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ANU How to price carbon?
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Carbon Tax Hybrid Emissions trading
eg Fixed Price Permit
Scheme

Quantity response in Quantity response in Quantity set by govt
markets markets (at start) (includes int'l trading)

Locked in Transition to emissions Locked in
trading readily possible
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- Fixed-price permit scheme

THE AUSTRALIAN NATIONAL UNIVERSITY a n d tra n S iti O n tO ETS

Near-term: Longer-term:

Fixed price permit scheme Emissions trading scheme

Govt issues permits at fixed, rising Govt auctions fixed quantity of
price; no banking permits, in line with national target
Some forward auctioning possible Price determined in market

Govt-to-govt international trading for  International trading by businesses at
compliance, no private trading international price

— Govt bears compliance cost risk — Compliance cost risk borne by
for a binding national target emitters

— Efficiency losses as int'l prices and — Cost-effective outcome under
domestic price differ private trading



= IANU Int_ernational cIimgte
commitments and policy

Ideal world Real world

Australia's target and trajectory Australia's target remains a range,
agreed and binding politically unresolved [-5 vs -25-407]

Common form and scope of Countries' pledges based on variety
commitments of different premises [comparable?]




Attractions of a
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= No immediate need to resolve Australia's target,
nor for deep international markets

= Carbon price highly predictable in short term,
can start from low base
= Can start soon
* Create solid expectation of longer-term carbon price
* Show that carbon price does not stall the economy
* Enhance credibility and avoid costly delay



When to shift from fixed

THE AUSTRALIAN NATIONAL UNIVERSITY p ri Ce to fl Oa ti n g p ri Ce ?

* CPRS: 1 year

= Current policy discourse: “short period”

= Could it persist?
* Create incentives for emitters to shift to ETS

= Conditions for transition:
* National target clarified, in context of int'l action
* International trading opportunities for business



Carbon price trajectories
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- fixed price 4%pa acceleration
S/t - fixed price 10%pa acceleration
- == trading price example

default price

ceiling price
floor price

2012 2014 2016 2018 2020 2022 2024




Carbon prices
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< ANU Australia's target range

THE AUSTRALIAN NATIONAL UNIVERSITY

Figure 1 Australia’s emissions trends, 1990 to 2020
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DCCEE Feb 2011 “Australia’'s emissions projections 2010”



m Don't expect deep domestic
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Chart 6.4: Australia’s emission pathways
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Source: Treasury estimates from MMRF.

Treasury 2008, “Australia’'s Low Pollution Future”



Bridging the gap

Carbon pricing
and complementary policies

v International purchases
10% purchase costs 13% of carbon pricing
y revenue (at same price)

-5%

-15%

Land-based carbon?
Forest management, soils... but uncertain.
An extra, non-binding pledge “15% plus™?

-25%

-40% '
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