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RACQ Submission to the Carbon Pollution Reduction Scheme

1.0 Summary

The RACQ is pleased to provide a submission to the Carbon Pollution Reduction 
Scheme (CPRS) Green Paper.  This paper specifically addresses the coverage of 
transport and related emissions within the CPRS, and considers the likely impact on 
motorists. 

The RACQ recognises the adverse effect of vehicle greenhouse gas emissions and 
believes it is essential to reduce the environmental impact of cars.  RACQ is 
optimistic that this can be achieved without significantly reducing mobility or living 
standards.  

The RACQ represents 1.2 million motoring members and seeks to maintain the 
viability of motor vehicle transport on their behalf.  As such, the RACQ welcomes the 
Federal Government’s commitment to cut fuel excise during the first three years of 
the CPRS to offset the price impact on fuel.  However, in the absence of a strong 
carbon price signal, other incentives that encourage drivers to reduce their motoring 
emissions are required.  

The RACQ recognises the need to reduce emissions in all sectors, including 
transport.  Carbon dioxide and other gases emitted from private motor vehicle 
exhausts contribute 8 per cent of Australia’s greenhouse gas emissions.  

Motorists can help reduce greenhouse emissions through efforts to drive efficiently 
and reduce the frequency and length of trips.  Governments and industry need to 
implement programs and incentives to ensure that more fuel efficient vehicles are 
available and encouraged.  Research has shown that the stop-start traffic conditions 
associated with congestion increase fuel consumption and greenhouse gas 
emissions by around 30 percent.1  Therefore government also needs to fund 
infrastructure and integrate transport and urban planning.

Implementation of the CPR Scheme and the decision to remove part of the collected 
fuel excise and replace it with a more transparent carbon price also paves the way 
for a more transparent fuel taxation system.  The Australian Automobile Association 
(AAA) and constituent motoring clubs (including the RACQ) have a long-held view 
that the Government should replace current Federal and State road taxes with a 
more efficient and equitable system of charging road users.  

                                                

1 RACQ, The Effects of Traffic Congestion on Fuel Consumption and Vehicle Emissions, 2008, 
http://www.racq.com.au/__data/assets/pdf_file/0006/9663/Traffic_Congestion_Fuel_and_Emissions_T
est_Fact_Sheet.pdf
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2.0 Introduction

The Green Paper outlines the Australian Government’s approach to the design of a 
national Carbon Pollution Reduction Scheme, due to start in 2010.  If implemented, 
the scheme will be one of the most broad based emissions trading regimes in the 
world. 

Government intends to reduce Australia’s carbon pollution by 60 per cent below 2000 
levels by the year 2050. In setting this target, the Green Paper highlights that the bulk 
of Australia’s emissions come from stationery energy (50%), agriculture (16%) and 
transport (14%, of which 8% is attributable to private motor vehicles):2

The proposed emissions trading system places a price on greenhouse gas emissions 
and imposes restrictions on the right to create emissions.  The aim is to achieve 
abatement at the lowest possible cost by allowing trading of those rights.  

This submission addresses the coverage of transport and related emissions within 
the preliminary design of a national Carbon Pollution Reduction Scheme.  It supports 
the objectives of the AAA publication, “On The Road To Greener Motoring” and the 
AAA submission to the Carbon Pollution Reduction Scheme Green Paper.

The RACQ seeks to maintain the viability of motor vehicle transport on behalf of its 
1.2 million members.  Notwithstanding this, the Club recognises the adverse effect of 
vehicle greenhouse gas emissions and believes it is essential to reduce the 
environmental impact of cars.  RACQ is confident that this can be achieved without 
significantly reducing mobility or living standards.

                                                

2 Australian Automobile Association, On the Road to Greener Motoring, February 2008, p4; 
Department of Climate Change, Carbon Pollution Reduction Scheme Green Paper, July 2008, pp 99 & 
123
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3.0 Emissions-Intensive Trade-Exposed Industries

RACQ is concerned that the proposed CPRS permit system could stifle investment in 
local refining and encourage domestic refiners to relocate offshore.  

The government intends to provide a number of free permits to the most emissions-
intensive trade-exposed (EITE) Australian industries.  At the commencement of the 
CPR scheme, most overseas competitors are unlikely to be operating within similar 
carbon constraints.  This means Australian businesses competing against imports, or 
selling goods overseas, would be unable to fully pass on the costs of acquiring 
carbon pollution permits.  Left untreated, this could give EITEs an incentive to move 
overseas.  

The Government’s preferred position is to allocate up to 30 percent of carbon 
pollution permits to EITE industries.  The Green Paper suggests that assistance will 
be based upon a measure of the emissions intensity per unit of revenue, with an 
allocation of free emission permits based on two tiers of assistance depending on the 
level of emissions intensity among EITEs.  

The Green Paper provides a preliminary analysis of potential EITE activities and 
initial assistance rates, with petroleum refining unlikely to qualify for any assistance.  

The Garnaut Climate Change Review has also recognised the need to address 
global trade competitiveness impacts under emissions trading.  Professor Garnaut 
proposes a scheme that compensates these industries for the difference between 
current world prices of their products and the world prices that would eventuate if 
international competitors were also subject to a similar carbon reduction scheme.  
EITE industries would be compensated for any losses above a threshold amount.  In 
practice, establishing such a mechanism would be complex and involve forecasting  
carbon-inclusive global world product prices.  However, it would effectively support 
production decisions that are consistent with a global carbon constraint, reduce 
business uncertainty, provide incentives for process improvement, and limit the 
potential for rent-seeking and industry lobbying.  It would also address industry 
concerns about the severity of threshold cut-off points in the CPRS.  The Green 
Paper suggests that a business emitting a level of CO2-e just under the 1,500 tonne 
threshold would have to pay for its emission permits, while a business emitting 1,500 
would get 60 per cent of its activity emissions for free.  

Most export and import competing industries are price-takers and not able to 
significantly influence world prices.  As such, firms in Australia will be limited in their 
ability to pass on direct costs (purchasing emissions permits), or indirect input costs 
(such as electricity).  This is likely to be the situation for Australia’s oil and gas 
industry.  It is important that the compensation mechanism adopted by the 
government encourages continued industry investment in local refining and reduces 
incentives for domestic refiners to relocate offshore.  Additional measures, such as 
investment in domestic gas to liquids technology, may also play an important role in 
strengthening Australia’s fuel security.    It will be important that compensation 
mechanisms do not encourage the LNG industry to export at the expense of  
domestic supply.
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4.0 The Carbon Pollution Reduction Scheme and Transport

The Green Paper is somewhat vague about how the Government proposes to offset 
the price impact of the CPRS on fuel, and it is not clear which fuels the compensation 
will apply to.  RACQ believes the government needs to provide more information and  
detail on the following areas:

 The additional costs to motorists if upstream fuel suppliers require large sums of 
up-front capital to buy permits;

 The application of fuel price compensation to alternative fuels; and
 The impact of the fuel excise cut on price relativities and demand for different 

types of fuel.

4.1 Emissions Relevant to Transport

The liquid and gaseous fuels currently or possibly used for transport include:
 petroleum
 diesel
 liquefied petroleum gas (LPG)
 liquefied natural gas (LNG)
 compressed natural gas (CNG) 
 natural gas
 biofuels
 new synthetic fuels known as ‘anything-to-liquids’ (including gas-to-liquid, 

biomass-to-liquid and coal-to-liquid fuels).

Fugitive emissions released during operations such as the extraction and processing 
of oil and gas will also be covered by the CPRS.

4.2 Point of Obligation

The CPRS on fuel will be imposed at all key production and refining supply points 
and utilise existing excise collection systems.  

The Green Paper suggests three options with regard to points of obligation in the 
transport sector, with the preferred position that transport emissions be covered from 
scheme commencement, with scheme obligations applied to upstream fuel suppliers.  
This would make suppliers at the fuel excise and customs duty remitters level 
responsible for the acquisition of permits.  This arrangement would utilise already 
existing administrative systems, but could produce some flow-on costs to motorists, if 
upstream fuel suppliers require greater up-front capital to purchase permits.  

Minimal detail has been provided in this early stage about the calculation and 
exclusion (‘netting out’) of exported fuels, as well as fuels used for international 
transportation, and fuels used for chemical and other product manufacture rather 
than combusted.  The RACQ notes the Government’s commitment to work with 
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stakeholders on establishing netting out arrangements that achieve fair and efficient 
counting of emissions.

4.3 Excise Cuts

The RACQ welcomes the Government’s commitment to reduce fuel excise for the 
first three years of the CPRS, to offset the price impact associated with vehicle 
emissions.  However, the Green Paper does not make it clear how the fuel excise  
offset will affect the price relativities of different fuels, or impact on the demand for 
alternative fuels.  

Along with the reduction in fuel excise for motorists, the Green Paper indicates that 
an equivalent rebate will be provided to agriculture, fishing and possibly mining 
businesses for three years even though these are not subject to fuel excise charges.  
For heavy vehicle road users, fuel taxes will also be cut on a cent for cent basis, 
however, this will be reviewed after the first year of the scheme.  

It is reasonable to expect that by 2014 any further increases in carbon costs will flow 
through to fuel prices.  Until then, the Green Paper does not make it clear how the 
federal fuel excise offset will affect the price relativities of different fuels, or impact on 
the demand for alternative fuels.  Currently, alternative fuels including LPG, CNG, 
biodiesel and ethanol are not scheduled to attract excise until 2011.  Following the 
release of the Green Paper, Climate Change Minister Penny Wong stated that the 
Government’s commitment to help motorists would also apply to LPG and 
announced that motorists using LPG would be compensated if emissions trading 
increased the price.3  It is not certain how this compensation would be delivered, or 
whether similar compensation would apply to other fuels not subject to federal fuel 
excise.  The government needs to ensure the proposed fuel excise cuts do not  
negate the price advantages of low carbon fuels during the early period of the CPRS. 

Within the CPRS, government is proposing to give emissions from biofuels and 
biomass a ‘zero rating’.  The Green Paper suggests that life-cycle emissions from the 
domestic production of biofuels should be incorporated into the pump price,  while 
the combustion of these fuels is effectively exempted from the scheme.  In the long 
term, this exclusion may result in biofuels becoming cheaper relative to other fuels,   
providing an incentive mechanism far preferable to mandates.  In the short term, it is 
unclear what impact the fuel excise cuts will have on demand for biofuels.  

5.0 Reducing Greenhouse Emissions in Transport

The government should commit to providing additional incentives and options that 
allow and encourage motorists to reduce their vehicles’ emissions.  To some extent, 
the initial offset of a carbon price in fuel will reduce the incentive for car 

                                                

3 The Canberra Times, 18 July 2008, 
http://www.canberratimes.com.au/news/local/news/general/emissions-trading-offset-for-lpg-
costs/844645.aspx
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manufacturers to increase fuel efficiency and introduce innovations (although, high oil 
prices are still expected to exert a significant level of pressure). 

While the CPRS is the Government’s primary policy instrument to reduce
greenhouse gas emissions, the Green Paper acknowledges that additional policies to 
utilise energy efficiency opportunities can contribute to carbon emission reductions.4  
Within the transport sector, such policies are already occurring.  For example, the 
recently announced $500 million Green Car Fund to encourage the local 
manufacture of environmentally friendly vehicles.  

As noted in the Green Paper:  “The key is to encourage consumers to adopt greater 
fuel efficiency measures over time."5  The RACQ suggests these measures should  
include legislating improved fuel consumption standards for cars, investment in 
cleaner fuel, removing import tariffs and other taxes on very fuel-efficient vehicles, as 
well as improved transport networks and urban planning to manage congestion.  
Over time, this would assist both motorists and the environment.  

The ideas discussed below, and other initiatives that are able to reduce travel or the 
average length of trips, will have greater climate change benefits for the transport 
sector than the CPRS.

5.1 The Impact of Fuel Price Changes on Demand

In Australia, price changes have relatively little impact on demand for fuel (that is, low  
elasticity), and the substantial fuel price rises over the past three years have resulted 
in only small decreases in consumption.  

In the short term, car fuel use in Australia declines about 1.5 per cent for every 10 
per cent increase in petrol price.  This rises to between 4 and 7 per cent decline in 
the longer term.6  

Higher long term elasticities suggest that many behavioural responses to increased  
fuel prices, such as vehicle choice, home location and job decisions, take time to 
have an impact.  People are more inclined to downsize their vehicle or change their 
driving style than drive less.7

  

5.2 Greater Vehicle Fuel Efficiency

                                                

4 Department of Climate Change, Carbon Pollution Reduction Scheme Green Paper, July 2008, p284
5 Department of Climate Change, Carbon Pollution Reduction Scheme Green Paper, July 2008, p16
6 Department of Infrastructure, Transport, Regional Development and Local government, How do fuel 
use and emissions respond to price changes? – BITRE Briefing 1, 2008, p2
7The elasticity of fuel consumption is at least twice as high as the elasticity of travel volume. 
International Transport Forum, May 2008, 
http://www.internationaltransportforum.org/Topics/pdf/ResearchFindings2008.pdf
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Australia has a high dependency on car travel.  It accounts for around 80 per cent of 
all passenger travel, and it is a highly energy intensive form of transport.  Among 
OECD countries, Australia has the third highest energy use for passenger kilometres 
traveled.8

Between 1990 and 2004 the energy efficiency of cars in Australia improved by only 4 
per cent as older cars were replaced with more energy efficient models.9

Compared to Australia, vehicles in the United Kingdom are significantly more fuel 
efficient and international experience suggests there is scope for the Government to 
legislate improved fuel consumption standards for cars.  

A number of countries have introduced fuel efficiency standards, including the United 
States, Japan, Canada and China.  Some have specific fuel economy targets, while 
others in Europe have a target fleet CO2 emission level.  The Kyoto mechanisms and 
the cap and trade processes developed in the European Union do not include 
transport fuels, but rather focus on car emission targets. 

In Australia, the industry has signed a voluntary agreement with the government for 
new petrol fuelled passenger cars to reach an overall fleet average fuel consumption 
of 6.8 litres per 100 kilometres by 2010.  However, the impact of a voluntary 
agreement is questionable.  In February 2007, the European Commission 
acknowledged that their voluntary agreement had failed, and that legally binding 
measures and limits would have to be introduced.

The $500 million Green Car Innovation Fund should stimulate production of more fuel 
efficient vehicles in Australia. This public investment may achieve greater benefits if 
the automotive manufacturing industry had legislated targets, thus generating more 
competition to access the subsidy.

5.3 Taxation

The Government proposes to cut fuel excise for the first three years of the Carbon
Pollution Reduction Scheme on a cent for cent basis to offset the price impact on 
fuel.  During this time, many people will have the opportunity to make purchase 
decisions on new and used vehicles.

While it is outside the scope of this submission to present a detailed evaluation of 
taxation arrangements affecting motorists, it is worth noting that the existing system 
of transport and fuel taxation should be reviewed to promote improved 
environmental, equity and efficiency outcomes.

Opportunities exist within the taxation structure to promote the purchase of fuel 
efficient cars.  These include removing import tariffs for very fuel efficient vehicles 
and reducing registration and stamp duty levies.  
                                                

8 The Climate Institute, Defining a National Energy Efficiency Strategy – Stage 1 Report, July 2008, 
p20
9 Department of Climate Change, Carbon Pollution Reduction Scheme Green Paper, July 2008, p19
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Measures to improve the affordability of fuel efficient vehicles would ultimately also 
benefit lower income households, by ensuring greater and earlier supply of fuel 
efficient vehicles into the second-hand car market.

In light of the Government’s stated aim to reduce carbon emissions, incentives to 
drive greater distances under current Fringe Benefits Tax laws should also be 
reviewed.

5.4 Congestion Reduction Measures

An integrated transport strategy with improved transport networks and urban 
planning will reduce greenhouse emissions by reducing congestion.  Research has 
shown that stop-start traffic conditions associated with congestion increase vehicle 
fuel consumption and greenhouse gas emissions by around 30 percent.10

Congestion reduction cannot be attained solely by increasing road capacity and 
transport expenditure.  Greater provision of non-motorised and public transport 
services, use of Intelligent Transport Systems, along with effective demand 
management strategies such as congestion or cordon pricing, are also necessary.  

                                                

10 RACQ, The Effects of Traffic Congestion on Fuel Consumption and Vehicle Emissions, 2008, 
http://www.racq.com.au/__data/assets/pdf_file/0006/9663/Traffic_Congestion_Fuel_and_Emissions_T
est_Fact_Sheet.pdf


