


Getting the balance of electricity 
supply and demand right is a 
complex task. Lots of decisions 
go into managing it every minute 
of every day—as households and 
businesses make choices about 
when, where and how much  
to consume, generate or invest.  
The wholesale electricity market 
is the engine coordinating this 
decision-making. It captures 
available information about  
costs, risks and opportunities,  
and processes it to create clear  
price signals.

The wholesale market has three 
main components. Price signals 
from the spot market help 
consumers and generators to make 
short-term decisions, such as when 
to run power stations and large 
industrial equipment. Longer-term 
price signals are generated by the 
forward contracts (hedge) market, 
which helps with planning and 
investment decisions. The ancillary 
services market generates prices  
for technical services that help 
ensure reliable and quality supply.

NEW ZEALAND CONTEXT
Electricity supply and demand 
change all the time, mostly very 
predictably. For example, demand  
is generally higher in winter than  
in summer, and during the day than 
at night. However, some features  
of our system are less predictable 
(see box). 

THE SPOT MARKET COORDINATES 
SHORT-TERM DECISIONS
The operation of the spot market 
is carefully prescribed. The market 
selects the lowest-cost mix of 
available resources, in the form  
of generation or load reduction,  
to meet demand for each half-
hour—plus some reserve supply  
in case something goes wrong. 

It provides forecast prices for up  
to a week ahead through schedules, 
which help parties tailor their 
decisions. In taking information 
from across the country, the spot 
market provides clear signals for 
local decisions. 

It is important spot prices reflect  
the full value of power in times  
of scarcity, because that provides  
the incentive for consumers  
to reduce use and for generators  
to maintain reliable supplies, both  
in the short and long term. 

SOURCES OF UNCERTAINTY

• Around 65 percent of 
New Zealand’s electricity 
generation is weather-
dependent, with a large 
proportion of hydro generation 
and increasing amounts of  
wind generation. For example, 
the timing of rainfall and snow 
melt is variable from year to 
year, presenting challenges  
for managing hydro storage.

• Another 20 percent of 
generation depends on 
supplies of coal and gas,  
and the prices for these  
are influenced by international 
markets.

• As an island nation, we rely 
entirely on domestic electricity 
generation. 

• The New Zealand electricity 
system is relatively small, 
which means individual plant 
outages can have a relatively 
large impact. 

• The New Zealand transmission 
system moves electricity long 
distances and is stringy rather 
than heavily interconnected, 
which is costly and its 
operation can be technically 
challenging. 

• Demand is also affected by 
weather—for example during 
winter storms household 
consumers use more electricity 
for heating—and longer term 
changes such as economic 
growth and energy efficiency. 

1
THE WHOLESALE 
MARKET IS THE 
ENGINE OF THE 
INDUSTRY

Growth in retailers has accelerated in the past three years, to reach 
36 at the end of January 2019. Some players have exited—a normal 
occurrence in a competitive and resilient market. The information 
presented is for retail parent companies (that is, not brands as a 
customer might know them) and excludes direct purchasers.
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