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Energy Action (Australia) Pty Ltd is authorised to provide financial product advice on electricity derivatives and 
carbon market related financial products to wholesale clients under the Corporations Act 2001 (AFSL No 
362843).  The advice contained in this report has been prepared without consideration of a company’s 
individual circumstances such as financial situation, risk preferences or corporate objectives. This content 
constitutes general advice only. Before acting on any advice, Energy Action recommends that you consider 
whether it is appropriate for your circumstances. 
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Electricity Contract Market  

As predicted, the market continues to track 
sideways since our last update, reflecting a 
lack of market direction. We expect this 
pattern to continue and see ‘timing’ as the key 
to securing the best available retail pricing. 

Contract volumes will determine if the next 
trend is up or down. Last week saw a new 
record low for system demand which limited 
price increases but did little to reduce prices. 
It appears the ‘ratchet effect’ may be at play. 

Our initial analysis shows electricity 
contracting activity remains subdued. This is 
due to uncertainty around the economic 
outlook and due to the high level of 
contracting that took place during Q1 and Q2 
2021, where the majority of corporates took 
advantage of 5-year lows and contracted out 
to 2024 and 2025. 

With prices now trending towards the long-
run marginal cost of generation, calendar 
year contracts for 2023 and 2024 continue to 
offer reasonable value relative to historical 
pricing. 

Demand for LGC’s remains high on the back 
of corporate demand for voluntary 
environmental strategies, particularly for 
2024 and 2025 LGC’s, with many corporate 
announcing Net Zero by 2025. The price of 
2025 LGCs continued higher and are 
currently trading at $17/certificate (refer to 
Page 10 for more details). 
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The following charts show ‘flat’ contract-year electricity pricing by State. Since our previous update, all states have 
broken the strong uptrend and are now trading in a sideways pattern. We expect the next few weeks will establish 
a trading range where the key factor in securing optimal contract pricing will be short-term timing. 
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Electricity Spot Market 

With one trading day left in August, month-to-date spot prices have dropped significantly since the extraordinary 
price levels set over the past 3 months (primarily due to supply disruptions). 

Renewable generation remains the key longer-term influence over spot prices along with the continuing risk of 
further rationalisation in the baseload generation sector. Rationalisation becomes less likely with spot and contract 
market prices approaching the long-run marginal cost of base-load generation. 
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Wholesale Gas Market 

The following analysis provides an overview of the wholesale gas market, which is a primary driver of pricing 
behaviour in the retail market. 

Wholesale gas prices have recovered faster than expected from recent supply disruptions. The following charts 
show August hub prices have dropped from the peak set in July. 

 

Charts courtesy of Weston Energy 
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The reason for downward pressure on wholesale gas pricing is due to the resolution of 4 short-term supply 
disruptions that occurred almost concurrently: 

 Both Yallourn and Callide power stations have returned to market (other than Callide Unit 4). This, combined 
with greater output from renewables, significantly reduced the requirement for gas-fired generation. 
 

 Longford gas production has resumed from an unplanned disruption which saw a drop in output of 
approximately 150TJ/day. The following chart shows production capacity reached 1 PJ /day. 
 

 

Chart courtesy of Weston Energy 

 
 The risk of Iona gas storage running out has been addressed with replenishment levels rising. Producers held 

back supply to act as reserve and are expected to discontinue holdbacks from September. 
 

 

Chart courtesy of Weston Energy 

 Finally, the unexpected cold winter weather has been replaced by warmer conditions forecast for September. 
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Retail Gas Market 

Looking forward, we see retail gas prices softening from current levels, reflecting the market’s supply position 
prior to the July disruptions. We expect this to translate into lower retail pricing towards the end of this year. Gas 
retailers tend to contract over shorter forward periods, generally 1 to 2 years (compared to 3-5 years for 
electricity). Recent contract volumes suggest customer are deferring and this has placed retailers under greater 
pressure to forward contract with the likely outcome being lower prices during Q4 2021. 

The impact from Asian LNG export demand is expected to have limited impact. While LNG continues to attract 
higher prices and Asian demand is expected to remain high, export capacity is limited and factored into domestic 
supply conditions. 

The key unknown factor arises from uncertainty around domestic demand for gas during lockdown. There is 
limited data for summer lockdowns and uncertainty associated with the length of lockdown and level of 
restrictions in place into the future. 

While we believe the current retail market remains over-priced, we have obtained indicative pricing for calendar 
year contracts: 

Contract Year   Gas Price ($/GJ) 

2022   $8.30-$8.50 
2023   $8.60-$8.80 
2024   $9.00 -$9.20 
 

Unlike the electricity forward curve, gas pricing is currently increasing over the forward curve. While the ACCC’s 
recent gas report appears to contrast AEMO’s supply and demand balance, we suspect the ACCC’s position aims 
to promote supply augmentation. 

We expect contract prices to continue to stabilise and suggest that now is not the ideal time to lock into a fixed-
price retail contract. However, it is recommended that consumers commence procurement to test the market (for 
their particular load characteristics and quantities) with a view to returning to market for ‘Round 2’ or ‘Round 3’ 
offers in early to mid-November. By commencing procurement now, consumers will be in a stronger position to 
secure favourable incumbent offers. Too often we see consumers defer procurement and underestimate the lead 
times required, placing themselves in a forced purchaser position. 

For customers considering a wholesale arrangement, our analysis shows that during 2021, the recent disruption 
events placed them in a similar cost position relative to gas contract prices that prevailed in late 2020 (for 2021 
retail contracts). We recommend customer consider hybrid contracting and price caps to maximise savings while 
managing risks. 
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Environmental Certificate Market 

 LGC spot prices have trended up over the past week and are currently trading around $35/certificate 

 VEEC’s continue an extraordinary increase in response to supply shortages and are trading at $72.50/certificate 

 ESC’s continue to trend higher, currently trading at $38.40/certificate 

 STC’s remain stable, just below the retail price cap, trading at $38.90/certificate 

 ACCU’s (Australian Carbon Credits) continue an upward trend, trading at $23.50/certificate in response to 

increasing demand from corporates to deliver decarbonisation strategies. 

 

Source: Demand Manager: https://www.demandmanager.com.au/certificate-prices/ 

 



 

 

The Energy Market Wrap is prepared fortnightly by the Trading & Pricing team at Energy Action. 
This document is not to be reproduced without permission 

10 

 

The LGC forward curve continues to show price backwardation with the cost of 2024 LGCs currently trading at 
$24/certificate. While 2025 certificates are trading at $17/certificate. We expect corporate demand to increase 
rather than decrease with an expectation that LGC prices are likely to reach a fair value of between $30-
$35/certificate out to 2025. 

2024 LGC prices have more than doubled during the past 3 months from $10/certificate to $24/certificate. 

ACCU’s (Australian Carbon Credit Units) have also increased significantly and are currently trading at 
$23.50/certificate. These certificates are seen as a lower cost alternative to renewables in order to offset carbon 
for corporates seeking to decarbonise. We are also seeing major retailers entering the market with large forward 
positions for ACCU. It’s important to note that ACCU’s can’t be used for corporates adopting a renewable Net 
Zero strategy. 

 

LGC Futures ($/certificate) 

 

                                  Chart Courtesy of Mercari: http://lgc.mercari.com.au/ 


