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Do energy consumers value
Innovation? This question iIs
deceptively nuanced and tricky

o answer.




Why look at product differentiation?

State of the market Consumer outcomes: Consumer outcomes: Patterns of
Quantitative Qualitative differentiation

AEMC (2015-2020)

CEER (2019)

CSIRO (2015)

ECA (2021)

Grattan (2017)

IPART (2016, 2019)

IPART (2017, 2018, 2021)

Newgate Research (2017)

St. Vincent de Paul (2021)

ESC (2022)

Source: ESC research (Jan 2022)



Types of innovation

C Christensen, M Raynor, R
McDonald, ‘What is Disruptive
Innovation?’, Harvard Business
Review, December 2015.

G Satell, ‘The 4 types of
innovation and the problems
they solve’, Harvard Business
Review, Issue 6, 2017.

«—— Problem definition — Clear

Unclear

BREAKTHROUGH
INNOVATION

Breakthrough innovation is
when a new market is
created by the solution of a
previously well defined
problem.

BASIC
RESEARCH

This is innovation that stems
from more general scientific
research and breakthroughs,
often unrelated to the
problem or market.

«— Market ———

INCREMENTAL
INNOVATION

Incremental innovation refers
to a series of small
improvements that compound
over time into measurably
better consumer and/or
market outcomes.

DISRUPTIVE
INNOVATION

Disruptive innovation involves
changes to a market that
make a product cheaper and
easier to access.

Established




Innovation approaches

Definitions from Bain & Company (2011)

‘Soft’ approaches

* “Improvements that may be generated from market or customer
insights and process or business-model inventions”

Christensen, Raynor, and McDonald (2015)
« Satell (2017)

‘Hard’ approaches

« Typically more research and development (R&D) intensive, usually
focused on technology to drive efficiencies, such as decreased
energy consumption.




State of the market: product differentiation

Traditional

Non-traditional

Financial focus
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Sustainable focus

Source: ESC research (Jan 2022)

Price: structure

Flat pricing ¥

Wholesale pricing ¥
Time of use pricing ¥

Subscription pricing ¥

Higher FiT ¥
Virtual power plant ¥

7 Electricity only

Price: incentives

Decentralised energy ¥
Entertainment
subscriptions

Retail or entertainment,
financial incentive

Bundling, financial
incentive

Discounts

Off-peak usage,
financial incentive ¥

EV owners, financial
incentive ¥
Renewables financing
and installation,
financial incentive ¥

@ Gas only

Convenience

Direct debit, option
Billing option, 30 days

Bundling, convenience
Bundling, non-energy
Paper bills, option

Bill smoothing

Billing option, 60 days
Mobile app,
convenience

Direct debit, required
Billing option, 90 days

Renewables financing
and installation,
convenience ¥ f

A Residential only

Service

Call centre

Australian owned
Australian service team
Financial investment in
local community
Online chat tool

Usage monitoring app

Energy assessment Ha

Retailer corporate
sustainability goal
Retailer: renewable
energy ownership
GreenPower ¥
Carbon offsetting

B Small business only




State of the market: Energy retailer side

Wholesale pricing -7 = Small
Subscription pricing [ ¥
off-peak usage, financial incentive || | | NI 7
pigher Fi7 | N ¥
Time of use pricing | W N 5 " Lar0e
| J |

Flat pricing

= Medium

structure

Decentralised energy

Entertainment subscriptions

EV owners, financial incentive

Virtual power plant

Bundling, financial incentive

Retail or entertainment, financial incentive
Discounts

Renewables financing and installation

Price: incentives

Billing option, 60 days
Billing option, 90 days
Renewables financing and installation
Bundling, non-energy
Direct debit, required
Mobile app, convenience
Bundling, convenience
Bill smoothing

Paper bills, option

Billing option, 30 days
Direct debit, option

Convenience

Energy assessment

Retailer: renewable energy ownership
Usage monitoring app

Carbon offsetting

Financial investment in local community
Online chat tool

Australian owned

Australian service team

GreenPower

Retailer corporate sustainability goal
Call center

’Electricityonly | ! Gasonly | M Residentialonly | @ Small business only

Source: ESC research (Jan 2022)




What retailers offer

Victorian residential electricity offers by
differentiation category
(CY2020, all retailers)

78% price: incentiveg

‘,(\ce'- structu,,e

Go“\’e ni €nce

Total (%) of residential electricity offers -
Price: incentive @ Convenience

&
Price: structure @ Service @

Source: Victoria Energy Compare offers, ESC research (Jan 2022)




While it is important to track
energy offers in the market,
knowing what offers consumers
select is required to better

understand the functioning of
the energy market.




What retailers offer (sub-sample)

Victorian residential electricity offers by Victorian residential electricity customer
differentiation category plans by d|ff9renF|at|on category
(CY2020, retailers in ACCC sample) (CY2020, retailers in ACCC sample)

price: incentiveg price: Inceéntiveg

price: strUctu,e

Gonvenienc o

Total (%) of residential electricity offers Total (%) of residential electricity consumers

Price: incentive @ Convenience @ Price: incentive @ Convenience @
Price: structure @ Service @ Price: structure @ Service @

Source: Victoria Energy Compare offers, Retail electricity invoice data(2020), ESC research (Jan 2022)




Small energy retailers are specialised

Specialisation index

 Most differentiated residential Average Specialisation index:

. . . Victori idential electricity diff tiation b tail [
electr|C|ty offer for each retailer ictorian residential e e;:cﬁgbgo,lalf::;i::rgn y retailer size group

Relative to median offer 14
differentiation (index = 1)

1.3 A

Averaged across energy retailer 1o ‘
size groups

Medium

1.1 4
1 ‘ Market average

0.9 A

Link with large retailer preference
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« Small energy retailers more
specialised/differentiated 08 1

Consumers with a large retailer *7
preference have fewer 06
differentiation options ° 200 200 400

Average number of offers in 20205

Link with academic literature

Source: Victoria Energy Compare offers, ESC research (Jan 2022)




