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Carbon pricing mechanism
Started July 2012, abolished July 2014
Fixed price A$23/t, rising annually
EU ETS link was planned from mid-2015, with flexible price

» Y2 of permits sold; income tax cuts to lower and middle income
households, higher transfer payments

Emissions Reductions Fund
Evolving from Carbon Farming Initiative
Legislated 2014, first auction to be held 2015
Effectively an abatement subsidy scheme

Other climate policy instruments/institutions

Renewable energy target (portfolio standard)

Clean Energy Finance Corporation, R&D support for renewables
Climate Change Authority
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Is It a tax? Is It a trading scheme?

A permit scheme where for the first three years
government sells permits at a predetermined price,
without a cap -- “acts like a tax”

 Noint'l trading, no banking/borrowing

* Instruments and legal structure of permit trading — easy
transition

* Industry assistance as free permits —
like tax thresholds (NOT tax exemptions)

 From 2015, cap and variable price, linking to EU ETS planned
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Industry assistance
» A political compromise with phase-out provisions

* Fixed payments to the most emissions intensive power
producers, limited to 5 years

* Production-indexed payments to emissions-intensive
trade-exposed industries

* Regular assessment and review; reductions possible
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Household assistance
« Calibrated for political acceptability

* Income tax reductions at lower to middle incomes
... better workforce participation incentives
* Higher welfare payments
e Large majority of households better off
... but a majority think that they are worse off as a result
of carbon price

Source: Jotzo 2012, Nature Climate Change; data from DCCEE 2011 CEF policy document
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Emissions Reduction Fund
Project-based emissions reductions credits
Evolves from “Carbon Farming Initiative” offset mechanism
Broader sectoral coverage
No emissions market: government as buyer of emissions reductions

Opportunities
Communication: Contrast to “carbon tax”...
Activities that aren’t accessible to carbon pricing, esp agriculture

Problems
Offset problems: limited coverage, baselines, additionality...
Scale, predictability, investment incentives

Budget-financed subsidies! Fiscally unsustainable, revenue outflows
Budgetary cost $3 billion (?) over several years
Carbon pricing would bring in net ~~ 2 billion per year to budget
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What is an adequate post-2020 emissions target for
Australia?

A rich country, high per capita emissions, big opportunities for
reductions

But the politics... and fossil fuel industry interests

US -26% to 28% by 2025 (cf 2005)
Doubling annual reduction rate in 2020s compared to 2005-2020
EU -40% by 2030 (cf 1990)

China peak CO2 by 2030

Peak coal probably soon
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Regarding Australia's 2020 emissions reduction target, in your view,
given international developments, Australia should:

21.0%

25.9%

Stronger

0.9%
1.8%

target/stronger
target aligned with
key trading partners

50.4%

B Maintain our existing target of a minimum 5% emissions reduction by 2020 on 2000
levels.

M Have a weaker target than 5%.

M Have no target.

B Have a stronger target.

B Have a stronger target, but only if it aligns with targets of key trading partners
and/or major countries.

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014
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If Australia’s post-2020 target is calibrated with reference to targets and
actions by other countries, which countries should Australia look to as a
priority?

China.

EU.

vss. N 7%
Japan. _ 44.5%
India. _ 33.0%
South Korea. _ 26.1%
New Zealand. _ 22.0%
Brazil. - 14.2%
Indonesia. - 13.8%

South Africa. . 5.5%

None. - 6.4%

0% 20% 40% 60% 80% 100%

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014
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What policy instruments or mix of instruments should Australia have for reducing greenhouse gas emissions?

Vehicle emissions standards.

64.4%
Standards e.g. for energy efficiency and industrial processes. TS 63.9%
Arenewable energy target. I 63.9%
A domestic carbon offsets scheme such as the Carbon Farming Initiative. S 55.6%
A cap and trade mechanism, with a flexible price determined internationally. EEETE T T 55.6%
A cap and trade mechanism, with a flexible price determined domestically. T T T 38.9%
Feed-in tariffs for residential solar. TS 37.0%
The Emissions Reduction Fund or a similar public funding scheme. ——————— 19.0%
A baseline and credit mechanism that allocates baselines for covered sectors. I 14.8%
A carbon tax or fixed-price permit scheme. I 13.9%
Other instruments. I 10.6%
None of the above. B 1.4%
‘

0% 20% 40% 60% 80%

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014
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Looking ahead to 2020, which of the following policy instruments do you expect will be in place in Australia nationally by 2020?
A renewable energy target.

59.3%
A domestic carbon offsets scheme such as the Carbon Farming Initiative. GGG 55.1%
Stronger standards eg for energy efficiency in industry, energy efficiency in buildings, vehicle emissions etc. TSN 53.7%
Support (eg subsidies) for R&D on renewable energy and/or carbon capture and storage. GGG 413 .9%
A cap and trade mechanism (ETS), with a flexible price determined internationally. TS 41.1%
Standards for emissions intensity of power stations. T 37.9%
The Emissions Reduction Fund or a similar publicly funded scheme to pay for emissions reductions. e ——— 25.7%
A cap and trade mechanism (ETS), with a flexible price determined domestically. T 25.2%
Feed-in tariffs eg for residential solar and/or large-scale renewable energy generation. EEE— 19.6%
A baseline and credit mechanism that allocates baselines for covered sectors. m— 14.0%
Other instruments. mmmm 5.6%
A carbon tax or fixed-price permit scheme. gy 5.1%

None of the above. - 47%

0% 20% 40% 60%

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014
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- Economic modelling Technology analysis - External input

OUTPUTS MODELS and ANALYSES

Economic results
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by sector I\/I I\/I R F
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Source: Pathways to Deep Decarbonisation — Australia, ClimateWorks Australia and ANU with CSIRO and CoPS, 2014



Australian

National | ong-term opportunities: “Deep Decarbonisation”

=y University

Figure 12 - Greenhouse gas emissions trajectory, MtCO,e, 1990-2050 (DOE 2014)
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Figure 3 - Energy emissions per capita by sector, tCO,

per capita, 2012 and 2050 Figure 4 - Greenhouse gas emissions per capita by

source, tCO,e per capita, 2012 and 2050

16.6 -82% 24.6
Other 15 Forestry” 0.5
3.7
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Buildings 5.1 Agriculture 38
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Total Net of exports
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Source: Pathways to Deep Decarbonisation — Australia, ClimateWorks Australia and ANU with CSIRO and CoPS, 2014
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Figure 9 - Energy system decarbonisation pillars for the 15 DDPs (SDSN & IDDRI 2014)
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* Based on complete country chapters, excluding India, Brazil and Germany; ** 2012 for Australia, 2010 for DDP countries
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GDP GNI per | GDP GNI GDP GNI PFC Domestic Net Domestic Net
person per per emission emissions | emssions  emissions*
person person

DDPP scenario 2.4% 1.1% -0.19%  -0.12% | -6.6% -4.6%  -4.9% | -100% -100% -100% -100%
2011 Treasury 2.5% 1.0% -0.21%  -0.19% | -4.7% -71%  -8.3% | -66% -42% -80%
“high price”
scenario
2008 Treasury 2.2% 1.1% -0.14%  -0.17% | -5.8% -6.7%  -6.5% | -83% -69% -90%
“Garnaut 25”
scenario
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Perhaps the world’s best designed carbon pricing policy
... and probably the shortest lived one

Politics trumps policy

.. communicating the benefits of sound economic policy
Can we really leave the explaining to the politicians?

.. dealing with vested interests in democratic processes
Take a more gradual approach if governments are not firmly in control?
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Prime Minister at Next Election
January 2016 1:30 AM

Malcolm Turnbull

Tony Abbott

Julie Bishop

Betting odds on Centrebet, 7 Feb 2015
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