: Heat Smart 
programme (2009-2013) by Motu showed the greatest are to people on low-
incomes, who are at higher risk of health issues. 

•  The Government's investment will be augmented by significant levels of 
funding from trusts and other third parties.  

•  Warm Up New Zealand: Healthy Homes follows Warm Up New Zealand: 
Heat Smart, which has seen around 235,000 homes insulated since 2009. 
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The origin of the term Fuel Poverty 
 

21 years since the publication of Brenda Boardman’s first book, Fuel Poverty. It 
began life as her 1989 doctoral thesis and made a smooth transition to 
commercial publication in 1991.  

Ten years later, it became the foundation on which the world’s foremost fuel 
poverty strategy was built i.e., the UK Fuel Poverty Strategy of 2001. 

Janet Rudge argues that energy inefficiency in British Housing because 
institutionalised during a lengthy period when there were plentiful supplies of 
coal. A number of papers note that a reliance on fossil fuels comprise an 
enduring causes of fuel poverty in Europe 

Subsequent reports include Liddell et al.,2011 and Hills, 2012 
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The Hills Report 2012 
Tackling fuel poverty offers a multiple payoff: 
better living standards and conditions for people with low incomes, an improved 
and more energy efficient housing stock, fewer winter deaths and reduced costs 
for the NHS. 
 
Recommendation 2: The Government should adopt a new indicator of the 
extent of fuel poverty under which households are considered fuel poor if: 
•  They have required fuel costs that are above the median level; and 
•  Were they to spend that amount they would be left with a residual income 

below the official poverty line. 
The Government should count the number of individuals in this position as well 
as the number of households they live in. 
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Getting the measure of fuel poverty Final Report of the Fuel Poverty Review 
John Hills 



Use of the term Fuel Poverty 
The term is mainly used in the UK, Ireland and New Zealand, and increasingly 
Europe[1] The problem “exists” elsewhere. 

Simshauser and Nelson published “The consequences of Retail Electricity Price 
Rises: rethinking Customer Hardship” in Australia in March 2014 

Their observation is: 

•  Per household demand is declining (persistent tariff increases and greater 
energy efficiency measures) 

•  For households in hardship price increases aggravate the incidence and 
severity of hardship 

•  Declining loads will not relieve the fixed costs of DX and TX which are a 
response to peak demand not energy demand 

12 



A commercial perspective on Fuel Poverty 
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Simshauser and Nelson; The Consequence of Retail Electricity Price Rises 
-  Dataset 13 million energy accounts issued in a single year 
-  AGL retail  base 2.4 million 
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A commercial perspective on Fuel Poverty 



Possible solutions to  Fuel Poverty 
 

Simshauser and Nelson suggest a focus on: 

•  Formation of electricity tariffs, metering and billing 

•  Concession policies whereby rebates are provided on household bills 

•  Funding a hardship policy 

•  Design of energy efficiency policies.  
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Possible actions 
Fuel poverty 
•  Review international work on approaches to fuel poverty 

•  Confirm extent of the problem claimed by Community Energy Action, 
Community Energy Network and academic studies carried out in New Zealand 

•  Clarify problem from a public policy perspective and develop solutions that 
specifically and effectively target fuel poverty  

•  McChesney1 suggests that solutions should:  
•  aim for access for all consumers to sufficient energy services to provide adequate living 

standards and well being 

•  reflect the multi party responsibility for relevant action 

•  take into account local partner based entities as solution delivery agents 
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1 Ian McChesney Achieving affordable warmth for all – the policy challenges. 
Presentation to the Community Energy Network Conference 20 September 2013 


