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1. OVERVIEW 
The Business Council of Australia supports the release of the draft energy white paper (DEWP) as 
it is critical to Australia’s economic growth and prosperity to implement sound long-term energy 
policies and planning and in the future consider climate change related policies within this context. 

The release of the DEWP comes at an important time, given recent increases in the cost of energy, 
driven by a variety of different factors, including government policy and investment in energy 
infrastructure to address growing demand. 

Historically, much of Australia’s economic growth has been built on access to reliable and lower-
cost (than our competitors) energy sources. As energy prices increase this economic advantage is 
being put at risk. 

There is a need for renewed, and more regular, engagement on energy issues and their 
relationship to the strength of the Australian economy. The BCA therefore strongly supports the 
commitment in the DEWP to institutionalise a regular four-yearly review of national energy policy 
strategy beginning in 2016. 

A key deficiency of the DEWP is the absence of alternative scenarios for global climate change 
policies to those which underpinned the Treasury modelling for the Clean Energy Future package. 
In finalising the energy white paper, alternative international climate change scenarios and their 
impact of Australia should be modelled. 

The four-yearly energy reviews proposed should also include modelling reflecting actual progress 
in international climate change negotiations, the impact of domestic energy efficiency and climate 
change policies on energy prices, as well as technology assessments and demand modelling. This 
will assist in ensuring that policies impacting on energy security are assessed and the risk of 
adverse outcomes addressed. 

The DEWP presents a high-level energy policy framework recognising the importance of energy 
security to the Australian economy, business and households. This is not sufficient of itself to 
deliver reliable energy at lowest possible cost. What is required is a ’whole-of-government’ effort to 
implement and act within the framework so as to ensure consistency with the framework and its 
objectives. 

The DEWP, and the principles and directions that it sets out, should be given appropriate 
consideration in developing climate change policies in the future. As an example, agencies such as 
the Climate Change Authority (CCA) and the Productivity Commission in their roles under the clean 
energy legislation, should be required to give consideration to the energy policy framework and 
provide advice in this context. 

Given the forthcoming implementation of a carbon price, a comprehensive review of all climate 
change and energy efficiency related policies across all jurisdictions should be undertaken. The 
review should include a process and timeline for rationalising and winding up the myriad of 
duplicative and unnecessary climate change and energy efficiency policies and regulations. 

 

About the BCA 

The Business Council of Australia (BCA) brings together the chief executives of 100 of 
Australia’s leading companies. For almost 30 years, the BCA has provided a unique forum for 
some of Australia’s most experienced corporate leaders to contribute to public policy reform 
that affects business and the community as a whole. Our vision is for Australia to be the best 
place in the world in which to live, learn, work and do business. 
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The BCA strongly endorses a focus on progressing reforms in energy markets to drive increases in 
future productivity in both our energy sectors and the Australian economy as a whole, which our 
energy sectors fundamentally underpin. 

The utilisation of competition and markets as a means of achieving efficient and effective outcomes 
should be pursued. Markets will provide an effective tool when: 
• assets are primarily privately owned and on a level playing field 
• price regulation is removed to ensure that prices are reflective of costs – this assists in ensuring 

that efficient investment is undertaken 
• there is supply and demand-side participation to ensure that consumers are engaged and 

involved in markets 
• government undertakes policy on the basis of technology neutrality to ensure that technologies 

compete on a level playing field that allows for solutions to be arrived at in a least-cost manner 
• regulatory burden is minimised. 

Consideration should be given to enhancing the effective operation of Australia’s network 
regulation. The BCA suggests that the final energy white paper outlines the directions and 
timeframes for responding to the Productivity Commission inquiry, and other inquiries, to ensure 
that the framework is effective over the longer term. 

A number of the market reforms identified and committed to have effectively stagnated in recent 
years. The final energy white paper should focus on how to progress these market reforms so that 
the same issues are not still being resolved by the time of the next energy white paper. 

2. THE IMPORTANCE OF EFFECTIVE ENERGY MARKETS 
2.1 Key source of comparative advantage for Australia 

All businesses and households are consumers of energy. Energy therefore fundamentally 
underpins the Australian economy. Australia’s economy has historically benefited from access to 
abundant and low-cost energy sources, notably arising from its substantial reserves of brown and 
black coal and natural gas. 

Access to these sources of low-cost energy has provided Australian business in particular with a 
significant comparative advantage relative to its competitors. Greater efficiency in our energy 
markets will be essential to trying to maintain this comparative advantage in the future. 

Natural resource endowments have also provided Australia with considerable export opportunities. 
Indeed, 68 per cent of energy produced in Australia in 2008–09 was exported, while 32 per cent 
was consumed domestically.1 However, we are not alone in possessing abundant sources of 
energy. Ensuring the efficient operation of our energy markets and generating productivity-inducing 
reforms in our energy markets are essential to ensure that Australia remains internationally 
competitive. 

The continuing development of emerging economies, in particular China and India, will lead to a 
greater demand for energy in the future. If we can remain competitive and productive in our energy 
markets, Australia’s abundant natural resources will continue to present a considerable opportunity 
to capitalise on this increased global demand for energy. 

2.2 Reforms to energy markets can increase productivity 

Productivity is the key to sustaining long-term economic growth. In recent years, productivity has 
been declining. This decline has been particularly apparent in energy-dominated sectors such as 
mining and electricity, gas and water. 

The DEWP notes that the introduction of environmental interventions in the energy market is a 
contributor to the reduced productivity in the energy sector. 

  1 Department of Resources, Energy and Tourism, Energy in Australia 2011, 2011, p. 1. 
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Productivity is fundamentally determined by the decisions and investments made by firms. Reforms 
that shift the energy market further towards a competitive, privatised and deregulated market 
(outlined further below) are the best means of government providing firms with an incentive to 
innovate and be more productive, both in terms of energy productivity as defined in the DEWP and 
the broader measure of multifactor productivity. 

Productive energy markets mean more productive businesses and will contribute to growing the 
Australian economy as a whole. More productive businesses lead to higher wages and more 
employment, making everyone better off. Increasing the productivity and competitiveness of 
Australian energy markets is therefore integral to increasing the wellbeing of all Australians. 

2.3 Investment challenge ahead 

A substantial investment in our energy systems is required in the coming years to manage new 
domestic demand and the transition to lower-emissions energy sources. Investment will also be 
necessary to ensure that our energy exports can continue to grow. The investment challenge 
ahead highlights the importance of having effective markets so that future investment is delivered 
in the least-cost means possible. 

There is a need for a renewed focus by government on ensuring policy settings support investment 
in the highest value private and public projects for Australia. Equally there is a need to ensure we 
have the capacity and productivity to deliver those projects at costs that reflect international best 
practice benchmarks. 

The BCA has previously adopted six key principles for Australia’s infrastructure markets, including 
our energy sector. These principles were developed as part of the BCA’s Infrastructure Action Plan 
in 2005 and remain highly relevant in considering the market settings that will be most conducive to 
competitive and efficient outcomes in the energy sector. They are: 
• effective national (not state-based) infrastructure markets, including national or uniform regulation 
• market-based prices that send the appropriate signals to consumers and suppliers (cover long-

run marginal costs, reflect time of use) 
• public investment processes that are integrated across governments, forward looking, based on 

consideration of all options and favour projects with the highest (and published) benefit–cost 
ratios 

• effective competition in all contestable market segments 
• private ownership as the preferred model in all contestable market segments 
• regulation of infrastructure that does not discourage investment seeking to meet expected 

demand. 

The BCA is pleased to see that some of these principles have already been articulated throughout 
the DEWP as it currently stands. Encouraging investment in Australia’s energy markets will best be 
pursued by enacting these principles and by progressing the actions outlined below to reform our 
energy markets. 

3. ACTIONS TO ENSURE A MORE EFFECTIVE ENERGY 
MARKET 
The BCA strongly endorses the market-based policy framework that underpins the DEWP.  

A number of current policy decisions ranging from a price on carbon to the renewable energy target 
are likely to impact on the effectiveness of this market and its capacity to facilitate future energy 
infrastructure investment. In light of this, consideration should be given to including in the four 
yearly updates an assessment of the effectiveness of trading arrangements on investment. 

To continue to make our energy markets more effective, the BCA supports the energy white paper 
focusing on the issues outlined below and would like to see these issues progressed before the 
next update of the energy white paper is released. 
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3.1 The need for a clear process 

Energy market reforms will take time and will involve considerable change. The sooner that the 
reforms outlined in our submission and the DEWP are commenced, the sooner the associated 
benefits from these reforms can start to be realised. 

As it stands, the DEWP does a good job articulating the challenges facing the energy sector. 
However, the BCA suggests that the final energy white paper would be improved if it more explicitly 
established a clear set of processes, and accompanying accountabilities, for shifting Australia’s 
energy markets towards the principles outlined in this submission. 

The BCA supports the Standing Council on Energy and Resources (SCER) as having the primary 
responsibility and accountability for implementing and progressing these measures. 

3.2 Technology neutrality 

Technology neutrality in government decisions, particularly where direct funding is involved or 
being considered, is an important element of competitive markets. Technologies should be 
assessed on their economic merits, rather than on subjective views of their attractiveness. The 
government should not artificially restrict or reduce the viability of a given technology relative to 
other alternatives. Technology neutrality provides the best means of delivering solutions in a  
least-cost manner. Where technology choice is distorted it is likely to result in increased costs to 
end users. 

There are a couple of instances whereby the BCA considers that the government’s actions are not 
currently technology neutral. Specifically: 

• the government should not rule out nuclear energy as a possible source of future large-scale 
energy supply 

• if retained, the government’s Clean Energy Finance Corporation (CEFC) should not be restricted 
from funding specific technologies such as carbon capture and storage 

• feed-in tariffs and the Renewable Energy Target (RET) which provide additional support specific 
to renewable energy. 

3.3 Reducing regulatory burden 

Feedback from the BCA’s membership continues to highlight that there is a complex and 
overlapping range of environmental and other regulatory measures with which firms must comply. 
Complying with these regulations imposes considerable costs on business, both in terms of money 
and time. 

For example, some businesses are currently obliged to comply with multiple requirements in 
relation to greenhouse gas emissions and energy reporting. These include Commercial Building 
Disclosure, the Energy Efficiency Opportunities Act and the National Greenhouse and Energy 
Reporting Act. Compliance with each of these reporting requirements imposes costs that are 
material on business while the duplicative reporting requirements do not generate commensurate 
benefits. 

The BCA recommends that the energy white paper outlines a process for reviewing and 
streamlining regulatory processes to ensure that regulatory burden is minimised. 

Coal seam gas 

Coal seam gas (CSG) provides a case in point as to how regulatory burden has an impact on the 
effectiveness of markets in providing energy solutions at least cost. CSG has the potential to make 
an important contribution to Australia’s energy mix going forward. However, to date exploration for 
CSG has been slowed and hampered by lengthy approvals and consultation processes. Unclear 
and inconsistent regulatory frameworks are currently preventing CSG from being brought to market 
at least cost with a subsequent cost impact on energy end users. A set of clearly defined standards 
and approaches to CSG should be implemented to guide future activity. 
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3.4 Further contestability and privatisation 

Effective competition in all contestable (non-network) market segments is a key element of 
effective infrastructure. This is because competition drives cost efficiency and consumer choice; 
conversely, a lack of competition creates the opposite. 

Some components of our energy markets could be opened up to greater contestability. For 
example, metering, which is currently treated as part of the natural monopoly of the distribution 
businesses, is a clear candidate for greater contestability. Opening up this area in particular to 
contestability may not only assist in depressing costs, but may increase the pace at which new 
technologies, such as smart meters, are adopted. 

The BCA strongly supports the view that private ownership of infrastructure is preferred in all 
contestable market segments. Research suggests that private ownership has contributed to lower 
electricity price increases than in jurisdictions with public ownership.2 However, since the last major 
wave of privatisation in the 1990s, there has been little further privatisation. Indeed, more than half 
of generation capacity, as well as the majority of transmission and distribution providers, are still 
state owned. 

Continuing to privatise owner/operators in our energy markets is important because government 
owned businesses face different incentives to private operators. Public corporations have access to 
cheaper borrowing than private firms. Public corporations also return their taxes and profits via 
dividends to state governments. These dividends are outside of the GST distribution process, and 
consequently provide their owners with a strong disincentive to privatise their assets. 

3.5 Increasing demand-side participation 

Australia’s energy markets have typically been dominated by supply side considerations. However, 
the trend towards increasing peak consumption is fundamentally changing the energy market. 
Focusing primarily on supply-side solutions as a means of meeting increased peak demand is 
unlikely to be the most efficient solution to the problem. A greater emphasis on increasing demand-
side participation in the energy market is therefore desirable. 

Substantial demand-side participation requires the measuring of electricity usage in real time and 
the implementation of variable time-of-use based pricing structures. This is reliant on the rollout of 
smart meters across jurisdictions. However, to date the rollout of smart meters has only 
commenced in Victoria, and the implementation has been complicated and more expensive than 
initially estimated. Additionally, the Victorian Government has extended the moratorium on time-of-
use based tariffs until at least the end of 2012, which is likely to delay some of the benefits. 

The Australian Energy Market Commission (AEMC) is currently undertaking a review of demand 
side participation (Stage 3). The review will examine how best to “identify opportunities for 
consumers to make informed choices about the way they use electricity, and provide incentives for 
network operators, retailers and other parties to invest efficiently”. The review, which is due to be 
completed in September this year, is therefore timely. 

However, there are steps that governments at all levels can undertake now to increase demand 
side participation, including: 

• considering the costs and benefits of rolling out smart meters 

• allowing and/or introducing time of use based pricing where possible 

• improving access to information for consumers on demand management options 

• removing retail price regulation (discussed below). 

3.6 Progressing the removal of retail price regulation 

The BCA has consistently called for retail price regulation reviews to be brought forward by 
governments and the removal of retail price regulation to be expedited. Allowing for prices to 

  2 Energy Users Associations of Australia, Australia’s Rising Electricity Prices and Declining Productivity: the Contribution of 
Its Electricity Distributors, 2011, p. 33. 
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accurately reflect the costs incurred in providing a service is essential for delivering services 
efficiently. 

The AEMC’s reviews undertaken to date have clearly demonstrated the adverse impact that an 
inappropriate retail price level can have on the efficiency of the market. However, while the Council 
of Australian Governments (COAG) has committed to the removal of retail price regulation in all 
jurisdictions, to date only Victoria has removed price regulation. The difficulties with the existing 
commitment are highlighted by South Australia’s decision not to remove retail price regulation 
following the AEMC’s recommendations in 2008. 

The removal of retail price regulation is important from an investment standpoint and is particularly 
important given the large transition towards lower-emissions energy sources occurring in the 
energy sector. The BCA believes that while the commitment to remove retail price regulation 
across jurisdictions is a strong start, a renewed and more enforceable commitment to the removal 
of retail price regulation is necessary. 

3.7 Network regulation 

There are multiple, valuable reviews and inquiries currently underway in relation to assessing the 
appropriateness and effectiveness of Australia’s processes for network regulation. The BCA 
supports these processes, in particular the current review by the Productivity Commission into 
electricity network regulation. 

The BCA, however, suggests that the final energy white paper outlines the directions and 
timeframes for responding to the Productivity Commission review and other inquiries. 

3.8 Liquid fuels 

The BCA considers that Australia’s longer-term liquid fuel supply security and transport energy 
needs will be best met through the market and associated market measures. 

Australian refineries face a number of ongoing challenges including the ongoing excess supply in 
the Asian region, the strong Australian dollar and increased competition from large-scale Asian 
refineries. 

While the combination of access to global liquid fuel supply markets and investment in Australian 
refining infrastructure have stood us in good stead in terms of reliability of supply to date, what is 
important is to ensure this can continue. 

Organisations such as the Australian Institute of Petroleum and reports such as the government’s 
National Energy Security Assessment highlight that there is likely to be a need for higher levels of 
imports to match increased fuel demand as well as an ongoing refining presence in Australia. 

In this context what becomes essential are policies and regulations that support a stable long-term 
investment climate and minimises costs to business. It is essential that governments do not 
undermine the competitiveness of domestic liquid fuel refining and supply through regulatory 
decisions and other imposts. For example, the current discussions with regard to fuel quality 
standards need to be underpinned by clearly defined economic, scientific and environmental 
evidence through a transparent and thorough cost and benefit assessment before any changes are 
made. 

Given the essential role fuel imports will play, investment in port and transport infrastructure will be 
an ongoing requirement. The BCA has highlighted in a number of its reports on infrastructure the 
need for planning and development and environmental approval processes and regulations that are 
timely and efficient. Overlapping and inconsistent approaches across different levels of government 
should be removed. The same is true for infrastructure related to the importation, storage and 
distribution of liquid fuels. 

Governments also have an important role in removing any barriers to the effective operation of the 
market. The current restrictions on commercial access to imported ethanol are likely to be having 
an adverse impact on the development of a competitive domestic biofuels market. Such barriers 
should be reviewed and removed where they adversely impact the operation of effective markets. 
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As with other trade-exposed industries, the cost of permits under the clean energy legislation and 
imposts associated with other climate change related policies should be offset in the absence of 
similar costs on competitor countries. 

3.9 Offshore lease retention 

The BCA suggests that where it is commercially viable to develop a resource, businesses have a 
strong incentive to do so. On this basis, some of the BCA’s members have disputed the suggestion 
that the retention lease system is currently being used to ’warehouse’ reserves. The BCA 
recommends that the government removes any impediments to exploration as they materially 
impact on Australia’s attractiveness as an investment destination. Involving third parties in any 
assessment of commercial viability also needs to be considered carefully due to potential conflicts 
of interest and the need to protect proprietary data. Transparency, while desirable, needs to be 
balanced against incentives for investment, particularly in the early stages of resource 
development. 

4. CONCERNS ABOUT EXISTING CLIMATE CHANGE AND 
ENERGY EFFICIENCY POLICIES 
Historically, much of Australia’s economic growth has been built on access to reliable and lower 
cost (than our competitors) energy sources. As energy prices increase this economic advantage is 
being put at risk.  

There is a need for renewed, and more regular, engagement on energy issues and their 
relationship to the strength of the Australian economy. 

Recent years have seen climate change policy leading many of the developments on energy policy 
and in energy markets. The energy white paper represents an opportunity for a rebalance. 

The energy policy framework within the final energy white paper, and the principles and directions 
that it sets out, should be given appropriate consideration in developing climate change policies in 
the future. 

As an example, agencies such as the Climate Change Authority and the Productivity Commission 
in their roles under the clean energy legislation should be required to give consideration to the 
energy policy framework and provide advice in this context. 

4.1 The need for a review of existing climate change and energy efficiency policies 

There are currently a substantial number of policies in place that are designed to either directly or 
indirectly drive energy efficiency and reduce greenhouse gas emissions. Most of these policies 
directly affect the energy sector and impact on energy prices. These policies exist at both a 
national and state level. When combined with a carbon price, they will distort the operations of the 
market and impose additional costs on end users that could be avoided. While many of these 
policies are small, there are also larger examples, such as the renewable energy target. The 
DEWP does not currently directly address these issues. 

The renewable energy target 

In finalising the energy white paper, the government should review the impact of the renewable 
energy target on the operation of the energy market and the additional costs the current design of 
the RET has brought to electricity users. 

The BCA has previously argued the RET should not be pursued in light of the introduction of a 
price on greenhouse gas emissions. We remain of that view. 

In the absence of the wind-up of the RET, the terms of reference of the review of the RET by the 
Climate Change Authority later this year should be expanded to include consideration of the ways 
in which the cost impost of the policy can be reduced. 
  



Business Council of Australia • 10 April 2012 9 

 

Modelling policy impacts 

The four-yearly energy reviews proposed in the DEWP should also include modelling reflecting 
actual progress in international climate change negotiations, the impact of domestic energy 
efficiency and climate change policies such as the RET on energy prices, as well as technology 
cost assessments and demand modelling. This will assist in ensuring that policies impacting on 
energy security are assessed and the risk of adverse outcomes addressed. 

Review of energy efficiency and climate change programs 

The BCA is concerned about the multitude of programs that exist in relation to energy efficiency 
that are increasingly being brought into play under the climate change banner. While businesses 
(and households) already possess an incentive to engage in energy efficiency provisions, the 
implementation of a carbon price will further strengthen this incentive. Given this, the need for so 
many overlapping programs is unclear and unwarranted. 

Previous reviews have highlighted the existence of over 200 federal policies and programs related 
to energy efficiency which are now being administered through several government agencies 
including the departments of Resources, Energy and Tourism, the Department of Climate Change 
and Energy Efficiency, the Department of Innovation, Industry, Science and Research and the 
Department of Families, Housing, Community Services and Indigenous Affairs. 

Most of these programs neither target an evident market failure nor an evident regulatory failure. 
Proposals to expand these programs such as the proposed expansion of the Energy Efficiency 
Opportunities scheme should not be proceeded with in the absence of an independent assessment 
of their costs and benefits by a body such as the Productivity Commission. 

The BCA strongly supports a comprehensive review of all climate change and energy efficiency 
policies being undertaken by all jurisdictions. The review should include a process and timeline for 
rationalising and winding up the myriad of duplicative and unnecessary climate change and energy 
efficiency policies and regulations. Action on the part of government to rationalise and unwind 
these policies will reduce inefficient and ineffective interventions in the market and reduce 
end costs to consumers. 

From an energy generation standpoint, the transition to a lower-emissions energy sector will result 
in structural adjustment and reduced productivity as practices that are less efficient but less 
greenhouse gas intensive are adopted. This is effectively a trade-off between productivity in the 
sector and environmental outcomes. However, the hit to productivity can be reduced by removing 
inefficient and duplicative climate change and energy policies. The forthcoming structural change in 
the sector, and consequences of this, also highlights the importance of having broader policy 
settings that are conducive to productivity. 

4.2 Government established authorities 

The CCA should be required to give serious consideration to the long lead times for investment in 
energy, and the substantial investment task ahead in considering the steps and actions that 
Australia should take towards meetings its 2020 emissions reduction target. Advice put forward by 
the CCA should be provided in the context of the objectives and principles outlined in the DEWP 
and final energy white paper. 

As currently proposed, the CEFC’s role should be abolished or reconsidered. The carbon price 
itself, and its effect on the relative competitiveness of various competing technologies, should be 
the key determinant of our future energy mix. 

The CEFC is not technology neutral and is also directed at projects that are likely to be less 
economic than available alternatives. This will distort market outcomes and increase the overall 
cost of reducing greenhouse gas emissions. The CEFC also fills a role already adequately covered 
by banks and other financial institutions and places the government in the undesirable position of 
being a lender of last resort. 
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5. CONCLUSION 
It is clear that there are considerable challenges ahead in relation to our energy markets. 

Further reforms are necessary to ensure that they continue to become more productive and can 
continue to contribute to increased prosperity for all Australians. Keeping our energy markets 
competitive by removing retail price regulation, privatising government-owned assets, and 
removing unnecessary and inefficient policies is crucial. 

The BCA supports the fact that the DEWP already identifies many of these reforms. However, to 
ensure that these reforms are not just identified, but also acted upon, the BCA strongly 
recommends that the final energy white paper establishes a clear set of processes, and 
accompanying accountabilities, for shifting Australia’s energy markets towards the principles and 
reforms outlined in this submission. 

These reforms will not be simple or easy. However, they are essential to enhancing the competitive 
nature of our energy markets. The support of all levels of government and all jurisdictions will be 
critical, and highlights the need for bipartisan support of energy market reforms. The BCA urges all 
political parties to work together to progress these issues. 
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