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Carbon reduction and energy efficiency schemes
3.1
Nature of problem and case for reform

The introduction of the carbon pricing mechanism on 1 July 2012 brings into sharp relief the status and contribution of pre‑existing policies that also aim to reduce greenhouse gas emissions and/or improve energy efficiency. The Commission identified around 230 such policies at the Australian, State and Territory government level in 2011 (PC 2011b). Many of these policies impose material costs on the community for little or no benefit.

These policies fall into three groups:

· Policies that could deliver abatement in addition to what would have been achieved through the carbon price, but at a higher cost than the permit price. (This could apply during the initial fixed‑price period, or once the scheme is operating as an emissions trading scheme if policies lead to high‑cost abatement in sectors that are not covered by the carbon price.)

· Policies that will deliver no additional abatement, but will change the mix of abatement and impose additional costs. (This will be the case for policies that apply to sectors covered by an emissions trading scheme.)

· Policies that may complement the effects of the price mechanism by:

· addressing any particular lack of incentives to conduct research and development into low‑emissions technologies beyond what generic assistance can ameliorate (not subsidies for demonstration or deployment stages)

· providing information on energy efficiency opportunities

· requiring disclosure of energy efficiency for some types of products

· exploiting low‑cost abatement potential in sectors not subject to carbon pricing (PC 2008d).

The policy objective should be to achieve abatement at the lowest possible cost (PC 2011b). Hence, in the presence of a systemic carbon price, policies in the first two groups should be terminated. Policies that fall into the third group should be rigorously assessed to determine whether they deliver net benefits to the community.

3.2
Potential reforms and possible gains

Based on this taxonomy, there would appear to be material benefits from terminating schemes such as:

· mandatory renewable energy targets (RETs)

· feed‑in tariffs

· support for low‑emissions technology demonstration plants

· mandating minimum energy performance standards for products

· subsidies, incentives or mandates for investment in energy efficiency

· energy efficiency target schemes

· requirements for reporting energy use and energy efficiency opportunities (PC 2008d).

If contractual obligations prevent governments from terminating these programs, they should seek to ‘minimise’ the schemes, to reduce their costs to the extent possible.

Possible gains

Many policies in this area increase costs for electricity producers. Terminating these policies would flow through to lower retail prices with pervasive effects throughout the economy. The Commission (PC 2011b) analysed the effects of nine emissions‑reduction policies on retail electricity prices.
 It estimated that these policies increase retail electricity prices by around 1–2 per cent. This estimate is similar in magnitude to estimates published by the Australian Energy Market Commission (2011), but lower than recent estimates by IPART that around 7 per cent of NSW retail electricity prices in 2012-13 will be due to carbon reduction schemes (not including the carbon price) (IPART 2012).

Emissions‑reduction and energy efficiency policies also impose material regulatory burdens on businesses. In its series of reviews of regulatory burdens on business, the Commission has identified a number of concerns (PC 2007a, 2008a, 2009a). The main concerns raised by stakeholders have related to the multiplicity and inconsistency of programs, and the costs of reporting greenhouse gas emissions and energy use. Terminating these schemes could reduce regulatory burdens.

Reform in this area could also deliver significant budgetary savings. Numerous schemes provide subsidies to low‑emissions technologies and/or for expenditure on energy efficiency measures. It is likely that many of these schemes would not be complementary to the carbon price in the sense of ‘buying’ additional abatement.
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What has been achieved 
There has already been some rationalisation of programs in this area, through COAG and the actions of jurisdictions. It is likely that these reforms are delivering (or will deliver) material benefits. Recently terminated programs include:

· the Victorian emissions‑reduction target

· the Queensland Solar Dawn project ($75 million), the Queensland Climate Change Fund ($430 million), Renewable Energy Fund ($50 million) and Smart Energy Savings Program ($50 million), along with other smaller schemes.

Other schemes have been modified:

· Some feed‑in tariff schemes have been closed to new participants (in New South Wales, the Victorian ‘premium’ scheme, in Western Australian and the ACT).

· Some feed‑in tariffs have reduced rates for new customers (Victoria’s transitional tariff an in South Australia).

Some schemes are scheduled for termination:

· the New South Wales and ACT Greenhouse Gas Reduction Scheme (to be terminated on 1 July 2012 when the national carbon price scheme begins)

· Victorian requirements for greenhouse gas emissions reporting

· the Queensland Government has announced its intention to transition the Queensland Gas Scheme into a national emissions trading scheme.

Further options for reform

It is likely that the majority of the 230 policies identified by the Commission (PC 2012g) would not be complementary to a carbon price. An examination of the major schemes’ relative cost effectiveness would identify those for abolition, or reform if that is not possible (for example, due to long term contracts). Numerous smaller programs in this area are due to expire over the next 2–3 years. It would follow that their extension would need to be predicated on them being shown to be complementary to the carbon price and delivering net benefits to the community.

Many of the policies that impose the largest costs are presently scheduled to continue after the introduction of the carbon price (PC 2011b). A review of specific RET scheme issues has been conveyed by the COAG Select Council on Climate Change to the Climate Change Authority as an input into a statutory review of the RET. However, this review does not address the fundamental issue of complementarity.

The Australian Government Energy Efficiency Opportunities program also imposes significant regulatory burdens — the regulatory impact statement for the program suggested the annual compliance costs for an electricity generator could be as high as $200 000 (Access Economics 2011). It should be independently evaluated to assess whether it will deliver a net benefit to the community in the presence of a carbon price. Likewise, State‑based requirements for emissions and energy reporting impose significant regulatory burdens (PC 2008a), and should be reviewed with a view to termination.
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Achieving effective reform in the future

The most costly policies in this area have been identified and the case for reform largely established. These include the RET, the Energy Efficiency Opportunities program, State and Territory feed‑in tariffs for solar power and various energy use reporting schemes. The proposed National Energy Savings Initiative (which would oblige energy retailers to identify and implement energy savings in homes and businesses) would also be likely to impose significant costs but would deliver no additional abatement under an emissions trading scheme.

Where reforms remove a benefit previously received by a section of the community, calls for compensation are common. For example, some State and Territory feed‑in tariff schemes granted preferential tariffs for many years. While the ‘first best’ reform would be to terminate these schemes for all participants, some jurisdictions have continued to pay tariffs to existing participants, while closing the scheme to new participants (or paying them a lower tariff). This means that the scheme will only phase out over time, prolonging its costs, but governments can avoid up-front compensation.

� The Commonwealth Renewable Energy Target (RET), six State and Territory feed in tariffs for domestic solar panels, the New South Wales and ACT Greenhouse Gas Reduction Scheme and the Queensland Gas Scheme.
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