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Jill Duggan, European Union's carbon pricing expert

Jill Duggan, the European Commission's expert on carbon pricing, is in Australia to talk about the European Union's Emissions Trading Scheme which has been running smoothly for six years. The Europeans are looking at expanding the scheme to include other greenhouse gases besides carbon dioxide.

Monica Attard: Hello, I'm Monica Attard and this is Sunday Profile. This week my guest is Jill Duggan - a European Commission specialist on carbon pricing - who, this week, flew into a furious political storm here in Australia about the federal government's proposed carbon tax.

Ms Duggan is surprised at the politicised debate, and she's travelling the country talking to politicians and business about the European Union's emissions trading scheme - a system that's been running fairly smoothly for the last six years.

In Europe, it was the business sector which said that it wanted an emissions trading scheme as its preferred model for carbon pricing.

It wanted certainty and action from regulators, and certainty in order to plan ahead is what business here in Australia is screaming out for.

Jill Duggan says the general public in Europe, by and large, know very little about the scheme and she says the scheme's effect on their hip pocket is less noticeable than, say, the fluctuating price of oil and gas.

Indeed, some EU member nations are now pushing to expand the scheme to include other greenhouse gases and stronger targets for polluters - all part of a grand plan to 'decarbonise' Europe.

Jill Duggan says while there was never a huge public backlash against the emissions trading scheme, certainly business was worried at the outset.

Jill Duggan: There was certainly a lot of concern from industry in Europe back in the early 2000s before the introduction of the European emissions trading system. I have to say, in Europe, the fact that there is an emissions trading system has no public profile at all. I keep saying that actually in the UK, apart from industry and traders, my dad knows there's an emission trading system - just about. But it doesn't have a public profile at all and I think that's actually a success.

For me that's something - it's there, it's working, it's having an effect, but not to the extent that there's a big public reaction against it. It's not hurting households in that way.

Monica Attard: So why was that? Is that because there was no public debate? Was it not a political issue?

Jill Duggan: For much of Europe - and I'll speak largely for the UK because that's where I was working ... very involved at the time.

Monica Attard: Yes.

Jill Duggan: In the UK there is political consensus on the need to take action on climate change - the importance and urgency of that action. And emissions trading was put forward by industry as their preferred solution. They pushed the UK government for an early emissions trading system in the UK before there was a European emissions trading system. So it was a question of industry was saying well, we need certainty on this; this is a risk that we're going to have to deal with. How do we want it dealt with and let's be part of the solution.

And having said that, of course, individual industries would be concerned about the impact of a carbon price on them. I think it's true to say that that concern was greater or lesser in different European states, but in general that concern has diminished; it hasn't gone away everywhere, but it has diminished since the scheme's been in operation.

Monica Attard: So given the limited nature of the debate - of the public debate - was there any need for a public education program to inform people about what an ETS is?

Jill Duggan: The public education in the UK - and again I'm going to focus on what's happened there because I'm more familiar with it - has been very much on the need to take action on climate change, what can be done, how individuals can help, that sort of thing, rather than on the ETS specifically.

Monica Attard: And is that a better way to go, do you think, given the very complex nature of what an ETS is? I mean, is there something to be said about not bamboozling people with the detail?

Jill Duggan: I think it was an inevitable result of the complexity, particularly of that very first phase of the ETS which, I have to say, was more complex and it's got simpler as we've been able to become more familiar with it and move on. I think journalists actually found it quite difficult to get their head round, and ...

Monica Attard: Well, it is immensely complex.

Jill Duggan: Yeah, and at that stage there was enormous public concern, I think, about climate change; it's only one of a number of policies, and so although it's a pan-European policy - the EU emission trading system - there are other policies in different countries. And I think in the UK, political leadership made this a cause c四獣re and pushed the importance of climate change but not of emission trading.

But I think the general consensus, the science, the consensus of the science, the political consensus, the general consensus from industry about ... this is a risk, you don't need to believe in climate change, you just need to consider it as a risk, and if it's a risk, how do we deal with it, what's our preferred method? And in the UK and in much of Europe the preference was very clearly for emissions trading.

Monica Attard: Well Jill, you've said that you're very surprised at how the carbon pricing debate has evolved in this country over the years. What surprises you most?

Jill Duggan: Well, I last came to Australia, I think, in probably in 2008, 2007/2008, where there was much more of a bi-partisan approach to this, and it seemed to be at that time not a question whether or how, but a timing issue about how quickly legislation would get through, and some of the detail.

The debate has clearly changed and become much more political over the last three years.

Monica Attard: But why do you think it is that, in the Australian scene, that our political leaders seem unable to move beyond the discussion phase?

Jill Duggan: Um, well, I think clearly what's happened in Europe is actually having drawn a number of countries together, that makes it much easier to act together. So on the one hand you will have dissenters - you'll have those who are less enthusiastic and more concerned. But you can get a consensus once you get going and feel more comfortable that others are going with you, and obviously that is a difference for Australia.

I think what has been quite difficult over the last couple of years is the inability of the American administration to move legislation forward in Congress, and I think that has had an impact.

Nevertheless there are very promising signals, I think, in China and India about setting up domestic trading systems, and pilot trading systems, to see how they can use those to manage their energy demand and improve their emissions profile domestically.

Monica Attard: Well, our prime minister, Julia Gillard, has this week been addressing the US Congress. She has quite subtly urged them to take some action to take the issue very seriously. Now, you spent time in Washington, you know the political scene there, how likely is it, do you think, that over the next year we might see - given what she has said and given the movement that we're seeing in China and elsewhere - that we might see the Americans moving more and more toward real action?

Jill Duggan: One of the things that surprised me and I did find when I was in the United States was ... I also travel a lot in the states (individual states) - is that the rhetoric was very much against climate change and against cap and trade, as it's portrayed in the US for a number of reasons; one because of the financial crisis and the role that markets and Wall St played in that. So a distrust of markets.

But at the same time as that sort of negativity, there's also quite a lot of positive action taking place. So you may get those talking against climate action but at the same time investing in renewables. So I think you kind of need to separate out the rhetoric from the action in the US. And I'm quite confident that they will come forward. Ah, but maybe not in the way that we've all hoped and expected in the past, but maybe through a slightly different path.

Monica Attard: And when do you think that might happen?

Jill Duggan: Well, I think it's happening at the moment. I mean, you will go to various states where the rhetoric is against climate change, but the action is about investment in renewables.

Monica Attard: So how important do you think it is for there to be political consensus to move the whole issue forward?

Jill Duggan: Well, it certainly makes it easier, there's no mistaking that. I think the challenge that faces all countries at the moment is to think about how their economies are going to develop over the next forty or fifty years. I think what's quite interesting in Europe is that the UK, Germany and other mostly northern member states are actually pressing for targets to get tougher and are introducing measures to actually increase the carbon price.

Now I've been asked a lot about the impact on jobs, and you really have to consider would governments be doing that if they thought that there was going to be a significant and detrimental impact on jobs in Europe? No, they wouldn't.

What it's seen as in those countries as a real kind of fillip for good, long-term sustainable jobs in low-carbon industry. If you're Germany and you're a manufacturing economy and more in the sort of low-carbon services sector and design and implementation of low carbon - if you're, say, more like an economy more like the UK.

Monica Attard: The other issue, of course, that is often raised - particularly in Australia - is the impact on utility prices. I mean, what happens to electricity prices? Do they go through the roof? Now you have view on that as well as you've experienced in the EU?

Jill Duggan: The carbon price indeed, of course, has an impact on electricity prices. Its impact in Europe has been slow and steady. The carbon price has been surprisingly stable, despite criticisms that you may hear that it's volatile. It's not that volatile, it's pretty stable. The public don't notice this to the same extent as they notice the impact of oil and gas prices which tend to be much, much more volatile and have a real impact on electricity prices. So, for example, in the UK back in 2005 when there was a significant carbon price of an average of 17 Euros a tonne during that year, the price of carbon was responsible for a quarter of the rise in electricity prices. Three quarters of that rise was due to gas and oil prices and other things.

Monica Attard: So in other words you're saying that people have actually not significantly been impacted by the electricity price rises?

Jill Duggan: I think they haven't been dramatically impacted by the electricity price rises because they're relatively small compared to other impacts on electricity prices - and incremental; slow and steady I would say. And because there are, increasingly, policies in place to help people reduce their demand for electricity - I mean that's the big challenge is you need to reduce demand for electricity on the one side, whilst making the unit cost of fossil fuel-generated electricity quite high.

Monica Attard: Of course, this is where you get people with their eyes glazing over because the details are so incredibly difficult to comprehend.

But before we move onto a discussion about how the system operates in the EU, can I ask you from a personal perspective, at the end of the day, do you believe that this is an issue where the moral imperative is greater than the democratic one for debate, if you like? Should a government simply take a stance and say "No, this is what we're doing. There will be no further discussion, we'll discuss with the stakeholders, but we are moving forward."

Jill Duggan: I wouldn't like to go so far as say a 'moral stance'. I think there is a moral imperative to take action on climate change. I think there is a national imperative in all nations to provide your business with a certain framework with investment, and I think that's the difficulty of having a continued debate.

Obviously it's far better to get political consensus because that helps builds that certainty. And that I think is the challenge Australia faces at the moment, is to find a way forward that all the major parties can agree on that has a real impact on emissions and developing the Australian economy in a way that will be sustainable.

Monica Attard: Well, just a little over a week after this framework was unveiled, we're already seeing a degree of business instability and uncertainty on this particular issue - that confidence is in decline. In the UK in particular, when you say that government dealt directly with business, informed them of what was happening, what the repercussions would be ... did that stabilize the concern within business circles?

Jill Duggan: We were subjected to an enormous amount of lobbying, as you would be in advance of any new regulation or compliance mechanism being introduced, and that's quite natural ...

Monica Attard: Businesses wanting to be exempt?

Jill Duggan: Well, businesses worried about the impact on their own particular business, worried that they will be dealt with unfairly relative to competitors. Worried about whether it will cost jobs and what the impact will be on their bottom line. I always give an example when we introduced the emissions trading system in Europe; each member state was required to produce a draft national plan and then go out to stakeholder consultation. So we did that for the very first learning phase and we did it for the second phase.

For the first learning phase we had to hire the National Exhibition Centre in Birmingham to accommodate all the concerned executives. Fifteen months later we were at the same stage of the second phase and we had 200 traders turn up in London - the fear had gone away once the scheme was in operation and industry understood how it would work, how it would impact on their business. And actually what you get is you get quite creative about thinking, "oh well, what can I do to reduce my costs to turn this to my advantage?", and that's the sort of creative thinking that you want to generate.

Monica Attard: OK, well, I'm Monica Attard, this is Sunday Profile, and my guest today on the show is Jill Duggan, national expert on carbon markets and climate change with the European Commission.

Now, Jill Duggan, can I just ask you to look at our scheme for a moment, such that it is proposed by the Gillard government's multi-party climate change committee. It indicated that there would be a price on carbon but the committee didn't say how much it would be and what industries would be affected. Do you think that was a mistake?

Jill Duggan: I think it's wrong ... well, in my experience it would be wrong for governments to say what the price is at this stage, and certainly in Europe we avoided talking about the price as far as possible. We talked about what we were going to do and obviously there's an awful lot of modelling that has to be done before you can see what the impact would be.

I think the most important lesson that I would give to the Australian government is that we needed our learning phase in Europe, we needed it for a number of reasons. We needed it to make politicians and industry comfortable with what we were doing. We needed to look at whether it created any unintended consequences that we needed to deal with.

Actually in Europe we didn't have sufficient data, accurate enough data, to get it right in the first phase and I believe Australia actually does require businesses to monitor and report their emissions. So you're one step ahead of where we were.

But we really did need that learning phase and we needed it to be not too ambitious. We needed to do it in a way that everybody could get comfortable with this and get the architecture in place before moving onto the next stage, which was to increase the ambition. So, you know, I think it's very difficult under those circumstances to put forward a price at this stage. Or even give an indication of the level of price.

Monica Attard: But is it important for us to be able to have information about how international carbon pricing schemes operate before making a decision?

Jill Duggan: I think it's very difficult to judge what is an appropriate price to get started on in Australia and obviously, you know, in Europe we've been doing this for a few years now. We certainly wouldn't have been able to get started, I don't think, if we'd had the same level of ambition ... or we wouldn't have been able to go in with the same level of ambition as we've been able to as we become more comfortable with the tools that we have at hand to deal with our emissions.

Monica Attard: OK, well, let's talk about the situation in the EU. You have this emissions trading scheme. It's a cap and trade system. It's been going for six years, and prior to its start there was a pilot scheme which you've mentioned - all 27 member states are included, plus a few others.

If you were at the start of discussions about how to curb emissions and transit to a green economy now, would you bother with a cap and trade system?

Jill Duggan: Yes, I think it's very appropriate for a number of sectors. I wouldn''t say it's an economy wide program. I think what we've learnt in Europe is actually where you put the point of compliance with the emission trading system is very important, because you want to change investment behaviour and investment decisions. I think it's been very successful at getting board members in companies interested in their environmental profile, their emissions profile and their fuel use.

I think for a number of companies that sort of focus that they've had has actually helped them reduce their costs and their fuel use and made them much more efficient.

And so I think in Europe we use the electricity generation sector and four energy intensive sectors.

The six years of operation have included our pilot phase - so we had three years of our pilot phase, we're now into the third year of our second five year phase, and then we've now changed our legislation so that from 2013 the trading system will incorporate a lot of the lessons learned. We've had the same legislation up until this point, so we've had to do things voluntarily to improve it along the way.

Monica Attard: So it's a constantly evolving scheme?

Jill Duggan: I don't think it's constantly evolving but it certainly has evolved, and from 2013 what you will see in Europe is something much closer to perhaps the scheme we would have like to have introduced, but you need to bring people with you. You need to learn about the operation of the scheme. You know, you do need to learn lessons along the way.

Monica Attard: So why didn't you go down the carbon tax route in the first instance?

Jill Duggan: Well, obviously 27 member states agreeing on a harmonised tax rate would be quite difficult ...

Monica Attard: Very challenging!

Jill Duggan: Yes, very challenging. One of the many advantages of the carbon price and to have that across the 27 member states is that it's a single price across all of those countries is that actually it responds at the same time, so for example, the price in the fourth quarter of 2008 when the recession started to bite did drop. And of course the carbon price dropped - so it dropped in all of those countries. If we'd have had 27 carbon taxes, or one tax that had been agreed, it would have been much, much more difficult to respond to the effects of the recession. And the effect of that drop meant that, of course, the environmental impact was the same, but it became cheaper for companies to comply when times were hard.

Monica Attard: I mean, I imagine also apart from the difficulties of getting all of the EU states to agree on a taxation rate, that tax is more of a stick rather than carrot approach. And that would have been harder to sell perhaps?

Jill Duggan: Well, I think another major advantage of cap and trade is you've got certainty on the environmental impact, and of course with a tax you haven't got certainty on the environmental impact. You can maybe change behaviour with a tax, but you don't have that certainty and you don't have that flexibility. So cap and trade allows Company A to decide whether it's going to reduce its emissions or pay for them, and Company B may be able to sell their emissions allowances. So you've got that flexibility which actually makes it cheaper. You get continuing incentive and you've got that certainty on the environmental outcome.

Monica Attard: And interesting, of course, many of the EU countries have their own carbon taxes on individual industries, as well.

Jill Duggan: They do, yes.

Monica Attard: There are taxes on transport, for example, in some states ...

Jill Duggan: They've also got something called the Climate Change Levy in the UK which is a tax on electricity used for industry that had major exemptions. UK Treasury have proposed that they use that tax to supplement the carbon price. Because UK, along with Germany, and other states would like a higher carbon price and tougher targets at the moment. And as I've pointed out, you don't do that if you think it's going to cost you jobs.

So the UK would like to use that tax to bolster it, it also ... petroleum taxes in Europe are very, very high. Somebody has estimated that if you changed petroleum taxes into carbon price, you'd have a carbon price in excess 300 Euros. I've not done the calculations so I don't know if that's absolutely accurate, but I imagine the ball park is about right.

There are road taxes. If you have a low emissions car, you pay virtually no road tax or very little road tax. If you have a high emissions car, you pay quite a lot of road tax. So there's an awful lot of other polices in place. There's feed-in tariffs to encourage renewables and distributed generation. There's grants and polices to encourage insulation and energy efficiency.

There is a couple of organisations that have been set-up with the help of government. So the Energy Savings Trust for households, to help them decide what measures they could take that would be cost efficient for them and reduce their emissions. And for industry, the Carbon Trust, that will do the same for industry, but also look to invest in new low-carbon technologies and industries that are going forward.

So there is a whole raft of measures, and I think that's true in all member states, about how do you reduce emissions, where are your major emissions, and how do you do that in a way that is appropriate to your economy, whilst having this single policy that covers your energy generation, which is not internationally traded, and your energy intensive industries.

Monica Attard: So there is a way for a carbon tax to work in conjunction with an ETS?

Jill Duggan: Absolutely.

Monica Attard: Does the yield from these taxes that are imposed country by country, do they go towards assisting industry, towards assisting individuals?

Jill Duggan: Different member states in Europe have different ways of dealing with this - and again I'll speak about UK Treasury - who is very unwilling to say that money raised from a particular source will be hypothecated for use in that particular source. Undoubtedly though new revenue streams allow treasuries and finance ministries to ring-fence or put money towards certain sectors and provide it for certain policies, and clearly in the UK, as with other member states, as we all drive to reduce emissions from the different sectors of the economy.

Monica Attard: Can I just ask you how have trade exposed industries in the EU being assisted or compensated over time, because the view in this country is that our polluting industries will be unable to compete with overseas competitors, particularly competitors in Asia.

Jill Duggan: And that's a fear that has also raised its head in Europe. Analysis will tell you that it is actually relatively few sectors who are significantly impacted, but nevertheless it's a real concern. For the first two phases of the EU ETS, there's been largely full, free allocations to those industries that are covered by the ETS so that they haven't had to buy their permits, but free allocation is not a perfect science and it's been done to date based on historical emissions, so for any particular company in any one year, they may be short or long on the allocation that they've been given, relative to their emissions.

What that hasn't done to date, and what we would have liked to have done, is to incentivise good behaviour and recognise good behaviour. So from 2013 the free allocation will continue for those industries, but it will be based now on the average of the top 10% performers in any sector. So if you are in the best 10% performers in any sector, you're likely to get a high level of free allocation. If you've not take action to reduce your emissions, you will find you are short of allowances and either need to take that action or to buy more allowances than your competitors.

Monica Attard: A final few questions, if I might, because the system seems to be ticking over relatively well in Europe, but there have been some recent problems with the system, as such. In January the theft of 50 million Euros' worth of credits was stolen in a cyber attack, trading was halted, there was a security upgrade, and it brought the system to a standstill. That's a serious blow to the reputation of the system, isn't it?

Jill Duggan: I think measures have been taken to improve the security, and from next year rather than each member state having its own registry which had different levels of security, there will be one single registry. The registry is responsible for where you hold allowances. It's not responsible for financial transactions which take place outside of that largely, and there's a lot of dealing in futures.

So without being complacent, because I think there is no room for complacency on this, the security did need to be improved in some member states. It has been improved now and it will be even better as from next year when there's a single registry that's looked after in Brussels.

I think it's a lesson to learn actually in advance is that you need to make sure your security is good enough. I think one of the things that have happened in Europe is that the market has grown far faster than anticipated. Last year there were 512-billion allowances traded - at 13-15 Euros an allowance, that's an awfully big market.

Monica Attard: The price of carbon in Europe, the last time you looked?

Jill Duggan: The last time I looked, which was last week, so forgive me if I'm wrong, was 15 Euros a tonne or thereabouts. And it's been about 13-15 Euros since early 2009; it's been in that ball park.

Monica Attard: Now clearly while we're yet to put a price on carbon, would you like to make a suggestion as to what it could be, ought to be, should be?

Jill Duggan: I would not suggest that in Europe, let alone in Australia. I would make no comment on what the price of carbon should be. What I would say, however, is that certainly when I started looking at carbon markets back in the early 2000s, a lot of people felt that the cost of carbon should be high enough to incentivise various behaviours which would mean that you'd have carbon price - I think the estimation in the UK at that time was a hundred pounds a tonne. Clearly that would be politically unacceptable.

On the plus side, however, I think that if you get the level of compliance right, you get behavioural impacts that outweigh the price, and of course if you have a degree of auctioning, you get revenues in that can help you invest in or support the sort of change to low carbon that you need.

So I think, you don't always need such a high price and you can be more effective even at relatively low prices.

Monica Attard: That was Jill Duggan, a carbon pricing expert working in the Directorate-General for Climate Action within the European Commission.
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