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Out of gas

Overview

For more than a century, gas has been deeply enmeshed in the
Australian economy. It heats our homes and cooks our food, generates
electricity, fuels industry, and brings in export income.

But in the past decade, this has started to change. As Australian
households and businesses search for cheaper, cleaner, and more
efficient fuels, they are using less gas.

Governments have largely ignored this decline, and have failed to plan
for it. As a result, new problems are emerging: electricity networks are
under strain, backup generation for the power system is not being built
fast enough, gas bills are rising, and manufacturers are closing.

And yet, the use of gas will need to decline even faster to meet
emissions-reduction targets. The energy transition is also a transition
for gas – from a widespread fuel to one that occupies some vital but
small niches in a mostly-electrified economy.

Without action, gas use will continue to decline, but the process will be
costly, chaotic, and inequitable. Governments must take control to both
accelerate and manage the gas transition.

First, governments should implement policies to methodically and
predictably reduce gas use across the economy. This includes setting
phase-out dates for the use of gas in households, using the Safeguard
Mechanism to encourage industrial decarbonisation, and reforming the
electricity market to properly price both the emissions costs and the
reliability value of gas. Policies to fix forecast gas shortages should put
demand reduction ahead of increased supply.

Each sector will move at a different pace, depending on its options.
Even in a mostly-electric economy, there will still be some residual
demand for gas. To meet this demand, Australia will need supplies of

renewable gases such as biomethane and hydrogen. Governments
should drive their development with targeted grants, finance, and a
demand-side obligation.

A declining gas market will need to be managed very differently, to
avoid sky-rocketing prices for consumers and stranded assets for gas
network owners. Governments should reform pipeline regulation to
facilitate progressive decommissioning.

The role of gas-powered electricity generation is also changing. It is
running less often, but is increasingly valuable as a backup during rare
renewable energy droughts. The federal and state governments should
use upcoming reforms to the wholesale electricity market to remove
financing barriers for new gas-powered generators.

Less demand for gas means more demand for electricity. Without
integrated planning, consumers and taxpayers are exposed to the risk
of over-investing in gas and under-investing in electricity infrastructure.
Gas and electricity system planning should be integrated to keep
infrastructure costs low, and ensure the electricity network can handle
increased demand from gas-to-electric switching.

While LNG producers are riding high at the moment, they face a
future of being high-cost producers in a shrinking market as other
countries move to reduce their reliance on high-cost and imported
energy sources. For as long as the LNG industry lasts in Australia,
governments should ensure it pays its share of tax, cleans up after
itself, and keeps its emissions under control.

Australia is at a critical juncture in energy policy. The decisions made
now around gas will have lasting ramifications. The gas transition will
not get easier or cheaper if we wait. The choice is between chaotic and
inequitable, or steady and fair. It’s time to move.
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Recommendations

1. Reduce demand for gas across the economy, with targeted
policies across households, industry, and power generation,
including phase-out dates for residential gas use.

2. Accelerate growth of the biomethane and green hydrogen sectors
with better targeted industry policy and a new national scheme to
drive demand for renewable gases.

3. Reform regulation and planning of gas distribution networks to
enable and encourage the safe, progressive decommissioning
of the network as households electrify. Share the costs between
consumers, industry, and government through a grand bargain.

4. Get market settings right to ensure there is sufficient gas-powered
generation in the National Electricity Market.

5. Better integrate gas and electricity planning to enable a least-cost
transition away from gas by expanding the Integrated System Plan
to include gas, and integrating the build-out of electricity networks
with the phase-out of gas distribution networks.

6. Prioritise demand-side measures to address future gas supply
gaps by expanding the Australian Energy Market Operator’s ability
to identify and use demand-reduction tools.

7. Manage the LNG sector more actively to maximise its benefit to
Australia. Prepare for a post-LNG economy by reforming gas
taxes, requiring emissions cuts from LNG, and using industry
policy to replace the economic contribution of LNG.

More detailed recommendations are listed at the end of each chapter.
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1 It’s time to get out of gas

Australia has used gas since the 19th century, when towns gas first lit
our streets. Large-scale use of natural gas took off in the late 1960s on
the east coast, and the 1970s on the west coast. Australia is also one
of the world’s largest exporters of gas.

Gas production and use makes a material contribution to Australia’s
greenhouse gas emissions, around 20 per cent.1 There are two routes
to reduce these. The first is to stop using gas by switching to electric
alternatives. The second is to continue to use gas, but abate the
emissions by switching to renewable gas, using carbon capture and
storage (CCS) to prevent emissions, or removing those emissions from
the atmosphere at a later date.

Current policies are sending us down the second route without
considering the consequences. The federal government’s Future Gas
Strategy implies we can reach net zero while keeping gas production
and usage high beyond 2050. But this would require impracticably
large volumes of renewable gases, wide deployment of CCS, and large
volumes of carbon removals.

These solutions are unlikely to be available in the volumes required at
prices people are willing to pay. Renewable gas is a nascent industry
in Australia, and while it has potential to grow, it has limits that mean it
is unlikely to supply volumes equivalent to (fossil) gas today. Carbon
capture can only deal with a small subset of emissions from gas
production. Carbon removals are scarce, competition for them will be
fierce, and there are persistent concerns with their reliability.

It is almost certain that gas use will need to decline substantially to hit
net zero.

1. DCCEEW (2026), DISR (2024). In this report, we use the term ‘gas’ to describe
fossil methane, also called natural gas.

1.1 Producing and using gas generates emissions

Gas results in emissions in two ways:

� Producing gas (getting it out of the ground and processing it)
generates both carbon dioxide and methane emissions.2

� Using gas (burning it in factories, power plants, and houses)
generates carbon dioxide.

A small portion of production-related emissions are related to gas
for domestic use. But because most gas produced in Australia is for
export, about 40 per cent of Australia’s total gas-related emissions
come from producing gas that is then exported.3

And while Australia’s overall emissions are declining, the relative
contribution of emissions from gas is rising: the share of gas-related
emissions rose from 14 per cent of overall emissions in 2012 to 23 per
cent in 2022.4

2. Methane is a potent greenhouse gas, with 28 times the global warming effect of
carbon dioxide per tonne measured on a 100-year timescale: DCCEEW (2025a).
When methane is extracted, some escapes through seals and pipes directly to
the atmosphere. Sometimes, it is intentionally ‘vented’ for operational reasons,
and sometimes producers burn it (‘flaring’) to convert it into the less potent carbon
dioxide. Underground gas reservoirs usually contain a mix of carbon dioxide and
methane. The carbon dioxide is removed and released into the atmosphere as
pollution: CER (2024).

3. The emissions from burning Australian gas that is exported are not counted in
Australia’s emissions – they are counted in the countries where they are burned.

4. DCCEEW (2026).
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1.2 There are two routes to abating gas emissions – the
electrification route and the gas route

Achieving net zero requires 100 per cent of emissions to be abated:
avoided, reduced, or removed from the atmosphere.

There are two routes to abate the emissions from gas. The first, and
simplest, is to stop using gas altogether by switching to electricity. This
is already technically possible for many, but not all, users. The second
route is to continue to use gas, and deal with the emissions another
way:

� Switch to renewable gases, which do not emit greenhouse gases
when produced or used (see Box 1).

� Use fossil gas, capture the emissions at the source, and
permanently store them underground, using carbon capture and
storage (CCS).

� Burn fossil gas, emit greenhouse gases, and remove these
emissions from the atmosphere later.5

Achieving net zero from gas requires balancing four questions:

1. What can be electrified, by when, and at what cost?

2. How much renewable gas will be available and at what cost?

3. How much can carbon capture feasibly reduce emissions?

4. How much can we rely on carbon removal to offset any remaining
emissions?

5. In this report we use the term ‘removals’ rather than offsets to reflect that most
offsets used today remove atmospheric carbon; and that to achieve net-zero
emissions, all offsets must reflect carbon removals rather than avoided emissions.

The infrastructure, regulation, and market design required to meet
Australia’s energy needs look very different depending on the answers.
The shape of the economy in 2050 depends on the capacity of the
three options to deliver abatement, and their relative attractiveness
compared to electrification.

1.3 Australia’s current policy of high gas use forever is a risky
approach to decarbonisation

The federal government’s Future Gas Strategy forecasts that gas
production and consumption will stay high indefinitely. This is a
high-risk strategy because it relies heavily on renewable gas, carbon
capture, and carbon removals, to meet Australia’s emissions targets.
While each will play a role, they can’t sustain gas use at forecast levels.

Based on current forecasts, gas use will stay high long into the future

Australia is currently planning for billions in gas infrastructure because
the Future Gas Strategy assumes very high gas use out to 2050
and beyond. The Australian Energy Market Operator’s latest 20-year
forecasts are for domestic gas demand to decline by just 23 per cent by
2045 (see Figure 1.1 on the following page).

On the east coast, domestic demand is forecast to drop more than 40
per cent, mostly driven by an 80 per cent decline in gas use in buildings
(residential and commercial). Demand for gas in industry declines
26 per cent, and demand for gas used in gas-powered electricity
generation declines just 1 per cent.6

A market with demand dropping 40 per cent over 20 years is in fairly
rapid decline. Still, a market consuming 300 petajoules of gas in 2045
will face huge challenges in hitting net zero just five years later.

6. All figures compare 2045 to 2026. AEMO (2026a).
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On the west coast, the challenge is even more daunting. AEMO is
forecasting gas demand will only marginally decrease, by 4 per cent
to 381 petajoules, by 2045. Gas-powered electricity generation is
forecast to decline by about a �fth, and household gas use by a half.
But industrial gas demand is forecast to increase by 8 per cent over the
next 20 years.7

Demand for Australian lique�ed natural gas (LNG) exports is forecast
to decline faster than domestic demand, but the LNG sector is still
forecast to be four times the size of the domestic gas sector by 2045.8

Australia currently exports about 4,500 petajoules of LNG per year.
Gas demand for that purpose is forecast to decline by about 40 per
cent to 2,800 petajoules by 2045.9

High gas use means heavy reliance on implausible abatement options

High gas use means hitting net zero would require large amounts of
renewable gases, CCS, and carbon removals.

Analysis of the federal government's emissions projections suggests
Australia's gas-related emissions will decline from 90 million tonnes

7. AEMO (2025a).
8. Future LNG demand is dif�cult to predict. AEMO and federal government

forecasts of future LNG demand declines are based on existing LNG contracts
expiring, declining global LNG demand, and Australia being edged out by cheaper
competitors. These trends are discussed further in Chapter 7.

9. Most of this forecast decline comes from WA exporters. Legacy gas �elds on
the North West Shelf have been declining, to the point that Woodside retired a
2.5 megatonne train at the facility in 2025: Woodside (2025). New supply may
be delivered from development of the Browse basin, but this project remains
economically uncertain. The forecast of 2,800 petajoules assumes a constant
amount of LNG exports from the NT in line with recent export �gures, as no
reliable independent forecasts are publicly available. Existing LNG demand is
slightly overestimated through the combination of Australian Energy Statistics for
NT with GSOO data for LNG production.

Figure 1.1: Demand for gas is forecast to remain high into the 2040s
PJ of gas demand

Notes: PJ = petajoules. East coast estimates are compiled from the 2026 Gas
Statement of Opportunities and west coast estimates from the 2025 WA Gas
Statement of Opportunities. NT LNG estimates are forecast as �at, based on current
data in the Australian Energy Statistics. A full explanation of volume and emissions
forecasts is in Appendix A.

Sources: AEMO (2025a), AEMO (2026a), DCCEEW (2025b).
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