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1 Introduction

“All we want is life beyond the Thunderdome”, is a line made famous by Tina Turner in the title song
of the 1985 Mad Max movie. In Thunderdome, a gladiatorial arena in a post-apocalyptic world,
conflicts are resolved by duels to death. Not as violently, but certainly as fiercely political battles have
been fought in Australia over greenhouse gas (GHG) cap-and-trade in the early 2000s. Increasingly
however, the informed public and many of the political stakeholders have craved for a “life beyond”.

The Paris Agreement and the respective Nationally Determined Contributions (NDC) as well as the
merits of cap-and-trade and its spreading across the globe and all governance levels could also help in
reviving the idea. However, with Australia having some of the highest per capita GHG emissions,
being the world’s leading coal exporter, and its political stakeholders still licking wounds from
previous political battles, the question arises: Is there really a second chance for sustainable GHG cap-
and-trade in Australia, a “life” beyond Thunderdome”?

In this chapter, we answer this question by evaluating Australia’s former GHG cap-and-trade
initiatives based on sustainability criteria. Against the background of Public Choice theory we then
analyse the reasons for the eventual political failure of earlier GHG cap-and-trade in Australia and
predict the chances of reviving any of the former approaches. We mainly argue that earlier cap-and-
trade schemes in Australia showed a lot of merits and that, despite of ongoing partisan feuding, there

are political chances for GHG cap-and-trade to live “beyond Thunderdome”.

2 Climate policy, sustainable cap-and-trade, and the politico-economic background

The Paris Agreement is certainly a diplomatic success, but needs to be substantiated by convincing
policies. The Agreement obliges the global society to “[h]olding the increase in the global average
temperature to well below 2°C above pre-industrial levels and pursuing efforts to limit the temperature
increase to 1.5°C above pre-industrial levels”."" However, the (I)NDC submitted to the UNFCCC until

May 2016, even if fully implemented, fall short of the reductions necessary for following the low-cost



2°C scenario.” And while the Paris Agreement obliges the parties to a “progression over time”" with
respect to their climate protection efforts, there is still substantial need for convincing policy
approaches.

Domestic GHG cap-and-trade is a promising way of substantiating the Paris Agreement. The
agreement explicitly allows the use of “internationally transferred mitigation outcomes”, or, in more
economic terms, the trading of emission rights or credits. Emissions trading or cap-and-trade has
almost unanimously been supported by economists on the grounds of environmental effectiveness and
economic efficiency." Recently, it has been shown that a sustainable design, not only taking into
account effectiveness and efficiency but also social justice requirements, is possible." Surprisingly,
the resulting design recommendations do not exhibit major contradictions between environmental,
economic, and social goals, but rather point to the same direction. Following this approach would
hence directly answer to the Paris Agreement’s urge to “reflect equity”.""! Not least, linking domestic
schemes can significantly improve the sustainability of GHG cap-and-trade,™ and with domestic
schemes becoming more widespread, extending not only to several continents and countries but also to
all governance levels from local to supra-national,” this option becomes even more promising.

However, the feasibility of sustainable GHG cap-and-trade suffers from a variety of political
barriers. Public Choice, the economic theory of politics, provides a set of arguments on why rational,
self-interested political actors such as voters, interest groups, bureaucrats, and politicians would not
support ambitious market-based approaches to environmental protection. It substantiates a “market
tendency for the political process to resist market mechanisms for rationing scarce environmental
resources”™! by showing that only less influential political stakeholders support pricing instruments
such as environmental taxes or cap-and-trade, while the most potent ones oppose them. Empirical
studies support this view to some extent.*! Thus, while the restrictive assumptions of Public Choice
certainly limit its explanatory and predictive power, Public Choice can still provide a worst-case

scenario for the political feasibility of sustainable GHG cap-and-trade.



3 GHG cap-and-trade in Australia

In 2008, the Labor government under Prime Minister Kevin Rudd proposed the introduction of an
emissions trading scheme known as the Carbon Pollution Reduction Scheme (CPRS).*" A thorough
policy development process was put in place, starting with a Green Paper on ETS design issues in July.
This was followed by the release of a comprehensive independent report on the impacts of climate
change on the Australian economy, the Treasury modelling and a White Paper in December.*" In
2009 and 2010, the Rudd government introduced three packages of legislation to implement the
scheme. The CPRS Bill passed the House of Representatives. In a historical political turn, six days
before the Senate vote, Tony Abbott won the Opposition leadership replacing Malcolm Turnbull and
opposed the bills.*" The Greens party voted with Abbott against the CPRS.

After a second failed attempt in 2010, Prime Minister Rudd deferred the CPRS legislation until the
end of the first commitment period of the Kyoto Protocol in 2012. The decision to postpone the CPRS
Bills, the chief policy mechanism to deal with what Rudd called the ‘moral challenge of our
generation’, cost Prime Minister Rudd his position as a Labor Leader and Prime Minister.”

In July 2011, Prime Minister Julia Gillard proposed the introduction of a carbon market called the
Carbon Pricing Mechanism (CPM). ** This time backed by the Greens Party, the legislative package
passed in Parliament in November 2011, and received Royal Assent in December 2011.** The CPM
commenced on 1 July 2012, coinciding with the end of the first commitment period under the Kyoto
Protocol. After two years of a functioning AUS CPM, Australia’s new Prime Minister Abbott deliv-
ered a campaign promise of abolishing the scheme. A legislative package, also known as the ‘carbon
tax repeal legislation’, passed in the House of Representatives and the Senate and received Royal As-
sent on 17 July 2014, dismantling the AUS CPM. The legislation entered into effect from 1 July 2014.

Following the abolition of the CPM,™ the Coalition Government’s main climate change policy in-
strument became the Emission Reduction Fund (ERF), which was built upon the already existing legal
framework for the Carbon Farming Initiative (CFI) through amendments to the CFI Act.*! The ERF is
an incentive-based scheme, in which the Federal Government subsidises sequestration or emission

avoidance projects through the direct purchase of offset credit units known as Australian Carbon Credit



Units (ACCUs).*! The process for purchase of ACCUs is completed via reverse auctions and ten-
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ders,™" whereby project proponents compete for the undertaking of emissions abatement projects. The
purchaser (in this case, the Government), selects the successful bids to enter into a contract with.™"
Linked to the ERF is the Safeguard Mechanism (SM), which commenced operations on 1 July 2016
with the passing of the National Greenhouse and Energy Reporting Act 2007 (Cth) and respective
amendments made under the CFl1 Amendment Act.**"' The SM is a baseline and credit mechanism cov-

ering a relatively small number of high emitters in Australia. The key features of the CPRS, CPM and

ERF/SM schemes are compared below and assessed against the sustainability criteria for cap-and-trade.

3.1 Coverage

The sustainability criteria on coverage call for mandatory participation of all polluters and coverage of
all GHG.™ Such requirements are only partially fulfilled by the CPRS and the CPM, with the CPRS
complying with the criteria to the greatest extent, while the ERF/SM fails to comply with the social
justice criteria in relation to coverage.

The CPRS fulfilled the mandatory participation criterion and GHG coverage criterion, covering all
six GHG listed under the Kyoto Protocol, whilst only partially meeting the requirements in respect to
participation of all polluters. The CPRS was designed to be mandatory for approximately 1,000 large
polluters from the stationary energy, transport, fugitive emissions, industrial processes and waste
sectors, covering approximately 75% of Australia’s emissions™", Within these sectors, only
companies emitting 25,000 tonnes or more of CO,-¢ per year were covered.™* Excluded from the
CPRS were emissions from agriculture, forestry, fugitive emissions from decommissioned
underground coal mines, certain synthetic greenhouse gases and emissions from the combustion of
biomass.

The CPM was also mandatory to liable companies. It covered approximately 360 large polluters
emitting 25,000 tonnes of CO»-e per year or more, responsible for around 60% of Australia’s
emissions.™ The CPM also covered only four of the six Kyoto GHG, from aluminium smelting,
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stationary energy, non-legacy waste, transport,”™" industrial processes and fugitive emissions. The
scheme excluded emissions from agriculture, forestry, fugitive emissions from decommissioned coal

mines and legacy waste. Road transport and forestry sectors were not covered by the CPM. However,



the legislation on fuel tax and synthetic GHGs imposed an equivalent carbon price on some business
transport emissions, the non-transport use of liquid and gaseous fuels (except natural gas) and
synthetic GHGs >

Of the three schemes, the ERF/SM is the one with the most significant sustainability problems. The
voluntary participation in the ERF coexists with a mandatory participation for a very limited number
of businesses in the SM, approximately 140 large businesses with annual emissions of over 100,000
tonnes of carbon dioxide equivalent (compared to 25,000 tonnes of CO,-¢ per year or more under the
CPRS and CPM). The ERF/SM covers exclusively direct GHG emissions (scope 1 emissions) from
power generation (approximately 57% GHG emissions from the electricity sector), mining (coal and
metal ores), oil and gas extraction, gas supply, manufacturing (including metals, cement and lime),

transport (air, sea, rail and road), heavy and civil engineering construction, and (new) waste.

3.2 Cap

Sustainable cap-and-trade have stringent volume caps, which are absolute and are set to gradually
decrease and are linked to stringent absolute volume reduction targets. ™! The criteria are partially
fulfilled by the CPRS and the CPM, with the ERF/SM lagging behind.

Australia has historically committed to weak reduction targets and the trend has been further
exacerbated under the recent Coalition Government. At the time of the CPRS proposal, Australia had
committed not to a reduction, but to an increase in emissions to average 108% of 1990 emissions for
the years 2008 to 2012. Beyond 2012, reduction targets were set at 60% below 2000 levels by 2050
and between 5% and 15% below 2000 levels by 2020. In the event that there is comprehensive
international agreement, the ambition of the target could be increased to 25% below 2000 levels by
2020. In terms of cap, while transitional measures would exclude an absolute cap in the first 12
months of the CPRS, from 2012-13 absolute volume caps would be set by Regulations, based on the
indicative national targets in the relevant year.

Functioning under the same federal emission reduction targets, the framework for the CPM
provided for a longer transitional period (three years) during which emissions would not be capped
under the scheme, disproportionately burdening non-covered sectors.*" However, from 1 July 2015
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onwards, absolute pollution caps would be set by Regulations™" reflecting Australia’s medium- and



long-term targets for reducing net greenhouse gas emissions and the different possible trajectories
towards itV

With the absolute caps being set by Regulations, there was no mandatory cap reduction under the
CPRS and the CPM. However, absolute caps were expected to gradually decrease, amongst other
things, through the adoption of default caps in the absence of Regulations.

The Coalition Government has committed to the lowest level of reduction targets for 2020 (only
5% reduction based on 2000 levels) and adopted a weak medium-term target of 26-28% below 2005
levels by 2030. Under the ERF/SM there are no absolute caps. Instead, individual baseline emissions
number are set for each facility, calculated based on historical emissions data (highest level of reported
emissions for a facility over the historical period 2009—-10 to 2013—14), with no mandatory graduation
reduction of individual baselines. The ERF/SM once again violates the social justice criteria in relation

to the cap.

3.3 Allocation

The social justice criteria for the validity of emission rights and the initial allocation would be
increasingly fulfilled by the CPRS and the CPM. Both schemes would create and issue emissions
permits, each corresponding to 1 tonne of CO2e. During the first 12 months of the CPRS (2011-12),
permits would have been allocated at a fixed charge of $10 per unit. From 2012-13 there would be
auctioning of permits (unit of 1t of CO2e/a) combined with targeted assistance via free allocation of
permits to emissions-intensive trade exposed (EITE) industries and the Coal sector. Assistance would
be transitional and the scheme would progressively move towards 100 per cent auctioning.

The framework of the CPM provided for the issue of permits for a fixed price from 1 July 2012
until 30 June 2015, starting at $23 per tonne of CO»-¢ in 2012-13. After 1 July 2015, units would be
allocated via auction. During the fixed charge years and the flexible charge years, the Government
would issue permits free of charge to EITE sectors under the Jobs and Competitiveness Program. Two
categories of eligibility for the Jobs and Competitiveness Program, i.e. moderately emissions-intensive
and highly emissions-intensive, would determine the different levels of free allocation.™"!

In contrast, the sustainability criteria for allocation are entirely violated by the ERF/SM. Under the

ERF/SM there is no absolute cap and no issue and/or trading of permits. The federal government



enters into ‘carbon abatement contracts’ to directly purchase offset credits generated through
sequestration or emission avoidance projects.**"ili

3.4 Revenue Use

The CPRS and the CPM largely complied with the sustainability criteria for revenue use, as both
schemes were set to be revenue neutral. Revenue from the CPRS would have been used to purchase
international credits, such as avoided deforestation credits and towards household assistance measures
and industry assistance measures.

The CPM provided for cost compensation to low income households and industry, investments in
renewable energy and funding for emissions reduction projects in the land sector. Over 50 per cent of
carbon price revenue was earmarked for cost compensation of approximately 1 million low-income
households. The package effectively delivered a tax reform that compensated beyond the cost increase
due to the carbon price. ™ In addition to tax cuts, pensions, allowances and benefits were increased
and there were other benefits to households with special needs.

The Jobs and Competitiveness Program, providing free allocation of permits to EITE sectors,
would use another 40 per cent of the revenue collected under the CPM. A Coal Sector Jobs Package
and an Energy Security Fund would guarantee free allocation of permits and cash payments to the coal
sector, including coal mining and coal-fired electricity generators. A Steel Transformation Plan
provided assistance to the Steel sector. Finally, part of the revenue from the CPM would be invested in
renewable energy, low pollution and energy efficiency technologies, as well as fund new land-based
mitigation measures.

Contrarily, the ERF/SM is a subsidy-based scheme that uses government revenue to purchase offset

credits and therefore it is not capable of generating revenue.

3.5 Flexibility Mechanisms
The sustainability criteria in respect to flexibility mechanisms allow for banking but disapprove
borrowing of permits.™ A limited number of offsets that meet stringent requirements is also in line with

the sustainability criteria.



The CPRS and the CPM somewhat complied with the criteria, allowing for banking of units after
the fixed charge period, but also allowing for limited borrowing. Under the CPRS, a domestic offsets
program offered opportunity to receive free Australian emissions units for sustainable offset projects.
The CPRS would also accept international offset units, including certified emission reduction (CERs),
emission reduction units (ERUs), removal units (RMUs), prescribed Kyoto units and prescribed non-
Kyoto international emissions unit.*"

The CPM was linked to the CFI, a domestic voluntary offsets scheme offering a range of abatement
and carbon sequestration opportunities in the land sector. The CPM would also link to international
schemes from 2015 onwards, up to a limit of 50% of the participants’ liability for the relevant year. "
Under the ERF/SM, facility operators can surrender eligible carbon offsets at any time to remain

below their baseline. Credits issued under the Emissions Reduction Fund—also known as Australian

Carbon Credit Units or ACCUs—are eligible offsets.

3.6 Price Management

The sustainability criteria suggest that market intervention should be kept to the minimum, but if a
price collar applies, the price floor and the price ceiling should not be lower than US$20 and US$200,
respectively X The CPRS and the CPM would progressively fulfil this requirement, as price
flexibility was meant to increase over time.

In the first 12 months of the CPRS, permits would have been sold for a fixed price, with a practical
effect of a carbon tax. From 2012-13, permits would be auctioned. In the first four years of auctioning,
access to an unlimited store of additional permits issued at a pre-specified fixed price would have the
practical effect of a price cap, starting at AU$40. These units would not be tradeable or bankable for
future use.

Similarly, under the CPM permits were sold during the fixed charge years at AU$23 per permit. A
price ceiling was in place for the first three flexible charge years."" The original design of the AUS
CPM also included a price floor (AU$15, rising annually by four per cent) in the first three flexible
charge years.™ However, this feature was removed when the Australia and the European Union
declared that they would link the CPM with the European Union Emissions Trading System (EU

ETS). M



It is not possible to assess the ERF/SM against this criterion, given that permits are not issued by

the Government under this scheme.

3.7 Compliance

According to the sustainability criteria, compliance periods should be short in order to allow for short-
term control over reduction achievements and provide opportunities for immediate penalties and ex-
post emission compensation in the case of non-compliance. Trading periods can be long, only if
supplemented by short-term submission requirement for major parts of used emissions rights. Reliable
monitoring and quenching penalties are a necessary component of a sustainable cap-and-trade.™" The
CPRS and the CPM greatly complied with this criterion, while, once again, the ERF/SM fails to
comply.

The compliance cycles of the CPRS and the CPM were the financial year. Both schemes imposed
stringent penalties in case of unit shortfall, although it did not include (over)compensation for excess
emissions. Penalties were strict under the CPM, with a unit shortfall charge applicable in the first three
years (fixed charge period) equivalent to 130 per cent of the ACU fixed price, once again not including
(over)compensation for excess emissions.*"!! In flexible charge years, the unit shortfall charge was set
by regulations and would range between 130 per cent and 200 per cent (default rate) of the benchmark
average auction charge for the relevant period.*™ In case a unit shortfall charge remained unpaid after
the due date, an extra penalty calculated at the rate of 20% per annum (or a lower rate specified in the
regulations) on the amount unpaid was due.'

In addition to the generous baselines and very limited liability under the SM, the ERF/SM has very
weak compliance mechanisms. Participants may opt between one financial year or multi-year periods
(two or three-year multi-year periods). The penalty for exceeding the baseline is virtually insignificant,
with the option for the participant to adjust the facility’s baseline or select a multi-year compliance
approach for managing excess emissions.

The Regulator has discretion in applying a range of enforcement options, including the issuing of
infringement notices, acceptance of enforceable undertakings, seeking injunctions and pursuing court
action. Enforcement options are unlikely to ever be applied given the generous baselines. The Clean

Energy Regulator may seek civil penalties through the courts with the maximum amount set at 100



penalty points per day (currently $18,000 per day), to a maximum of 10,000 penalty points in total. In
addition to paying the penalty, the facility operator remains under an obligation to rectify an excess
emissions situation. This option is also very unlikely to take place, as the civil penalty is considered a

last resort and will never apply to businesses that meet legislated safeguard requirements.

3.8 Supporting Measures

None of the Australian schemes to date provided for border adjustment to prevent carbon leakage. The
main strategy to protect EITE sectors in the CPRS and the CPM was free allocation of permits, which
does not comply with the sustainability criteria.

In August 2012, the linking of the EU ETS and Australia’s CPM was announced. GHG emissions
permits from the EU ETS (European Union Allowances) were to be eligible to be used for compliance
under the AUS CPM from July 2015 until July 2018 (‘one-way link”). From 1 July 2018, a two-way
link would be put in place, with mutual recognition of carbon units between the two ETSs."

The CPM also allowed for the use of units from credible international carbon markets. However,
the most important feature was the negotiated linking with the European Union Emissions Trading
System (EU ETS), initially unilateral, which was supposed to commence in 2015.

The ERF/SM currently does not allow for the linking with international units.

3.9 Impacts from cap-and-trade in Australia
Ex ante an studies of the CPM show that it was estimated to cause a 10 per cent increase in electricity
prices, driving significant changes to the energy sector which would make renewable energy more
competitive relative to coal. The Treasury modelling" concluded that the impacts on manufacturing
output would be small, with some sectors in the economy actually benefiting from the carbon price."™
While the Treasury modelling stated that some emissions-intensive sectors would require transitional
assistance, it did not focus on specific sectors/subsectors of the economy in order to inform the
appropriate levels of assistance.

Despite the absence of ex ante assessment for specific sectors, in 2011, the Grattan Institute

analysed the likely impacts of a carbon price of A$23 rising to A$40 on a number of industry sectors

in Australia." It concluded that the industry support in the form of the proposed free allocation of



permits to the liquefied natural gas (LNG), coal mining and steel industries was unjustified and costly,
putting at risk the environmental efficiency of the scheme and unjustifiably increasing the general
costs of carbon reduction elsewhere in the economy, including non-participant sectors and
households."

The short period of the scheme’s existence did not allow for ex-post studies on the impacts of the
AUS CPM to industry," except for indications that there has been no harm to the overall economy
attributable to the CPM. M

In terms of its environmental effectiveness, data published on the Quarterly Update of Australia’s
National Greenhouse Gas Inventory from June 2012 onwards confirms that the CPM had a real
potential to reach meaningful emissions reductions. In fact, emissions went down after implementation
of the CPM and, inversely, increased after the repeal of the CPM and implementation of the
ERF/SM.™

In sum, a distinct hierarchy of compliance with sustainability criteria can be detected for former
and current market-based climate policy approaches in Australia. While the CPRS clearly had the best
design, the CPM also did well and even delivered some promising results in the short period of its
efficacy. The ERF/SM, however, cannot be considered a sustainable climate policy choice for

Australia.

4 The politics of GHG cap-and-trade in Australia
4.1 Voters: The Australian public
The Australian voters’ opinion on climate policy has had its ups and downs.™ In the early 2000s,
basically, there was strong support for climate action driven e.g. by the 2007 Australian bushfires as
well as international events such as the Al Gore movie “An Inconvenient Truth”. From 2008 onwards,
however, attention switched to the global financial crisis and potential additional costs caused by
ambitious climate policy.

Australian voters’ position on carbon-cap-and-trade, is mainly determined by the perception of the
pricing and revenue recycling design elements.™ Early opinion polls show broad support for pricing
schemes, which formed the background of former Prime Minister Rudd’s pro-active strategy on

climate change and the CPRS as well as Prime Minister Gillard’s CPM. The later public resistance



was almost entirely formed by a campaign of the Coalition opposition under the Abbott’s leadership,
terming the CPM a tax and emphasizing possible increases in households’ costs of. Mainly over this
issue, in 2013 Australians voted the Gillard government out of office and replaced it by Abbot. It
added to the problem, that the revenue recycling was not as easily understood as the pricing itself. The
continuing political quarrelling over climate and energy policy, current Prime Minister Turnbull’s
broken promise to tackle the issue seriously, and the still sticking Abbott tax-tag has left a continuing

distrust in Australia’s governments’ will and skill to deal with climate change.

4.2 Interest groups: Australian environmental organizations, industry groups, and labour unions
Major interest groups involved in the debate about GHG cap-and-trade in Australia have been
environmental organizations, industry groups, and labour unions.

Environmental non-governmental organizations (NGO) have quite generally been supportive of
GHG pricing for over a decade now.™ They mainly value the absolute limit to GHG emissions.
Targets in line with the climate protection necessities, comprehensive coverage, and limits to offsets
and free allocation have been major design requirements. Still, NGOs opposed Rudd’s CPRS because
of hope for an even more stringent scheme. Gillard’s CPM, in turn, gained more support, mainly due
to the eventual complete CPRS failure. This support for ambitious GHG cap-and-trade continues to
date. However, NGOs have changed their strategy from fierce political lobbying to a more cooperative
strategy, institutionalized e.g. by the Australian Climate Roundtable. Hopes are that this cooperation
with major business associations and labour unions opens more doors for a new GHG cap-and-trade
scheme in Australia than continued engagement in the political battles between government and
opposition parties. The now increased consensus amongst NGOs on GHG cap-and-trade might also
add to NGOs political power. Still, NGOs political influence on a Coalition government is much
smaller than on a Labor government, mainly due to limited personal relationships. Not least, compared
to industry, Australian NGOs still lack financial and personnel resources. However, industry has lost
some of its influence due to a growing gap between individual sectors’ positions.

Major parts of the Australian industry have quite substantially changed their position on GHG cap-
and-trade.™ However, the extracting industry to this day continues to doubt climate science and

opposes GHG cap-and-trade, mainly because of the threat to coal use and exports. The manufacturing



sector, on the other hand, had shown some level of openness before 2010, then joined the extracting
industry in its determined opposition, but recently have become more open again. While international
competitiveness remains its major concern, above all else, manufacturing craves for energy and
climate policy certainty for long-term investment decisions. Coverage of the industry, transport, and
household sectors, international linkages, and a phase-in similar to the CPRS would be design
elements most appreciated. Genuine support for GHG cap-and-trade continuous to be provided by the
service sector, banks, insurances, and renewable energy companies. Australian labour unions, even

including mining sector unions, have also been long-time supporters of GHG cap-and-trade.

4.3 Bureaucracy: The Department of Environment and Energy

Civil servants in Australia’s ministries below the minister level, more than in other countries, tend to
value independence from political parties’ ideologies and interest groups’ opinions. Still, officials in
the Department of the Environment and Energy have an above average motivation to protect the
environment in general and the global climate in particular.*™ GHG cap-and-trade, though initially
seen with some scepticisms, has gained a lot of support within the Department at the working level
and is now, even after the failure of the CPRS and CPM and their political legacy, considered to be the
most promising approach to domestic and international climate policy.

The Departments political influence mainly stems from its officials’ technical expertise in the
respective matters and their capability of designing and refining policies. This expertise has been
acquired over a period of more than 15 years of working on GHG cap-and-trade, and, as a
consequence, despite of the usual personnel shuffling, the Department still disposes of ample policy
design know-how, elaborated policy proposals, and supporting data. However, especially in these
times of the particular political legacy of GHG cap-and-trade, lower-level civil servants have limited
influence on really driving what ends up to be a very political decision made by the governing parties

and their cabinet.



4.4 Politicians: The Coalition, the Labor Party and the Greens
Despite of the differences in the positions described above, the major political battle has been fought
between political parties.™"

Supported mainly by the extracting industry, the conservative-liberal Australian Coalition parties
have positioned themselves as opponents of ambitious GHG cap-and-trade. This results partly from an
industry-friendly party ideology, but mainly from tactical planning in the campaign leading to the 2013
elections. In order to overcome the Gillard government, Abbott went on a crusaded against the CPM
with the tax-tag as its winning weapon. Pounding the tax drum all along, eventually he gained the
support of the majority of the Australian electorate and was elected Prime Minister. And immediately
he got rid of the CPM, replacing it by the ERF/SM. To this date, even under the Turnbull government,
there has been no intention to open a new discussion on a real GHG cap-and-trade scheme.

The Labor Party continues to support GHG cap-and-trade. However, the Rudd government at the
time missed its chance to implement the CPRS mainly due to unnecessary political manoeuvring at
times when public support for climate action was the strongest and industry resistance the least. And
while Gillard revived the idea, she also fed Abbott’s campaign by publicly admitting that the CPM
with its initially fixed price could be termed a tax. Labor’s current policy proposal builds on a sectoral
approach and a two-step phase-in of cap-and-trade, which starts with an intensity baseline-and-credits
scheme and then moves on to a comprehensive full-fledged cap-and-trade program.

The Green Party, though actually in favour of ambitious GHG cap-and-trade, had its devastating
moment when, backed by more fundamental NGOs at the time, they voted against Rudd’s CPRS on
the basis of a design critique in detail. Having learned the political lesson, they later supported
Gillard’s CPM. Currently, the Greens still favour an ambitious GHG cap-and-trade program as the best
climate policy option to deliver the emissions reductions necessary to meet Australia’s INDC target.

In sum, while the fierce battle over GHG cap-and-trade between Australia’s political parties
continues, the opposing forces are now limited to the Coalition parties and extracting industries.
Support, on the other hand, comes from the Labor and Green Parties, the manufacturing and other

businesses, labour unions, and NGOs. While a newly elected Labor-led government could certainly



bring about major change after the 2019 elections, the Coalition’s margin for manoeuvring towards a

new GHG cap-and-trade scheme seems limited.

5 Conclusions

A number of uncoordinated policies have been debated, introduced and dismantled over the past ten
years in Australia. Inconsistent approaches towards climate action were fuelled by a toxic political
debate, not only around the ideal policy mechanism but around the science of climate change itself.

The CPRS and the CPM were to a great extent compliant with the sustainability criteria for a GHG
cap-and-trade and would be improved over time, however the schemes lacked political support. The
ERF/SM, while politically feasible, has not been capable to generate meaningful emissions reductions
and encourage the transition to a low emissions economy in Australia.

Of the three schemes that were compared, the ERF/SM is by far the worse in terms of compliance
with sustainability criteria. Some of the most concerning features are the incapacity to raise revenue
(exclusively relying on substantial government funding)™* and the lack of stringency of the baselines
under the SM.

Despite the complex political landscape, Australia will be increasingly pressured to fulfil its
commitments under the Paris Agreement and it is clear that the measures currently in place are
insufficient. The lack of political certainty has harmed investment and now some new pro-active
dynamics are starting to be shaped in the business community. There is scope, therefore, for a
cautiously but optimistic view that, under certainly necessary new political leadership, ‘the recent
tarnishing of cap-and-trade ... will ... turn out to be a temporary departure from a long-term trend of
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increasing reliance on market-based environmental policy instruments”.
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