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"The Kyoto Protocol contains the seeds of a long-term framework that

can, and should be, built upon"      

World Business Council for

Sustainable Development
1. Executive Summary

The Australian Government has made the statement that it will not ratify the Kyoto Protocol "unless and until it has been demonstrated that it is in Australia's interests to do so." The purpose of this paper is to demonstrate that there are benefits, of national importance, that have the potential to outweigh the perceived negatives.

EBA's recommendation is that Australia should ratify the Kyoto Protocol for environmental, trade, health, and economic reasons.  This recommendation is reinforced by international market developments and the likelihood of the Kyoto Protocol coming into force early in 2003. However, notwithstanding this recommendation EBA wishes to acknowledge the significant steps forward that have been taken by the Federal Government and by many sectors of mainstream industry.  The formation of the Business Coalition on Climate Change and the Government/Business Climate Change Dialogue has demonstrated a commitment to meeting our greenhouse gas emissions targets and to going beyond the existing Kyoto framework.   

There are clear signals from Government that they understand the constraints that the current decision places on the ability of Australian companies to be competitive, especially in Clean Development Mechanism projects in developing countries.  Government and industry are now working together to develop strategies for long-term sustainability in a carbon constrained economy.  As an example, the agreement with the USA to develop science, technologies and systems as a Type II energy partnership will act as a stimulus to take advantage of the growing world market in sustainability.

2. Introduction
Environment Business Australia (EBA) is the peak industry body that acts on behalf of its members and the broader environment and sustainability industry (comprised of 5,600 businesses employing some 146,000 people and with a turnover of approximately $16.7 billion
).  In July 2002 EBA released a discussion paper titled "The Business Case for Ratification of the Kyoto Protocol".  

Since July EBA has consulted extensively with industry and governments in Australia and overseas. This paper finalises the conclusions drawn from our consultation  and also draws on studies provided by the Business Council for Sustainable Energy; Origin Energy; and the Renewable and Sustainable Energy Roundtable.

EBA's recommendation is based on our firm belief that it is in Australia's best interests to pursue new opportunities to build the next generation of core industries, and to help traditional industries maintain competitiveness in a global marketplace that is increasingly ascribing sustainability principles to development and trade.  EBA also recommends that Australia use low and zero cost options to reduce emissions to the atmosphere, and more generally to reduce the broader environmental externalities
 that have a negative impact on the economy.  In the global warming context, many of these low cost options are only available to countries who ratify the Protocol.

Going "beyond Kyoto" has been expressed as an objective for Australia which EBA endorses.  To achieve this objective requires taking advantage of market opportunities, strengthening the MRET, bundling energy efficiency and carbon credits for sale alongside commodities, as well as using natural systems and technology developed sequestration processes.  The total cost of electricity in Australia should be the evaluation factor of costs and benefits to the macro economy in order to obtain economies of scale that provide decreases in energy costs.

"Several analyses of the impacts of ratifying the Kyoto Protocol on the Australian economy were conducted prior to 2001. In general, these studies suggest substantial economic costs would be associated with meeting the GHG emissions target under the Protocol, particularly in regional Australia. Emissions intensive sectors of the economy would be hardest hit, and consequently high among the concerns of industry were issues related to international competitiveness and the incentives for relocation and carbon leakage. 

"Most existing studies are based on general equilibrium models, and involve important assumptions regarding the structure of the economy, the adjustment process to carbon constraints, technical change, the nature of domestic policy and international dynamics. Typically, this class of models does not reflect substantial structural change or new industries well."
  This modelling obviously does not take into account the significant changes that have occurred internationally since July 2002.  Very specifically our largest trading partner, Japan, wants to be able to access carbon abatement benefits generated in Australia and is now applying carbon taxes; the EU, our second largest trading partner may apply trade sanctions against our agricultural commodities and has changed legislation so that Australian companies cannot access the EU carbon credit market; and the APEC countries which account for 72% of Australian exports are also home to many Clean Development Mechanism (CDM) projects which Australian companies wish to deliver.

Since July there have been significant developments internationally:

· Developing countries China, India, Brazil, were joined by Russia and Canada in either ratifying or announcing their intention to ratify.  This means that the Protocol will come into effect

· The "Kyoto marketplace" is already operating. Australia's technologies, goods, services and infrastructure developers now have to compete with ratifying countries for access to Clean Development Mechanism (CDM) projects in developing countries and Joint Implementation (JI) projects in developed countries  

· Australia is also being asked to find carbon credits/offsets  to apply to commodity sales, the first such formal request has been delivered by Japan in relation to Australian coal sales.  Forestry products, aluminium, steel, gas and agricultural commodities may be similarly affected

· The World Summit on Sustainable Development (WSSD) included reference to the Kyoto Protocol and the importance of energy to the primary goal of global poverty alleviation.  There are tremendous opportunities to use Australian expertise and technologies to address drinking water, sanitation, waste, land, food production, river systems problems as well as the more general industry modernisation, construction and development, transportation and fuel needs of developing countries.  The provision of clean, efficient and renewable energy sources to the 2 billion people currently without access to electricity was recognised at the WSSD as fundamental to the transition of developing countries to vibrant economies.

· The second goal of the WSSD – sustainable production and consumption by 2050 also creates huge opportunities for Australian expertise

· The World Business Council for Sustainable Development (WBCSD) and Greenpeace joined together to call on all governments to support the Kyoto Protocol

· The IPCC report on potential health impacts from global warming has been followed up with a study by Professor Tony McMichael on the likely effects on Australians

· The USA established a new system to certify and label organic foods, underscoring the importance of farming techniques designed to maintain soil viability

The international marketplace has therefore changed significantly for Australia and the full impact of those changes is still to be analysed.  There are diverse opportunities and many have links to global warming and the need for reduction of GHG emissions.

Inside Australia:

· Emissions projections have shown that Australia is not far from meeting its Protocol obligations for the first commitment period

· The Australian Government and over 30 national industry associations have come together with the formation of the Business Coalition for Greenhouse Strategy (BCGS) and the Covernment/Business Climate Change Dialogue

· The Australian Government has entered into a bilateral agreement with the USA to undertake  joint research and development to combat global warming  

Environment Business Australia congratulates the Government on these achievements and  initiatives and is committed to working with Government, the BCGS and with scientific bodies to help develop significant, timely and meaningful ways to address climate change issues (including adaptation measures).

Nevertheless,  EBA maintains its position, outlined in the original discussion paper that there are significant omissions from the climate change debate in Australia.  That is, the absence of discussion and consideration of the economic benefits of ratifying the Kyoto Protocol, the new opportunities ratification would create for Australian businesses, consideration of the long lead times in new generation infrastructure, and economies of scale. 

3. The Kyoto Protocol will enter into force

EBA believes that the Kyoto Protocol provides the best available global framework for international co-operation on Climate Change.  The Protocol has been in development for over ten years and it is supported by developing and developed countries.  The potential strength of the Protocol lies in the ability of the ratifying countries to develop more significant emissions reductions in order to stabilise greenhouse gas emissions in the atmosphere.   There would appear to be enough goodwill and economic/environmental interest for ratifying countries to make the Kyoto Protocol a more meaningful tool that will:

· substantially increase efforts to reduce emissions of anthropogenic gases

· encourage and assist developing countries to take on serious emissions reduction targets in the second commitment period.  

EBA's research indicates that there is neither sufficient time nor sufficient goodwill to develop an alternative to the Kyoto Protocol.  A series of bilateral agreements may assist by strengthening and reinforcing the work that countries undertake, this would provide opportunities for increased technology transfer and R&D under the framework of the Kyoto Protocol.

EBA recommends that the bilateral agreement with the USA now be followed by bilateral agreements with Japan, China, EU and the majority of the APEC nations to find alternative ways to access major projects and to overcome the potentially damaging price disadvantage in contract negotiations.  

EBA believes that the best international approach to reducing greenhouse gas emissions is to work with ratifying countries to develop the science, technologies and systems to significantly reduce all greenhouse gas emissions - but particularly:

· those emissions that are most aggressive such as methane

· the major point source emitters such as power stations

The Australian Government has accepted that climate change is a key issue for the 21st century
.  Despite Australia's decision not to ratify the Protocol will now enter into force in 2003.  The Kyoto marketplace, mentioned above, is already operational and impacting on Australia.  The existing carbon credit market, of which Australia was an early key player, will crystallise into an international emissions trading regime without the direct involvement of Australia or Australian business. Without access to carbon trading significant business opportunities will subsequently be lost. 

Without access to the Clean Development Mechanism (CDM) major project opportunities and supply contracts in developing countries may be jeopardised. EBA is particularly concerned about the impact this may have on the ability of Australia's project delivery and technology supply companies to compete on a level playing field.

Australia's efficiency in mining (both resource extraction and metals processing) and power generation is high.  Ironically this is seen as a negative in the current Kyoto debate because of the apparent comparative difficulty of achieving further emissions reductions.  However, were Australia to ratify, this efficiency would become a strong positive. Australia is highly regarded in these areas and the skills of heavy industry are exportable to developing countries who need to either build or modernise entire industry sectors.  For example transforming Chinese power stations into efficient and less emissions-intensive sources of energy would provide a winning combination.  Australia would be well-placed to embark on CDM projects of this nature.  

It is conceivable that the Japanese Government's coal tax could be followed by other countries developing new terms of reference in negotiating energy supply, forestry, metals and agricultural commodity supply contracts from Australia. In other words – trade sanctions and border taxes.  Hypothetically, China could add a carbon tax to the recent LNG supply contract. Overseas investments in Australian land remediation projects (including dryland salinity) and plantation forestry may be reduced if there are no tradeable carbon credits available. 

It is safe to consider the future as "carbon constrained", both locally and internationally.  The costs of greenhouse gas emissions will be built into the costs of production, either directly or indirectly. This will affect the macro economic picture of all countries and Australia's  strategic policy  must be focused on formulating a long-term pathway to reducing the carbon intensity of our economy and decoupling growth from greenhouse gas emissions.  The need for transition will be greater in some industries than others but the overall environmental and economic future of the country requires that old and inefficient modes of production change.   

Tomorrow's core industries need catalysts to develop competitively and the Kyoto Protocol and the recent World Summit are both drivers to new opportunities.  In addition, taking meaningful action at market level will win Australian business valuable adaptation time that will benefit the energy intensive sectors.   Australia's competitors are certainly being aggressive about eco-efficiency, emissions reductions technology, clean energy and cleaner fuels.  They are targeting the marketplace, especially the high emitting developing countries such as China and India which they see as future mega-markets.

Without ratification Australia will also be unable to participate in Joint Implementation (JI) (acquiring Kyoto 'units' through the investment by one industrialised country in emissions reduction in another industrialised country).

The issue of eco-labelling may see Australia on the back foot on energy efficiency standards and low carbon intensity standards.  Notwithstanding our commitment to high performance levels and lowering the carbon signature there are potentially serious implications for Australian exporting manufacturers and agricultural producers as importing countries (Kyoto ratifying countries) apply standards that discriminate in favour of local producers.  GHG labelling could recognise Kyoto compliant abatement only.

4. Meeting our Kyoto target

Empirical scientific data continues to support the hypothesis that human activity is having a negative impact on the global climate system.  The Government has indicated acceptance of  this hypothesis and maintains its commitment to meet the negotiated Kyoto target (reduce our emissions of greenhouse gases to a level that is 108% of Australia's 1990 emissions during the period 2008 - 2012) notwithstanding its decision on ratification.  

EBA maintains that Australia may therefore be exposed to the costs of compliance with the Kyoto Protocol until 2012 without having access to the very mechanisms designed to minimise compliance costs, i.e. access to the international emissions trading market and the JI and CDM project based flexibility mechanisms.  

Were Australia to decide to ratify, it would cut our compliance costs to achieve our Kyoto target, and help Australian business to exploit the lucrative opportunities that the Kyoto regime creates.  As stated earlier in this paper, the international marketplace has changed significantly in the past two months.  The "greening" of purchasing is well under way, externalities and product life cycle analysis are the new measurement tools, and suppliers will have to work hard to build and maintain their credentials.

According to the Business Council for Sustainable Energy (BCSE) the required reduction in emissions can be achieved by the electricity sector alone at a cost of $100 million per annum.  This is less than $0.50/MWh or less than $5 per annum on an average household electricity bill.  These figures are based on an expansion of the Greenhouse Gas Abatement Program (GGAP) and would deliver 20 million tonnes of abatement (slightly more than required for the 108% target). If the NSW Benchmark Scheme were to be extended nationally to provide 35 million tonnes of abatement the cost would be $2.30/MWh (or $20 per annum on electricity bills).  The balance of 15 million tonnes could then be sold overseas with a potential to reap significant returns.  Without access to Joint Implementation Australia will not be able to sell these emissions reductions/carbon permits to the EU or Japan.

A study by Magasanik Associates (Oct 2002) found a $1/MWh increase in the wholesale market cost for every 5% increase in the MRET.  This highlights the strong opportunities for renewable  energy technologies to reduce emissions in a cost effective manner.  Their study concludes that "gas-fired generation and renewable power could cut electricity sector emissions growth this decade in half, equal to a saving of 14 million tonnes of C02 per annum, without reducing Australian relative cost competitiveness for electricity."

There is a domestic business nervousness about the second commitment period and the impact that may have on Australia.  It is EBA's view that the second commitment period will be negotiated by the ratifying countries, i.e. Australia cannot be locked into a second target without agreeing to it.  The counterweight to this is that, without ratification, Australia may be put in the position of bystander while others negotiate the future of emissions reductions and compliance targets.  At that stage we would not have to comply with an emissions reduction target but we would be ostracised from many business, trading and investment opportunities -  whether we agree or not the international market would decide our future.

5. Opportunities Lost

The Government's current position on the Kyoto Protocol ratification debate has been justified on the basis of the perceived costs to the Australian economy and the creation of a competitive disadvantage for Australian business. Many statements have been made regarding the negative short-term impact on Australian jobs and Australian industry if Australia were to ratify the Kyoto Protocol.   However, the latest research shows that ratifying will have little impace on Australian GDP.

However, there urgently needs to be research and modelling to investigate the cost of lost opportunities and negative economic and business impact if Australia does not ratify the Kyoto Protocol.  EBA submits that the Government's current non-ratification position will result in significant lost opportunities for Australia and Australian business especially in the CDM, JI, sequestration and carbon trading arenas. It will exclude Australia and Australian business from direct participation in the multi-billion dollar international emissions trading market under the Kyoto Protocol.  And it poses the questions:

· Will embedded emissions in exports from non-ratifying countries give rise to a liability in Kyoto markets?

· Can Australian exporters source offsets that are compliant in the importing country?

· What is the magnitude of cost of uncertainty?

Australian companies with leading edge technology solutions and expertise are already reporting that access to CDM projects is becoming more limited for Australian companies.  In response to a question at the WSSD's CDM workshop, Joke Waller-Hunter, head of the UNFCC, advised that without ratification Australia will not have access to CDM projects.  The Australian Government and the environment industry are investigating potential alternatives through the sourcing of third party carbon credits.  However, commercial viability, the time and the financial resources required to participate in third party negotiations, may be too high for smaller companies, while larger internationals may simply transfer projects to their partners or parent companies in other countries.

Some examples of the opportunities that will be lost are set out below:

(a) Energy Technology and Innovation 

Australia has expertise regarding energy efficient and less carbon intensive energy technologies such as high temperature gas turbines, and clean coal technologies.  Supply side fuel efficiencies, fuel switching and projects that increase the efficiency of fuel extraction and distribution (eg. reduction of gas flowing, coal steam methane generation) are areas where Australia's business has the proven track record, skill base and resources to implement.

(b) Renewable Energy Technology

According to the International Energy Agency (IEA) renewable energies are projected to be the fastest growing energy sector across the world for the next decade.  In July 2001 it was estimated that the value of the global energy technology market was $7 billion and that this figure was expected to grow to $82 billion by 2010.  The Prime Minister's Science, Engineering and Innovation Council (PMSEIC) submitted a report in July 1999 indicating that the marketplace for greenhouse gas emissions reductions technology and systems could exceed $700 billion and they recommended that Australia aggressively pursue a fair share of this marketplace.  Australia has leading expertise in a variety of renewable energy technologies such as wind energy, solar energy (including photovoltaics), wave energy, potentially tidal energy, remote off-grid systems and biomass power systems.

The Commonwealth Government's Renewable Energy Action Agenda's vision, stated at its launch in June 2000, was "to achieve a sustainable and internationally competitive renewable energy industry with annual sales of $4 billion".  A Renewable Energy Export Initiative was identified as a key strategy of the Action Agenda to achieve this growth.  Given the greenhouse positive benefit renewable energy enjoys, the Kyoto Protocol's entry into force would further stimulate Australia's renewable energy industry and enhance its cost competitiveness - if Australia were to ratify the Kyoto Protocol.

(c) Water, Waste and Environmental Technologies

Australia is among the world leaders in advanced water treatment processing, urban sanitation systems, resource reuse and recycling processes, other environmental technologies, services, and major infrastructure developments.  These processes and sustainable infrastructure solutions create greenhouse positive outcomes and tradeable emissions entitlements if conducted under the Kyoto Protocol.  Water, wastewater and waste treatment technologies, services and infrastructure are the major exports for the Australian Environment Industry.  The EBA is most concerned that Australian businesses will lose their competitiveness if their competitors, particularly from Europe, can exploit carbon credit profits from these activities whilst Australian businesses cannot.  Significant among the outcomes of the World Summit on Sustainable Development was a call for a determined effort to alleviate poverty in developing countries with 2015 goals to halve the number of people without access to clean drinking water and sanitation.  Australia could be a key provider of the technologies, systems, infrastructure and operational management.

(d) Carbon Sequestration

Agreements reached at COP7 in Marrakesh have ensured that carbon sinks have an important role to play in international efforts to curb greenhouse gas emissions. This has the potential to bring capital investment and enhanced profit to the Australian forestry sector if Australia were to ratify the Kyoto Protocol.  Conserving natural bushland and prioritising Australia's fast growth plantation forestry industry would give us a market lead in the creation of carbon credits from carbon sequestration activities over colder countries where slow growth (80-100 year rotations) make sustainable forestry less economic.  It would also provide revenue for express plantings targeting salinity control.

Additionally, through the work of the Australian Petroleum Co-Operative Research Centre (CRC), Australia is at the cutting edge of developing technology addressing the geological storage of carbon dioxide, another valuable sequestration methodology with potentially huge commercial benefits if carbon credits could be monetised for the sequestration achieved.

(e) Other Innovations

Opportunities exist for the development and commercialisation of automobile energy efficiency technology, and sustainable and low emissions fuels 

The Government has fostered the development of much of the above technologies and processes through R&D assistance and the excellent work of the various CRCs.  Yet excluding direct access to carbon markets by not ratifying the Kyoto Protocol may spell the death of many of these emerging technologies, industries and businesses in this country.  Each of the above opportunities has a positive outcome in reducing greenhouse gas emissions and, if structured appropriately, can generate carbon credits.  This revenue stream will be denied Australian business if Australia does not ratify the Kyoto Protocol. Significant market penetration by Australian companies will depend on the signals fed to the domestic and international markets.

EBA is concerned at the extent of its membership contemplating expatriation of their operations offshore in order to exploit carbon credit revenue denied them if they remain domiciled in Australia.  

There is also a more general threat.  The lack of ratification is one more argument competitors will be able to use against Australian business  (across a number of sectors) in competitive bidding environments.  EBA members are already experiencing this to their disadvantage in the international marketplace.  This argument is as equally valid in the loss of capital investment and technology transfer into Australia as it is for disadvantaging Australian business in competitive export markets.  

Trade-wise contracts and jobs may be lost as Kyoto ratifying countries see non-compliance as a hidden subsidy allowing less stringent environmental performance.  Ratifying countries may prefer to award project tenders to other ratifying countries, spend their procurement funds in ratifying countries, and invest in ratifying countries.  This would not only target the environment and sustainability industry but would impact heavily on agricultural commodities and on energy intensive goods and raw materials.  It is unlikely that these non-tariff barriers would conflict with WTO trade regulations.  

5.
Incoming investment and exports

The significance of the foreign capital investment into Australia that will be lost if Australia does not ratify the Kyoto Protocol is not clear at this stage.  However, there have been  signals from a number of Japanese and European investors that they will not invest in renewable energy, carbon sink, or land remediation projects in Australia if they cannot expatriate Kyoto compliant credits to retire against their forthcoming Kyoto Protocol obligations.  Trading entities are also seeking to purchase Australian products with bundled Kyoto compliant emissions reductions.  Failure to ratify removes our ability to provide such bundled products impacting trading relationships.  It is ironic that Australia is poised to lose market share for our exports that contain a high level of embedded energy through our inability to bundle home grown carbon credits to the sale of these products. 

Australia's energy-intensive economy is such because it absorbs the ecological and energy footprint for others.  We produce the goods and raw materials for other countries to consume.  Our market is predicated on price, reliability, quality, a reputation for a fair deal, and a clean and green image.  Australia's current policy position on the Kyoto Protocol is tarnishing Australia's hard earned image as a clean and green producer of food, fibre and natural resources and this is to the detriment of all sectors of industry.  This is not simply green rhetoric – investors, bankers, shareholders, project developers, insurers and responsible corporations want a stable political and economic climate.  Increasingly they also want to avoid even the perception of moving to a jurisdiction simply because environmental laws are more lax.  This negates the potential for any serious company moving overseas in order to be able to pollute.  The corollary however, is that potential investments in Australia may be more closely scrutinised because of the non-ratification of the Kyoto Protocol.

6.
Clean Development Mechanism

The importance of the CDM to Australian business is emphasised heavily in this paper.  The CDM is designed to encourage the development of projects and infrastructure in developing countries that are energy efficient and less emission intensive than would otherwise occur.  There would be outstanding export opportunities for Australian technologies and services if Australia ratified the Kyoto Protocol.

Sitting outside the Kyoto Protocol, Australia, and Australian business, is unable to play a direct role in CDM projects and will be discriminated against in favour of companies from ratifying countries in provision of indirect services.  This is a major issue for Australian companies as we sit on the edge of what is expected to be the world's largest CDM market.

Over 70% of the CDM projects are predicted to be located in the Asian region.  China and India, in particular, will host the majority of these CDM projects.  It comes as no surprise that these countries are being pursued aggressively by technology providers from ratifying countries. These developing countries are actively preparing themselves to be attractive CDM project host nations and have agreed to ratify the Kyoto Protocol.  The inflow of investment and technology has huge economic development implications for these nations.  Discussion with a number of African countries has revealed similar intents.  

There have been arguments that the developing countries will ratify in the first commitment period, but will not agree to be bound to firm targets for the second commitment period when they will be expected to accept negotiated emissions reductions.  EBA's analysis is that the efficiency gains, pollution reduction, improved health, and allied land restoration and economic benefits will be sufficient to encourage China and India to actively continue their commitment to the Kyoto Protocol.  Indeed the potential for these countries to offer carbon sequestration through better industrial technologies and land management will help to solve two of their most pressing problems – air pollution and land degradation.  In order to grow their economies developing countries will require significant increases in energy use, and to modernise industry.  Australia has the technologies and expertise to help provide eco-efficiency, clean energy, renewable energy, and energy efficiency, to retrofit power stations, and to update mines and pipelines.

7.
Australia's policy response

EBA endorses the Government's statement on 15 August 2002 regarding the need to form a long-term strategic view on Climate Change policy.  The long term policy objective must be the transition to a low-carbon economy.  To minimise economic impact, such a transition will need to be gradual (i.e. make use of all the time possible) and requires clear policy signals that reward the development and adoption of technologies consistent with this transition to a low-carbon economy. 

We can be thankful for the skill of Australia's negotiators in 1997 at Kyoto for achieving the inclusion of Article 3.7 of the Kyoto Protocol.  This so‑called "Australia clause" permits Australia to count our net land clearing emissions in 1990 in determining our 1990 emissions baseline against which our 108% Kyoto Target is calculated.  Our proximity to our Kyoto target for the first commitment period, announced by the Government on 15 August 2002 is a consequence of the effect of Article 3.7 of the Kyoto Protocol rather than any significant achievement regarding altering our national emissions growth path. Article 3.7 provides Australia with a luxury that may not be available for any second or subsequent commitment period, especially if we lose our international negotiating goodwill and influence by non-ratification.  EBA would like the Government to build on our existing negotiated position and use it constructively. 

The EBA endorses the 2% Mandatory Renewable Energy Target (MRET) and believes the use of tradeable economic instruments such as Renewable Energy Certificates (RECs) to enable liable entities to achieve least cost compliance is the right policy direction we should be heading in.  However,  EBA would like to see the MRET target increased to a minimum of 5% by 2010 and to 10% by 2012.  EBA recognises the enormity of the task in achieving this, but believes it will be a significant driver to new technologies, energy efficiency, and reduced emissions as well as acting as a catalyst towards ongoing economic growth of the country.

With the exception of MRET the balance of Australia's Climate Change Policy is a mixture of voluntary schemes and funding programs.  They are good as far as they go and it is anticipated that the Business Coalition on Climate Change will put forward new policy recommendations that have the support of a wide cross section of industry sectors.  It is important that Australia adopt an approach that can build capacity through market-based mechanisms that drive least-cost abatement and reinforce the efficient allocation of resources.  It is equally important that our approach be one that integrates other policy areas such as population, land management, water, drought, transportation, agriculture, dryland salinity, regional development, and our national competitiveness.  At the same time we need to focus on real outcomes rather than "outputs" and prescriptive process.  This is an area where Australia could do much to help adapt the Kyoto Protocol to become more meaningful.

Australia needs to implement policy which takes gradual steps to internalise the costs of emissions and link this to an emissions trading system which in turn is linked to an emissions trading system under the Kyoto Protocol.  Under such a structure Australian businesses can participate in the global carbon market rather than watch from the sidelines.  They will have certainty for investment and long-term planning. 

8.
Leadership

Australia has a greater opportunity to display a leadership role in climate change negotiations by ratifying the Kyoto Protocol and being seen as part of the global solution rather than as a non-conforming party criticising the international process from the sidelines.  The Government's early concerns regarding the need for meaningful participation by developing countries are better addressed within the Kyoto family than from outside.  Indeed activity leading up to and during the World Summit on Sustainable Development has seen the major developing countries agree to ratify the Protocol – China, India, Brazil, Indonesia, Malaysia, have, as EBA predicted, decided to participate because it makes environmental and economic sense for them to do so.  Australia needs to maintain a close working relationship with these countries.  From an industry perspective, trying to break into these markets requires Australia to demonstrate that it has the technologies and willingness to help them combat poverty, land degradation, water problems, pollution and greenhouse gas emissions.

Further, EBA believes that to achieve the Government's stated desire for a "lower emissions signature" whilst maintaining an internationally competitive economy ratification is an important building block to low cost action.

9.
Conclusion

Certainly, the Kyoto Protocol is no panacea.  It is clearly recognised that ratification of the Protocol is only a first step to much hard work, but EBA believes that there are significant potential rewards for the Australian environment, employment, regional development, and the overall economy.  

It is interesting to note that many of the criticisms about the Kyoto Protocol bear close resemblance to those levelled at the USA Clean Air Act, and the Montreal Protocol to reduce emissions of ozone depleting substances.  There too, sectors of industry believed they would suffer.  But neither of these major steps forward had any substantive detrimental effects on business, or economies.  Indeed the USA Clean Air Act made or saved trillions of dollars in spite of its cost of $480 billion over 20 years.  Australia has far more to fear from the impacts of global warming – and probably more to gain from positive action and ratification than many other countries. 

Inside or outside the Protocol, Australia must find a way to access the CDMs, must be able to deal with the non-tariff trade barriers and carbon/energy taxes, and must maintain its negotiating influence.  For trade, environmental, health, quality of life and economic reasons, EBA strongly recommends to government that Australia ratify the Kyoto Protocol.

In a final analysis all Australians want a clear outcome that offers a lower carbon signature, greater certainty, Australian opportunities, and long as well as short term economic benefit.

Fiona Wain, 

Chief Executive Officer

Environment Business Australia

25 October 2002
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� Approximately 2.6% of GDP.  The sector is targeted in the Government's Environment Industry Action Agenda to grow to over $40 billion by the end of the decade.  Canada rates their environment industry as the fourth or fifth largest industry sector, surpassing steel production.


� Externalities are the costs of production or consumption that have either negative or positive impacts on the environment.  These costs are largely not factored into traditional economic modelling


� Extract from the Renewable and Sustainable Energy Roundtable paper prepared by the CRC for Renewable Energy


� Environmental backlash from global warming is likely to include new diseases and disease migration, famine as crops are destroyed in more extreme weather patterns or as plantings fail to suit new climatic conditions, river-system degradation and increased dryland salinity and soil erosion affecting drinking water quality and quantity.  Pollution, storm related injury, decreased productivity, respiratory and cardiac disease from poor air quality may have other related causes but with a significant greenhouse component.





� Statement made by Dr David Kemp, Minister for the Environment, during a speech to The Royal Institute of International Affairs, Chatham House, London, 15 July 2002


� Extract from EcoCarbon Inc. presentation
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