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They might, but not primarily and not without strong supportive measures. This paper briefly looks at the situation humanity is in at the present. It then pulls together and discusses some information on market mechanisms which explain the conclusion above. Options for actions that the Australian government might take are given. Actions PHAA might take to achieve political will for this action will be outlined in a subsequent interim policy briefing paper.

Summary

· In order to maintain a safe climate, humanity has to stop and reverse the amount of greenhouse gasses in the atmosphere by mid century. We are near to reaching the total amount of carbon we can put into the atmosphere. Action is urgent.

· For historic reasons we have been looking at emission targets and a market system for efficiently (economically) bringing about the reductions we need.

· This paper looks at the how a cap and trade system might work. It briefly discusses other options. There is no uncontested correct way to reduce emissions but there are principles that emerge during the discussion.

· Central to deciding on the way forward is understanding the current situation particularly in terms of the Carbon Pollution Reduction Scheme (CPRS) legislation domestically and to a lesser how this effects Australia’s position at the international level. 

· Competing economic mechanisms for pricing carbon and driving a move away from using it are proposed (trading or taxes) and other opinion that rejects an economic mechanism exists. All have advantages and disadvantages. Trading schemes as they have operated with mitigation of warming would seem to have failed us.

· The core need is a clear, tight regulatory framework (regulations, rations, caps, progressive reductions) within which any economic mechanism, that is flexible enough to respond to the evolving climate in real time, can operate.

· Any regulatory system and economic mechanism needs to be supported and driven by direct government stimulation of energy demand reduction and efficiency and a move to renewable energy.

· There are technological aspects to the discussion that become irrelevant if the question is the technology proven or still to be developed is asked. The urgency suggests available off-the-shelf technological solutions be used now. Usual mechanisms to develop new technologies can apply.

· There would be action if political will to invest in promoting and rolling out programs, incentives and technology existed.

· PHAA needs to advocate for government action on implementing action more seriously than at present, to support amending the current CPRS legislation and challenge the core assumption of continued reliance on coal and CCS as a central tenet of policy.

The situation
The scientific consensus is that a safe temperature rise is contingent on achieving a total carbon dioxide (CO2) level in the atmosphere of 350ppm maximum by 2050. CO2 is currently 388ppm and rising at 2 to 3 ppm per year. At this current rate IPCC SRES models forecast temperature rises between 3 to 6 degrees by 2100. 
 
 

Humanity has at maximum a trillion tonne limit on carbon emissions, (lower if we are to be safer). Humanity has already emitted 75% of this. This gives humanity a carbon budget of about 400 gigatonnes (gT) more CO2 to release into the atmosphere this century. Put another way, so each human’s personal carbon limit is 36 tonnes, for ever! 
 Others think that this is too severe and we are lower than this (234GtCO2 between 2000 and 2006), and that if we limit CO2 emissions to 1000 Gt then there is only a 25% probability of exceeding 2 degrees.
  However they acknowledge that this is not safe, just what their models show. Considering the consequences, it carries a high risk. The danger from exceeding 350ppm CO2 is that temperature will push natural systems across critical tipping points and irreversible feedbacks will force temperature even higher, outside the range of human evolutionary experience.

At present negotiations to broker an international deal to curb and reverse emissions by 2050 are stalled. The political will has been undermined by vested interests who want to maintain business as usual as long as possible 
. Yet economic analysis of the situation recommends urgent action to minimise future costs and prevent irreversible climate change 
 
. There is currently fierce argument, representing vested interest, skepticism and political expediency as well as scientific evidence about the best course of action.
Now is a critical time to engender political will to act in the long term, common interest, for future humanity. The recent parliamentary Carbon Pollution Reduction Scheme (CPRS) impasse shows our leaders haven’t understood the situation. The government’s Carbon Pollution Reduction Scheme, will not however deliver as we have been lead to believe. The stalling of the ETS process in our own parliament actually presents an opportunity to pressure government to come up with a better process and policy. The following discussion about trading schemes in general and the CPRS specifically will explain why. Following discussion of trading schemes, this paper will explore other options and lead to suggestions for action by PHAA.

What’s proposed, will it work and what instead?

Australian government proposal

The government proposes a suite of measures to bring about a “low‑pollution economy of the future.” 
 These include a Renewable Energy Target of 20% by 2020, energy efficiency measures, a series of adaptation actions, strong support for Carbon Capture and Storage development, strong international leadership and a market trading scheme to deliver reductions.
 
Looking at the market place
The theory behind trading schemes is to put a cost on emitting carbon (actually CO2). Conversely there is increased value to an organisation for reducing emissions. This is supposed to deter use of highly emitting technology and drive adoption and development of low emission technology. The background of trading schemes is based in a neoliberal market economic paradigm. Originally proposed by the USA, it has become the orthodox view on reducing emissions. The emphasis on carbon trading is a hang over from the Coalition government years when the policy focus was on getting action and getting Kyoto ratified was the game plan. There has now been several years experience of trading schemes. While some have had success (sulfates, fishing quotas) experience with the Kyoto Protocol and the EU Emissions trading scheme show what has happened with emissions trading.

The problem is not so much with the economic theory behind trading schemes but more with the manner in which they have operated in regard to global warming mitigation. The core problem is that the schemes have been subverted so that they do not work effectively. Governments have subverted their schemes for a complex of reasons that can be described simplistically as giving in to pressure form powerful business lobby groups to maintain a business as usual approach to the current economic system, and to a failure of nerve to subject voters to any economic pain. In effect while espousing a market response, governments have created further market failure.
There are three groups of generic problems with how trading schemes to curb carbon emissions have been run. The CPRS shares these flaws.
Lack of adequate underpinning structure and regulation to guide / drive the market.
· A trading scheme of itself does not of itself limit or reduce emissions. The scheme needs to be underpinned by a tight regulatory framework of caps and limited permits within which the market can operate to price carbon. Reduction targets provide the structure to guide the market. The regulation needs to rapidly increase pollution limits so to create a trajectory of reducing emissions in line with being a near zero carbon economy by mid century.
· The assumptions behind the CPRS do not deliver sufficient CO2 reductions. The aim is to achieve a 450ppm CO2 level “or lower” (at current rates of emissions 550ppm is more likely) and to have no impact on perpetual economic growth. This accepts a temperature rise of 4 to 6 degrees 
.

· These assumptions, and a not entirely unreasonable reluctance to expose Australian industry to unnecessary risk, means that emission reduction targets are too low. That is the regulation is not strong enough to drive the market to operate to deliver the changes needed to reduce emissions. Garnaut’s advice about these risks to industry also presenting opportunities have been lost from the discussion. 
Undermining the market value of the scheme / setting up market failure
· Issuing a large number of free, rather than auctioned, permits drives down the price of carbon and by flooding the market, removes incentive to reduce emissions. This mistake has interfered with the efficient operation of other trading schemes. 
 
 
· The CPRS’ industry support measures reward the largest polluters and do not put pressure on them to reduce domestic emissions. The legislation transfers billions of tax dollars (see below) to private corporations rather than to action to actually reduce emissions. 
 These windfall profits are a much criticised feature of the EU Scheme.
· By at the same time putting a cap on the price of carbon the CPRS defeats the purpose of using a market mechanism to most efficiently price carbon. The price, being unable to rise above the set cap, cannot then influence market decisions.

· By specifying a ceiling price for carbon ($40/tonne), if reduction targets were to be increased and / or the carbon price exceeds $40 per tonne, the Australian government (taxpayer) may be held responsible for losses to industry that have come about because of this and have to directly compensate industry or buy the extra permits on the international market. This removes capacity to increase reductions and carbon price without huge potential cost to the taxpayer. 

· Prohibiting sale of Australian permits overseas, the Scheme prevents bilateral trade into other trading schemes, risking “public budgets and economic efficiency.” 

Offsetting
· Allowing trade in carbon permits with offsetting has two effects. First, by buying offsets from developing nations overseas, western industry is able to evade having to lower their own domestic emissions. Not only does the CPRS help Australian industry evade reductions directly, but doing this has adverse effects in the overseas societies were the CDM permits are sourced. 11 
· Secondly, in association with emissions rights being classified as property rights, interest in or ownership of pollution rights transfers ownership of the increasingly scarce atmospheric commons to western corporations. This practice in effect privatises the atmosphere similarly to what happened to land consequent to enclosure laws in Britain in the late 18th and early 19th centuries. This further redistributes global resources into the control of developed nations. 
 
Besides these, the CPRS specifically suffers from:
· There is a strong assumption that Carbon Capture and Storage (CCS) will be available in about 2033 and will be continuing reliance on coal for our energy needs. 
 CCS receives the largest allocation of funding for the additional measures, $2.425 billion over 9 years (269 million per annum). 
 Additionally the Coal Mining Abatement Fund stream receives $270 million (timeline not given). 

· In comparison, the Renewable Energy Targets are unfunded although the Solar Flagships has $1.6 billion over 6 years ($267 million per year) allocated, Renewables Australia $465 million and Energy Efficiency only receive $200,000 in 2009-10 to support early action on energy efficiency of which 50% is for Early Action Energy Efficiency Strategies for Business. 18
Discussion about this scheme and trading schemes generally can be found at The Australia Institute 
 and other places. 11 16 
The fundamental problem with how a market trading system has been set up is that it perpetuates the economic system that has caused the initial market failure, and the global financial crisis, in the first place. The focus of action becomes trading virtual emission reductions not actually reducing emissions. The trade in carbon becomes speculation in avoided carbon emissions. Trading sets up a derivatives market, and sets up conditions for another financial bubble, burst and crisis. 
 One outcome is the introduction of a perverse incentive that undermines effort to stop emitting carbon.

Wrong tool – what instead?
There is debate in the economic community about what is the right tool for the job. The economic majority view is that trading within an increasingly tight regulatory framework is the way to go. Others suggest that a mixture of regulation, incentives, rationing and direct government investment in alternatives is better. Interesting the more progressive and the very conservative agree on this latter position.
There is suggestion that a direct tax on carbon would be a better alternative than a trading scheme. Critics of a tax cite the disadvantage of there being only indirect control by government on how price translates into a reduction in carbon emission volume. Proponents of trading schemes argue that once clear emission reduction targets have been set, the market is able to price CO2 so reductions are made in the most cost efficient manner. However as outlined before, this seems not to have been allowed to happen. Another criticism of a carbon tax is that governments are reluctant to introduce new taxes and so the political feasibility of this happening is low. 

The advantage of a tax is that it puts a clear upfront price on carbon. Taxes are straight forward to implement. A clear carbon price removes uncertainty and risk for business to invest in low carbon technologies and behaviours so the main economic driver of change is engaged. Emission levels and reduction targets are driven directly by regulation or rationing. 21
Besides a new tax is not the only option open to the government. A wide range of existing taxes can be amended so that they help to catch the cost of carbon pollution to the economy. Such taxes include those on fuel, levies on driving in particular areas and pricing insurance and other running costs proportional to the distance driven. 
 
 Taxes on financial trading, import and export duties on raw energy (e.g. per tonne of coal, megalitre of oil or gas) are options. New taxes can be balanced by reductions in tax elsewhere.
Now the urgency of the situation has increased and experience with trading schemes has shown that they have not been that effective of themselves. So it is time to move to a new set of policy initiatives that appreciate the emergent nature of the problem and propose action accordingly. In this context some argue no scheme is needed. What is needed is direct government stimulation and investment as happened during the financial crisis and at the start of world war two. There isn’t time for private enterprise to get around to this. So incentives for the market are not necessary. 

Another proposition argues that making carbon expensive is less effective than making alternatives cheap. Government, being adverse to negative political consequences, will always undermine the high carbon price by free permits and other measures such as a reduction in fuel tax to offset a price increase. Any price on carbon will generate finance that can be used by government to invest in rolling out and further developing renewable energy sources. The price can be set in a number of ways: taxes, cap and auction, with hard price caps and floors. The advantage is that focus is on introducing non-polluting energy generation and not on trading carbon. “It is time that we get serious about how to achieve deep reductions in emissions with the low carbon price we will get rather than the high carbon price we may wish for.” 
 Tony Abbott also seems to adhere to this viewpoint. This is not a viewpoint supported by others in the environment movement because of the accusation that Nordhaus’ Breakthrough Institute in funded by the Rockefeller Foundation (oil money). 

Andrew Simms of the New Economics Foundation advises a market solution cannot save us unless it operates within a global carbon cap sufficient to prevent a rise of more than 2 °C above pre-industrial temperatures (limiting CO2 to 350 ppm or less). Governments are there to compensate for market failure but seem to have a blind spot about carbon markets. Price mechanisms alone are unable to do the vital job of reducing carbon emissions. They are too vague, imperfect, and frequently socially unjust. Carbon rations calculated in line with a safe cap on overall emissions provide a more certain way of hitting emissions targets. This is the approach taken by the British government to petrol shortage in World War Two. It goes with the concept of a carbon budget for each one of us, and is less open to abuse and manipulation. 

In essence, a market will only help if there are strict limits in line with scientific advice about the amount of carbon we can safely put into the atmosphere. Once the limit (a carbon ration) is set and the program for tightening it is in operation, trading may help finding the most cost efficient way to bring about the reductions.  Trading is however secondary to all limits and regulations. 
What instead – Australian options?
What alternatives does Australia have to the government’s current set of carbon reduction proposals? Briefly:

· Strong scientifically defensible reduction targets and a trajectory set by parliament separate to other aspects of action such as trading; such targets may include a carbon ration
· Use of a range of taxes, revenue from which to support other changes to lower carbon

· Removal of subsidies to fossil fuel energy and fossil fuel dependent transport sectors, including provision of infrastructure
· Increase direct support for energy efficiency and demand reduction measures 

· Increase the RET, with emphasis on deploying off the shelf technologies (not ones still in development) 
 

· Feed in tariffs as in Germany to support renewable installation and drive production efficiencies of existing technologies
· Regulate for emission limitations on all emission sources: transport, housing, industries
· Green job creation to back up RET expansion with focus in areas disadvantaged by loss of brown economy jobs. This can include development of further renewable technology
· Ban outright particularly dirty / polluting processes e.g. new coal fired power stations
· Protect forests and woodlands both as mitigation and promote reforestation as a rehabilitation measure not as carbon offsetting
· Promote agricultural stewardship of land that includes biologically capturing carbon

· Limited focus on carbon trading and that only as an adjunct to these other measures with auctioning of permits, rapid incremental reductions in permits, and none on the undermining factors discussed
· Well resourced social marketing campaign to support the behavioural changes necessary to achieve this. 
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