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Overview

Restructuring of the New Zealand electricity sector began in the late 1980s, and by the mid-1990s the key elements of a new market structure were in pace: a wholesale spot market, separation of line operations from energy generation and retailing, corporatized governance arrangements at all levels of the industry, and an independent system operator (ISO) located within the national grid company, Transpower.   Despite fine-tuning since, the basic structure is still in place in 2011.  The declared  aims of industry reform included more effective investment planning and long-run benefits to consumers  from improved quality of supply and lower prices than would have been achieved by the previous vertically-integrated fully-state-owned system.

The paper reports on a review of aggregated accounting data gathered from firms at all levels of the industry from 1988 to 2010, to show how the restructured industry has performed overall and to provide a benchmark for addressing the question whether the pre-reform structure could have matched or exceeded the results achieved under restructuring.  In particular the paper focuses on the allocation of the total surplus among dividends, other distributions, and new investment spending.  Productivity trends and the pace of technological innovation are also assessed, and a scorecard is offered of the first two decades of industry reform
Methods

The empirical research involved collating annual financial statementys from all firms operating at each level of the industry, aggregating the results to provide industry-wide data with double-counting eliminated and reconciliation of balance sheets for successive rounds of asset revaluation, mergers and acquisitions.  The data were then assembled into time series to provide a historical picture of performance over two decades.

Results

Dvidends and other disrributions to shareholders claimed a greater share of industry surplus than would have been anticipated under retention of the pre-reform structure, but the surplus itself was increased by reductions in operating costs and upward pressure on retail prices to domestic and small industrial and commercial consumers.  Because electricity tariffs were dramatically rebalanced in favour of large industrial users at the expense of the domestic and small-industrial sectors, the question of long-term benefit to cosumers turns out to have very different answers depending on which grup of consumers is under analysis.  Investment was affected by regulatory uncertainty, gaming of the market by key participants, and unwillingness of incumbents to undertake technical innovation or to facilitate entry by new, more innovative entrepreneurs.  Whether quality of supply was improved by restructuring remains an open question.
Conclusions

It is difficult to identify any clesrcut gains from industry restructuring to offset the substantial deadweight costs of the restructuring process itself.  The jury remains out on whether the New Zealand electricity market reforms resulted in a net gain for society.
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