
 

 

 
 
 

18 May 2020 
 
info@esb.org.au 
 
Dear ESB, 
 
RE: Two-Sided Markets 
 
Hydro Tasmania is Australia’s largest producer of renewable energy, and is an active participant and 
contributor to the energy market reform agenda. We welcome the opportunity to respond to the ESB’s 
Moving to a two-sided market consultation paper.  
 
Hydro Tasmania’s renewable energy assets generate around 9000 GWh from hydropower and 1000 
GWh from wind generation in an average year (around 5% of NEM demand). In addition, Tasmania’s 
hydropower system can store up to 14 000 GWh of energy. The Hydro Tasmania group also comprises 
of Melbourne based electricity and gas retailer Momentum Energy (Momentum) and our specialist 
power and water consulting firm Entura. Momentum will continue to grow its electricity and gas retail 
business on the mainland by offering competitively priced energy products to NEM consumers. These 
offers are simple, readily understood and appreciated by customers. Momentum retails energy to all 
segments of the market from residential to large business customer and is also in discussion with wind 
and solar developers regarding offtake arrangements.  
 
The implications of a Two-Sided Market cannot be seen in isolation. As the ESB has acknowledged, 
there is significant cross-over between work streams, in particular: Essential System Services, Ahead 
Markets and Resource Adequacy Mechanisms. In our opinion, it is important that development of a 
Two-Sided Market does not get ahead of other key market design decisions as any changes to market 
structure and implementation need to be coordinated in order to reduce cost and disruption. 
 
Hydro Tasmania believes there are significant challenges to the effective implementation of a 
Two-Sided market. Our experience of recent customer preferences (and assessment by the AER1) 
suggests that within the current market settings (Market Price Cap), the present-day appetite for 
demand-side participation is low for the majority of customers. There is therefore a risk that the 
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administrative and setup costs of a Two-Sided Market may exceed the broader benefits to the NEM 
over the short and medium term. While we acknowledge that technology and time may change this, 
our caution against a move to a mandatory Two-Sided Market is informed by our customer experiences 
and broader market view.  
 
Within this context, Hydro Tasmania has responded to the questions as they are raised in the 
consultation paper. The paper, captures the important issues and provides useful discussions of the 
objectives, challenges and benefits that a Two-Sided Market could bring to the NEM. The ‘Key features 
of a two-sided market’ section provides a useful starting point for analysis and discussion and we 
support this framework. Hydro Tasmania’s specific responses to the consultation questions are 
provided as Attachment A. 
 
If you would like any further information on any aspect of this submission, please contact Colin Wain 
(colin.wain@hydro.com.au or (03) 8612 6443). 
 
 
Yours sincerely, 

 

Colin Wain 
Policy Development Manager 



 

Attachment A – Hydro Tasmania response to the consultation questions 
 

Consultation Question Response 
Do stakeholders agree with our characterisation of the benefits of 
moving to a two-sided market? Are there other areas the ESB should 
be considering? 

Hydro Tasmania supports the evolution of the NEM frameworks so that 
they can achieve an efficient transition to a zero/low-emissions and 
flexible capacity and storage based resource mix. If implemented, the 
development of a Two-Sided Market would need to facilitate and be 
aligned with this goal. 
 
There are theoretical benefits in better integrating the supply and 
demand sides of the market. The growth of distributed energy resources 
and a potentially greater end-user appetite for engagement with the 
market provide the basis from which to consider a Two-Sided Market. A 
well designed, staged and initially voluntary approach could be superior 
to the current arrangements where ‘bolt-on approaches’ have been used 
to encourage demand side and customer participation. There will also be 
consumer benefits from greater price formation and transparency.  
 
Against this background, Hydro Tasmania supports the ‘Key features of a 
two-sided market’ as they are defined in the paper. Specifically, these are: 

 Maximise participation by requiring that all entities trading 
energy in the wholesale market submit bids and be scheduled; 

 Allow consumers to choose if and how they participate; 



 

4 

Consultation Question Response 
 Require that the party best placed to provide forecasts of quantity 

and price do so; and 
 Place obligations on functions and activities, rather than 

participant categories or technologies. 
What considerations should be taken into account in determining the 
rights and obligations that attach to a connection point in a two-sided 
market (in relation to end users, traders and the market operator)? 
How should these differ from the current arrangements? 

Rights and obligations should be reflective of the service provided or 
procured rather than the entity involved. Entry costs are likely to 
determine the extent to which smaller players participate directly.  

Under the current market rules, traders of different kinds (eg retailers 
and small generation aggregators) have different obligations to the 
market operator, end users and other market participants. To what 
extent (if any) would it be helpful for a two-sided market design to 
distinguish between different types of traders, or between traders in 
different services? 

As noted in the ‘Key features’ section, it would be appropriate for 
obligations to focus on “functions and activities, rather than participant 
categories or technologies”. If followed, this approach should maintain 
competitive neutrality and can avoid granting particular participant types 
advantages over others. 

If, in an eventual two-sided market, distinctions between different 
types of traders should be removed or significantly reduced, what 
interim steps would help to progress the market in that direction while 
minimising commercial disruption to existing traders? 

Changes to participant categories will need to be well signposted and 
should pass strict cost-benefit analysis. Consideration is needed where 
more onerous obligations on a participant type could means they will no 
longer participate effectively in the market. If necessary, grandfathering 
of participant types may be required and should be accompanied by a 
phase-out or sunset clause. 

Section 3.3.3 outlines the ways in which end users and traders may 
interact in a two-sided market, and Appendix B provides more detailed 
examples. Are there other types of interactions which the two-sided 
market design should accommodate? 

/ 

Should some types of interactions (e.g. between traders and 
vulnerable residential customers, in respect of certain services) be 
restricted or prohibited, or will appropriate consumer protections 
address the concerns while allowing full end user choice in 
participation? 

Appropriate consumer protections should be in place to protect 
vulnerable customers regardless of the type of interaction (e.g. traders, 
peer-to-peer, aggregators, VPPs etc.). This must occur without increasing 
traditional retailers’ exposure to third-party financial risks.  

What considerations should be taken into account in designing a two-
sided market that allows innovations in technical standards and 
services?  

It is the participant’s interaction with the market and service delivery that 
is the key focus of any market design. Innovation should be encouraged 
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Consultation Question Response 
where it does not cause distortions or compromise the integrity or 
function of the market. 

What components of scheduling and dispatch should be expanded in 
the move to a two-sided market? That is, what processes should we 
expect more participation in out of MT-PASA, ST-PASA, pre-dispatch 
and dispatch? 

A Two-Sided Market should seek to place the same conditions on the 
supply and demand sides. This includes dispatch and pre-dispatch 
requirements on load and generation.  While there may be challenges to 
this in the very short-term it should remain as the longer-term aim.  
 
The paper notes maximising participation as a desirable feature of a two-
sided market. While we agree in principle with this, it should not come at 
the expense of competitive neutrality between supply-side and demand-
side bidding behaviour.  
 
As stated in the paper, there will be a point at which a top-down AEMO 
forecast will be more instructive than self-forecasting. Market design 
principles suggest that the best outcomes will be achieved where the 
party that caries the risk, is also that party that manages it. Hydro 
Tasmania has concerns over the use of decentralised forecasting and 
believes this could ultimately lower reliability outcomes. System security 
risk continues to sit primarily with AEMO and as a result, we are 
concerned about potential moves away from centralised AEMO 
forecasting. We would be happy to discuss this further with the ESB. 

To what extent can self-submitted forecasts replace the need for 
centrally determined forecasts? 

From a market design perspective, self-submitted forecasts will be more 
robust when there is financial exposure for participants who deviate 
substantially from their forecasts. Without this pre-condition inaccurate 
forecasts would negatively impact generation participants, energy users 
or other market participants.  
 
It is Hydro Tasmania’s view that decentralised forecasts will only be as 
strong as their weakest part. Self-submitted forecasts would therefore 
rely on a high level of sophistication across a wide range of energy users 
and market participants. As above, from our current market experiences 
we continue to preference the use of centralised AEMO forecasts. 
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Consultation Question Response 
What is an appropriate mechanism for encouraging dispatch targets to 
be followed and complied with? 

As noted earlier in this submission, competitive neutrality is an important 
principle in market design and therefore supply and demand sides should 
face the same dispatch and pre-dispatch requirements. The ESB should be 
cautious when considering incentives for demand side participants 
meeting their forecasts that aren’t also available to the supply side for 
meeting theirs.  
 
In the context where obligations for supply and demand are not aligned 
there would need to be consideration of mechanisms that encourage 
compliance. For example, where a demand response was registered in the 
market and submitted dispatch targets but the demand reduction never 
eventuated, there would need to be a disincentive. This could be in the 
form of penalties, review of registration as a demand side participant 
and/or the potential for this status to be revoked.  

What transitional approach should be taken with moving to a two-
sided market? How can we increase the level of participation in bidding 
and dispatch? 

Voluntary participation needs to be utilised as the first step if full market 
participation is being considered. This would also allow time for greater 
coordination and alignment with distribution system-operators and other 
system changes. 
 
At a high level, the AER’s December 2019 report on the Value of Customer 
Reliability suggests that the Market Price Cap would need to increase  
substantially (potentially double) in order to incentivise voluntary 
participation from residential customers. Given the challenges of doing 
this, a voluntary, opt-in approach would appear to be sensible under 
current market settings.  

Two approaches are presented for selective participation under a two-
sided market differentiating on size of customer or size of retailer. 
What are the relative benefits or costs of each approach? Are there any 
other approaches to selective participation that should be considered? 

This issue is difficult to fully assess without understanding the market 
design proposal as a whole.   
 
To maintain effective retail competition in the NEM, it is critical that 
smaller retailers do not face disproportionately high implementation 
costs. This should be assessed as the ESB considers design options and 
implementation schedules. Notwithstanding this point, the most logical 
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Consultation Question Response 
approach would be to initially set participation on the size of the customer 
with voluntary opt-in for other interested participants. 

The paper suggests that all three options could be adopted as a 
transitionary pathway. What are the relative benefits or trade-offs of 
a longer transition? Are there other options that should be considered 
in the transition? Are there any parties that should be priorities to 
transition first? 

Where the market design framework can accommodate full participation, 
Hydro Tasmania agrees that this should be the eventual goal. Selective 
participation of large-customers and their representatives could be 
examined for commencement along with other Post-2025 market design 
changes. However, Hydro Tasmania will need to understand the broader 
market changes favoured by the ESB before fully endorsing this position. 

Over what timeframes could the move to a two-sided market be 
implemented over? Specifically, what are the potential costs that 
would be incurred in the transition? 

It will be simpler and less costly for businesses to update their IT systems 
to accommodate a number of changes over one scheduled period, rather 
than multiple updates to systems. Therefore the potential costs will be 
minimised with well scheduled and coordinated changes across a number 
of ESB work streams): Two-Sided Markets; Ahead Markets; or changes to 
Essential System Services procurement.  

Are there any other additional elements to participation that should be 
explored in the next phase of work? 

/ 

Do you think locational marginal pricing would encourage behaviours 
to help manage congestion in distribution networks? Are there other 
options that would be preferable? 

Hydro Tasmania is not convinced that the benefits of moving to locational 
marginal pricing outweigh the costs of doing so. As indicated previously 
on COGATI, we are concerned about potential loss of liquidity that could 
come from this change. Hydro Tasmania currently has a rule change 
before the AEMC which could avoid transmission constraints and free up 
additional capacity, which may lessen the case for locational marginal 
pricing. We would continue to encourage exploration of technical 
solutions to relaxing constraints before changing established pricing 
structures.  

What do you think is the most efficient method for recovering network 
costs to support a level playing field for participants in a two-sided 
market? 

To date, there have been policy and regulatory arrangements (grants, 
rebates, feed-in-tariffs) that have made investment in distributed energy 
resources more attractive than some equivalent utility-scale in front of 
the meter approaches. If the aim is to have a least-cost and efficient future 
energy system, then the balance between distributed and utility scale 
incentives needs to ensure that investment can flow to where it provides 
the greatest net-benefit to the market and consumers. As such, while a 
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Consultation Question Response 
Two-Sided Market will be attractive for distributed resources, it should 
also ensure appropriate competition and pricing incentives. The 
discussion in section 6.3 of the paper appropriately considers the 
cross-subsidies and inefficiencies of current arrangements.  

Recognising the scope of design options being considered for an ahead 
mechanism, how significant are the interlinkages with a two-sided 
market? 

There are clear cross-overs between consideration of a Two-Sided market 
and an Ahead Market. As stated in the cover letter, it is important that 
development of a Two-Sided Market does not get ahead of other key 
market design decisions. 
 
While it may be true that ahead scheduling could better integrate revenue 
assurance for the demand side, it is not clear that these substantial 
market changes would provide net-benefits.  
 
There would be advantages for the NEM in greater transparency of 
forecast load under different market pricing and conditions. This in itself 
does not require an ahead market. Hydro Tasmania is participating in the 
Ahead Markets work stream and will provide further comment as those 
ideas are explored further.  

Which form of ahead mechanism would best complement a two-sided 
market? 

The issue is closely linked to the level of participation that the ESB believes 
is beneficial for a two-sided market. Significant ahead mechanisms may 
also require a high level of participation from the Two-Sided Market 
(something that is unlikely in the short term). Without this there are likely 
to be significant additional costs for marginal benefit. 
 
As the paper notes: “A broader assessment of the merits of an ahead 
market for energy markets and consumer benefits will be considered in the 
next phase of work.” It is Hydro Tasmania’s view that decisions on a Two-
Sided Market framework should not pre-empt these other decisions.  

Are there any interactions between an ahead mechanism and a two-
sided market that weren’t identified in the chapter? 

The paper does not consider the relative advantages or disadvantages 
posed by different corporate structures. For example, an established 
gentailer may be able to take a position on both supply and demand sides 
of the market while stand-alone generators or retailers will have more 
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Consultation Question Response 
limited options. The competition implications of policy changes will need 
to be considered.  

Do stakeholders agree with our characterisation of reliability under a 
two-sided market noting this would be a long-term goal for an ultimate 
two-sided market? 

A Two-Sided Market allows a much greater understanding of reliability for 
individual energy users and can cater for differing appetites of market 
participants. As with any significant policy change, it will be important to 
demonstrate why this can’t be offered through existing market structures. 

In a two-sided market, what are the risks consumers are exposed to 
and not covered from under the current consumer protection 
frameworks (NECF and the ACL)? 

This is a recurring question which seeks to look at what additional 
protections are required if a new market facility is introduced. The key 
issue will be to ensure that vulnerable customers that sign up to 
participate in a Two-Sided Market continue to get supply (at an 
understood price or level of risk) if they underestimate how much energy 
they will use while participating directly or via a third party. We would 
need to ensure that traditional retailers are not forced to wear the 
financial burden of imprecise demand forecasts or participation levels. 
 
While the concept of a Two-Sided Market sounds rational, past 
experiences have shown that the majority of small customers seek and 
prefer certainty in their energy prices. This is evident in the recent 
challenges of tariff reform and the Victorian smart meter roll out whereby 
opt-in flexible-pricing, TOU and demand pricing was not embraced. Small 
customers prefer certainty even if alternative options offer the possibility 
of upside benefit. A detailed cost benefit assessment of the impacts on 
consumers should be undertaken before implementation of significant 
market reform. 

 


