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Abstract 
 

The expansion of Australian liquefied natural gas (LNG) exports has stoked fears of limited domestic 
supply and a corresponding surge in domestic prices. Various interest groups have begun pushing for 
a federal policy to reserve a proportion of natural gas production for domestic use. The objective is 
to secure gas supply for domestic users and put downward pressure on prices. This paper examines 
the merits of such a proposal. It finds that the economic argument in favour of gas reservation is 
unsustainable. Trade theory predicts that an export restraint on an input will in fact have steep 
economic costs for the community. The modelling that is available and empirical evidence garnered 
from other export restraints offer equivocal support for this prediction. Moreover, a quantitative 
restriction on gas exports would be inconsistent with both the spirit and letter of the General 
Agreement on Tariffs and Trade (GATT). The World Trade Organization (WTO) project is one of trade 
liberalisation, not protectionism. It is concluded that if trade policy is the desired mechanism to 
achieve reductions in gas prices, then an export tax should be imposed in preference to a 
quantitative restriction. 

Recommendations 
 

1. Both federal and State governments should embrace the economic opportunities provided 
by growing LNG exports from the Eastern States. Intervention to protect domestic industries 
is likely to generate significant economic costs. 
 

2. The Australian government must maintain its commitment to free and open trade in LNG by 
rejecting calls to institute a federal policy of gas reservation. 
 

3. Western Australia should abandon its policy of reserving 15% of natural gas production for 
domestic use. It inefficiently subsidises downstream producers and it is inconsistent with 
GATT rules.  
 

4. The Queensland approach of granting the executive a power to implement prospective gas 
reservation, exercisable as a last resort, is a prudent compromise. Policymakers must avoid 
the temptation to use this discretion inappropriately to satisfy political objectives.  
 

5. If governments conclude that trade policy is the appropriate lever to drive down domestic 
gas prices, it would be sensible to introduce a duty on gas exports in place of a quantitative 
restriction. 
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Introduction 
 

By as early as 2015, Australia is expected to become the world’s second largest exporter of liquefied 
natural gas (LNG), and with over $200 billion of LNG investment currently under construction or 
planned, Australia may even unseat Qatar as the world’s leading exporter.1 The expansion of LNG 
exports has the potential to contribute positively and significantly to economic growth over the 
medium term.2 

Many domestic industries, however, are not so sanguine about the impacts of rising LNG exports. 
Owing to the lack of liquefaction and export facilities along the East Coast of Australia, prices in the 
Eastern states have until now been insulated from the growing global demand for gas. As these 
facilities become operational and access to international markets improves, domestic prices for 
natural gas are likely to increase.3 The Western Australia market illustrates the point. Significantly 
higher prices in that market are attributable to the presence of export facilities.4 

Various industry groups and labour unions have objected to paying international prices for natural 
gas extracted here.5  The claim is that substantially higher gas prices will harm manufacturing and 
other gas-intensive sectors of the economy.6 In response, it has regularly been suggested that the 
federal government ought to adopt a ‘gas reservation’ scheme. This would effectively reserve a 
certain proportion of gas production in Australia for domestic use by restraining the volume of 
exports.  

Western Australia is presently the only Australian jurisdiction to feature an operational gas 
reservation policy, with its requirement that new projects set aside 15% of production for domestic 
sale.7 The Queensland Government has the power to reserve land for domestic gas production if 

                                                           
1
 S. Sakmar, Energy for the 21

st
 Century: Opportunities and Challenges for the 21

st
 Century, Cheltenham, 

Edward Elgar Publishing Limited, 2013, p. 221; A. Copeland, Q. Grafton, N. Hitchens and A. Syed, Gas Market 
Report: July 2012, Canberra, Bureau of Resources and Energy Economics, 2012, p. 1. 
2
 Deloitte Access Economics, Advancing Australia – Harnessing our comparative energy advantage, Sydney, 

Deloitte Touche Tohmatsu Limited, 2012; T. Wood and L. Carter, Getting gas right – Australia’s energy 
challenge, Melbourne, Grattan Institute, 2013, p. 9. 
3
 Wood, p. 8. 

4
 Deloitte Access Economics, The economic impacts of a domestic gas reservation, Sydney, Deloitte Touche 

Tohmatsu, 2013, pp. 6 – 7. 
5
 See, e.g., M. Grudnoff, Cooking up a price rise: Will CSG exports push up the price of gas?, Canberra, The 

Australia Institute, 2013; DomGas Alliance, Australia’s Domestic Gas Security – Report 2012, Perth, 2012; 
National Institute of Economic and Industry Research, Large scale export of East Coast Australia natural gas: 
Unintended consequences, Melbourne, 2012. 
6
 Ibid. 

7
 A. Warburton and J. Reid, ‘The state of play for domestic gas reservation’, Minter Ellison Lawyers, 

http://www.minterellison.com/publications/domestic-gas-policy/, 2013 (accessed 23/09/2013). 

http://www.minterellison.com/publications/domestic-gas-policy/
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supply constraints are identified.8 Given that LNG exports are yet to begin in Queensland, the 
legislation hasn’t yet been called into action. The Queensland Energy Minister has described the 
policy as a last resort.9 The Federal Government rejected proposals for a national gas reservation 
scheme in the Energy White Paper 2012.10 

The merits of a federal gas reservation policy deserve some scrutiny. First, the rationales for 
domestic gas reservation must be identified. The claimed economic benefits of the policy will be 
given particular scrutiny. Restrictive trade policies very rarely achieve the economic benefits that are 
promised. Moreover, a federal policy of gas reservation may not be compliant with General 
Agreement on Tariffs and Trade (GATT) rules prohibiting quantitative restrictions on exports. The 
GATT is the centrepiece of the World Trade Organization system (WTO) system and it imposes outer 
limits on Australia’s capacity to regulate trade flows. An export tax will finally be considered as an 
alternative to a quantitative restriction on exports of gas. 

Limitations 
 

The limitations of this analysis must be acknowledged at the outset. Given that there is no federal 
policy currently in place, the analysis is predictive and constrained by the assumptions that it adopts. 
The nature and the extent of any reservation scheme are particular unknowns. Although the new 
Federal Minister for Energy and Resources, Ian MacFarlane, has maintained the federal 
government’s opposition to placing a quantitative restriction on exports, the Minister has indicated 
his support for a land reservation policy (similar to the ‘Prospective Gas Production Land Reserve’ 
policy operating in Queensland).11 Under a scheme of this kind, parcels of gas-rich land would be set 
aside to service the domestic market. A land reservation scheme would likely generate similar 
economic costs to those of a standard quota scheme, but its precise impact is much more difficult to 
predict.12 For one, the amount of gas on the land that is to be reserved is unknowable ex-ante.13 This 
paper will confine its analysis to standard quota schemes. The extent of the quota will also 
determine its impact. Naturally, a minor reservation of domestic production would not cause as 
much disruption as a ban on exports. The following discussion will assume a 15% gas reservation 

                                                           
8
 Gas Security Amendment Act 2011 (Qld) pt 2A. 

9
 T. Hamilton and G. Pike, ‘The Australian domestic gas market: any reservations?’, Herbert Smith Freehills, 

http://www.herbertsmithfreehills.com/insights/legal-briefings/the-australian-domestic-gas-market-any-
reservations;  
10

 Department of Resources, Energy and Tourism, Energy White Paper 2012: Australia’s Energy 
Transformation, Canberra, Australian Government, 2012, p. 167. 
11

 P. Cleary, ‘Libs look to set aside gas for home market’, The Australian, 4 June 2012, 
http://www.theaustralian.com.au/national-affairs/libs-look-to-set-aside-gas-for-home-market/story-fn59niix-
1226382023653 (accessed 10/11/13). 
12

 KPMG Econtech, Critique and Economic Analysis of Domestic Gas Reservation Policy Options, Brisbane, 
KPMG, 2009, p. 16. 
13

 Ibid, p 17. 

http://www.herbertsmithfreehills.com/insights/legal-briefings/the-australian-domestic-gas-market-any-reservations
http://www.herbertsmithfreehills.com/insights/legal-briefings/the-australian-domestic-gas-market-any-reservations
http://www.theaustralian.com.au/national-affairs/libs-look-to-set-aside-gas-for-home-market/story-fn59niix-1226382023653
http://www.theaustralian.com.au/national-affairs/libs-look-to-set-aside-gas-for-home-market/story-fn59niix-1226382023653
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policy. This is consistent with the current Western Australia scheme and the proposals of lobby 
groups.14 

Rationales for domestic gas reservation 
 

The rationales for imposing export restraints are various and context-specific.15 In response to spikes 
in the price of food in 2006-2008, for instance, many countries imposed taxes and quantitative 
restrictions on food exports in order to stabilise their own markets and protect those most 
vulnerable.16 China claimed before the WTO that it was acting in the interests of environmental 
protection when it imposed export restraints on a number of raw materials in 2009.17  

The policy objectives on which to ground an argument in support of gas reservation are limited. Gas 
reservation cannot reasonably be justified as an environmental protection measure. Natural gas is 
the cleanest fossil fuel.18 A policy of this kind plainly disincentivises the extraction of natural gas. 
Investment is likely to be diverted towards oil and other more environmentally harmful fuels. In any 
case, the evidence is that export restrictions are relatively inefficient means of solving environmental 
problems.19 Israel plans to impose significant limits on its exports of natural gas in order to ensure its 
energy security, but it is difficult to see how the geopolitics of the Asia-Pacific region demand this 
sort of strategy in Australia.20  

There is no evidence of market failure that might justify such an intervention.21 Claims that Australia 
(or more specifically New South Wales) is facing a ‘gas supply crisis’ are misguided.22 Australian 

                                                           
14

 See, e.g., DomGas Alliance, Australia’s Domestic Gas Security – Report 2012, 2012, p. 2. 
15

 See OECD, Looking beyond Tariffs: The Role of Non-Tariff Barriers in World Trade, Paris, OECD Publishing, p. 
211; S. Mitra and T. Josling; J. Korinek and J. Kim, ‘Export Restrictions on Strategic Raw Materials and Their 
Impact on Trade and Global Supply’, Journal of World Trade, vol. 45, no. 2, 2011, p. 273. 
16

 P. Abbott, ‘Export Restrictions as Stabilization Responses to Food Crisis’, American Journal of Agricultural 
Economics, vol. 94, no. 2. 
17

 Panel Report, China Raw – Measures Related to the Exportation of Various Raw Materials, WT/DS394/R 
(adopted 5 July 2011), p. 124; R. Jebe, D. Mayer and Y. Lee, ‘China’s Export Restrictions of Raw Materials and 
Rare Earths: A New Balance Between Free Trade and Environmental Protection’, George Washington 
International Law Review, vol. 44, 594; 
18

 V. Chandra, Fundamentals of Natural Gas, Oklahoma, PennWell Corporation, 2006, p. 77. 
19

 N. Kishor, M. Mani and L. Constantino, ‘Economic and Environmental Benefits of Eliminating Log Export Bans 
– The Case of Costa Rica’, World Economy, vol. 27, no. 4, pp. 611 - 612; Panel Report, China Raw – Measures 
Related to the Exportation of Various Raw Materials, WT/DS394/R (adopted 5 July 2011), p. 124. 
20

 Inter-Ministerial Committee to Examine the Government’s Policy on the Natural Gas Industry in Israel, The 
Recommendations of the Inter-Ministerial Committee to Examine the Government’s Policy Regarding Natural 
Gas in Israel: Executive Summary, Jerusalem, 2012, p. 10; 
21

 Department of Resources, Energy and Tourism, p. 134; cf. Synergies Economic Consulting, WA Gas Supply 
and Demand: The Need for Policy Intervention, Canberra, Synergies Economic Consulting Pty Ltd, 2007; Wood, 
p. 15. 
22

 See for example: D. Crowe, ‘Minister acts to head off gas crisis’, The Australian, 23 September 2013, 
http://www.theaustralian.com.au/national-affairs/state-politics/minister-acts-to-head-off-gas-crisis/story-
e6frgczx-1226724750136 (accessed 15/11/13); Sydney Morning Herald, ‘NSW will face gas crisis, says AGL’, 

http://www.theaustralian.com.au/national-affairs/state-politics/minister-acts-to-head-off-gas-crisis/story-e6frgczx-1226724750136
http://www.theaustralian.com.au/national-affairs/state-politics/minister-acts-to-head-off-gas-crisis/story-e6frgczx-1226724750136
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consumers will be free to compete in the international market; they will simply be forced to meet 
the price that others in the Asia-Pacific region are willing to pay. As chair of the BG Group, Catherine 
Tanna, recently remarked, “when gas users say gas is unavailable, they are often really saying they 
cannot contract gas at a price they want to pay”.23 

The justification for gas reservation inevitably relies on the promise of price benefits to downstream 
firms and households. The case of an export restraint on a key input certainly raises interesting 
questions about whether the second round gains of a trade restriction can be large enough to 
outweigh its first round cost.24 Proponents of gas reservation tend to claim that for every $1 of lost 
export income many times that amount will be gained by gas-reliant industries.25 

Domestic economic impact of gas reservation 
 

Theoretical considerations 

It is axiomatic that the welfare effect of an export quota in the case of a ‘small’ country is 
unambiguously negative.26 In order to force domestic prices downward, a gas reservation policy 
would have to create an excess of supply of gas in the domestic market.27 A gas reservation policy 
would thus divert gas exports to the domestic market. Domestic consumers of the resource would 
benefit from the lower prices, but at the expense of firms and individuals involved in the production 
of gas. Significantly, the benefits that accrue to households and firms that consume gas would not be 
fully recovered by other market participants.28 

The Australian economy would sustain a direct efficiency loss, consisting of a consumption distortion 
loss as domestic users consumed too much (relative to the efficient market level) and a production 
distortion loss as producers supplied too little.29 Gas reservation would not generate any terms of 
trade gain. A small country is a price-taker; it cannot influence the world price. If the export price 
remains unaffected by the quantitative restriction, there will be no terms of trade gain. Gas 
reservation will also lead to a deterioration of the government budget position. It is unlikely that the 
government will collect any revenue from the imposition of the scheme and it can in fact expect 

                                                                                                                                                                                     
April 10 2013, http://www.smh.com.au/nsw/nsw-will-face-gas-crisis-says-agl-20130410-2hlyv.html (accessed 
15/11/13). 
23

 M. Chambers, ‘Looming gas shortage a myth, says BG Group’, The Australian, 03 October 2013, 
http://www.theaustralian.com.au/business/looming-gas-shortage-a-myth-says-bg-group/story-e6frg8zx-
1226732175131 (accessed 11/11/13) 
24

 K. Fung and J. Korinek, ‘Economics of Export Restrictions as Applied to Industrial Raw Materials’, OECD Trade 
Policy Papers, OECD Publishing, no. 155, 2013, p. 27. 
25

 Manufacturing Australia, Impact of gas shortage on Australian manufacturing, Melbourne, 2013, p. 5. 
26

 P. Krugman, M.  Obstfeld and M. Melitz, International Economics: Theory & Policy, 9
th

 edn, Essex, Pearson 
Education Limited, 2012, p 238; Fung, pp. 13-20; R. Piermartini, The Role of Export Taxes in the Field of Primary 
Commodities, Geneva, World Trade Organization, 2004, p. 4; 
27

 Deloitte Access Economics, The economic impacts of a domestic gas reservation, p. 11; 
28

 P. Smith, Global Trade Policy: Questions and Answers, West Sussex, Wiley Blackwell, 2013, p 154. 
29

 OECD, Economic Impact of Export Restrictions on Raw Materials, Paris, OECD Publishing, 2010, p. 22. 

http://www.smh.com.au/nsw/nsw-will-face-gas-crisis-says-agl-20130410-2hlyv.html
http://www.theaustralian.com.au/business/looming-gas-shortage-a-myth-says-bg-group/story-e6frg8zx-1226732175131
http://www.theaustralian.com.au/business/looming-gas-shortage-a-myth-says-bg-group/story-e6frg8zx-1226732175131
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substantially reduced tax receipts and royalties as incomes in the gas sector and related sectors 
decline.30 

The imposition of a gas reservation policy would redistribute income from exporting firms to 
domestic consumers. The policy effectively acts as an implicit tax on exporting firms and an implicit 
subsidy for downstream producers and households.31 This outcome undoubtedly has appeal for 
policymakers. Gas extraction is less labour-intensive than manufacturing and many firms in the 
industry are foreign-owned.32 Concerns are regularly expressed about the ‘two speed’ nature of 
Australia’s economy, and there is widespread discontent among those non-mining sectors which are 
struggling by comparison.33 It would be a mistake for policymakers to adopt too narrow a viewpoint: 
the value of gas production ‘flows not merely to directly affected industries, but is diffused across 
the economy via wages to workers, profits to shareholders, income to interlinked sectors and tax 
revenues to government’.34 If social equity is the motivation, there are policy alternatives available 
that are vastly more efficient (for example, a resource rent tax). 

An implicit input subsidy leads to inefficient overuse of that input in downstream industries. It also 
insulates inefficient industries from global competition, which can stifle innovation and growth over 
the long run.35 Often these export restraints are justified on the basis of an ‘infant industry’ 
argument: governments should protect burgeoning industries to grow a more diversified and 
dynamic economy.36 Quite apart from that argument’s problematic theoretical basis, it is not clear 
why it would be relevant to the Australian context. Australia is not a least-developed state on the 
cusp of industrialisation. The reservation scheme is not proposed to be a temporary measure, 
withdrawn when the manufacturing industry finds itself well-established.  

Imposing additional costs on gas extraction would disincentivise investment in the gas sector.37 The 
adverse impact on investment would be greater still if imposed retrospectively.38 Australia’s 
sovereign risk profile would certainly be damaged. It follows that gas reservation could in fact have 
the opposite outcome than that intended: by reducing incentives to invest, it could threaten the 
long-term supply of natural gas in the Australian market.39 The prospective ‘acreage reservation’ 

                                                           
30

 McLennan Magasanik Associates, Queensland LNG Industry: Viability and Economic Impact Study, Brisbane, 
2009, p. 19. 
31

 Deloitte Access Economics, The economic impacts of a domestic gas reservation, p. 14; 
32

 K. Fung and J. Korinek, ‘Economics of Export Restrictions as Applied to Industrial Raw Materials’, OECD Trade 
Policy Papers, no. 155, 2013, p. 33. 
33

 P. Garton, ‘The resources boom and the two-speed economy’, Economic Roundup, no. 3, 2008. 
34

 Deloitte Access Economics, The economic impacts of a domestic gas reservation, p. 11; 
35

 Wood, p. 17. 
36

 Piermartini, p. 11; J. Qin, ‘Reforming WTO Discipline on Export Duties: Sovereignty over Natural Resources, 
Economic Development and Environmental Protection’, Journal of World Trade, vol. 46, no. 5, 2012, pp. 1163 – 
1164. 
37

 Department of Resources, Energy and Tourism, Energy White Paper 2012: Australia’s Energy 
Transformation, Canberra, Australian Government, 2012, p. 144; T. Wood and L. Carter, Getting gas right – 
Australia’s energy challenge, Melbourne, Grattan Institute, 2013, p. 17; 
38

 Deloitte Access Economics, The economic impacts of a domestic gas reservation, p. 9; KPMG Econtech, 
Critique and Economic Analysis of Domestic Gas Reservation Policy Options, Brisbane, KPMG, 2009, p. 2. 
39

 Department of Resources, Energy and Tourism, p. 144. 
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system suggested by the new Federal Minister for Energy and Resources would not avoid this 
outcome. By setting aside land for exclusively domestic use, the government would limit the 
incentive for firms to explore and invest on that land. This interference would be especially harmful 
at a time when LNG projects in Australia are already under pressure from spiralling costs.40 

The benefit to gas users would not be large enough to overcome the aforementioned losses. Indeed, 
this was the conclusion reached by the Australian Bureau of Resource and Energy Economics: 
“Overall, this redistribution in resource rent would be achieved at a net cost to the Australian 
community”.41 A federal policy restricting the volume of gas exports would thus adversely affect 
Australia’s economic welfare. 

Australia’s market power  

If Australia was a ‘large’ country in the context of the international gas market, restricting exports 
might improve the nation’s terms of trade.42 With some degree of market power, withdrawing gas 
supply from the export market might spur foreign prices higher to the benefit of exporting firms. 

There is no single world price for gas. The two major gas markets – the Atlantic market and the Asia-
Pacific market – have developed apart and remain fairly segmented.43 Australia exports almost 
exclusively to the Asia-Pacific market, particularly Japan and China.44 Prices are determined in spot 
markets or according to contracts of varying duration. Most international trade in gas occurs under 
medium to long-term contracts with prices linked to oil price indices (so-called ‘oil linked pricing’).45 
Contract prices in the Asia-Pacific region, for instance, have historically been coupled to the ‘Japan 
crude cocktail’ (JCC) – the average price of crude oil imported into Japan.46 

As previously mentioned, Australia is one of the leading exporters of LNG and it is well-positioned to 
grow its share of LNG exports into the medium-term. This fact, taken in isolation, might justify the 
claim that Australia exercises market power in respect of gas exports. Australia’s ability to influence 
global prices over the long term, however, must not be overstated. In 2012, Australia accounted for 
approximately 2.56% of total natural gas exports. Admittedly, this number can be expected to grow 
substantially as Gladstone export facilities come online in 2014/15. Exporters, however, face an 

                                                           
40

 M. Chambers, ‘Costs threaten $20bn LNG plant’, The Australian, 15 November 2013, 
http://www.theaustralian.com.au/business/companies/costs-threaten-20bn-lng-plant/story-fn91v9q3-
1226760201408# (accessed 14/11/13). 
41

 Copeland, p. 60. 
42

 Piermartini, p. 7; C. Charlier and S. Guillou, ‘Distortion Effects of Export Quota Policy: An Analysis of the 
China – Raw Materials Dispute’, GREDEG Working Papers Series, no. 2013-07, p. 6; 
43

 Chandra, p 131; D. Jacobs, The Global Market for Liquefied Natural Gas’, RBA Bulletin – September Quarter, 
2011, p. 21; A. Inkpen and M. Moffett, The Global Oil & Gas Industry: Management, Strategy and Finance, 
Oklahoma, PennWell Corporation, 2011, p. 347. 
44

 Jacobs, 21; Bureau of Resources and Energy Economics, Gas Market Report – October 2013, Canberra, 
Australian Government, 2013, p 30. 
45

 Copeland, p. 41; P. Erdős and M. Ormos, ‘Natural Gas Prices on Three Continents’, Energies, vol. 5, 2012, p. 
4041. 
46

 Inkpen, p. 347; EY Oil & Gas, ‘Global LNG: Will new demand and new supply mean new pricing?’, Ernst and 
Young, 2013, p. 14. 

http://www.theaustralian.com.au/business/companies/costs-threaten-20bn-lng-plant/story-fn91v9q3-1226760201408
http://www.theaustralian.com.au/business/companies/costs-threaten-20bn-lng-plant/story-fn91v9q3-1226760201408
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increasingly competitive market in the Asia-Pacific. Several countries are rapidly expanding their 
production and export of natural gas. Amidst a shale gas boom in the United States, the Department 
of Energy has sanctioned a considerable rise in export operations.47 Russia, the world’s largest 
exporter of natural gas, is pivoting from Europe to Asia. It has proposed a pipeline to service the 
region and it plans to double its share of the LNG market by 2020.48 Further, as mentioned above, 
contract prices are somewhat tethered to the price of other commodities on account of their 
substitutability. All things considered, it is difficult to see how a restriction in Australian supply in the 
order of 15% of production would materially impact prices in Asia.  

Competing projections of the impact of rising LNG prices  

Two economic advisory firms have offered competing visions of the effect of rising LNG prices on 
Australia’s economic welfare. The National Institute of Economic and Industry Research (2012) 
concludes that rising gas prices in Australia, driven by unrestrained LNG exports, will cause 
substantial economic loss.49 Its modelling calculates the cost to Australia’s annual income as $22 
billion per year.50 Deloitte Access Economics (2013) finds that any benefits to consumers of a 
reservation policy are vastly outweighed by losses to the gas sector and related sectors, as well as to 
the government on account of its lost tax receipts.51 There is an unequivocal welfare loss as a more 
productive sector is forced to inefficiently subsidise less productive sectors.52 

There are three reasons to prefer the latter study. In the first place, its results are consonant with 
both standard economic theory and the measured impacts of export restraints imposed in other 
contexts. It is also consistent with the results of the study commissioned by the Queensland 
government in 2009, which predicted that a 15% reservation policy imposed at the State level would 
harm GDP.53 Second, Deloitte utilises a more comprehensive general equilibrium model.54 It does 
not simply consider the direct loss to the gas industry; it also takes into account the firms and 
individuals linked to those sectors. Most significantly, the National Institute of Economic and 
Industry Research utilises an input-output multiplier model that is inappropriate in the 
circumstances.55 It is suggested that a unit of gas creates more value in the manufacturing process 

                                                           
47

 See, e.g., G. Hiscock, ‘US approves third LNG export terminal’, The Australian, 13 August 2013, 
http://www.theaustralian.com.au/business/mining-energy/us-approves-third-lng-export-terminal/story-
e6frg9df-1226696476712, (accessed 24/09/2013); 
48

 S. Blank, ‘Russia’s Energy Deals with East Asia: Who Wins?’, The Diplomat, 3 July 2013, 
http://thediplomat.com/2013/07/03/russias-energy-deals-with-east-asia-who-wins/ (accessed 15/11/13); See 
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than it does when it is sold on the export market.56 Its analysis rests on the claim that if a unit of gas 
is not directed to manufacturing output, the entire value of that output will be lost to the economy. 
This erroneously assumes that the other inputs involved in the production process would be wasted 
– that is, they would not be put to any other uses.57 Multipliers can also be problematic because 
they tend to double-count the output gain of different industries.58 

Export restraints in other contexts  

The empirical evidence that is available seems to support the proposition that export restraints 
generally diminish the national welfare. The evidence on this point is admittedly limited. Most of the 
attention in this field has been directed towards the ubiquitous restrictions on log exports. 

Log export bans (LEBs) are common to a number of countries, and they have inspired a spirited 
academic debate.59 One of the primary objectives of LEBs is to promote the downstream wood-
processing industry.60 The claim is that LEBs generate a welfare gain in the wood-processing industry 
that is at least as large as the loss endured by the logging industry. The weight of empirical evidence, 
however, contradicts this claim.61 A recent study, for instance, suggests that the removal of a ban on 
log exports in British Columbia would yield approximately US$348 million per year.62 In Costa Rica, 
the removal of its export ban would generate an estimated US$14 million in efficiency gains and 
US$7 million in additional government revenue.63  

In Pakistan, an export tax on cotton was imposed to subsidise the downstream yarn sector. The 
evidence is that it yielded no discernible benefit to the yarn industry, while causing harm to the 
cotton industry.64 In Indonesia, a similar tax on palm oil exports generated a significant loss in 
economic welfare.65 There is also evidence that removing the Alaskan oil export ban in 1996 had 
only negligible effects on the price of fuel paid by U.S. consumers.66 That finding can probably be 
confined to its unique factual context. It is worth noting, however, that the Western Australian 
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context presents a similar finding of policy ineffectiveness: there is currently no evidence that gas 
reservation in Western Australia has actually lowered domestic gas prices in that market.67 

World Trade Organization (WTO) compliance 
 

GATT does not effectively regulate export restrictions.68 The WTO project has largely been driven by 
the mercantilist desire to expand one’s own exports, not limit them.69  GATT Article XI does provide 
for a general prohibition on quantitative restrictions.70 The provision regrettably contains little 
guidance as to the extent of restrictions it prohibits.71 Relevantly for present purposes, an exception 
is carved out of that provision for export restrictions ‘temporarily applied to prevent or relieve 
critical shortages of foodstuffs or other products essential to the exporting contracting party’.72  

Given recent WTO Dispute Settlement Body (DSB) jurisprudence, a gas reservation scheme would 
appear to be inconsistent with Article XI. In China – Measures Related to the Exportation of Various 
Raw Materials, the DSB considered a number of export restraints imposed by China on raw materials 
including bauxite and magnesium.73 Both the Panel and the Appellate Body (AB) judgments shed 
light on the interpretation and application of Article XI. The AB took the ordinary meaning of 
‘essential’ to be ‘absolutely indispensable or necessary’.74 A resource as vital to the nation’s interests 
as natural gas would certainly fall within the scope of this provision. Gas reservation, however, is not 
a measure of temporary application. Western Australia’s scheme, for instance, does not expire at 
the end of a short period; it extends indefinitely into the future. There is also no critical shortage 
that can reasonably be identified. Gas reservation is aimed at prices, not at guaranteeing supply 
(despite some claims to the contrary). A measure concordant with Article XI is one that is ‘applied in 
the interim to provide relief in extraordinary conditions in order to bridge a passing need.’75 Gas 
reservation fits none of those criteria. 
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It is a principle of customary international law that states have sovereignty over their natural 
resources.76 On one view, the regulation of gas exports is principally a question of a state’s control of 
its own natural resources. Gu (2012) argues forcefully that the DSB in China – Measures Related to 
the Exportation of Various Raw Materials failed to take a systemic approach to the interpretation of 
GATT exceptions and thus it did not appropriately take account of this customary rule.77 The Panel 
concluded, however, that ‘Members must exercise their sovereignty over natural resources 
consistently with their WTO obligations’. It is also arguable that once a resource is extracted and 
enters the marketplace, however, it is no longer a question of sovereignty. Unrestrained exports do 
not limit a country’s control over their resources; domestic consumers are simply forced to pay the 
prevailing market price like anyone else. 

Article XX(g) is also worthy of brief consideration. It is permitted under this provision to take an 
action inconsistent with GATT if it relates to the ‘conservation of exhaustible natural resources’, 
provided that the measure operates in conjunction with restrictions on domestic use or 
production.78 Gas reservation would plainly not be covered by this provision. If the policy was 
introduced alongside a restriction on domestic use, what would be the point of instituting the policy 
at all? 

It has previously been noted that a gas reservation scheme acts as an implicit subsidy for 
downstream industries. It does not follow, however, that a gas reservation scheme would be treated 
as a subsidy under international law. A Panel in United States – Measures Treating Export Restraints 
as Subsidies held that LEBs in Canada could not be classified as subsidies under the Subsidies and 
Countervailing Measures Agreement (SCM Agreement).79 Article 1.1 of the SCM agreement defines a 
subsidy as a ‘financial contribution by a government’.80  

Finally, gas reservation is prima facie incompatible with the broader principles and objectives of the 
WTO. The imposition of new export restraints is contrary to the WTO’s push for trade liberalisation. 
The federal government admitted as much when it commented that a gas reservation scheme 
“would be at odds with our longstanding national commitment to fair and open trade’.81 Forcing 
upwards the price of a widely-used and low-emission resource may also disproportionately burden 
developing and emerging economies, which would run against the WTO’s attempts to promote 
development. 
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Are export duties a better alternative? 
 

As compared to a quantitative restriction on exports, an export tax has various advantages. Export 
taxes provide a source of revenue for government, which offsets some of the resulting efficiency 
loss. Export taxes are also fairly transparent, easily administered and unlike quotas do not create 
conditions for collusion between market participants.82 Moreover, unlike quantitative restrictions, 
export duties are not expressly prohibited by GATT.83 Approximately one third of WTO members 
utilise export taxes.84 They are particularly popular among developing countries.85 

Export taxes are by no means an ideal policy option and gas reservation imposed in this manner will 
generate economic loss all the same. The federal government should avoid any trade policies 
designed to limit gas exports. In the event that policymakers did decide that such an objective was 
worthwhile, however, the more reasonable choice would be to implement an export tax. The 
benefits described above offer compelling reasons to make that choice. Chief among the advantages 
of an export tax is the fact that the economic loss which is generated, while still existent, will 
nonetheless be smaller in magnitude than an equivalent export quota.  

Conclusion 
 

With any drastic shift in prices, there are always winners and losers. The federal government is 
bound to act in the national interest. The rationale for the introduction of gas reservation rests on an 
economic argument that downstream firms and households will accrue benefits that exceed any 
efficiency losses. Upon a consideration of international trade theory, the available modelling, and 
empirical evidence drawn from other policy contexts, that argument cannot be accepted. A gas 
reservation policy would also appear to be inconsistent with the GATT and broader WTO objectives.  

If trade policy is to be used to limit exports of LNG, Australian policymakers would do well to favour 
an export duty over a quantitative restriction. On that approach, at least, the resultant efficiency loss 
would be partially recovered by government in the form of new tax revenues. A discretionary power 
granted to the executive, exercisable only as a last resort, may be another prudent compromise. 
Western Australia should certainly abandon its policy of reserving 15% of gas production for 
domestic use. Governments of all levels must embrace the economic opportunities provided by 
growing LNG exports and avoid the siren call of protectionism. 
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