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A brief history of Australia's climate change policy

1980s  
considerations 
of climate policy, 
carbon tax

1992  
Australia signs 
and ratifies 
UNFCCC

1997  
Australia signs 
Kyoto Protocol

1999  
AGO discussion 
papers on 
emissions 
trading

2005  
States’ 
Emissions 
Trading Task 
Force

2006  
National 
Emissions 
Trading Task 
Group (Howard)

2007  
Rudd elected 
PM, Australia 
ratifies Kyoto 
Protocol

2008  
Garnaut
Review, CPRS 
White Paper

2009  
CPRS draft 
legislation

2009
Turnbull 
replaced by 
Abott, 
Coalition 
stops 
supporting 
CPRS

2010  
CPRS 
abandoned, 
PM Gillard 
installed and 
elected

2011  
Multi-Party 
Climate 
Change 
Committee, 
Clean Energy 
Future 
legislation

2012  
Carbon 
Pricing 
Mechanism, 
and other 
policies under 
Clean Energy 
Act

2013
Abbott elected 
PM

2013
Partial 
dismantling of 
renewable 
energy support 
and cc 
institutions

2014
Carbon Pricing 
Mechanism 
abolished

2014
Intended 
weakening of 
RET finds no 
parliamentary 
support, G20 
pressure on 
climate change

2015
post-2020 
target?

.



Australia’s climate policy

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

 ½ 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



Australia’s carbon price in comparison

Data: PointCarbon, RBA; see Jotzo Nature Climate Change 2012.

“High” price?

“Tax”?



Australia’s fixed price scheme

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”

• No int’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



Australia’s revenue recycling 

Source: Jotzo 2012, Nature Climate Change; data from DCCEE 2011 CEF policy document



Australia’s revenue recycling 

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



Australia’s revenue recycling 

Source: Jotzo 2012, Nature Climate Change; data from DCCEE 2011 CEF policy document

Household assistance

• Calibrated for political acceptability

• Income tax reductions at lower to middle incomes

… better workforce  participation incentives

• Higher welfare payments

• Large majority of households better off

… but a majority think that they are worse off as a result 

of carbon price
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The figure below shows changes in emissions intensity, demand and overall emissions from 

2005/6 after Tasmania joined the NEM.  

 

Figure(2:(Electricity(demand,(emissions(intensity(of(supply(and(emissions,(2005/6(to(2013/14(

 

3.1 Electricity(prices((

Retail residential electricity prices rose by 25 per cent (nominal) across the NEM in the two 

years following the introduction of the carbon price.  Of this increase, 10 per cent was as a 

result of the carbon price and 15 per cent was related to other factors (Appendix A; Figure 3)7. 

Residential electricity prices have risen steeply since the mid-2000s, but the price rise in 

2012/13 was higher than recent price rises.8  

 

Electricity prices for manufacturing industry drawing power from the grid are estimated to 

have risen by 24 per cent in the two years following the introduction of the carbon price. Of 

this increase, 15 per cent was attributable to the carbon price and 9 per cent was attributable to 

other factors (Appendix C; Figure 3). Price effects are likely to have differed between different 

enterprises, with different patterns for more and less energy intensive producers.   

 

                                                
7
 This is based on regulated tariffs where available.  

8 Prior to the introduction of the carbon price, electricity prices had risen 54 per cent (nominal) over the four years to June 2012. 
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Has the carbon price been successful? 
Electricity supply and demand

Source: O’Gorman and Jotzo (CCEP working paper 1411, ANU)

Demand:

Retail price increases

Eg NSW 2008-09 to 

2012-13 +81%

• Network costs +44%

• Retail costs +16%

• Generation costs +11%

• Carbon costs +10%

Salience of costs due 

to “carbon tax” 

debate?

Industrial closures 

(not due to c-price)

Supply:

RET continuously 

increases share of 

renewables

Carbon price causes 

load shifting – but little 

or no investment effect 



Has the carbon price been successful? 
Electricity supply mix

Source: O’Gorman and Jotzo (CCEP working paper 1411, ANU)
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Figure+6:+Change+in+composition+of+electricity+generation+after+introduction+of+the+carbon+price+

 

 

Table+8:+Composition+of+electricity+generated+in+the+NEM+(%)7+

 10/11 

(TWh) 

10-11 

(%) 

11/12 

(TWh) 

11/12 

(%) 

12/13 

(TWh) 

12/13 

(%) 

Brown coal 55 26.8 55 27.2 48 24.6 

Black coal 107 51.8 105 52.1 101 51.5 

Gas & 

Liquids 

23 11.1 22 10.9 23 11.8 

Wind & 

Water  

21 10.2 19 9.6 24 12.1 

Source: Pitt & Sherry 2014a; AEMO 2013i; Pitt & Sherry 2014b; AEMO 2014c.  

Black+and+brown+coal+generators+

A number of brown and black coal generators reported that the carbon price significantly 

increased operating expenses and reduced their company’s profitability, with some indicating 

that, combined with the renewable energy target, it will lead to a delay in new investment in 

coal-fired generation (Macquarie Generation 2013; CS Energy 2013; Stanwell 2013a; Stanwell 

2011; Alinta 2012c). Companies that reported a decline in profitability largely attributed it to 

the carbon price and weaker demand, reporting losses of between 7 and 82 per cent in 2012-13 

(Macquarie Generation 2013; CS Energy 2013; Stanwell 2013a). 

 

Higher operating costs, increased competition from less emission-intensive generators, and 

lower demand, also caused a number of black and brown coal–fired generators to reduce 

                                                
7
 Public data for 2013-14 electricity supply on an ‘as generated’ basis won’t be released by AEMO until later this year.  
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With the exception of 2005-6, the decline in 2012/13 represents the largest fall in emissions-

intensity on public record and, even after this large decline, emissions-intensity continued to fall 

further in 2013/14. On 2 October 2013, the lowest daily emission-intensity in the NEM was also 

recorded when 778 kilograms of carbon dioxide was produced per megawatt hour.   

 

Figure+7:+Average+emissionGintensity+of+the+National+Electricity+Market+pre+and+post+carbon+price+

  

 

Data source: AEMO 2010b, AEMO 2011, AEMO 2012b, AEMO 2013a, AEMO 2014b 

 

4.1 Impact+of+the+carbon+price+on+emissions+intensity+of+power+supply+

The carbon price not only contributed to fuel switching between coal, gas and renewable 

sources, as discussed above, but also between different generators within each broad category. 

For example, the carbon price led Delta electricity to prioritize the purchase of coal with a higher 

energy-to-emissions ratio (Climateworks 2013c). Some generators found the carbon price forced 

them to look at ways to increase their plant’s efficiency and research and develop new 

technologies (Delta 2013; Stanwell 2011). These changes also contributed to the reduction in 

emission-intensity post 1-July 2012, although their contribution was much smaller than the 

contribution of fuel-switching itself.  

 

Under the carbon price, brown coal generators paid a $28 to $35 carbon cost per megawatt hour 

in 2012-13; whereas natural gas generators paid around $12 per megawatt hour; and renewables 

did not pay a carbon price (Combet 2013). Data from the Australian Energy Regulator finds that 

annual volume weighted average spot prices across the NEM rose from $33 in 2010/11-11/12 to 

$59 during 2012/13-2013/14, on average (Appendix B). Renewable generators and gas 

generators have thus been able to sell to the market at much higher prices despite only facing a 

comparatively small or no increase in costs. This led to some shifts in the overall merit order.  
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Has the carbon price been successful? 
Electricity supply mix

Source: O’Gorman and Jotzo (CCEP working paper 1411, ANU)
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Figure+11:+NEM+emissions+–+Actual+and+scenarios+without+estimated+effect+of+carbon+price+

 

Source: Scenarios without carbon price: authors’ calculations; actual emissions: AEMO 2001, AEMO 2002, AEMO 

2003, AEMO 2004, AEMO 2005, AEMO 2006, AEMO 2007, AEMO 2008, AEMO 2009, AEMO 2010b, AEMO 2011, 

AEMO 2012b, AEMO 2013a, AEMO 2014b 

6 Conclusion+

We have provided an assessment of the effect of Australia’s carbon price on electricity demand 

and supply in the National Electricity Market (NEM). The analysis covers the period 1 July 2012 

to 30 June 2014, the first two years of operation of the scheme. Over this period, electricity 

demand in the NEM declined by 3.8 per cent, the emissions intensity of electricity supply 

declined by 4.6 per cent, and overall emissions by 8.2 per cent, compared to the two-year period 

before the introduction of the carbon price.   

 

We find that the carbon price reduced power demand from both households and industry in 

response to increased electricity prices, and led to lower average emissions intensity of 

electricity supply, which together have meant significant reductions in carbon dioxide emissions 

from Australia’s power sector.  

 

Household electricity prices rose by an average of 10 per cent and industrial electricity prices 

rose by an estimated 15 per cent across the NEM, as a result of the carbon price. Other factors 

resulted in further price increases. We estimate that in response to the carbon price, households, 

businesses and industrial collectively reduced their electricity use by 2.5 and 4.2 TWh per year 

since the introduction of the carbon price, about 1.3 to 2.3 per cent of total electricity demand in 

the NEM in 2012/13.   
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We estimate that these 

shifts in the supply mix 

resulted in a 16 to 28kg 

CO2/MWh reduction in 

the emissions intensity of 

power supply in the NEM, 

a reduction between 1.8 

and 3.3 per cent. The 

combined impact 

attributable to the carbon 

price is estimated as a 

reduction of between 5 

and 8 million tonnes of 

CO2 emissions (3.2 to 5 

per cent) in 2012/13 and 

between 6 and 9 million 

tonnes (3.5 to 5.6 per 

cent) in 2013/14, and 

between 11 and 17 million 

tonnes cumulatively. 



The “Direct Action” policy 

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



Post-2020 emissions target

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



Business views

a survey of Australian businesses, Oct 2014

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014

SURVEY FINDINGS: AUSTRALIA’S EMISSIONS REDUCTION TARGET 

CARBON MARKET INSTITUTE | AUSTRALIAN EMISSIONS REDUCTION SURVEY – 2014 | PAGE 6 

 

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

 
 
 

 

How should Australia’s emissions target (or “nationally determined 
contribution”) for the post-2020 period be decided? 

 
 

 

 

 

 

 

 

 

21.0% 

0.9% 
1.8% 

50.4% 

25.9% 

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

Have a weaker target than 5%.

Have no target.

Have a stronger target.

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

9.9% 

87.0% 

61.0% 

61.9% 

39.5% 

0% 50% 100%

By government alone.

With input from an independent
body, such as the Climate Change

Authority or another body.

With input from business.

With input from the research
community.

With input from NGOs.

Stronger 

target/stronger 

target aligned with 

key trading partners 



Business views

a survey of Australian businesses, Oct 2014

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014

SURVEY FINDINGS: AUSTRALIA’S EMISSIONS REDUCTION TARGET 
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What factors should determine Australia’s emissions reduction target 
for the post-2020 period? 

 

 

 

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? 

 
 

76.3% 

60.9% 

52.1% 

34.9% 

29.8% 

35.8% 

50.7% 

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

Future trajectory of Australia’s 
economic growth and underlying 

emissions growth. 

Modelling of economic costs.

Targets proposed by other countries.

Availability of domestic policy
instruments for emissions reductions.

Availability of international emissions
units for purchase by Australia.

Taking a sector based approach to
setting policies or targets.

Actions and policies adopted by key
trading partners and/or major

economies.

6.4% 

5.5% 

13.8% 

14.2% 

22.0% 

26.1% 

33.0% 

44.5% 

78.4% 

79.8% 

80.7% 

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

None.

South Africa.

Indonesia.

Brazil.

New Zealand.

South Korea.

India.

Japan.

USA.

EU.

China.



Business views

a survey of Australian businesses, Oct 2014

Source: Australian Emissions Reductions Survey, Carbon Market Institute and ANU (CCEP), 2014

SURVEY FINDINGS: POLICY INSTRUMENTS 
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What policy instruments or mix of instruments should Australia have for reducing greenhouse gas emissions? 

 

Looking ahead to 2020, which of the following policy instruments do you expect will be in place in Australia nationally by 2020? 

1.4% 

10.6% 

13.9% 

14.8% 

19.0% 

37.0% 

38.9% 

55.6% 

55.6% 

63.9% 

63.9% 

64.4% 

0% 20% 40% 60% 80%

4.7% 

5.1% 

5.6% 

14.0% 

19.6% 

25.2% 

25.7% 

37.9% 

41.1% 

43.9% 

53.7% 

55.1% 

59.3% 

0% 20% 40% 60% 80%

A renewable energy target. 

A domestic carbon offsets scheme such as the Carbon Farming Initiative. 

Stronger standards eg for energy efficiency in industry, energy efficiency in buildings, vehicle emissions etc. 

Support (eg subsidies) for R&D on renewable energy and/or carbon capture and storage. 

A cap and trade mechanism (ETS), with a flexible price determined internationally. 

Standards for emissions intensity of power stations. 

The Emissions Reduction Fund or a similar publicly funded scheme to pay for emissions reductions. 

A cap and trade mechanism (ETS), with a flexible price determined domestically. 

Feed-in tariffs eg for residential solar and/or large-scale renewable energy generation. 

A baseline and credit mechanism that allocates baselines for covered sectors. 

Other instruments. 

A carbon tax or fixed-price permit scheme. 

None of the above. 

 

Vehicle emissions standards. 

Standards e.g. for energy efficiency and industrial processes. 

A renewable energy target. 

A domestic carbon offsets scheme such as the Carbon Farming Initiative. 

A cap and trade mechanism, with a flexible price determined internationally. 

A cap and trade mechanism, with a flexible price determined domestically. 

Feed-in tariffs for residential solar. 

The Emissions Reduction Fund or a similar public funding scheme. 

A baseline and credit mechanism that allocates baselines for covered sectors. 

A carbon tax or fixed-price permit scheme. 

Other instruments. 

None of the above. 

 



Business views

a survey of Australian businesses, Oct 2014

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? 

 

Looking ahead to 2020, which of the following policy instruments do you expect will be in place in Australia nationally by 2020? 

1.4% 

10.6% 

13.9% 

14.8% 

19.0% 

37.0% 

38.9% 

55.6% 

55.6% 

63.9% 

63.9% 

64.4% 
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5.1% 

5.6% 

14.0% 

19.6% 

25.2% 

25.7% 

37.9% 

41.1% 

43.9% 

53.7% 

55.1% 

59.3% 

0% 20% 40% 60% 80%

A renewable energy target. 

A domestic carbon offsets scheme such as the Carbon Farming Initiative. 

Stronger standards eg for energy efficiency in industry, energy efficiency in buildings, vehicle emissions etc. 

Support (eg subsidies) for R&D on renewable energy and/or carbon capture and storage. 

A cap and trade mechanism (ETS), with a flexible price determined internationally. 

Standards for emissions intensity of power stations. 

The Emissions Reduction Fund or a similar publicly funded scheme to pay for emissions reductions. 

A cap and trade mechanism (ETS), with a flexible price determined domestically. 

Feed-in tariffs eg for residential solar and/or large-scale renewable energy generation. 

A baseline and credit mechanism that allocates baselines for covered sectors. 

Other instruments. 

A carbon tax or fixed-price permit scheme. 

None of the above. 

 

Vehicle emissions standards. 

Standards e.g. for energy efficiency and industrial processes. 

A renewable energy target. 

A domestic carbon offsets scheme such as the Carbon Farming Initiative. 

A cap and trade mechanism, with a flexible price determined internationally. 

A cap and trade mechanism, with a flexible price determined domestically. 

Feed-in tariffs for residential solar. 

The Emissions Reduction Fund or a similar public funding scheme. 

A baseline and credit mechanism that allocates baselines for covered sectors. 

A carbon tax or fixed-price permit scheme. 

Other instruments. 

None of the above. 

 





Long-term opportunities: “Deep Decarbonisation”

Source: Pathways to Deep Decarbonisation – Australia, ClimateWorks Australia and ANU with CSIRO and CoPS, 2014
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Long-term opportunities: “Deep Decarbonisation”

Source: Pathways to Deep Decarbonisation – Australia, ClimateWorks Australia and ANU with CSIRO and CoPS, 2014



Lessons from down under

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?



The politics, once more…

Betting odds on Centrebet, 7 Feb 2015
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