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I’d like to talk to you this afternoon about industry and energy – what’s happening, what we 
need, how to get it, and how current proposals measure up.   

Ai Group represents businesses of all sizes across many different industries across 
Australia.  Some of them have always seen energy as central.  Many have had other things 
to worry about: our surveys showed that in 2011, around half of all businesses and 40% of 
manufacturers spent the equivalent of less than 1 per cent of their revenue on all forms of 
energy combined.  Over the past decade, labour costs and flexibility, shifts in global markets 
and the gyrations of the dollar have been much more consistent concerns for most.  Energy 
was a second order issue. 

But over the past year we’ve been hearing more and more frequently from businesses who 
have rarely seen energy as a top tier issue, but who are now deeply alarmed about it.   

Prices are soaring for industrial customers across the National Electricity Market and the 
Eastern Australian Domestic Gas Market.  Businesses that were previously paying $6 per 
gigajoule for the wholesale component of their gas are now being offered from $15 to as 
much as $24 per gigajoule.  Those offers are painfully real – we’ve seen them.  Facilities that 
locked in peak electricity prices at 5 cents a kilowatt hour in the aftermath of the carbon tax 
repeal are finding new offers around 16 cents. 

This is having enormous impacts.  At energy forums with Ai Group members held earlier this 
week in Geelong, Ballarat and Bendigo we heard from businesses that expect their energy 
spend to double, triple or quadruple.  For low- and medium-intensity energy users, the reality 
is that it is causing them to rethink expansion plans and consider cutting employees.  For 
more intensive energy users these prices threaten their very existence.   

Over the last six months we’ve spoken to toolmakers who’ve just invested millions in new 
facilities, and are questioning whether the next wave of investment can now proceed.  We’ve 
heard from medical device makers whose biggest input cost has just doubled.  Advanced 
manufacturers who were preparing to re-shore work from an increasingly costly China are 
rethinking or revising that strategy.  One equipment maker told us they expected parts of 
their local supply chain to collapse this year, and they themselves would need either to go 
offshore, or try to convince their customers to pay a higher price than for imported products.   

Supply is also under question.  The challenge of electricity reliability in South Australia has 
attracted most of the recent focus, and understandably so.  Ai Group’s South Australian 
members experienced severe costs in last year’s system black out.  But the problem goes 
much wider.  The whole system faces real and elevated risks next summer, particularly if we 
have extreme hot weather and record demand across the Eastern states as we did last 
summer.  

Gas supply adequacy is a worry too, though there the risk is not of empty pipelines but of a 
lack of contractable gas. A new trend is that businesses are able to get offers from one 
retailer if they are lucky, two at most.   
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Local boards and global head offices have started to wonder whether Australia really is an 
advanced economy with solid infrastructure, or if we are a basket case with unstable energy 
systems and a political system to match.  

The status quo in energy is frankly disastrous. It is an untenable proposition. Existing jobs 
and investments are at risk and we are losing new opportunities day by day.  Back in 2014 
Ai Group and a coalition of worried gas user organisations asked Deloitte to model the 
impact of rising gas prices.  They found that Australia would lose more than $150 billion in 
cumulative manufacturing, mining and agricultural output by 2021. $118 billion of that was in 
manufacturing alone.  And that was in a scenario where gas prices only hit $9 a gigajoule, 
and reflected high prices overseas.  Today, with manufacturers being offered double that 
while overseas prices are far lower, the outcomes are certainly to be far worse. 

 

What does industry want? 

I can put it very simply: we want energy to be a source of competitive advantage for 
Australian businesses again. 

That statement will make some people uncomfortable.  They may object that the old 
economics of Australian energy have changed forever, or worry that industry is angling for a 
false advantage based on endless cross-subsidies.   

These fears miss the point. 

The old sources of advantage are certainly gone or going.  Cheap gas is over in the East, 
and while we can do much better than we are now, it is hard to see how generally available 
prices will ever be sustained below export parity again.  Coal power has served us well, but 
the old plants are getting older, investment is scarce and new coal generators do not look 
cheap – even if anyone is willing to take the risks of investing in one. 

But it remains the case that Australia has a huge abundance of almost every sort of energy 
resource: not just gas and coal, but uranium, thorium, hot rocks, and some of the world’s 
best wind and solar prospects.  Technology will play a huge role in determining which of 
these resources is most relevant to our future.  Whichever it is, Australia should aim to turn 
abundance into advantage. 

The world will continue to demand energy-intensive products, even as it breaks the link 
between energy and emissions.  Australia should aim to be a great place to locate energy 
intensive industries in a world heading for net zero emissions this century.   

It is fair to say that energy and climate policy has not been directed at a vision like this so far.  
We need to aim much higher if we are going to earn a share of the future global economy.  
‘Energy policy as palliative care’ is not good enough. 

 

What we need to do 

So what do we actually need to do in pursuit of a new energy advantage? 

Quite a lot.   

First we need systemic thinking that considers all aspects of energy supply and demand, the 
interactions between them – and the need to optimize for reliability, affordability and 
emissions.   
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Second we need to think about timeframes.  There are plenty of ideas for measures that can 
help with electricity or gas in five to ten years’ time.  But what can we do to survive the short 
term?  And what is going to pay off in the long term? 

The Finkel Review has been an excellent instance of integrated system thinking across all 
timescales.  Whatever we all think of the recommendations – and I’ll come to those later – 
this is the kind of approach to energy policy making that we need to sustain. 

Let’s go through some of our options, starting with supply. 

Supply is the most obvious factor in our current energy woes.  Major generator closures 
have produced a much tighter electricity market that is more dependent on gas.  Gas is pricy 
because even though we’re producing more than ever, production hasn’t grown as fast as 
expected.   

So can more supply solve all our problems?  Not on its own.  There are several reasons. 

First, there are major blockers to new supply.  Scarcity pricing in the National Electricity 
Market and the Eastern gas market should already be enough to draw in more supply.  But 
while some mothballed generators are re-entering and investment is resuming to meet the 
tail end of the RET, we are not being bowled over by energy investment.   

Restrictive gas development policies in response to community concern about 
unconventional gas are part of it.  We are also seeing the impact of worldwide reductions in 
exploration and development by the oil and gas industry following the oil price crash.  
Technology is changing markets and adding to the risk of traditional business models.  And 
particularly in electricity it is hard to overstate the baleful effect of fundamental policy 
uncertainty.  We are not going to get the supply we need without a supportive and 
predictable policy framework. 

Second, new supply takes time.  While solar farms and battery planning systems are 
cooperative, nearly everything else in electricity and gas is going to take years to plan, 
design, get landholder consent, and construct.  As welcome as they would be, the Narrabri 
gas project or an onshore LNG import terminal could be five years away.  A new coal fired 
power station, whatever the technology, or new pipelines from Australia’s west coast to east  
would be up to a decade-long project; a nuclear power plant is probably a two decade effort.  
Whatever supply options are worthwhile, we need interim plans too. 

There are also limits to what new supply can reasonably be expected to achieve.  Gas prices 
are currently driven by the scarcity of contractable gas, but export parity and higher 
production and transport costs mean that even with new supply we would expect wholesale 
prices twice to three times the historic average.  New electricity generation can improve 
reliability and reduce prices, but new generators of any sort are unlikely to be viable at the 
rock-bottom wholesale prices offered until recently by depreciated old generators. 

Finally, new supply is just part of the picture.  The demand side holds important options too, 
as do networks, storage and retail.  More on that later. 

With all that said to keep supply options in proportion, here are some specific thoughts. 

On gas supply 

New gas production is going to be an essential part of rebalancing the gas market over the 
medium term.  There are many options, but nothing is easy.   

• A bit more conventional production out of the Cooper Basin and Bass Strait seems to 
be doable and politically easy, but these resources are going to deplete and 
extraction costs are growing. 
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• Developing the Arrow coal seam gas reserves in Queensland should be doable, 
though that will put Queensland coal seam gas in an ever more central role in the 
market.  If anything were to shake Queenslanders’ comfort with CSG, gas users will 
be in trouble. 

• The Narrabri project in New South Wales is potentially very important, but the 
commercial and political will to make it happen remains to be seen.  Production costs 
also look substantial. 

• Northern Territory onshore unconventional gas could be very helpful for the Eastern 
market with a sufficient expansion of the Northern Gas Pipeline.  But that is only if the 
current fracking moratorium is lifted and stays lifted. 

• The permanent Victorian state ban on unconventional gas is sadly and ridiculously 
one of the few bipartisan energy policies in Australia today.  The conventional gas 
moratorium is up for reconsideration either in 2020 or 2019, depending on the 
outcome of the next election, but even if current geological work produces a 
favourable picture, development lag means we probably can’t expect gas to flow until 
the mid 2020s. 

There are a couple of points to be made about these production options.  Nothing is cheap; 
new production can bring us back to export parity and away from scarcity pricing, but not 
back to the good old days.  Nothing is a dead cert; we are going to need to pursue a 
patchwork of new supply options for the medium term, in case some disappoint or fail to gain 
community consent.  Community fears about unconventional gas production are going to 
have to be addressed, because nearly all of the supply replacement options are 
unconventional. 

I’ll add one other point on gas supply: gas imports are looking more and more plausible.  
Four years ago, when Ai Group was raising the alarm about looming gas problems, a 
Federal politician asked in a meeting whether an LNG import terminal on the East Coast 
might help.  We politely thought he was crazy.  But Australia’s gas problems are far past 
crazy now and now he is looking admirably prescient.   

The benefits of an LNG import terminal would be threefold.  It would ease the risk of any 
mismatch between supply and demand.  It would ensure that international prices served as a 
ceiling on local prices, not just a floor.  And this substantial new source of supply could 
transform the competitive environment for production, transport and retail. 

There are probably two substantive objections, once we overcome the initial absurdity of a 
purported gas superpower that can’t affordably meet its own needs.  One is that permanent 
import competition will damage the ability of the domestic gas industry to develop our 
resources.  The impacts do need to be considered carefully.  But this argument may not get 
a lot of sympathy from manufacturers who have been fully exposed to international 
competition for decades, and until fairly recently have been told to adapt to netback gas 
prices or die. 

The other objection is that import infrastructure may prove very costly unless it is very highly 
utilized.  Putting together enough firm demand to underpin a big lumpy import option may be 
challenging in what is still a relatively small domestic market.  The practicalities and potential 
timing deserve very close examination, and we’ll watch with interest as proposals from AGL 
and others become clearer. 

On electricity supply 

Turning to specific electricity supply options, we have a near term challenge in getting 
through the next few summers, a medium term issue to respond to further retirements of old 
capacity over the next decade, and fundamental long term questions about the kinds of 
supply the future electricity system needs.   
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For the near term we need to secure the system, especially our baseload power supply by 
completing the restart of mothballed gas generators and ensuring they can access gas on 
sufficiently flexible terms; we need to put downward pressure on prices by completing the 
rollout of the current Renewable Energy Target; and we need to build experience for the 
future by experimenting with large scale battery storage and the different ways it can support 
the system.  Combined Federal, State and private action means we now have decent 
prospects on all fronts.  The bottom line is that the latest Energy Supply Outlook suggests 
we still have significant risks if next summer is unusually hot or other disasters strike. 

For the medium term electricity investment is largely dependent on credible new policy being 
introduced and sustained.  That is a tall order.  But if policy is in place we are likely to see a 
lot of investment in two kinds of supply: the cheap and the flexible.  Technology neutrality is 
an important principle for policy, and after all the technological surprises of the past decade 
we should be open to more.  Nonetheless, current prices and recent trends suggest that the 
options with the lowest raw price are likely to be onshore wind and large scale solar.  Their 
variability needs to be managed, and this is likely to create the market for flexible sources – 
gas, pumped hydro, demand response, perhaps solar thermal, and eventually batteries. 

All the while, distributed small scale energy and storage is going to nibble away at the 
wholesale electricity market; midday demand will be completely devoured by small scale 
solar in many places.  That is going to be a very different market, and a difficult one for 
inflexible suppliers to adapt to. 

Demand side 

If you put together the inevitability of high gas prices, the challenges to more gas supply, and 
the massive importance of flexibility in the new electricity system, it becomes obvious that 
we need at least as strong an emphasis on the demand side as the supply side.   

Greater gas efficiency and fuel switching can reduce the pressure on both individual gas 
users and the market balance.  More efficiency and demand response in electricity can 
moderate new investment needs and play a key role in stabilizing the grid.  Ai Group’s 
members are hungry for options not just to reduce their costs, but to take back some control 
over their destiny.   

In the longer term there are big questions on the demand side.  How much domestic gas 
demand is going to survive sustained export parity, if and when we get back down to it?  The 
Energy Networks Association recently released a gas vision for 2050 in which domestic, 
industrial and power use of gas remains vibrant in three decades, albeit most of it is 
hydrogen or biogas.  But it is equally imaginable that high gas prices see many users 
migrate to self generation or other cheaper alternatives.  All household gas demand is 
substitutable over the long term.  The role of gas in power is irreplaceable for now, but open 
in the long term.  Gas is a critical feedstock for the chemicals sector and an important source 
of process heat for industry, but some industrial demand will be substitutable.   

Efficiency, fuel substitution and demand response are going to be key elements of a 
successful response to our energy challenges. 

 

Current proposals 

Having gone through what we want and ways to get there, I want to finish with some 
thoughts on the major responses that Australian governments are considering and pursuing: 
the Australian Domestic Gas Security Mechanism, and the recommendations of the Finkel 
Review. 
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The one uncontroversial thing I can say about the ADGSM is that it is conclusive proof that 
Australian energy policy has an acronym problem.  Beyond that it gets contested.  I will say 
this: all of the supply and demand side options for gas that I have canvassed will take years 
to deliver significant rebalancing.  The extraordinary gas prices being offered to industry 
across Eastern Australia demonstrate that we have a very serious problem right now and for 
at least the next few years. For some in industry it could be fatal. 

The only thing that can rebalance the domestic market in the near term is the diversion of 
some gas from the export channel.  By far the best option would be for the LNG export 
industry to make swap arrangements to achieve this diversion themselves.  But we have 
come to the conclusion, shared by the Federal Government, that temporary export controls 
should be used if necessary as a last resort. 

The ADGSM gives Minister Canavan very wide scope to make decisions in the national 
interest on gas export controls.  We think that if it is called on the ADGSM can help give the 
domestic market breathing space, at something close to export parity pricing, while other 
supply and demand measures deliver.  The Government is signaling its intent to use these 
powers if the situation does not improve.  All eyes will now be on Minister Canavan, to see if 
he follows through, and on the LNG industry, to see if they take voluntary action to avoid the 
need for the ADGSM. 

On the Finkel Review, I’ve already said that the process to date has been good.  We’ll be 
discussing the issues in greater detail with our members over coming weeks as we all 
grapple with the big ideas in the report and the ways they fit together.  However, our early 
judgment is that the package of recommendations for security and reliability obligations, 
greater reward for demand response, governance reforms, and integration of energy and 
climate policy is sound.  The report is comprehensive, offering a coherent package for 
reforming that addresses all the needs and opportunities for security and flexibility in the 
system.  To the extent that any of us object to an element, we need to offer not just criticism 
but a credible and superior replacement. 

Most of the debate since the Finkel report was released has centered on the idea of a Clean 
Energy Target.  There is a lot of discussion to be had here, and it is important to remember 
that the Review has wisely left most of the design details of this scheme – and many other 
recommendations – to be settled later.  There is little use in combing through the illustrative 
modelling that has been done to make definitive statements about what a CET would or 
wouldn’t do. 

However, it is absolutely clear that investment in electricity and our ability to meet our Paris 
commitments will both be hamstrung without a credible, durable, bipartisan climate policy for 
the electricity sector.  The basic argument of the Finkel Review – that doing nothing is a 
terrible option for security, affordability and emissions – is widely accepted. 

There are many policy models that could deliver a workable, reasonably efficient outcome.  
And all models can, of course, be stuffed up.  A Clean Energy Target can work, but it will 
need to be designed well, implemented carefully, and stuck with through many political 
cycles.  Again, if people don’t like it, fine – but what is their alternative that will better deliver 
long term and sustainable investment in affordable, reliable and clean energy, and better 
achieve sustained support across party lines? 

Conclusion 

If we are going to get out of the appalling energy mess we are in, we need to see with equal 
clarity where we are today, and where we want to be.  The world has changed, and the old 
energy advantage in cheap coal and cheap gas is gone.  But industry is still here – for now – 
and future opportunity in energy intensive industry remains to be seized.  We need to get on 
with it and pursue a new advantage in a world undergoing transformation every day. 
#ENDS# 


