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Key points
The Australian economy and the global economy both continue to grow 
strongly at the same time as we cut pollution to reduce the risks of dangerous 
climate change.  

Early global action is cheaper than delayed action. For economies like 
Australia, deferring action on climate change will only lead to higher long-term 
costs as emission-intensive technology, processes and outputs are locked in.

Pricing carbon will drive structural change in the economy, moving production 
towards less emission-intensive industries. Many of Australia’s industries will 
maintain or improve their competitiveness in a carbon constrained world. 

The structural change in the economy driven by a market-based carbon pricing 
mechanism will be modest compared to other changes facing the economy, 
such as those driven by the terms of trade or demographic change.

Incomes grow strongly under carbon pricing. By 2020, income per person is 
around $9,000 higher in today’s dollars. 

Jobs will continue to grow under carbon pricing. By 2020, national employment 
is projected to increase by 1.6 million jobs, with or without carbon pricing.  

Household consumption continues to grow strongly over time. The impact on 
the overall price level is modest.  

The modelling provides information on only one element necessary for 
evaluating climate change policy: the costs of taking action. It does not 
measure the benefits of tackling climate change.  

The modelling results presented here are from the core policy scenario undertaken by Treasury. Further scenario details can be found on 

page 17, and more detail on this and other scenarios can be found at www.treasury.gov.au/carbonpricemodelling. 
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Continued global growth as 
the world reduces pollution
The global economy will continue to prosper as the world acts to cut pollution 
and protect our future economy, environment and generations.

There is no cost-free way to tackle 
climate change. But the costs of 
inaction are far greater than the costs 
of action. The Treasury modelling 
confirms that the world can reduce 
emissions at a modest cost.

The world can take medium action 
(consistent with current pledges) or 
more ambitious action (consistent 
with a target of stabilising greenhouse 
gas concentration levels at 450 parts 
per million) with only a very modest 
reduction in growth.

The modelling assumes that most 
countries are acting by 2020, and all 
countries are moving by 2031. 

Emissions are projected to fall 
significantly, while growth in world 
output slows only slightly.

With carbon pricing, gross world 
product is expected to be around 
50 per cent higher than current levels 
by 2020.

Strong growth in low-emission 
sectors will offset slower growth in 
high-emission sectors.  

The level of gross world product will 
take only 16 months longer to reach 
where it would otherwise have been 
in 2050.  

At the same time, we are avoiding 
much larger costs from climate 
change for future generations. 

The modelling provides information 
on only one element necessary for 
evaluating climate change policy: the 
costs of taking action. It is currently 
not possible to model all significant 
benefits of tackling climate change.

Gross world product  Global emissions 

Continued global growth while emissions are significantly reduced
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Advantages of early action

Early global action is cheaper than later action and, in a world moving to tackle 
climate change, economies that defer action face higher long-term costs. 

Delaying global action will increase 
climate change risks, lock in more 
emission-intensive investments 
and defer new investments in 
low-emission technology, industry 
and jobs. 

This will increase the cost of achieving 
any given environmental outcome. 

Climate change mitigation is not 
something that gets easier the longer 
it is left undone – it only gets harder. 

The costs of global delay have gone 
up since the previous Treasury 
modelling.

Delay brings initial benefits, but 
every year of global delay adds to the 
eventual economic and social cost of 
tackling climate change. 

Delaying global action by 3 years 
adds around 20 per cent to the first 
year global mitigation cost. Delaying 
entry by a further 3 years adds a 
further 30 per cent to the first year 
mitigation cost.  

Late movers also miss out as 
global investment in low-emission 
technology, industry and jobs is 
redirected to early movers.

The world is moving now to reduce 
pollution. 

If Australia does not do its fair share to 
cut carbon emissions, other countries 
may move to tax our trade in ways 
that damage our competitiveness in a 
low-emission world.  

As a trading nation, the imposition of 
penalties on our exports would have 
a significant impact on our economy 
and further increase the costs of delay.

Cost to the global economy of mitigation action in the first year
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Strong growth, low pollution

Pricing pollution will create new opportunities and help underpin Australia’s 
long-term competitiveness as the world moves to tackle climate change.

The modelling demonstrates that the 
cost to Australia of cutting pollution 
and transforming our economy 
to cleaner energy sources is very 
modest. 

The Australian economy continues 
to grow, jobs continue to grow, and 
average incomes continue to grow 
under carbon pricing, while at the 
same time we cut the link between 
pollution and growth.

The world is moving to a low pollution 
future. As part of its plan to secure 
a clean energy future, the Australian 
Government has adopted a stronger 
long-term target for cutting pollution.

The Government’s reduction targets of 
at least 5 per cent below 2000 levels 
by 2020 and 80 per cent below 
by 2050 represent Australia’s fair 
contribution to global action.

It is desirable for Australia and other 
countries to source some abatement 
domestically and some from 
overseas. Abatement sourced from 
overseas provides income for other 
countries and helps the spread of new 
technology to reduce emissions. 

Global emissions are what matter 
for reducing the risks of dangerous 
climate change.

Our dynamic economy is well placed 
to price carbon. It is expected to slow 
Australia’s average income growth 
by around 0.1 of a percentage point 
per year. 

Average incomes grow strongly under 
carbon pricing, with average incomes 
expected to increase by about 
16 per cent from current levels by 
2020, an increase of around $9,000 in 
today’s dollars. By 2050, the increase 
is expected to be more than $30,000 
in today’s dollars. 

The revenue from carbon pricing will 
fund generous household assistance, 
support for Australian businesses and 
jobs and climate change programs.

Australian GNI per person

With and without carbon pricing
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Jobs creation continues

By 2020, Australian employment is projected to increase by 1.6 million jobs 
with or without carbon pricing, but a carbon price will break the link between 
economic growth and carbon pollution.

With carbon pricing, industries 
will prosper and our economy will 
continue to grow strongly. The next 
generation will have a more secure 
future.

Pricing carbon will result in a gradual 
transition of the workforce, from highly 
emission-intensive sectors into lower 
emission-intensive sectors. 

The majority of the economy will be 
largely unaffected by carbon pricing. 
Industries employing more than 
90 per cent of the workforce account 
for less than 10 per cent of emissions.

The number of jobs affected will be 
very small in the context of aggregate 
employment and labour market flows.  

For more than 95 per cent of the 
economy, pricing carbon produces 
changes in employment, up or down, 
of no more than one per cent by 2020. 

Some employment activities will grow 
more slowly, and others will grow 
more quickly to take their place. New 
activities and products will flow from 
the move to a clean energy economy. 

A key component of any carbon 
pricing mechanism will be assistance 
to protect jobs and competitiveness.  

Treasury modelling shows this 
assistance protects employment in 
industries like aluminium, cement, 
chemicals, paper and steel.  

Over time, output growth in these 
sectors slows and other low-emission 
sectors grow at a faster rate. This 
structural change in our economy is 
part of meeting our emission targets at 
least cost.

Employment largely unaffected by carbon pricing
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A dynamic economy

Pricing pollution will have a small effect on the Australian economy compared 
with other structural forces acting on the economy, like the high terms of 
trade, technological advancement and demographic change.

The changes to the Australian 
economy from pricing carbon are 
small by historical standards and 
small compared to the changes we are 
already seeing in our economy as it 
adjusts to accommodate the pressures 
of Mining Boom Mark II.

The Australian economy has a long 
history of dynamic economic growth, 
responding to a variety of domestic 
and international changes.

Gross national income has risen more 
than 30 per cent over the past seven 
years, as the terms of trade have 
increased by over 50 per cent.  

In contrast, pricing carbon will only 
slightly slow growth in Australian 
income per person so it is about ½ a 
per cent below where it would have 
otherwise been in 2020.

Under all carbon pricing scenarios 
examined by Treasury, Australians will 
be much better off in the future than 
they are today.

Ageing of the Australian population, 
under unchanged policy settings, 
would slow average income growth 
by 0.3 of a percentage point per year, 
whereas pricing carbon will slow it 
by less than 0.1 of a percentage point 
per year.

Our workforce is highly skilled, well 
educated and flexible. The ability to 
innovate and adapt has been, and 
will continue to be, fundamental in 
transforming our economy. 

GDP before and after carbon pricing
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Industries take up new 
opportunities
The structure of the economy will continue to evolve over time, with 
a carbon price supporting stronger growth in clean energy and 
low-emission industries.

The structure of the Australian 
economy will continue to evolve and 
change, as it has over history.  

Pricing carbon will have much less 
of an impact on production patterns 
than we are currently experiencing 
from the mining boom, and much less 
than we’d expect from technological 
advancement and demographic 
change.  

In fact, industries comprising 
99 per cent of Australia’s output will 
continue to grow from now to 2050 
under carbon pricing.

The share of the economy producing 
manufactured goods has fallen 
over a long period and this is 
expected to continue (with or without 
carbon pricing) as the mining and 
construction sectors draw resources 
from the rest of the economy.

This transformation is broadly 
unaffected by carbon pricing, although 
there are changes in the composition 
of the manufacturing sector towards 
lower emission activities.

Similarly, the services sector is 
broadly unaffected by carbon pricing 
and will continue to grow. 

The agriculture sector, which is 
excluded from the carbon price, 
continues to grow and has an incentive 
to reduce emissions through the 
Carbon Farming Initiative.

Regardless of carbon pricing, the 
mining and construction sectors 
are expected to experience strong 
growth and increase their share of the 
economy.  

State and regional impacts will vary 
depending on their emission intensity 
and opportunities to diversify into 
low-emission activities.  

Shares of the economy, with and without carbon pricing
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Modest impact on prices

Pricing pollution results in a modest increase in the overall consumer price 
level of less than one per cent. 

Carbon pricing will change the relative 
prices of goods and lead to a small 
increase in overall prices. 

Households will receive generous 
assistance, which they will be able to 
pocket if they transfer consumption 
to less emission- intensive goods or 
improve their energy efficiency.

Millions of households, particularly 
pensioners and low income 
households, will be better off.

The largest price increases will be for 
goods with a high emission intensity 
such as electricity and gas.  

Most other products, such as food, 
will hardly be affected.

A carbon price of $23/t CO2-e in 
2012-13 has a small one-off rise in 
the consumer price index of around 
0.7 per cent. 

This is an increase in average weekly 
expenditure of around $9.90, of which 
electricity accounts for around $3.30 
and gas around $1.50. 

Electricity prices are expected to rise 
with or without carbon pricing. Carbon 
pricing is expected to add around 
10 per cent to electricity prices in 
2012-13 and 9 per cent to gas prices.  

A second CPI increase of 0.2 per cent 
is expected in 2015-16 as the carbon 
price moves to the world carbon price 
of $29/t CO2-e, bringing the total CPI 
impact to 0.9 per cent over 4 years.

Beyond 2015-16, implications for 
ongoing inflation are minimal, though 
the prices of some goods rise.  

Even though the price of 
emission-intensive goods increases, 
the share of consumer income 
spent on these goods does not rise. 
This is because consumers take up 
opportunities to shift consumption 
into low-emission goods.

Household electricity prices (2010 dollars) Effect of $23/t CO2-e carbon price on 
expenditure, 2012-13
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Price increase in context

Pricing pollution will change relative prices, making goods that generate 
more pollution more expensive and those that generate less pollution 
relatively cheaper, but the overall impact will be far less than previous 
reforms like the GST.

Pricing carbon will increase aggregate 
consumer prices in 2012-13 by a 
modest 0.7 per cent. 

This increase is small compared to 
changes in the CPI seen in Australia 
over the past decade or so, and 
changes expected into the future. 

It is also small compared with the 
spike in inflation from introducing the 
GST or ongoing changes from import 
prices.

The GST and related changes to the 
tax system increased the CPI by an 
estimated 2 ½ per cent, more than 
3 times as large as the impact of a 
$23/t CO2-e carbon price.

By way of comparison, import prices 
fell 11 per cent in 2009-10, reducing 
the CPI by 1.9 per cent.

Every cent raised from the carbon 
price will be used to assist 
households, support jobs and 
competitiveness, and help build a 
clean energy future.

The Government is using more than 
half the money raised from carbon 
pricing to help households with the 
increase in the cost of living.

As consumers respond to carbon 
pricing, many will find ways to 
reduce their consumption of high 
polluting goods and improve their 
energy efficiency, especially as new 
technology offers consumers more 
choice.

This will allow consumers to pocket 
more of the household assistance.

CPI effect from the introduction of carbon pricing compared to history
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A clean energy future

Pricing pollution will encourage new investment in cleaner energy, such as 
renewables, and more efficient use of electricity.

A clean energy future requires major 
changes to the electricity sector. 

Electricity generation accounts 
for around one third of Australia’s 
emissions. Without a carbon price, 
emissions from electricity generation 
are projected to increase by more than 
60 per cent over the next 40 years.

A carbon price is projected to reduce 
electricity emissions 60 per cent 
below current levels by 2050, as 
industry and households improve 
energy efficiency and generators 
switch to lower emission technologies.

Over time, the electricity sector will 
move away from coal-fired generation 
to renewables, with renewable energy 
growing from 10 to 40 per cent of 
the generation mix by 2050, and 
conventional coal-fired generation 
falling from 70 to below 10 per cent of 
the generation mix by 2050.   

This will drive around $100 billion in 
investment in the renewables sector 
over the period to 2050.

Output from the renewables sector, 
excluding hydroelectric, will grow by 
over 1700 per cent to 2050.

Once commercially viable, carbon 
capture and storage (CCS) technology 
will deliver significant emission 
reductions, comprising almost 
30 per cent of generation by 2050.

Of course, the exact mix of generation 
will depend heavily on a range of 
uncertain factors, including the cost 
of new technology and the price of 
energy commodities like gas.

Generation mix Renewables mix, 2050
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New transport fuels and 
technology
Even with the exclusion of household transport fuel, pricing pollution will drive 
a transformation of the sector.

Transport is critically important 
in a large country like Australia. 
It is currently a significant source 
of emissions, producing around 
14 per cent of national emissions 
in 2010.

Over 85 per cent of transport 
emissions come from road transport.

High and rising oil prices, together 
with new fuel emission standards, are 
expected to drive a transformation in 
the sector.

An effective carbon price (imposed 
through adjustments to excise rates 
and fuel tax credits) will provide an 
additional incentive for business to 
develop and adopt cleaner fuels and 
technologies.

Although it will take time for the 
commercial vehicle fleet to respond, 
and for new technologies to emerge, 
the effective carbon price will drive 
down transport sector emissions. 

The majority of abatement from 
heavy road transport comes from 
substituting to biodiesel.

Changes in the heavy vehicle sector 
will have positive spill-over effects. 

Strong demand for biofuels could 
make them cheaper and more 
available for car users, further 
reducing emissions. 

The Government understands that 
fuel costs are a significant share of 
the household budget, particularly for 
regional and rural Australians. 

Recognising this, households and 
small businesses will not face a 
carbon price on fuel used in their cars.

Road transport fuel use Road transport emission intensity
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Pricing provides incentives 
for better choices
A market-based price on carbon pollution is the lowest cost, fairest and most 
effective way to tackle climate change.

Putting a price on pollution provides 
incentives to reduce emissions where 
they are cheapest, breaking the link 
between economic and emissions 
growth.

And it provides businesses with the 
framework they need to invest in new 
clean energy technology and energy 
efficiency, creating new opportunities 
and jobs.

Prices provide real incentives for 
firms and consumers to shift to 
low-emission goods and services. 

As the Productivity Commission has 
shown, when firms and consumers 
make the decisions, rather than 
governments, the cost of reducing 
emissions is lower.

World prices have ranged from 
A$16 to A$23 /t CO2-e over the past 
3 months. This compares to the 
cost of ‘non-market’ policies which 
the Productivity Commission found 
can range up to hundreds of dollars 
per tonne.

Providing a fixed price path for the first 
3 years will help ease the transition of 
the economy to a clean energy future.  

After the fixed price period, Australian 
carbon prices will follow world prices, 
and will reflect the degree of global 
ambition. World prices are expected to 
be around A$29/t CO2-e in 2015-16, 
with moderate global action.

Choosing a starting price of around 
A$23/t CO2-e in 2012-13 will allow for 
a smooth transition to a flexible price 
period.

Comparing carbon prices
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Economic transformation 
to clean energy
A carbon price will give business certainty and will drive the transformation to 
a clean, strong and more sustainable economy for the 21st century.

A carbon price will gradually shift the 
economy towards cleaner energy, like 
natural gas and solar, and away from 
emission-intensive energy, such as 
coal.

Output continues to grow while 
emissions fall. This happens as 
industries move to lower emission 
energy and production inputs, and 
the mix of industries in the economy 
changes.

By 2050, the same amount of output 
as today would produce less than half 
as many emissions. 

All sectors reduce their emissions, 
and the link between economic growth 
and carbon pollution is broken. 

The most emission-intensive industry, 
the electricity generation sector, 
provides the most abatement.

Switching fuels in manufacturing 
and improving the efficiency of 
manufacturing processes are cost 
effective abatement activities, and 
they make up more than 10 per cent of 
total abatement.

The Carbon Farming Initiative plays an 
important role in reducing pollution 

in the land and waste management 
sectors, around 460 million tonnes 
of pollution will be reduced over the 
period to 2050.

The economy transforms over time 
as growth slows in polluting sectors, 
such as coal-fired electricity and coal 
mining, and growth accelerates in low 
and negative emission sectors, such 
as renewable electricity and forestry. 

This is part of the transition to a 
stronger and more sustainable 
economy and the Government will 
provide assistance to industries to 
ease the transition and support jobs. 

Emission reductions by sector
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Technological 
transformation
Pricing carbon will provide a strong financial incentive to drive innovation 
in low-emission technologies, creating new activities and jobs that we can’t 
foresee today. 

As with all modelling of this nature, 
Treasury modelling includes 
assumptions about the future costs of 
technologies.

There is a great deal of uncertainty 
around the precise timing of new 
developments and the future evolution 
of emerging low-emission technology 
costs.

The modelling only includes known 
technologies, not potential new 
technologies.

It is almost certain that new 
technology that we don’t know about 
yet will also play a role in making our 
world cleaner. If this occurs, the costs 
of climate change action could be 
significantly lower.

The modelling is robust to a 
range of assumptions. Sensitivity 
analysis shows that the emissions 
from electricity generation will fall 
significantly under a range of plausible 
technology and commodity price 
assumptions.

Pricing carbon will reduce emissions 
and change costs. The changes in 
cost will have a significant impact on 
technological development, so cleaner 
technology develops faster and 
becomes commercially viable sooner.

Small increases in the carbon price 
can lead to significant abatement 
opportunities.

For example, once the carbon price 
gets high enough to make carbon 
capture and storage commercially 
viable, we could see dramatic 
reductions in electricity sector 
emissions over a short period of time.

Electricity emissions under different assumptions

0

50

100

150

200

250

0

50

100

150

200

250

2011 2024 2037 2050

Range of sensitivities Core policy scenario

Mt CO2-eMt CO2-e



15STRONG GROWTH, LOW POLLUTION — MODELLING A CARBON PRICE

The world is moving to 
tackle climate change
Countries accounting for over 80 per cent of global emissions have 
pledged action on climate change and Treasury modelling reflects these 
commitments.

The world is moving to tackle 
climate change, and Australia should 
contribute its fair share to the global 
effort.  

Australia has the highest level of 
emissions per person in the developed 
world, and is one of the world’s top 
20 polluting countries.

The Productivity Commission has 
found Australia is currently in the 
‘middle of the pack’ in terms of action 
on climate change.

But countries like the US and China 
are taking steps to reduce their 
emissions further, and we need to 
keep up.  

Under the Cancun agreement, 
89 countries representing over 
80 per cent of global emissions have 
pledged action to tackle climate 
change.   

In light of clear international action, 
Treasury modelled greenhouse gas 
concentration targets that reflect 
current international commitments to 
reduce emissions. 

The moderate global action 
scenario assumes the world takes 
action to stabilise greenhouse gas 
concentration levels at 550 parts 
per million (ppm) CO2-e by 2100. 
This target is consistent with the low 
end 2020 emission reduction pledges 
made in Copenhagen in 2009 and 
Cancun in 2010.

While the pledges put forward by 
countries are a good start, more is 
needed. Stabilising global greenhouse 
gas concentration levels at 450 ppm 
gives a greater chance of avoiding 
dangerous climate change.

World climate change action

89 countries with pledges under Cancun Agreements

83%

Global emissions
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Costs of inaction

Climate change won’t just damage the natural environment, it also poses 
major risks to Australia’s economic prosperity.

While the modelling cannot accurately 
measure all the costs to the economy 
and environment of unmitigated 
climate change, there is no doubt that 
these costs far outweigh the modest 
cost of transforming our economy. 

The science is compelling, the 
threat is real, the economic and 
environmental benefits are tangible, 
the need for action is clear.

It is not something that gets easier the 
longer we leave it. 

In fact the opposite is true. The longer 
we leave acting, the more it will cost 
the Australian economy. 

Without global action, we will 
experience severe water shortages, 
higher temperatures and less water in 
the Murray Darling for irrigation. The 
consequences of not acting will flow 
through to food prices and the cost of 
living more broadly.

Australia faces significant 
environmental and economic costs 
in a warmer, more unstable climate. 
Extreme weather events are likely to 
become more frequent and severe. 
This threatens our homes, businesses, 
communities and vital industries.

Every credible review, including Stern 
and the Garnaut Climate Change 
Review, has found the long-term 
economic costs of inaction are 
greater than the costs of action. By 
not acting, we will also miss out on 
the investment, innovation and jobs 
that the global transformation to clean 
energy will bring.

As one of the nations likely to suffer 
the most from unmitigated climate 
change, we must act.

WA  Rainfall in south-west WA 
has already reduced by around 
15% since the mid-1970s. By 
2070, it is predicted the region will 
experience 80% more drought-months if 
current climate trends continue. 

SA  The economic impact of a 
hotter and drier climate on the 
water supply infrastructure for 
Adelaide is likely to be significant by 
2070. The quality of water being 
delivered from the Murray Darling Basin 
is also expected to decline significantly 
by 2050 due to rising salinity levels.

ACT  Increase in temperature and evaporation 
is likely to increase the risk of bushfires. 
Annual number of days with very high or extreme fire 

danger up from 23 now to up to 38 days by 2050.

NSW  Large coastal populations centres may be 
at risk of inundation from sea level rise. Under a 
1.1m sea level rise scenario, up to 65,300 
residential buildings with a current value of up to 
$20 billion may be at risk. 

QLD  Expected decline in agricultural production due to higher 
temperatures, reduced rainfall and extreme weather events.
Approx decline in production Beef Sugar
by 2030 19% 12%
by 2050 33.5% 17%

NT  Kakadu National Park exposed to 
changed salinity as a result of sea level 
rise and saline intrusion into 
groundwater. Current projections are 
that sea level around Kakadu will rise by at 
least 8 cm by 2020 and up to 30 cm by 2030.

VIC  Significant risk to vulnerable natural 
ecosystems and endangered plant and 
animal species. Species such as the 
Mountain Pygmy Possum that occupy habitats at the 
highest elevations and in the coldest environments 
will have nowhere to retreat to as the climate warms.

TAS  Fishing industry and marine life vulnerable 
to warmer oceans - waters off the east coast of 
Tasmania have increased by around 1.5°C 
since the 1950s. A rise of 3°C may result in 
severe stress to Tasmanian salmon, one of Australia’s 
largest and most valuable aquaculture industries. 
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Description of scenarios
Treasury modelled a range of scenarios and the results presented are from the core policy 

scenario which assumes medium global action and an initial price of A$20/t CO2-e in the 

macroeconomic modelling, and A$23/t CO2-e for household impacts.

Medium global action

The medium global action scenario assumes the world takes action to stabilise the greenhouse gas concentration level 
at 550 parts per million (ppm) of carbon dioxide equivalent (CO2-e) by 2100. This target is consistent with the low end 
2020 emission reduction pledges made in Copenhagen in 2009 and Cancun in 2010. Action for developing countries is 
staggered through time, with developed countries and China leading the mitigation effort initially; most countries act by 
2020; and everyone acts by 2031. Initially, global action is uncoordinated, with differentiated carbon prices and limited 
permit trade. Over time, countries move to more open trade, either bilaterally or through a common market, with a global 
carbon price emerging in 2015-16.  

Core policy scenario

The scenarios modelled do not reflect all elements of the Government’s final carbon pricing mechanism. The core policy 
scenario assumes a carbon price of A$20/t CO2-e from 1 July 2012, rising at a rate of 5 per cent each year, plus inflation 
in the macroeconomic modelling. The impact on households has been modelled assuming an initial carbon price of 
A$23/t CO2-e in 2012-13. This modest difference in initial carbon price does not materially impact on the analysis. The 
fixed price moves to a flexible world price in 2015-16, which the Treasury projects would be around A$29/t CO2-e.  

Australia’s national emission reduction targets of at least 5 per cent below 2000 levels by 2020 and 80 per cent below 
2000 levels by 2050 have been modelled. As part of its plan to secure a clean energy future, the Australian Government 
has adopted a strong long-term target for cutting pollution. The Government’s 2050 target represents a fair contribution by 
Australia to the global goal of holding temperature increases to less than 2 degrees Celsius.

Australian emission 
reduction target

At least 5 per cent below 2000 levels by 2020 and 80 per cent below 2000 levels by 2050.

Emission-intensive trade- 
exposed industries 

Assistance starts at 94.5 per cent or 66 per cent, depending on intensity, and declines at an 
annual rate of 1.3 per cent per year. 

Fuel tax 

An effective carbon price is applied to: transport and non-transport emissions from 
businesses using liquid fuels from 2012-13 (except light vehicles, agriculture, forestry and 
fishing) and to heavy on-road vehicles from 2014-15, through the fuel tax credit system; 
and aviation fuel from 2012-13 through the domestic aviation excise system. Off-road 
transport use and non-transport use of gaseous fuels face an effective carbon price 
through reductions in fuel tax credits or automatic excise remission. On-road transport use 
of gaseous fuels does not face a fuel tax credit reduction due to imposing the Road User 
Charge.

Household assistance Remaining revenue from the scheme is allocated to households as lump sum payments.  

International linking 
No international linking during the fixed carbon price period and only quality restrictions 
from 2015-16.     

Exclusions
Agriculture, forestry (in terms of mandatory liability for emissions), decommissioned mines, 
legacy waste and existing synthetic gases are excluded.  

Existing schemes
Currently implemented Commonwealth, State and Territory policies and Federal 
Government election commitments are included in the modelling. 

Trajectory of annual 
emission limits

Set as a straight line from the end of the Kyoto commitment period (2008-2012) to 2020 
and again as a straight line from 2020 to 2050.  

Further details of other policy scenarios modelled are available at www.treasury.gov.au/carbonpricemodelling.
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Summary indicators

Macroeconomic modelling with an initial domestic carbon price of $20 in 2012-13

Without carbon pricing With carbon pricing

Current levels – at 2009-10

Actual emissions, Mt CO2-e 578 578

GNI per person, $’000/person 55.8 55.8

Medium term – at 2020

Emission target, change from 2000 level, per cent - -5

Domestic emissions, Mt CO2-e 679 621

Abatement task1, Mt CO2-e 159 -

Carbon price, real, $/t CO2-e - 29

GNI per person, $’000/person 65.1 64.8

GNI, change from global action scenario, per cent - -0.5

GDP, change from global action scenario, per cent - -0.3

Emission-intensity of GDP, kg CO2-e/$ 0.39 0.36

Long term – at 2050

Emission target, change from 2000 level, per cent - -80

Domestic emissions, Mt CO2-e 1008 545

Carbon price, real, $/t CO2-e - 131

GNI per person, $’000/person 91.2 86.9

GNI, change from global action scenario, per cent - -4.7

GDP, change from global action scenario, per cent - -2.8

Emission-intensity of GDP, kg CO2-e/$ 0.28 0.15

Overall impact, 2010 to 2050

Australian real GNI per person, average annual growth, per cent 1.2 1.1

Australian real GDP per person, average annual growth, per cent 1.4 1.3

Gross world product, PPP, average annual growth, per cent 3.5 3.4
Note: All dollars are 2010 prices, PPP - purchasing power parity, Mt CO2-e - million tonnes of carbon dioxide equivalent.

1. This calculation excludes abatement from the Carbon Farming Initiative (CFI) of 7 Mt CO2-e in 2020. Without a domestic carbon price, CFI abatement 
is exported or used in voluntary markets and therefore cannot be counted towards Australia’s abatement task.

Effects on household prices with an initial carbon price of $23 in 2012-13
Weekly expenditure  

$ per week
Consumer prices 

 Per cent
Electricity 3.30 10
Gas 1.50 9
Food 0.80 <0.5
Overall effect 9.90 0.7
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