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Executive Summary
The Australian Workers’ Union (AWU) has been an active participant in the carbon trading debate for over 5 years. The AWU first debated the merits of putting a price on carbon at our National Conference in 2007 – attended by Australian of the Year, Tim Flannery. 

By 2007, it was clear that putting a price on carbon would be required for the global economy to transition to a lower carbon future. A global emissions trading framework would be the most effective way of achieving lower emissions levels.

Consequently, the AWU was an active supporter of the Carbon Pollution Reduction Scheme (CPRS) and the final negotiated package of measures, comfortable that workers in the emissions-intensive, trade-exposed (EITEs) industries would be protected. 

The final negotiated package of measures reached a hard-won consensus following months of consultation with industry, unions and the community. As such, it is regrettable that the Coalition, following its leadership change from Malcolm Turnbull to Tony Abbott, decided to oppose the CPRS.

With regard to the steel industry, the delay has coincided with a sharp fall in its profitability – in line with the record appreciation of the Australian dollar and on-going subdued demand for steel, both locally and abroad – making the adoption of a new carbon price mechanism more difficult.  

In these circumstances, the AWU has adopted a careful and responsible approach which has as its goal the implementation of a carbon price, but which does so in full acknowledgment of the changed circumstances facing the emissions-intensive, trade-exposed industries in 2011 compared to in late 2009.

In the case of steel, this means that the Carbon Price Mechanism should exempt steel for a defined period. For example: 

· Until it returns to healthy profitability; and/or 
· Sufficient progress is made in establishing a carbon price on steel covering at least 70 per cent of total world production. 

Alternatively, steel should receive full offset for a defined period coinciding with the transition to a carbon trading scheme. In any event, the full impact of a carbon price on Australian steelmakers warrants separate treatment.  

There may be additional options available to the Government to deal with trade exposure, including the assignment of workers permits commensurate with the level of exposure aimed at securing jobs and investment in Australia. These ideas, offered by the AWU, are outlined in this submission.

Introduction
This submission responds to the invitation received by the Department of Climate Change and Energy Efficiency (DCCEE) on 21 April 2011. 
It addresses the carbon price architecture and in particular the points raised by the MPCCC in their release on the Broad Architecture of the Carbon Price Mechanism, released in late February 2011.
Start date
The AWU agrees with a commencement date for the Carbon Price Mechanism of 1 July 2012. 
Length of fixed price period
The AWU supports the proposed fixed price period of 3-5 years prior to transitioning to an emissions trading framework subject to the pace of international agreement and with any final decision to move away from a fixed price dependent upon a review of the progress made in moving to a world carbon price.
Transition arrangements
The AWU is supportive of the intended review of the fixed price arrangements prior to transitioning to a flexible trading framework.
In particular, delay in international agreement establishing a global emissions framework and carbon price should be factored into considerations of whether to delay transition to a domestic carbon trading framework or in its absence, the level of any ongoing carbon tax.
Coverage
The AWU supports the broadest scope for inclusion of the emissions trading framework subject to the full offset or exemption of the Australian steel sector from the arrangements as an interim step.
The AWU also believes in a fair and balanced transition for our industries and workers. In steel’s case, the AWU believes the case is clear – exemption from the imposition of a further cost to retain access to local steel.
Circumstances facing the Australian steel sector are currently very difficult as a consequence of the historically high Australian dollar, depressed demand and impact of dumping and subsidies from major competitors such as China.
The steel sector’s competiveness is revealed by the impact of the appreciation in the exchange rate. With zero tariffs applying to the sector, steel is fully trade exposed. In the absence of a comparable international carbon price therefore, additional cost impacts will detract from the competiveness of the sector as overseas competitors experience an additional price advantage in the absence of a carbon cost on their products.
The steel sector is unable to pass on the costs of a price on carbon because of the availability of cheap imports to which the tax does not apply.
The result otherwise will be import dependence for a strategic industry, and the transfer of value added wealth, as well as jobs, to other producer nations.












These imports often also benefit from country of origin subsidies, which make these products cheaper than their actual cost of production. “Dumping” is compounding the difficulties facing our industries and workers in maintaining a competitive Australian manufacturing sector. The AWU has been at the forefront of stronger action by the Commonwealth Government to deal with it, consistent with our WTO entitlements.
 (
Australian steel is globally competitive
The Australian steel industry is highly trade exposed, with BlueScope 
Steel 
exporting about half its production in normal circumstances and both BlueScope and OneSteel facing intense competition from imports.
Given the mature state of iron and steelmaking technology, the industry has very limited ability to cut its emissions.  So the risk is that – with very limited abatement options and facing intense competition from overseas producers – a carbon tax simply becomes a deadweight burden on the Australian steel industry.  
This risk is exacerbated in the current economic environment, in which Australian steelmakers are facing an Australian dollar at record levels, sky-high raw material prices, and global overcapacity in steel 
production which
 is pushing down steel prices.  Both steel companies made losses from their steelmaking operations in the last half-year.
A carbon tax on Australian steel is only appropriate when China, the United States, Japan, Korea, India, Russia, Brazil and others are paying a similar tax
 or if its impact domestically is completely offset.
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Let’s not forget that manufacturing in Australia employs five times as many people as mining. Producing one thousand tonnes of steel generates at least 60 direct and indirect full time jobs. That is a great multiplier which can help build our regions and supply the industries of tomorrow.
The AWU does not want to see the loss of one job as a consequence of the carbon tax – and it should not have to cost a single job if policies also support industry development and encourage investment and innovation in the manufacturing sector of today and tomorrow. Because:
· The Australian steel industry is very competitive;
· Investing in Australian steel is value for money and will promote living standards through investment and jobs;
· Local activity and employment in steel is the best counter to regional decline; and
· There is a sustainable future for steel at best practice over the long term on the basis that the world will need more steel – not less – to build our economies, including our renewable energy sources, such as wind and solar facilities, and carbon capture and storage and natural gas expansion.
The AWU would also not oppose the inclusion of the Carbon Farming Initiative under the carbon price mechanism.
In considering the merits of relevant coverage, few if any countries in the world have applied a direct carbon tax, or net carbon cost to their steel industries.  In fact, many countries in the developing world do the opposite – subsidising their steel industries.
In Europe, steel companies received very generous permit allocations under the EU Emissions Trading Scheme, to the extent that a number of steel companies were able to sell excess permits and generate revenue.


 (
Gen
e
rous trea
tment 
of steel 
can 
save jobs
In phases 1 and 2 of the EU ETS, firms received a generous allocation of permits to cover their direct emissions (in some cases more permits than they had direct emissions).
By way of example, consider Corus UK's Scunthorpe Works, a 4.5mtpa integrated site.
Average annual liable emissions
Allocated annual permits
Difference 
(
permit
 surplus)
Phase 1
[1]
6.6Mt (98-03)
6.9MT
+340kt
Phase 2
[2]
7.3Mt (2000-2003)
8.3MT
+1.01Mt
The above information is taken from published UK Government reports:
http://www.decc.gov.uk/en/content/cms/what_we_do/change_energy/tackling_clima/emissions/eu_ets/phase_1/phasei_nap/phasei_nap.aspx
http://www.decc.gov.uk/en/content/cms/what_we_do/change_energy/tackling_clima/emissions/eu_ets/euets_phase_ii/phaseii_nap/phaseii_nap.aspx
In addition, 
when the 
GFC 
hit, firms that reduced their production were able to sell the excess of permits and profit from this.  The following is from Arcelor Mittal’s financial report for the twelve months ended 31 December 2010:
“Operating income for the 12 months ended December 31 2010 was $3.6 billion, as compared with an operating loss of $1.5 billion for the 12 months ended 31 Dec 2009. Operating performance for the 12 months ended December 31 2010 was positively impacted by a net gain of $140 million recorded on the sale of carbon dioxide credits, the proceeds of which will be reinvested in energy savings 
projects……..
 
operating
 performance for the 12 months ended 31/12/09 had been impacted by……was partly offset  by….., a net gain of $108 million recorded on the sale of carbon dioxide credits…..”
“EBITDA for the three months ended Dec 31 2010 was $563 million, an 18.3% increase as compared to $476 million for the three months ended September 30 2010. EBITDA in the fourth quarter was positively impacted by a $140 million gain on sale of carbon dioxide 
credits……”
 
It is true that the EU is proposing a tougher approach for Phase 3 (only those firms in the top 10% of efficiency would receive all the permits they need), but this follows their relatively generous treatment under Phases 1 and 2
 noted above
. 
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International linking
The AWU supports immediate international trade in emissions permits as a critical way to keep Australia’s emissions-intensive, trade-exposed industries internationally competitive.
This would serve to increase the flexibility of domestic industry to respond to the imposition of a carbon price without resorting to cutting investment and employment during the fixed price period prior to the commencement of trading in permits.
Assistance and other matters still to be determined
The AWU supports assistance for innovation and investment which ensures that Australian industry operates at international best practice levels. 
Ensuring energy security will also assist major energy consuming industries such as aluminium and steel limit the cost impacts associated with the imposition of a carbon price on the energy inputs.
Workers permits (Mark II)
Bob Brown has openly stated he expects there to be job losses following the introduction of a carbon price mechanism. The AWU believes the onus is now on the Government to provide assurances that jobs in emissions intensive, trade-exposed industries will be protected.
No worker need be left behind. Our workers, particularly in the steel industry, should be seen as part of the solution, not the problem.  These workers should be factored into the green economy if we expect to utilise local materials, manufacturing and expertise during the transition to a lower carbon economy – that’s been our agreed position with the Government from day 1.
In addition to a generous approach in permit allocation up-front to industry, the AWU urges the Government to consider our proposal regarding workers permits – first put forward during the consultations on the CPRS. 
Workers permits can be used to address the “incremental” cost increases which industry faces post-CPRS in a way which does not add to the costs of the carbon price mechanism or need be funded by revenue it generates. 
The workers permits would become an additional employee entitlement alongside the introduction of the carbon tax. 
The priorities are therefore:
1. Achieve as a minimum the CPRS levels of assistance for EITEs inclusive of the global recession buffer at 95 per cent and 66 per cent of costs depending on level of emissions;
1. Additional assistance or exemption for steel to achieve complete cost neutrality; 
1. Establish a trade-exposed workers permit scheme (not linked to emissions intensity, but to trade exposure). This is in addition to and separate from the permits allocated to industry which would revert to the Government (or be refunded) in the event of leakage of industry activities offshore; and
1. Together, direct compensation to industry combined with indirect assistance to workers would contribute to offsetting the added costs of the carbon price mechanism. It also helps deal with the concerns of industries which do not currently qualify for assistance as emissions intensive activities (such as sugar milling) but which are nevertheless trade exposed as consequence of the carbon tax.

It is proposed that the workers permits scheme would be established to act like an insurance scheme. Workers would be allocated a notional level of permits based upon the degree of trade exposure of their industry/sector to be agreed to by the industry/ employer/government and union. The allocation could be up to 100 per cent of additional carbon costs not covered by other assistance. 
The allocation would be managed by the employer and relevant union in a trust account. The trust can lend to the industry/employer if required to guarantee employment of the relevant workers (who nominally own the permits) but would remain the asset of the affected workers. However, lending by the trust or cashing in of permits would be subject to agreement and negotiation with the relevant union on behalf of members and rules governing the operation of trust funds.   
The permits would have a notional market value which would revert to actual market value care of a government guarantee if called upon/drawn on to fund critical investment and/or assist distressed workers.
The allocated permits would transfer from the trust in the event that relevant workers were made redundant and would be additional to other entitlements they would receive.
The scheme could be kept “off-budget” via a separate governance and financing vehicle utilising a small part of the proceeds from the sale of emission permits and based on a fully funded insurance model.
The scheme would deliver a notional property right to workers in the first instance and would not require the transfer of industry permits to them as under our earlier version of the idea if industry or activity went offshore. 
These would be returned to government at the same time as the workers permits for affected workers are activated. The increase in the number of permits would not be expected to detract from the market value given the ad-hoc occurrence. Allowance could be made for this call within the scope of the scheme.
The bottom line is there are ways for the Government to address the potential threats to employment. It stands to reason that if the carbon price mechanism is revenue neutral, and consumers will be overcompensated, workers should not have to risk being undercompensated. Workers permits would close the gap and help to address assisting workers as consumers too.
The above idea is in addition to articulation of our core principles regarding the introduction of a carbon price mechanism for our EITE industries. The AWU would welcome a Parliamentary inquiry to look at options to guarantee workers jobs which would put the ideas to the relevant scrutiny.









Conclusion
The AWU is working with industry and the Commonwealth Government to ensure that the carbon policy change does not risk the sustainability of our steel sector and other manufacturing industries as the price of transition to a lower carbon economy. 
Lower carbon emissions need not be at the expense of our existing industries, and the products that they make using the skills of our members to supply the clean economy of tomorrow.
If steel is needed to build our wind farms and carbon capture and storage facilities and to supply LNG to our industries and homes, it should be manufactured in Australia. Steel is an essential industry to our future and should as a consequence be exempt from the carbon tax rather than be collateral damage. 
EITE industries will help to sustain Australia’s prosperity and living standards for years to come. When determining a price on carbon, it is crucial that the Commonwealth Government develops supportive policy to maximise the contribution of these EITE industries. The production of steel, aluminium, plastics, glass, and cement among many more products offers good quality jobs for Australian workers – supporting both their families and their communities.  
The AWU continues to give top priority to the consideration of these vital issues by the Australian Government in the weeks and months to come.
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