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The Australian Parliament and Climate
Change: Arethelnstitutions I nadequate?

Aynsey Kellow’

Professor Ross Garnaut, engaged by the Austrahiae and territory governments
to report on the issue, once described climategias a ‘diabolical problem.So

it has proved to be, with the issue contributingthe demise of the Howard
Coalition Government, the Prime Ministership of KevRudd, the ALP
Government of Julia Gillard after Rudd, and the daxahip of the Opposition of
both Brendan Nelson and Malcolm Turnbull — altho@jttard continued to govern
with the support of independents and the Greens.

While climate change is indeed a problem, during@here was bipartisan support
for an emissions trading scheme, and it is diffiedlfirst blush to understand why
the Parliamentary arena is so liberally litterethvgolitical corpses. The inevitable
gquestion arises as to whether the recent historgoti€y on this issue calls the
adequacy of Parliamentary institutions into questithis paper critically examines
the recent trajectory of the issues at the Commaittvéevel. It suggests that the
explanation is to be found in the nature of thaiésgself, including the policy
response that has dominated the debate in Austeadthin the exploitation of the
issue for political advantage.

Climate Change L egislation

The Carbon Pollution Reduction Scheme Bill 2Q@PRS Bill), one of six related
Bills, was introduced to the House of Represergation 14 May 2009, was passed
on 4 June and was introduced into the Senate oduf. The Bill included an
initial target to reduce Australia’s annual GHG ssins by five per cent of 2000
levels by 2020, if there was no overall global agnent to reduce emissions. If a
global agreement that included all major economi@s reached, then Australia
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would aim to reduce its annual GHG emissions bytaufifteen per cent of 2000
emissions levels by 2020.

The Bill proposed establishing an emissions tradiobgeme (ETS) for domestic
emissions of the four gases (carbon dioxide, methanitrous oxide, sulphur
hexafluoride) and two groups of gases (hydrofluarbons and perfluorocarbons)
covered by the Kyoto Protocol. It also provided tbe acceptance of several
international emissions credits allowed under thmetdeol: Certified Emission

Reduction Units (CER) generated under the Cleare@pment Mechanism (but
not temporary or long term CERS); Emission Remadyaits generated under the
Joint Implementation Mechanism; and Removal UniRMU). The sale and

transfer of Australian permits to international keis was not to be permitted
initially, and the proposed scheme would not b&dthwith any other ETS, even
that of New Zealand with which Australia enjoyssdoeconomic relations.

Climate change is , indeed, a ‘diabolical problesspecially for Australia, which
(in addition to the global commons characterisfiche problem) had to contend
with the extent to which climate change policy coompised central national
interests. Put simply, coal is the most carbonAsitee energy source, upon which
Australia relies for about 80 percent of its eliedly generation, much of which is
embodied in exports such as aluminium. Coal is Alsstralia’s largest export item,
and it is the world’s largest coal exporting natitts coal is also cheap — about a
quarter the price for streaming coal compared Witt in Europe — and generally
low in sulphur. Australia also has much less néed Europe for high energy taxes
for energy security reasons, and sits in a regibares most countries are exempt
from emission reduction targets, including Singapowrhich is its peer in both
affluence and emissions per capita, and some hatemfal to exploit any ‘carbon
leakage’, including Indonesia, another low-cost goaducer.

For these reasons, and in the face of strong loigbftiom affected interests,
Australia negotiated strongly at Kyoto, signed, betd off on ratification, not

wishing, in particular, to enter into legally-bimgi commitments until the United
States committed, and while its regional neighbowere exempt form any

effective restrictions. Nevertheless, on 4 June72@Ben Prime Minister John
Howard, after a review chaired by the SecretarfisDepartment, Peter Shergold,
announced that a Carbon Trading Scheme would bedunted by 2012. Howard,
however, refused to ratify Kyoto, while acceptihg need for Australia to meet its
Kyoto commitments.

The Kevin Rudd-led Australian Labor Party defeateel Coalition at the election
held on 24 November 2007, with Rudd effectivelyniping Howard on the issue,
promising both an ETS by 2010 and ratification ofokd. Rudd’s first act as
incoming Prime Minister was to ratify Kyoto, enatgihim to attend personally the
13" Conference of the Parties to the Framework Corwergn Climate Change,
and present the instrument of ratification, se@ian important symbolic moment.
This was, perhaps, the high point for Rudd on Hseie, though- he did play an
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important, (largely unacknowledged) role two yeatsr in securing what became
known as the Copenhagen Declaration. Rudd soughéxpdoit the Coalition
discomfort over the issue, putting them in a positivhere he obtained a potential
double dissolution trigger, which he chose notub. p

Rudd’s ratification of Kyoto, though consitution@dince the Executive has the
authority to ratify treaties) broke with the Pami@ntary role that had been
established for more than a decade to have suthnmsnts considered by the Joint
Standing Committee on Treaties (JSCOT) prior tagi@a” In his rush to secure
the symbolism of a personal appearance in Bali,dRiichinished the role of the
Parliament that had grown up around JSCOT. In #s the Government would
have prepared National Impact Analysis evaluating the pros emads of the treaty,
then a Parliamentary inquiry by JSCOT, enactmemtesi law giving effect to the
treaty, and finally a recommendation by the Exeeu€ouncil that ratification take
place. This somewhat lengthy process would not Ipgvenitted Rudd his exercise
in personal diplomacy in Bali. While JSCOT comptete Kyoto Discussion Paper
in 2001, no recommendations on ratification hachbeade and no National Impact
Analysis was ever undertaken on Kyoto.

Rudd’s haste meant more than just by-passing JS@Qisked the disjuncture
between international commitments and domesticpalettings that has now come
to pass. It is something of a catechism of Austraforeign policy that, as a middle
power, its interests lie in a rules-based system,itstakes its international
obligations seriously; this makes it a hard-nosedotiator that only signs up to
those obligations it can honour, hoping to set>amngle to hegemons it hopes will
be similarly bound. As Don Rothwell pointed outrfr the 1990s it had been the
practice of successive governments that Australauldv never ratify a treaty
without domestic law in place to give effect totttraaty. Rudd'’s rush to ratification
means that Australia joined the ranks of those idib to live up to their
international commitments, when a ‘vertical disgrion of policy’ is all too
common with multilateral environmental agreeménts.

Rudd rode to office at least partly on the climatange issue. He frequently argued
that Australia had to ratify Kyoto in order to haaéseat at the table.’ This line was
popular, but it was wrong; Australia was not ordy the table’, but at its head: it
was co-chair of the group in the FCCC considerimggdrchitecture to follow Kyoto
(which runs only until 2012). As it happened, heswmable to deliver on the
commitments he made at Bali, a result that isdliffito fathom, given the apparent
bipartisan support for an ETS.

Building an Economic Case

Rudd was faced with a potentially hostile Senatd ond-2008, but the failure of
the CPRS probably lies in a combination of pooligyohnd an over-egging of the
political pudding. The two are related.
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To take the last point first, Rudd set out to digtiish his response from that of
Howard, and (somewhat brashly) produced his owartem the issue even prior to
taking office, by commissioning Professor Ross @atito conduct a review of
climate change that — unsurprisingly — would rec@nchan ETS and provide
economic reasons and evidence as to why it sheauétibpted. Technically
speaking, the Garnaut Review was commissionedédgttte and territory (ALP)
governments during 2007 and was required to répdhtem and, if requested, to
the Commonwealth government. While Garnaut waslbrespected and important
resource economist, his expertise was not in cérobinge; however he had been
Ambassador in Beijing while Rudd was Third Secretard was undoubtedly
trusted by him.

Garnaut was to Rudd as Nicholas Stern had beerotdo@ Brown in the United
Kingdom in 2006, except Brown also needed politegbport for unpopular taxes
underpinning energy security. Stern, like Garnamés not an expert in the
economics of climate chan§eStern’s review was a masterpiece of political spin
Released on a Monday at a press conference witluestions permitted and no
prior circulation of the report, it was some tinefdre sceptical analysts pointed out
that Stern’s case for costly actioow depended essentially on his selection of an
extremely low discount rate coupled with an extreesealation in the real rate of
increase of damage from extreme weather eventpposgied by the relevant peer-
reviewed literature.

The actual time discount rate used by Stern, aguprid William Nordhaus, Sir
Partha Dasguptaand otheré,was an extremely low 0.1 percent per year. When
combined with a rate of unity for the value giventhe elasticity of the marginal
value of the social weight that ought to be placedindividual well-beings of
people in the future, the future was discountedoatnmot at all. As a result,
Nordhaus pointed out that more than half of thescwew and forever’ that justify
huge present costs occur after the year 2800. P&sguit the effect of this another
way: if we were to apply this rate of time preferengenerally, the present
generation should be saving a full 97.5 percenitofGDP for the future. (In
contrast, the aggregate savings ratio in the Ukursently about 15 percent). This
was, as Jeremy Bentham would have put it, nonagrse stilts.

On the question of damage costs, one of the leadirthorities on hurricane
damage, Roger Pielke Jr has described the er@teoh thus:

To justify its conclusion of large increases inufit economic losses of extreme
events due to climate change, the Stern Revieweprigsents a single non-peer-
reviewed, heavily caveated background paper torshop which itself resulted
in conclusions counter to those presented by Stern.

Garnaut did not receive similar scrutiny in Austalyet his report was just as
problematic, and both reports succeeded in gainilgig legitimacy in the policy

discourse in Australia, even if they supported dcpaesponse that is, at best,
second best. Both Stern and Garnaut produced ¢stinad the costs of climate
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change that stretched credibility. Economist RidHEoP has pointed out that there
were only fourteen peer-reviewed studies of thesco$ climate change, ten of
which were based of the IPCC mid-point projectiam future warming (3°C
warming by 2100). They all attempted to cover nioificial costs such as deaths
and environmental changes. The average concluditmese studies was a cost of
0.9 percent of GDP, with a range of 0 to 2.5 peroéGDP (with some suggesting
even slight net benefits). One estimate using mgkater warming by 2100
suggests that the costs might be as high as Smet&DP.

The (non-peer reviewed) Stern review, using pessicnassumptions such as those
identified above, estimated the costs of anthropimgglobal warming (AGW)
beyond this range, at 2.9 percent of GDP by 2188 npted above, the longer-term
costs in his analysis were also extremely highkxn@at managed to out-do even
Stern, with costs estimated at 10 percent of GNRB(percent of GDP). Garnaut
eschewed the mid-point IPCC projection of 3°C ofrmiag, and factored in an
expected warming of 5.1°C by 2100, employed sontmtddle assumptions and
employed a low discount rate in recommending an &3 8 policy response.

The Rudd government then produced a Green Papeofaultation in July 2008,
followed by a White Pape€arbon Pollution Reduction Scheme — Australia’s Low
Pollution Future,in December. One problem for the prospects ofslation to
honour Australia’s Kyoto obligations was that thidstisan political support for an
ETS began to erode. While there were many in thai@m ranks who remained
sceptical over the dimensions of the problem, ahis tcamp received
encouragement later in 2009 as questions emerged tbe quality of both the
IPCC’s assessment report process and some onigreson which it was based,
but the initial softening in the Coalition supptwt an ETS came over the solution,
not the problem. In order to understand this paoime discussion of the problems
and possible policy solutions is necessary.

Understanding the Climate Change Problem

A problem for policymakers is that climate change fundamentally about

uncertainty’® In many ways, climate scientists have oversoldr tvares, because

the global climate system is a complex, non-lineanipled ocean-atmosphere
system. While the basis physics is clear that ablitog of atmospheric carbon

dioxide will cause a modest rise in temperaturerengerious projected warming
depends upon positive feedback mechanisms, abaah \Wss is known.

Many of what have come to be regarded as key paeasnef the climate change
problem are set in fact quite arbitrary, and tleilteof politics, not science. To give
one example, a great difficulty lies in where td #e cap in a cap-and-trade
scheme such as the CPRS. Too small a cap, anaske foom abatement will be
unnecessarily high; too large, and it will not mev ‘dangerous anthropogenic
climate change’, assuming other nations do the sarhecourse. Either way,

unpredictablenatural climate change might make a mockery of human effamd
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it is worth bearing in mind that the IPCC and FCl&ve different definitions of
‘climate change,” with the former referring to allmate change and the latter to
only anthropogenic climate change.

The commonly accepted level of change to whichallelarming should be limited
to avoid ‘dangerous anthropogenic climate chang@°C, estimated (from climate
models) to require stabilisation of atmospheridboardioxide at 450ppm. This is
the assumption of the Garnaut Review. Yet the A8Qré is merely a political

judgment, adopted by the European Union in 1996 @en by a conference
organized by the UK government in Exeter in Felby005' There is far from

certainty surrounding the appropriateness of thgetaand whether 450ppm will
yield such a result, assuming global cooperatianccproduce this result.

This is a compelling reason why a cap-and-tradeyd not well suited to climate
change, because it is not clear what size the bapld be. The global climate
system simply does not have a thermostat wherel@gsiaed outcome can be dialled
in, and what that outcome might be is itself praidéic. This makes a carbon tax
the preferred policy instrument for dealing within@te change, with Tol, for
example, noting that a uniform carbon tax is alsasitdered to be the cheapest way
to abate emissiorfé,despite the natural inclination of economistsawolur tradable
permits. Even the economists who first developadable permits as a solution ot
sulphur dioxide pollution,Thomas Crocker and John Dales, did not think the
approach was appropriate for climate charigeheir reasons for this are two-fold:
the uncertainty issue, plus the difficulty in prdivig verification to underpin the
value of permits traded internationafy.

A single example demonstrates only too well théalte of international emissions
trading under the Clean Development Mechanism uKgeto. This includes CFCs
and HFCs, which has resulted in credits being gdhfrr the destruction of HFC-
23, a by-product of the manufacture of HCFC-22nbephased out under the
Montreal Protocol and readily destroyed by comlmunstf flue gases. Almost two-
thirds of all CDM payments in the period to 2012lwjo to HFC capture and
benefit Brazil, China, India, and South Korea, withina alone receiving half the
total, and manufacturers reportedly earning twienach scrubbing HFCs as they
can by selling the refrigerants produced. The G3ergovernment stands to collect
$US1.5 billion pa in taxation revenue. So attractiy HFC scrubbing that it has
helpedexpandHCFC production in DCs, undermining the Montreahgdrout by
creating a perverse incentive. Most of the CDMhixréfore going to more affluent
DCs for questionable mitigation activities, rattigsin the least developed countries
for sink creation (via forest conservation, for exde) ™

Politics M eets Policy

Recognising the inherent uncertainties in climatersce and the pitfalls inherent in
international trading in the absence of a sufficiaternational governance regime,
the McKibbin-Wilcoxen proposHl involves a hybrid instrument, essentially a
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short-term tax and a longer term ETS. There is modecommend in the hybrid
proposal, and in mid-2008 the Leader of the OpjfmosiBrendan Nelson, met with
Professor Warwick McKibbin and discussed the hykdbeme. Nelson considered
a shift in the Coalition policy position to a hardee after his meeting with
McKibbin, pondering whether a hybrid scheme migbitlme better than an ETS and
signaling that perhaps Australia should defer arijoas action until leading global
emitters also committed after 2012. Nelson pubtisla® opinion piece in the
Australianon 11 July (actually written by one of his stafpm Switzer) raising
these points, but the result was a confusion, é@epldoy shadow treasurer and
leadership aspirant Malcolm Turnbull, whose backgrbin Goldman Sachs made
him a natural supporter of an ETS. Nelson was ddltehis shadow cabinet on the
issue, in what marked the beginning of the endisfléadershig! with Turnbull
taking over in September, only to be defeated Hinegel December 2009 over his
inability to carry his party with him in support tfe Government’s CPRS. Climate
change can therefore be seen to have been cemtthé tdefeat of three Liberal
Party leaders — Howard as Prime Minister and Nelsuh Turnbull as Leaders of
the Opposition. Sow the wind, reap the extreme heratvent.

Ultimately, the CPRS issue contributed to the denu$ Prime Minister Kevin
Rudd, who famously referred to climate change asgtieat moral question of out
time. The CPRS Bill was introduced in the HouseRepresentatives on 14 May
2009; 144 Government amendments were made andltipa8sed the House on 4
June. It was then introduced to the Senate on @&, Accompanied by a report by
the Senate Economics Legislation Committee, whith tonducted an inquiry at
the instigation of the Coalition and the Greengl defeated at the Second Reading
on 13 August. Opposition leader Malcolm Turnbulhomvas supportive of an ETS,
negotiated a number of changes with Prime MiniBtedd in an effort to have the
Bill passed by the Senate. These included an isersacompensation for emitting
industries, including the coal and aluminium sexitbut Turnbull suffered the same
humiliation as he had inflicted on his predecessben he could not carry his
coalition colleagues with him and therefore coutd deliver on the deal. He was
replaced as leader by Tony Abbott on 1 Decembe®2@h 2 December, the
Senate again refused to pass the Bill, providirgGlovernment with a trigger for a
double dissolution.

Abbott's ascension reflected the growing numbershoe in the Coalition who
were either sceptical of the seriousness of antdgepic climate change or of the
nature of an ETS as the appropriate policy instntrteerespond to it, or considered
that Australia should await a commitment to seriaaon from the large emitters
such as the US and China. Also in November, a safeevents brought the
integrity of the scientific consensus on anthropigelimate change into question.
The first of these was the leaking of a number mbarrassing e-mails among
climate scientists suggesting a breakdown of caiensfic principles such as
disclosure of data and open, fair and anonymous nge&w, and a subversion of
the IPCC process to ensure some research did ndtifs way into IPCC

assessment reports. Perhaps even worse, furtlibosdises undermined the quality
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of the IPCC reports themselves, most notably tictugion of a claim that all the
glaciers in the Himalayas would vanish by 2035, iehe the underlying paper
(itself of questionable quality) had put the dat@z560.

It then became quite clear, even before th® Co®nference of the Parties in
Copenhagen commenced in 7 December that there Weuht successful outcome
that might see other nations take on meaningfulnsibments post-2012. Much of
the growing dissent in the Coalition ranks refldcte growing unease with
supporting the Government’'s scheme, rather théderdiitiating itself, and events
seemed to be running strongly in favour of procegdnore cautiously. Abbott’s
new position was to keep a similar target for naitign by 2020, but use less
intrusive measures to achieve it, such as the gowemt buying reductions by
paying industry not to emit.

A Thinning Wedge

Rudd played a key (but largely unacknowledged) tliolenegotiating the non-

binding declaration that emerged from Copenhagathb held off on calling an

election to resolve the impasse and ultimately2@nApril 2010, having already

delayed the commencement of the scheme from 20RD14, announced that it
would be deferred until 2013. Rudd announced tmaiGPRS would be introduced
only when there was greater clarity on the actiohsother major economies
including the US, China and India. What had been'gheat moral issue’ was now
an inconvenience, and this was the beginning oétitefor Rudd’s tenure as Prime
Minster. He had used the issue to try to wedgeQtpposition, with Rudd and his

Minister Penny Wong constantly attempting to depibbot as a climate change
‘denier’, but it appears plausible to suggest thatissue had more to do with the
apparent electoral advantage it was thought thegevedould provide than

addressing the problem. This interpretation is suggl by two factors: the lack of
any genuine attempt to gain the support of the @ré&ethe Senate; and the fragile
nature of public support for an ETS. The latter enadlling an election a risky

proposition, while the former suggests that Rudd #ong used the somewhat
predictable intransigence of the Greens to pursten&ontation. That strategy was
helped by the nature of the measure — an ETS r#thara tax. | shall return to this
point later.

It was apparent, viewed from the outside, that wtienBill was introduced that
little effort was made to find a compromise witte treens as an important step
towards building a majority in the Senate. The @Gsaganted tighter regulation, but
it appeared the Senator Wong was more intent onngc@oints in public than
negotiating a compromise, using the relative puoitythe Greens, who probably
benefit politically from taking principled standsn osuch issues rather than
compromising® To support this view, the Greens have recentlficoad that they
did not find Wong helpful in negotiations over tBl. *°
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The risks posed by a double dissolution electiontten ETS issue are not self-
evident, because successive opinion polls havededostrong support for action
on climate change. That support, however, softeoadiderably between the 2007
election and the abandonment of the legislatioB0h0, and it was not strong for
action that might require voters to pay — as an Af & tax would do.

In 2007, climate change ranked as the equal-higloesign policy goal with 75
percent of Australians saying it was a very impairgoal, according to the annual
Lowy Institute poll, but by 2010, the priority giveo tackling climate change was
at its lowest level since the question was firstqubin 2007° A bare majority (53
percent) said it was very important (down from B8gent the previous year), and it
ranked behind goals such as improving Australialationships with its Pacific
neighbours (61 percent) and controlling illegal ilgration (62 percent). A large
majority of Australians (72 percent) agreed thatsthalia should take action to
reduce its carbon emissions before a global agmneemas reached, but they were
not prepared to pay much for it. A majority of peomas either only prepared to
pay $10 or less extra per month on their elecyrioii to help solve climate change
(25 percent) or were not prepared to pay anythinglla(33 percent, up from 21
percent in 2008). In other words, a majority supgbraction on climate change —
just as long as they did not have to pay for iticlwithey would with an ETS. The
alternative developed by the Coalition — to buyigmaition with revenue, not by
consumer prices — appears to reflect these condesi®uld be noted that a Gallup
poll published in the US found a similar softenofgacceptance of a human role in
driving climate chang& Those saying climate change resulted from human
activities fell from 52 percent in June 2008 totjdd percent in March 2010, and
those attributing it to natural causes increasetitbgercent.

Conclusion.: Actors, Not Institutions

It is perhaps unfortunate that the trajectory afmate change politics described
thus far has led Australia to the point where thergipartisan rejection of perhaps
the best policy instrument: a tax on greenhouseegaissions. There are several
problems with the way in which the climate changebfem and policy responses
have been defined, not least an excessive empbasisarbon dioxide rather
than other climate forcing agents that might begaied more easily (technically),
more cost-effectively, or with substantial co-bétséf Many of these alternative
measures also offer greater hope of coordinatednational action on the problem.
But even confining consideration to carbon dioxidetax (or the McKibbin-
Wilcoxen hybrid) would not only represent a bettastrument, but be more
conducive to the chances of being adopted throlgpérliamentary institutions of
the Australian Commonwealth.

An ETS involves the creation of property rights.c@rcreated, they are extremely
difficult to adjust. If the cap is too tight, iseg more permits destroys the value of
those issued; if the cap is too loose and has tmbtened, those holding them have
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to be relieved of their property, which, constibmilly, can only be done on ‘just
terms.’” Any adjustment is likely to be highly contious politically. A successful
ETS would, in short, require a greater degree ofagdy in the state of our
knowledge of climate change thane exists, or indeigtht ever be possible. Recent
research suggests that the ETS proposed in the BRR®uld not have delivered
the decarbonisation inherent in the stated tdfget.

A tax, on the other hand, is readily fungible.dhdoe introduced at a very low level
and raised as the need arises and the consenges Wacan be set by compromise
at a level that is accepted at any point in time @wvestors can additionally make
investment decisions influenced not only by thestxg level of the tax, but by

their best assessment of what the tax might beraégime in the future. It spreads
the risk assessment widely, relying on the wisdérorowds, and does involve the
problems inherent in international emissions trgdamd nor does it preclude other
kinds of international cooperation.

Unfortunately, Australia has reached a positionnetseich a policy seems unlikely.
An ETS, a less adequate policy response might Isélladopted, though that
continues to seem unlikely, but the preferablerimsent of a tax has been rejected
by both major parties and supported only by thee@Gse The Coalition’s policy
appears more politically feasible, but it esseltiadvolves all taxpayers meeting
the costs.

Climate change policy in Australia is in a messe Taroblem, however, lies not
with the institutions of Parliament, but the chaiceade by those occupying them.
A
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