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Issue
• The countries who currently buy 

Australia’s fossil fuels are moving away 
from their use (Kemp et al 2021).

– Coal exports could fall by a factor of four and 
LNG exports could fall by over 25%.

• Fossil fuels are a major export for 
Australia and still a major input to our 
electricity generation.

– Fossil fuels accounts for over 1/4 of 
merchandise exports.

• The sector does not employ a lot of 
people, but those who it does employ 
earn high wages and for a key part of 
different regional economies.
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Literature

• Fossil fuel resources have played an important part of 
prosperity when paired with strong institutions (Peszko et 
al 2020).

• Foreign demand shocks can have significant and 
heterogenous consequences (Dungey et al 2019).

• There are a number of policies that could be used to 
either:
• A) ease the transition for those affected (Rosenberg 2010), 

and/or
• B) control the decline in production in a socially optimal way 

(Day & Day, 2017)

3



Research question
• What are the potential impacts of 

declining foreign demand for 
Australia’s fossil fuels? 

• What policies will be most 
effective in ameliorating these 
impacts?

• Do these policies differ depending 
on what one is targeting (i.e. 
national welfare, incomes of the 
affected workers, etc.)

• To what factors are the answers 
most sensitive?
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CGE analysis

• CGE modelling is a good tool for 
demonstrating economic impacts.

• This is especially true when the 
impacts are prospective.

• For this set of questions, I need a 
model that has:
1) a sufficient level of detail
2) Australian data
3) sufficient recognition
4) is publicly available 
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6

Firms

Households

Export demand

CRESH



Data
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Closure

I’ve employed a long-run comparative static closure in 
which:
• The nominal exchange rate serves as numeraire.
• All taxes, shifters and productivity variables are 

exogenous.
• The rate of return and level of employment are 

assumed to be fixed.
• The balance of trade to GDP is swapped for the level 

of household consumption and government 
consumption is exogenous.
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Policy
My core simulation is a 90% decline in foreign demand 
for coal, and a 25% decline for gas (consistent with Kemp 
et al 2021). 

I will also examine different compensating policies, 
including:
• A lump-sum transfer.
• Export subsidies for growth industries.
• Other things that get suggested to me.
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Results
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Next steps

This work can be refined and expanded:
• Further calibration of parameters (especially for 

labour-mobility)
• Refine the government finance module
• More detailed treatment of households (use ATO 

data to inform non-labour income shares)
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