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This teaching note provides supplementary material to assist in the teaching of the case study
2008-78.1. It consists of:

e some focus questions to stimulate discussion and test learning outcomes;

e alist of taped interviews (some video, some audio) along with the typical questions that
were asked in the interviews;

e alist of references for further reading on the economics of climate change.

Focus questions

e What factors do you think might affect the slopes of the MB and SMC curves in Figure
1a (in the Case Study)? What would you expect to happen to these slopes over time?
Reference: Stavins (2005) Ch 25, and/or most other textbooks on environmental
economics.

e What are the relative merits of auctioning permits versus granting them to existing
producers?

e Itis sometimes argued that the advantage of permits is that they enable a given degree of
abatement to occur at the lowest possible cost. Do you agree with this claim?

e Show that if the SMB schedule is flat then allowing trading of permits yields
unambiguous gains to society relative to the case where firms are given a fixed allocation
of permits. (Note that a flat SMB schedule implies that the marginal gain from abatement
does not depend on the amount of abatement that is occurring. Is this realistic?)

e Evaluate the argument that tradable permits are likely to be a more efficient instrument in
the long run than a carbon tax.

e Evaluate the argument that a tax would be simpler to administer than a tradable permit
system while also being more easily adjusted in response to changing economic
circumstances.
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For each of the issues below, state the position taken in the Garnaut Review
and then state your view with a short (100 word max) reason for your view (which may or
may be the same as the Garnaut viewpoint):

sectors to be excluded e.g. the transport sector, the agricultural sector?
the initial carbon price and the proposed rate of increase over time

a transition period during which the carbon price would be low enough to barely
affect energy prices

hoarding of permits by users

lending of permits by the Carbon Bank

allowable carbon offsets

compensation for “trade exposed, emissions intensive industries” (TEEIs)
compensation for electricity generators

compensation for low-income households

permit revenue to fund research and development of alternative energy
frequency of permit auctions

Taped Interviews (available on request from info@casestudies.anzsog.edu.au )

Video interview with The Hon Penny Wong, Federal Minister for Climate Change
and Water (17.54 minutes)

Audio interview with The Hon. Greg Hunt, Federal Member for Flinders and
Federal Opposition Spokesman on Climate Change (33 minutes)

Video interview with Professor John Quiggin, ARC Federation Fellow and expert
on environmental economics (27.43 minutes)

Video interview with Mr Dan Hunt, Director General, Queensland Department of
Mines and Energy

Audio interview with Mr Brendan Pearson, Director of Corporate Affairs and
Deputy to CEO, Minerals Council of Australia (33.26 minutes)

Typical interview questions

(i)

The best way of pricing carbon

Is a carbon trading scheme the best way of pricing carbon? Many economists believe a
carbon tax would be better. Professor Jeffrey Sachs, economic adviser to United Nations
secretary-general Ban Ki-Moon, and author of the best-seller The End of Poverty, is
reported to have said of the carbon trading scheme:
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“It’s such a mess administratively. It covers only a fraction of what needs to be covered. It’s
hard to implement. It’s hard to monitor. It’s not transparent. It’s highly manipulative — which
is why the banks love it.”

How do you respond to that sort of criticism?
(i) Responses of other countries

Many countries have adopted carbon trading schemes, but not China and India, who
together will account for about half of global emissions within a couple of decades.

How important is it to Australia’s carbon pricing policy that China and India sign on to
emissions reductions?

How important is it to our policy framework that some form of a Copenhagen protocol
succeeds in December 2009?

(iii)  Dealing with TEEIs

Can we move on to the issue of how to deal with trade-exposed, emission-intensive
industries (TEEIs)? Let’s take the LNG (liquid natural gas) industry for example. They
have argued for special treatment on both environmental and national interest grounds:
first, that LNG is relatively low carbon energy and we are a big exporter to Asia-Pacific, so
if we price carbon in LNG we reduce the ability of the Asia-Pacific to reduce their carbon
intensity; second, that we would simply shift the industry offshore without reducing global
emissions — the carbon leakage argument.

Do you agree?

If TEEIs deserve special treatment, what criteria should be used to classify industries as
TEEIs?

Is there a related issue with respect to our uranium exports, in that they reduce carbon
output in other countries — could they therefore generate international carbon offsets for
Australia?

(iv)  Renewable energy targets

Is it sensible to have both an emissions target and a renewable energy target? How do you
respond to the arguments that a renewable energy target is redundant once you’ve got a
carbon emissions target, and it is a “picking winners” strategy which is likely to be less
efficient than allowing the market to pick the winners?



(v) Compensation for households

With respect to compensation of households for the effects of the carbon price, how should
this be done? What particular changes to the tax and transfer payments system do you
advocate?

Treasury’s recent discussion paper on our taxation system said that Australia has one of the
most redistributive tax-transfer systems in the world. Is there a need to make it more
redistributive by dealing with the effects of carbon pricing?
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