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“as the generation mix increases
in intermittency so too does the
potential for significant swings in
price outcomes in the 5MS world.
Therefore, there is an increasing
importance for effective hedging
tools/ strategies/ products to
avoid significant financial impacts
of unforeseen price events –
however time will tell which
methods, strategies or
technologies will rise to the top in
mitigating the risk.”

5MS is coming but it still remains a known unknown
The shift from 30-minute settlement to 5-minute
settlement (5MS) is fast approaching – 162 days
away but who’s counting. As a reminder, the current
settlement price (SP) is determined by averaging six
dispatch interval prices within a half-hour period. From
October 2021, the dispatch price (DP) will be the
settlement price. While the NEM already dispatches
on a 5-minute basis, there is no certainty as to how (if
at all) price outcomes and the operation of NEM
participants will change under the new rules.
Under 5MS, one-off price spikes (and floors) which
could have been averaged out in 30 min settlement
would now be fully costed. Put differently, there is no
opportunity to use the power of averaging to alter
settlement in the 5MS world – bids will need to more
accurately reflect a participant’s willingness to supply.

Figure 1: Comparison between dispatch and settlement prices in 2020
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History may not be the best predictor of 5MS impacts,
since current behaviours align with the current
settlement process, however it does highlight edge
cases and scenarios which may results in a material
difference in outcomes post October 2021 (Figure 1).
It’s important to note that in ~85% of dispatch intervals in
2020, the two pricing methodologies are similar.
However, in 15% of intervals there is a difference of at
least $10/MWh between the two prices (3% where diff. >
$50). While small in proportion, this still accounts for
~5,000 dispatch intervals where DP is at least $100
higher than SP. The opposite is also true where ~3,500
dispatch intervals had DP is at least $100 less than SP.
Some of these discrepancies may be legacy artifacts of
the current settlement methodology, however it is likely
that the current dynamics observed in dispatch continue
which could be material given the potential for significant
financial impacts when the price deviates in either
extreme – note that as the generation mix increases in
intermittency so too does the potential for significant
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swings in price outcomes in the 5MS world. Therefore,
there is an increasing importance for effective hedging
tools/ strategies/ products to avoid significant financial
impacts of unforeseen price events – however time will
tell which methods, strategies or technologies will rise to
the top in mitigating the risk.
One product is the 5-minute cap product which the ASX
recently listed. After the first month there has been some
decent volume traded. Open interest is over 1,200 at
time of writing with most volumes traded in QLD and
VIC. Focusing on Q122, while a long way away, early
trading would suggest an expectation of increased
volatility with cap products trading between $15.15 (in
QLD) and $22.50 (in VIC). For context, under 5MS a
single period at the Market Price Cap (MPC) will
contribute ~50c to cap product value. which would
indicate expectations of around 30-40 intervals at the
MPC. As we approach go-live, the potential impacts of
5MS will become clearer however, it’s very likely that the
first year of 5MS will see conservative operations while
participants adjust their strategies to the new paradigm.
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