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Introduction
Good evening, ladies and gentlemen.

It is a pleasure to speak here this evening, paatily given the significant role the
London School of Economics has played in the irstgonal climate change debate
over recent years.

When LSE’s Grantham Institute was announced, LoednScommented that it is
crucial for social scientists to take the leaduiiding policy on climate change.

Scientific understanding of the causes and consegseof climate change has, in
recent years, received much attention and congideraThis focus on the science of
climate change was undoubtedly overdue, and weneél to ensure that our
scientific understanding of climate change contsniaeimprove and deepen.

However, it is the building of our policy resportat should now be the focus of our
attention. This is where the greatest shortfai between what is required of us and
what we are currently doing.

Tonight | will offer some observations on the glblesponse to climate change, both
generally and through focusing on the Australialicgaesponse since the new
Australian Government took office in December hgesdr.

First, consider what it is we are seeking to achieWe are working to build an
economic, environmental and social policy respdraa all the nations of the world.
We are doing this because climate change has gaeitato threaten our economies,
our communities and our way of life.

And we have to build this response across neafyd€parate nations, amongst
which there are markedly different societies, jpitsystems, cultures, legal regimes
and economic circumstances. These countries valglwin their understanding of,
and preparedness to act in response to, climateeharhose of you who know the
challenges in building a coherent climate chandeypoesponse within one country
can appreciate the scale of the challenge befogiobslly.

The current global negotiations on climate charajaecafter the collapse of the Doha
trade talks in July, where the world failed to teagreement on a trade deal. This
experience underscores how difficult it can bedisi@ve international agreement.

Adding to the complexity is the global context ihieh the climate change policy
debate must now take shape.



The climate change debate has been understandadyghadowed in recent weeks by
volatility on global financial markets and the pib$s flow-on effects of this financial
crisis to national economies around the world.

Developments have been dramatic: more than 25diabinstitutions around the
world have either collapsed or been bailed out.

Borrowing costs have risen around the world.

And the financial crisis has contributed to a sesiglobal slowdown, which has seen
output in five of the world’s seven largest develdgconomies either contract or go
flat in the three months to June this year.

These events have given rise to speculation in gpragers that now may not be the
best time to try and conclude an international agrent to reduce greenhouse gas
emissions. Some have said that if the world caagage on trade, it has no hope of
agreeing on climate change. Others assert thattrgtabal financial and economic
events demand delay in action on climate changé vk cannot afford to reduce
emissions right now or - in Australia’s case - @®ed to introduce a market-based
emissions trading scheme.

The Australian Government’s view is that the riskslelaying remain greater than
the risks of acting on climate change.

It is precisely because of concern about our fub@e@omic prosperity that we must
address climate change now. There will never beaay time to make the transition
to a low-carbon economy. But we know the longermdekay, the higher the costs.
And delay inhibits our capacity to grasp the sufitsddopportunities that will come
from making this transition.

Early action will allow Australia — and other cotas of the world — to make an
orderly, gradual adjustment to a low-carbon econdd®gjaying action, so that the
economy is forced to catch up later to the envirental imperative, will only deliver
it a sharper shock down the track.

Acting now will also provide certainty to busingssan otherwise uncertain climate.
In Australia, business is expecting the introduttid a domestic carbon price in
2010. Despite the current financial crisis, Ausaralindustry peak bodies have
emphasised their desire for certainty — furtheagewill only result in added
business uncertainty, with negative consequencaavfestment and business
planning.

The Australian perspective

In 2007, the now Prime Minister, Kevin Rudd, comsiosed Professor Ross Garnaut
— one of Australia’s most respected economistsuntiertake a comprehensive
analysis of the impacts of climate change on Aliatsaeconomy.

The Review took over a year to complete, with thalfreport released last month.



The significance of Professor Garnaut’s work isspuad. We are the first in the
world to quantify the costs of climate change far country, just as Lord Stern did
for the world.

Central to Professor Garnaut’s findings is onekstaality: Australia — as a hot and
dry continent — has more to lose than any otheeld@ed nation if we fail to take
global action on climate change.

The Rudd Government was elected in November |lastwéh a commitment both to
ratify the Kyoto Protocol and to implement a markatsed approach to reducing
greenhouse emissions.

Very early in my term as Minister for Climate Changjset out Australia’s policy
framework based on three pillars:

* Reducing Australia’s greenhouse gas emissions;
» Adapting to climate change we can't avoid; and
* Helping to shape a global response that is bo#tefe and fair.

This overarching framework is broadly similar te @pproach being taken in the
United Kingdom and other nations.

In Australia, our approach is strongly groundediarket-based reform rather than a
regulatory response.

We have chosen a market based approach becausdiewetthe core of an effective
response to climate change is to resolve what Boedh described as the ‘greatest
market failure the world has seen’. That is, toue@shat at least a portion of the costs
of climate change are reflected in our economicsaations; that our investment,
production and consumption decisions are influermed carbon price.

Reducing Australia’s greenhouse gas emissions

The Carbon Pollution Reduction Scheme is Austrajpincipal market-based
mechanism for tackling climate change. Under ttigefhe, the Australian
Government proposes to introduce a cap-and-tradesems trading scheme in 2010.

The Scheme is central to the Australian Governrsestbnomic reform agenda. Key
design elements have been set out in a Green Rajper | released in July 2008.

Through the Carbon Pollution Reduction Scheme aguris to develop an emissions
trading scheme that is best practice. The sizhethallenge, and its importance for
Australia’s own circumstances, means that we caaimofor anything less. By ‘best
practice’ we mean a scheme that is efficient ared effective; that makes the lowest
cost transition for our economy. We are seekingstablish a scheme which has a
core integrity while dealing with the range of limiate policy concerns and sectoral
impacts.

In this task, we are indebted to the EU's grourgking experience and to the
frankness that the European Commission has shovtatking to other governments



about the lessons learnt - both in terms of whatwarked well and what could be
done differently armed with the wisdom of hindsight

The Green Paper proposes a scheme that coversajbetynof Australia’s carbon
emissions — across sectors including stationaryggméransport, fugitive emissions,
industrial processes and waste. This approachctsfthe economic reality that wide
coverage allows businesses to find the lowest@agbrtunities to reduce emissions.
The International Emissions Trading Association rd enany domestic
commentators — have supported this approach toragee

We are proposing to auction the majority of perrfriben the start of the scheme, and
— subject to a comprehensive and effective intésnat agreement which removes
the need to provide transitional assistance — we@se to move over time to full
auctioning of permits.

We are taking this approach because we know tlwdioaing permits promotes
allocative efficiency — meaning that permits widd bought by those who value them
most. Auctioning also provides resources to de#l gectors that are most affected
by the carbon price — including, importantly, hduslds, which are often overlooked
in these policy debates.

Another notable feature of the Australian modelus intention to target free permit
allocation and industry assistance to meet idexdtifiolicy concerns. For us, the need
for such a disciplined approach is a key lessomftioe EU ETS.

There, free permit allocation allowed windfall gaivhile the allocation methodology
sent mixed signals to change behaviour in respnte carbon price. Instead, we
propose to target free allocation of permits tacepmally address some of the
competitiveness impacts of the scheme in ordeedace carbon leakage. Hence, we
propose to allocate permits to activities wheres¢hrsks are likely to be the greatest;
that is, the most emissions intensive of trade sggandustries.

Our approach to domestic industry assistance igaglynbalanced. For example, we
have identified risks from the scheme of loss dfigdor our coal fired power
generators and possible consequences for Ausgrataestment environment. We
propose to provide limited, direct assistance &séhfacilities to ameliorate the risk of
adversely affecting the investment environmenheathan providing an allocation
on the basis of past or future emissions.

In all cases, we are acutely aware that the legtgrpolicy concerns of assisted
industries must be balanced with the needs of lhmlde and other affected industry
sectors.

The Australian Government views the Carbon Poltuieduction Scheme as the
central means of reducing carbon pollution. Howgewe also recognise that there
are a range of critical complementary policies tietd to operate alongside
emissions trading.

The Government’s drive for energy efficiency anfdtare National Energy
Efficiency Strategy, forms a key plank of our aarie to reducing emissions, along



with our commitment to research and developmewtmetv low emissions
technologies.

But we see emissions trading as the central mdamesiocing carbon pollution. We
are not attracted to an approach that seeks tdinte complementary policies as a
substitute for a broad based market approach.ddsta economy-wide carbon price
is critical to designing least cost complementaslyqy approaches.

Preparing for a global carbon constraint

Having outlined the broad principles underpinning €arbon Pollution Reduction
Scheme, | will now outline where | think some oé thpportunities in tackling climate
change lie for Australia.

Aside from the obvious need to make up lost grann@lustralia’s response to
climate change, there is a deeper logic drivingasabition to have the Carbon
Pollution Reduction Scheme up and running in 2010.

It is a logic built on the Australian Governmentésognition that there will be a
global carbon constraint at some stage in the éutur

Anyone who accepts this fundamental premise mastadcept that the economically
responsible course of action to prepare for thadal carbon constraint is to put in
place reforms that enable the domestic economgdond and capitalise on evolving
opportunities.

It will be the countries that have moved to impletngimate change reforms that will
be best placed to deal with the global carbon camst

Further, it will be the nations that have put inqd solid market-based reforms to
tackle climate change that benefit most from thenemic opportunities presented by
global efforts to reduce emissions.

The Australian Government has set a target of iedugreenhouse gas emissions to
60 per cent of 2000 levels by 2050. We alreadykti@at to meet our target, carbon
emissions per dollar of real GDP will need to deelmuch faster than any
improvements we have seen in recent decades.

At its core, our climate change economic refornnages about reducing our carbon
intensity while maintaining strong economic growihhis is what some have come to
refer to as improving our ‘carbon productivity'.

Economic opportunities from improved carbon producivity

Australia’s geography, geology and economy presigmificant advantages in the
transition to a low-carbon world.

I nvestment flows into low emissions technol ogy

The Carbon Pollution Reduction Scheme will give thalsan companies the incentive
to find new and innovative ways to reduce theirsmoins, which in turn will lead to
the development and expansion of lower emissiartstdogy.



A recent article fronkEnergy Policy journal predicts that a global carbon market could
grow to reach a value of 10 trillion US dollarsenmparable to the size of the oil
industry. Such a market would drive large scalestiment in renewables and low
emissions technology.

The International Energy Agency has estimatedtbbting global emissions by mid-
century will require investment worth 45 trillionSdollars.

Further, Australia’s Garnaut Climate Change Reviemwnd that the incentive to
mitigate will result in the expansion of industrigeere Australia can develop a
comparative advantage.

Such industries include electricity generatione#frour abundant resources in
geothermal, wave and other renewables — throughrtoational potential for
biosequestration.

Australia also has vast renewable energy souroes tine sun and wind.

For example, a report from Invest Australia hightgyjthat solar radiation is
Australia’s largest potential energy source — dvad over 9 per cent of Australia’s
land surface receives in excess of 1,950 kilowatir$ per square metre of sunshine
each year.

Our scientists are among the best in the world. hakes the potential to become
world leaders in clean energy technology.

With energy demand soaring and abatement effoegrggup around the world, the
benefits could be substantial.

In addition, the Garnaut Climate Change Review sstgthat the incentive to
mitigate will — over the long term — contributeexpanded agricultural production
and stimulate new technologies and better land gemant practices.

These incentives to mitigate in the agricultureé@ee one of our largest exporters —
could build on Australia’s role as a leader in development of environmentally
sustainable agricultural practices.

Environmentally profitable alternatives are inciegk/ being developed as
economies increase their abatement efforts.

Those alternatives include biomass productiondaewable energy and biogas
production from methane.

Carbon market development

As | have outlined, the Carbon Pollution ReducBmineme will have maximum
coverage and features allowing it to link with atlrading schemes as the global
market matures.

The Scheme will create a new type of financial candity in Australia which — over
time — will become a global commodity traded on lbanarkets.



Australia can play a key role in this global deysti@nt.

Australia is well placed to provide the necessaryises to support developing
carbon markets in the Asia-Pacific region.

We are a regional commercial centre with world-ssancial institutions,
developed capital markets, a skilled workforcehtstandards of corporate, financial
and regulatory governance and political stability.

The potential value of such a hub in Australia dduve significant benefits for our
economy.

The World Bank recently reported that current carbwrkets around the world were
worth a total of 64 billion US dollars in 2007.

This market has more than doubled in just one frear 31 billion US dollars in
2006.

In addition, the volume of carbon traded almostided from 1,725 mega-tonnes of
CO2 equivalent in 2006 to 2,983 mega-tonnes in 2007

The Australian Government takes the view that wwadto benefit from significant
economic opportunities as the world acts to addrlesste change. Swift action on
our part to capitalise on increasing low emissiemsrgy demand and providing the
necessary services to support a global carbon meokid be a tremendous boost to
our economy.

Helping to shape a global solution

As | mentioned earlier tonight, Australia needsabgl solution to climate change
because we know we will be one of the hardestdvebbped nations.

And as I've just highlighted, we have taken a raposarket-based approach to
reducing our domestic emissions because we waritaliasto be in a position to
capitalise on new opportunities in a carbon constchworld.

Nevertheless, it is not uncommon still to hear sam&ustralia argue that there is no
point in reducing our emissions because we cort&ibualy 1.5 per cent of total global
emissions.

But let me be clear: this is not the view of ounv@&mment.

Australia, although responsible for only 1.5 pentagf global carbon emissions in
absolute terms, has relatively high per capita sions.

Our domestic effort to take responsibility for amwn carbon emissions through the
Carbon Pollution Reduction Scheme is central tovallingness and commitment to
the global effort.



We understand that we cannot seek to play a valedn international negotiations
if we do not take action at home. We need to playpart.

The complex challenge we face as negotiators frenosa the globe will be to ground
what the science is telling us in the realitieshef global political economy.

| spoke earlier about the importance of continwong efforts to take action on climate
change in the face of the global financial crisid ather present-day challenges that
could be used as an excuse to give up.

But it is equally important in moving forward orgbobal deal that we take account of
national circumstances and the political economgoaintries seeking to transition to
a low-carbon future.

That is not an excuse for inaction — either fromedeped or developing countries, all
of whom can point to varying degrees to nationalwrnstances which affect each
country’s efforts to reduce emissions.

Rather, it is an acknowledgement that any global ddl only achieve its purpose if
it is implemented. We must realise that the clematange cause will suffer more
damage than good if an agreement goes un-ratifiéaile to be turned into action in
key countries.

This means we need to build a global agreemenighiatormed by science, and
which is also politically and economically sustdilein each of the countries
responsible for implementing it.

Kyoto to Copenhagen — what's changed?

There have been dramatic shifts in scientific kremgle and in the economic
circumstances of the Parties to the UN Framewonkv€otion on Climate Change
and to the Kyoto Protocol since they were negaliatehe 1990s. Many of the
principles on which they are based are, in the &da@rrent evidence, now open to
guestion.

The distinction drawn between developed and deusdogountries is an example.
While it remains true that developed countriesrasponsible for most of the climate
change now in train, developing country emissiaes@w driving global trends.

Assuming a ‘no mitigation’ scenario, the Garnautr@te Change Review found that
developing countries as a group will account faral®0 per cent of emissions
growth over the next two decades and beyond.

These facts lead inexorably to the view that aasnable global solution will require
actions and binding commitments &y major emitters, both developed and
developing.

On the equity principle, we would expect developedntries to take the lead, setting
economy-wide emissions targets. We would expectldping countries to make
specific commitments to action designed to genexatgbstantial deviation from
business as usual emissions. As we agreed intBeie commitments should be
measurable, verifiable and reportable.



It is worth bearing in mind that the ‘developinguotry’ group is now far less
homogeneous than it was when the Kyoto Protocol #iECCC were cast in the
1990s. There is now much greater diversity in teofrsconomic capability and
development, population profiles, per capita eroissireduction efforts, exposure to
climate change impacts and adaptive capacity.

Again, it is very important that we consider capaand national circumstances in
determining if commitments are equitable.

Any viable global solution to climate change mugt®ort the aspirations of
developing countries to continue to raise theind#ads of living, while helping find
less carbon-intensive pathways to development. Keélgeo this will be decoupling
growth in emissions from increasing prosperity. iiéed to work with developing
countries to ensure less carbon-intensive growtis Will need to include investment
in technology and other support from developed troes

The role of the private sector in delivering a glokl solution

| cited earlier the International Energy Agencyssimate that it would take 45 trillion
US dollars in investment to halve global emissibypsnid-century.

The scale of financial transfers required meantsghhblic sector finance, while
important, will not be sufficient to achieve thiamsformation, particularly in
developing countries. We will need the involvemeintarbon markets and private
investment to help bridge this gap.

The finance sector has an enormous role to plahamnelling funds to the industries
that will thrive in a carbon constrained world. rFoancial markets and business, the
better they understand the shape of what is to ctimeemore effective they will be in
seizing the opportunities offered by the transitiom low carbon economy.

The development of international carbon marketsivelp drive investment into the
areas where the largest cuts in pollution can beesaed most quickly and at the
lowest cost.

In designing the post-2012 framework we - as mangsand government negotiators -
need to consider private sector views on what kinthiechanisms will best unleash
the necessary capital flows.

These opportunities for private sector financing iaraddition to, but not a substitute
for, government financing. Governments will needaatinue to play a role where
markets cannot.

The Australian Government remains active in prongptnd financing mitigation
technologies and activities. Our support of CarBapture and Storage (CCS)
technology is a clear example of where it is appade for government to provide
assistance to overcome market barriers and supgaublic good.

On 19 September 2008, the Australian Prime Ministerin Rudd, announced the
launch of an Australian Global Initiative on Carb®@apture and Storage.



Among other activities under this Initiative, thev&rnment proposes to establish a
Global Carbon Capture and Storage Institute. We lcammitted 100 million
Australian dollars annually to accelerate the dgwelent of CCS demonstration
projects and to improve knowledge about the comialev@ability and safety of CCS
technologies as a way of helping facilitate investin

The Australian Government has made substantigkbdband multilateral
commitments to promote recognition of the mitigatpotential from Reducing
Emissions from Deforestation and Forest Degradd&#DD) in developing
countries. Deforestation activities account forugiw 20 per cent of global emissions.

We were one of the first countries to commit futmlsupport REDD capacity
building and readiness activities in our regiorotlgh establishing a 200 million
dollar International Forest Carbon Initiative. Tinéiative funds demonstration and
other activities in Indonesia and Papua New Guarehsupports forestry action
under World Bank activities.

Conclusion

The Australian Government is firmly committed tdiag to combat climate change
and to playing our full and fair part in the gloleddort.

We are committed to achieving emissions reductadrg% of 2000 emissions levels
by 2050 that, given Australia’s domestic circumsts) will be ambitious and
challenging to achieve.

We believe that the best way to achieve such anteb goal is through developing
the market-based Carbon Pollution Reduction Schehieh will drive economic
transformation and leave us better equipped irfuttuee to deal with the economic
challenges and opportunities that climate changjeovimng.

Taking action to respond to climate change is ttememically responsible thing to
do.

But there is also a moral and personal dimensidhisodebate. Ultimately, we are not
doing this only for ourselves. We have a respalitsilbo future generations to tackle
climate change while we can, and to ensure thgtahewell equipped to deal with

its effects.

The pace of climate change is accelerating andesitsaeffects.

It is now more urgent than ever to act on climdange.
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