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THE FUTURE IS STILL AN OPTION 

but

IT IS NOT MANDATORY

and

IT CERTAINLY ISN'T WHAT IT USED TO BE

We take it for granted that our future will be as prosperous - or more so - than today's standard of living - yet our hard earned prosperity - quality of life, health, security, economic wellbeing, and environmental amenities and the integrity of eco-systems (and their services) are under the biggest threat that mankind has ever seen, and that threat is of course - climate change.  

Environment Business Australia (EBA) is the peak body in Australia for the environment and sustainability industry and we represent the companies who are proactive about the need for business to lead in action on sustainability.  We are an industry association but with a difference - in the words of one of our leading members "Why would you bother making money out of damaging the future, when you can make money by doing things well?"  We are not lobbyists - we are advocates for a better, smarter, more efficient way of doing business.

It's a theme that triggered us to produce a draft discussion paper "Australia's Choice - building on national prosperity" (available from our website www.environmentbusiness.com.au/policy papers).

I should emphasise here that this draft discussion paper:

· Deals with real prosperity as opposed to growth/development/wealth/GDP, and;

· Deals with the situation in developed countries - and we recognise that there are very different challenges faced by developing countries where sustainability is often a question of survival rather than maintaining or increasing wealth.  But my hope is that if developed countries can pull together an enabling framework and a working toolbox to tackle the challenge of climate change, then transfer of funding and of technology will be a more realistic and realiseable objective.

Key issues - impediments to a vibrant future

· DEEP VULNERABILITY which is not broadly acknowledged

· SHORT-TERMISM dominating markets and the risk and reward system as well as personal remuneration

· NEGATIVE EXTERNALITIES politely put hidden costs; bluntly put - collateral damage.  There is no such thing as a rational economist at the moment - those who give themselves that title delude both the marketplace and the public - how rational is it to engage with one side of the balance sheet and not to take into account the negative impacts of action?  And why is it that unrational people are the key decision makers affecting the global economy?

· NO CLEAR SIGNALS TO MARKETPLACE - capital markets are semi-frozen because they are not receiving timely and meaningful data that allows them to analyse and act on the COST AND RISK OF CHANGE V. COST AND RISK OF NOT CHANGING

· We are on a ROADWAY OF HISTORICAL IMPERATIVES - we wouldn't design it today so why do we continue to adopt it?

· SOLUTIONS are there but not recognised/accepted, or worse, are deliberately thwarted because conflict with the status quo

Needed is LEADERSHIP - business - government - capital markets - society

Background 

The CONTEXT of prosperity, is becoming increasingly vulnerable. 

The commodities that underpin the commodities that we trade are not valued, (they are taken for granted, but that is not the same as valuing), therefore insufficient resources are allocated to ensure their integrity and resilience.

I think it is rather strange that it is often the very right wing "capitalist" side of politics/business who are arguing against action to combat climate change.  The environment is the fundamental asset base, and running down this essential capital can hardly be the approach of a true capitalist "Show me the business case for running down the planet" said Paul Hawken - I challenge anyone - climate sceptics included to come up with a 'rational' explanation for what is going on at present.

So this begs the question - "Why is it so hard to monetise today action that will make us sharper, more efficient, and more productive?"  When I talk to some Australian companies - the ones holding out for no action that is, not the proactive leaders, - I hear the words - "we dig things out of the ground, we smelt them and we look for immediate returns to shareholders"  and this as recently as two weeks ago.  My response is - grow up, get real; get responsible - even if only to avoid your own latent liability; and think of your shareholders' real values and real desires, and start to worry about the way institutional investors - especially pension funds and insurance/re-insurance companies are starting to change their investments.

Of course there are responsible companies those who recognise the need for action and who demonstrate both the bravery and the commonsense of leadership, and I would put BP in the leadership position here especially after their announcement last week about investment into alternative fuels.

But the BPs of this world are not the majority - take for example a recent survey by Energetics showing that 15% of companies are taking advantage of energy efficiency opportunities - 85% are NOT taking advantage of a simple way to save themselves money, even if they don't care about reducing the GHG emissions!  Which of course reinforces the message that energy is too cheap and externalities un-priced.  A vicious circle that could, with political will and commonsense, be turned into a virtuous cycle.

There is an endemic "acceptance of risk" approach - this is what grown-ups do - say some of the outdated think tanks; and this has almost become a mantra of the ultra right wing of business - but why should anyone think it is acceptable to foist foreseeable risk of damage, hardship, wealth degradation, onto society and biodiversity when that risk can be averted and avoided.

There is enough sound science out there that tells us what is happening, but arguably the very plethora of data and the paucity of interpretation of that data means that too few people in the community, financial markets, or policy making settings are understanding the ramifications of the decades of behaviour where we have not considered the future as having equal importance with the present.  This in turn is putting brakes onto policy development as policy makers fail to understand the implications of new policy - and its ripple effect - and prefer inaction to action.  The community in turn is not demanding new policy directions - and the reasons for this are the internal conflictions in each and every one of us 

· Consumer - lowest prices (goods and services), diversity of choice

· Shareholder - highest returns and a 'guarantee' of security of investment

· Taxpayer - lowest possible tax rate

· Employee - secure job

· Weekender - nice environment to visit

· Family person - confident of having a bright future to look forward to for children

· Property owner - expects security of 'freehold' and rising value

Not a definitive list but clearly enough confusion that if any of these key aspects are "disturbed" governments fear being booted out of office at the next election.  This is not leadership!

For example, until very recently it was acceptable to think that there would always be an abundance of cheap, clean and secure energy - most of our major infrastructure is predicated on that belief - yet amortisation can take 30, 40, 50 years - and life span legacies produce spiralling environmental debt, rising opex costs, and face uncertain risks. 

Finding a way to value the asset base that underpins the coal, gas, sheep, wheat, ores, cocoa, coffee commodities that we are used to trading should not be so difficult.  Valuing ecosystem services such as fresh and abundant water, clean air, efficient atmosphere, fertile soil, crop fertilisation, temperature control, rain delivery is the only way to bring the international balance sheet into line.  Whether or not these ecosystem services should be traded is one question - but they certainly should be valued and protected because there is nothing we can substitute for them and if they become "dysfunctional" there is no way that any amount of human ingenuity or money could replace them.  

As an aside, I want to emphasis that I am not suggesting that environment is 'for sale' far from it, but if everything in our day to day lives is judged by our acceptance of a decades-old commercial and electoral short-term cycle - and if we keep on deferring action to plan for the future we really want because it doesn't fit with 'next week's agenda', then there is little likelihood of us being able to provide the imperatives to boards of directors, parliamentarians, funds managers, and the community about the need for a smarter approach.

I mentioned an enabling framework and a toolbox earlier:

· The private sector has the innovation and the wealth creation capacity

· Capital markets are awash with available funding to catalyse positive change

What is lacking is the over-arching framework that only governments can provide with the powerful tools and levers that are capable of carrying the risk and cost of transition.  We need a roadway that will take us to the future we aspire to - as opposed to the future that we are heading towards.  This transition is not something that industry or society or green groups can deliver, we can show leadership - and we can provide support - but we call on governments around the world to deliver the change that is needed - and to understand what it is that mass markets want and will pay for in the future.

What are these governmental tools and levers? Price signals, taxation, regulation, purchasing, investment, education, standards:

· Externality costing and a pricing restructure based on full cost recovery and a 'polluter pays' principle

· A transparent 'long-termism' approach that rewards wealth creation which doesn't create collateral damage as I have mentioned earlier - the flip side of the short-termism coin

· Industry and investors require the surety of a regulatory framework - not necessarily one that requires more rules, regulations and sticks, but one that is capable of providing a level of clarity that works with today's imperatives - not those of 20 or 30 years ago.   Governments should stop fighting shy of sensible regulation it is something that provides confidence to business and a clear driver to company boards and management.  

· Market based instruments such as emissions trading that can make full use of offsets and act as catalysts to new technologies.  MBIs are also a good way of dealing with "anti-commodities" such as excess carbon - or nutrient pollution of oceans from deep ocean outfalls, because they can be priced and traded appropriately.  In the Australian context emissions trading is not a threat to the resources boom (as some rather outdated commentators would have us believe) - rather it is likely to increase our ability to benefit from China's natural resources and energy projects growth, and also to staple home-grown offsets to meet Japan's demand import taxes on energy intensive goods (coal) 

· Taxation - incentives, penalties, hypothecation - imagine a fiscal system that makes it more attractive to create wealth without creating wealth degradation as a by-product - by rewarding what we want and penalising what we don't want; as an example re-investment tax concessions that reward commercial success of innovation that provides elements of 'public good'; or 'penalty taxes' being hypothecated to accelerated depreciation to retrofit or replace old polluting plant

· Competition policy reform - providing surety that cutting edge performance with multiple benefits to the 'national interest' is not undermined by poor performers who can continue to gain indirect competitive advantage by not internalising the costs of collateral damage (either in the private sector, government trading enterprises, or government operations) 

· Re-allocation of indirect or perverse subsidies which encourage pollution - no need to strip subsidies them away from export-exposed sectors but re-allocate them to support energy efficiency, emissions abatement and renewable energy.  The economic outcome remains the same but without the by-products that are a drain on consolidated revenue. Importantly employment is not negatively impacted

· Create a clearing house - What is needed? Where is it?  What does it cost? How do we pay for it?  How fast can it be put in place?  And who can help? A barter system shop - you can put in ideas, technologies, systems, policies - or you can take them out.

· Incentives for private sector investment  - how can we make it easier to increase different financing options from micro-finance through to major institutional investment in infrastructure projects - not just under JI and CDM but something that focuses on fast outcomes rather than "integrity of process"  and maybe this is where the Asia Pacific Climate Change Partnership can build on (rather than seek to replace) the Kyoto Protocol

· Government procurement and investment - Two examples demonstrate how employment, economic activity, health and the environment can benefit from more strategic planning and spending.  

· Transportation (ground) accounts for over 20% of greenhouse gas emissions globally - it is possible to reduce this dramatically within 10 years.  For example, all three levels of government in Australia/Canada/USA/EU mandating that only benchmark low/zero emission cars will be purchased or leased - the government market is sufficiently large to provide incentives to auto manufacturers to retool production plants; mass production would lower the unit cost of 'clean cars' for consumers; other benefits include lower air pollution and therefore less ill health and health care costs; a potential manufacturing base for 'clean' cars for China and other rapidly growing economies; and a 'clean vehicle' second hand market.  Viewed this way the taxpayer gets far greater return on the spend that would be made anyway on transportation and yet, paradoxically, there is still talk of it being a "taxpayer grab" to use public funds in this way. 

· Another example - some 20% of global emissions comes from the household and commercial sector - national plans to retrofit with energy efficient appliances, services, double glazing, insulation would significantly cut emissions, provide long-term energy cost savings, and create jobs and export opportunities - is there a possible downside to this kind of proactive approach?  

· Technology fast-tracking and technology transfer. This is an interesting one because in the draft discussion paper I mentioned earlier, we look at the "technology fix" approach as one of the top three causes of inaction - that's because of the "a better, cheaper mousetrap will evolve tomorrow so there's no need to do anything today" syndrome, but in reality technology innovation has probably the biggest role to play in improving our goods, services, infrastructure, energy and water supply, transportation systems, food production, and waste minimisation.  Governmental assistance in facilitating R&D and its commercialisation and dissemination, demonstration sites is critically important (especially for emissions reduction, energy efficiency, renewable energy, and energy storage).  Updated standards, product/systems/operational management certification programs and eco-labelling are also integral to speeding up the process.

· On the technology front some "could-happen-soon" projects:

· Desalination fuelled by renewable energy sources - wave and tidal to pump to inland treatment and storage dam - wind and solar to desalinate, hydro energy gained en route - brine used as sodium feedstock for smelting

· Aggregation of energy efficiency projects to overcome initial cost barriers

· Deep hot fractured rock geothermal providing energy for aluminium smelting and baseload energy supply

· Alternative waste treatments effectively ending methane emissions and turning waste into resources

· Commercialisation of carbon credits (under CDM or stand alone) such as Pacific Hydro's wind energy projects in developing countries - clean energy given additional impetus by the Kyoto Protocol mechanisms and the EU Emissions trading scheme and the linking directive - localised energy sources helping to overcome the inequity where 2 billion people do not have access to constant electricity

· Innoculation of ruminants to low methane 'emissions'

· Environmental markets - valuation and pricing of conservation and the tangible and intangible benefits this offers.  Building a legacy versus currently building a growth curve of cost 

· Recognising that expenditure to combat climate change is an investment in our future.  If this expenditure results in theoretical reduction in future growth (say from 150% down to 130% in 2020) compare this with the potential reduction in future growth if climate change models are correct

· Include carbon offset programs in government grant schemes and certainly include the multiple benefits of biological carbon sinks - especially in the short to medium-terms

Obviously, policy change on such a broad scale requires bravery and consistency of governments working together as no less than a war council to combat the biggest threat that humanity has ever faced (Sir David King, Tony Blair).

And what can one company do?  Well take the case of Pacific Hydro who are building wind farms around the world and helping developing countries to take charge of their energy supply and security (readers note;  the Pacific Hydro presentation is attached as a separate file on the UN website).

In conclusion - a long term perspective of at least 50 years is required with a strategic pathway based on backcasted milestones.  This will need to include targets and timetables, to ensure that needed outcomes are delivered on time.  Work on change such as the deep cuts in greenhouse gas emissions that are called for - 60 to 70% by mid century - needs to begin immediately otherwise the 'wedges' that the Princeton research developed will be awfully sharp and steep, action becomes more expensive and we run the risk of reaching IRREVOCABILITY.  There is no currency to be gained from deferring action to the future.  

Climate change is complex; externalities are complex  - but "complexity" cannot be allowed to become a buzz-word for deferring action to another person or another time that doesn't interfere with political or market time cycles.  And if there is complexity in addressing externalities and short-termism, then there will be immeasurable complexity in trying to adapt to life on a planet that is no longer 'fit for purpose'.

My thanks to the far-sighted companies and organisations who have helped sponsor EBA's participation at this important conference - they are:

· Sponsors: IAG, International River Foundation, Neville Smith Timber, Pacific Hydro, Purves Environmental Fund, Victorian Commissioner for Sustainability and
· Supporters: Babcock & Brown, Coffey International, NSW Farmers Association
BACKGROUND to Environment Business Australia's paper The future is still an option - our choice

Carbon leakage a reality?

Referring to Australia - the complete and utter myth that the tradeable goods sector (aka energy intensive goods and energy services) will relocate from Australia to a developing country simply because an emissions trading scheme is put in place -  seriously, how many companies with a reputation to protect are going to seek a licence to pollute from their investors, bankers, shareholders and insurers, abandon sunk assets in a stable economic and politic regime to seek a marginal decrease in energy costs for an indeterminate period of time..... and if they do?  Well good bye to a maximum of 1.3% of Australian  GDP (Hugh Saddle, CSIRO, Climate Change Conference, November 05) if they all decide to leave - and of course the corollary is the findings from studies such as the Externe work which highlighted that the costs of fossil fuels on EU economies amounted to between one and two per cent of GDP - and this excluding climate change impacts). Carbon leakage should not however be confused with new investment going to developing countries who are getting smart about rapidly skilling up workforces and providing state of the art infrastructure, and wanting to meet new clean carbon market criteria ...  "carbon leakage" as an argument has frankly been done to death.

End game for the environment

In reference to the context of our economy, our lifestyle, our health becoming increasingly vulnerable to the stresses we are placing on it.  And as we reduce our options - the foreseeable outcome is asset atrophy of our most fundamental resource - the environment.  Gus Speth's book Red Sky at Morning, talks about the end-game for the environment if environmental degradation increases at the same pace as the projections for the global economy - increases of up to 80% by 2020.  The Millennium Ecosystem Assessment report also points to very worrying trends of resource depletion and degradation.  

Pentagon report

The US Pentagon's paper on abrupt climate change scenarios looks at the cost and security risks if mass migrations were to ensue from water and food shortages.  This was a hugely important piece of work because it showed very clearly the "lag" effect that keeps impacts hidden for a long time - and also because it de-bunked the "adaptation is the least cost option" approach to climate change (whatever it is we have to adapt to it is not going to be an improvement)

Confusing prosperity with growth

One of the key points of EBA's draft discussion paper is that we have confused economic wealth measured by GDP with prosperity - lifestyle, strong economy, good health, security, and a confidence in looking towards the future.  And for our friends and colleagues in the audience today who are from developing countries grappling with survival rather than competitive placings on the global scale  - the need to provide water, food, energy, housing, transportation will of necessity come before an ability to address climate change - but do not be mistaken, this should not be taken as a lack of concern or willingness to address the issue - many developing countries - especially those with a single commodity economic base now fear climate change more than anything - Ghana's cocoa production - Kenya - coffee and tourism - Tanzania whose electricity comes from glacier fed  hydro power

For example, for decades humans have looked at the cost and risk involved in changing our modus operandi  - dryland salinity in Australia, for example, has been debated and weighed since the 1860s - but we tend not to look at the cost and risk of NOT changing.  Much of our opportunity to tackle dryland salinity has been removed and the options that remain open to us are more expensive than they would have been if the problem had been averted 40, 50, 60 years ago.  And cost of course is not just measured in dollars, it is measured in the joys of life being stripped away, ecosystem damage, and in species extinction.

First time humankind has challenged the planet

With climate change we are witnessing the first time that a "living system has altered the planet's climate" 
 and the first time that mankind has had to face a natural weapon of mass destruction aimed at the entire global eco-system -  we are already talking of "adaptation to climate change" but adaptation to what exactly?  Frankly we have very little idea but it is certainly not an improved future.

Litany of green tragedies?

The point of this paper is not to rehash a litany of green tragedies - it is to compare the road we are on with the road we should be on if we want to get to the future we aspire to.

I'm not sure that there is anything really 'new' in this paper - but it reinforces that we have some major challenges ahead and our approach should be about trying to turn problems into opportunities - in looking for bridges that can take us from one roadway to the other one.

Market does not have all the solutions

The market does not have all the solutions either - far from it - but it is one part of the puzzle we have most chance of finding and putting into place in the short to medium terms.  It is one step in a marathon.  But if one step in a marathon is missing you don't reach the finishing line.  The other 'easy' step that we have to take is reform of the regulatory framework that underpins market decisions and provides clarity and surety - the issue is not more regulation, it is to implement regulation that fits today's and tomorrow's imperatives not those of 20 or 30 years ago.

� Mark Lynas, author, High Tide





