
Why Australia doesn't face sovereign risk in the gas markets

Written by The Conversation

Shortages  of gas in the Australian market  have led to calls  for the government to impose
restrictions on gas exports. Energy industry executives 
have responded
by saying that market interventions would create a “sovereign risk”, deterring foreign investors
and buyers of Australian gas. 

But this doesn’t apply to Australia for a number of geographic and geopolitical reasons. We’re
on the doorstep of some of the largest gas importers in the world –  and gas is very costly to
ship . Qatar, one of our
major competitors, is 
mired in a diplomatic standoff
with its neighbours, and Russian 
gas negotiations with China
have broken down.

Read more: Big gas shortage looming, but government stays hand on export controls

To cap it off, Australia is negotiating a mega free trade agreement  with Japan, China and
South Korea (all major gas importers), among others. This makes it unlikely the federal
government will do anything to upset the status quo.

What is sovereign risk?

When governments default on debt  or confiscate private assets this creates concerns among
foreign investors that their interests could also be affected by authorities. This is the heart of
sovereign risk. It leads investors to charge higher interest rates to make the risk worth it, or
forgo investment all together. 

Research  shows that these higher interest rates (called a “risk premium”) can destabilise
financial markets and put pressure on local companies.
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https://www.aemo.com.au/-/media/Files/Gas/National_Planning_and_Forecasting/GSOO/2017/2017-Gas-Statement-of-Opportunities---Update.pdf
https://www.accc.gov.au/system/files/ACCC%20gas%20inquiry%20first%20interim%20report%20%20September%202017%20-%20FINAL.PDF
https://twitter.com/billshortenmp/status/912158228187721728
http://www.theage.com.au/federal-politics/political-news/gas-crisis-three-times-bigger-than-thought-turnbull-says-20170925-gyo418.html
http://onlinelibrary.wiley.com/doi/10.1111/1475-4932.12368/abstract
http://onlinelibrary.wiley.com/doi/10.1111/1475-4932.12368/abstract
http://www.bbc.com/news/world-middle-east-40173757
https://www.reuters.com/article/us-russia-china-energy/russia-china-talks-over-new-gas-routes-stalled-sources-idUSKBN18Y1TX
https://theconversation.com/big-gas-shortage-looming-but-government-stays-hand-on-export-controls-84610
http://dfat.gov.au/trade/agreements/rcep/Pages/regional-comprehensive-economic-partnership.aspx
https://theconversation.com/what-is-and-isnt-a-sovereign-risk-30612
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/How-Important-Is-Sovereign-Risk-in-Determining-Corporate-Default-Premia-The-Case-of-South-18634
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Textbook examples of actions that created sovereign risk are the 1951 nationalisation of
Iranian oil fields , Argentina’s then
president, Cristina Kirchner, 
nationalising the country&rsquo;s largest oil producer
in 2012 and Venezuela 
seizing a General Motors auto plant
this year. 

However, recently multinational companies have stretched the term sovereign risk  to include
other government activities that have negative consequences for business profits. This could
include tax increases and crackdowns, new regulations, or the removal of subsidies. 

Under this broader definition, government interfering in the Australian gas market could be
classified as a sovereign risk. However, to be realistic, nothing short of outright nationalisation of
natural gas resources or retroactive price fixing would enable energy companies to successfully
pursue legal remedies against the Australian government.

Australia is very competitive in the gas markets

In purely commercial terms, the Australian gas sector is more competitive than overseas
competitors. 

Industry data  show that Asia is the largest market for LNG, importing 245 billion cubic metres
of natural gas a year. Much of this goes to Australia’s closest trading partners –  China, Japan
and South Korea. Only 40 billion cubic metres of this comes through pipelines, mainly through
Central Asia.

In 2015-16, Australia exported 37 million tonnes of LNG  with a value of A$16.55 billion.
Foreign buyers are unlikely to easily switch supplier, because of the 
cost
of sourcing gas from the Middle East and declining production in several Asian nations. The
Department of Foreign Affairs and Trade 
projects
that about 90% of Australian LNG exports by volume will go to Japan, China and South Korea
by 2018-19.  
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http://www.historytoday.com/richard-cavendish/iranian-oil-fields-are-nationalised
http://www.historytoday.com/richard-cavendish/iranian-oil-fields-are-nationalised
http://www.nytimes.com/2012/04/17/business/global/argentine-president-to-nationalize-oil-company.html
https://www.reuters.com/article/us-gm-venezuela/general-motors-says-venezuela-illegally-seizes-auto-plant-idUSKBN17M08I
http://www.theaustralian.com.au/business/companies/companies-approach-to-sovereign-risk-mistaken-john-fast/news-story/c058b1fdad6a53c02ba112ce37611666?nk=5d6ad9d220342e485ab6e1f16946cac5-1506482025
http://www.total.com/en/infographics/global-gas-market-key-figures
https://www.appea.com.au/oil-gas-explained/benefits/benefits-of-lng/export-revenue/
http://onlinelibrary.wiley.com/doi/10.1111/1475-4932.12368/abstract
https://dfat.gov.au/about-us/publications/Documents/australias-lng-exports-2003-04-to-2013-14.pdf
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On top of the geographic advantages, buyers also have geopolitical reasons to stick with
Australia. In particular, the Qatari government is promoting a diversification program  that will
reduce exports. This is mainly due to a 
diplomatic crisis
with its neighbours. 

Read more: To avoid crisis, the gas market needs a steady steer, not an emergency swerve

Australia is negotiating the Regional Comprehensive Economic Partnership (RCEP), a mega
free trade agreement
between  ASEAN and Japan, China, South Korea, India and New Zealand.

RCEP will lower trade barriers and improve market access for Australian exporters of goods and
services, and for Australian investors. The three top natural gas net importers in Asia are
participating in RCEP negotiations. Participating countries account for almost 60% of Australia’s
two-way trade, 18% of two-way investment, and over 65% of Australia’s goods and services
exports.

These numbers explain why Prime Minister Malcolm Turnbull is taking a very cautious approach
to the domestic gas shortfall. Simply put, the foreshadowed export control mechanisms won’t
happen because of Australia’s international trade and investment strategy and existing
commercial commitments.

Stealth trade protectionism  may bring short-term relief and quick electoral gratification.
However, the quarantining of Australian gas supply is not realistic in the face of so many
variables in the global market. 

As a recent ACCC inquiry  shows, the serious way forward to rein in the gas crisis appears to
be more careful co-ordination of interstate domestic demand with LNG sales on international
markets. A more sophisticated approach to market co-ordination and regulatory harmonisation
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http://oilprice.com/Energy/Natural-Gas/Can-Qatar-Really-Diversify-Away-From-Natural-Gas.html
http://www.bbc.com/news/world-middle-east-40173757
https://theconversation.com/to-avoid-crisis-the-gas-market-needs-a-steady-steer-not-an-emergency-swerve-84701
http://dfat.gov.au/trade/agreements/rcep/Pages/regional-comprehensive-economic-partnership.aspx
http://dfat.gov.au/trade/agreements/rcep/Pages/regional-comprehensive-economic-partnership.aspx
https://theconversation.com/three-charts-on-g20-countries-stealth-trade-protectionism-80678
https://www.accc.gov.au/system/files/ACCC%20gas%20inquiry%20first%20interim%20report%20%20September%202017%20-%20FINAL.PDF
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at home and abroad promises a more balanced, long-term solution. In the meantime,
consumers in eastern Australia will have to brace for steep increases in energy prices.

Giovanni Di Lieto is affiliated with the Australian Institute of International Affairs (AIIA). 

Read more http://theconversation.com/why-australia-doesnt-face-sovereign-risk-in-the-gas-ma
rkets-84686
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