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Emissions Trading Scheme Discussion Paper

The Garnaut Review released an Emissions Trading Scheme Discussion Paper in March
2008. The Paper sets out, for discussion, core elements and principles of a domestic
emissions trading scheme (ETS). The model is designed in the context of emerging and
uncertain global negotiations that will ultimately be the only vehicle for addressing climate
change.

Key features of the ETS model for discussion

The Garnaut Review's ETS model proposes that:

The Government could set the emissions limit for Australia, expressed as a trajectory
of annual emission caps reducing over time (post-2012). This would define a ‘budget’,
which is the total emissions allowed to be released over a number of years. Interim
targets, for emissions reductions in particular years, may also be set.

The Government could also identify alternative, tighter trajectories (post-2012) to
which Australia could move, on the basis of international agreements. The conditions
under which a move would be made would be transparent, and pre-defined. Five
years’ notice would be provided before moving to a different trajectory.

All permits would be auctioned.* The trajectory would define the rate of permit release
— permits would be released regularly, in line with the announced trajectory.

Participants would have flexibility in the use of permits. Unlimited hoarding (banking)
would be allowed, with limited lending to be managed by an independent authority
(for example, an Independent Carbon Bank).

Price controls — such as safety valves — are not recommended.

Scheme coverage should be as broad as possible. It may be appropriate to cover
emissions from stationary energy, industrial processes, fugitive emissions, transport
and waste from the outset. Agriculture and forestry should be covered when
practicable.

Unlimited domestic offsets from non-covered sectors should be accepted.
International offsets should also be used for scheme compliance, possibly subject to
limits.

A penalty with a make-good provision should be used to address compliance.

! Note: Some permits may be used in lieu of cash in providing transitional assistance to traded-exposed,
emissions-intensive industries.
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Environmental effectiveness and efficiency arguments justify interim support for
trade—exposed, emissions-intensive industries. Transitional financial assistance
should be provided to account for distortions arising from major trading competitors
not adopting emissions limits (or pricing).

The Government will need to assess competing priorities for addressing income
distribution effects on households, shareholders and communities. The revenue from
permit auctioning will provide a source of funds for such assistance. Revenue may
also be sought for related activites such as research and development of low-
emission technologies.

What is new or different in this ETS model?

The budget and trajectory approach makes firm, long-term commitments, to increase
investor confidence and help ensure domestic and international credibility. The option
of alternative trajectories provides necessary flexibility to respond to international
action, while still offering investors information on which to base decisions.

Emissions reduction targets are to be based on per capita emissions, when
international agreement is reached.

The decision not to include price controls or a safety valve increases compatibility
with international obligations and international schemes. Price caps could cause the
ETS act as a de facto carbon tax, and could result in the emissions cap limit being
breached. The provision for hoarding and lending, and acceptance of international
offsets, help control scheme costs and increase flexibility.

The full auctioning of permits is supported because it is simple and transparent. It is
also a matter of economic efficiency. Free allocation would be highly complex,
generate high transaction costs, and require value-based judgements.

Arguments for assistance are recognised on equity grounds, and could be provided
through avenues such as the tax and welfare system as well as funding for structural
adjustment, major infrastructure to encourage emissions reduction, and research and
development activities for low-emission technologies.
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