The conflict between the U.S./Israel and Iran in early 2026 has significantly disrupted global
energy markets, primarily through the paralysis of the Strait of Hormuz—a chokepoint
responsible for 20% of global oil and 25% of Liquefied Natural Gas (LNG).

While Australia is geographically distant, its energy system is deeply integrated into global
price and supply chains. Below is a detailed breakdown of the risks, mechanisms of scarcity,
and government responses.

1. The Risk to Electricity Services

The risk of electricity scarcity in Australia is high, but it manifests differently than a simple
"petrol pump" shortage. It is a dual crisis of affordability and operational reliability.

e Wholesale Price Spikes: In Australia’s National Electricity Market (NEM), the most
expensive generator required to meet demand sets the price for everyone. Gas-fired
"peaker” plants often set this price. As global LNG prices doubled in March 2026,
domestic electricity prices followed, even if the fuel was sourced locally.

e Regional Instability: South Australia and Western Australia are particularly vulnerable.
AEMO (Australian Energy Market Operator) has issued Minimum System Load (MSL)
warnings in March 2026—a technical state where high solar output makes it difficult to
keep enough "firm" gas or coal plants running to maintain grid frequency.

e Physical Scarcity: While less likely in the short term for the east coast, remote grids
(mining towns/regional areas) that rely on diesel generators face immediate blackout
risks if fuel deliveries are missed.




2. Mechanisms: How Petrol/Diesel Shortage Hits the

Grid

It is a common misconception that cars and power plants use the same fuel. However, the
“contagion” from petrol/diesel scarcity to the electricity grid happens through three specific

mechanisms:

Energy Contagion Mechanisms

Mechanism

Impact on Electricity Supply

Coal Logistics

Most coal is moved from mines to power
stations via diesel-powered rail or trucks. If
diesel is rationed, the coal supply chain slows,
leading to "low coal" alerts at major generators.

Gas Diversion

As Asian nations lose access to Iranian and
Middle Eastern gas, they outbid local Australian
users. This "Gas-to-Liquid" substitution forces
Australian gas producers to prioritize lucrative
exports over domestic power generation.

Backup Dependency

Major hospitals, data centers, and
telecommunications hubs rely on diesel backup
generators. If the grid flickers due to high
demand, and these facilities have no diesel to
run their backups, essential services fail.




3. Government Levers: Crisis Management

The Australian Government has several "break glass in case of emergency" tools to prevent
a total energy collapse.

Liquid Fuel Emergency Act (1984): This is the ultimate lever. In March 2026, the
Minister for Energy used this to lower the Minimum Stockholding Obligation (MSO)
from 32 days to release roughly 760 million litres of fuel into the market to prevent
regional dry-outs.

The "Gas Trigger” (ADGSM): The Australian Domestic Gas Security Mechanism allows
the government to force LNG exporters to keep gas in Australia. While it wasn't
activated for Q1 2026, the current conflict has triggered an emergency review to
prevent gas from leaving the east coast.

Load Shedding (Last Resort): AEMO coordinates controlled blackouts to prevent a
total grid collapse. By cutting power to "non-essential" industrial users first, they keep
the lights on for residential and critical sectors.

Fuel Standard Easing: The government has temporarily relaxed fuel quality standards
to allow for a wider range of imported fuels to be sold, bypassing traditional refining
bottlenecks.




4. The Role of Solar: A Double-Edged Sword

Solar energy plays a paradoxical role in this conflict-driven scarcity.

e The Mitigation Role: During the day, rooftop and utility-scale solar significantly reduce
the need for gas and coal. This "fuel saving" is currently the only reason Australia's
diesel and gas reserves haven't depleted faster.

e The Resilience Role: Households with solar and batteries are "islanding" themselves
from the massive wholesale price spikes hitting the rest of the market.

e The Stability Challenge: Because solar is variable, the grid still needs "firming" (gas or
coal) for the evening peak. If those fuels are scarce or too expensive, the grid becomes
fragile. AEMO is currently managing a "solar surplus" during the day that threatens to
trip the grid because there aren't enough heavy generators online to provide "inertia."

Current Energy Security Snapshot (March 2026)

Resource Reserve Level (approx.) Primary Risk Factor

Petrol 35 Days Consumer panic buying / Retail
price spikes

Diesel 32 Days Critical. Mining and Ag
transport at 5-day buffers in
some regions.

Gas Seasonal Surplus Global price arbitrage
(expensive to burn for power)

Solar/Wind N/A Reliability at night and grid

'inertia" during the day

Note: The situation remains fluid. While Minister Chris Bowen has stated that
"supply remains secure," the physical arrival of tankers from alternative routes
(around the Cape of Good Hope) will be the deciding factor for the next 60

days.
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