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Committee met at 9.46 am

CHAIR (Senator Hurley)—I declare open this hearing of the Senate Economics Legislation Committee
inquiry into the Carbon Pollution Reduction Scheme Bill 2009 and related bills. On 14 May 2009, the Senate
referred the provisions of 10 bills and any other bill that forms part of the government’s Carbon Pollution
Reduction Scheme to the committee for inquiry and report by 15 June 2009. In April this year, the Senate
Sanding Committee on Economics reported on the provisions of the exposure draft of the legislation to
implement the Carbon Pollution Reduction Scheme. This inquiry will focus on the major changes to the
exposure draft legidlation, especially the amendments announced by the government on 4 May.

These are public proceedings, although the committee may agree to a request to have evidence heard in
camera or may determine that certain evidence should be heard in camera. | remind all witnesses that in giving
evidence to the committee they are protected by parliamentary privilege. It is unlawful for anyone to threaten
or disadvantage a witness on account of evidence given to a committee, and such action may be treated by the
Senate as a contempt. It is also a contempt to give false or misleading evidence to a committee.

I remind members of the committee that the Senate has resolved that departmental officers shall not be
asked to give opinions on matters of policy and shall be given reasonable opportunity to refer questions to
superior officers or to a minister. This resolution prohibits only questions asking for opinions on matters of
policy and does not preclude questions asking for explanations of policies or factual questions about when and
how policies were adopted.

If a witness obj ects to answering a question, the witness shoul d state the ground upon which the objection is
taken and the committee will determine whether it will insist on an answer having regard to the ground which
is claimed. If the committee determines to insist on an answer, a witness may request that the answer be given
in camera. Such areguest may of course also be made at any other time.
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[9.48 am]
COMLEY, Mr Blair Robert, Deputy Secretary, Department of Climate Change

SAKELLARIS, Mr Tas, Assistant Secretary, Legidation and Governance Branch, Department of
Climate Change

STERLAND, Mr Barry Keith, First Assistant Secretary, Emissions Trading Division, Department of
Climate Change

QUINN, MsMeghan, Manager, Climate Change M oddling Unit, Department of the Treasury
CHAIR—I welcome the witnesses. Do you wish to make an opening statement?

Mr Comley—To assist the committee, we had a discussion on Wednesday with a different committee about
the 4 May major architecture changes, but | thought it might be helpful to briefly outline some of the other
changes that were made between the exposure draft and the bill that is now before the parliament. | will ask
Mr Serland to run through those major changes very briefly.

Mr Serland—I will begin by identifying which government agencies are responsible for the bills falling
within this inquiry’s terms of reference. The first six bills in the terms of reference are the core bills to
establish the Carbon Pollution Reduction Scheme. The Department of Climate Change has lead responsibility
for these bills. The next four bills seek to deliver the government’s cent-for-cent fuel tax reductions and to
establish the CPRS fuel credits scheme. The Treasury has lead responsibility for these hills, and | understand
representatives from the Treasury are appearing this afternoon, so we can refer any questions on those bills to
them.

The reference from the Senate also includes any other bills that form a part of the government’s Carbon
Pollution Reduction Scheme. There is one hill that falls into that category apart from those listed, the
forthcoming bill to provide household assistance using revenue from the sale of emissions units. The Treasury
has the lead responsibility for this bill, and the government intends to introduce that bill in the near future.

The six core bills for which the Department of Climate Change is responsible were published in draft form
for public comment over a period from 10 March to 14 April. The public comment included around 160 non-
campaign submissions on the draft legislation and over 11,000 campaign submissions. It also included
feedback from workshops with industry, technical and legal experts and this Senate committee. The
constructive engagement by stakeholders in this process has hel ped to make significant improvements to the
exposure draft bills. Having taken into account the public comment, the Senate Economics Committee’s report
on the exposure draft bills and the impact of the global recession, the government has made a number of
changes to the hills. The most significant changes flow from the announcement by the Prime Minister on 4
May 2009. Important changes for the waste sector were also announced by the Parliamentary Secretary for
Climate Change on 14 May 2009.

The most significant changes from the exposure draft versions of the bill are as follows. First, the CPRS
will have a phased start; industry will only be obliged to purchase and surrender emissions units in 2011-12
and there will be a $10 fixed price for those units in that year. This is reflected in the definition of the eligible
financial year and in the fixed price provisionsin the bill. Second, the government has indicated it is prepared
to adopt a national target to reduce greenhouse gas emissions by 25 per cent by 2020 compared to 2000 levels
if an ambitious global agreement is achieved, and this is reflected in the objects clause of the bill. Third,
amendments have been made to clauses 14 and 15 relating to scheme caps and gateways. There is a new
requirement for a written statement to be tabled in parliament outlining the minister’s reasons for regulations
underlying scheme caps and gateways. The government has made a commitment to include an explanation in
this statement of how voluntary action to reduce emissions has been taken into account.

It is worth noting that in its report on the exposure draft bills this committee noted community concern
about the role of voluntary action under the CPRS and recommended that clause 14 be amended to provide
that the minister must rather than may take into account voluntary action in setting scheme caps. Having given
careful consideration to this recommendation and having taken legal advice, the government decided to
address this issue in the way | have described through a statement in parliament and in a commitment to
address voluntary action in that statement. The approach that has been adopted addresses the committee's
concerns by ensuring that voluntary action will be taken into account in a transparent way.
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A fourth significant amendment relates to landfill facilities. Stakeholders making submissions on the
exposure draft argued that they should not be responsible for legacy waste emissions, that is, emissions
attributable to waste deposited before the commencement of the scheme. The government has accepted this
argument and thisis reflected in the bill.

Finaly, significantly more detail has been inserted in the bill regarding assistance to emissions-intensive
trade-exposed industries, particularly in the context of the matters to be addressed in the five-yearly
independent reviews. For example, the expert advisory committee must review whether the EITE assistance
program supports the competitiveness of EITE activities in Australia. The more generous assistance for EITE
industries for the first five years of the CPRS under the global recession buffer announced by the Prime
Minister on 4 May has not required amendments to the bill and will be outlined by regulation. This is clearly
outlined in the explanatory memorandum.

There are a number of other technical changes that have been made in response to stakeholder comments,
and we have a document that outlines all of those changes. We are happy to provide that to the committee.

CHAIR—Thank you, that would be useful.

Senator EGGLESTON—I might just begin by making a short statement on behalf of the coalition
senators. As Deputy Chair of the Senate Economics Committee and on behalf of the coalition senators, | wish
to express my aobjection to the impossible timetable imposed by the government on this inquiry. More
grievoudy, | wish to formally record a protest about the selection of witnesses called to appear at these
hearings. As you know, these amended CPRS hills were referred to the legislation committee on 14 May 2009
and we are due to report to the Senate on 15 June. One month at this point in the parliamentary calendar, with
two weeks of estimates looming, is an almost impossible deadline. We believe we cannot hope to conduct a
rigorous assessment of these changed bills in that short time and regret that the government has not acceded to
our requests for an extension of time. Delaying the inquiry report date it seems does not fit in with the
government’s climate change legislation agenda.

On the choice of witnesses to give evidence, we protest that the opposition was not consulted prior to
witness selection and the coalition’s effort to have our input into the witness list was not accepted. We urged
the inclusion of representatives from industry and this was declined, with the exception of two additional
witnesses. We view this as a very regrettable action on the part of the government. With our impossibly tight
timeframe, is it necessary for both Professor Garnaut and his economist colleague Dr Ron Ben-David to be
allocated a separate hearing time? Is it necessary that we hear from both ACOSS and the Brotherhood of &
Laurence and shut out key affected industry and agricultural organisations from our inquiry? The coalition
senators’ objection is to the balance of the opinions and arguments which will be presented to thisinquiry. It is
very obvious that the government is getting the business of an inquiry over and done with and does not care
whether the process is one which is consultative and deliberative. | say this because as we embark on this
process this morning there are no submissions. In fact, we are in hearings before the date for the receipt of
submissions has even closed.

The outcome of this inquiry, endorsement of the government’s legislative changes, is already decided. The
government has hijacked the inquiry processes to its own ends and we believe is engaging in an abuse of
process. We feel that the Rudd government isin fact in total contempt for the Senate and also for the interests
of the people of Australia.

In closing, | recognise the valiant efforts of the Economics Committee secretariat in seeking to meet the
government’s impossible timetable.

CHAIR—Thank you. Do you have any questions?

Senator EGGLESTON—Yes. First of all for the department, there are things we probably do not disagree
with, like the waste disposal cut-off, but there are areas where we do have concerns. | wonder whether the
delayed starting date makes such a significant difference. You will have the legidation in place and the issug, it
seems to me, is not the starting date so much as the nature of the legislation and the nature of the scheme,
which is an emissions trading scheme. | wonder whether it would not have been more appropriate not to
introduce the legislation at this stage and for Australia to go to the Copenhagen conference with an open mind
and see whether or not other countries are going to engage in emissions trading schemes and then amend our
legidlation or change the format of it in accordance with what we find. This legidation is very much predicated
on there being an international emissions trading scheme, and as far as we understand there is very little
evidence that countries like China, Japan and the United States, our mgjor trading partners, are actually going
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to set up an ETS. So wouldn't it be better to delay the legislation altogether rather than just delay the
introduction of it?

Mr Comley—Senator, maybe | can pick up a couple of comments in your opening question. The question |
think you are coming to is to what extent is the emissions trading scheme, the Carbon Pollution Reduction
Scheme, predicated on a particular form of mitigation response in other countries.

Senator EGGLESTON—Yes.

Mr Comley—The view of the department would be that it is not predicated on a particular view of a way
mitigation is carried out at least uniformly in the rest of the world. It is predicated really on the view that, to
the extent that Australia will take on emissions reductions commitments, it is desirable to use a mechanism
that is the lowest possible cost way of achieving those emissions reductions. That is the primary motivation.
The intention of the government of moving legislation into parliament now is to try and provide certainty
about the nature of that scheme as early as possible to business. Having said that, the government stated that
the actual setting of the targets which build upon the architecture of the scheme will not occur until 2010, so
after the Copenhagen conference. This approach is to bring in the architecture of the scheme so that busi nesses
can plan for the type of compliance obligations, the type of business plan they will need to do, but the actual
targets will not be set until after the Copenhagen conference.

Senator EGGLESTON—I am not so much talking about targets but taxes. Your scheme requires the
carbon taxes to be offset by emissions trading with other countries. We do not believe that there will be an
international emissions trading scheme but what will happen in fact is that taxes will be imposed on Australian
industry which will impose huge extra costs, cost jobs and maybe lead to industries leaving this country
because they will not be able to trade off those taxes with anybody else in the world in reality. While we do not
disagree that some sort of carbon mitigation scheme would be a good idea, and is necessary perhaps, we do
think that it is rather a flight of fancy to imagine that countries like China and Japan, our major trading
partners, are going to have an ETS. You must have the same information as we do and surely you must have
some reservations about this particular format. Why not have something simple like a carbon tax?

Mr Comley—OQOur view would be that there is nothing simpler about a carbon tax than what we actually
have in terms of an emissions trading scheme. If you look at the details of the bills before us, the vast mgjority
of the bills would have to cover issues which you would have to cover in a carbon tax. So fundamentally the
issue of who would be a liable party, the way in which emissions would be monitored, reported and verified,
the extent to which you would provide any exemptions or removal of liability, all those questions would arise
under a carbon tax as would apply under an emissions trading scheme. The only additional complexity that
may exist under an emissions trading scheme is the trading of the permits themsel ves which goes on.

Senator EGGL ESTON—Exactly. And that is our issue.

Mr Comley—In terms of complexity, though, that is not particularly complex compared with the things
that are required for a carbon tax and also has a range of benefits which would have to be considered against
that, in particular the capacity of people to manage their risk in a forward-looking way as you have secondary
financial markets for those carbon permits. The other issue with the carbon trading approach—and |
acknowledge your point that not every country in the world will move to an emissions trading scheme
immediately—is that there are significant international carbon markets at the moment which allow access to
international abatement, which is difficult to access under a carbon tax regime.

Senator EGGL ESTON—Nevertheless, a carbon tax would be simpler within Australia. It does not depend
on the need to trade with other countries in carbon, and we do not see that an international emissions trading
market is really going to be set up in the near future. This really is a matter which should cause the
government and the department to reconsider its position.

Mr Comley—Thereis aninternational carbon market at the moment—

Senator EGGLESTON—On a small basis. The EU and New Zealand, but not the United States, not
China, not Japan, not Korea, not Thailand, not Indonesia or India, who are our trading partners.

Mr Comley—There are actually two issues here. One is the size of the permit market in terms of accessing
international abatement. Compared with the likely needs of Australia to import permits, that market is actually
quite large. In fact, we would not anticipate that Australia's demand for international permits would
substantially change the price of international permits.

ECONOMICS



Friday, 22 May 2009 Senate E5

| think the second part of your question or observation is really about: to what extent are other countries
undertaking mitigation commitments? The question there is not really whether they have an emissions trading
scheme; the question is whether they have taken on mitigation commitments and what the effective impact on
their industries is. The government has recognised that, and that is why there is the emissions-intensive trade-
exposed assistance program, which seeks to address the fact that not all countries will simultaneously be
moving to impose the same mitigation commitments or carbon constraintsin all countries.

Senator EGGLESTON—Dealing with the emissions intensive industries, the cost of assisting these
industries is going to be very high. Surely there must be other ways of doing it. We do not accept that thisis a
real solution to the problems of those industries. We have been told and expect that industries like cement, oil
refining, malt production and perhaps a whole lot of others will move offshore because what you are
proposing is not adequate.

Mr Comley—The first point to make on specific industries is that, as you are aware, the process to
determine emissions-intensive trade-exposed industries is continuing. There is a process where activities are
being defined in consultation with industry, and that will lead to the establishment of eligibility and allocated
baselines going forward. That process will continue to identify the particular industries. It is perhaps worth
putting in context the nature of the emission- intensive trade-exposed assistance for those who are the most
emissions intensive and therefore the most exposed to potential competitiveness effects. Following the 4 May
announcement by the Prime Minister, the initial rate of assistance was around 94Y% per cent of liability. It is
important to put that in context. Even in the fixed price period of $10 a tonne, that is equivalent to having a
carbon price of around 50c a tonne imposed upon those activities. To put that in context, the New South Wales
GGAS, which applied to some parts of industry, had a price of above $10 a tonne at various points.

The other point to make is that the basis of that assistance is provided on 2007-2008 intensity basdines. To
the extent that industries have been able to improve their emissions intensity efficiency over the period to the
commencement of the scheme, that does not reduce the amount of assistance provided but does reduce their
liahility under the scheme. So the level of actual liability for the most emissions intensive firmsis significantly
reduced by the emissions-intensive trade-exposed assistance and moves it to a levd that is rdatively small
compared with the overall costs.

Senator CAMERON—I am not sure who wants to answer this question. There were some reports in the
Australian this morning headed ‘Carbon plan will cause jobs carnage and ‘Climate change warning:
emissions trading scheme to “cost 24,000 jobs’*. This was on the basis of a report commissioned by the
Minerals Council, acting on behalf of multinational mining companies. Can you give us your view on this
analysis and why it differs so much from the Treasury’s analysis?

Mr Comley—Perhaps | will make an opening comment and then | will ask Ms Quinn to comment. The
difficulty for me at the moment is that | have seen the press reports but | have not actually seen the report. For
example, that report covers quite similar territory to the report released by the Coal Association—again, a
commissioned report. The numbers in that around eight times as high for the direct job impacts. We have been
following up on the Coal Association report and are still seeking further detail as to how it was actually
conducted. It is very difficult for us to bein a position to comment without having the full details of the model
it has actually done. M's Quinn, would you like to add anything else to that?

Ms Quinn—As you say, the report is in the newspapers this morning and was released this morning, so |
have not had a chance to look at it in great detail. There is not a significant amount of detail in the published
report, which | have been able to have a quick look at this morning. But | would like to underline that the
impacts across industries, as reported in the Concept Economics report, look roughly similar to the Treasury
analysis in Australia’s low pollution future, except for some of the coal industry, where the numbers are
significantly larger than found in the Treasury analysis and significantly larger than found in other analyses
using the MMRF model. It is difficult to understand why other industry results would be broadly similar and
yet the coal industry results would be significantly different.

There are a few other comments in the report that | just wanted to flag. They suggest that the Treasury
modelling undertaken for the government’s report is inaccurate for various reasons. | just wanted to highlight
that some of these stated reasons are inconsistent with the published information. For instance, they suggest
that ‘the absence of assumptions concerning the scale and timing of binding emissions reductions by other
leading economies’ in the public domain makes the Treasury modelling suspect, yet we have documented
comprehensively the assumptions that we used. In fact, those assumptions have been used by the Concept
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Economics report itself. It seems they have picked up some criticisms from previous light analysis and have
reproduced those numbers in those criticisms.

The other criticism, for instance, is that reference case assumptions for metal prices and energy prices
cannot be verified, which is a reference to an earlier report for the Minerals Council, which took Treasury
index numbers, placed it on Concept Economics' own real-world data and came up a spurious result. That is
completely inconsistent with what Treasury has used in its analysis. That was addressed also in the technical
annex in our report, setting out the assumptions that were used in the Treasury modelling report.

Senator JOY CE—So theirsis spurious and yours is quite correct?
CHAIR—Senator Joyce, we are short on time.

Senator JOY CE—Well, that is not our fault.

CHAIR—I think Senator Xenophon is now on theline as well.
MsQuinn—Can | just address that point quickly?

CHAIR—Yes, but | just want to establish if Senator Xenophon is on theline.
Senator XENOPHON—Yes, | have been on theline all along.

Ms Quinn—It is not that the modelling is spurious. Modelling can produce different results depending on
different assumptions, and you need to look at the substance of it. All | am saying is that the commentary on
the Treasury assumptions in thereport is false.

Senator CAM ERON—Can someone take us through the conditions for the more ambitious 25 per cent
target? Could you also comment on the rational e for the conditions?

Mr Comley—As | am flicking towards the conditions, the overall rationale for the conditions is that
Australia would only go to 25 per cent if there was a genuine agreement that would meet a 450 parts per
million CO2 equivalent concentration outcome in the atmosphere. What the conditions attempt to do is to put
some flesh on that—to say what concretely you think you would need to have a world outcome that was
consistent with a 450 parts per million agreement. So that is the top down approach. | think in the committee
discussion we had on Wednesday, which | think you participated in by phone, there was a question about these
various tight conditions—and at one level they are, but they are because reaching a 450 parts per million
agreement is actually quite a difficult thing to do. So the condition for the 25 per cent level is that there has to
be:

Comprehensive global action capable of stabilising CO2-e concentrations at 450ppm CO2-e or lower. This requires a
clear pathway to achieving an early global peak in total emissions, with major developing economies slowing the growth
and then reducing their emissions, advanced economies taking on reductions and commitments comparable to Australia

The first part of that is really fitting within the general framework of the international agreement, which has
tended to take a common-but-differentiated responsibilities approach—that is, different countries, reflecting
their historical situation and their capabilities, would have to take on different emission reduction
commitments. It is generally acknowledged that advanced economies will have to lead that process with
greater emission reductions; major devel oping economies would have to make a contribution by slowing their
growth. Advanced economies in this context are the annex | countries in the Kyoto protocol UNFCCC, but it
also includes some high middle-income economies which will be the subject of negotiation.

There would also have to be a ‘full range of international abatement opportunities through a broad and
functioning international market in carbon credits' . The idea essentially is that, for us to reach a 450 parts per
million agreement, thereis going to have to be very concerted global action, but also Australiais going to need
to access some international abatement; otherwise, the domestic costs of seeking purely domestic abatement
may be too high. Thiswould involve:

... comprehensive coverage of gases, sources and sectors, with inclusion of forests ... and the land sector (including sail
carbon initiatives ... if scientifically demonstrated) ...

The point about the inclusion of forests, particularly reducing and avoiding deforestation, is that they
contribute around 20 per cent of global emissions at the moment. So, to really do something consistent with
the 450 parts per million agreement, it would be necessary to have coverage of those sectors and some
reduction activities.

There would haveto be a
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... clear global trajectory, where the sum of all economies’ commitments is consistent with 450ppm ... or lower, and with
anominated early deadline year for peak global emissions not later than 2020 ...

All the scientific evidence indicates that you have to peak your emissions relatively soon if you are credibly to
be on a path for a 450 parts per million outcome.

The next point is:

.. major developing economy commitments to slow growth and to then reduce their absolute level of emissions over
time, with a collective reduction of at least 20% below business-as-usual by 2020 and a nomination of a peaking year for
individual—
countries. Again, thisis recognising that the major developing countries, from their starting point, will need to
continue to grow their emissions for some time but will need to slow the rate of that growth of emissionsto be
on a credible path to 450 parts per million.

Then thereis:

... global action which mobilises greater financial resources, including from major developing economies, and results in
fully functional global carbon markets—

over time. That is really to give access to the lowest cost abatement across the world, because if that does not
exist there are going to be significantly higher costs to meet that outcome. | will pause there. Mr Serland, is
anything that you want to add?

Mr Serland—No.
Mr Comley—No. That isfine.

Senator CAM ERON—Given the time, | would like you to take some questions on notice. The proposition
has been put here this morning that other countries are not going to engage either one way or another in
reducing their carbon emission footprint. | have some information that a significant amount of work has been
donein China, India, South Korea and the US. Is there any way that you could give us an analysis of what is
happening so that we can deal with this argument that we are unilaterally taking on thisissue?

Mr Comley—Yes, we can certainly provide some of that on notice, but certainly in China there have been
quite alot of efforts, including improving energy efficiency and other measures, to try and reduce their carbon
footprint, including substantial renewables. Mr Sterland, do you want to comment?

Mr Serland—I think we addressed this at a previous hearing, but we could give you a document that lists
that.

Senator CAM ERON—Could you also take on natice the potential for employment increases in Australia
by getting to the front end of this global change?

Mr Serland—We will take that on notice too.

CHAIR—Thank you. | have Senator Bushby next, and then | will go to you, Senator Xenophon, for
questions after that.

Senator XENOPHON—Thanks, Chair.

Senator BUSHBY —Thank you to the officers of the two departments who have come along. We heard
earlier in answer to a question that the impact of the global recession was one of the factors that were taken
into account when developing the changes between the exposure draft and the legislation we are looking at
today. Which changes in particular were incidental to consideration of the impact of the global recession?

Mr Comley—I think the primary changes were the deferral of the start date, the use of a fixed price for the
first year of the scheme and the augmentation of the emissions-intensive trade-exposed assi stance.

Senator BUSHBY—So it would be fair to say that the impact of the global recession was the primary
reason for those changes?

Mr Comley—I think that was the primary reason. Also, in terms of deferral, some businesses had raised a
guestion of preparedness in advance of the scheme, but that was also partly in the context of the global
financial crisis, because a number of firms were essentially saying that it was difficult for them to allocate
additional time to those issues in the context of the current economic circumstances.

Senator BUSHBY —To what extent do these measures, particularly the changes that have introduced delay,
delay the likely date at which global emissions can be reduced or limited to a sufficient extent to avoid climate
change consequences?
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Mr Comley—We would expect that they would have very modest, if any, consequences for the capacity to
reduce emissions. The significant caveat to that is: provided that there is certainty in the business community
that the scheme would actually commence—in other words, the most certainty is provided by legidative
passage.

Senator BUSHBY—So are you answering my question in the context of Australian emissions or in terms
of actually addressing the global issues?

Mr Comley—There are two partstoit. Thefirst part is: in terms of domestic emissions, sending that signal
drives the investment climate. The second part is. with respect to the international negotiations, Australia
going to Copenhagen with a scheme capable of ddivering large emissions reductions will have an impact on
the international negotiations which, through that process, leads to an outcome in terms of potential global
emissions.

Senator BUSHBY —The reason why | am asking—and it is not the main focus of my questions—is that |
am a little confused, and | am sure many Australians are a little confused, because of the urgency that was
required in getting all this up and running so that we could address the problem, which is imminent, when last
night, on Q&A, the minister was on, as was Bob Ellis. He was saying that it is all too |late—these delays. It
needs to be done now; we cannot delay these things. And there are a lot of other commentators out there of a
similar view. And the minister herself had, in the past—particularly in response to questions in the Senate—
also made similar statements: that these things needed to be done urgently and they would not be delaying, for
the reason that the world could not wait. Yet, here we are, delaying. | am just trying to understand what the
consequences of this delay will be, and whether, if weare on atimeling, it is going to cause problemsin terms
of actually meeting that time line.

Mr Comley—I understand the question. | am trying to draw a distinction between delay in the
commencement of the scheme and delay in the decision and the certainty that the scheme will exist, and also
the implications that has for the international negotiations, including the fact that the government has put on
the table a 25 per cent reduction potential for negotiation which was not part of the package before 4 May.

Senator JOY CE—Do you think Australiawill make it through the next year unscathed?

Mr Comley—Senator, can you clarify your question?

Senator JOY CE—With this delay, do you think we will survive?

Mr Comley—I think | need alittle more precision in the question.

Senator JOY CE—Well, alittle bit more precision is what we have been looking for all the way through.

Senator BUSHBY —Has the impact of the CPRS—as it now stands, the proposed model—on the economy
been modelled, Ms Quinn?

Ms Quinn—The economic modelling that was reported in October has not been updated for the 4 May
announcements.

Senator BUSHBY —My question is on the impact on government revenues from company and other taxes.
As to industries that will be directly affected by the CPRS and be forced to make changes—which is part of
the intention of it—has the impact on government revenues of the taxes that they pay, and their contributions
to government revenues in general, been included in any modelling?

M s Quinn—So the—

Senator BUSHBY —The impact of changes to the CPRS. Obviously, you have not got up to date with the 4
May changes. But, as to the impact on the industries that will be subject to changes as a result of the CPRS,
has the impact on government revenues been taken into account as part of your modelling?

Ms Quinn—The question that | answered was about the economic modelling in terms of the CGE
modelling of the impact of the changes of 4 May on the Australian economy—had that been updated? The
answer was no, and that is partly because the one-year delay is unlikely to significantly change the results over
the average to 2020. Has the impact of the CPRS on the budget analysis been updated in the budget estimates?
The answer is yes.

Senator XENOPHON—I will put some questions on notice given the time. Firstly, Mr Hooke, on AM this
morning and in his opinion piece in the Australian today, criticises Treasury modelling, saying that it does not
capture all the transitional elements—namely, in terms of the job losses in the short and medium term. Could
the government officials provide a response to the Concept Economics report, once they have had a chance to
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look at it, particularly addressing the transitional elements, and also to the criticism Mr Hooke made in the
media this morning that the problem with the Australian scheme is that it has auctioning of permits at a much
greater level than what is proposed in the US legidlation and that that is a problem in terms of its transitional
economic impact?

Mr Comley—We will take the first one on notice. As you are aware, Senator, we have not had a chance to
analyse the report.

Senator XENOPHON—NOo, | understand that.

Mr Comley—On the second one: things are moving very quickly in the US but the last information | have
on where the Waxman-Markey bill is at—and | recognise that it is a long way from where the thing will end
up—is that there will be an allocation to emissions-intensive trade-exposed industries of around 15 per cent of
the permits and to petroleum refining of around two per cent. It is possible that that information is out of date,
but it was provided to me within the last 24 hours.

Senator XENOPHON—That is what Mr Hooke has said | think in his opinion piece.

Mr Comley—I am not quoting the opinion piece; | am looking at the piece of paper that was released by
Chairman Waxman and Chairman Markey. We can take on notice what the actual situation is there, but my
understanding is that the allocation to emissions-intensive trade-exposed industries in the current version of
the Waxman-Markey hill is 15 per cent plus two per cent to petroleum refining.

Ms Quinn—On the first question, we are happy to provide more details on notice. | want to address the
transition costs. | have answered this question before but | will repeat for clarity. We had three economic
models and two of them account for transition costs. The results reported for Australia from the MMRF model
do account for transition costs in terms of changes in employment in the near term and short term. It is not true
to say that we ignore those transition costs in the analysis in the report.

Senator PRATT—I have some questions that | want to place on notice on the Minerals Council report. |
want to raise at this point specifically the use of the scenario in the minus five reductions. | want to ask you
about the assumptions that that makes in relation to global action on climate change that that report might
misconstrue in some way.

Ms Quinn—The CPRS minus five scenario in the modelling undertaken by Treasury assumes action in
2010 for annex 1 countries and the United States. It assumes that there is a delay of five years before high-
income devel oping countries—and China is part of that group—take action in 2015; India and middle-income
countries will take action in 2020 and lower income countries will take action in 2025. To be clear, this means
that they start reducing their emissions relative to a reference case at those dates; it does not mean that they
reduce in absol ute terms their emissions. For instance, China's actual emissions do not start to fall in absolute
terms until into the 2030s and India’s until into the 2040s. It captures the concept that the devel oping countries
slow their emissions growth from the starting dates.

That is what is in our modelling. It means that there are times in which Australian exports are exposed
potentially to issues of carbon leakage. That is the reason why in our report we found that the emissions-
intensive trade-exposed industries assistance as outlined at that time in the green paper did provide transitional
support for the industries covered by that assistance. But by the time everybody isinin 2025 then there will be
no need for assistance. It is not in the Concept Economics report for the Minerals Council. There is no
information about how they have applied the CPRS minus five scenarios. It is not clear whether they have
taken the international assumptions as well as the carbon prices and other elements of the CPRS.

One thing that is quite important in terms of the coal industry results in particular is it is action
internationally that has a significant impact on the coal industry. Our modelling found that the major impact on
the coal industry is the reduction in demand for coal in countries around the world as a response to having a
price on emissions. For that reason if carbon capture and storage becomes a viable technology it will be very
important for the Australian coal industry. That was outlined in a section in the report on the coal industry in
particular.

Senator PRATT—Thank you. | want to move on from that and | will put those other questionsin relation
to the Minerals Council on notice. | want to ask about the impact of the recession and how that intersects with
the prospect of carbon leakage. | will try to put it more specifically. Is the global recession a buffer for
businesses, with transition to the scheme? Does it minimise carbon leakage? Does it exacerbate carbon
leakage? What is the relationshi p between the recession and any prospect of carbon leakage? |s there one?
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Mr Comley—I think Ms Quinn might want to comment but, broadly speaking, it comes back to this
concept of areference case. Essentialy, if you have positive economic times or negative economic times, what
you are looking at is the impact of the carbon price as a change compared with that level of activity. So,
broadly speaking, it does not change the extent of carbon leakage you would expect. It may be that the
economic prospects of a particular sector are weaker than they were previoudly, but the change associated with
the carbon |eakage would not be expected to be exacerbated by the position you are in within the cycle.

M s Quinn—To add to that, the only reason why there would be a difference between countries or industries
is if the global recession for some reason was affecting some countries or industries more or less than other
countries or industries. My understanding—not being the Treasury expert on the global recession—is that this
is a shock that has hit all industries in all countries and has affected industries in different countries roughly
the same way, which would mean that it would not necessarily change the competitiveness between nations.
Carbon leakage is related to the competitiveness between countries. So, to paraphrase, all the industries are in
the same boat together and so they are all suffering a reduction in demand equally.

Senator PRATT—I wanted to lastly ask about the factors that will be taken into account in withdrawing
assistance for emissions-intensive trade-exposed industries and how that is looking now as a result of the
plans.

Mr Comley—There are three levels of the nature of the change in assistance. The first is the 1.3 per cent
per year reduction in the rate of assistance which happens each year, and that is an automatic reduction in the
rate of assistance. The second is the removal of the global recession buffer after afive-year period. The thirdis
that, if there is a review conducted of the international environment, the review would essentially look at the
extent of carbon constraints that have been imposed in the rest of the world.

An important part of that review is that it will need to look at both industries and sectors to look at carbon
constraints in different areas, but it would also have to look at the total level of emissions reductions
commitments across the globe. The broad intention is to look at the extent of carbon constraints in different
countries, bearing in mind that they will not all be in the form of emissions trading schemes and they will not
al be in the form of carbon taxes. So the review will have to do an analysis of the effective level of carbon
price imposed in each country.

Returning to Senator Cameron’s earlier observations, you might look at China, for example. If China has at
some point in the future banned a coal fired power station, imposed a renewable energy target or done
something else that drives a lower emissions outcome than otherwise would be the case, what you would be
doing is trying to calculate the additional costs that that imposes upon Chinese business and compare that
additional cost to the cost imposed by the Carbon Pallution Reduction Scheme in Australia. So that will be the
process. It will probably be done through an independent review that will make a recommendation to the
minister on the extent of those restrictions. Mr Sterland, do you want to add anything to that?

Mr Serland—I would just add the point that some of the things mentioned there are happening now in
China, so it is about how those evolve over time. They have some renewable measures that would already be
imposing some degree of carbon constraint there, and obviously the conditions outlined in the government’s
statements would be looking for more over time in the context of awider deal.

Senator PRATT—S0 what we can see from that is that the debates about industry assistance are clearly
going to remain quite active in terms of industry putting its position and us having to be on top of the research
internationally to demonstrate what is going on. Does that task start now?

Mr Comley—It has already effectively started. We have started a work program within the department to
think about how we will do those calculations. It is a very complex task, as you can imagine. What you are
effectively trying to do is look underneath a whole range of regulations in different countries and say what the
effective impact on those industries is. It is quite a complex task and it will take some time to get those
calculations right.

| would also note in this area that most people we talk to about these exercises think that the results of this
exercise will confirm their own views, in quite different ways. Some groups look at it and say this will
demonstrate there is no action elsewhere. Others will say this will actually demonstrate there is a lot of action
going on elsewhere that should be fed into the process. | think that information is going to be very useful for
the policy debate going forward.
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Mr Serland—I think, to underpin that, the need for an transparent review that really looks at these in an
arms-length way and is convincing to all those sides of the debate is a critical part of the hill itself. It is
outlined in some detail in the bill and the government’s policy framework in general.

Senator JOY CE—For the purpose of brevity, | am going to ask some specific questions that move away
from the hypothetical to the actual. What is the price of carbon permits currently in India?

Mr Serland—Are you asking about, say, some of the Kyoto—

Senator JOYCE—I just want to know, if | want to buy a carbon permit in India, through the Indian
domestic economy, how much does it cost me?

Mr Serland—India would be participating in the Clean Development Mechanism under the Kyoto
protocal. | would have to take on notice the exact price, but they are around the $15 to $20 mark, depending
on the project.

Senator JOY CE—In India at the moment?
Mr Serland—Internationally.
Senator JOY CE—And they are tradeable in India?

Mr Serland—Yes. So, under the scheme proposal, those credits could be used by Australian companies to
fulfil their compliance obligations.

Senator JOY CE—That isin place at the moment?
Mr Serland—Yes, under the Kyoto protocol.
Senator JOYCE—So it isin place regardless of whether we go forward with this scheme or naot.

Mr Comley—It is, in terms of producing project based credits. In terms of having economy-wide measures
in India, they are not currently in place, but in terms of—

Senator JOY CE—1In India, economy-wide measures are not in place, are they?
Mr Comley—Thereis not an economy-wide measure—

Senator JOY CE—Let us go to China. What about the price in China and the economy-wide measures in
China? What are they like?

Mr Comley—I think we have already taken on notice to provide i nformati on—
Senator JOY CE—They are not there either.

Mr Serland—Certainly | think it would be fair to say that there is a more extensive suite of palicies in
China, as our answer to the question on notice will reveal.

Senator JOY CE—Wheat is the price of a domestic tradeable carbon unit in China at the moment?

Mr Comley—The answer to the previous question indicated that, in terms of determining at least the
competitiveness impacts, that is not necessarily the relevant question. The question is—

Senator JOY CE—It isrelevant because | asked it.

Mr Comley—The point of the answer to Senator Pratt’s question is that the issue is not what is the price of
a tradeable permit in a country; the question is what is the level of restriction that isimposed upon businesses,
in the same way that if you had a mandatory—

Senator JOY CE—So they are comparable? If you have a restriction on businesses or tradeable permits,
they are comparable, are they?

Mr Comley—In terms of the impact on carbon competitiveness there is an equivalence between the two.
The question is—

Senator JOYCE—So there are definitdy alternative schemes to the emissions trading scheme, aren't
there?

Mr Comley—There certainly are aternatives. The question is which is the higher or lower cost of
achieving a particular form of abatement—

Senator JOY CE—Which one has China decided is the best?
Mr Comley—At the moment, Chinais adopting a suite of measures across different sectors, but—
Senator JOY CE—Do they have an emissions trading scheme in China?
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Mr Comley—They do not have a broad based emissions trading scheme.
Senator JOY CE—Does the United States have an emissions trading scheme?
Senator CAM ERON—The export tax—

Senator JOY CE—Does the United States have an emissions trading scheme?
Mr Comley—~Parts of the United States have emissions trading schemes.
Senator JOY CE—California.

Mr Comley—There are two regional emissions trading schemes currently operating in the United States.
There is the Regional Greenhouse Gas Initiative and there is the Western Climate Initiative, which has a
carbon trading scheme, in the United States.

Senator JOY CE—California.

Mr Comley—Californiaisincluded in that.

CHAIR—We have a minute | ft before our break. If anyone wants—

Senator JOY CE—How is the Californian economy going at the moment, Mr Comley?
Mr Comley—I do not have the information in front of me.

Senator JOY CE—I can help you. It is broke.

Senator CAM ERON—Not because of emissions trading.

Senator JOY CE—You talked about the Waxman-Markey bill. Has that even been out of committee in the
United States yet?

Mr Comley—Senator, as | have said to previous committees in the past few weeks, it has not come out of
committee yet.

Senator JOY CE—It has not come out of committee, has it? So is it going to get through Congress? Can
you give me a guarantee using your modelling whether it is going to get through Congress?

Mr Comley—As | have answered previously on this, we are not in a position to make a guarantee or even a
revised forecast about a particular piece of legisation in the US. For the purposes of modelling, there are
assumptions made about the path of—

Senator JOY CE—You have made an assumption it will get through. You have said that when they go to
Copenhagen, this will have gone through. | am amazed: you seem to know more about the American political
system than the Americans do.

Mr Comley—Senator, we have not made an assumption about a particular piece of legislation going
through the US Congress.

Senator JOY CE—Because it possibly won't.
CHAIR—OKkay, the committee—

Senator JOY CE—Hang on! Your Labor Party speakers took from 8.26 to three minutes ago, and it is the
Labor Party that has decided that it is not worth having an extension of the inquiry. Senator Cameron spoke for
about 10 to 15 minutes, Madam Chair.

CHAIR—No. | amsorry, | have written—

Senator JOY CE—Madam Chair, are you fair dinkum about this?

CHAIR—I will show youinthebreak, | have written every time down and that is not the case.
Senator JOYCE—Thisisajoke!

CHAIR—The committee will have a short break in proceedings for a few minutes, and when we return we
will have Professor Ross Garnaut.
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[10.48 am|
GARNAUT, Professor Ross Gregory, Private Capacity
Evidence was taken via teleconference—

CHAIR—We come again, and thank you for attending. Do you have an opening statement you would like
to make?

Prof. Garnaut—No. | spoke to the committee some weeks ago. | am appearing at the request of the
committee and | am happy to answer questions.

Senator PRATT—Professor Garnaut, when you appeared before us last time, we had a discussion about
targets. The position since then has changed. | want to talk to you about the importance of the Australian
government making its conditional offer to encourage developing countries to also take action. Could you
comment on that please?

Prof. Garnaut—Yes. | think it was an important step. | advised the committee some weeks ago when we
last met that Australia put back on the table its preparedness to reduce emissions from 2000 levels by 25 per
cent by 2020. The calculation reported in my review would be Australia’'s proportionate part in an ambitious
global agreement to hold concentrations of emissions in the atmosphere at 250 parts per million. Of course we
would have to keep going beyond that and as | mentioned in my report our proportionate part of that global
agreement would require us to reduce emissions by 90 per cent by 2050. The focus of the Copenhagen meeting
and of the international community at the moment is on 2020 targets. By showing that it was prepared to take
this step if other countries took comparable steps or took steps that were consistent with an ambitious outcome
Australia has put itself back in the game of working towards a strong outcome.

Senator PRATT—What is the importance of the conditionality of that offer? We are prepared if you are
prepared. Is that the best way to get as many parties as possible to the table?

Prof. Gar naut—It is certainly a reasonable way. It is much more costly as well as much less beneficial to
do things on your own. The most valuable steps we can take are steps which encourage an ambitious global
agreement. It is only through a global agreement that we are going to get a strong outcome. | think the only
practical way of getting a strong outcome is by countries saying what they are prepared to do if others support
a strong outcome. You are seeing that sort of approach being adopted in some other countries, certainly in
Europe. | think now there is a reasonable chance of building momentum towards that sort of approach.

Senator PRATT—That leads me to my next question. There has been some debate and indeed some doubt
expressed on the committee whether the rest of the world is taking action on climate change. Can you flesh out
your last statement for usin terms of what action our trading partners are taking and how that moving-together
in the lead-up to Copenhagen and beyond is | ooking?

Prof. Gar naut—Anyone who says that other countries are not doing enough at the moment is quite right
just as anyone looking at Australia who says that we are not doing enough is quite right. We are not doing
anything much at all at the moment. Most devel oped countries are doing more than us at the moment but they
are not doing enough to play their part in an ambitious global agreement to hold concentrations at 450 parts
per million or lower. We all have to ratchet up our efforts and the global effort. Just comparing what Australia
is doing now with what other countries and regions are doing now, obviously we are doing much less than
Europe, which has been taking effective action for some time, nowhere near as strong asis eventually going to
be needed but they have made a start. Quite a number of states in the United States and provinces in Canada
are taking strong steps, not always in the form of an emissions trading scheme. In America, for example, so far
the preferred approach has been a regulatory one. For example, California mandating steps to reduce energy
use and emissions in vehicles, appliances and houses. They are quite radical steps which have had large
effects, but they add up to significant reductions in emissions. There is something similar in some of the states
and great cities of the north-east of the United States including New York, Massachusetts and Connecticut.

In the devel oping countries most Australians would be surprised to see how much is actually being done. In
China there are various measures to make it more costly for the highly energy intensive and emissions
intensive industries like aluminium, steel and cement to expand. They are costly measures which of course are
very much unwelcomed by the industries concerned. In Japan mainly through regulatory and other measures
has been taking a strong approach on reducing energy intensity for along time. That is one of the reasons why

ECONOMICS



E 14 Senate Friday, 22 May 2009

they used to be the world's biggest aluminium producers and now they are, | think, the world's biggest
aluminium importer, drawing alot of aluminium from, amongst other places, Australia.

South Africa has a carbon tax, and that is an important developing country that competes with Australia in
many resource industries. In lower income developing countries there is a lot of discussion of the issues but
not enough action yet. But | see in our near neighbours Papua New Guinea and Indonesia a preparedness to
look at going a long way. What they need is the encouragement of an international regime in which, if they
accept targets, they can sell permitsif they do better than their targets.

Let’s not pretend that thisis an easy job. It is not. It is a diabolical problem, getting international agreement
on a matter like this, where every individual country has an incentive to stand back and hope that others do the
work. Our climate change problems would be fixed if every country did everything and we took a free ride on
them. But we are not going to get international agreement like that. As | demonstrated in my report and as the
Australian government accepted in its white paper, Australia will be the most damaged of devel oped countries
through unmitigated climate change, so we have a very strong interest in getting a strong global agreement,
and it isin Australia’s national interest that there be a global agreement around 450 parts per million. In the
discussion that is going on in lots of countries there is a basis for building a strong global agreement. We are
not there yet, and the steps that Australia takes over the next little while have to be judged by how much they
contribute to building a strong global agreement.

Senator EGGLESTON—You made some international comparisons there, and you referred to the
European Union modd. | believe that they only auction about four per cent of permits and that we will be
auctioning about 70 per cent, so the European model does not seem to be a very substantial model.

Prof. Gar naut—I was not holding up the European model of the ETS as a model. | was saying that they are
taking substantial action on reducing emissions, and they are doing that through a wide range of things:
support for deployment of low-emissions technologies, huge incentives for deploying solar and wind
technology in some European countries, big regulatory steps on reducing energy intensity of buildings and
strong pressure for energy efficiency in cars—and their average car emits far less than the average Australian
car. The emissions system in Europe gives them a basis for reducing emissions over time, but they have not
got their act together yet. They began by giving out, as you say, most of their permits free. That led to large
transfers of income from ordinary taxpayers and ordinary citizens of Europe towards the big energy
companies—just transfers of wealth. That was one of the reasons the system became unpopular.

Senator EGGL ESTON—You mean electricity prices went up?

Prof. Gar naut—That is why, when they issued their green paper on post-2012 arrangements, they favoured
not giving any free permits to the domestic energy sector and phasing out free permits to the trade exposed
industries. You have drawn attention to an important point—that is, as countries go towards general priced
based mechanisms for reducing emissions, like an ETS or a carbon tax, there is strong pressure on all of them
to give free permits to trade exposed industries, and each one uses the argument that others are not doing it.
Barack Obama came to office with a promise to introduce a scheme that would auction all of its permits, but
obviously thereisapoalitical process going on putting pressure on that.

In the end thisis going to be a budgetary measure and a trade policy issue. If you give out the permits for
free and you till have in mind giving compensation to low-income households and giving support to trade
exposed industries as the world recovers from this crash budgetary burdens are going to be very heavy in
circumstances, in which case countries will not be able to carry them. | think there is a very big shared interest
with all countriesin the world in quickly getting to a position where we have comparable carbon pricing in all
countries so that no-one is under pressure to give out free permits because others are and one in which we can
use movement towards carbon pricing as a plus and not a minus in the immense task of bringing all of our
budgets back into reasonabl e balance within a reasonabl e time.

Senator EGGLESTON—Thank you. | would like to come back to a point you made earlier. You said that
the European scheme was not an emissions trading scheme and what we are talking about in Australia is an
emissions trading scheme. Carbon reduction is another matter but what we are actually dealing with is an
emissions trading scheme here with the CPRS. As | understand it, you are correct, the European system is not
an ETS. Chinais certainly looking at renewable energy programs and nuclear power and | understand Japan is
too. Isit prudent for us to be jumping into an ETS before the Copenhagen conference or should we really be
waiting and seeing what happens at Copenhagen and what other countries are willing to do before we jump
into an ETS when we could use other methods of carbon reduction?

ECONOMICS



Friday, 22 May 2009 Senate E15

Prof. Garnaut—Europe has an ETS. What | was saying was that the main reduction in energy use and
emissions in Europe that have actually taken place so far—

Senator EGGLESTON—I accept that but it isa minor issue.

Prof. Gar naut—L ooking forward it is very clear the way the Europeans are going. They are putting alot of
effort into cleaning up their ETS. They know they made some big mistakes in its introduction and they are
seeking to avoid them and introduce a much more effective system in the post-2012 arrangements. There is no
doubt where Europe is headed.

Senator EGGLESTON—Shouldn’'t we just wait and see what happens? There are other options. We could
end up with a very expensive ETS, which is going to cost jobs, imperil industry and see industries going
offshore, and we may find that we are like alonely little petuniain a garden patch with nobody else doing it.

Prof. Gar naut—I do not think there is much doubt now about where the world is headed especially now
that Barack Obamaiis strongly committed to an ETS.

Senator EGGL ESTON—Barack Obama may be but the US congress as such is not. A politician president
may have an aobjective but congresses and parliaments do not always agree.

Prof. Gar naut—The congress is now headed towards a cap and trade system and ETS.
Senator EGGL ESTON—Some people do not think that.

Prof. Gar naut—There is some debate in the US about the best way of going forward. My assessment is
that that is in the process of being resolved in favour of an ETS. Japan and Korea will be heading that way.
The main devel oped countries will be heading that way.

Senator EGGL ESTON—With respect, Professor, other people disagree with you.
Prof. Gar naut—In which countries?

Senator EGGLESTON—In Japan and in China. The Institute of Public Affairs does not agree with the
position you have just put.

Senator CAM ERON—Very good!
Prof. Gar naut—I did not mention Chinain that list.
Senator EGGL ESTON—You mentioned Korea.

Prof. Garnaut—There is discussion of an ETS in China and there is also discussion of a carbon tax and
other measures, and | would be less certain of which way China will end up going. | am confident that China
will accept constraints on emissions in the context of a global agreement but how that works itself out |
wouldn’t say for sure at this stage. It is clear to say which way the main devel oped countries are headed.

Senator EGGLESTON—I wonder if that is the case. Everybody might agree on carbon reduction but not
necessarily on an ETS. One of the amendments to this legislation is in regard to free permits to emissions-
intensive trade-exposed industries having been increased to at least five years under what the government
refersto as ‘ the global recession buffer’.

Those firms were previously eligible to receive 90 per cent free permits. They will now receive 95 per cent.
Those that were going to get 60 will now get 66 per cent. | wonder whether that is really sufficient to counter
the impact of the proposed ETS on the balances of those sorts of industries or, again, is this a reason for us not
to pass this legidation at this moment rather waiting to see what happens in Copenhagen and then deciding
what we should do?

Prof. Garnaut—I| am on the public record in my report and also in the evidence | gave to this committee
and the other Senate committee earlier in saying that | do not think that Australia has adopted the ideal
approach to assistance for trade-exposed industries. | now accept that we are not going to get a big reform of
that except in the context of changes in the international environment—a comprehensive agreement that leads
to comparable emissions congtraints in the main countries or agreement perhaps within the WTO on
comparable ways of achieving these things. Under the proposal of the government, comparing that with the
assistance that industries would get under a principled approach that really dealt with the carbon |eakage issue
in an efficient way, my assessment, my estimate, would be that a number of industries are getting much more
than would be necessary to avoid carbon | eakage and some would be getting less. | have accepted that that is
where our discussions are at the moment and we need progress in the international sphere to unwind the
imperfectionsin the system.
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Senator JOY CE—How much isthe world going to warm by reason of Australia's delay for one year?

Prof. Gar naut—In the whole scheme of things that depends entirely on judgments that you make about the
effects of Australia's action on a global agreement. | do not think that will necessarily have a negative effect
on a global agreement whereas | think our commitment to go 25 per cent, if the rest of the world adopts
comparably ambitious targets, will have quite a positive effect.

Senator JOY CE—I asked a specific question: how much will the world warm because of Australia not
participating for one more year?

Prof. Gar naut—I will give you a specific answer. That will depend on the effect of Australia’s action on an
international agreement and | do not think that that will be insignificant.

Senator JOYCE—So it is what the international environment does and not what Australia does that really
mattersisn’t it?

Prof. Gar naut—And what Australia does to affect the international agreement.

Senator JOY CE—I will talk about the international effect. Mr Blair Comley who was just in here said,
‘Australia’s demand for international permits will not change the price for international permits.” Would that
be based on the fact that our effect is so small that it isinfinitesimal ?

Prof. Gar naut—That would be based on that judgment, yes. Not that it isinfinitesimal but that it is small.

Senator JOYCE—It really is going to do nothing. Australia in isolation will do nothing to the global
climate.

Prof. Garnaut—Australia in isolation will have a significant effect on the global discussion of climate
policy which will affect global climate.

Senator JOYCE—That is an argument about debating, not an argument about science. If our debating
skills are good enough, we may be able to affect the international environment. But the science, the actual
hard-nosed fact, which everyone seems to be dancing around, is that what Australia emits has infinitesimally
small effect, in fact no real consequential effect on global climate.

Prof. Garnaut—Not infinitesimally small but small and it is a fact of political science and economic
science that what Australia does is relevant to a global agreement.

Senator JOY CE—Pdlitical science for meis oxymoronic. You are saying that really what thisis about isto
give us a good debating point at a certain conference in a certain European city.

Prof. Gar naut—Much more than that it is a part of what is going to be necessary, whatever the context, in
getting global action.

Senator JOYCE—You said you were confident that China would be on board. What do you base that
confidence on, Professor Garnaut?

Prof. Garnaut—Things they have already done and many discussions | have had with senior Chinese
analysts, officials and policymakers.

Senator JOY CE—So they have given you a guarantee?

Prof. Garnaut—No. It is not for them to give me a guarantee or ask for one. | am giving you an
assessment.

Senator JOY CE—Have they given anybody a guarantee?
Prof. Gar naut—I am giving you my assessment.
Senator JOY CE—Has India given anybody a guarantee?

Prof. Garnaut—No, and | have not given a similar assessment about India. Indiais not in exactly the same
position as China.

Senator JOY CE—I want to go to one thing, specifically part 10 of this bill, ‘ Reforestation” where it speaks
of the changes to encourage reforestation. |s the purpose of reforestation beneficial because of its capacity to
store carbon? Is that correct?

Prof. Gar naut—Yes, and that is potentially quite an important part of a global mitigation system.

Senator JOY CE—So you would be aware of the studies of people such as Dr Christine Jones that say that
more carbon is actually stored in summer grasses than in dry sclerophyll forest. So if we actually go down that
path, wouldn't it make more sense to be pulling down dry sclerophyll forest and planting buffel grass and
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mitchell grass because, based on the science if your premiseisto store carbon, that would be far more efficient
and that is something that we should be concentrating on. If it is not why not?

Prof. Garnaut—I say very clearly in my report that it is highly desirable that we have comprehensive
carbon accounting in the agricultural, pastoral and forestry sectors so we are giving comparable incentives for
absorbing carbon in agricultural, forestry and pastoral activities to those we give elsewhere in the economy.
What we need is a market based system that gives comparable incentives across the board. My assessment
would be that within such a system agricultural, forestry and pastoral activities would make significant
contributionsin Australia.

Senator JOY CE—Professor Garnaut, my argument is. what is the point of replacing a more efficient
carbon storage mechanism with a less efficient carbon storage mechanism and paying people to doit?

Prof. Gar naut—I am all in favour of environmental and economic efficiencies.

Senator JOYCE—BUt that is not in this bill, because if we believe in reafforestation we believe in
removing summer grass pastures which store more carbon than a dry sclerophyll forest. Why would we be
paying people to reduce the carbon efficiency unless the motive is moving away from carbon sequestration
and to another argument about forests and furry animals?

Prof. Garnaut—I am al in favour of efficient market based approaches to encouraging carbon
sequestration wherever it occurs. That iswhat | say at great length in the report.

Senator JOYCE—Let us go to another issue that people keep on talking about: trying to second-guess
America's position. There is 26 per cent of the world's global economy there so really what they do matters.
Obvioudly, they are al looking at the Waxman hbill. For the record, one senator said off the record that it has
passed the house. It has not. It has only passed the committee stage at this point. | think 33-25 was the vote.

CHAIR—Senator Xenophon, do you have questions?

Senator XENOPHON—Yes, | do further to Senator Joyce's line of questioning. Professor Garnaut, do you
see one of the problems at the moment with Australia going forward on this being that the accounting
mechanisms, particularly for agriculture, are inadequate in that they have not been sorted out yet? Firstly, is
that a fundamental problem in terms of the accounting mechanisms under Kyoto do not adequately credit the
potential benefits of agriculture in relation to carbon sequestration?

Prof. Gar naut—There are a couple of issues, Senator Xenophon. One s that the Kyoto mechanisms do not
create comprehensively sequestration through agricultural and pastoral activities and forests, and that is a
weakness of the Kyoto arrangements. | myself attribute that weakness partly to the absence of Australia and
the United States from very important discussions because Australia and the United States have a much bigger
interest in these issues than the European countries that are left with excessive influence on design when we
and our friends across the Pacific pull back. We should be working to correct that weakness in the international
agreements. It is a tremendously important weakness not only for us but for our major developing country
partners: Papua New Guinea and Indonesia and othersin South-East Asia and the South Pacific. We should be
doing all we can on that.

The second issue is that this is one reason that has been given for the emissions in the international regime.
More work needs to be done on measuring carbon in soils, pastures and forests. Australia has made very good
contributions to the supplied science in recent times. | would give very high priority to research in continuing
that work. The fact that we are not there yet in measurement is the principal reason why in my report | spoke
about bringing in agriculture and related activities ‘ as soon as possible’ rather than immediately. | think if we
give priority to development research ‘as soon as possible’, it can be soon but not right now. | think we should
be working with other countries with a strong interest in these matters, including Indonesia, Papua New
Guinea and the small countries it is working with in the rainbow coalition and also the United States, towards
the international regime accepting comprehensi ve carbon accounting.

Senator XENOPHON—Finally, in questioning by Senator Macdonald at another parallel committee
looking into emissions trading, | think your view, Professor Garnaut, was that it was aline ball decision—

Prof. Gar naut—Yes.

Senator XENOPHON—as to whether we should go ahead with the previous targets. Is your view the

same? In other words, should we wait until Copenhagen, or has your view changed since the changes
announced on the 4 May?
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Prof. Gar naut—When | was asked by Senator Macdonald and answered that it was line ball, | said that
there were three steps the government could take that would make it substantially beneficial. The first of those
measures was to put back on the table the condition of 25 per cent reduction of emissions by 2020. The
government has done that, so my assessment is that it now would be clearly a positive for this bill to be passed
into law.

Senator XENOPHON—Even though there are concerns, such as from the Minerals Council in media
reports today by Mitch Hooke, their CO, saying there are issues about the transitional eements of it and that
jobs that could be lost because of concerns about the design features of the scheme?

Prof. Garnaut—I| am not in a position to comment on every detail that Mitch Hooke has raised. As | have
said, the treatment of the trade exposed industries does have some characteristics that | would consider to be
lessthanideal. | think the most important thing is that we make it clear we are going to get rid of the system of
assistance for trade exposed i ndustries when the rationale for it disappears. The rationale will have disappeared
either when we have comparable emissions constraints in a large part of the rest of the world or when the
major countries of the world have agreed on a comparable and principled approach to assisting trade exposed
industries.

Senator CAM ERON—Professor Garnaut, | would be happy for you to take these questions on natice. |
want to come back to the reports in the Australian this morning—headlines like, ‘ Carbon plans will cause jobs
carnage’ and ‘ Climate change warning: emissions trading scheme to “cost 24,000 jobs’‘. In the body of the
second report it says that 11,440 jobs will be lost in Queensland by 2020. Why didn't your analysis pick this
up, if thisis correct? | would like you to give some thought to that. You can answer it now or in the future.

Secondly, Senator Joyce has raised another issue that | think is a bit of a furphy and | would like your
analysis of that. He is linking the budget problems in California with the initiatives that Governor
Schwarzenegger has taken on climate change. As | understand the situation from the Governor’'s own
website—

Senator JOY CE—ONh, that's a reputable source!

Senator CAM ERON—the problems in California are fluctuating tax revenues and autopilot spending, not
anything to do with climate change. | am not sureif you can comment on those issues.

Prof. Gar naut—I am a busy person, and | am afraid | have not read the Australian this morning. Now that
you have mentioned these things, | will in due course. But | did take seriously the question of employment; it
was something that we discussed considerably in the review and in discussions with other parties. Thereis no
reason to think that a regime of ambitious emissions reduction will lead to a net fall in jobs. There will be
increased jobs in some industries and reduced jobs in others. It is likely that the reduction in jobs in some
industries will mainly take the form of reduced expansion in future rather than sudden reduction, athough it
cannot be ruled out that in some businesses there will be early reductions. But overall there will be as many
new jobs created as old ones lost. On the Californian situation, it would be drawing a very long bow to say that
the fretful budgetary problems of California have anything to do with Governor Schwarzenegger’s approach to
reduction of emissions.

Senator JOY CE—It would be drawing a very long bow to say they do not.

CHAIR—Thank you, Professor Garnaut, for giving us your time again this morning.

Prof. Gar naut—I am very happy to do that. Good luck with the rest of the work.

CHAIR—Thank you.

Senator CAM ERON—Governor Schwarzenegger used to be your hero, Senator Joyce. Things change.
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[11.23 am]|
TARRANT, MsMaria, Director, Policy, Business Council of Australia
Evidence was taken via teleconference—

CHAIR—Thank you for giving evidence on behalf of the Business Council of Australia this morning, Ms
Tarrant. Do you have an opening statement you would like to make?

Ms Tarrant—Yes, | will do that. First of all, many thanks. | appreciate you arranging the teleconference. |
will just make a quick statement, and then we can go to questions. By way of background, the BCA
membership consists of the CEOs of 100 of Australia's largest businesses. The work of the BCA revolves
around national public policy, and our, if you like, underpinning interest is that of sustaining growth and social
prosperity. The CEOs within the BCA come from all sectors of the economy, including manufacturing, the
industrials, chemicals, mining, business services, ICT, consumer services, financial services and health
amongst others. The way we come to our policy positions is through research and discussions led by task
forces within the BCA; the membership of those task forces consists of the actual CEOs.

The BCA membership came to the policy debate about global warming not as scientists and not from the
point of view of international relations. In November 2006, it was agreed within the membership to relook at
the issue with regard to global warming from, if you like, a risk management perspective and how to manage
therisk at least cost, and it is those factors that have driven the work of the BCA in the subsequent three years.
Over that time we have released three reports—the first in April 2007, with another in May 2007 and, most
recently, one in August 2008. During that time we have also made submissions to both the previous
government’s Prime Ministerial Task Group on Emissions Trading, the Garnaut review, this government’s
green and white paper processes and, more recently, the Pearce review and the Senate committee’ s reviews.

At the core of the BCA's position are five critical elementsin responding to global warming. The first is that
the BCA bdieves that global warming is a global problem which can only be solved by a global solution. The
BCA's policy position in relation to the risks of global warming is that you need to take a multifaceted
approach and that that needs to include emissions trading, research and devel opment, adaptation and energy
efficiency. A well-designed emissions trading scheme capable of international linking has the potential to be
the least costly way for Australia to move to alow-emissions future and to contribute to a global solution. The
introduction of a national emissions trading scheme, though, must, in the absence of a global approach, be
done in a way that maintains competitiveness. The setting of Australia’s targets and caps must be done
recognising what is physically possible within the electricity generation sector and in a way that facilitates a
plan to transition to low-emissions technol ogies.

If | come specifically to the CPRS legidation, | think it is fair to say that the BCA was extremely concerned
when the green paper was released. In our work ‘Modelling Success in Designing an ETS that Works', we
highlighted a number of design issues and their likely adverse impacts on business. The government then
made a number of subsequent changes between the green paper and the white paper. At the time of the release
of the white paper, we noted that some individual companies still had very specific concerns unique to their
business or sector and that both the BCA and those companies would continue to address these issues with
government and the opposition.

With the release of the exposure draft we, along with others, continued to highlight the need for further
changes, especially in light of the global recession. The government announced a number of further changes
on 4 May which have been supported by the BCA, including the deferment of the start date, the GFC buffer
and the fixed permit price for the first year. Greg Gailey, who is the President of the BCA, noted in his
statement following those announcements that the changes should be included in any legislation and that
certainty about the timing and the rest of the details of the CPRS were essential to enable business to plan for
and respond to the impacts of the CPRS. At the same time, he noted that the BCA would continue to work with
government to ensure that the assistance delivered in the CPRS achieved the objectives of both preserving jobs
and avoiding carbon | eakage. He also sought a bi partisan approach to working through the details.

Coming to the bill that was released on 14 May, | have to be perfectly honest and say we are still working
through the large number of pages. What | have to say today reflects, if you like, a work in progress. Even
with the introduction of that legislation, there remain many details that are still to be resolved, and it remains
unclear to us that the proposed treatment of the coal based electricity generators will ensure a smooth shift to
low-emissions electricity generation. There is a risk of disruptions in the sector if the CPRS is not improved.
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There are also outstanding issues related to the treatment of the coal industry in the absence of a global carbon
price, and there remain significant matters of detail to be resolved in relation to the emissions-intensive trade-
exposed industries. This goes to matters of definition of the activity, the formula for value-adding, the level of
permits to be all ocated et cetera.

So getting the detail of the scheme right means, from our perspective, that we need to know that the scheme
does not include the risk of reducing competitiveness or that it brings with it a disruptive transition of the
eectricity sector or a deferral of investment, business closures and job losses. Business will need to consider
both the act and the regulation to be sure that the details are right. Once the detail isright, we would like to see
the legislation passed this year so that businesses are clear about what is expected of them and so that they can
plan for the impacts of the CPRS. But what remains critical is to see all those details. | think that sort of sets
the scene from the BCA's perspective, and it might be best to move to your questions.

Senator JOYCE—I am going to go through a few things. With respect to part 3, division 6, of the
amending legidation, the transfer of liability in joint ventures and the prevention of liability being transferred
to aforeign entity because of the difficulty in enforcements on foreign entities and maintaining consistency, as
per clause 73(b), do you envisage any problems with sovereign wealth funds and the capacity of their
involvement in the mining sector and possible discrepancies between an Australian based mining company and
aventure with access to a foreign sovereign wealth fund?

Ms Tarrant—As | said, we are still going through the detail and, to be honest, the whole issue of
ownership and transferring of liabilities is one of the areas on which we are still seeking some advice. Can |
take that on notice and get back to you?

Senator JOY CE—It is pretty complicated, isn't it? We need a lot more time to go through things such as
that, don't we?

M s Tarrant—It is certainly taking up alot of timeto go throughiit.

Senator JOYCE—That could have a vital impact on Australian miners and their capacity to compete
against external minersin our own country?

M s Tarrant—Because we are till trying to be clear about what is intended and how the drafting can be
interpreted, we actually do not know whether it will but we are concerned it could. As | said, | will get back to
you as quickly as we can, but we are still taking advice.

Senator JOY CE—The part 3, division 6, amendment amazes me a little bit, because | wonder who will be
lobbying to exempt foreign entitiesin our nation?

Ms Tarrant—I do not know the background to it. As | say, from our point of view, we are looking at the
legidation asit is drafted, not how it got there.

Senator JOY CE—Because there is no exemption for domestic entities, so | suppose it must be someone
from overseas who is |obbying our government for that exemption.

M s Tarrant—I do not know.

Senator JOYCE—I also want to go through part 4, division 3: the deeming of assets to be personal
property. What is your view that this would have a capacity to get to a tipping point into deeming an asset to
be a non-real-property asset; therefore a foreign entity would be capital gains tax exempt on sale and
purchase?

Ms Tarrant—You are probably going down through all the same levels of drafting here that all of us are
currently trying to unbundle and clearly trying to understand the implications. We think it could have an
unintended consequence and we have a series of questions out to member companies trying to get to the
bottom of this.

Senator JOY CE—That is another thing. You would then have a domestic company that would be up for
capital gains tax on the purchase and sale, but another company, because it is an overseas entity, would be
exempt from capital gains tax on non-real-property assets and, because the credits are deemed to be personal
assets, that could have the capacity to take them to atipping point to make them a non-real-property asset. This
is another complication that has not been properly fleshed out because this inquiry is not going for long
enough.
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M s Tarrant—I guess we all working to whatever the time constraints are. We are working as fast as we can
to get to the bottom of it and to understand the implications of this legidation. That is why my comments
today are awork in progress.

Senator JOY CE—The other matter is the hoary chestnut that is belted around. We have gone through the
technicalities and showed the deficiency in the assessment of them, but let us now go to a big picture item: the
issue of green jobs. Where on earth are these green jobs going to be and who will we be competing against and
where is the modelling that says they have the capacity to pick up the slack from the mining industry?

M s Tarrant—We have not done work trying to separate out what you might call green job versus a non-
green job. In terms of talking with the BCA membership we can identify there will be jobs emerging around
the CPRS or as a result of the CPRS. We have not done any work on what the quantum of those will be and
whether they are substitutable.

Senator JOY CE—These are questions | would like to have asked the department, but | did not have time.
You have said you had a lot of difficulty working through the 1,300 pages.

MsTarrant—Yes.
Senator JOY CE—How are you going? Where are you up to?

M s Tarrant—What we have done is focus on the areas that we have had a particular interest in, which is
around the EITES, the electricity sector and what is happening in terms of the objectives and the principlesin
the legidation. That has been our first order. We have got a number of people looking at some of the tax issues
and, dare | say, the liability issues and the treatments of the assets. | guess we are working under the same time
constraints everybody elseis.

Senator JOY CE—And you have had the capacity on these 11 pieces of legislation to do the modelling for
your members and to get back to them to tell them what the repercussions are so you can make a value
judgment in your representations to palitical members on how they vote?

Ms Tarrant—We have not done modelling, | do not think, in the terms that you mean it. We are going
through and alerting members to the issues and i mplications and seeking their feedback.

Senator JOY CE—With the advent of free permits, do you see that there is any capacity there for that to
exclude entry of new participants in a market, especially the mining market, because one person has free
permits and another person does not?

Ms Tarrant—Our understanding—and we are still going through the legidation—is that it will not
preclude new entrants. In fact, the new entrants will come in under the same arrangements. We are just
checking that.

Senator CAM ERON—Does the BCA accept the science that has become the consensus on climate change
and the view that we have to have a global response to reduce the carbon footprint?

Ms Tarrant—As | said in the opening statement, BCA membership really have come to the policy issue not
as scientists and not from the point of view of international relations. We have really said that, in light of what
is happening in terms of other research and commentary, we needed to think through what was the best risk-
management approach and then, if you think about markets as a way to get a least-cost response, how you
would use market mechanisms to provide the levers for the risk management.

Senator CAM ERON—You say the ‘least-cost response’, but there is obviously a cost to dealing with this
global challenge. Isthat accepted by BCA?

MsTarrant—It is, yes. The reason we say ‘least cost’ and not ‘ no cost’ is that we recognise there will be a
cost. From our perspective, to try and minimise that cost you do want a global response. Certainly, in the
absence of that global response, whatever you put in place in Australia as the interim arrangement has to have
some sort of compensatory mechanisms that make sure our competitivenessis not put at risk.

Senator CAMERON—The mining industry are extremely vocal in terms of the current situation,
especialy the Minerals Council. The BCA have had a long time to look at the Treasury modelling and the
modelling done by Professor Garnaut. | have not seen any critique of that modelling that says that there will
not continue to be growth in the Australian economy over time and that that growth will be robust. Does a
BCA have a different view to that?

Ms Tarrant—If you look at the Treasury modelling, what you are doing is comparing a current point and a
point in the long term. You would expect, with general equilibrium modelling, to balance out a number of the
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issues over time. | think what concerns the BCA and a number of other organisations is the transition process.
If you think that you might see jobs coming out of a sector but being replaced by jobs in another sector, at a
macro level that might all balance out but at a micro level what would be of concern is how the substitution
happens and what sort of disruption or dislocation there is. That is why, from our point of view, managing the
EITEs properly and thinking about how you skill up for the transition and how you manage it become critical
elements.

Senator CAMERON—The transition process is part of the short-term response. The BCA have been
critical about short-termism in Australia and have actually published papers on short-termism. Do you agree
with some of the arguments that the BCA put forward in that paper—that we really need to look at the long
term? If you agree with that, isn't the real long-term issue reducing the carbon footprint globally?

Ms Tarrant—The long-term issue from BCA's perspective is how Australia contributes to a global
response. But part of addressing that |ong-term issue is how you manage the various steps along the way. We
do not actually know as a country what that transition period is because it is very much dependent on how
different countries internationally respond and what comes out of Copenhagen and subsequent international
agreement. To think that the transition is short term, that is one or two years, | think would be a bit naive. We
may well be in gradual transition over a much longer period of time. If you go to the electricity sector, thereis
no way you can suddenly switch off the current way we get our eectricity in Australia and switch on a
different way in a matter of afew years. That is going to take a decade of investment.

Senator CAM ERON—Has the BCA studied the national climate change program announced in Chinain
June 2007, or the act on climate change 2009 in South Korea, or India’s national action plan on climate
change? Have you had alook at any of the initiatives that are taking place globally?

Ms Tarrant—We do keep, if you like, a high-level review of what is happening internationally, whether
people are looking at using energy efficiency policies or other sorts of mechanisms to respond. One of the
reasons why we were supportive of what the government has proposed as conditions and the method of
checking the conditions in terms of shifting from lower to deeper targets is that that actually provides a
mechanism by which you can actually evaluate what those other countries are doing in practice and what that
doesto Australia’s competitiveness.

Senator CAM ERON—Does BCA support the argument that Australiais acting unilaterally?
M s Tarrant—I do not know what that means, sorry.

Senator CAM ERON—This has been a big part of the debate. | am surprised you have not had look at it.
Mitch Hooke, the chief executive of the Minerals Council, was very strong in his argument to previous
committees that Australia was acting unilaterally. | think it is quite simple: we are either acting unilaterally or
we are not.

Ms Tarrant—The terminology has been used by journalists to mean different things in different spaces. If
you look at what the previous government was doing towards the end of its time and what this government is
doing now, my view is that they are gearing up to be part of some sort of global response. So | do not
necessarily think setting targets and going into international discussions of itself is acting unilaterally. What
would be acting unilaterally is for us to do something that ignores what is happening internationally. This
comes back, from my perspective, to how we manage the trade exposed emissions intensive industries. If we
do not have a mechanism that calibrates the treatment of those sectorsin line with what is happening in other
competitive countries, in effect we would be acting unilaterally.

Senator CAM ERON—BUt you are not arguing that the government is about to set off on unilateral action
which would create devastation in the employment sector of Australia, are you?

Ms Tarrant—No, what we are saying at the moment is that the devil is in the detail. Until we know how
the trade exposed emissions intensive industries are going to be treated and how that competitiveness risk is
going to be managed sector by sector in the intervening time until there is a global carbon price, we need to
know that to know that we would not actually be putting jobs and things at risk.

Senator CAMERON—Coming back to the initial question | put to you, you say you monitor
devel opments overseas. Professor Garnaut has just given evidence to say that we are probably doing less than
even some of the developing countries overseas. | have quoted some of the acts that are in place in China,
India and other countries. What is your view? Do you think we are doing too much at the moment?
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Ms Tarrant—You can announce a whole range of policies and programs and acts of legislation—and it
does not matter whether you are a developed or developing country—but the challenge is whether they
translate to actions on the ground. The challenge, particularly if you look at, say, China, is that | do not know
that anyone knows what is actually happening at the moment. If you look at some of the announcements in
terms of India, they are prospective, not current. So | can see where Professor Garnaut is coming from,
because there have been all these announcements. But, from a business perspective—and when you are
worrying about competitiveness—you want to know how that translates on the ground and what that actually
means to keeping alevel playing field. We at the BCA are not confident we know at the moment.

Senator CAM ERON—Sorry, you are not confident you know what?

Ms Tarrant—We are not confident that we know what it is trandating to on the ground. The timing for
when those policies will take an effect on the competitiveness of, say, steel and coal out of China versus from
Australia. That is why, if you look at what the government has proposed around conditions for shifting the
targets, the independent review is so critical.

Senator CAM ERON—So you do not know whether China has imposed an export tax on energy efficient
industries, including a 10 per cent tax on primary sted products? You do not know that?

M s Tarrant—We do not know how that is actually trandl ating.
Senator CAM ERON—-BUt do you agree that they have imposed the tax?

Ms Tarrant—We agree that it has been announced. We have not seen how it is working in practice. This
has been a discussion not just for China but for a number of countries in the last six months. It is a bit like
looking at what is being proposed at the moment inthe US. How will that trandate? We do not know yet.

Senator CAM ERON—OKkKay. | may have some questions on notice.
M s Tarrant—That would befine.
Senator CAM ERON—Thank you.

Senator XENOPHON—In relation to the whole transition, is what the BCA is concerned about in going
from a high carbon to a low carbon economy the transitional costs? What do you say would be an alternative
method of still getting to the same target in terms of reducing greenhouse emissions without the same level of
transitional costs?

M s Tarrant—What we are concerned about is the process of transition and managing it in a way that does
bring unnecessary shocks. The BCA's position has been, after much consideration, that a linked world
emissions trading scheme is the best way forward. We have had discussions within the membership and,
assuming it isawell designed ETS, at the end of the day it will give companies the discretion to work out how
best to manage this. It is quite a different proposition to say a tax. So when we start from that principle then
the next thing for usisto ask: ‘What is the mechanism that facilitates management of the electricity sector and
what is the mechanism for facilitating management for trade-exposed emissions-intensive industries?

What we are concerned with at the moment with the electricity sector is that what is in the bill itself may
not be sufficient to actually deal with asset impairment. It may not be sufficient to deal with working capital
and hedging issues. You have got a conflict because you have got states capping € ectricity prices, so how do
you actually reconcile putting the price up to manage the impact of the scheme et cetera? They are the things
that we are still wanting to talk about with anybody who will listen to us over the coming weeks to get them
right around electricity.

With the emissions intensive trade exposed, until we know what are going to be the final activities covered
in each of the sectors and then to what degree there are administrative allocations of permits, and until thereis
aglobal price, we do not know whether those transition policies are going to do the job or not. That is why |
come back to: the devil isin the detail and seeing the regs is going to be really important.

Senator EGGLESTON—On that very line, a major independent analysis conducted by the Centre for
International Economics concluded that the government and community could have little or no knowledge of
the cost and effectiveness of the government’s proposed emissions trading scheme over the next 20- to 30-year
transition period because ‘there is no analysis of the different scenarios concerning the start date for other
countries during that 20- to 30-year transition period, there is no analysis of the impact of the global financial
crisis and there is no empirical analysis of alternative approaches to achieving a reduction in CO2 emissions'.
That troubles me and | am sure it would troubl e the Business Council of Australia as well.
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MsTarrant—Thereis a plethora of different bits of modelling which will deal with some of this, mainly in
the long term, and some of it will be for a particular sector with particular assumptions. The concern that we
have had within the BCA is. how do you design a scheme that can actually be robust enough to deal with what
might come out of any of that modelling? If you get the mechanisms around the emissions intensive trade
exposed right, if you get the mechanisms around electricity right, if you manage the international linkage and
make sure you get access to the cheapest permit structures, then in a way you have built the building blocks to
deal with what the modelling might throw up. So | guess we have taken a dlightly different approach.

Senator EGGL ESTON—I understand that. Nevertheless, it is still a matter of great concern.

Ms Tarrant—The challenge will be that modelling of itself can give you important parameters and ranges
but it is not the solution. We do not have that many resources within the BCA so our energy has gone into
finding ways that are robust enough to manage whatever comes out of the modelling, not to do the modelling
itsalf.

Senator EGGLESTON—The coalition's greatest concern is that the Rudd government has, deliberately,
largely ignored the impact of its proposed ETS scheme on our competitiveness and jobs in the first 20 years of
transition if major competitors do not reciprocate by establishing an ETS. The design of the Rudd
government’s scheme assumes that our major competitors will move to put in place a major new tax on carbon
in the early years. Our concernis: what if China, India, Indonesia, the Middle East, South American countries
and many of the other competing devel oping countries do not apply atax for carbon for 15 or 20 years?

Ms Tarrant—We would share exactly the same concern, that Australia would be at risk if there is not a
carbon price internationally that all our competitors are putting on their products. That is why we have put so
much energy into how you deal with the trade exposed emissions intensive industries and how you deal with
the electricity sector, becauseif you get the right interim policy instrumentsin place—

Senator CAM ERON—BLUL, on this point, you gave evidence that you did not see that Australia—
Senator EGGL ESTON—Senator, with respect | am asking questions now.
Senator CAMERON—Thisison this point, that Australia—

CHAIR—Senator, it is very confusing with people talking in a teleconference. Senator Eggleston has the
call.

Ms Tarrant—I| must admit | could not understand the interplay. | will finish my answer. We are concerned
that we ought to maintain Australia's competitiveness in the absence of a global price, and that is why we have
focused on whether what was in the previous government’s model or what is in this government’s approach
has robust levers or specific policies that maintain the competitiveness, because we will have to do that
internally here, unlike countries that are not part of an international program that can somehow or other
discount and make the equivalence.

Senator CAM ERON—Ms Tarrant, the basis of that question—
Senator EGGLESTON—I have the floor.

Senator CAM ERON—I am entitled to come in on that issue.
CHAIR—NOo, excuse me.

Senator EGGL ESTON—Chair, | do object inaformal sense, that this isan outrageous interruption. | have
to finish my question.

CHAIR—Senator Eggleston, you do not have to object in a formal sense. Continue with your question,
please.

Senator CAM ERON—You are such a sook.

Senator EGGL ESTON—Senator Cameron, | think you should learn the rules of conduct of the Senate.
Senator CAM ERON—You should behave yourself, then, and stop being such a sook.

Senator EGGL ESTON—We are not in a union brawl at the moment. | know you know a lot about that.

Ms Tarrant, the problem is that Treasury has never modelled those scenarios and yet the government is
proceeding to introduce this legislation and wants it passed by the end of June. We feel that that imperils
industry in Australia. | put this question to you: would you not think it was more prudent to defer this
legidation until that Treasury modelling has been done so that we do know where we are going before this
legidationis put in place and so we do know what the outcome of the Copenhagen conference will be?
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Ms Tarrant—If | go back to what | said in the opening statement around that—the issue, if you like, of
timing—the discussion amongst the BCA members has been to focus on knowing what the scheme details are
and getting them right. To do that we will want to see both the draft act and the regulations to be sure that the
detail is right. Once we know that is right, we would like to see the legislation passed this year so that
businesses are clear about what is expected of them so they can plan for the impacts of the CPRS. The integral
concern for the BCA is to see and know the detail is right. Having the detail right is about having mechanisms
that make sure our trade-exposed emissions-intensive industries are not at risk in terms of competitiveness and
that there is a mechanism that makes sure we do not have disruptions in the el ectricity sector.

Senator EGGLESTON—BuUt isn't that an argument for deferring passing the legidation until there is
proper modelling done and analysis produced on those very issues?

M s Tarrant—Not necessarily, because—
Senator EGGL ESTON—WEelI, you cannot do it in two weeks, and that is all you have got.

Ms Tarrant—I think there is for us a concern around the sequencing of the act versus theregs. A lot of the
detail to do with the emissions-intensive trade-exposed is in the regs, and that is what we will want to see. |
still can imagine that you can get both the regs and the act reviewed by business before the end of the year.

Senator EGGL ESTON—You haveto get it donein the next two weeks, with respect.

Senator PRATT—I will put my questions on notice and will defer my couple of minutes to Doug. Thank
you.

Senator CAMERON—Ms Tarrant, you were questioned by Senator Eggleston on the basis of a
hypothetical about Australia moving ahead of its competition and acting unilaterally. | will put the question to
you again: do you have any evidence that Australia is about to act unilaterally and ddliberately put jobs in
jeopardy in Australia?

Ms Tarrant—This is where | feel like we are playing with words a bit. The government has announced a
unilateral minus five target. That is irrespective of what happens internationally. Business has said that that isa
hard ask. The issue about whether we are about to put an emissions trading scheme in place in away in which
itisunilateral is a different question. There are emissions trading schemes el sewhere. From our point of view,
what we are looking at in the emissions trading scheme is regulations and legidation that make sure we do not
put our emissions-intensive trade-exposed industries at risk because our competitors do not have an equivalent
schemein place.

Senator CAMERON—BUt do you accept that the government has put in place appropriate checks and
balances before we move to a higher target, and that requires an ambitious global deal?

Ms Tarrant—VYes, that is what | indicated. The BCA has supported the conditions that are there for the
transition to the minus 25 and the independent review to check that those conditions are met. From our point
of view, making sure all those commitments are met and using that independent review to do that remains
important—is essential .

Senator CAM ERON—If the government meets its commitments on those issues then this argument from
Senator Eggleston that we will put our business in some severe disadvantage does not stand up, does it?

M s Tarrant—If the commitments that are in the shift from the minus five to the minus 25 are evidenced—
and that requires action not by Australia but by our international competitors—then we would not be
disadvantaged relatively.

CHAIR—Thank you for taking the time to give evidence to the committee.
M s Tarrant—It was a pleasure. | think Dr Grant has an email address for any questions on notice.
CHAIR—Thank you very much—that is good of you.

Proceedings suspended from 12.00 pm to 12.49 pm
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MORAN, Dr Alan, Director, Deregulation Unit, I nstitute of Public Affairs

CHAIR—The committee has reconvened. We welcome Dr Alan Moran from the Institute of Public Affairs.
Would you like to make an opening statement?

Dr Moran—Sure. | will keep it brief. | want to traverse some of the stuff we heard before as background. |
am not going to go through the whole of the prehistory, but, basically, what we have seen in terms of climate
oscillations. Since about 1,400 BC there has been a warmer climate, and we have seen all civilisations
flourishing. It has been going up and down since then. In early Roman times, the Tiber used to freeze and a lot
of civilisations declined. The sorts of things regarding temperature that are most familiar to us have happened
since warming. During the Roman times we had the Roman warming, with vines in northern England and vast
population increases in central Asia. Roughly at that stage, 200 B.C. to 500 AD, temperatures were about two
degrees Centigrade warmer than today. We saw temperatures falling in the Dark Ages, the medieval warming,
with the Viking colonisation of Greenland et cetera, and then a cooling again. So we have seen a lot of
oscillations.

In the past 100 years we have seen temperatures increase until about 1940. Then there was a dlight fall, and
then an increase again until the mid-nineties. Since then it seems to have fallen again. Theoretically, al things
being equal, the warming accompanying a doubling of preindustrial CO2, which is 280 parts per million,
would be about 0.3 degrees Centigrade to one degree Centigrade—just that on its own. That temperature is
logarithmically associated; therefore, with each doubling it diminishes and it peters out as an effect at about
900 parts per million. To arrive at the more alarming temperature increases projected as a result of increased
human induced CO2, the model used by the IPCC and others bring in the feedback, and that feedback on
seven models raises the temperature effect of CO2 to two degrees to five degrees Centigrade. This is quite
disputed. Bill Kininmonth, who is the former head of the Australian National Climate Centre, has mounted a
very strong case that major positive feedback of that nature isimpossible. NASA's Roy Spencer has produced
evidence that the feedback is actually negative.

One feature, though, of the association of warming and CO2 in the past is that invariably the CO2 increase
followed the warming, not vice versa. That does not actually mean that it is impossible for the effect of
increased CO2 to trigger an increase in temperatures but it does undermine somewhat the carbon association.
In this respect | think it is worth mentioning that the earth’s warming over the past century is pretty similar to
the warming that has taken place on Mars, Jupiter, Neptune and Pluto, where the temperature changes, like
those on earth, at least in the past, are almost entirely governed by changes in solar radiation. | do not make
these points as an expert as such in climate science but as a background to the various oscillations and the risks
that are prevalent in Australian government policy on climate change.

In terms of the economic effects and what leads to them, it is barely conceivable that the world can stabilise
CO2 emissions. To do so, we are talking about emissions at alevel of about three tonnes per capita. At present,
Australia does 16 tonnes, the United States does 20 tonnes and the EU does nine tonnes. China, which is only
one-third developed, is already at 4.5 tonnes. In other words, it is 50 per cent above the level at which the
world has got to be—even in China's case. India is somewhat below that. If Australia closes down its entire
coal industry, including the 85 per cent of eectricity that is coal generated, we will still not get close to the
target. If we replace coal with gas and add 50 per cent to the price, it would till leave very high emissions.
Replacement by wind would not be feasible, and wind is, in any event, three or four times the cost of coal. The
only two feasible means of getting there are nuclear, which is a cost similar to the entire national economy, or
poverty, if we go backwards in terms of living standards.

Australia’s goal is to reduce, as you know, the emissions by five to 25 per cent by introducing the cap and
trade carbon tax, which is designed to change behaviour of businesses and consumers. These measures are
accompanied by a funding which seeks to drive technical solutions in terms of green buildings, green coal,
renewable energy et cetera, and these fundings, which are already in the budget papers and have been for some
time, are threefold. We have the MRET system, which with state schemes and other measures will require by
this year 10 per cent of electricity to be supplied by subeconomic renewable resources, and that is at a cost of
$843 hillion. We have got various subsidies in this year’s budget which are about $500 million specifically for
greenhouse matters;, more than that because there are some issues which are not classified as greenhouse but
are related. And then there are the state matters too. The third one is that we have got various regulations the
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most important of which is five star on building and housing in particular, which has a tax equivalent of about
$1 billion.

If you were to combine all that together and make it into a tax, it would be a tax on static forms of energy,
dectricity et cetera, of about 10 per cent. Not very long ago 10 per cent, which is what we presently
theoretically impose, would have been the level people were saying was necessary to do the trick to eliminate
carbon or to severely erode its presence. Cap and trade will go on top of those sorts of things and will add
additional costs. | think many of you would have seen submissions from industry. For example, Caltex has
said that just to survive would cost it $23 million to $40 million a year to purchase the carbon credits and that
that would not be borne by its competitors overseas and in the end, of course, Caltex would relocate, which
would mean the end of a valuable production facility. OneSteel has made some similar suggestions. Alcoa has
warned that it would need to shed its two Victorian aluminium smelters, two of the stat€'s most important
facilities. Again, that output would be simply replaced by other output from countries which are not intending
to apply a carbon tax at the present time. There are other effects on the dectricity producers. TRUenergy has
said that as a firm it would need to cease operating by 2015. It is saying that | think not as a threat, it is saying
that because it is looking at its memorandum of association and its |oan book et cetera. And it suggests that
Loy Yang and I nternational Power would be in the same boat. That is 90 per cent of Victoria's dectricity.

If an ETSis to be implemented globally, as of course it must be, it would require the elimination of coa as
a source of energy unless there is some cheap form of carbon capture and storage. There is no prospect of that
on the horizon. Australia has got about 76 billion of coal reserves. If we wipe out coal as a possible use, for
Australia, even if coal is worth as little as $10 a tonne, it is a sacrifice of $760 billion wealth, if you like, just
from coal and compounding that we would have wealth shedding from shale oil and gas and various other
things.

An ETS would not only stifle current business operations but would virtually eliminate new investment in
power generation as well as other energy intensive processing. Leakage would be inevitable despite of the
energy intensive allowances which are in place. All they would do is retard—

Senator JOY CE—You say 76 billion. What time frame are you talking about?
Dr Moran—Basically in order to achieve the stabilisation of carbon, it means you have to wipe out coal.
Senator JOY CE—Are you saying that the whole resource in the ground is only worth $76 billion?

Dr Moran—No, it is $760 hillion. It is probably worth more; that is just valuing it at $10 in the ground a
tonne. It is probably worth more than that. If anyone has got a better guess that is great.

CHAIR—I think that sound shows we have lost Senator X enophon’s teleconference link for the moment.

Dr Moran—I will just finish very briefly. It would require an awful lot to do this. It is not only the
developed countries that would need to reduce their emissions levels to one-third, or whatever, of their present
levels but also the developing countries that would need to do that, and it would nip in the bud any chances of
them devel oping. These issues are compounded if Australia is to take a very high, proactive position on this.
We are 1.2 per cent of global CO2 emissions. |If we move in advance of other countries we will lose an awful
lot of industry as well as the value of the coal and al the other natural wealth we have. One of the key
outcomes of the Treasury modelling which offers a promising policy approach is that Treasury estimate that
the cost of doing nothing to 2020 and then catching up with the 2050 target thereafter, should the need of such
action prove necessary and achievable, would be 0.3 per cent of GDP by 2050. It seems to me that, even if this
is not overstated, 0.3 per cent of GDP is a reasonable insurance policy price to pay, rather than imminently
embarking on the measures that will be, in the white paper’s words, ‘the most significant structural reform of
the economy since the 1980s. By 2020 the need for emissions reduction policies will be clearer and
presumably we will have access to al the technological advances that Treasury claim will be forthcoming by
that time. It seems to methat preparing for the action but deferring doing anything concrete would be an ideal
solution for Australia.

CHAIR—Thank you.
Senator CAMERON—Do you agree with the proposition that is up on your website sourced to David
Bellamy, who talks about scepticism? He says:

The first question most people ask me these days are how could all those global warmers have got it so wrong? My
answer is to remind them of the millennium bug, the dot com bubble and the credit crunch, together these have caused
tens of thousands of the worlds' most highly paid and computer literate people to succumb to a mass hysteria.
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Is climate change a mass hysteria?

Dr Moran—I do not know. It is not my area of expertise. | note that there are alot of doubts put forward by
people like Bellamy. There are very prestigious scientists, like Lindzen and others, who have their doubts.
From my perspective, all | amlooking at is: what would it cost Australia to start doing the sorts of actions that
are being proposed?

Senator CAMERON—That isfine. | amjust saying you pick this up almost immediately when you go to
the IPA website, soit is given quite a big focus on the website. | think it setsatone for the | PA.

Dr Moran—You may say so, but | do not agree that it sets the tone for the IPA. It is not really our core
business. | do not think that is the major front page of the IPA at the present time. It may have been when you
looked because it was a contemporary piece.

Senator CAMERON—You say it is not your core business, yet you went to China to have a look at
climate change.

Dr Moran—I did indeed.

Senator CAM ERON—AnNd your report runs to about two pages.

Dr Moran—When | say it is not our core business, | mean science is not my core business. My core
businessis the economics.

Senator CAM ERON—Did you have alook at the economics on thisin China?

Dr Moran—Yes.

Senator CAM ERON—AnNd you produced a two-page paper. Is that it? Is there something | am missing? Is
there more?

Dr Moran—No, you are not missing anything.

Senator CAMERON—That isyour analysis of China?

Dr Moran—I would be very pleased to do a longer oneif you wish.

Senator CAM ERON—Can you explain the key issues that China have adopted in the National Climate
Change Program?

Dr Moran—They have magjor subsidies for wind. | am not sure what proportion of Chinese electricity is
wind. It is probably under one per cent, but they do have major subsidies. They are actually protectionist
subsidies. The subsidies are not to wind but to Chinese manufactured wind turbines.

Senator CAM ERON—That is not what | have. Have you read the policy?
Dr Moran—Yes.

Senator CAM ERON—Can you explain to me the key issues? Aside from wind, what other policies are
they adopting?

Dr Moran—The Chinese policy is essentially that they see their carbon dioxide emissions rising to about
doubletheir current levels of nine—

Senator CAMERON—You say you know the policy, you say you have been to China; could you please
give me your understanding of the National Climate Change Programin China? You have written papers—two
pages—about it. Can you explain it to me, please?

Dr Moran—The Chinese have got alot of different policies on things, but | can tell you what their outcome
is.

Senator CAM ERON—No, | am interested—you went to China. The landmark position they have adopted
is their national climate change policy. You come back and say, ‘ This is what's happening in China.’ | would
like you to explain to me how you understand their national climate change policy. What are the key aspectsin
it?

Dr Moran—The key aspects are that the Chinese are intending to reduce their emissions over time. An
aspect of that is that they are not intending—and this is coming from their current statements—to take any
immediate action other than to subsidise wind, which they are doing in quite a big way. They are opening new
power stations, coal powered stations, at quite alick at the present time.

ECONOMICS



Friday, 22 May 2009 Senate E 29

Senator CAMERON—I am sorry, but that is not the policy. | would like you to come back to the policy.
You went to China and you looked at climate change. The key aspect of China's climate change policy is their
Climate Change Program; | would really like you to take me to the key aspects of that program.

Dr Moran—I will tell you what the key aspects are. The Chinese are not going to do anything—you have
read my paper, haven't you?

Senator CAM ERON—I have read your paper.
Dr Moran—Do you disagree—

Senator CAMERON—Can | say to you that it did not give me any understanding of what was happening
in China other than a philosophical dissertation from you about what you think is the right thing. | am
interested in the factual basis of what is happening. Let me put some pointsto you individually.

Senator JOY CE—Give him a chance to answer.

Senator CAM ERON—He can't answer; he doesn’t know.

Senator JOY CE—AIl we are hearing is you.

Senator CAM ERON—AnNd he comes here as an expert!

Senator JOY CE—We are hearing you, Senator Cameron; we are not hearing from Dr Moran.
Senator CAM ERON—If he comes here as an expert, he should know.

CHAIR—Can you just finish the question, Senator Cameron.

Dr Moran—The answer is that the Chinese are expanding their fossil-fuel power levels at a very strong
pace. They have a very strong nuclear policy, which they areintending to increase.

Senator CAM ERON—That is not—

Dr Moran—If that is not their policy, what istheir policy?
Senator CAMERON—No—

Senator JOY CE—Let Dr Moran answer.
CHAIR—Senator Joyce, | will deal with this.

Dr Moran—They have a very strong nuclear policy. Realistically, they do not expect their levels of carbon
dioxide emissions to start declining until after 2030, at which time they are expecting their levels to be around
nine tonnes per capita compared to 4% tonnes at the present time. They have strong aspirations about doing
things about wind and they are doing things there. They have a very strong nuclear program, but essentially
they are rapidly expanding.

Senator CAM ERON—What is the top 1,000 enterprise program?

Dr Moran—I don't know.

Senator CAM ERON—You don’t know?

Dr Moran—No.

Senator CAM ERON—What is their program to eliminate inefficient power plants? What is the percentage
they want to reduce inefficient power plants by?

Dr Moran—They have a number of 30 per cent in various places, to eliminate 30 per cent of emissions.
Senator CAM ERON—What is their plan for inefficient industrial plants?

Dr Moran—They have a plan also to reduce inefficient industrial plants.

Senator CAM ERON—What export tax have they put on energy intensive industries?

Dr Moran—I don't think they have any.

Senator CAM ERON—See, you don't really know this stuff, do you? You come here as an expert—

Dr Moran—You tell me what the—

Senator CAM ERON—Wiait a minute. You come here saying you are an expert in thisarea: ‘| have been to
China.’ You gave this big dissertation. You really don’'t know what is happening. Is that correct?

Senator BUSHBY —That’s badgering the witness.
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Dr Moran—Do you believe the Chinese have got an export tax—tell me this, Senator; you sound like you
are an intelligent man—

Senator CAM ERON—You don’t question me.
CHAIR—Senator Cameron and Dr Moran, can | have order please. Senator Bushby has a point of order.

Senator BUSHBY —Senator Cameron is impugning the witness. The witness came in here and said that he
was an expert on the economics of how this would apply in Australia. Senator Cameron has gone off and
found something—he happened to go to China and had a look at what was going on there and made some
comments.

CHAIR—I think thisis debate more than it is a point of order.
Senator BUSHBY —But he isimpugning the witness's character.
Senator CAM ERON—He doesn’t know what he's talking about!

Senator BUSHBY —The witness stated initially what he was here to talk about and Senator Cameron has
taken him off on a furphy and isimpugning him on that.

Senator CAM ERON—You come here as an expert and you don’'t know!
Senator JOY CE—Itislike Gollum asking, ‘What'sin my pocket?

CHAIR—Let us just continue. If | think that it is getting any more than the vigorous questioning | have
seen here beforein this committee, | will pull him up.

Senator CAMERON—Let us go back to the National Climate Change Program. You have been in Ching;
you have studied what is happening in China; but you do not know what is in the Chinese National Climate
Change Program.

Dr Moran—I have been to China. | went to visit China to talk to people in China about what they are
doing. | went to Japan as well, and | went to the United States. | discussed with people, experts in the area,
what they are doing. | wrote areport. It was not a PhD thesis; it was a report.

Senator CAM ERON—It certainly was not, no.
Dr Moran—-Buit it was doubtlessly better than you could have done.

Senator EGGLESTON—What we are here to do today is discuss the changes to the CPRS submission
trading scheme proposal put up by the Rudd government. This whole scheme is predicated on the concept of
there being emissions trading markets out there and | am concerned, as is the coalition, that we may introduce
the scheme based on a world emissions trading market in the next two weeks and find that our major trading
partners do not actually go down that road. We wonder whether it might be better in fact if we deferred the
whole thing. Having passed |l egislation this month, might it be better if we deferred the whole thing and waited
to see what was happening in the rest of the world at the Copenhagen conference and then considered what an
appropriate scheme for Australia would be? Would you comment on that, Dr Moran?

Dr Moran—My own view is that we are a small player here. We are one per cent of emissions and we have
about that same sort of level of influence worldwide. If we actually take a pre-emptive step by moving
forward, we do put our industry in some sort of jeopardy especially in the context that other countries may not
follow. There are alot of lofty statements being made by administrations across the world about what they are
going to do, including the Chinese, as Senator Cameron has made clear, but there is very little action. If we go
ahead and undertake action before other countries do, we will be in great jeopardy. The minimum we ought to
doisto ensure that other people are going to be in lock-step with us. Even then there will be a cost to Australia
because we are an energy-intensive economy—we do have a lot of coal. But at the minimum we ought to
ensure that other countries are in lock-step, otherwise industries here will disappear into other countries which
are not imposing that cost.

Senator EGGLESTON—That is true for energy-intensive industries, and that is a serious matter. The
government in this paper has increased free credits to these industries. Do you think that what these
amendments propose is enough to protect our emissi ons-intensive industries from going offshore?

Dr Moran—They certainly do not—and it does not seem to me that they are either. If the major users of
energy have to incur a cost or a doubling of the price of the energy—even if energy is 20 per cent, and it is
rather more than that in the case of aluminium—then they would not be competitive and they would move
offshore. Even quite small changes in price do cause firms to move offshore, as we are seeing in terms of all
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the globalisation debates over industries, Adidas, Puma and organisations like that moving where they
manufacture their shoes from one country, Indonesia, to Vietnam et cetera on the basis of quite small changes
in costs. That isthe sort of reality of the world economy asit is now.

Senator EGGLESTON—The coalition feels very concerned that here we are going down the road of an
ETS when some sort of different scheme might be more appropriate for a small country, as you said, which is
only equivalent to one per cent of the world's GNP and 1.4 per cent of the world's emissions. It seems to me
that we may find ourselves in a situation where we set up an ETS with high carbon costs and nowhere to trade
those costs off. What would you consider to be an alternative to that which might be effective?

Dr Moran—I think that the best alternative would be to prepare along the lines that the government, and
before that, the opposition, was being prepared to undertake measures should these be the measures which are
adopted in the world forums. | think that behind your question is the inference, which | agree with, that
Australia doing it alone is pointless. Not only are we relatively trivial in terms of the size of Australia’s
economy, but certainly if we did it alone there would not be any reason why others would not simply take up
the slack. In other words, if the aluminium industry was closed down in Australia, it would reopen in the
Persian Gulf or the ex-Soviet Union where thereis at the present time not likely to be any carbon tax.

Senator XENOPHON—Dr Moran, if you assume that there is a public policy imperative to reduce
greenhouse gases, what do you say is a better alternative to get the same public policy objective in terms of
reducing carbon pollution?

Dr Moran—The best way of doing it, if there is a public policy imperative, is either a cap and trade, or a
tax. It does not matter which way you go—they are both market instruments. The way you would not go is by
having a detailed industry-by-industry or emission-by-emission procedure because that would not allow
market mechanisms to give you any more efficiency. Whether you go a cap or a tax—and there has been a bit
of a debate about that—really depends on how you see your preference for existing emissions compared to
new emissions. With a cap and trade, in the European style anyway, you all ocate your emissions to the existing
producers of those emissions and allow them to trade. That leaves them virtually whole in terms of the costs to
their shareholders et cetera, but it does incur costs the newcomers. If you have a tax then, arguably, you are
expropriating the shareholders of the existing industries but you are protecting your newcomers. Either a cap
and trade, or atax will give you the best policy outcomeif thereis that policy imperative.

Senator XENOPHON—What would you do to improve the design features of the current schemein terms
of minimising the impacts that you are concerned about but still trying to achieve the same public policy
outcome?

Dr Moran—I do not think that it is possible to do that. | do not think that you could minimise those costs—
or you could minimise the costs insofar as, if there is a policy imperative, you are going to have to have a
tradeable system, either a tax or tradeable rights. But certainly there is no escaping the costs whichever route
you go by.

Senator PRATT—I want to begin by asking you whether the Institute of Public Affairs receives any
donations or funding from resources companies—petroleum companies—or any other entities that will be
liable under the CPRS.

Dr Moran—The answer is that | am not fully aware of what our funding is. But | can tell you in broad
terms that we receive about $1%2 million, which is pretty small. We receive funding from a wide group of
people—I think about 4,000 people—who give us some money. Probably the majority of that is from industry
firms. | do not know what the percentage would be of energy firms. One aspect which | am closédly associated
with is something called the Energy Forum, where we bring together firms in the el ectricity and gas industries
basically to hear from dignitaries and officials and politicians et cetera.

Senator PRATT—Would you be able to answer that in more detail on notice? We have clearly had other
witnesses who have written reports and commissioned evidence on behalf of other organisations so | would
like some further information.

Dr Moran—No, we do not write reports on behalf of other organisations—
Senator PRATT—No, | understand that, but the point still stands.

Dr Moran—I think that our policy is not to say who our donors are in detail, for a number of reasons. One
is because some nefarious people go after the donors and say, ‘ You are working with the Greens or the ALP or
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whatever and you are giving money to |PA aswell. Stop doing it, otherwise we will give you abad press.’” That
has happened in the past. That is one reason we do not disclose.

Senator PRATT—But you have indicated there would perhaps be some gas and energy companies making
donations.

Dr Moran—WEell, yes, they are part of something called an energy forum. The energy forum is to do with
the national market for gas and electricity. There are obviously implications for greenhouse, but it is basically
about the national market for gas and electricity.

Senator PRATT—I want to ask you about your recent article for the Australian, where you have stated that
formally announcing a total abandonment of the carbon trading scheme must be the next step and that
Australia can never afford to carry such baggage. | note that Treasury modelling has found that the cost to the
GDP of tackling climate change is about 0.1 per cent slower a year. Isthat 0.1 per cent too high a price to pay
to address climate change, especially when Australia is one of the countries most at risk from this
phenomenon?

Dr Moran—The Treasury modelling, when you go out beyond a year, is very difficult; it is not very
reliable. It does depend an awful lot on assumptions about new technologies that comein.

Senator PRATT—Say their assumption was correct. Would it be something that you supported? You say,
‘Okay, that’s an okay price to pay based on mitigating the risk of whether climate changeisreal or not'.

Dr Moran—Well 0.1 per cent per year over 50 years or something like that is five per cent of GDP Is it
worth taking the risk of that to avoid what you think—

Senator PRAT T—Catastrophic climate change?
Dr Moran—It could be. It would depend on what your—
Senator PRAT T—It could be?

Dr Moran—Of course it could be. It would be depend on what you estimate is of catastrophic. There are a
lot of insurance policies that we take for remote risks, but we do not take every insurance policy, otherwise it
would take up all of our income. Certainly, if in fact you believed the 0.1 per cent per year, then that would be
more persuasive. However, you would have to say, ‘ Are you confident that we would not see the elimination
of some of these industries’. Are you confident we could do that? The 0.1 per cent a year also depends upon
peopl e accepting a lower level of standard of living. Senator Cameron’s workers would have to accept wage
cuts, and willingly do so, or otherwise there would be—

Senator PRATT—Many are calling for much deeper cuts when you are talking about what is reasonable
insurance. You said something along the lines of ‘we do not insure against every risk’. But, frankly, that is not
what this global agreement seeks to do; it is seeking to stabilise the global climate. Many climate scientists are
saying that we might need to do more. Clearly we are not at the stage of absolute insurance against climate
change, even with these policiesin place.

Dr Moran—My point on this is that in order to achieve this, we have to do things which are barely
concelvable. We have to find different forms of energy that are not carbon forms of energy. We will probably
have to go nuclear, which is not very popular in this country, or accept a much lower standard of living. You
might want to believe the 0.1 per cent a year over 50 years, and doubtless you have it if you have asked
Treasury for the progression of that.

Senator PRATT—But in essence you support a market-based mechanism to achieve that. | cannot see how
you can say we are just going to invest in a couple of super solutions and abandon a market approach to
dealing with anissue like this.

Dr Moran—A market approach would throw up, presumably, a nuclear solution, unless there is something
we do not know yet in terms of all of the gee whiz things that have not been discovered yet. A market
approach without the government’s intercession would result in that, which is a conceivable way forward.

Senator PRATT—AnNd what kind of emissions target do you think we are looking at to achieve something
like that?

Dr M or an—To achieve stabilisation?
Senator PRATT—Yes.
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Dr Moran—The answer is basically we go from 16 tonnes per capita to three tonnes per capita—in other
words: one-fifth of what we presently use.

Senator PRATT—AnNd what is a reasonable target for Australia, for its contribution?
Dr Moran—If nobody € se does anything, the reasonable target is nothing.

Senator BUSHBY —In an answer to questions by Senator Pratt, the issue of modelling came up. Earlier we
talked about the potential for serious job losses in various industries. We have heard a lot about that. Just today
we had the Minerals Council saying that there is potential for 23,500 jobs to go, mostly in Queensland, and we
have had BlueScope and OneStedl saying that 12,000 jobs at the Port Kembla steelworks would be under
threat. | could read you a list of multiple thousands of jobs, where industries have actually said, on the basis of
their knowledge of where they operate, that jobs are at risk. But that is not reflected in the modelling. | tried to
ask questions of the Treasury this morning. | did not get too far because we ran out of time, but the questions |
did ask highlighted the fact that they were not predicting massive job losses in the hundreds of thousands, if
you add them all up. How do you reconcile the industries that operate in their own areas saying what they say
with Treasury modelling saying this?

Dr Moran—One of the aspects of general equilibrium modelling is that you ‘close it. The ‘closure

assumes that you do not have any change in employment, so the Treasury modd is based on no change in
employment.

Senator BUSHBY —It actually has that as an assumption?

Dr Moran—Yes, virtually all models do. It is based on the idea that you do not have any change in
employment. If you are reducing the wherewithal of the economies to produce, the slack is taken by lower
wages. The normal way in which those econometric models work is essentially to assume that employment
stabilises but real wages decline, so it still becomes remunerative to employ people.

Senator BUSHBY —That is not redlistic, isit?

Dr Moran—I do not know. The sorts of industry submissions that you are getting have people saying, ‘ This
is my firm. Thisis what | would have to do. | would have to close this firm." It may be that all those people
and those resources move to some other industry. Certainly that is the assumption of the modelling—that they
do, at agiven price.

Senator BUSHBY —BLut that is built in as an assumption rather than as an outcome of the model ?

Dr Moran—Yes. That is the closure of the model, and then the model tells you where it thinks people will
be employed in the different segments of the variousindustries.

Senator BUSHBY —We were also talking about firms moving offshore and, essentially, the carbon leakage
issue. From what we have heard in evidence in this and other inquiries, firms choosing to go elsewhere to set
up their operations is certainly a potential outcome. But aren’t there also other ways that carbon leakage can
occur? There is a far more simple thing—that is, import substitution—whereby if you have those additional
costs imposed on an Australian firm they become uncompetitive compared with imports that can come in from
countries where they do not have the same costs imposed on them, and as a result the carbon leakage occurs
not by an Australian firm actually pulling up stumps and going esewhere but by them just becoming
uncompetitive and moving out of that particular area.

Dr Moran—They are both carbon leakage. One is physically moving the factory; the other is where it
erodes because another factory is more efficient or lower cost because it has not got the impost. They are both
carbon leakage, but there are different ways in which that occurs.

Senator BUSHBY —The EITE assistance is supposed to address some of that. Do you think it does cover it
or isthere till potential for that to occur?

Dr Moran—Yes, | think there is. | do not think that anybody would doubt that. With the EITE, basically
thereisa 1.3 per cent annual reduction in the benefit that they get over time, so it does slow it down. Thereis
no question about that. But the bottom lineis that, unless everybody else has the same costsimposed, thereisa
cost differential and that will cause those facilities to migrate el sewhere or simply to close down.

Senator JOY CE—I see that Senator Doug Cameron is very interested to ask you questions, but they seem
very hesitant to invite people such as Kate Carndl, from the Food and Grocery Council, along here so that
they can give their evidence.

Senator CAM ERON—Isthisis a question or what? Isit a dissertation from Barnaby?
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Senator JOY CE—He aways interrupts when he knows he is wrong, so he interrupts quite a bit. He is a
very rude man, Doctor. You just have to put up with him.

You do understand palitics, Dr Moran, so | am interested in your views on the transition of the current
Waxman-Markey bill. It is now out of committee. Now that it is going to go in, do you think that it is just
going to wander through the rest of the political process in America without any changes by the time
Copenhagen comes around and that President Obama will wander in like a knight in shining armour and all of
a sudden global alchemy as we know it will change? | am asking about the political process, about whether
you think the United States will fall into line with the Waxman-Markey bill. Or do you believe that the
Republicans will probably want to changeit alittle bit?

Dr Moran—I think all members will probably change it. The only time we have had a vote on that in the
US Senate—I think it was 48 to nil—was when they were not going to accept the Kyoto discipline.

Senator EGGL ESTON—Forty-eight to nil.
Senator CAM ERON—That was under George W.

Dr Moran—It was basically the Senate voting. There were no supporters for it then, possibly because it
was under George W—in fact, it was not; it was before Bush. Essentially, your knowledge of the American
political system is probably greater than mine. But the senators there have to confront the issue much more
personally than perhaps is the case elsewhere. If you are a senator, whether a Democrat or a Republican, in
Kentucky and a bill is going to close down a whole industry in your state you will be very concerned, whereas
the party political lines here tend to be more national. We are finding—and | am sure you are seeing it as
well—that not only are the Republicans, who are divided on this issue, as are the Democrats, but both of them,
as they are coming closer, are now looking at this and seeing what the implications are for their constituents. |
do not think anybody thinks that that bill will stay asit is at present. That is not to say that Mr Obama won't
do—

Senator JOY CE—Finally, in this form of global climate alchemy, which has been proposed by Mr Rudd
where he will change the climate of the globe by the domestic policy of Australia, have you ever known of any
other economic views that Australia has purportedly expressed to the world that has changed the way the globe
has worked? Have we ever had the capacity or global political weight to fly solo and infer a change in the way
the globe works economically on any issue? We might have done so on minor issues, but have we ever done it
on any major economic issue—that is, ipso facto, do you think the world gives a flying whatever about
Australia's domestic climate policy?

Dr Moran—No, | really do not think so. Certainly, when | have visited overseas and talked about
Australid's climate policy nobody has known anything about it. We really do not count—nobody has been
discourteous—but why should we? We are not a very big country. It is most unlikely that people will say, ‘Ah,
ah, Australia has a great policy, we are all going to follow it. We are all going to go down that path.’ | have
never known that happen before. It is unlikely that we would have the ingenuity to formulate the hidden secret,
which nobody else has yet found. But certainly it is not the case, as far as | can see, that mgjor countries are
looking at Australia and saying, ‘ That is the way to go, and we will follow.’

CHAIR—Is it not possible that other people in the world do not know much about Australia’s climate
change policy because we have only recently signed up to the Kyoto agreement and been a part of that world
discussion about climate change?

Dr Moran—I think we were a part of that world discussion even when we were not signed up. We have had
a Department of Climate Change, they wander around the world and go to all the conferences and we have the
CSIRO doing the same sort of thing. So | think people are as aware now of Australia’s climate change policies
asthey were then.

CHAIR—I think it could be argued that, as such, we really did not have a policy or a plan of action?

Dr Moran—Possibly, but | do not think that, simply because we have signed up, it markedly affects other
peopl€'s knowledge of Australia’s policy asit is—and we had a policy then of course

CHAIR—Thank you, Dr Moran, for coming in today. We thank you for your assistance.
Dr Moran—You are welcome.
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[1.35 pm]
HARRIS, Mr Matt, Consultant, Frontier Economics
PRICE, Mr Daniel, Managing Director, Frontier Economics

CHAIR—Good afternoon. Nice to see you again, Mr Price. Mr Price or Mr Harris, do you have an opening
statement you would like to make?

Mr Price—Yes. | was asked to come along and initially at least talk about the implications of the recent
announced changes to the CPRS, which really are threefold, | guess: there is the delayed start by a year, a cap
on the emissions price for a year and increased compensation for emissions-intensive trade-exposed i ndustries.
This could be very short. | do not think it fundamentally changes anything; it is just a way of managing the
transition from where we are to where we need to be. | have no problem with managing transition at all—I
think it is a wise move—but | do not think it fundamentally changes the scheme. The concerns | have spoken
to you about before till remain. | still think that Australia deserves a modification of the existing CPRS. | do
not think the CPRS needs to be changed completely. | really believe that the design can be refined to be far
more effective and to far better manage the transition to a lower emission economy.

Just reflecting on the last question from Senator Joyce about Australia’s prominence on the world stage, |
was overseas at the time—actually, in China, although | do not profess to be—

Senator Cameron interjecting—

Mr Price—I| am looking forward to it. | do not profess to be an expert on China, but | will tell you what |
do know. Very interestingly, the delay was actually reported in newspapers in China, Japan, Korea and also in
Europe. It was relevant to the international press—probably because of the fact that Australia had been so
resistant to signing Kyoto. When the new government came in and were very committed to doing something it
was quite prominent that there had been a delay. They did not read anything into it, but they were very
interested init. There was very little commentary on that other than just noting it.

It is probably fair to say that | do not have the same view as Dr Moran about Australia’s irrelevance in the
world. One area which | have had alot to do with over the years has been electricity market reform. Australia
was in fact a year ahead of the UK in spot electricity markets. The UK was a year ahead of us adopting the
first one, but we thought about it earlier. There was a very strong interaction between the UK and us. That has
provided very good early examples of how these markets work around the world. | know from my own
experience that there has been a conga line of advisers coming to Australia over the last decade to see how we
have gone about doing that. So Australia can play an important policy leadership role. That has always, in fact,
been my concern about the effectiveness of the CPRS: if we do this badly, being an energy-intensive economy;,
there will bealot of attention on how badly that has gone. As | have said to you before, | seriously believe that
the CPRS in its current form potentially threatens the reputation for carbon emissions reduction schemes
globally. It has always been my interest to make sure that that does not happen.

Senator JOY CE—Thank you very much, Mr Price. | noted you talked about the interaction between the
UK and us in on the electricity market. It was precisely that: it was the bilateral interaction between two
countries rather than the sol o position of one saying, ‘We are the Messiah. Follow us.’

Mr Price—I agree. There is no doubt in my mind that there are benefits to be had from coming to a good
understanding of how these schemes could function and how they could be implemented to the benefit of the
environment and to the economy. | am a big fan of making sure we get this right first time around. | think we
would benefit by more interaction internationally.

Senator JOYCE—Do you think that, if this legisation gets rammed through before Copenhagen, the
attendees at Copenhagen will take it as some sort of Messianic epiphany from Australia as to how the world
should work?

Mr Price—Obvioudly | doubt that but, as | said before, | think Australia can make a valuable contribution,
as any country can. It is more than just an intellectual exercise; it is an important thing for the globe to
understand what the best policy response is. | cannot see why we cannot have an effective role in that.
Australia generally thinks pretty clearly about these things. We think a pretty broadly about different policies. |
guess my disappointment throughout the course of this debate is that there has not been enough consideration
of the options—although, as has been claimed, there are very few places where there has been a good debate
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about the alternative schemes and the effects and the ways in which we can mitigate the effects of introducing
these schemes.

Senator JOYCE—The first thing | want to touch on is that | remember watching an episode of The
Smpsons once and they had this modelling of Lisa's teeth and what would happen if she did not see an
orthodontist. They had her teeth growing through the roof of the house and out into the garden. What occurred
to me is how horribly wrong modelling can go for the uninitiated and where it all ends up. Do you still see
those issues present now, where people have a model and they plug-in their figures and prove from that, for
example, that England will sink under the weight of people by the year 2010—as it was supposed to according
to the Club of Rome—or whatever it was? Fortunately, it did not. In fact, the population started going down.

Mr Price—I think | have said in this forum before that | am very sceptical of modelling generally. We do
that all the time and | have a healthy scepticism of how to use the results. We are very careful about how we
use models and particularly models performed by other people where there is greater uncertainty. Models are
clearly just a very crude guide at best—economic models particularly but | think the climate change models
and other scientific models where thereis alot of uncertainty have the same sort of characteristics.

Senator JOYCE—How do you fed that Treasury has gone in assessing the short- to medium-run
adjustment costs in where we are going with thisETS?

Mr Price—I do not really know what you mean by, ‘How do you think they have gone?

Senator JOYCE—In your experience of Treasury, do you think they have proven themselves to be a
capable assessor of the modelling critique that is required to show the effects on the economy? It was in only
February that they were telling us that the $200 billion facility would be drawn down from our own budgets in
2013 and 2014. You would think that they would understand that hopefully far better than they understand
climate. So what reliance do you think you can put on Treasury modelling and on the modelling that has been
put around domestically about where thisis all going to end up?

Mr Price—The modelling exercise that Treasury has undertaken they reported as one of the most
ambitious, detailed and comprehensive that has been done. That is probably true. | do not doubt that. But it
depends on how you use these models. If you use them as a way of trying to establish a precise estimate of
how things are going to ook in the future in very uncertain systems, that is a bad use of those types of models.
If you use those models to explore the relative effects of different palicies, | think that is a sensible use of
those models. | would not criticise Treasury for the quality of the model they have used. | guess | would take
them to task over the way in which the results have been applied.

Senator JOY CE—The big thing | would question is: has the Treasury, to your knowledge, modelled a go-
it-alone scheme where Australia wanders off into environmental ‘nirvanaville by itsef with its own ETS
while everybody e se sits back and watches?

Mr Price—I| do not believe so. | have been asked this question before and | do not believe they have
undertaken that modelling exercise. You might be interested to know that, with the type of model that they
used, if they did conduct that type of modelling exercise it would not have actually come up with a very
different conclusion. That may sound surprising, but the reason it will not come up with a very different
conclusion is that these types of general equilibrium models which Dr Moran referred to before assumed that
the economy is almost infinitely flexible and responsive to changesin prices and resource costs. Particularly in
light of the assumption that the mode has to do what it does to an economy to achieve full employment, it just
moves people and resources from one sector to ancther and you end up with almost the same result. That
sounds counterintuitive.

Senator JOYCE—I just want to talk about the regional issue there. The modd still assumes full
employment; therefore it assumes the transferability of the employment workforce from Mackay to building
wind chimesin Nimbin.

Mr Price—That is not to suggest, though, that these models do not actually indicate regional effects. Some
studies that we did before were widely reported in terms of the regional effects of these types of schemes.
Even if you have the modelling that | think was reported by the Minerals Council in the paper today, which
talks about there being an aggregate effect and which talks about a loss of jabs, you have to understand that
that does not necessarily imply that employment and absol ute val ue are going down; it is just that the growth
of employment is lower than it would have otherwise been. So, on the one hand, you have the government
saying, ‘Our modelling shows that employment will grow,” and, on the other hand, you have the Minerals
Council saying that employment will shrink. They are actually saying the same thing but reporting different
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numbers, so you have to understand that. But, even if our aggregate employment stays the same under an
emissions trading scheme, there will be regions which involve very carbon intensive activity which will be in
significant decline.

Senator JOY CE—Where are those regions?
Mr Price—It isnot hard to imagine: wherever there is major industrial activity.
Senator JOY CE—Such as?

Mr Price—Central Queensland, the Latrobe Valley, the Hunter Valley, the Kimberleys—anywhere that you
have major energy using, particularly industry. Coalmining is an example. Of course—and | have said this
before in this forum—if you did not have an adverse effect on those regions, the scheme would not work. You
have to actually cause a reduction in those industries to achieve a reduction in emissions. It depends on what
the government’s policy objective is. That may make sense if they can manage the structural adjustment from
one industry through to another and manage the flow of resources from, say, Central Queensland to South-East
Queensland, where new jobs are found for the green industry.

Senator JOY CE—Can the model specifically predict that, if we shut down coal jobs in the Illawarra,
Mackay, industrial cities such as Gladstone, the Latrobe and the Hunter Valley, those jobs might be recreated
in new, green jobs but they might be created in new, green jobs overseas?

Mr Price—If you let the model do that—and | think a significant part of the additional work that Treasury
did was linking Australia with the rest of the world, which is critically important for an emissions trading
scheme. A lot of that is just not reported because not many people find it interesting, except for other
economists. Once you have that linkage between the domestic economy and the international economy, a
model can explore the movement of production jobs to other parts of the world. But, even then, that is a very
crude estimation, because the rest of the world is generally characterised by a handful of economy types rather
than individual economies.

Senator JOY CE—We could end up, Mr Price, with the ridiculous situation where we cannot move the
coalmines, so the coalmines close down, and then a country without an ETS, such as China, starts producing
the photovoaltaic cells to send back to Australia, so it is an all-sum net | oss across the board for Australia. You
export your jobs; you import the product and close down your mines.

Mr Price—I have heard a few people say it will al be okay when the rest of the world gets on board with a
scheme, but that is not necessarily the case for Australia because, if the rest of the world gets onto an
emissions trading scheme, the first thing that they are going to do is stop buying things like coal. When you
conduct these modelling exercises you in fact see a sharper economic downturn when you do a simulation
where Australia goes it alone then the rest of the world comes on. In fact, you see a very sharp declineg,
because they stop buying things that we sell, like coal, for example. That has much bigger effects.

When you conduct a modelling exercise over a period—Iet us say from 2010 to 2020—where thereis alot
of shielding going on of the effects, with or without the rest of the world, there are very muted effects on the
economy, because they are basically charging on the one hand and taking it, and giving it back on the other. So
alot of the effects are muted. That is the whole idea of a transition from one point to another. As | have said
before, | have no problem in doing that to get a policy accepted. But when you take that shielding off and
simultaneously assume that the rest of the world gets on board with the scheme, Australia's fortunes
degenerate very quickly. And that would be the case unless we had prepared ourselves in those 10 years to be
able to exploit any opportunities that might come from the rest of the world adopting the scheme. It seems to
me that the most sensible thing the federal government could be doing is putting money into preparing
industry to be able to take advantage of those opportunities. Certainly that is what the government is claiming
at least part of the policy is about.

Senator JOYCE—I just want to go to one technical part which is of interest to me, and that is part 3
division 6 of this legislation, which talks about the transfer of liability within joint ventures. Are you aware of
this section?

Mr Price—No.

Senator JOY CE—Have you had a chance to have a look through the 1,300 pages of these 11 pieces of
legidlation?

Mr Price—Not in detail, no.
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Senator JOY CE—You are a very astute person, Mr Price. How much time do you think you would need to
go through thisin aforensic way so as to show the Australian people the respect that you understand it enough
to comment on it and that therefore the Senate has the capacity to find out from you the information that we
can put into a report? How much time would you need?

Mr Price—Weéll, | have been asked to do that and | think it will take a couple of months. ‘Astute’ | am
maybe not, but | am familiar with emissions trading and particularly the sectors that it mostly affects—I am
very familiar with those sectors—and it will take me probably a couple of months to do that.

Senator CAMERON—Thanks, Mr Price. | want to deal with some of the issues Senator Joyce has raised
and some of the fundamentals that he has laid as the basis of his questioning. | think he is morphing into Tim
Fisher the more | hear him!

Senator JOY CE—Who are you referring to, Senator Cameron?
Senator CAM ERON—I think you are morphing into Tim Fisher.
CHAIR—Can we get on with questions for Mr Price.

Senator JOY CE—Extraordinary Popular Delusions and the Madness of Crowds, a la Senator Doug
Cameron.

Senator CAM ERON—AII of the questioning that Senator Joyce has raised talks about coal mines closing
down and the industry closing down. None of the analysis of Treasury goes to the issue of the coal industry
closing down. It actually says there will continue to be substantial growth in the coal industry, but it may not
grow asfast asif we did not have a scheme in place. Do you challenge that fundamentally?

Senator JOY CE—No, you challenge that, Senator Cameron, because they are your workers who are about
tolose their jobs.

CHAIR—Senator Joyce!

Mr Price—I know that Treasury say that, but there is not sufficient detail to be able to confirm that. In our
own modelling we find that, in certain sectors, including mining, there are three categories. | will talk
generally first and then answer your question about coal. There is the category of both regions and sectors that
would be in decline in any case, and an emissions trading scheme just makes that worse. There are sectors that
would not grow but now are in decline. And there are sectors that would be growing rapidly but not as fast.
Coal mining could fall into any one of those categories, depending upon the nature of the resource, where they
are located and who they sell to. So | do not think you can generally say whether a coal mine will close or not.
Certainly there will be some coalmines that continue to grow but not at the same rate, and there will be some
coalmines that become marginal and, given that they face an international price, will just become uneconomic.
| think there would be a few categories of those types of mines.

Senator JOY CE—It sounds like the answer is yes.

Mr Price—It is yes and no because it depends very much on the resource and who they sell to—which is
related to the first point.

Senator CAMERON—Is it appropriate that a price signal be sent to the coal industry?

Mr Price—I think it is appropriate. If your policy is designed to reduce emissions and the world
community wants that | am very strongly in favour of using price signals to do that. It is my natural tendency
as an economist to want that. If coal is part of that—and | think it is important to have as much coverage of
emissions-intensive activity as possible to reduce the cost of achieving that outcome—a price should be part of
that. | have never taken exception to that as a principle; my main concern has really been about the form of the
scheme and making sure that you do not crater the Australian economy and give emissions trading a bad
reputation so that it gives reason for people around the world not to put it in place.

Senator CAMERON—You say that the government’s scheme has not fundamentally changed, but there
are a number of changes, including broadening our target to 25 per cent based on certain conditions. Are you
aware of those conditions?

Mr Price—Yes—broadly, in relation to what happens with the rest of the world and what other trading
nations do.

Senator CAM ERON—If we meet those commitments—if the government says, ‘ That's our commitment;
that's where we stand’ —that takes a lot of the doom-and-gloom argument away from Senator Joyce. We
would not be acting unilaterally and there would be conditions placed on our actions. Isn't that the case?
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Mr Price—Yes. As| said before, it is not clear that having the rest of the world do this sooner rather than
later is necessarily a good thing for Australia. It actually makes it harder for Australia to transition from where
we are to a much lower emissions environment, because we are an energy-intensive economy. The first thing
that people will do is reduce their demand for the things that we sell overseas. | know it sounds perverse, but
earlier action by the rest of the world community actually places us at a disadvantage in one sense.

Senator CAMERON—BUt there is no analysis | have seen where, no matter what happens, coa’s
international use will reduce significantly.

Mr Price—I think that is probably a reflection on the fact that most people do not think that a lot of our
major buyers will introduce schemes and think, therefore, that the demand for our energy-intensive goods-and-
services exports will not change. | think that is a reflection of that.

Senator CAM ERON—Do you still support the baseline-and-credit type approach as more effective?
Mr Price—I have always been characterised as a baseline-and-credit freak.
Senator CAM ERON—I did not say that!

Mr Price—I am putting words in your mouth so you can throw them back at me later! What we have been
supporting is, in fact, an emissions-intensity arrangement, which is sort of a halfway house between the cap-
and-trade and a basdline-and-credit, and the reason why is that it does a few things. It provides a far more
stable carbon price, and that is really critical to these schemes because you will only reduce emissions by
investment. Thisis apalicy that can only be achieved by massive and ongoing investment.

Senator CAM ERON—But why does no-one else agree with you? Why are you isolated in that view in
Australia and internationally?

Senator JOY CE—How can you say that?

CHAIR—Senator Joyce, you have had a long turn. Senator Eggleston, if we make good progress you will
also have along turn, so can we stick to answering the question?

Mr Price—It is interesting; when you look at the CPRS, it is in fact a mutant version of an intensity
scheme. The way the scheme works is it charges every tonne of emission and then hands back credits on the
basis of intensity by sector. That is exactly what an intensity scheme does, but the key difference between what
the CPRS is recommending and what we are is that ours does not involve the massive churn of revenue
between industry and government.

Senator PRATT—That has been contradicted by other witnesses.

Senator XENOPHON—I will disclose again that | travelled to the US and Canada with Mr Price earlier
this year. | do not think he has forgiven me for al the Greyhound bus trips | dragged him on! Mr Price, one of
the criticisms of an emissions intensity approach is that you cannot get an absolute cap and you do not get the
certainty of reduction in emissions compared to what has been proposed by the government. What do you say
about that?

Mr Price—Let us presume that | accept that the CPRS has a hard cap in it—but | will come back to that.
Between these two schemes it is a choice between a hard cap and a volatile price, which is the CPRS, or a
more stable price and a floating cap but the target is achieved over time. If you start with the principle that this
scheme will only be effective if you get the investment, the only way you are going to get investment on an
efficient and timely basis is if people can have a good sense of what the longer term price will be and the
certainty of that price. So the intensity based scheme gives a far more stable, predictable price and therefore it
is much easier to make the decisions about investment in that context. For that reason alone, | think you would
choose an intensity based scheme, because it will deliver the same greenhouse gas outcomes over time—not
necessarily year on year but certainly over time—and you will do that at much lower cost than you would
under the CPRS.

Senator XENOPHON—When you say ‘over time', is this over a five-year period or a 10-year period or
what? And you alluded to the fact that you do not necessarily accept there is an absol ute cap with the current
CPRS.

Mr Price—That is right. You may not achieve the cap in a particular year, but you will achieve it over
whatever timescale the intensity target is established. But let me go to the other point, about the supposed hard
cap in the CPRS. The changes that you have announced basically are a response to the poalitics of the harsh
outcomes of the CPRS. The moment that you start to cap the carbon price below cogt, that is an effective
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reduction in target. The moment that you delay the commencement of the scheme because of the harshness of
the transition, that is an effective reduction in target. The moment that you take into account the effects of
voluntary reductions in the target, that is a change in the target. The CPRS already is racked with uncertainty
about the target. The moment that you put in a gateway, there is uncertainty about the target. So there is no
sense in which the CPRS actually delivers a hard target. It is the most soft target of any scheme in the world,
almost.

Mr Harris—There is also the aspect of international trading. You do not have that certainty of domestic
emissionsin any case.

Senator XENOPHON—Why does this mute the price of electricity compared to a classic cap and trade?
Are you saying that ultimately, whether it is over a five- or a 10-year period, you will till get the same
outcomes in terms of reducing greenhouse?

Mr Price—Yes. In the supposed move to the hard cap, you are actually creating all of these carve-outs,
which gives effect to a very volatile cap, to try and manage the price volatility. Why not do that far more
directly with an intensity based scheme and still achieve the same outcome? Better still, because of the more
stable price qualities of an intensity based scheme, you actually make it easier for investors to respond to that
type of environment. The government will not achieve its outcome if it does not get the investment. It will
raise the costs and prices for the Australian economy and make it uncompetitive if you put a lot more price
volatility intoiit. It isa particularly important thing for investors where that price is actually dictated by a set of
regulations—it is not dictated by economic fundamentals; it is dictated by regulatory settings. There is enough
uncertainty of that pricein any case. Why make it even more difficult for investors?

Senator XENOPHON—In terms of the Canadian scheme, it seems the Canadians will not go down that
path because the US is going to go down another path. What is your understanding of that? To what extent is
what you are proposing in terms of a hybrid emissions intensity with a cap and trade scheme compatible
internationally with other schemes in terms of permits and credits and international trade?

Mr Price—There are two parts to that. Oneisin relation to the Canadian scheme and Canada’s response to
the US, and | will answer that first. As you well know, the Canadians have a very well developed, ready to go
scheme which is an intensity based scheme. What was communicated to us by the Canadian government is
that they are holding off on that because they are very concerned about the way in which the Americans will
respond to the introduction of that scheme. It has been given a bad rap because of the way in which it was
devel oped in the context of trying to preserve the Canadian oil sands projects.

Senator XENOPHON—The tar sands?

Mr Price—Yes, the tar sands projects in Alberta. That is really just the environment in which that policy
was discussed, and | think you need to separate that from the actual underlying mechanics of that scheme. The
Canadians are waiting to see what the US will do in order to be able to blend in with them because they are
very worried about the threats they have received about a potential trade retaliation on Canada, particularly in
relation to the tar sands projects. So you need to separate those two issues. Could you remind me of your
second question, Nick.

Senator XENOPHON—The second question is: what is the international compatibility if you have a
hybrid scheme in terms of being able to trade and in relation to permits and credits from overseas?

Mr Price—They are perfectly compatible. As | said before, there is a misguided belief that you have to
have the same scheme to be able to be internationally compatible. That is not at all true. A tonne of emissions
reduction under one scheme is worth the same as a tonne of emissions reduction under another scheme—the
price will be equalised. In fact, you can have alook at the European arrangements, where you have both a cap-
and-trade scheme and a basdline and credit scheme operating in the one market. They are two completely
different schemes and now, through time, those prices are equalising. They are perfectly compatible; and an
intensity scheme sits in between those two. There is no in principle reason why those schemes cannot work.
We already see working examples around the world right now.

Senator EGGL ESTON—Coming back to the changes in this legidation that we are talking about, | notice
that the first review of the CPRS is in 2014, if this scheme is introduced. Do you think that is too far away to
bereviewing it?

Mr Price—That is a good question. | had not really thought about that very much, so my response will be
off the cuff and | might come back and revise it. Thisis in the realm of highly organised energy markets, in
that there are very strict rules of engagement and price-setting rules. | was always in favour, going back 15
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years, of having a review soon after that market started in case we got something fundamentally wrong. In
fact, the Western Australian Labor government put in place an eectricity market there which was very
different from any other market in Australia and they required an annual review. In the first review, the
regulator there took the view that there were signs the market may not be working quite as they intended but
that the market should be allowed to continue on, and so they kept a watching brief over that. But let us say
that there was a timed review in 2014. Governments do not just walk away and let a market fall apart. Almost
certainly, any responsible government, if they saw something going fundamentally wrong, would probably
step in and make a change. So | think it is probably a moot point as to whether it is atimed review or one that
is ongoing, because governments generally are pretty responsible about these things.

Senator EGGLESTON—I guess if we put 2014 we would know what other, if any, countries were going
to have an emissions trading scheme from which a carbon market was derived that we could trade into,
wouldn’t we?

Mr Price—Yes.

Senator EGGLESTON—So it would give us an indication of whether or not, as Senator Joyce would
suggest, we were running off along alittle fairystory pathway or whether we needed to revise the scheme that
was put in place.

Mr Price—There are a few points to make about that. Firstly, as | have said recently, it is not necessary to
have a common set of arrangements for us to be compatible with the rest of the world. We can think about a
scheme that suits our own conditions. | have said before that | do not think it is even desirable to have the
same scheme all around the world. It is probably more desirable to have schemes which are internationally
compatible but bespoke for the circumstances in a particular country—and that is what | have been
consistently arguing for. That includes transitional arrangements. For example, an energy intensive economy
like ours does not want to go around destroying industry in a very cavalier fashion, because all that is going to
do is shock international investors all around the world. They would be very reluctant to invest in an economy
like Australia.

So we can have different scheme designs and different transitional arrangements, but it does not necessarily
mean that we should have to wait for everybody to do something before we do something. And we can always
modify a scheme through time as well.

Senator EGGLESTON—Basically this scheme is predicated on an international carbon market, isn't it?
Some people have a lot of reservations that that will actually be established and we will end up carrying huge
cost burdens from the carbon taxes imposed under this proposal.

Mr Price—That comes back to the idea that it is not mutually exclusive to have a scheme and be the only
one in the world. That is the purpose of things like the shielding and transitional arrangements. The
government has actually said in the CPRS that those arrangements will be in place as long as it is thought
necessary or until others put another scheme in place. As a principle, | am supportive of that, but it actually
creates a lot of uncertainty as well because, unless you are very clear about the criteria around when you
remove those protections, you basically will not have people stumping up the billions of dollars of investment
in infrastructure to meet that scheme if they think that, at a moment’s notice, politics could conspire to take
that compensation away. On the one hand you want to be flexible in your transitional arrangements; on the
other hand you need to give enough certainty in price and criteria around transitional measures to encourage
investors.

That is a very tricky line to walk and | do not think the CPRS has that right. In fact, the scheme that we
have been promoting actually takes that issue off the table in that an intensity scheme gives a lot more
certainty of price and, becauseit is not reliant on the federal government handing back money, that uncertainty
is removed. So we could have a scheme which is more economically responsible and provides a lot more
certainty around the form of compensation and a much more stable price. That seems a more appropriate
model for asmall, open, energy intensive economy like Australia—not the CPRS.

CHAIR—Thank you for appearing.
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[2.23 pm]
BRADSHAW, Mr Michael, Senior Adviser, Department of the Treasury

DAVIS, Mr Graeme, Manager, Finance Srategy Unit, Business Tax Division, Department of the
Treasury

McCREA, Mr Glen James, M anager, Indirect Tax Unit, Department of the Treasury

PARKER, Ms Cherie Rebecca, Analyst, Investor Protection Unit, Corporations and Financial Services
Division, Markets Group, Department of the Treasury

CHAIR—We come. Would you like to make an opening statement?

Mr Davis—Yes. It might help the committee if | outline and clarify the areas of responsibility of the
officers here today.

CHAIR—I am sure that would be useful. Thank you.

Mr Davis—I know that this morning Barry Sterland from the Department of Climate Change talked about
what they were responsible for and what Treasury were responsible for in this legislation. | will not read that
out again, but | will briefly summarise it. With respect to the people we have here today, | will just clarify this,
the notice of this inquiry was pretty short. We put together the people we had available so that, even with the
areas which we are responsible for, we may still need to take some things on notice because not everyone was
able to be here today.

CHAIR—Certainly.

Mr Davis—The real essence is that we can cover the issues that relate to legidation and in particular the
changes in legislation since the CPRS exposure draft bills went out as they relate to the areas where Treasury
has primary responsibility for the legislation. Those areas are around the taxation of emissions units and the
main changes there were around the income tax treatment to create greater flexibility in valuing emissions
units held at the end of the income year. The second area is around €ligible emissions units being treated as
financial products for the purposes of the Corporations Act and the Australian Securities and Investment
Commission Act. Essentially, there were no changes, as | understand it, between the exposure draft and what is
in the legislation now. The third area is around the technical details or the technical aspects of the fuel tax
adjustments. Correct me if | am wrong, Glen, but | understand there was not an exposure draft of that, is that
correct?

Mr M cCrea—A draft was placed on the Treasury website for consultation purposes. That did occur.
Mr Davis—The committee may not have |looked at that previously
CHAIR—Thank you.

Senator JOY CE—I want to go to part 4, division 3 of personal property and capital gains tax events. Will
the decision of units being deemed to be personal property have an effect on the capacity to have assets
deemed that were real property to be non-real property assets and therefore given exemption from the capital
gainstax act if they are owned by aforeign entity?

Mr Davis—There are alot of stepsin that. | think the best way for me to answer that isthat | will takeit on
notice. There are a number of bitsinit and | would just like to make sure.

Senator JOY CE—We know that the non-real property assets are a huge hole in the income tax capacity
because if an overseas entity has a non-real property asset in Australia, they do not pay tax. This has the
capacity to influence that and possibly take things from a tipping point over to where they are a non-real
property asset if it is deemed to be that the permit is now personal property and non-real property. Therefore,
there are definitely ramifications there for Treasury and | want to know about them. | am sorry that we have
not got enough time, but that is not my problem.

Mr Bradshaw—I might be able to assist in the meantime, Senator. Australian emissions units, as you say,
are personal property, but under the income tax law they are generally treated on revenue account by which we
mean that a direct deduction is available and they are specifically carved out of the capital gainstax regime.

Senator JOY CE—Of course, so therefore we have the capacity to influence that. | want to know what
effect is on Treasury and whether we have done any modelling on what the capacity is of influence on this on
the revenue taken in Australia by people who could have been deemed to be greater than 50 per cent real
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property then saying, ‘We can now morph this into being less than 50 per cent real property so we are now
exempt.’

Mr Davis—As| said, Senator, we will take that on notice.

Senator JOY CE—Okay. With respect to part 25, clause 353 can you just quickly take me through the
measures that were considered there? It is to do with independent reviews on a five-yearly basis.

Mr Davis—Are you referring to the main bill or the consequential amendments bill, Senator?

Senator JOY CE—I imagine this would be in the consequential amendments. It isin the 11 schedules that
we have before us here at the moment.

CHAIR—The secretariat advisesthat it is at page 403 of the main bill.
Mr Davis—I think that is a matter for the DCC.

Senator JOYCE—It is about assistance and you are Treasury. | want to know what the cost is to the
Australian people of the change in the decisions on assistance.

Mr Davis—Senator, | tried hard to explain when we started what | could and could not talk about.
CHAIR—Senator Joyce, we will put that on natice for the Department of Climate Change.

Senator JOYCE—Then | will go to part 3, division 6, on the transfer of liabilities. | want to know: what is
the effect of the lack of capacity in joint venture agreements with our not being able to apply a charge on
foreign entities, what is the extent that we can charge on foreign entities, and what are the ramifications to
Treasury of that?

Mr Davis—Once again, they are not provisions we are responsible for, but we can take that on notice and
either the DCC or ourselves will get back to you.

Senator JOY CE—These are the problems when they rush this stuff through. Have modelled this on a go-
it-alone alternative?

Mr Davis—I cannot discussit. | am not responsible for the modelling. | am not quite sure which bit of the
modelling you are talking about.

Senator JOY CE—If Australia goesit alone, has Treasury modelled this on a go-it-alone premise?
Mr Davis—As| discussed at the start, that is not our area. | can take that on notice.

Senator JOYCE—Okay. What are the differentiations for these new 11 schedules? What are the
differentiations to regional Australia from this?

Mr Davis—I think that is a question for the DCC.

Senator JOY CE—With the emission reduction comparisons, the percentage change from 1990 to 2020, |
noticed that the USA's was based on—

CHAIR—Senator Joyce, isthis about the tax treatment?

Senator JOYCE—Yes, itis. It isabout the bill we are about to vote for.
CHAIR—Senator Joyce, we had the Department of Climate Change appear earlier today.
Senator JOY CE—Who | had four minutes to spesk to.

CHAIR—Yes, and your colleagues had the remainder of the time. As has been explained this morning and
just now today, Treasury are not here today to discuss general issues. They are here to deal with the tax
treatment.

Senator JOYCE—AnNd there are people out there in Australia who are very interested in what actually
happens here. That is what we are paid to do.

CHAIR—If you want to put these questions on notice for the Department of Climate Change, we will put
them through the secretariat to the Department of Climate Change, but it is using up time to ask questions
that—

Senator JOY CE—Oh no, it is not using up time. It is asking questions that are unable to answered, and not
by fault of the Treasury but by fault of the truncating of this process. There are people doing their homework
in order to ask the questions. It is just that there are no people capable of answering them. It is not because
they are not capable; it is because they have not had the time.
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Mr Davis—Senator, the fact that | cannot answer the questions you are putting to me does not mean that
there is not someone who is capable of answering them.

Senator JOY CE—Some of them were specifically in the areas that you said at the start that you had
covered. What—in your view, from the areas that you do cover—is going to be changed because we have
delayed this for one year?

Mr Davis—I do not think that our legislation needs to change at all on that basis.

Senator JOY CE—Isthere any cost to it in any form whatsoever that you are aware of because of the delay
of oneyear?

Mr Davis—If you want me to talk about what needs to change in the legislation, | can do that. | am not here
to do costings; | am not here to do modelling.

Senator JOY CE—I might come back later on. It just goes to show the Australian people how ridiculous
this whole process is.

Senator EGGLESTON—The codlition is concerned that this ETS scheme of the Rudd government has
largely ignored the impact of the scheme on our competitiveness and jobs in the first 20 years of transition if
our major competitors and trading partners do not reciprocate in establishing an ETS in a carbon market. The
design of the Rudd government scheme assumes that our major competitors will move to put in place a major
new tax on carbon in the early years. But suppose our major trading competitors do not do this? There appears,
from what we can gather, that there has not been any analysis at all of the impact of a scheme such as the
Australian scheme not having the ability to trade into a carbon market and reciprocal ETSsin other countries. |
wonder why you have not tested that proposition as far as we know. It has been seven months since the
Treasury modelling was released, but thereis still no information that | know of about this scenario that would
apply if other countries do not adopt an ETS.

CHAIR—Senators, we had the person from Treasury responsible for modelling this morning and a number
of questions were asked of her. | repeat that this is about the taxation aspects, not general Treasury—

Senator EGGLESTON—I stand corrected them; my apologies. You obviously do not have the capacity to
answer that question, so | will not proceed with it.

CHAIR—Arethere any other questions?
Senator JOY CE—Maybe you would like to suggest some that we could ask.

CHAIR—Senator Joyce, as | said before, the Department of Climate Change will take questions on notice.
If you provide them to the secretariat, they will forward them on.

Senator JOY CE—I am sure the Australian people are going to be fascinated.

Senator CAMERON—They would like to see you get your act together with their colleagues so that we
can—

Senator JOY CE—It isyour problem. It is you that has fallen over on this.

CHAIR—Senators! As there are no further questions, | thank Treasury for coming in this afternoon. If
senators have other questions, | take it that they will put them on notice.

Committee adjourned at 2.27 pm
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