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1 September, 2020 

Australia’s Great Stimulus Opportunity 

Summary 

- If Government stimulus is to continue longer term, it should create additional sustainable 

employment in industries that will contribute to a better Australia for decades to come. 

- The Australian Energy Market Operator (AEMO) recently released its 2020 Integrated System 

Plan (ISP) is a whole of system blueprint which acknowledges that 63% of the current coal 

fired electricity capacity is set to close by 2040 

- This capacity can be replaced by a range of renewable alternatives which could provide 

households with $11bn in net benefits, create 100,000 jobs, minimise climate change impact 

and reduce pollution 

- In order for this to be achieved, up to $110bn of capital expenditure across numerous 

projects is required 

- This could be led by the Federal Government with the help of the States and the private 

sector 

- Herein lies Australia’s great stimulus opportunity 

There seems to be a prevailing view that Governments will continue to stimulate their COVID-

impacted economies even if that means taking on more debt at both the State and National level. It 

appears that the Australian economy will be asked to grow itself out of debt rather than experience 

an increase in taxes (which could contribute to economic contraction and is politically unpalatable) 

once the economy is more stable. If this ends up being true, ongoing increases in Government 

expenditure can be expected for years to come. If this does occur, we would like to see the 

expenditure channelled into areas that will create additional sustainable employment in industries 

that will contribute to a better Australia for decades to come. The much needed current short term 

Government stimulus needs to make way eventually for a longer term focus that will benefit future 

generations, in our view. 

$11bn in net benefits; 100,000 jobs; minimise climate change impact; less pollution… sound ok? 

So what are the long term projects that would change Australia for the better? We are glad you 

asked. It was quite timely indeed then that the Australian Energy Market Operator (AEMO) recently 

released its 2020 Integrated System Plan (ISP). It appears to us (Disclaimer: while we take great 

interest in the topic, we are not engineers or necessarily experts in Australia’s National Energy 

Market) that AEMO has put down the framework for how Australia will operate with less coal fired 

electricity generation given we have an aging fleet which will be gradually de-commissioned over the 

next 20 years. 

The AEMO Plan is a whole of system blueprint for the evolution and change the electricity market 

will experience in the 20 years to 2040. It expects 63% of the current coal fired power stations to 

close by then based on company disclosures and end of life assumptions. It doesn’t appear to us that 

AEMO has any obvious political biases and has produced a plan, based on certain assumptions, 

designed to guide all market participants. It says, 
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“The ISP identifies investment choices and recommends essential actions to optimise consumer 
benefits as Australia experiences what is acknowledged to be the world’s fastest energy transition. 
That is, it aims to minimise costs and the risk of events that can adversely impact future power costs 
and consumer prices, while also maintaining the reliability and security of the power system…. Its 
guiding objective is to meet power system needs while optimising net market benefits ” 
 

Seems pretty fair and reasonable to us. 

As the CEO of a major energy company said to us last week, “The last century was the era of cheap 

coal fired energy production; this century will be the era of cheap renewable energy production.” 

AEMO’s analysis agrees. As aging coal power stations retire, the least cost just transition will be to a 

combination of rooftop solar, wind and central solar accompanied by gas-fired peaker generators, 

hydro and large scale batteries.   

The report runs a number of scenarios, however the most likely outcomes reflect:  

- Depending on the scenario used, AEMO modelling projects distributed energy resources 
(“DER”, which includes typically renewable generation on the consumer’s side of the meter 
such as rooftop solar, wind generation, battery storage) could provide 13% to 22% of total 
underlying annual NEM energy consumption by 2040; 

- Over 26 GW of new grid-scale renewables is needed to replace the approximately 15 GW or 
63% of Australia’s coal-fired generation that will reach the end of its technical life and will 
likely retire by 2040; 

- 6-19 GW of new utility-scale pumped hydro, large-scale battery energy storage systems, 
distributed batteries are needed in order to firm up the increased level of renewables. New 
flexible gas generators could play a greater role if gas prices remained low at $4 to 6 per GJ 
over the outlook period.  

- System changes critical are critical. There is a growing need to actively manage power 

system services (voltage control, system strength etc) and the grid needs upgrading in order 

to cope with the demands of a very different generation profile than in the past. The 2018 

ISP found that new renewables required major changes to the networks and given many of 

those changes have not been made yet, new renewables have been significantly delayed 

and/or experience material marginal loss factors.  

$11bn net benefit 

And the prize is significant. AEMO worked through each of its scenarios and determined the NPV of 

their net market benefit – that is, the present value of annual costs and benefits from now until 2042 

versus the current base case. The most likely benefit to consumers is $11bn through reduced power 

bills. 

But the benefits are far greater than just dollars. 

100,000 jobs 

A recent report from EY (commissioned by WWF – World Wide Fund for Nature) concluded that over 

100,000 direct jobs could be unlocked by accelerating Australia’s wind and solar project pipeline, fast 

tracking new transmission projects through a combination of modernised manufacturing, battery 
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projects, electrified buses, local solar and hydrogen. It goes further to push for a high voltage direct 

cable to Singapore, the creation of a manufacturing base for green steel and hydrogen. This is 

Australia’s green recovery opportunity. 

These are indeed admirable objectives. Step one though is a series of major projects to upgrade the 

grid to suit the changing nature of energy production and use. Its initial design was implemented to 

connect relatively few power sources to many power users – quite different to the model we face in 

the future. 

Paris targets and Renewable Energy Targets would be met 

Australia’s Paris Agreement target of a 26% reduction in 2005-level emissions by 2030 would be 
exceeded within the NEM (pro-rata share) under all scenarios. Moreover, regional Renewable 
Energy Targets (RETs) would be met in all scenarios including Victoria, Queensland and Tasmania. 
Clearly existing air pollution levels would also generally be improved. 
 
System upgrades expensive… but here in lies the opportunity 

The ISP identifies 18 network projects that are commercially and technically feasible and would meet 

the electricity systems physical requirements. The total estimated cost outlined by AEMO is $15bn - 

$27bn. Highly respected Bank of America Merrill Lynch analyst Bruce Low estimates total capex of 

$70bn - $110bn is required for AEMO’s ISP system objectives to be met including the development 

of the additional renewable generation and firming capacity required as coal fired power stations 

retire. The range in capex is wide due to the uncertainty around the speed of the transition (under 

different scenarios) – as these all relate to “by 2040” in the ISP. 

Much of this expenditure would typically fall into the realm of the likes of AusNet Services, Spark 

Infrastructure and TransGrid who would then receive a regulated return as its regulated asset base 

(RAB) grows. 

So while the overall outcomes of an upgraded network and an accelerated transition to renewable 

energy have been made clear and are overwhelmingly positive, three things are needed – 

leadership, vision and capital. There is no doubt implementation will be extremely complex and 

national co-ordination is critical. But if there is a will and desire to continue to stimulate the 

economy (which there seems to be) with genuine short and long term benefits it is hard to think of a 

better set of projects. Given the urgency, long lead times for projects and co-ordination required 

why can’t this be led by the federal government? It could specifically fund some components of 

network improvements and either seek a return from end users or if the desire was to keep power 

prices low it could be viewed as straight nation-building capital expenditure.  

Herein lies Australia’s great stimulus opportunity. 

 

Matt Nacard, CEO, Ethical Partners 
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About Ethical Partners: 

Ethical Partners Funds Management is an independent, boutique Australian fund manager that is 
fully owned by its staff. It has a dual focus on performance and investing ethically. Its investment 
approach directly manages risk for its clients, provides the ability to invest in line with clients' values 
and actively advocates for change. Funds under management are over $1.5bn.  
More information is available at: www.ethicalpartners.com.au  
 
 
Disclaimer: This document is prepared by Ethical Partners Management Services ACN 623 503 720 as Corporate Authorised Representative of 
Ethical Partners Funds Management Pty Ltd ACN 623 475 454; AFSL 504749. Any information provided in this document is information of a 
general nature and does not constitute general or personal financial product advice. It does not take into account you or your clients’ particular 
objectives, situation or needs. This document is prepared by Ethical Partners Funds Management Pty Ltd (“EPFM”).  This document has been 
produced exclusively for Wholesale investors or Sophisticated investors (collectively “Qualifying Investors”) as defined by the Corporations Act 
2001 (Cth) – Sections 761G(7) and 761GA. 
  
This document is not intended for retail investors (i.e. investors who are not “Qualifying Investors”). Any retail person wishing to invest in the 
Ethical Partners Australian Share Fund – Class C should obtain a copy of the relevant PDS from Equity Trustees (EQT) at 
https://eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=4a3e9879-8d48-4107-af82-
e6bbe814b783 and obtain financial, legal, investment, accounting and tax advice in light of their individual circumstances. This document is not a 
recommendation to make an investment in any product provided by EPFM. Investment in any product provided by EPFM is subject to risks as 
outlined in this documents. Investors should consider risks such as market, liquidity, manager, regulatory and counterparty risk carefully. EPFM 
its associates or do not make any representations or warranty, express or implied, as to the accuracy, reliability or completeness contained in this 
document. Nor does it, to the extent allowed under the law, accept liability for any loss or damage suffered or incurred by the recipient however 
caused (including negligence) relating to any way this document including the information provided herein or any errors or omissions.  
  
The document may include forward looking statements, defined as statements other than statements of historical fact. Such forward looking 
statements involve known and unknown risks, uncertainties and other important factors that could influence the performance of any product 
provided by EPFM. These forward looking statements are not intended as representations of fact and reflect the EPFM’s opinion current only 
when this document is provided. Hence there can be no assurance that these statements or projections will be realised. Past performance is not 
indicative of future performance. 
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