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To whom it may concern,

Climateworks Centre submission to the Gas Market Review Consultation

Climateworks Centre welcomes the opportunity to provide a submission to the Department of
Climate Change, Energy, the Environment and Water (DCCEEW) in response to the Gas
Market Review Consultation.

Climateworks bridges the gap between research and climate action, operating as an
independent not-for-profit within Monash University. We develop specialist knowledge to
accelerate emissions reduction, in line with the global 1.5 degree Celsius temperature goal,
across Australia, Southeast Asia and the Pacific.

Since 2021, the Australian Energy Market Operator (AEMO) has engaged CSIRO, supported
by Climateworks, to conduct multi-sector modelling to quantify the dynamic influences that
could shape electricity demand under different emissions reduction scenarios. The
recommendations in this submission draw on insights from that process — and other
Climateworks research and analysis — and will contribute to a robust and optimised Australian
energy system.

Gas has historically provided energy security and flexibility in the electricity system. However,
rapidly declining costs and the emissions reduction benefits of renewable energy, battery
storage, electrification and electricity demand management are fundamentally reshaping gas'’s
role in electricity supply. Furthermore, the domestic gas price has increased markedly following
Australia’s connection to the international market through exports. These shifts, combined with
Australia's strengthened climate commitments under the Paris Agreement, requires a
comprehensive reassessment of gas market mechanisms to ensure they support rather than
hinder the transition to renewable energy.

The Australian Domestic Gas Security Mechanism (ADGSM), Gas Market Code and Heads of
Agreement (HoA) with gas exporters are intended to work together to ensure reliable and
secure gas supply for the east coast domestic market. These mechanisms assume that gas will
continue to play a substantial and ongoing role in domestic energy supply. In contrast,
Climateworks' 1.5 degree-aligned energy system modelling shows reduced gas demand. In our
view, current market design fails to fully consider the likely pattern and benefits of electrification
and electricity demand management.

This submission presents Climateworks' perspective on reducing domestic gas use and
adapting gas market mechanisms to help Australia meet its emissions reduction targets and
broader Paris Agreement commitments. Our analysis highlights the need for proactive planning
for gas phase-out, better integration of electricity demand-side services and electrification, and
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green hydrogen and biofuels to a lesser extent, equitable support for vulnerable customers, and
more detailed, location-specific energy system planning.

Gas use in Climateworks’ 1.5°C-aligned decarbonisation scenario

In 2023, Climateworks published least-cost emissions reduction pathways for Australia. Our
report shows that Australia reduces emissions by 68 per cent below 2005 levels by 2030 and
reaches net zero before 2040 to align with the Paris Agreement to limit global warming to 1.5°C
(Climateworks Centre 2023).

Under Climateworks' 1.5°C-aligned decarbonisation scenario, gas-powered generation for the
National Electricity Market (NEM) falls 61 per cent by 2030 relative to 2024 levels, and nears
zero by 2050. Whole-of-economy gas use falls by 47 per cent by 2030 and 84 per cent by
2050. Industry gas use in 2030 falls by 34 per cent and by 73 per cent by 2050. The move
away from gas in residential buildings is rapid under both the 1.5°C and well-below-2°C
scenarios, declining by half in both by 2030. Buildings reach near-zero fossil gas by the
mid-2040s in both scenarios. The relatively small differences between scenarios show that
electrification of energy use in buildings is a cost-effective decarbonisation strategy regardless
of the degree of decarbonisation ambition.

Figure 5: Industry energy demand (PJ) under Climateworks’ 1.5°C scenario
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Figure 5 shows reduced oil and gas use in industry and an increase in electricity. This
underscores the need for flexible electricity demand and appropriate market incentives to
match variable renewable energy.
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Figure 6: Building (commercial and residential) energy demand (PJ) under Climateworks’
1.5°C scenario
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Figure 6 shows the transition from gas in residential and commercial buildings is achieved by
the 2040s under the Climateworks’ 1.5°C scenario. This transition represents a cost-effective,
‘no-regrets’ action, supported by the rapid decarbonisation of the electricity grid.

Submission summary

Climateworks suggests DCCEEW consider the following recommendations as it reviews the
effectiveness of the ADGSM, Gas Market Code and HoA with gas exporters. The submission
body includes specific details on each point. Climateworks recommends DCCEEW:

Plan for a rapid and orderly phase-out of gas in the electricity and energy sectors

Refocus the gas market to prioritise enabling the energy transition, and update energy
market rules and regulations to reflect the requirements of the future energy system,
including alignment with the emissions reduction objective of the National Electricity
Laws

Use the Gas Market Review to help integrate demand services for electricity as an
alternative to gas-powered electricity generation, and electrification as an alternative to
direct gas supply for buildings and industry. Energy efficiency is a solution to reduce
gas consumption in both electricity generation and direct-use applications.

Deliver fair and equitable support for priority households, particularly low-income
households and renters, to avoid them bearing increased costs that could occur as
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fewer customers use gas infrastructure

e Consider how the gas market reforms could be part of a broader effort to design an
energy system to enable Australia to become a renewable energy superpower,
including analysis to forecast and plan energy supply, storage and transmission
solutions for regional Integrated System Plans (ISPs).

Recommendations for the Gas Market Review Consultation

Recommendation 1: Plan for a rapid and orderly phase-out of gas in the electricity and
energy sectors.

Recommendation 2: Refocus the gas market to prioritise enabling the energy transition,
and update energy market rules and regulations to reflect the requirements of the future
energy system, including alignment with the emissions reduction objective of the
National Electricity Laws.

Current gas market mechanisms, including the ADGSM, Gas Market Code and HoA with gas
exporters, assume that gas will continue to play a substantial role in Australia's energy future.
The government acknowledges the need for energy transition, and two of the six actions in the
Future Gas Strategy seek to reduce domestic gas use. However, that strategy also indicates
there will be a substantial role for gas in the domestic market through to 2050 and beyond. This
premise conflicts with both observed market trends and Australia's climate commitments under
the Paris Agreement.

AEMO's most recent Gas Statement of Opportunity (GSOO) confirms that gas demand is
falling faster than previously expected (AEMO 2025). However current market frameworks
continue to prioritise the long-term sustainability of east coast gas supply rather than
capitalising on the opportunities to reduce gas demand presented by electrification, energy
efficiency and renewables. This means current gas market mechanisms risk perpetuating
investment in infrastructure that will become stranded increasing the cost of transition. This also
risks obstructing Australia’s movement toward net zero emissions.

Under Climateworks' (2023) 1.5°C-aligned decarbonisation scenario, gas-powered generation
for the NEM falls 61 per cent by 2030 relative to 2024 levels and nears zero by 2050.
Whole-of-economy gas use falls by 47 per cent by 2030 and 84 per cent by 2050. Industry gas
use declines by 34 per cent by 2030 and 73 per cent by 2050. Residential gas use falls by half
by 2030, with buildings reaching near-zero fossil gas by the mid-2040s across both 1.5°C and
well-below-2°C scenarios.

The Gas Market Review presents a critical opportunity to refocus key gas pricing and security
mechanisms away from excessive focus on gas supply toward contributing to an orderly energy
transition. Current market rules that prioritise gas availability and competitive pricing can be
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updated to reflect a future energy system where gas plays a rapidly diminishing role. Key
reforms could include:

e Establishing phase-out timelines aligned with decarbonisation targets and ensuring that
reliability needs are met through renewable alternatives, electrification and gas and
electricity demand management

e Revising the Gas Market Code, and working with energy governance bodies to
incorporate explicit planning for gas infrastructure decommissioning through the
National Energy Objective (AEMC 2023) and National Gas Rules (AEMC 2025).
Current approaches that overemphasise meeting demand for gas, without modelling
reduced demand or potential gas infrastructure phase-out to serve decarbonisation,
economic and energy reliability objectives.

e Examining stranded asset risks and determining optimal retirement schedules for
existing infrastructure. This will send clear signals to ensure investment in gas
infrastructure is in line with Australia's emissions reduction trajectory, while supporting
the development of renewable alternatives.

e Mandating that gas market planning explicitly models electrification and energy
demand management timelines to enable more efficient, cost-effective transition
planning while avoiding the economic impacts of maintaining underutilised gas
infrastructure.

The urgency of this reform is underscored by the fact that continued investment in gas
infrastructure risks locking in emissions-intensive assets and imposing unnecessary costs on
consumers, who will bear the burden of stranded assets. A reformed gas market framework
that prioritises an orderly phase-out will better serve Australia's energy security, economic
interests and climate commitments.

Recommendation 3: Use the Gas Market Review to help integrate demand services for
electricity as an alternative to gas-powered electricity generation, and electrification as
an alternative to direct gas supply for buildings and industry.

Australia's energy transition requires shifting from supply-side solutions to gas and electricity
demand-side management. This approach reduces reliance on gas-peaking generation and
helps buildings and industry move away from the gas network through energy efficiency
improvements, electricity demand response, load management and electrification.

The Australian Energy Market Commission's (AEMC) recent reforms to integrate demand-side
factors into the ISP provide important foundations (AEMC 2024). However, these reforms do
not yet capture all electricity demand management and electrification opportunities to displace
gas. A comprehensive demand strategy requires enhanced planning processes with greater
transparency around changing demand patterns, NEM reforms establishing mechanisms to
unlock and monetise electricity demand-side value, and clear governance frameworks
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coordinating electricity demand measures across sectors and jurisdictions.

DCCEEW is uniquely positioned to develop a comprehensive planning framework for demand
services and electrification. The Gas Market Review can realise this opportunity by integrating
reduced gas reliance with electrification and electricity demand management strategies. As the
ADGSM, Gas Market Code and HoA with gas exporters are considered, DCCEEW can initiate
an integrated planning approach, in partnership with other government agencies and energy
governance bodies, to implement demand-side actions that support energy security and
achieve lower energy prices.

Integrating demand-side energy management as a cornerstone of Australia's transition away
from gas offers significant benefits. By coordinating energy efficiency, electrification, electricity
demand response and load shifting, Australia can optimise existing network assets, reduce new
gas infrastructure investment and support a low-cost transition to renewables. This approach
manages the rapid electricity demand growth required for decarbonisation while ensuring
increased demand complements the renewable energy supply.

Recommendation 4: Deliver fair and equitable support for priority households,
particularly low-income households and renters, to avoid them bearing increased costs
that could occur as fewer customers use gas infrastructure.

The orderly phase-out of gas is central to Australia’s achievement of its climate targets and
obligations under the Paris Agreement. Climateworks’ decarbonisation modelling shows gas
use in buildings rapidly declines in both well-below-2°C and 1.5°C scenarios, reaching near
zero by the mid-2040s. Electrification, improved thermal performance and energy efficiency will
contribute significantly to Australia’s net zero commitments while reducing running costs for
customers (IEEFA 2025). As outlined in previous recommendations, energy security will be
enhanced and costs reduced if DCCEEW prioritises this orderly phase-out in its Gas Market
Review.

However, it is important to consider that some building occupants, such as renters, low-income
residents and some small businesses, may not have the resources or opportunity to electrify as
rapidly as the rest of the population. As buildings electrify and disconnect from the gas network,
the cost burden to maintain underutilised network infrastructure would increasingly fall to those
left on gas. This could exacerbate existing vulnerabilities and result in unfair cost allocation.
Alongside provisions to enable the orderly closure of gas networks in the Gas Market Review,
DCCEEW could further develop policies to support vulnerable households and small
businesses as the transition takes place.

Recommendation 5: Consider how the gas market reforms could be part of a broader
effort to design an energy system to enable Australia to become a renewable energy
superpower, including analysis to forecast and plan energy supply, storage and
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transmission solutions for regional ISPs.

Climateworks supports the establishment of net zero industrial precincts across Australia.
Precinct-scale energy and infrastructure planning for industrial regions will provide long-term
guidance for industry and assurance to communities transitioning to net zero emissions.
Effectiveness at the precinct level — measured by speed of decarbonisation, cost efficiency and
community acceptance — could be enhanced if each major industrial region had a regional ISP
or equivalent to show how much renewable energy is needed to support ambitious
decarbonisation. This place-based approach will make it easier for industrial actors to integrate
and share resources, workforces and clean energy alternatives. Policy-makers can also
leverage a region's comparative advantages and unique characteristics, and support Australia's
ambition to establish itself as a renewable energy superpower.

While renewable electricity will dominate Australia's future energy mix, renewable hydrogen
can unlock additional economic opportunities in a net zero global economy. Fossil gas will
continue to play a critical role in supporting industrial processes and firming variable
renewables during the energy transformation as a fuel in transition. This use will decline as
zero emissions technologies become more cost effective, particularly given the Safeguard
Mechanism now applies a price to emissions in heavy industry. These remaining gas users will
look to gas phase-out plans to inform their business plans.

As reforms to the ADGSM, Gas Market Code and HoA with gas exporters are analysed, there
is an opportunity to design changes to support more detailed, location-specific energy system
planning. For example, reforms could incorporate local-level gas phase-out projections and
their interaction with electrification efforts and electricity demand-side services, helping
DCCEEW and communities better understand and plan alternatives to gas in industrial regions.

Climateworks recognises some industrial processes are more difficult and costly to transition
away from fossil fuels and may be reliant on gas for some time. In such circumstances,
government support may be required to enable the uptake of alternatives such as
electrification, green hydrogen and biofuels.

Shifting the gas market's priorities from ongoing provision to managed phase-out, with these
changes integrated into the priorities of the Gas Market Review, would align with
decarbonisation objectives. Place-based industrial system planning and gas market reforms
have the opportunity to complement each other in their intention and outcomes.

Thank you for taking the time to consider our submission. We welcome any opportunity to brief
your team to provide further insights from our work.

Yours sincerely,

Matthew Benetti
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Policy Manager — Energy, Climateworks Centre
matthew.benetti@climateworkscentre.org
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