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Overview

Past research has argued that in energy-only electricity markets, such as Australia’s National Electricity Market
(NEM), an increasing penetration of negligible short-run marginal cost variable renewable energy (VRE) generation
is likely to have two effects: (i) increasing spot price volatility, and (ii) an increase in the market price cap (MPC)
and related price signals for reliability.

This paper tests the validity of both of these price effects, using actual spot pricing outcomes in South Australia.
South Australia has one of the highest penetrations of VRE generation worldwide.

Methods

Quantitative and descriptive analysis

Results

Between 2008 and 2019, the penetration of VRE generation in S.A. increased from 8 per cent to over 50 per
cent, yet spot price volatility was broadly unchanged. Furthermore, reliability in S.A. has remained high despite the
MPC (and other key price settings) remaining constant in real terms.

Conclusions

We provide four reasons why spot price volatility and the MPC need not dramatically increase as VRE
penetration increases: (i) the role of volatility-dampening technologies like storage and interconnectors; (ii) the role
of contract cover on generator bidding behaviour and in turn on spot prices (iii) the role of more price-responsive
demand; (iii) and (iv) the emergence of additional ancillary service revenue streams
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