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Overview
The energy market tumult brought on by Russia-Ukraine conflict has transmitted all the way to Australia’s east coast, with meteoric price rises for both natural gas and electricity. But on the west coast of Australia, energy prices have remained relatively stable. This contrasting experience is largely due to divergent energy policies telling a tale of two Australia’s.
As of 2021, Australia was the seventh largest global producer of natural gas, with almost three-quarters of its production exported via LNG. Expanding volumes of gas exports were enough for Australia to surpass Qatar as the largest global LNG exporter in 2021 (none of Australia’s natural gas is traded via pipeline due to the tyranny of distance).
Almost two-thirds of Australia’s natural gas production is from Western Australia. Exports are the driving force for Western Australian natural gas production, though to receive approval, natural gas export projects are required to make approximately 15% of their production available for domestic consumers. This certainty of supply delivers western consumers a dependable stream of natural gas that is little influenced by international market developments.
On the east coast, where most Australians live, domestic supply certainty is not so assured.
Rapidly expanding appetites for natural gas in Asia spurred development of LNG exporting facilities out of Gladstone, Queensland in the early-2010s. Gorgon LNG (GLNG), Asia Pacific LNG (APLNG), and Queensland Curtis LNG (QCLNG) committed to building two LNG trains each, with their supply dependent on the development of unconventional coal seam gas out of Queensland’s Surat and Bowen basins.
A quarter of a century after the first LNG cargo was shipped from Western Australia, the first east coast LNG cargo was shipped in late 2014. Before the development of this export capacity, east coast consumption of natural gas mostly flowed from conventional gas sources from southern Australia, with wholesale prices averaging AUD 4 per GJ (Figure 1).
Figure 1: Australian east coast short-term trading market for natural gas (AUD per GJ)

Source: AEMO (2022)
At the same time as the east coast LNG exporters began to ship their cargoes to Asia, production from conventional sources in the southern regions of Australia began to decline, which led to a tightening in the domestic market for natural gas. 
Part of this tightening was due to multiple state-based moratoriums on natural gas exploration in the southern states of Australia. The tightness was exacerbated because there was no requirement for the east coast LNG exporters to cordon off a portion of their production for domestic consumers, as is the case on the west coast. 
To add to the woes of the east coast market, production from the Surat and Bowen basins has been less productive than anticipated. This has meant that the LNG exporters have consistently had less gas available for liquefaction than they had planned on. 
Low production from these basins has meant that the LNG exporters have become the marginal buyer of conventional supplies of gas from the domestic market, linking domestic east coast natural gas prices to prices in Asia. Wholesale domestic natural gas prices began to spike in 2016 due to this relationship, with average spot prices more than doubling from their historic levels (Figure 1). 
The Australian Domestic Gas Security Mechanism (ADGSM) was instituted as an initial response to the gas price spikes, though the mechanism does not provide the same amount of supply certainty as the domestic reservation requirement on the west coast. The Federal government also instituted a Heads of Agreement with the east coast LNG exporters to attempt to ensure domestic supply is prioritised ahead of international buyers, based on certain considerations. 
But in the face of extreme supply disruptions, such as those brought on by the Russia-Ukraine conflict, both policy measures have proven ineffective in shielding east coast businesses and consumers who rely on natural gas. Natural gas prices have been spiking to unprecedented levels, with wholesale spot prices increasing to more than AUD 40 per GJ at the beginning of the southern hemisphere winter (Figure 1). Electricity prices have also moved parabolic given that natural gas generation is often the marginal supplier of electricity during periods of peak demand. 
In contrast, Australia’s domestic west coast market has been largely unaffected for 2022, with the domestic reservation policy more robust than the measures implemented on the east, in terms of shielding domestic consumers from supply shocks (and associated price spikes). This shielding comes at the expense of international consumers, with less available international supply, and diminished revenue for the exporters. 
Methods
This paper will investigate policy settings for the separate natural gas markets on both sides of the Australian continent, and how this impacts natural gas prices and surety of supply for domestic consumers. The policy implications for global supply will also be explored.
Results
This investigation is ongoing and dependent on additional research.
Conclusions (preliminary)
East coast demand for natural gas has already been waning in recent years due to higher uncertainty of supply, and higher prices. Incentivising an appropriate amount of additional supply is a challenge in the context of falling demand and made even more challenging with various exploration moratoria still in place.
East coast Australia consumers are currently subject to the same economic pain that European consumers are facing. Federal government intervention to negotiate a better deal on consumers’ behalf, at the expense of the LNG exporters, is perhaps justifiable. But such an intervention will raise Australia’s sovereign risk. 
Potential courses of action could be to impose a ‘war tax’ on the LNG exporters, on the justification that investors should not necessarily benefit from the human misery of war. For example, the UK instituted a 25% windfall tax on oil and gas producers in response to the Russian invasion, with the proceeds intended to partially ease the large increases in household and business energy bills. Alternatively, some sort of domestic reservation policy could be beneficial on the east coast. But the LNG exporters in the east will push back against such a policy to protect their profits.
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AUD per GJ




