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Improving energy market competition through consumer 

participation  

David Stanford, Consumer Utilities Advocacy Centre 

 

At the outset I would like to express my gratitude to the Minister and to the other speakers and 

participants who have elected to join us here today.  I really value the opportunity to share ideas 

ŀōƻǳǘ ǇƻǎƛǘƛǾŜ ǊŜŦƻǊƳǎ ŦƻǊ ±ƛŎǘƻǊƛŀΩǎ ŜƴŜǊgy market and to work with others to achieve positive 

change.  I also acknowledge that there will be differences of views among the presenters here today.  

However, it is hopefully through sharing views in open forums such as this that positive ideas can be 

progressed.   

¢ƘŜ ǊŜǇƻǊǘ άLƳǇǊƻǾƛƴƎ ŜƴŜǊƎȅ ƳŀǊƪŜǘ ŎƻƳǇŜǘƛǘƛƻƴ ǘƘǊƻǳƎƘ ŎƻƴǎǳƳŜǊ ǇŀǊǘƛŎƛǇŀǘƛƻƴέ ǎǘŜƳƳŜŘ ŦǊƻƳ 

an idea that CUAC has been considering for some time.  Specifically, CUAC had observed that many 

people, including I might add some energy policy makers, were not confident of their ability, or did 

not display any great willingness, to make energy market choices in their own interest.  This 

concerned us.  The Victorian competitive retail energy market, and indeed most competitive 

markets for essential services, depends upon active consumers seeking out better deals and actually 

making good decisions in their interest.  It is this consumer activity that will maintain pressure on 

retailers to keep prices at a competitive level and to continually improve the services that they 

provide to customers.  In its absence prices rises will be insufficiently checked and customer service 

will become a fond remembrance rather than an expectation.  This analysis of the importance of 

consumer participation to effective market function is unremarkable and is backed by a substantial 

weight of economic literature.  In fact, the AEMC highlighted this in their 2007 analysis of the 

Victorian retail energy market when they wrote that: 

 άŎǳǎǘƻƳŜǊ ǇŀǊǘƛŎƛǇŀǘƛon is an important pre-requisite for an effectively competitive market. in 

markets where customers do not respond to differences in price and non-price products and service 

offerings, suppliers may have a degree of market power which enables them to maintain prices 

above the long-ǘŜǊƳ Ŏƻǎǘ ƻŦ ǎǳǇǇƭȅΦέ 

At this point, I would just like to digress briefly and ask everyone here about their own energy 

market experience.  LǘΩǎ ƎƻƻŘ ǘƻ ƎŜǘ ŀ ǎŜƴǎŜ Ƙƻǿ ŘƛŦŦŜǊŜƴǘ ŀǳŘƛŜƴŎŜs experience the Victorian retail 

market.   

I would therefore like to ask everyone who has actively sought out a better energy offer in the last 2 

years to raise your hands. 

Now raise your hand if you are confident that you found the best energy offer available for your own 

particular circumstances.  

You get some fairly diverse responses to these requests among different audiences, including an 

audience like this which we might expect to be the most informed and active.  However, it was 

/¦!/Ωǎ ŜȄǇŜǊƛŜƴŎŜ ŀǎƪƛƴƎ ǇŜƻǇƭŜ about their participation in the energy market that highlighted the 

need for the current research, because responses usually referred to dissatisfaction with the market 
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experience or apathy towards future market participation.  This is concerning if we rely upon 

consumer activity to maintain competitive pressure.   

Therefore, our research aimed to examine retail market function from a consumer perspective to 

assess whether there were any barriers to consumer participation that were likely to reduce the 

effectiveness of competition. We wanted to go further than the rather crude reliance on switching 

rates as the default indicator of retail market health, which fails to tell us anything about the nature 

of, motivations for or effectiveness of participation.   

Slide 1 Switching rates 

Slide 2 Switching rates 

Understanding the actual experience of Victorian consumers was particularly important given that 

the last comprehensive study ǿŀǎ ǘƘŜ !9a/Ωǎ нллт ǊŜǾƛŜǿΣ ōŜŦƻǊŜ ǇǊƛŎŜ ŘŜǊŜƎǳƭŀǘƛƻƴΦ  

Our research was informed by a survey of 327 Victorians about their experiences of the energy 

market.  Additionally, CUAC did a literature review, conducted an analysis of switching sites and 

consulted with community workers about their experiences helping energy consumers. The results 

of this research effort were both concerning but also largely unsurprising given the feedback we had 

consistently been receiving from consumers and welfare agencies.   

In a nutshell, there was widespread uncertainty about how prices were set in the market, there were 

relatively low levels of understanding of energy offers and how to compare them, and there was 

widespread dissatisfaction with door-to-door marketing.  Furthermore, it seems that there are 

serious problems with the quality of information used by consumers in switching decisions, including 

that provided online and by salespeople.  

Slide 3 Energy market knowledge ς price setting 

This graph here is illustrative of some of the issues highlighted in the research.  Despite the fact that 

retail prices have been deregulated for some time, 22 per cent of survey respondents thought that 

the government was responsible for energy price settingΣ ŀƴŘ ŀ ŦǳǊǘƘŜǊ оо ǇŜǊ ŎŜƴǘ ǿŜǊŜƴΩǘ ǎǳǊŜΦ  

Regardless ƻŦ ȅƻǳǊ ǾƛŜǿǎ ƻƴ ŀ ƧǳǊƛǎŘƛŎǘƛƻƴΩǎ ŎƘƻƛŎŜ of retail energy market model, it is concerning 

that there is such widespread misunderstanding.  This low awareness indicates that Victorian 

consumers are participating (through the act of switching) in a market where many do not even have 

a rudimentary knowledge of the rules of that market, and that many are entering contracts from a 

position of relative ignorance and weakness.   

Slide 4 ς Switchers level of ease in finding, understanding and comparing offers 

Similarly, the chart in this slide highlights the fact that in our survey of Victorian consumers, 42 per 

cent indicated that they found it difficult to understand energy offers.  Furthermore, over 30 per 

cent of consumers found it difficult to find and compare energy offers.  Given that a competitive 

market requires effective participation to maintain sufficient pressure on retailers, these findings are 

disturbing and suggest despite high switching rates, many consumers are likely switching from 

positions of relative ignorance.   
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Other key findings from the CUAC Survey are that: 

¶ 37 per cent of consumers who had not changed energy providers indicated that the reasons 

ǿŜǊŜ ǘƘŀǘ ƛǘ ǿŀǎ άǘƻƻ ƘŀǊŘ ǘƻ ŎƘƻƻǎŜέΣ άƴƻǘ ǿƻǊǘƘ ǘƘŜ ŜŦŦƻǊǘέΣ ƻǊ ǘƘŜȅ άŎƻǳƭŘ ƴƻǘ ōŜ 

ōƻǘƘŜǊŜŘέΤ  

¶ 75 per cent of respondents to a voluntary, open-ended question about any energy market 

issue used this opportunity to comment negatively about door-to-door sales.  

Slide 5 ς {ǳǊǾŜȅ ǊŜǎǇƻƴŘŜƴǘΩǎ ƻǇƛƴƛƻƴs on energy 

The high response rate and respondentsΩ negative disposition towards door to door marketing 

highlights the depth of discontent in the community with this intrusive marketing conduct.  When 

you analyse further the experience of survey respondents who had been approached by a door to 

door energy salesperson, there were concerning indications of systemic misleading conduct. To 

highlight a few glaring examples, the survey found that of the 266 respondents who had been 

approached by a door to door energy salesperson: 

¶ 14 per cent reported that the last salesperson they saw told them they were a 

representative of the Government; 

¶ 16 per cent reported being told they had to change energy company; 

¶ 26 per cent said that the salesperson had come for a reason other than to sell energy; and  

¶ 31 per cent reported that the salesperson told them that the whole neighbourhood was 

changing energy provider.   

Given that door to door sales are a major driver of switching activity, it is concerning that the 

information relied upon by consumers in such transactions is likely to be seriously flawed.  It is even 

ƳƻǊŜ ŎƻƴŎŜǊƴƛƴƎ ǿƘŜƴ ǘƘƛǎ ƛǎ ŎƻƴǎƛŘŜǊŜŘ ŀƭƻƴƎǎƛŘŜ ƻǳǊ ǊŜǾƛŜǿ ƻŦ ±ƛŎǘƻǊƛŀΩǎ ǎǿƛǘŎƘƛƴƎ ƻǊ ǇǊƛŎŜ 

comparison websites, a study also undertaken as part of this research.  Our review of these services 

found that while some savings would usually be made, the offer information provided by all of the 

services reviewed was either incomplete, out of date, incorrect, or some combination of these.   

Many of the findings of the CUAC research were similar to the study conducted by the AEMC in 

2007.  That study also found that many consumers found it difficult to understand offers and make 

effective choices.  It is concerning that there has been little, if any, progress in consumer experiences 

of competitive market participation.   

Having said this, findings of the research were not all dismal.  The survey also found that:  

¶ 30 per cent of respondents said they were likely to switch retailer in the coming year, while 

54 per cent said it was unlikely;  

¶ 74 per cent of respondents who had switched reported a degree of confidence in their 

decision; and 

¶ 61 per cent of respondents expressed support for a competitive market model. 

Given all of the identified issues, we thought it appropriate to examine whether these findings were 

unique to the Victorian market or whether they were features common to other similar markets, so  

we looked at the literature from overseas and on consumer behaviour generally. 
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It was clear from this analysis that the state of the Victorian retail energy market was not unique.  

Indeed, the issues facing the market have also been experienced in similar energy markets.  

Additionally, the observed consumer behaviour and experience seems to align with well 

documented patterns in markets more generally.   

Let us consider, for ŜȄŀƳǇƭŜΣ ǘƘŜ ¦YΩǎ ǊŜǘŀƛƭ ŜƴŜǊƎȅ ƳŀǊƪŜǘΦ   

Slide 6 ς What about other retail energy markets? 

The energy market in the UK is often identified as the market that most closely resembles VictoriaΩs.  

It has a competitive retail market with a degree of market concentration.  It is also vertically 

disaggregated and many of the regulatory innovations originated in that market prior to being 

adopted in one form or another in Victoria.   

A scan of the literature on the UK market reveals a number of features that are consistent with 

/¦!/Ωǎ ƻōǎŜǊǾŀǘƛƻƴǎ ƻŦ ǘƘŜ ǎƛǘǳŀǘƛƻƴ ƛƴ ±ƛŎǘƻǊƛŀ.  This slide highlights some findings from a research 

paper that estimated the effectiveness of consumer switching decisions in the UK market.  The 

research found that the quality of consumer decision making in that energy market was little better 

than if a consumer were to simply select one of the available energy offers at random.  Further, the 

study found that the poor decision-making was primarily a result of market complexity.   

Other work has led to similar findings.  For example, the UK energy regulator Ofgem as part of its 

Retail Markets Review has found that: 

¶ a significant proportion of customers are disengaged from the energy market; 

¶ the quality of switching remains a concern with a large proportion of customers not sure if 

they have saved money from their switch; 

¶ there has been an increase in the number of passive consumers and a fall in the number of 

active consumers; 

¶ complex pricing structures are contributing to lower consumer engagement;  

¶ an increase in the number of tariffs available may also be contributing to lower consumer 

engagement; and 

¶ ǘƘŜ ōƛƎ с ǊŜǘŀƛƭŜǊǎ ŀǊŜ ǎǘƛƭƭ ōŜƴŜŦƛǘƛƴƎ ŦǊƻƳ ΨǎǘƛŎƪȅΩ ŎǳǎǘƻƳŜǊǎΦ 

These findings are broadly consistent with our research and suggest that the issues facing the 

Victorian market are not isolated.  Indeed, they are reflected in much of the literature on how 

consumers behave in markets more generally.   

Slide 7 ς What features of consumer behaviour should be considered?  

This is demonstrated in a classic study on consumer behaviour that tested consumer decision 

making when presented with a selection of jams.  Consumers were far more likely to purchase jam if 

the choices offered to them were limited, highlighting the ƭƛƳƛǘǎ ƻƴ ŀƭƭ ŎƻƴǎǳƳŜǊǎΩ ŎŀǇacity for active 

and effective decision making.   

The fact of the matter is that when individual consumers are required to make active consumption 
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decisions across markets for all the goods and services that they require to run their lives, 

complexity and limitless choice will likely lead to consumer inactivity and poor decision making.   In 

Victoria, it is clear that many consumers find the energy market complex and that services that could 

theoretically reduce complexity, such as switching sites, do not deliver in terms of quality.  If this 

remains the case then it is likely that active consumer participation will decline and the 

competitiveness of the market will suffer.   

Slide 8 ς Risks and opportunities 

Increased complexity ς such as time variant pricing - may further erode consumer understanding 

and weaken their motivation for market participation.   

However, it is at this point that I can focus on the happier aspect of my talk.   

Slide 9 ς Solutions 

We can move on from the rather concerning results regarding the consumer experience of the 

energy market to the much more positive topic of how we can make that experience better.   

It is my view that with appropriate actions by government, regulators, the industry, consumers and 

their representatives, the market can be improved and some of the factors that currently reduce the 

effectiveness of consumer participation can be overcome.  Approaches to achieving this are 

described in the report, including regulation, policy change and consumer education initiatives.   It 

would be fair to say that solutions identified in our research broadly aim to improve what Thaler and 

Sunstein have termed the άŎƘƻƛŎŜ ŀǊŎƘƛǘŜŎǘǳǊŜέ ƻŦ ǘƘŜ ǊŜǘŀil energy market.   They also aim to 

improve the ability to monitor the development of the market and the consumer experience.  A 

number of the regulatory reforms outlined in the paper are inspired by the proposed reforms 

currently being introduced by Ofgem in the UK in response to their Retail Markets Review.  In brief 

some of the solutions proposed are: 

¶ regulation to place some limits on choice to ensure that consumers do not become de-

motivated by endless and complex choices; 

¶ encouragement for retailers to express energy offers in a meaningful way rather than the 

current use of meaningless descriptors and descriptions (the flexi switch offer could become 

the medium sized house with 4 householders offer and similarly customers could be assisted 

in their choice with a useful description of who the offer might suit); 

¶ consideration of innovative ways for consumers to interact with energy retailers including 

the possibility of allowing consumers to purchase energy through bricks and mortar retail 

shop fronts; 

¶ a voluntary code of conduct for switching or price comparison services to improve the 

quality of the service provided by this sector; 

¶ the improvement of information available to consumers and the appropriate resourcing of 

independent information providers in the market; and 

¶ the regular collection of comprehensive set of data on the consumer experience of the 

energy market and of door to door sales to ensure that appropriate monitoring of energy 

market development can occur in order to best target policy responses.   
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As part of the efforts to improve consumer participation in the energy market CUAC does not intend 

to be idle.  As mentioned, the research urged the introduction of a voluntary code of conduct on 

price comparison services.  Further advocacy in support of such a scheme will be one of our first 

orders of business and we call upon other consumer groups, and the switching services themselves 

to assist us in this endeavour.   

Slide 10 - How will CUAC support market competitiveness? 

Additionally, it is with pleasure that I can announce today that, in the coming year, CUAC will be 

developing a retailer rating scheme for Victorian energy retailers.   One of the features of the current 

market is the inability of consumers to access accurate information about the quality of a service 

provider beyond information about the price.  The retailer rating scheme intends to provide 

additional non-ǇǊƛŎŜ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ŜƴŜǊƎȅ ǊŜǘŀƛƭŜǊǎΩ ǎŜǊǾƛŎŜ ǘƻ ŎǳǎǘƻƳŜǊǎΦ  Lƴƛǘƛŀƭƭȅ, 

the rating scheme will be based on publically available information such as EWOV and ESC data, but 

we also hope to draw on a broader evidence base to ensure accuracy.  The rating scheme will: 

¶ develop a set of criteria such as complaint numbers, customer service performance and 

assistance provided to customers in need against which retailer performance can be 

assessed; and  

¶ analyse data to measure retailer performance against these criteria and provide a rating for 

each retailer. 

We will publicise the ratings widely to ensure that many consumers are aware of the non-price 

performance of the energy retailers.   

We hope to have the rating scheme up and running by the end of the year.  We are eager to see 

what government, regulators and industry will also do in that time to improve the energy marketΩs 

performance in the interests of the consumer.     

Thank you.    
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Improving energy market 
competition through 

consumer participation
David Stanford
Consumer Utilities Advocacy Centre

 

How can we tell if a competitive market is healthy?

Switching rates?

1  
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How can we tell if a competitive market is 
healthy?

2

άƭƻƻƪƛƴƎ ŀǘ ǎǿƛǘŎƘƛƴƎ ǊŀǘŜǎ ŀƭƻƴŜ 
ƛǎƴΩǘ ǾŜǊȅ ƛƴŦƻǊƳŀǘƛǾŜ ŀǎ ŀƴ ƛƴŘŜȄ 
of the welfare consequences of 
ǊŜǘŀƛƭ ŎƻƳǇŜǘƛǘƛƻƴΦέ

Paul Joskow, Emeritus Professor of Economics at 
the Massachusetts Institute of Technology

 

How is the Victorian retail energy market 
looking? 

3

22%

45%

33%

Energy market knowledge: In Victoria, the price of electricity and gas is 
decided by the government

True (incorrect)

False (correct)

5ƻƴΩǘ ƪƴƻǿκ ǳƴǎǳǊŜ
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How is the Victorian retail energy market 
looking? 

4

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

Find Understand Compare

P
e
rc

e
n
t 

o
f 

re
sp

o
n

d
e
n
ts

Offer information

Switchers' level of ease in finding, understanding and comparing offer 
information

Easy or very easy

Neither easy nor difficult

Difficult or very difficult

Don't know/unsure

 

How is the Victorian retail energy market 
looking? 

5
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What about other retail energy markets? 

6

27-38% of switching 
consumers appear to have 
lost surplus through their 
choice of supplier.

[Actual consumer energy market] 
choices only marginally improved 
upon the gains that would have 
been made had the consumer 
randomly selected an alternative 
supplier.

Source: Do consumers switch to the best supplier?,
Chris Wilson and Catherin Waddams Price

 

What features of consumer behaviour 
should be considered? 

7

People are more likely to 
purchase gourmet jams or 
chocolates...when offered a 
limited array of 6 choices rather 
than a more extensive array of 
24 or 30 choices.

Source: When choice is demotivating: 
Can one desire too much of a good 
thing?, Sheena Iyengar and Mark 
Lepper
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Risks and opportunities

8  

Solutions

9

[ŜǘΩǎ ƛƳǇǊƻǾŜ ǘƘŜ ŎƘƻƛŎŜ 
architecture!
Å Quality of information
Å Presentation and simplicity 

of choices
Å Consider consumer 

motivation for decision 
making

Responses are required from policymakers, regulators, 
industry and the community to improve on the status quo.  
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How will CUAC support market competitiveness?

10

The Energy Retailer Rating Scheme 

Å Will collect publically available data on retailers

Å Data will include complaint numbers, customer 
service performance, assistance provided to 
customers in need

Å Will develop a set of criteria against which 
retailer performance can be assessed

Å Will assign each retailer with a rating against 
which customers can assess their non price 
performance.

Å Will encourage customers to think more broadly 
than simply price.  

Å Will add competitive pressure on retailers to
improve performance.

Å Widely publicised release will encourage 
consumer awareness 
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An industry perspective 

Tim Nelson, AGL Energy 

 

An industry perspective

Tim Nelson
CUAC Forum ïMarch 2012 - AGL External

 

2

Agenda

ü The problem

» Too much to think about? A time of unprecedented change

ž Environment, technology and pricing

» The principal -agent problem

» Energy offers are complex

ü The solutions

» Developing a way of comparing energy offers with a view to 
offering the ñright product to the right personò

» Better provision of information by government, industry and 
consumer groups 

» Improving customer experience

» CUAC Forum

» March 2012

» AGL External
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3

The problem

 

4Too much to think about?

ü Climate change

» Renewable energy targets

» Feed- in tariffs

» Energy efficiency schemes

» Carbon pricing

ü Technology

» Smart meters

ü Energy pricing

» Network regulation

» Retail competition

ü In an environment of such rapid change, how do we (industry, 
consumer groups and government) provide better information about 
consumer choice

Issues consumers hear about in the energy industry

» CUAC Forum

» March 2012

» AGL External
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5Example ïfeed - in tariffs
Industry growth of 10,000% over three years
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» CUAC Forum

» March 2012

» AGL External

 

6
Example ïFeed in tariffs
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Consumers had little understanding of the equity impacts of PV 
policy 

» CUAC Forum

» March 2012

» AGL External
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7The principal agent problem?
Retailers issue the bills but the networks read the meters

» CUAC Forum

» March 2012

» AGL External

 

8Energy offers are complex?
Translating complex energy products to the impact on an 
individual customerôs bill is challenging

ü Consumer is interested in what their bill will be, not the price

ü But bill is a function of:

» Fixed charges

ž Network and retail

» Pricing

ž Block tariffs

» Customerôs individual consumption

» CUAC Forum

» March 2012

» AGL External
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9

The solution

 

10Developing comparable offers
Consumer choice is best facilitated in a situation where offers 
are comparable

ü Different consumers will be attracted to different products

» Low usage customers likely to be attracted to low fixed charge 
products

» High usage customers likely to be attracted to product with lowest 
tariff for consumed energy

ü Important to facilitate this choice by providing comparable 
information on different products

ü AGL is currently working through how we can improve consumer 
choice by providing the right information for customers

» CUAC Forum

» March 2012

» AGL External
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11Education
Consumer choice is best facilitated where communities are 
empowered through education

ü Education about consumer choice is critical

ü Industry, government and community groups must work together to 
better educate the community about the energy industry

ü Critical to overcome the significant ñinformation overloadò currently 
being experienced by consumers

» Pricing

» Climate change and renewable energy

» Smart metering

» CUAC Forum

» March 2012

» AGL External

 

12Overcoming the principal agent problem
Greater service standards are needed between retailers and 
distributors

ü One in twenty meter reads is estimated

ü One in twenty meter reads is wrong

ü Significant impact on customer service

ü Better service standards required for retailer and distributor 
interaction

» CUAC Forum

» March 2012

» AGL External
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13

Further information

AGL Sustainability Report (online and concise summary)

www.aglsustainability.com.au

AGL Sustainability Blog

http://www.aglblog.com.au

John Hobson

Head of Capital Markets

phone: +61 2 9921 2789

Mobile: +61 (0) 488 002 460

e-mail: john.hobson@agl.com.au

Nathan Vass

Head of Media

phone: +61 2 9921 2264

mobile: +61 (0) 405 040 133

e-mail: nvass@agl.com.au

» CUAC Forum

» March 2012

» AGL External
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A regulatory perspective 

Dr Ron Ben-David, Essential Services Commission 
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