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Abstract

Employing an innovative synthesis of policy network theory with an analysis of leadership
types and wicked public policy problems, this thesis is a detailed analysis of the failed politi-
cal strategies behind the Rudd and Gillard Labor governments’ attempts to introduce dura-
ble policies to price carbon emissions. The thesis is based on seventy-four interviews with
politicians, political staff and public servants who were intimately involved in the climate
policy development process in the years 2007 to 2103. Those interviewed include prime
ministers Kevin Rudd and Julia Gillard; climate change ministers Greg Combet and Penny
Wong; treasurer Wayne Swan; Greens leader Christine Milne; rural independent Rob

Oakeshott; and government adviser Ross Garnaut.

The narrative moves from the 2007 election, when both major parties went to the polls
committed to pricing carbon, through Rudd’s proposed emissions trading scheme and its
rejection in the Senate, to the development and implementation of the Gillard Labor ‘carbon
tax’. It concludes with the watershed 2013 election, which was won by the conservative Lib-
eral-National Party Coalition on the strength of its unequivocal promise to dismantle Labor’s

carbon initiatives, a promise largely fulfilled in mid-2014.

The narrative is told in two parts, the first of which deals with the Rudd government and the
second with the Gillard government. Building on the work of UK scholars Compston and Bai-
ley, the thesis proceeds from the understanding that governments are in a position to grant
policy concessions to those who want them, such as opponents in legislatures, business and
green groups, in return for political resources such as formal approval of the policy, coopera-
tion with implementation, private investment in the economy, and political support. This
insight informs the structure of the thesis, which is designed for the most part to facilitate
the close examination of the strategic successes and failures of the two governments in the
context of the conceptual framework. Each chapter focuses on how well or badly govern-
ment has collaborated with major players in the pursuit of resource exchange — or whether

it has collaborated at all.

Throughout the thesis the narrative switches from Canberra’s insulated world of policy deals
to local perceptions of the policies in the Latrobe Valley, a coal-dependent Victorian region

where carbon pricing was expected to produce adverse impacts. While the Valley had



unique characteristics, it was also representative of the extreme stresses in Australia’s indus-
trial regions, where livelihoods would be hit directly by the reforms. The downstream experi-
ence of these communities, where fear of the impact of carbon pricing often flourished un-
checked, and where the climate change scepticism that swept through the Liberal-NP Coali-
tion in 2009 gained its start, provides a powerful lens through which to crystallise the
strengths and weaknesses of national policy making and politics. The regions, including the
Valley, are important in themselves, but they also demand study because they were the ini-
tial source of the fire that eventually consumed the moderate leadership of the Liberal Party

and then the CPRS.
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Introduction
Political context

There is an overwhelming scientific consensus on the science of climate change. Ninety-
seven per cent of all climate scientists agree that climate change is real, anthropogenic and
it is already underway." However, climate change is not just a scientific issue. Mike Hulme
among others stresses that climate change is “simultaneously a social phenomenon”.? As
such, the concept of climate change has the potential to affect almost every aspect of our
lives, including our understandings of what it means to be human and our political views. In
this broader cultural context, there is unavoidable contestation and conflict about the impli-
cations of climate science, as well as what climate change ultimately ‘means’—and, more -

importantly, what we should be doing about it.?

Reflecting this conflict, in July 2014 the Australian Parliament did something Australians be-
lieved was unique in the world.” The Parliament voted to repeal 2011 Gillard government
legislation establishing a fixed carbon price and promoting investment in renewable energy.’
It was not that the legislative package was not working, or was having unforeseen adverse
effects. On the contrary, it had been successful in helping to engineer a significant reduction
in the share of Australia’s energy provided by coal-fired power stations.® For the government
of Prime Minister Tony Abbott it was not relevant whether the measures introduced by his
predecessors were effective in reducing carbon emissions. Abbott and many of his MPs were
doubtful about the science of climate change, determined to ensure that Australia’s reli-
ance on coal, both for cheap domestic energy and for export, was not undermined in the

name of what they believed was an anti-growth ‘green’ ideology.’

! National Aeronautics and Space Administration (NASA), “Consensus: 97% of Climate Scientists
Agree” (NASA: 2013), http://climate.nasa.gov/scientific-consensus. Accessed 29 March 2014.

2 M. Hulme, Why We Disagree About Climate Change: Understanding Controversy, Inaction and Oppor-
tunity, Cambridge University Press, 2009, xxv.

T Doig, Progress report for confirmation of candidature, “Hot, Cold, Hot: The lived experience of cli-
mate change in Australia”, 1 March 2013.

4 P. Hannam, “Australia backs coal as climate policy tumbles”, Sydney Morning Herald, 26 July 2014, p.
36.

® The three-year fixed carbon price came to be known as a carbon tax, a term | will use in this thesis for
the sake of clarity.

® p. Hannam, “Carbon price helped curb emissions, ANU study finds”, Sydney Morning Herald, 17 July
2014, p. 13.

" L. Taylor, Coalition U-turn on coal power station closures, Sydney Morning Herald, 21 July 2011, p. 8.
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As we shall see, the act of repealing the carbon price followed six years of intense and deep-
ly divisive public policy debate. The start of this period is marked by the election of 24 No-
vember 2007, which saw the Labor Party under Prime Minister Kevin Rudd swept to power
in what is sometimes described as the world’s first climate change election.® Rudd’s man-
date to establish carbon pricing was overwhelming. Furthermore, there was bipartisan sup-
port, with the Liberal Party adopting a very similar policy. Even business, which had long
been actively opposed to carbon pricing, was willing to compromise in the face of public en-
thusiasm and political consensus. In 2007 — 2008 action seemed both imminent and inevita-
ble. But the prime minister squandered support and then, in April 2010, abandoned his sig-

nature policy, the Carbon Pollution Reduction Scheme (CPRS).

Rudd was overthrown soon after in a party room ballot by his deputy, Julia Gillard, who soon
made her own attempt to get action on climate change. She was a profoundly different type
of leader to Rudd and succeeded in that she was able to get her Clean Energy Future pack-
age (CEF), as her version of carbon pricing was called, through the Parliament. By October
2011, almost four years since Rudd was voted to power on a platform of climate change ac-
tion, Australia had a mechanism to price carbon. But the damage to Gillard’s political capital
was enormous and, afraid of electoral annihilation, the Labor caucus returned Rudd to pow-
er in June 2013, three years after rejecting him. The disunity was a major factor in a solid
election victory for the Liberal-NP under Abbott in September 2013. While the new govern-
ment did not control the Senate, the cross benchers with the balance of power also opposed
the carbon tax, which enabled Abbott to fulfil his “blood oath” to destroy the fruits of

Gillard’s tenacity.

By July 2014 Australia had travelled a long distance. Climate change, at least in part, had
crushed the careers of three prime ministers (counting Rudd’s predecessor, John Howard). It
was also a big issue when two Liberal Party Opposition Leaders, Brendan Nelson and Mal-
colm Turnbull, were overthrown in 2008 and 2009 respectively. And looked at from the
point of view of results, it was all for very little. Australia’s climate change policy was barely
more effective than it had been in 2007, when the country was notorious internationally for
refusing to ratify the Kyoto protocol, an agreement to impose binding emissions targets on
developed countries. How could it be that there was so little to show for six years of back-

breaking effort?

8 V. Burgmann and H. Baer, “The World's First Climate Change Election”, School of Social and Political
Sciences, University of Melbourne, 2010. Accessed 15 December, 2012. http://apsa2010.com.au/full-
papers/pdf/APSA2010 0161.pdf.
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Research questions

This thesis identifies and explains the reasons for the successes and failures of the attempts
to formulate and implement carbon pricing in the form of a carbon tax or an Emissions Trad-
ing Scheme (ETS) in the years of the Rudd and Gillard Labor governments of 2007 —2013. It
analyses the declining sense of inevitability and the ultimate fiasco of Rudd’s scheme, known
as the Carbon Pollution Reduction Scheme (CPRS) during his first prime ministership. It then
examines how Gillard was able to achieve legislative success with her version of carbon pric-
ing, the CEF. But the political capital this cost established the conditions for the destruction

of her legacy in the Senate vote to repeal her package.

The thesis addresses these principal questions:

What were the important successes and failures in the political strategies designed to

bring about climate change action through the pricing of carbon in in Australia in 2007 —

2013?

How did strategic failures contribute to the overall inability of the Rudd and Gillard gov-

ernments’ attempts to achieve carbon pricing on a sustainable footing?

What lessons may be learnt for the future of climate change action from the experience of

2007 -2013?

Literature and conceptual framework

As discussed below, the conceptual framework for this thesis is developed from an innova-
tive synthesis of policy network theory with an analysis of leadership types and wicked pub-
lic policy problems. A range of academic writing is considered relevant. That said, it is worth
emphasising at the outset that my intention is to apply and refer back to those ideas spar-
ingly and only where they are directly beneficial to enriching the analysis; this thesis is pri-
marily an empirically-based study.
*
Some theorists have dubbed climate change a “wicked problem”: a conundrum “of massive

complexity, characterised by ‘contradictory certitudes’ and thus defying elegant, consensual
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solutions”.’ The Australian Public Service Commission, in a 2007 discussion paper, agreed with

this analysis, noting it was a pressing and highly complex issue involving many causes and high
levels of disagreement about the nature of the problem and the best way to tackle it. “The
motivation and behaviour of individuals is a key part of the solution as is the involvement of
all levels of government and a wide range of non-government organisations (NGOs),” the
commission said.™ In recent years, climate change has been upgraded to a “super wicked
problem”, in recognition of the fact that we are approaching a series of catastrophic and
irreversible climatic ‘tipping points’, and are running out of time to deal with them.'* In a
very useful table reproduced below, Brian Head maps issues in terms of low, moderate or
high levels of complexity, uncertainty and divergence. Wicked problems, on this formulation,

are those rated high across the three dimensions.*?

[Table 1: Complexity, uncertainty and divergence

Complexity of elements, sub-

systems and interdependencies Low Moderate High
Uncertainty in relation to risks,
consequences of action, and Low Moderate High
changing patterns
Divergence and fragmentation
in viewpoints, values, strategic Low Moderate High
intentions

“wickedness”

Getting legislation to act on climate change through the Parliament was always going to be
difficult, no matter that, for a time, it seemed to many Australians to be inevitable. In 2008
the federal government’s adviser, eminent economist Professor Ross Garnaut, pronounced
climate change mitigation a “diabolical” policy problem, the most difficult national and in-
ternational policy problem human beings have ever faced. He said it was "harder than any

other issue of high importance that has come before our polity in living memory" and was

® S. Rayner, in Hulme, Why We Disagree, xxi-xxii.
10 Australian Public Service Commission, Tackling Wicked Problems, 2007,
www.apsc.gov.au/__data/assets/pdf_file/0005/6386/wickedproblems.pdf, accessed 17 December 2012.

1 see Kelly Levin et al, “Overcoming the Tragedy of Super Wicked Problems: Constraining Our Future
Selves to Ameliorate Global Climate Change”, Policy Sci. 45, no. 2 (2012): 123-52.

12 B W. Head "Wicked Problems in Public Policy," Public Policy 3, no. 2 (2008): p.103.
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not amenable to a national, let alone a local, solution.”® For while effective action requires
all bigger countries to make contributions, each country’s national interest is served by do-
ing as little as possible for as long as they can.'® Furthermore, the impacts and costs of ac-
tion vary greatly both within countries, where affected communities often have the capacity
(not necessarily fully exercised) to undermine policy formulation, as well as across different
groups of countries, as the slow progress of international negotiations shows clearly. Ethical
issues associated with levels of responsibility for causing the problem and associated obliga-
tions to deal with it add further complexity to policy debates. Private corporations, whose
profits have grown on the basis of being able to externalise the costs of their pollution, often
dominate national and regional economies and work against effective solutions."® Climate
change scientists have sought to pierce the fog of evasion by making increasingly worrying
predictions of the likelihood of drastically increased global temperatures. But in some coun-
tries their efforts seem merely to have intensified denial. Australia is one of those coun-

tries.'®

In Australia, the “wicked” or “diabolical” nature of the problem is exacerbated by a reliance
on coal. Eighty per cent of electricity is obtained from coal-fired power stations. (In Victoria
the figure is over 90 per cent.’) Australia is one of the world’s largest emitters of green-
house gases and the biggest per capita emitter among developed nations.'® At the same
time, coal is the nation’s biggest export earner.’® There has been a view that fossil fuel de-

pendency makes climate policy failure inevitable because of the power of the vested inter-

13 R. Garnaut, The Garnaut Climate Change Review Final Report, Cambridge University Press, Mel-
bourne, 2008, p. xviii.

4 R. Garnaut, “A Diabolical Policy Problem: Securing International Agreement”, paper presented at the
Festival of Ideas, Melbourne, Australia 16 June 2009. Accessed May 15, 2010.
http://www.rossgarnaut.com.au/Documents/Festival%200f%20ldeas%20R0ss%20Garnaut%20160609.

pdf.

5 D. snell and D. Schmitt. "It's Not Easy Being Green: Electricity Corporations and the Transition to a
Low-Carbon Economy," Competition & Change 16, no. 1 (2012): 1-19.

18 As we shall in the course of this thesis, denialists never gained a majority; the largest proportion of
people always continued to believe that human-induced climate change existed. But they lost faith in
political solutions -- and as confusion mounted -- they relegated it to a position of lesser importance.
Thus it was not a question so much of intractable beliefs as of a complete failure of politics and political
mobilisation.

= Department of Primary Industries, Victoria, “Next generation coal mines”, 5 December 2012,
www.dpi.vic.gov.au/earth--resources/coal/prospectivity/next--generation--coal--mines--in--latrobe--valley,
accessed 2 February 2013.

'8 G. combet, “Durban and beyond: building a comprehensive climate change regime”, speech, 25 No-
vember 2011, www.climatechange.gov.au/Minister/greg--combet/2011/major--
SJJeeches/November/spZO111125.aspx, accessed 20 March 2012.

¥ Department of Resources, Energy and Tourism, Commonwealth, “Australia’s coal industry”, 15 August
2012,
www.ret.gov.au/resources/mining/australian_mineral_commodities/coal/Pages/australia_coal_industry.a
spx, accessed 3 February 2013.
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ests lined up against it.° This empirical study of climate policy development in Australia in
2007 — 2013 provides a compelling insight into the tenacity of fossil fuel interests, and their
allies in politics and the media, when their power is challenged. This context made the politi-
cal challenge of climate change action all the greater; my focus is to understand how politi-
cally effective the Labor governments were in that light. It is also notable that Gillard was
able to overcome the vested interests and achieve action, although only for a limited period

of time.

The cornerstone of the favoured approach to mitigating climate change in Australia has
been an ETS, which involves using the market to put a cap on emissions through a price on
carbon. But an ETS is an economy wide reform with clear short-term winners and losers in-
tended to increase the cost of living in the present to the benefit of the future. Even then
the projected advantage for the climate would not come about at all in the absence of simi-
lar action by other countries. And some of those countries where a response is most needed
are those with the least interest in acting, either because they take too much enjoyment in
the fruits of industrialisation or they would hobble themselves in their lunge for develop-
ment.”* These are not settings where action would normally be popular with voters, which is

how it tuned out in Australia.

An alternative way of framing the research questions to be addressed in this thesis is to say |
am attempting to identify the political strategies that would reduce the risks of pursuing cli-
mate policies, thereby making success more likely. The place to begin the process of assem-
bling the building blocks for the framework of the thesis is with the work of Australian politi-
cal scientist, Brian Head and his analysis of wicked problems. Head discusses what the most
widely recommended approaches to wicked problems are and points out three of them.?
These are better knowledge, better consultation and better use of third-party partners. He
believes these deserve closer attention in future research, which is something this thesis
attempts to provide. Head’s short elaboration of the three approaches, while arguing that
not one alone is sufficient to deal with wicked problems, highlights certain features of each
that are relevant to my work. Better knowledge can assist with the development of consen-
sus. Effective ongoing consultation and close collaboration among stakeholders is important.

Third parties can assist in addressing difficult groups. The favoured approach involves high

20| Bailey et al, “The fall (and rise) of carbon pricing in Australia: a political strategy analysis of the car-
bon pollution reduction scheme”, Environmental Politics, vol. 21, no. 5 (2012): 692.
2 Garnaut, “A Diabolical Policy Problem.”

22 B.W. Head "Wicked Problems in Public Policy," , p.115.
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levels of consultation, collaboration and communication. The Australian Public Service Com-
mission agreed with this general approach, suggesting the aim of government when dealing
with wicked problems should be to achieve sustained behavioural change through collabora-

tion.?

Head built on his insights in a later paper written with Alford.?* In this paper the authors ar-
gue that through collaboration, the nature of the problem can be better understood and
there is an increased likelihood that provisional solutions to the problem can be found and
agreed upon. Collaborative networks can tap into a wider body of specific knowledge and
skills than can unilateral decision makers; collaborating parties are likely to engage in regular
communication as a normal part of their collective endeavour; and collaboration entails a
degree of trust and mutual commitment among the parties. Collaborative relationships will
assist in dealing with wicked problems where multiple parties are involved that have differ-
ent levels of knowledge, different interests or different values.”® This thesis analyses the per-
formance of the Rudd and Gillard governments in light of these ideas. In doing so it confirms

them, but provides significant additional insights.

The advantages of collaborative decision making over a unilateral approach are explored in
detail in Hill and Hupe’s relevant and extensive review of policy implementation literature,
which has a useful discussion of what is known as the policy network approach. The central
assumption is that policy is made in complex interactions between a large number of actors
which takes place within networks of interdependent actors. The actors are mutually de-
pendent because they need each other’s resources to achieve goals. “So policy networks can
be defined as (more or less) stable patterns of social relations between interdependent ac-

”26

tors which take shape around policy problems.””* Networks “facilitate a consultative style of

government, reduce policy conflict and make it possible to depoliticise issues”.?’

This thesis extends the thinking on the factors that facilitate or impede co-ordination as an
approach to wicked problems through a study of the strategies of the Rudd and Gillard gov-
ernments. It becomes clear that one of the most profound differences between the Rudd

and Gillard styles of leadership lay in their different attitudes to accessing policy networks.

23 Australian Public Service Commission, Tackling Wicked Problems, 2007.

24 B.W. Head and J. Alford, “Wicked problems: implications for public policy and management”, Admin-
istration and Society, 28 March 2013, aas.sagepub.com/content/early/2013/03/27/0095399713481601,
accessed 24 October (2013): pp18-19.

% |bid.

26 M. Hill and P. Hupe, Implementing Public Policy: Governance in Theory and in Practice, Sage Publi-
cations, London, 2002, p.77.
" |bid, p.60.
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UK researchers Hugh Compston, lan Bailey and colleagues have usefully applied a version of
policy network theory and resource exchange to a study of climate change policy develop-
ment in Australia.”® They note that while there are different views in the literature as to ex-
actly what policy networks are, many uses of the term share a particular feature: the rela-
tionships between network members are based on resource interdependencies, with each
actor wanting something from one or more other actors and being prepared to exchange
something of their own to get it.?’ This insight, which is very relevant for this thesis, regards
policy making as largely a process of resource exchanges using “specific political strategies
within understood ‘rules of the game’”.* A resource in this context is something that is con-
trolled by a policy actor, is desired by another policy actor and can be transferred or ex-
changed. They note that rules are developed in the networks that regulate behaviour and
resource distribution. As an example, in the Australian debate over carbon pricing, prime
minister Julia Gillard devised a unique body to facilitate exchange and de-politicise the issue.
This was the Multi-Party Climate Change Committee, which was a very effective embodi-

ment of the prime minister’s determination to exchange resources in pursuit of agreement.

The starting point of the Compston and Bailey analysis is this:

Although the capacity of policy network theory to explain or predict policy outcomes
has been keenly debated (Carlsson 2000), one of its chief attractions is its recogni-
tion that governments do not possess the political, technical or financial resources
to provide effective responses to ‘super wicked’ environmental problems, such as
climate change, that require economy-wide structural adjustments and shifts in so-

cial norms and behaviours.>

Governments must reach an accommodation with as many of the other actors in the climate
policy network as possible to avoid spending so much political capital that action becomes
impossible. Networks, which aside from government include political parties, business, civil

society actors and others, may be willing to exchange political resources to further their

% Fora persuasive study of these issues, see: H. Compston, “Networks, resources, political strategy and
climate policy”, Environmental Politics, vol. 18, no. 5, 2009, pp. 727-46; |. Bailey et al., “The fall (and rise)
of carbon pricing”; and H. Compston and I. Bailey, Climate Clever: How Governments Can Tackle Climate
Change (and Still Win Elections), Routledge, 2012.

29| Bailey, et al, "The Fall (and Rise) of Carbon Pricing”.

% R.A.W. Rhodes. “Power-dependence, policy communities and interGovernmental networks.” Public

Administration Bulletin, 49, 4-31, quoted in H. Compston. "Networks, resources, political strategy and
climate policy” p.728.

% |bid. p. 693.
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preferences. For example, the main resource available to a government for exchange is poli-
cy concessions; the main motivations include success in the formulation and implementation
of its policies and ensuring it retains power. Another key actor is the electorate, whose de-
fining political resource is the votes to be cast at the next election and the preferences ex-
pressed to pollsters in the meantime. Opposition politicians are motivated by avoiding polit-
ical damage for themselves and inflicting it on their opponents. They may seek to challenge
the government, but their principal resource is their capacity to support action leading to a
consensus approach. Industry groups and corporations are motivated by shareholder value
and may see this as enhanced by support for the government or opposition to it. Non-
Government Organisations and unions, which often favour action on climate change, may

also be willing to negotiate for their support.

In this thesis, | extend the findings of Compston and Bailey to argue that there are nine main
types of political actors that stand out as major players in resource exchange over national-

level climate policy. These are:

1. Government. This includes the prime minister and the Prime Minister’s Office, the
climate change minister, other members of cabinet and government MPs.

2. Publicservants.

3. Other political leaders and MPs. These have the power to pass or reject climate leg-
islation.

4. Voters. Their support is a potent weapon for government. But any erosion of their
support can be — although is not necessarily — fatal.

5. Media. Favourable coverage can be vital.

6. Business. Investment and cooperation with implementation are levers to extract
concessions.

7. Unions. Their concern to secure the jobs of members can lead them to become very
power opponents.

8. Environmental lobbyists and scientists. Through an ability to influence media cover-
age and MPs, these may be able to alter the balance of resource exchange.

9. Governments of other countries. These are participants in climate talks designed to

achieve binding targets for emissions. They can influence a domestic debate pro-
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foundly by appearing to be willing to establish a competitive advantage by acting

slowly.

The next step in the argument, as Compston notes, is that:

If resource exchange is to be used by policy actors to help them achieve their policy
preferences, it follows that they must have a strategy, defined as a plan of action
designed to maximise their chances of realising their policy preferences. Since policy
network theory specifies that policy decisions are determined mainly by resource
exchange, it follows that actors’ strategies must include decisions about how availa-

ble resources are to be deployed.*

This concept of strategy is central to this thesis. Exchange involves collaboration and deal
making with the objective of maximising benefits and minimising losses. The game can be
played well or badly. Those who play the game well get stronger policies through at a lower
political cost than those who play it badly. Also, there is a punishment side as well as a re-
source side and government must sometimes promote conflict and inflict damage on oppo-
nents to marginalise them and exclude them from the possibility of exchange.** Sometimes
governments do not play the game at all, as we shall see below, and when this occurs the
consequences are potentially dire. Building on the work of Bailey, Compston et al. | examine
the successes and failures of the two governments’ strategies for negotiating with the main

players in the climate policy network.

This leads us to the next point: to achieve cooperation steering is needed.** The thinking on
collaborative approaches only provides part of the assistance needed to identify and clarify
the strategic successes and failures of 2007 to 2013. Resource exchanges can only work to
reduce political risk and maximise success if the network leadership is effective. A certain
type of political leader is required. Resource exchange thinking can help isolate and highlight
the types of political leadership that will be most likely to succeed or fail in attempting to get
action on climate change. This is a leader who can appreciate the necessity of operating
through networks, and can utilise the levers they make available. The policy network litera-
ture rarely brings leadership into the frame. Theories of political leadership and policy net-

works have been deployed only in limited ways to shed light on each other to draw conclu-

4. Compston. "Networks, resources, political strategy and climate policy”, p.736.
%3 H. compston and . Bailey, Climate Clever: How Governments Can Tackle Climate Change (and Still
Win Elections), Routledge, 2012 p.80.

% Hill and Hupe, p. 78.
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sions about effective political strategy in real world settings where attempts are being made

to resolve wicked problems.

Head, followed by Head and Alford, by contrast, provides assistance with the analysis in this
thesis by seeing leadership as an important factor in tackling wicked problems. Head and
Alford note that overlapping examinations of collaborative strategies and processes is grow-
ing attention to another factor in tackling wicked problems: the role of leadership.** The au-
thors point to the importance of, firstly, broad thinking about variables, options and linkages
and, secondly, new models of leadership that “better appreciate the distributed nature of

736

information, interests and power.””® They argue that effective leadership can bestow a de-

gree of coherence and mindfulness on the workings of collaboration.

But this understanding of the important role of leadership in establishing the collaborative
processes needed to deal with a problem like climate change comes at a time when long-
term trends are undermining the qualities required. The next step in the formulation of the
conceptual framework for this thesis builds on the work of James Walter, Paul Strangio and
others. Australians have to confront climate change policy choices at a time when political
parties have become increasingly hollowed-out shells dominated by factional soldiers. In the
process, voters have become less attached to parties, a development that has tended to ele-
vate leaders as the embodiment of the party and government, and more central to the elec-
toral contest. This process, known as ‘personalisation’®” has been marked by an increase in
resources to the core executive, allowing leaders and their personal staff to dominate cabinet
and the public service. The prime ministerial careers of Rudd and Gillard were a result of the

forces of personalisation as much as their individual traits.

The trends identified here lead to an emphasis on unilateral decision making, rather than col-

laborative approaches.® According to Walter, “Prime ministers can be accorded an authority

zz B.W. Head and J. Alford, “Wicked problems: implications for public policy and management”, p. 18.
Ibid., p. 12.
%7 |. McAllister, The Australian Voter: 50 years of change. UNSW press, 2011.

% Discussion of leadership in this thesis relies on the following works of James Walter: J. Walter, “Po-
litical leadership”, in G.Ritzer (ed.), Blackwell Encyclopedia of Sociology, Blackwell Publishing,

2007, Blackwell Reference Online, accessed 12 January 2014; J. Walter, “Personal style, institutional
setting and historical opportunity: Prime Ministerial performance in context” in P. Strangio, P. 't Hart
and J. Walter (eds), Understanding Prime Ministerial Performance: Comparative Perspectives, Oxford
University Press, Melbourne, 2013, pp. 33-56; J. Walter, “Political leadership”, in A. Fenna, J. Rob-
bins and J. Summers, (eds), Government and Politics in Australia, Pearson, Melbourne, 2014, pp.
242-58; J. Walter and P. Strangio, No, Prime Minister: Reclaiming Politics from Leaders, University of
New South Wales, Sydney, 2007; See James Walter and Paul 't Hart, “Distributed Leadership and Poli-
cy Success: Understanding Political Dyads”, The Australian Political Studies Association Annual Con-
ference, University of Sydney, 2014, accessed
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that might be seen as stretching the traditional expectations of party leader.” Examples in-
clude reduced accountability to the party and the party platform; increased control over
ministerial appointments, promotions and demotions; and relative autonomy in decision
making. The existence of these outcomes of personalisation — along with their tendency to
stand in the way of effective solutions to climate change —is very clear in the empirical anal-

ysis that follows.*

These trends are reinforced by the media, which play a key role in this transformation in the
understanding of the role of leadership. As noted by Boumans et al., media have become
more preoccupied with leaders as celebrities, and stories of personality conflicts rather than
policy debates. Features of this approach include an interpretative style of news reporting,
sensationalism, cynicism and the preoccupation with the “horse race”. This development is
said to amount to the mediatisation of politics. Political leadership is seen as driven by com-
munication strategies, with greater emphasis on image over substance and personality over
ideology.”® The power relationship between politics and media has changed. Political actors
are forced to adapt to the logic of the news media.*' Mazzoleni and Schulz note that mediati-

sation feeds personalisation:

A media-driven democratic system is thought to cause the decline of the model of
political organisation born with the liberal state, as the political parties lose their
links with the social domains of which they have been the mirrors and with the in-

terests the parties have traditionally represented.*

The impact of mediatisation will be explored in the cases of the Rudd and Gillard prime minis-
terships. For example, the inability (she was willing, but incapable) of Julia Gillard to play the

media game with the same skill as her opponents led not only to her downfall, but also the

http://papers.ssrn.com/sol3/JELJOUR Results.cfm?form name=journalbrowse&journal id=2437146 20
September 2014.

3 These points are made in the knowledge that this is contested territory. For example, see P. Weller,
Malcolm Fraser PM: A Study in Prime Ministerial Power in Australia, Ringwood, Vic, Penguin, 1989; P.
Weller, Cabinet Government in Australia, 1901 — 2006, UNSW Press, Sydney, 2007; A. Blick and G. W.
Jones, Premiership: The Development, Nature and Power of the Office of the Britsh Prime Minister,
Exeter: Imprint, 2010.

03 w. Boumans, H. G. Boomgaarden and R. Vliegenthart, “Media Personalisation in Context: A Cross-
National Comparison between the UK and the Netherlands, 1992—-2007", Political Studies, 2013 Vol
61(S1), 198-216.

41 3. W. Boumans et al., Ibid.

42 G. Mazzoleni and W. Schulz. " Mediatization" of politics: A challenge for democracy?." Political
Communication 16, no. 3 (1999): 247-261.
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destruction of her carbon pricing legacy.

The emphasis on personalised leadership has led to the erosion of the checks and balances
that Australians believe are firmly embedded in their system of government.*® As Walter has
noted, political leaders work within institutions—parties, Parliaments and so on — and must
deal with other centres of power— courts, business, media. Liberal democratic theory as-
sumes that leaders will be driven by self-interest, but democratic institutions will keep ex-
tremes in check by dispersing power to ensure competition between different power cen-
tres, each monitoring and challenging the others.** The lesson, then, is that good leadership
depends upon good institutions, institutions that preserve that diffusion of power described

as ‘the lattice of leadership’. *°

The breakdown of the checks and balances was a factor in the failure of the attempts to
achieve carbon pricing. Australians were left prey to the political personalities of their lead-
ers, a point which is examined in detail in this thesis. Neither leader brought to the transac-
tion the qualities required to develop the strategies needed to work effectively with the ma-
jor players in the policy network. This was so in part because of the historical trends identi-
fied above, but also because of the psychological dynamic driving them. Some of their lead-
ership characteristics and political strategies were antithetical to those required to formu-
late and implement a complex, major, multi-stakeholder reform like carbon policy. These
points are explored in detail in the thesis as the synthesis of ideas involving wicked prob-

lems, policy networks and leadership types gradually takes shape.

Summary of central contention of the thesis

Building on the work of Compston and Bailey in particular, the aim of this thesis is to draw
out some of the implications of a resource dependency version of policy network theory for
identifying political strategies for governments that wish to take vigorous action against cli-
mate change while avoiding serious political damage. The utility of resource-exchange think-

ing hinges on its ability to diagnose real-world successes and failures and offer workable

3 See interview extracts below with Terry Moran, formerly secretary of the Department of Prime Minister
and Cabinet. Also see J. Walter and P. Strangio, No Prime Minister.

44 3 Walter, “Political leadership”, in A. Fenna, J. Robbins and J. Summers, (eds), Government and
Politics in Australia, Pearson, Melbourne, 2014, pp. 242-58.

5 3. Walter and P. Strangio, No Prime Minister. Also see A. Brown, The Myth of the Strong Leader:
Political Leadership in the Modern Age, Basic Books, 2014.
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strategies. Drawing on the empirical analysis undertaken for this thesis and also on the in-
sights of Head, Alford, Walter and Strangio, it is possible to identify the causes of the failures
to achieve carbon pricing and project alternatives. The thesis closely examines the interac-
tion of Rudd and Gillard with the major players in the nation’s climate policy networks, as

listed on pages 19—20 above.

The thesis identifies Rudd and Gillard as providing profoundly different case studies of how
power is exercised and which political strategies to deal with wicked problems are more like-
ly to be successful. The process of resource exchange in policy networks to deal with wicked
problems comes to be viewed as a necessary strategy. The advantages of collaborative lead-
ership are pointed out with great clarity by Head and Alford. For them there are three ef-
fects of collaboration of which two are especially relevant here. These are, firstly, that the
nature of the problem can be better understood and, secondly, that there is an increased
likelihood that provisional solutions to the problem can be found and agreed upon. This is
because “a wider network offers more insights but also because greater cooperation im-
proves the prospect that diverse parties (who may have differing interests concerning the
issue) may reach an understanding about what to do.” In line with Head and Alford and
Compston and Bailey, this thesis contends that collaborative arrangements and resource
exchange enable alternative views to be recognised; can tap into wider bodies of knowledge
and skills; will probably involve regular communication among the parties; and will foster

trust and mutual commitment.*®

But it is clear that only certain types of political leaders are capable of exercising their power
in ways that enhance the prospects of success along these lines. Julia Gillard was arguably
such a leader, whereas Kevin Rudd most certainly was not. But historical forces are tending
to create leaders more in Rudd’s image than Gillard’s. The effect could be very serious for
Australia’s future, as several commentators have noted. In his book Triumph and Despair, the
Australian’s Paul Kelly supports the view that the tendency to centralised and personalised
leadership in the modern era has made necessary reform harder. Kelly declared that, “There
is no guarantee that politics can emerge from its current trough to meet the challenges of

na7

the next decade.”” The type of political leadership that can assist in overcoming the freezing

of reform is clear, although Kelly fails to see this. He was unable to get past dominant mascu-

46 B.W. Head and J. Alford, “Wicked problems: implications for public policy and management”, Admin-
istration and Society, 28 March 2013, aas.sagepub.com/content/early/2013/03/27/0095399713481601,
accessed 24 October (2013): pp16-19.
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linist judgments of Gillard’s prime ministership — a fault that seriously compromises the
soundness of his analysis. But this author still finds it difficult to escape the logic of Kelly’s
despairing vision of the overwhelming nature of the challenge required for productive re-
form and viable solutions to wicked problems. Australia is at a turning point, as | believe this
thesis demonstrates. The danger is that the country has already turned the cornerinto a

dead end.

Other relevant writing on the Rudd and Gillard governments’ climate poli-
cies

This thesis has made use of a large range of independent, private, government and Labor Party
reports, research papers, academic articles and books. Most of the documents were publicly
available, while some confidential papers surfaced through Freedom of Information requests and

some from leaks.

There have not been any books written specifically on climate change strategy in the Rudd
and Gillard years. Academics and journalists have however produced various books with rel-
evant chapters on the 2007 election campaign,*® the global financial crisis (GFC),* the Rudd
prime ministership,>® the 2010 election campaign,.>* the Gillard prime ministership,>* and
the Rudd — Gillard leadership struggles.”® All of these sources contain a discussion about the
climate policy and/or leadership debate which, where relevant, will be brought in and evalu-
ated at appropriate places in the thesis. A major point of difference between most of these

works>* and this thesis is that the thesis includes interviews with many senior ministers, in-

47 p_ Kelly, Triumph and Demise, p. 510.

8 N. Stuart, What Goes Up: Behind the 2007 Election (Scribe Publications Pty Limited: Melbourne,
2008); M. MacCallum, Poll Dancing: The Story of the 2007 Election (Black Inc: Melbourne, 2007); N.
Stuart, Kevin Rudd: An Unauthorised Political Biography (Scribe Publications: Melbourne, 2008); P. van
Onselen and P. Senior, Howard's End (Melbourne University Publishing: Melbourne, 2008).

L. Taylor and D. Uren, Shitstorm: Inside Labor's Darkest Days (Melbourne University Publishing: Mel-
bourne, 2010).

% c. Aulich and M. Evans (eds.). (2010). The Rudd Government: Australian Commonwealth
Administration 2007-2010 (Vol. 10). ANU E Press; N. Stuart, Rudd's Way: November 2007-June
2010 (Scribe Publications Pty Limited: Melbourne, 2011); J. Button, Speechless: A Year in My Father's
Business (Melbourne University Publishing Digital: Melbourne, 2012); D. Marr, Power Trip: The Political
Journey of Kevin Rudd, Australian Quarterly Essay 38 (2010).

*1 M. MacCallum, Punch & Judy: The Double Disillusion Election of 2010 (Black Inc: Melbourne, 2010);
M.Simms and J. Wanna, (eds) Julia 2010: The Caretaker Election. ANU E Press, 2012.
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cluding the two prime ministers. In particular, the thesis represents the only occasion on
which Julia Gillard has been interviewed about the problem of climate change, including the
devastating events of the first half of 2010 which culminated in the abandonment of the
CPRS and the defeat of Rudd. As such, this is the first time her position has been explored.
>>0n balance, as will become clear, her positions differ from those of her predecessor great-
ly. Where this occurs | generally find her views more persuasive. Both at the national and
regional level the media attention was colossal. Just as awe-inspiring was the number of
consultants’ reports to all levels of government. Most of the reports demanded attention,
although in most cases it was necessary to read consultants within a framework of

knowledge as to which body was funding them.

This latter consideration does not of course apply to Ross Garnaut (he was separately ap-
pointed twice, by both Rudd and Gillard), who was the most important consultant of all and
about whom it could never be argued that he lacked independence or courage. Rudd estab-
lished a policy-making process that to a degree bypassed Garnaut, whose withering scorn for
the coal-fired electricity generators created embarrassing choices for the government. But
even if Garnaut’s influence on Rudd and Wong was not as great as he might have expected
when he was appointed, his eminence ensured it was very important in the public debate.
His various interventions in the Gillard era were more directly persuasive, although he was

still not able to exert his will against the generators.

The government reports that relied on the consultants were likewise voluminous. The work
of the Department of Climate Change (DCC) was quite extraordinary both in its quantity but
also its quality, given the demands that both governments directed its way. The DCC also
published a large amount of other material about climate change and climate policy. There
were other government departments involved in the debate, most notably Martin Fergu-
son’s Department of Resources Energy and Tourism (DRET). The DRET website was the re-
pository of a daunting amount of useful information. Simon Crean, Minister for Regional
Australia, Regional Development and local government, became very heavily involved in
dealing with the impact of the CEF on the regions and his department was also a source of

very important studies and insights.

55 My conclusions were subsequently supported by Kelly, Triumph and Demise, pp 288-294.
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The departmental websites contained consultants’ reports, media releases and ministerial
speeches as well as important background information. The Garnaut website, as well as his
reports, contained his speeches, which were always insightful, often strongly worded and
which demanded attention. Other information was drawn from a variety of sources, includ-

ing Facebook pages and various climate blogs and local and national media websites.

By August 2014, as this thesis was being finalised, a number of books by insiders to the poli-
cy and strategic processes of the Rudd and Gillard government had emerged. These included
work by Gillard’s Minister for Climate Change, Greg Combet, and a key independent in the
Gillard era, Rob Oakeshott, who was an important figure in the climate negotiations.’® Nei-
ther of these books, however, added in any significant way to the sum of my knowledge or

insights.

Finally it should be noted that a special issue of the Australian Journal of Politics and History
in December 2013 was devoted to the politics of climate change in Australia. In their intro-
ductory essay Mark Beeson and Matt McDonald frame the purpose of the exercise in a way
that closely aligns with the aims of this thesis: “The authors of the papers in this special issue
ultimately share a concern with the question of how to make sense of the limits to strong
action on climate change in Australia, and what possibilities exist for overcoming those limi-

tations.””’

The contributors, however, are not primarily focused on the political strategies of
the two prime ministers that made the difference to success or failure in both cases. They

are not therefore relevant to this thesis.

Mass media, a special note

The thesis relies on the mass media extensively to assist with creating the narrative “skele-
ton”. Newspapers in particular are a key source of information. The events of 2007 — 2013
received saturation coverage. This creates both opportunities and challenges. A particular
feature of the Australian media is the concentration of its newspaper ownership. Rupert
Murdoch’s News Corp owns seven of 11 national and capital city dailies, with four of these
papers being the only daily in their respective cities. A second company, Fairfax Media,

owns all but one of the other four newspapers, including the only two quality metropolitan

% R. Oakeshott, The Independent Member for Lyne, Allen and Unwin, Sydney, 2014.
" M. Beeson, M. and M. McDonald, M. (2013). The Politics of Climate Change in Australia*. Australian
Journal of Politics & History, 59(3): p. 332.
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dailies, the Age (Melbourne) and the Sydney Morning Herald. The West Australian newspa-

per is owned by a company associated with Perth-based entrepreneur Kerry Stokes.

In 2007 — 2008 newspapers from both major companies echoed the enthusiasm of Australi-
an voters for action against climate change. This also occurred because the two major politi-
cal parties were in broad agreement both about the need to act and about what to do —in-
troduce an ETS as the lowest cost way of curbing emissions. Studies of newspapers’ cover-

1.>° and this writer®® show there was a marked

age of climate change by Manne®, Bacon et a
shift in editorial tone and content, both in the news and opinion pages, against Rudd and his
prime ministership. This became more and more pronounced as 2009 progressed. By 2010
Rudd was under very serious attack for being incompetent and lacking values, as we shall
see in chapter 3 below. The newspapers played a major role in undermining his leadership
by focusing on the decline in his popularity and by playing an active role in articulating and

fanning the discontent — sometimes the anger — that was genuinely intensifying among both

Labor MPs and ministers and also within the extra-Parliamentary wing of the Labor Party.

The media initially greeted Gillard’s ascension to the leadership of the Labor Party in June
2010 positively. But a bitter, destabilising campaign of leaks by Rudd led to a poor perfor-
mance during an election campaign she called several months before it was necessary. This,
along with a disciplined campaign by Opposition Leader Tony Abbott, saw the newspapers
turn from her with increasing resolve. The outcome of the August election — the first hung
national Parliament in Australia for 70 years — led to a dramatic escalation in the fury of pub-
lic discourse, with Abbott believing he was just a heartbeat away from becoming Prime Min-
ister and pursuing every sign of weakness with a sustained ferocity rare in Australian history.
Newspapers mirrored this permanent election campaign and drove it. They gradually, in the
case of some very influential examples, became active participants on the side of both of
Gillard’s opponents: Abbott and Rudd. With them were many corporations and industry as-
sociations that had also flocked to Abbott’s banner. This suited the ideological underpin-

nings of the pro-business media, which became aggressively opposed to the government’s

% R. Manne, "A Dark Victory: How Vested Interests Defeated Climate Science,” The Monthly 22 (2012).
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2012); P. Chubb and W. Bacon, "Australia: Fiery Politics and Extreme Events" in E. Eide and R. Kune-
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Summits (Bochum: Projektverlag, 2010).
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climate change policies because, it was claimed, they reduced international competitive-

ness.61

As noted above, the feverish tone of much of the newspapers stemmed also from the fact
they were functioning in an era when they faced existential threats from the destruction of
their old business models by the explosion of free news and opinion on digital devices and
the world wide web and from the related development of the so-called 24-hour news cycle.
These contextual issues meant that journalism was more than ever driven by a thirst for rap-
idly escalating conflict. Also, during and following the GFC, newspapers thrived on cost of
living stories. These developments made Tony Abbott a very appealing type of leader, be-

cause the same dynamics drove him.

It is important in drawing on newspaper coverage for knowledge and understanding of the
way the climate change debate unfolded in the Rudd — Gillard years to allow for the biases
described above. Sometimes this became so obvious —and so compelling —that it demands
analysis in this thesis. For instance, several examples of egregious bias are identified and
discussed in chapter 7, while analysing the nature and source of the opposition to Gillard’s
Clean Energy Future package. In the Gillard era in particular, the debate progressed by way
of hostile media leaks that, in themselves, became a key element of the story. The biggest
and most damaging leak of all, though, came while Rudd was still prime minister. This was
the one of 27 April 2010 to the Sydney Morning Herald that dropped the bombshell that the

leader had abandoned his Carbon Pollution Reduction Scheme.

Methodology

While the enormous number and range of policy inputs and commentary were important to
understand the topic of the study, the primary means of obtaining information and insight
were 107 interviews with 74 people who, in most cases, were central to government climate
change policy in the years 2007-13. Very few of those approached preferred to remain silent
and a number agreed to be interviewed more than once. One of these was former prime
minister Julia Gillard. The other former prime minister, Kevin Rudd, made himself available

for a single interview.

®1 p. Chubb, “Really, Fundamentally Wrong”.
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Federal ministers who gave their time generously included both ministers for climate change
(Penny Wong and Greg Combet), treasurer Wayne Swan (also deputy prime minister in the
Gillard government), Craig Emerson, Nicola Roxon, Mark Dreyfus and Simon Crean. Combet
was also Wong’s parliamentary secretary for climate change and Dreyfus was Combet’s.
Other political figures interviewed who were important to this story included Greens lead-
er Christine Milne and NSW rural independent Rob Oakeshott. Former Victorian premier
John Brumby provided valuable insights. | interviewed twelve people from the Latrobe Val-
ley whose community would be hit hard by carbon pricing. Others who participated in in-
terviews included senior public servants, ministerial advisers and consultants working on
policy or political strategy. The interviews were structured to gain insight into the central
research themes, to cover factual and theoretical aspects of the thesis and to gain in-depth

information around the research topic.

All of the politicians interviewed spoke on the record, with one exception. The exception was
Kevin Rudd. Leaving Rudd aside, all final and follow-up interviews with government ministers
central to the story were concluded by October 2013. Gillard was interviewed in December
2012 at the Lodge, and again by phone from Melbourne on 20 September 2013, just after the

election that saw Labor ejected from office by disillusioned voters.

Rudd was unable to meet until 7 February 2014. He made many points in the course of the con-
versation and sent me additional information afterwards. His views were injected into the thesis.
But readers will find no direct quotes from him. This is because the former prime minister spoke
on a “background” basis only, meaning that he wanted me to use what he said but not attribute

it to him directly.

The perspectives Rudd provided were useful, but it also should be pointed out that his
general position has long been well known on all of the key issues. While Gillard has not
been prepared to make her views clear until the interviews conducted for this thesis, Rudd
and his core supporters dominated discussion and analysis of the climate policy narrative,
almost always through the device of “backgrounding” journalists. On some important is-
sues, his views have thus become, to this point, received wisdom. The most aggressive

formulation of Rudd’s position was in the account Tales from the Political Trenches.®’ The

62 | Taylor, “Jittery leaders put saving their skins above saving the planet’, The Sydney Morning
Herald, 27 April 2010, p. 4.
% M. McKew, Tales from the Political Trenches, Melbourne University Publishing, Melbourne, 2012.
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author, Maxine McKew, a former ABC presenter, was the victor over John Howard in his
seat of Bennelong in 2007, became the parliamentary secretary for early childhood devel-
opment, and was a passionate Rudd supporter. McKew’s arguments about some central

issues are the same as Rudd’s arguments. They are dealt with in Chapter 4.

An interview | did with Rudd’s climate change minister, Penny Wong, also helps us under-
stand why Rudd acted as he did during the period in question. In defending some of her
own positions, Wong sometimes inevitably defended Rudd’s; the interview with her played
an important balancing role in the thesis, even though the experience of 2007-2010 con-
verted her to being an opponent of the former prime minister’s leadership. (Wong shifted
her position on the leadership back again in June 2013 to support Rudd in the final show-

down with Gillard, and was rewarded with the job of government leader in the Senate.)

The results of interviews as a technique in social science always require careful evaluation.

Trevor Lummis quotes an editorial in History Workshop® that states the problem clearly:

The difficulty lies in the fact that memory does not constitute pure recall; the
memory of any particular event is refracted through layer upon layer of subsequent

experience and through the influence of the dominant and/or local and specific ide-

ology.

The process of maximum triangulation with other sources, both oral and written, was used to
establish general reliability. It is necessary to search for similar and contrasting facts and
themes that can then be examined in light of the research questions. In this thesis, where
the information gathered is not necessarily considered reliable, it is either discarded or
quoted directly. The latter occurs in instances where it may be important to establish that
the interviewee believes what they say, or claims what they claim, without it necessarily be-
ing credible. Sometimes it is more important that people believe something to be true, or
even claim it to be true whether they believe it or not, than that it is demonstrably true. Po-
litical events are often shaped by public narratives and it is important to understand what
gives rise to them, whether true or not, or capable of being proven or not. The narrative

takes on a life of its own. An example is in some of the very strong statements contained in

&4 Lummis, “Structure and validity in oral evidence”, International Journal of Oral History, vol. 2, no. 2,
1981, pp. 109-20.
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chapter 4 about Gillard and Swan’s alleged culpability for the demise of the CPRS in 2010.
Whether they are actually true is important, but so is the fact that many people in the com-
munity believe them to be true and a very powerful narrative has been constructed based

on them. This narrative, however, is -- as | shall show -- false.

A major issue to consider when reflecting on the use of sources is anonymity. Many senior
public servants and ministerial advisers agreed to be interviewed on condition that their
names be withheld. These people were constrained by the confidentiality of cabinet, public
service and other deliberations, discussions and decisions. They also required anonymity
because their professional reputations and futures require them to be dependably discreet.
Those interviewed for this thesis generally did not have permission to speak. Certainly they

did not have permission to speak freely, which was what was being asked of them.

The widespread use of anonymous sources raises important issues and is, as the New York
Times stylebook puts it, a last resort.®® But it also was a necessity. Public servants and ministe-
rial advisers are vital participants in events and often clear-eyed witnesses to history. Some of
the most important journalism in the public interest has required confidential sources. There

are many such examples that have changed the world for the better.

That said, the very fact of anonymity means that sources’ answers to questions must be treated
cautiously for more than the usual reasons of faulty memory or impure motives. This under-
standing led me to establish a set of rules for how to deal with them while writing the thesis. The
first concerns anonymous direct quotes containing strong or colorful criticism of the behaviour of
others, especially either prime minister. These were excluded. Quotes of this type must be clearly
and openly sourced. The second concerns anonymous opinions. These were only included in the
thesis when it was clear to me that they were reasonably representative of a legitimate point of
view. The decision whether to include them was assisted if there were others saying something
similar on the record. The third concerns facts put forward by anonymous sources. These were
only ever included if they were corroborated by others to the point where | was convinced of
their accuracy. That meant that “facts” had to be provided by more than one source and the

sources had to be independent of each other. Where | was convinced of the accuracy of a “fact”,

% M. Sullivan, “The disconnect on anonymous sources”, The New York Times, 12 October 2013,
www.nytimes.com/2013/10/13/opinion/sunday/the--public--editor--the--disconnect--on--anonymous--
sources.html, accessed 14 October 2013.
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but where others disagreed, | did my best to note this clearly. The clearest example of this con-

cerned Rudd’s failure to prioritise the CPRS in 2010, a major issue that is dealt with chapter 4.

All of this raises the question of the motivation of anonymous sources. The answer is that
their motivation is the same as that of most of the politicians who are in a position to speak
on the record. | am convinced that in the vast majority of cases their interest was in trying to
ensure that history be written according to the truth as they genuinely saw it. They were of-
ten willing to argue hard for their version of events. In the final analysis, | am presenting this
thesis as my considered view of a very important part of Australia’s story. | have done my best
to form that view on the basis of all the verbal and documentary evidence | have been able to

gather and evaluate.

Case Study — Victoria’s Latrobe Valley

In the search for answers this thesis also investigates events in Victoria’s Latrobe Valley, the
region considered by a range of consultants, including Garnaut, as likely to be most directly
affected by Canberra’s policy of pricing carbon. The Valley, two hours east of Melbourne, is
among the most heavily polluting regions in Australia. With its incongruous mix of green dairy
paddocks, picturesque villages, forbidding power station chimneys and heavy industry, the
region supplies 90 per cent of Victoria’s electricity from four main power stations (and one
much smaller one) that burn the world’s dirtiest fossil fuel, brown coal.®® Australia’s economic
success over the past century has been built in no small measure on the cheap power sup-

plied from here.

While the Valley had unique characteristics, it was also representative of the extreme stress-
es in Australia’s industrial regions, where livelihoods would be hit directly by the reforms. The
downstream experience of these communities, where fear of the impact of carbon pricing
often flourished unchecked, and where the climate change scepticism that swept through the
Liberal-NP Coalition gained its start, provides a powerful lens through which to crystallise the
strengths and weaknesses of national policy making and politics. The regions, including the
Valley, are important in themselves, but they also demand study because they were the ini-
tial source of the fire that eventually consumed the moderate leadership of the Liberal Party

and then the CPRS.

% . Borschmann, “Brown coal phase--out may be scrapped”, ABC Environment, 9 August 2012,
www.abc.net.au/environment/articles/2012/08/09/3564105.htm, accessed 20 November 2012.
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The Latrobe council and some local unions developed far-sighted policies to promote eco-
nomic diversification ahead of the carbon pricing reforms. These were dealt with in profound-
ly different ways by Rudd and Gillard, ways that reflected their approach to strategy and lead-
ership. But ultimately they ended up with the same failure on regional assistance, bringing

into sharp relief their underlying similarities that destroyed them both.

Thesis structure

The work of Compston and Bailey is the first and most useful empirical analysis of Australian
climate policy. The authors demonstrate that “the utility of resource-exchange thinking
hinges on its ability to diagnose real world climate policy successes and failures and to offer
workable strategies to overcome constraints”.®” On the basis of a much more comprehen-
sive and detailed empirical inquiry, as well as the application of theoretical insights into
wicked problems and effective political leadership, this thesis will substantiate the proposi-
tion that major failures of political strategy were the principal reasons for the policy fiasco of

carbon pricing in Australia in the years in question.

The empirical work is organised for the most part to facilitate the close examination of the
interaction of the two leaders with the major players in the nation’s climate policy networks

that | identified earlier (see page 18).

The narrative is told in two parts, the first of which deals with the Rudd government and the
second with the Gillard government. Building on Compston and Bailey, the thesis proceeds
from the understanding that governments are in a position to grant policy concessions to
those who want them, such as opponents in legislatures, business and green groups, in re-
turn for political resources such as formal approval of the policy, cooperation with imple-
mentation, private investment in the economy, and political support.®® This insight informs
the structure of the thesis, which is designed for the most part to facilitate the close exami-
nation of the strategic successes and failures of the two governments in the context of the
conceptual framework established above. Each chapter focuses on how well or badly gov-
ernment has collaborated with major players in the pursuit of resource exchange - or

whether it has collaborated at all.

7|, Bailey, et al, "The Fall (and Rise) of Carbon Pricing” p. 707.
8. Compston, Hugh, and | Bailey. Climate Clever: How Governments Can Tackle Climate Change
(and Still Win Elections). Routledge, 2012, p.65.
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The thesis is presented in 11 chapters plus a conclusion, as follows:

Chapter 1. A dysfunctional government

The thesis begins with an examination of the government’s internal relations. This establish-
es the key points and impact of Rudd’s drive to destroy the checks and balances in Austral-
ia’s system of government and notes how this left Australians prey to his dysfunctional lead-
ership. Rudd, for example, failed to see value in communication with voters about the mean-
ing of carbon pricing. This was the error from which all others flowed. The impact of the si-
lence was most obvious in the Latrobe Valley, which was ignored despite its status as the

nation’s most at-risk region.

Chapter 2. The rush for the golden doors

This chapter looks at the strategies the Rudd government employed in its dealings with
business, unions and environmentalists. It focuses principally on Victoria’s brown coal gen-
erators in the Latrobe Valley. The campaign by the generators was vicious and endless. It
undermined public confidence in the CPRS and achieved large compensation payments as
hush money. But the campaign was only able to succeed because of failures by the govern-

ment in the process of initiating clear policies to deal with the generators’ demands.

Chapter 3. Squandering consensus

Rudd initially enjoyed a great gift. This was the existence of a broad consensus on the need
to act on climate change. The media, unions and most elements of business were in agree-
ment. Even the Liberal-NP Opposition accepted that carbon pricing was a necessary reform.
But Rudd squandered the opportunity to work with his political opponents. Instead he used
the consensus as a weapon to destroy moderate Liberal leader Malcolm Turnbull. It is argua-
ble that Tony Abbott, with his anti-science slogans, was thus Rudd’s creation. The prime minis-
ter then flew to Copenhagen, believing he could he could achieve a binding international
agreement, only to suffer an emotional breakdown following the failure to reach an accord
that left him in no fit state to deal with his colleagues’ advice to call a double dissolution cli-

mate change election on his return.

Chapter 4. Conviction founders
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By 2010 Rudd was isolated except for a small handful of young and inexperienced staff
grappling with the policy fiascos he had constructed that led ultimately to his failure and
defeat. He had alienated and completely marginalised all the major players in the climate
policy network. These included most cabinet ministers and Labor MPs, the public service,
environmentalists, business, the media, his political opponents and, finally, voters. Then in
April that year he abandoned his CPRS. The government that had swept to power on a
promise to act on climate change was now entirely devoid of a climate policy. When Rudd
publicly admitted this after a newspaper leak his approval rating plunged sharply. Julia
Gillard wrested the prime ministership from him in a rebellion partly driven by her own and
other senior ministers’ dismay with his leadership failures. He has always claimed that the
blame for the CPRS debacle lay with Gillard, but this is shown on analysis to be wrong. This
chapter argues that the impact of his leadership failure explored in chapters 1 — 3 became
more clear in early 2010, and was eventually seen in bold relief. Rudd had become incapable

of effective political strategy.

Chapter 5. Two leaders

The reasons for Rudd’s failure to implement climate policy after such an encouraging start
are analysed. The chapter provides details of the interviews conducted with Rudd and Wong
and then introduces the contrasting style of Gillard’s leadership, establishing the framework

for the chapters to come.

Chapter 6. The seeds of destruction

Gillard’s initial approach to climate policy was to argue the need to restore public support.
The mechanism she chose, a citizens’ assembly, was ridiculed and dismissed as further evi-
dence of the government’s lack of commitment to action. It was in fact a sign of her more
consultative approach. The proposal along with the storm of criticism that followed also
provided observers with their first glimpse of what was to be a recurring theme. Gillard
lacked strategic ability when it came to communications and in this area often failed to con-
sult. It was as if she was trying to be two different types of leader, a consultative negotiator
and an authoritative director, a point explored in detail. The August 2010 election resulted in
a hung Parliament, requiring all of her negotiating skills to maintain Labor’s hold on power.
Eventually she achieved enough support among independents and Greens to form a new

government. The generally more collaborative approach she brought to policy making was
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evident soon after the election, when she established an innovative Multi-Party Climate
Change Committee (MPCCC). But then she made several more mistakes in communication
that set up her failure. These, in the face of a massive scare campaign by a number of major
players, including business and the Liberal-NP Opposition, created the conditions for her own
destruction. She struggled to represent herself as both a consultative, collaborative and effec-
tive operator within the network as well as the type of centralizing leader demanded by the

media and voters.

Chapter 7. A media campaign

By March 2011, as Opposition Leader Tony Abbott’s fear campaign reached a crescendo, the
media joined him. The coverage was so one-sided that it helped shape and amplify his mes-

sages of doom.

Chapter 8. Dead silence

While the conduct of the media and business was quite extreme, between February and July
2011 the government pursued a fundamentally flawed strategy. Gillard made a deliberate
strategic decision to focus on her priority, which was policy development, and ignore the
fact that her credibility was being destroyed by the scare campaign every day. By the time
she lifted her head to engage with major players in the network, including business, the me-

dia and voters, it was too late.

Chapter 9. A fleeting triumph

While the scare campaign was in full flight, Gillard was focused on engaging with other play-
ers — Greens and rural independents —who had joined the government on the MPCCC. The
committee was working hard in a collaborative spirit to develop a new carbon pricing and
renewable energy policy for the country. The result was the triumph of the Clean Energy
Future package. This chapter examines in detail how the policy was developed, in particular
how the negotiations were conducted. It concludes with an evaluation of Gillard’s positive
role in making the process work. The package passed the House of Representatives in Octo-

ber 2011 and the Senate in November.

Chapter 10. Cutting through

Immediately following the announcement of the Clean Energy Future package on 10 July

2011, the government swung into action to sell it to voters. The contrast with the silence of
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the Rudd era, and Gillard’s own silence since February 2011, could not have been clearer.
The cabinet fanned out around the country in a process modelled on an election campaign.
But it was a disaster. The public was not listening. By March 2012 the government decided
the best approach was to stop talking about the issue at all. Australia had moved from a
country where there was tremendous momentum for action on climate change to a country

where the government dared not say the name.

Chapter 11. The lived experience.

The scare campaign had been spectacularly successful. But when the individual elements
were analysed they were shown to be mostly untrue. The CEF also showed early signs that it
was working. Emissions from coal-fired power generation were down. But Gillard’s credibil-
ity had been destroyed. This was very obvious in the Latrobe Valley. In a move that sheds
light on its national failure, the government, having deluged the Latrobe Valley with visits
after July 2011, finally turned its back. In the process it drastically undermined its own legacy

in the regions.

In response to the endless chaos, in June 2013 Labor MPs finally capitulated to Rudd’s re-

lentless campaign and restored him to the leadership.

Conclusion

The threads of the earlier chapters are drawn together. A table demonstrates how the strat-
egies of Rudd and Gillard differed, and identifies their strategic strengths and weaknesses. In
the process this develops recommendations for strategic choices that may be more success-

ful in the future.



Part one

The Death of Innocence
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1

Dysfunctional government
Introduction

Rudd was determined to centralise power and inclined to ignore the traditional roles of both
cabinet and caucus. He overturned a century of tradition by removing from caucus the pow-
er to elect the ministry. Then he undermined the authority of cabinet, which is at the heart
of Australian executive government. By tradition, prime ministers are constrained by the fact
they are treated as first among equals in cabinet.®® While it is true that practical observance of
this has fluctuated, Rudd took an extreme position. Cabinet also sets up a network of sub-
committees to examine important issues in more detail. This structure is vital to the good op-
eration of government, as it ensures decisions are made only after deep, orderly and confi-
dential scrutiny. While under Rudd’s prime ministership some of cabinet’s subcommittees
worked reasonably well, his impatience with the processes of cabinet was highlighted by his
decision in early 2008 to disband cabinet’s climate change subcommittee.” This left climate
policy-making primarily in the hands of Rudd and Wong, a move which had several damaging
impacts that are explored in this chapter. In particular, the normal checks and balances in the
Westminster system of government, already under threat from long-term trends, were fur-
ther eroded by the practices of by Rudd and his key staff. The prime minister and his office
became increasingly isolated, arguably leading to groupthink and silence about the need for
and nature of carbon pricing that began to erode voter support and the vital political consen-
sus that was available to him in 2008. This was nowhere more obvious than in Victoria’s
Latrobe Valley. When viewed in the light cast by the wicked problem, policy network and
leadership literature described above it emerges that, for Rudd, failure was always much

more likely than success.

Walter, drawing on Lasswell, identified Rudd as a “theorist”. The characteristics of this type

of leader include a preoccupation with big ideas and a related tendency to delay while think-

% While in practice it may never have operated in this ‘pure’ way (see P. Weller, Cabinet Government in
Australia, 1901-2006: practice, principles, performance. (UNSW Press: Sydney 2007), its departures
from the ideal were quite extreme during Rudd’s period as prime minister.

™ The principal example of Rudd's impatience was the Strategic Priorities and Budget Committee, which
as we shall see, came to be seen by many in government as having supplanted cabinet itself.
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ing things through. “Intellectualisation avoids having to be too close and personal: you
change the world by changing the ways in which people think rather than by working direct-
ly with them.” Rudd strengthened the role of advisers as against the public service. From the
beginning he was so concerned with leaks that he feared open communication. This in turn
reinforced “groupthink”, which is defined as a failure to encourage alternative viewpoints or

reality checks.”* These characteristics were all crushingly familiar to Rudd’s colleagues.

Historical context of climate change policy

Is climate change a diabolical, or wicked, problem? Yes. That much has been proven again
and again until it is now obvious to all. A measure of this is that it has been around as a polit-
ical issue (it was initially called global warming) for nearly 30 years, first emerging in 1985.”
Progress in dealing with it was slow as it came up against vested interests. Plans were put to
cabinet in 1989 and 1990, which finally agreed that emissions should be stabilised at 1988
levels by 2000 and then reduced by 20 per cent by 2005. The major proviso was that reduc-
tions in emissions would not be at the expense of the economy. In 1992 Australia signed the
UN Framework Convention on Climate Change. In December that year, the Keating Labor
government’s National Greenhouse Response Strategy provided for a range of voluntary

measures.

Government interest then waned. In 1996 Liberal John Howard, who harboured significant
scepticism about the science of climate change, was elected prime minister, ousting the La-
bor government after 13 years. The following year the Kyoto protocol, an international
agreement to reduce emissions by setting “binding” targets for industrialised countries, was
signed by all but the United States and Australia. Howard'’s resistance gradually but increas-

ingly became controversial in Australia and eventually became deeply unpopular.

In 1999, the Australian Greenhouse Office released discussion papers on emissions trading

which from then became the favoured approach of both sides of politics to tackling climate

ny. Walter, “Political leadership”, in A. Fenna, J. Robbins and J. Summers (eds) Government and
Politics in Australia, Pearson, Melbourne, 2014, pp. 242-58.

2 Helpful descriptions of the early history of the Australian debate about climate policy and emissions
trading on which the researcher has drawn are included in three important publications: Ben-David, “An
early history”; G. Pearse, High and Dry: John Howard, Climate Change and the Selling of Australia’s
Future, Penguin, Melbourne, 2007; and C. Hamilton, Scorcher: The Dirty Politics of Climate Change,
Black Inc., Melbourne, 2007.
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change.”® In 2003, Howard ruled out a proposal for a national ETS, apparently on advice
from industry.”* But he was soon to be caught in a trap that contributed to his ultimate de-
feat in 2007. The Labor Party was in power in all the states and territories, a rare event that
provided political opportunities to embarrass the prime minister. Leaders saw climate
change as a suitable battlefield and established the National Emissions Trading Taskforce
(NETT) in January 2004, which was an important event in the debate about climate policy

and continued to have an impact for a number of years.

The momentum to act against climate change meanwhile received another boost when, in
December 2006, the federal caucus of the Labor Party elected Kevin Rudd as its leader. The
following February state and territory ALP leaders adopted a Declaration on Climate Change
which provided that if the federal government failed to introduce an Emissions Trading

Scheme then they would do so.

By this time most Australians accepted human-caused climate change and the need for ac-
tion.” They believed they had seen it and felt it. The worst droughts on record gripped many
of the most populous parts of the country. In southern regions from Western Australia to
Tasmania there had been little rain for a dozen years. The great dry spell was made worse by
scorching temperatures. The baked, parched, rock-hard rural paddocks and dying suburban
gardens were alarming to country folk and city dwellers alike. By mid-2005 forecasters were
predicting catastrophic consequences, including wiping out up to a third of Australia’s eco-
nomic growth.”® Prime Minister John Howard pronounced the drought one of the worst “in
our history”. The drought began to represent more of a cultural than temporal shock.”” The
weather was doing wild things elsewhere, too. In August 2005 the television news carried
disturbing pictures of Hurricane Katrina and the floods that followed in the south east of the
United States, which killed nearly 2,000 people and destroyed property worth more than

$US80 billion.”® Six months later Severe Tropical Cyclone Larry, battered Queensland, which

8 This was the case until Liberal leader Tony Abbott in 2010 adopted a policy of “direct action”, which
essentially involved the government regulating to change the way farmers work and the way buildings
are built, and to promote tree planting.

" pearse, High and Dry, p. 59.
. Burgmann and H. Baer, “The World's First Climate Change Election”, School of Social and Political
Sciences, University of Melbourne, 2010. Accessed 15 December, 2012. http://apsa2010.com.au/full-
papers/pdf/APSAZOlO 0161.pdf.

5 T. Lee, “Forecasters offer alternatives to dry winter prediction”, ABC Landline, 29 May, 2005, quoted
|n D. Anderson, Endurance, PhD submission, University of Melbourne, September 2011.

" D. Anderson, Endurance.

8 US National Climatic Data Centre, “Hurricane Katrina”, 29 December 2005. Accessed 23 November
2012. http://www.ncdc.noaa.gov/special-reports/katrina.html.
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had endured its own severe drought not long before.

Warnings about the threat of climate change rang out. In May 2006 former US vice president
Al Gore’s film An Inconvenient Truth commenced its mission to help create a crusade of cli-
mate activists.”’ In October that year Nicholas Stern’s grim UK study of the impact of climate
change on the world economy was released. A few months later, in February 2007, the UN
Intergovernmental Panel on Climate Change delivered its fourth report with its most une-
quivocal findings on the connection between climate change and human activity.®° Climate

change became the subject of popular television shows and an everyday talking point.

Labor, both federally and in the states, was working hard to turn the politics of climate
change to advantage by painting prime minister Howard as intransigent and out of step with
the aspirations of a modern nation. Labor branded Howard a sceptic and used his usual as-
sets of caution and reliability against him.®' Howard was a victim of a worldview shaped by
his knowledge of Australia’s reliance on coal, his instinctive suspicion of a policy that could
compromise free market fundamentals and a conservative temperament that rejected
threats from environmentalism. He was backed by elements of industry that would be af-
fected should a price be placed on carbon. Furthermore, there were powerful voices within
his own party urging him not to act. Their ideas were influential then and two years later
they created havoc in the Liberal Party, events which are the subject of chapter 3 of this the-

sis.

Another important step in the debate came in March 2007 when Rudd declared climate
change to be “the great moral challenge of our generation". His aim was “to forge a national
consensus on climate change" and examine how “we best reorganise as a nation to deal
with this”. He told an ALP-sponsored summit of business, union and political leaders in Can-
berra that climate change was “a great environmental challenge, a great economic chal-
lenge, it's a social challenge" and announced several measures he would take should he win

government at the election due later that year.?? These included pledges to restructure Aus-

" An Inconvenient Truth: A Global Warning, DVD. Hollywood: Paramount, 2006.

8 |ntergovernmental Panel on Climate Change, Fourth Assessment Report: Climate Change
2007. Accessed July 20 2010.
http://www.ipcc.ch/publications _and_data/ar4/syr/en/contents.html.

8p Kelly, “Green light on the hill is hard to miss”, The Australian, 4 April 2007, p. 12.
8 3. Koutsoukis, “Rudd plans China talks on climate”, The Age, 1 April 2007, p. 2.
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tralia's economy, remake its energy industries and create a new environmental diplomacy.
Commentator Paul Kelly argued that Rudd had “enshrined climate change as the

new moral passion for the Labor Party in a way that recalled Ben Chifley's invocation of the
Light on the Hill.”® Climate change had become an inspirational rallying point for Labor,

something of a modern day raison d’etre.

Rudd’s strategy in calling the summit was to establish an unstoppable momentum that
would propel him to the prime ministership at the coming election, while highlighting the
widespread view that Howard had failed to provide leadership on climate change. Rudd was
a very effective Opposition leader using climate change “both as an issue and as a symbol.
He has taken a simple strategic decision; he will own climate change as a policy issue and a

8% Along with six Labor premiers and two territory leaders, he appointed

political crusade.
Ross Garnaut to make recommendations on the best approach to action. Rudd demonstrat-
ed in a trip to Washington soon after the Canberra conference that he was keen to play a
role on the international stage and promote US-China-Australia discussions on climate

change, an ambition that was later to prove ruinous, as will be explored in chapter 3.%°

Howard could see that the politics were breaking against him and he commissioned a group
headed by Peter Shergold, the secretary of the Department of Prime Minister and Cabinet,
to reconsider the possibility of an ETS for Australia. The Shergold Report, released in May
2007, came to the same conclusion as the NETT before it and Garnaut afterwards. This was
that an Emissions Trading Scheme was the lowest cost and most effective mechanism to
deal with climate change. Even Tony Abbott, a fierce opponent of emissions trading after he
became Opposition Leader in December 2009, noted in his book Battlelines that he support-
ed Howard at the time: “The Howard government [in 2007] proposed an Emissions Trading
Scheme because this seemed the best way to obtain the highest emission reduction at the

lowest cost.”

8 p_ Kelly, “Green Light on the Hill is Hard to Miss”.
8 |bid.

8 M. Gawenda and M. Grattan, "Rudd Urges Embrace of China on Climate," The Age, 21 April, 2007.
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Prime Minister Howard and Environment Minister Malcolm Turnbull, a fervent advocate of
climate change action, declared on 3 June 2007 that the government would introduce an
ETS in 2011. The 2007 election was looming. While Howard had sympathy for the arguments
of the climate change sceptics, he also understood that politically he had to take the policy
based on the Shergold report to the election on 24 November 2007.%” The two main parties
now had similar plans to act against climate change (although Labor’s was to commence in
2010). This political consensus was very important throughout 2008 — 09 but in 2007 voters’

trust in Howard, who had been in power for 11 years, was spent.

As noted earlier, the November 2007 poll was sometimes described as the world’s first cli-
mate change election.® The 2007 election campaign was all about Rudd. The ALP projected
Kevin07 as the harbinger of ‘new leadership’, but never had a party campaigned with such a
personalised slogan, and the party gave its fortunes into his hands. Certainly climate change
was a big issue. A postal survey of 1873 voters by the ANU’s Australian Election Study
showed only eight per cent supported the Howard position of not ratifying the Kyoto proto-
col.®? Earlier in the year ARG, on behalf of the Climate Institute, examined perceptions and
attitudes in nine key marginal seats in three states.”® More than 90 per cent of voters sur-
veyed wanted to see climate change policies given either ‘strong attention’ (47 per cent) or
‘some attention’ (45 per cent) during the election campaign. There was a clear preference
(66 per cent) for the government to move quickly to renewable energy alternatives to create
jobs in clean energy industries. Seventy-five per cent preferred Australia to agree to green-
house pollution reduction targets rather than wait until developing countries also commit-
ted to reduce emissions. More than seven out of 10 voters (73 per cent) claimed climate
change would have either a ‘very strong’ (34 per cent) or ‘strong’ (39 per cent) influence on
their vote at the next election. Among undecided voters, climate change was a ‘strong’ or

‘very strong’ influence for more than six out of 10 (63 per cent).

8 c. Peddie, “How to Get Expelled: Climate Sceptic Recruits Kids”, The Advertiser, 13 December, 2011.
Accessed December 6, 2012. http://www.news.com.au/national-old/climate-sceptic-targets-
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Howard'’s failure to ratify the Kyoto protocol had become a potent symbol of his inadequacy
and at the election he was humiliated by Rudd, losing both government and his own seat,
only the second time in Australian history that a Prime Minister had suffered this crowning
indignity. He fell to a leader who proudly declared his climate change idealism. Rudd’s reign
started with high hopes centred on his Kyoto policy. The Age leader of 1 December 2007
captured this mood, which was heightened by the fact that the UN Climate Change Conven-

tion in Bali commenced the following week:

At last, Australia can be a leader in fighting the effects of climate change ... The im-
portance of these talks cannot be overstated. The future of the world's environ-
ment, and thus, its economy and its people, is at stake. The climate for change is
here, now and urgent ... After a decade as a climate change laggard, Australia enters
these talks as an empowered and credible participant. This welcome change of sta-
tus follows Prime Minister-elect Kevin Rudd’s commitment to ratify Kyoto ... After a
decade of resistance, if not obstruction, Australia is in the position to embrace man-

datory emission and renewable energy targets, and carbon trading.”

Rudd put in train the ratification of Kyoto as his first official act. It was a moment full of
symbolism and hope. He was greeted with great enthusiasm in Bali. According to the Aus-

tralian

The Prime Minister's signature brought to an end Australia's long resistance to the
protocol, and received a rapturous reception at the Bali climate change conference,
which began yesterday ... a clearly delighted conference host, Indonesian Environ-
ment Minister Rachmat Witoelar, said: “I think | speak for everyone here when | ex-

press a sigh of relief" over Australia's ratification decision.*?

Rudd was an international hero, a place Australians would become aware that he thoroughly

enjoyed.

Garnaut was now consulting to the federal government and his interim report in February

2008 received saturation media coverage. The head of his secretariat, Dr Ron Ben-David,

o1 Editorial, The Age, “The climate for change is here, now and urgent”, 1 December 2007, p. 8.

%2 3. Fitzpatrick and M. Warren, “Signature wins wild applause in Bali”, The Australian, 4 December
2007, p. 6.
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now chair of the Victorian Essential Services Commission, recalled sitting at Adelaide airport
the day of the release and being struck by “something quite unprecedented taking place all
over Australia ... In all fairness, while it was a good report, it was still only very preliminary ...

So what was going on? Why was the level of interest so intense?” %

It was as though intelli-
gent and non-partisan debate about climate change had been legitimised. This was to last

through 2008.

In July 2008, Newspoll reported that 84 per cent believed climate change was “currently oc-
curring”; with 96 per cent of those believing it was entirely or partly caused by human activi-
ty.”* Lowy Institute polling in 2007 showed voters thought addressing climate change was
the most important domestic policy priority. In 2008 60 per cent of those polled supported
climate change policies even with “significant” costs, while a further 32 per cent polled sup-

ported policies with “low” costs.”

The intense public interest and overwhelming support meant that action seemed not only
desirable, but also inevitable and urgent. The decision to “move early” to implement the
emissions trading scheme by 2010 was the only economically and morally defensible action,
Rudd argued. In February 2008, the newly installed Prime Minister told Parliament that “the
costs of inaction on climate change are much greater than the costs of action” and that
“Australia must ... seize the opportunity now to become a leader globally”.?® While quick ac-
tion was vital, the government promised that a thorough policy development process would
be followed, involving the Garnaut Review, a green paper on ETS design issues set for July

2008, Treasury modelling to inform mitigation target decisions and a final white paper, set

for December 2008.%

While the undertaking to introduce an ETS by 2010 lay at the heart of Rudd’s climate agen-

da, he recognised that emissions trading alone would not enable Australia to achieve its re-
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 |pid.



48

duction goals. The government also foreshadowed complementary measures to encourage
research and development, increase the use of low emissions technologies and address
market failures, such as in the area of energy efficiency. The target of a 20 per cent share for
renewable energy in Australia's electricity supply by 2020 was also an important part of the
overall climate policy. (This policy was known as the Renewable Energy Target, or RET.) The
government would provide big sums of money: $1 billion to help Australians to make their
homes and communities more energy efficient and to help Australian businesses to reduce
their impact on the environment and $1.7 billion to support Australia's scientists and re-
searchers in their work to improve energy efficiency and clean energy options. This included
support for early-stage commercialisation of low carbon technologies, such as clean coal and

renewables.*®

“The successful introduction of this [ETS] scheme will be the most significant economic and
structural reform undertaken in Australia since the trade liberalisation of the 1980s,” said
Wong in early 2008.%° This became the commonly accepted view. Climate policy was major
reform, full of promise and excitement. Change had not captured the public imagination of
Australians in this way since the early 1970s. Everybody in the country, it seemed, wanted
the same big thing, including all the politicians. But the sense of a grand national project
masked deep divisions and fear that had never been overcome, even as the momentum for

action gathered pace.

In the course of the policy debate, it became clear that ratifying Kyoto was a largely symbolic
act and that it would be the high point of Rudd’s achievement. How could such promise be
wasted? This journey into the barren years, 2008 —2010, of Australia’s climate policy-making
begins at the government’s internal relations. Interviews with dozens of ministers, key back-
benchers, public servants and ministerial advisers who worked at the heart of the Rudd gov-
ernment virtually all point in the one direction: Rudd was a leader determined to centralise all

authority in his own hands, and the consequence of that was deep dysfunction.

Rudd’s push for domination began when he grabbed the Labor leadership in 2006, and it took
solid shape following the 2007 election. A grateful Labor caucus, having tried three leaders

(one of them twice) since losing government to Howard in 1996, rewarded Rudd by succumb-

% |bid.
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ing to his demand that it renounce its traditional right to elect the ministry, handing this pow-

er to him and enabling Rudd’s domineering tendencies to flourish.

Rudd undermines checks and balances

The push to sideline the caucus was important, but it was followed by an even more serious
undermining of tradition and practice. Rudd also took a far-reaching and critical approach to
the operations of cabinet, which lies at the heart of Australian executive government. Cabi-
net’s role is to direct government policy and make decisions about national issues, which are
then binding on its members, who are all senior ministers. As noted earlier, by tradition the
authority of prime ministers is somewhat constrained by the fact they are treated as first
among equals in the cabinet. Cabinet also sets up a network of subcommittees to examine
important issues in more detail. This structure is vital to the good operation of government, as

it ensures decisions are made only after deep, orderly and confidential scrutiny.’®

The catalyst for the long slide towards a policy fiasco was Rudd’s decision to disband cabinet’s
climate change subcommittee. In the beginning the subcommittee had nine members, includ-
ing ministers, senior public servants and staff, who were looking forward to sitting down
and charting a new and exciting journey together. For Rudd there were two problems. The
first was that the issues were technical, so it seemed possible that not everybody would be
able to keep up during the non-stop, all-day sessions. The second was that Rudd was fearful
of leaks and was suspicious of both the bureaucracy and his ministerial colleagues and their
staff. In particular he did not trust the minister for resources and energy, Martin Ferguson,

convinced he was a climate change sceptic opposed to action.

One observer recalled that it was early in 2008 when he saw the first pile of papers on the
development of an ETS come out of the Department of Climate Change. The subcommittee
members “were all sitting in the cabinet room waiting for Kevin to arrive, as was often the
case. When he arrived he was in a frightful mood.” Before the meeting got properly under-
way, Rudd threw out all but one of the department heads, including Terry Moran from Prime
Minister and Cabinet and Ken Henry from Treasury; the only department head to remain was

Martin Parkinson, from the DCC. All ministers were excluded except for Wong and the treas-

99 p, Wong, “Climate change budget overview 2008-09”, www.climate
change.gov.au/publications/budget/budget--overview2008--09.aspx, accessed 20 November 2012.
190 p ‘Wweller, Cabinet Government in Australia, 1901-2006: practice, principles, performance. (UNSW
Press: Sydney 2007).
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urer, Wayne Swan. In a serious undermining of normal cabinet process, the subcommittee
never met again. The key departments of Prime Minister and Cabinet and Treasury, along with

Finance, were kept out of the climate change loop.

Policy-making became the domain of Rudd, Wong and Swan, known internally as the troika.
Swan was preoccupied with the economy and did not participate fully. Beginning in early 2008,
Rudd and Wong, the only ones who completely understood the policy, moved from a world of
churning out formal cabinet submissions to no longer producing cabinet submissions at all. In a
far-reaching move, they also stopped consulting with other departments and the inter-
departmental committees. In an interview for this thesis, a senior adviser observed that Rudd
“killed at birth the normal process of debate among departments and ministers”, which was a

101 Those who ob-

tried and true system of testing the policy and political strength of decisions.
served Rudd’s methods closely are virtually unanimous in noting that there was a lack of depth
and variety in the advice he received. The impact of this approach was to become very obvious to

the public over time, although the reasons for it were never made clear.

The lack of communication with the cabinet also meant that it was hard to ask senior minis-
ters to share responsibility for climate policy decisions. Some were very capable policy think-
ers, but they had not completely absorbed the reason for taking action. They mostly accepted
the headline conclusion that climate change was real and something needed to be done.
Some of them had been in politics for fifteen or twenty years, however, and climate change
was a relatively new issue. Some of these ministers did not see it as something that a Labor
government was compelled to deal with. This was particularly so because solutions seemed to

threaten jobs. The exclusion of these ministers was one problem.

Then there was another group of ministers, who grasped fully the need to do something but
were frozen out of the process, so they did not appreciate the intricacies of the policy that
Rudd and Wong were developing. A more collaborative way of working may well have led to
improvements both to the policy and to the way it was sold to stakeholders and voters. Just as
importantly, it may have led to the development of a plan B. Rudd’s plan A, to get legislation

through both houses of Parliament with the support of the Liberal Party, was his only plan.

Internal government communication in general was abysmal, and it was often unclear who was

01 The adviser did not wish to be identified. Direct quotes from sources wishing to remain anonymous

will not henceforth be footnoted.
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doing or saying what in the labyrinth of Canberra. This was highlighted even by a Rudd favourite,
Maxine McKew. Speaking as his friend, she said: “The problem was that we weren’t listening or
talking with each other. Too little information was shared ...” She quoted veteran NSW politician
Bob Debus saying, “there wasn’t much collegiality. There weren’t enough informal conversations
where Ministers swapped information. That shocked me.”*** Debus would no doubt have been

even more shocked had he known the truth: ministers did not swap information because most did

not have any.

In 2008 a genuine crisis occurred, which triggered all of Rudd’s impulses for dominance: the
worst recession since the Great Depression of the 1920s—30s threatened the global financial
system. Rudd responded by confining decision-making to the now notorious Gang of Four, the
Strategic Priorities and Budget Committee (SPBC), which comprised himself, Gillard, Swan and
finance minister Lindsay Tanner.'® These meetings often included another minister or two,
along with public servants and staff. Rudd’s main role was as a leading light internationally and
a deal-maker. He stayed up into the early hours ringing the leaders of the G20 countries, ex-
plaining problems, talking about what needed to be done, encouraging them. Advisers amused
themselves speculating about what would have been discussed in the late-night conversations

between the church-going Rudd and the party-loving Italian prime minister, Silvio Berlusconi.

The concentration of power in the Gang of Four gathered pace after a meeting in mid-October
2008 that designed the first stimulus package of $10.4 billion and bank guarantees. Tanner,
another Rudd loyalist, said afterwards that “In hindsight, the central mistake that ultimately
cost Kevin Rudd the Prime Ministership was his failure to change gear once the immediate
threat of the global financial crisis had receded.”*** But Tanner was wrong. The trajectory of
Rudd’s authority was already clear. There was no room for comfort that anything would have
been greatly different had the Global Financial Crisis (GFC) not intervened. Rudd was what he
was, despite the views of a handful of colleagues who agreed with Tanner’s claim that Rudd’s

reputation for dysfunctional leadership was exaggerated.'%®

Rudd’s leadership style encouraged mutual suspicion among MPs, which often ran very deep.
Relations between the bureaucracy and the Prime Minister’s Office (PMO) also became com-

pletely dysfunctional. They deteriorated slowly, but then rage and rancour became so all-
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consuming that the PMO was effectively operating independently, without the benefit of ad-
vice from the nation’s bureaucracy. (The mood of malevolence also affected some of the sen-
ior personnel across departments, as we shall see.) “And it meant that the bureaucrats could
say fuck off to us after that, even if you did reach out to them,” said a former staffer. “It got

really bad. And it did have broader implications that meant poor decisions were made.”

Experienced bureaucrats interviewed for this thesis said there was, as one put it, “more of a
chasm between the senior levels of the public service generally and the Rudd government
than has been the case previously in Canberra”. One said, “They never quite understood how
to govern. That sat on top of difficulties with political management and communication, and

that was all combined with a sense of isolation.”

Much of the antagonism between Rudd’s office and the bureaucracy originated not just from
the fact that power was centralised, but also because of who exercised it. There was an issue
of principle, but it was also personal, tied in with the youth, inexperience and unchecked au-
thority of the prime minister’s two most senior staff. These were chief of staff Alister Jordan
and economic adviser Andrew Charlton. Bureaucrats believed that by late 2009 Rudd was re-
ally talking only to those two. “Kevin forgot the basic rules of governing. But his private office
never knew them and led him astray,” said a public service adviser. The then special minister
of state, Gary Gray, said, “Jordan was intelligent, thoughtful and hardworking, but he was giv-

en a role nobody should have been given.”*%

Rudd’s elevation of his personal staff to positions of such unaccountable power, while not
unique, was extreme and represented another departure from traditional practice. “Advisers
and public servants need to understand that each has different but complementary roles to
play,” said one former senior public servant. The argument is that public servants should be
able to use advisers to gain a broader understanding of the issues concerning the minister; at
the same time, advisers need to appreciate that ministerial decision-making benefits from

being exposed to the different perspectives that public servants can bring to an issue.

Interviewed for this project, the head of the DPMC under both Rudd and Gillard, Terry Moran,

who was completely excluded from the PMO and some policy deliberations in 2010 by Jor-

196 \. McKew, Tales from the Political Trenches, p. 115.
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dan,* said:

Advisers were expected in the past to convey a view only if they knew it was the Minis-
ter’s or had a strong reason to believe it was the Minister’s. It was also the case that if
a senior public servant conveyed a view or advice to an adviser, he or she could as-
sume it had been passed on to the Minister by the adviser. All of these rules have fallen
away, not entirely but to a significant extent. This is why | think accountability within a
legislated framework is so important. At the moment there are no checks on an advis-

er’s performance of his or her duties other than a public disaster.'*®

Moran said there was an issue of even greater concern.

Many younger advisers have the Josh Lyman syndrome from The West Wing. Clever
and empowered, they can direct people down a certain path in government. This has
been apparent in Canberra for some time on both sides of politics. The problem is
that the strength of the checks and balances in the American system are not available
in Australia. More than that, we have consolidated more power at the Common-
wealth level, and most of that within the executive branch and ever more of that in
the hands of the Prime Minister. A breakdown in the conventions governing the activ-
ities of political advisers, who have no real accountabilities, means that there is an

embedded danger to good government near the top of the system —a black hole!'*

The black hole Rudd created was the one that carbon pricing eventually fell into.

Where’s Penny? Rudd and Wong ignore the hearts and minds of voters

Kevin Rudd’s unilateralism led to many mistakes. Important among them was the assumption

that support for his climate policy among voters, business and even political opponents was

immutable and that success was inevitable. But achievement of an Australian emissions reduc-

tion scheme was always going to be a highly complex and difficult undertaking. Above all, every-
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thing depended on the views of voters. Maintenance of the high levels of enthusiastic public
support that swept Labor to office was essential if Rudd and Wong were to create the condi-
tions for effective engagement with important stakeholders. They needed to be able to nego-
tiate from a position where an early election to resolve a political impasse represented a plau-

sible threat.

This seems like an obvious point to make, but it was not so to Rudd. Many watched in dismay
as his strategy unfolded. The view of the head of the secretariat of the Garnaut review, prom-
inent public sector economist Ron Ben-David, has widespread support. Ben-David argues
strongly that the political leadership was marked by a hubris that led to a destructive lack of

humility and respect “for the hearts and minds of the people”.**°

While Rudd and Wong ignored the need to bring voters with them on their journey to carbon
pricing, their opponents hammered away to create doubt and weaken the resolve to act. Then,
as voters’ passion for action dulled, the enemies of reform became even more emboldened
and damaging. Interviewed in December 2012, then prime minister Julia Gillard shared the
view that “It was increasingly apparent we’d had this hothouse argument within Parliament
House but hadn’t been doing the public campaigning work to keep people with us” through
2008-09. “The political backdrop was changing, and against that backdrop we hadn’t done

enough work.”***

The existence of a broad political consensus in the lead-up to the 2007 election and its con-
tinuation afterwards is usually seen as the main reason that the government, despite strong
advice from the bureaucracy, failed to develop a comprehensive communications strategy to
convince voters of the need to act on the threat of climate change. “We had bipartisan sup-
port for an emissions trading scheme,” argued Mark Dreyfus. A longtime proponent of climate
action, Dreyfus was appointed parliamentary secretary for climate change in 2010. “So | think

we shouldn’t look at the past period through today’s eyes.”**?

But even at the time it was clear to many observers that Rudd’s inexplicable failure to engage
with voters was inviting heartbreak. One of the prime minister’s speechwriters in 2009, James

Button, reported how Rudd’s silence struck him. Button noted that in December 2008, when
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Rudd launched the white paper on his version of an ETS — the CPRS — he described it as one of
the biggest reforms to the economy in a generation, and climate change as one of the greatest
challenges the world faced. “As 2009 advanced, and with it fierce negotiations with business, the
preparation of legislation and divisions in the Opposition over climate change, the need to lock in
public support seemed obvious. Yet Rudd scarcely said a word on the subject. He seemed unin-
terested.”™ Not all insider accounts obtained for this project agree with the assessment that
Rudd seemed uninterested, but most accept that he and Wong did little to leverage the prime
minister’s phenomenal popularity to persuade voters of the need for the government’s climate

change policy.

The failure to communicate with voters was most direct, devastating and obvious in the re-
gions of Australia where economic and social wellbeing is based on coal and emissions-
intensive industry. These communities are right at the heart of the changes that will flow from
pricing carbon. Residents shoulder a heavy burden, fully aware of what they are up against but
lacking political influence. Governments do not have a good record in assisting with effective
transition arrangements for regions undergoing traumatic adjustments. Communities have
struggled to deal with the wreckage, finding that initial support, if it existed at all, was not
geared effectively to help them develop alternative sustainable economies. Above all, they
know that by the time money arrives, it is usually too late. These people are painfully aware
their history is littered with instances where they have been the victims of high-stakes political

and economic games by big-time players with whom they have little in common.

While national commentators were seeing the new leader as having the chance to be one of
Australia’s great prime ministers and to establish a decade of Labor power in Australia,"** the
power station workers in Victoria’s Latrobe Valley saw something different. They knew already
what it was taking other Australians much longer to grasp: that there would be losers from

Rudd’s plans.

Bernard van Rossum, thirty-one, followed in the footsteps of both his father and father-in-law

by working in the power industry, starting in 2005. He said he “saw an end to the industry. |
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thought I'd made the wrong career choice.” As an assistant unit controller at Hazelwood, re-
putedly one of the dirtiest coal-powered generators in the advanced world, he was angry

about the government changes:

| entered into a career believing that | would have a very secure long-term job with
plenty of room for advancement, and with my engineering degree a clear asset to en-
able me to move beyond a plant operator, [but] it became very clear to me that my
promising future at Hazelwood and within the brown coal industry was no longer
promising and there would be little career progression and no more training oppor-

tunities."*

Hazelwood unit controller Mark Richards, forty-two, is another whose father worked in the
industry. He was born in Morwell, the region’s main town, and has done every job on the op-
erational side. He was one of the youngest-ever appointees to the senior position he now

holds.

When Rudd came in, the workers definitely understood the price of electricity would
be going up. | thought there was trouble coming, but | thought they were going to do
things like put in new technology to make us more efficient. | didn’t think it would be
a case of us trying to keep our heads above water to survive. Most of us didn’t fully

understand they’d be shutting us down.'*®

The message from an avalanche of government and consultants’ reports was clear: Latrobe
would be the place in Australia most drastically affected by carbon pricing. Ross Garnaut’s
landmark report in 2008 was just one forbidding example. Garnaut, as we shall see, was op-
posed to claims of compensation for coal-fired electricity generators, in Victoria or anywhere
else. But he was sympathetic to the impact of climate policy on the Latrobe Valley. He argued
it was the one geographic area where targeted transitional assistance could turn out to be
warranted. The Valley was home to “one of the most emissions-intensive industries in Austral-
ia, and the expected consequences may be severe ... and concentrated in the region”. He also
noted that there would be “limited opportunities for the employment of people who may be

made redundant in the event of industry decline”.**’
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The people whose way of life stood to be destroyed were uncertain how to respond because
they did not understand what the changes would mean. Ben Farmer, an assistant unit control-
ler at Hazelwood, expressed his fear this way: “I'm only thirty with four young kids, so for me
it’s about whether | jump now and risk losing a job that I've worked hard to get, or whether |
stay loyal to the company — which | really want to do — but then find at the end that I'm

7118

fighting for a job like everybody else.

The fear was not just for jobs that would be lost, but the future of the region as a whole. Ne-
ville Darragh, born and bred in the Latrobe Valley, with his parents and grandparents working
in the power industry, spent a lifetime as a maintenance fitter. He voiced a common fear: “It’s
not just the power stations that’ll be shut down. Three major towns within the region [Mor-
well, Moe and Churchill] will be hit, and there are all the people that support the power sta-

tion workers in retail and other industries.”**°

Fear of carbon pricing was heightened by a fierce, orchestrated and relentless campaign by
the Latrobe Valley’s foreign-owned electricity generators for billions of dollars in “compensa-
tion”. The campaign, designed to undermine public confidence in the government’s plans
both at the regional and national levels, was one of the most successful run against Rudd’s

plans. The generators mounted their case that blackouts were imminent so skillfully that they

were to be a big factor in the ultimate destruction of the scheme.

Faced with these threats, the Latrobe community struggled in vain for information, clarity,
government understanding and help. In 2008-09 an anguished question rang out in the Val-
ley: “Where’s Penny?” The local Express ran “Where’s Penny?” headlines for weeks on the
front page. “I think there was also some play on the words ‘Wong’ and ‘wrong’ and such silli-
ness,” recalled Latrobe City Council’s General Manager, Economic Sustainability, Allison

Jones.*°

But the problem was deeply serious.
The local council, Labor Party, media and unions tried hard to get Rudd or Wong to visit the
Valley to hear first-hand about the desperation the government’s climate change policy was

creating. Then mayor and ALP councillor Lisa Price said the government’s absence was being

17 Garnaut, Final Report, p. 398.

18 B Farmer, interview with author, Morwell, 14 December 2013.
19 N. Darragh, interview with author, Lightning Ridge, 23 January 2014.

120 A Jones, interview with author, Morwell, 30 October 2012.
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read as an ominous sign. “The sky is falling. That’s all the community is hearing””**" Allison

Jones said, “This really would affect everybody in our community. We were trying to be very
proactive in how to deal with it but we weren’t getting any help ... We needed the govern-
ment to get on board and be a bit more supportive of our attempts to take a lead and help
the community understand.”*** Union vice-president, ALP councillor, power station worker
and 2010 Labor state Parliamentary candidate Graeme Middlemiss recalled, “The local ALP
branches ran into a brick wall. It was as though Wong and Rudd didn’t care or didn’t know

what to say.”*?

Allison Jones noted that “For much of 2008—-09, the introduction of an emissions trading
scheme appeared both inevitable and imminent”. The Latrobe council saw itself as slow to get
moving on the threat, but it was soon striving, as Jones put it, to “move from behind the eight
ball to ahead of the game”.'** The first step the council took was to examine the scheme to
understand what its effects would be on Australia’s regions. Not much study was required to
realise that the government had done no work whatsoever on the local or regional impacts.
“So it was pretty clear that we needed to get in and do something,” said Jones. In October
2008 the council called on Rudd to understand “the widespread predictions of major econom-
ic disadvantage to be suffered by this city upon introduction of a Carbon Pollution Reduction

Scheme”.'®

While the generators trumpeted threats of electricity shortages and blackouts, many others
in the community faced a dilemma in how to respond to the government’s plans. They could
align themselves with their biggest local employer and fight Rudd and Wong flat out, or they
could commence the search for a different future, one not dependent on coal. Capturing
national media attention by demanding that all Australians understand their plight would

have been easy, had the first option been chosen. The story was dramatic.

This was especially so because the Valley was only barely emerging from a devastating bout
of restructuring in the 1990s. The Kennett Liberal government broke the old State Electricity
Commission (SEC) into as many pieces as possible and sold them to overseas-owned compa-

nies that operated with fat profit margins. From the 1920s the SEC had played a dominant

2L R Millar, “Down in a troubled valley”, The Age, 12 December 2009, p. 1.
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124 A Jones, interview with author, Morwell, 30 October 2012.
125 | atrobe City Council, minutes of meeting, 20 October 2008, p. 58.
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role in the Valley, creating and sustaining the regional economy and society, providing the
local leadership and abundant training opportunities. Mark Richards joined the Hazelwood
power station in 1987. “The SEC provided jobs. Not just any jobs but secure jobs that directly
employed people, and this ensured they remained in the local community and became a part

Of it 7126

For Bernard van Rossum, growing up with a father employed by the SEC, there was a great

sense of community.

The SEC picnics around Christmas time were huge. They were 100 per cent free. Al-
so, the SEC provided free gifts to all employees’ children. For many (including my
family and my partner’s family), these were the only Christmas presents they re-
ceived. | remember this with a bit of a sad heart as | know there are hundreds of
families in the Valley today who are in similar financial shape as my family was twen-
ty years ago, and their kids will not get to experience a show and may miss out on a

Christmas present this year.*’

In the aftermath of privatisation, the region encountered a profound crisis. In the late 1980s,
around 10,400 of the SEC’s employees worked in the Latrobe Valley; by the end of the 1990s
it was about 2600. Another thousand jobs were lost in the construction industry as the build-

ing of new power stations stopped.'?® The impact on retail businesses was equally profound.

The sense of community wellbeing that had been built up gradually over seventy years was
shattered. For the people of the Latrobe Valley who lived through the aftermath of the re-
forms, the horrors of plunging house prices, unemployment, domestic violence, crime, alco-
hol abuse, child abuse and suicide are persistent themes in their conversations. They are ev-
er-present, too, when they discuss their fears for a future dominated by the next threat to
overwhelm their lives: climate change policy. Neville Darragh said, “Suicides here in the Val-

ley were the highest of anywhere.” He recalled:

There was a guy | knew, not real well, but he had said he was going to work until he

died, and then out of the blue he turned around all of a sudden and said he was leav-
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B. Birrell, “Latrobe Valley: Victim of Industrial Restructuring”, Centre for Population and Urban Re-
search, Monash University, Clayton, 2001.



60

ing. So he felt the peer pressure that was going around to get out. He left the SEC
and he got out. Then a little while later he was in the paper because he’d gone miss-

ing. He'd tied himself up and drowned himself. He had a family and kids."*

This was the backdrop against which Rudd and Wong’s silence was being interpreted in the
industrial regions of Australia. There were always doubts locally that a federal Labor gov-
ernment would be particularly careful to ensure a smooth transition. A meeting of the
Latrobe City Climate Change Consultative Committee listened with interest as acting chair Ed
Vermeulen warned that the government owed them nothing and to be prepared for the im-
plications of that (in May 2011). There are two federal seats that take in parts of the Latrobe
Valley and two state seats. The political reality alluded to by Cr Vermeulen is clear. No seat is
within reach of the Labor Party. Dramatic swings of 2010 and 2013 in the state seats of
Morwell, long considered by Labor as its own property, and Narracan, are explored in the
conclusion to this thesis. The federal seat of McMillan, a west Gippsland electorate that ex-
tends from the south-east edge of Melbourne to include a collection of rural towns as well
as the mining and industrial districts of the Latrobe Valley, has been held by the Liberals
since 2004 while the federal seat of Gippsland is National Party dominated. Labor has much
more at stake in the black coal seats of NSW and Queensland and there was a fear in the
Latrobe Valley that the government may be inclined to send scarce resources there. Federal
Ministers interviewed for this project deny the suggestion. Regional Affairs Minister Simon
Crean said, “Neither side of politics can afford to ignore the Valley. They hold the seats and
we should, and although | don't think we'll get them back next time we’ve got to lay the

foundations for the election after that.”

But Latrobe City CEO Paul Buckley noted the clear disadvantage his region suffered.

It is really difficult when you don't have a local member that is in government. It
means you have to work harder at a federal level through the different bureaucra-
cies to get to ministers. I'd have to say over the last two or three years the amount
of times that I've been in Canberra with the mayor and others banging on doors and

traipsing the halls trying to get an audience, it has been a tough slog. If you haven't

129 N. Darragh, interview with author, Lightning Ridge, 23 January 2014.
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got a local member that is in government, then it means you've got more work to do

yourself in terms of knocking on doors and trying to get audiences with ministers.**

Interviewed later, Gillard argued that the people of the regions deserved to hear what was
happening. But also, and at least as important, she believed that “In the court of public opin-
ion about what carbon pricing was going to mean ... people would look at those workers and
say, ‘If they lose their jobs, what does it mean for me?’ They mattered in their own right and
they mattered in the minds of so of many working Australians as an example of what they
feared could happen to them.” Wong’s successor as climate change minister, Greg Combet,
made a similar point: “the experience of [the Latrobe community] will be central to how the

rest of the country sees climate change policy in practice.”**!

In common with most regions, and without any encouragement from the national leadership
in 2008-09, the Latrobe community understood that change was coming and burning brown
coal for power generation would not continue indefinitely. It wanted to try to work with the
government to diversify the region’s economy away from its dependence on coal in advance of
shutdowns and sackings. As Gippsland Trades and Labour Council (GTLC) secretary John Parker
was often heard to say: “Let’s get the new industries in place before the chains go on the gates

of the old ones.”**?

It was a dangerous option. Community leaders were not aware of any other
region in the world that had ever attempted it. While they were alive to the past and wary of
the future, they strove to press their view that it was better to work with the government —
rather than fight it — to avoid being marginalised. Often feeling overwhelmed and inadequate,
they continued their efforts in the face of the generators’ campaign and the fears of the power

station workforce.

In response to the decisions by federal leaders not to visit the Valley, Latrobe Council took the
lead in encouraging six other coal councils to form a new organisation known as the Coal
Councils of Australia Alliance. The councils — Central Highlands, Isaac and Whitsunday in
Queensland, Muswellbrook and Newcastle in New South Wales, and the Valley’s neighbouring
Wellington Shire Council — agreed to pool their resources for a joint lobbying effort. The alli-

ance developed a three-year agenda, including an analysis of the social impact of the ETS on

130p, Buckley. Interview with author, Caulfield, Australia, 17 July, 2011.

G. Combet, “Address to ‘Just transition’ one day conference: opportunities and innovation in Gippsland’s low--
carbon economy”, Morwell, 18 May 2011,
www.climatechange.gov.au/sites/climatechange/files/media/March%202013/sp20110518.pdf, accessed 20 May
2011.
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each region.

Latrobe Council hoped this initiative would draw Wong down to visit. But all attempts failed.
Neither Rudd nor Wong ever did make the journey from Canberra to the Latrobe Valley to
help the community understand. Locals felt frustrated and abandoned. But what they did not
realise was that they were not alone in being ignored by the federal government. The failure
to communicate the political and policy logic of the CPRS was much more extensive. In fact, it

was as big as the country itself.

Firing blanks: advertising as the cancer on democracy

Rudd’s failure to talk to Australians about the real meaning of his scheme had adverse conse-
quences that were to become obvious in 2009. The problems were made worse by the fact
that in the run-up to the election in November 2007, he severely damaged his ability to get
messages to voters through standard government advertising. The soon-to-be prime minister
called political advertising “a cancer on democracy”.’** The new government went on to give

oversight of all advertising worth more than $250,000 — a tiny amount — to the auditor-

general.

Despite this, there was some communication undertaken in 2008 that complied with the
tough new guidelines. The government devised a $13.8 million “Think Climate. Think Change”
campaign to coincide with the release of a green paper in July 2008. The aim was to reinforce
understanding that the government would be introducing measures such as the CPRS to ad-
dress climate change. Campaign elements involving all media were developed as a package
and worked together to direct audiences to the DCC website for more information or to “have
their say”.** The campaign included asking school students in years three to nine to use short
stories, poems and art work to answer the question, “What does climate change mean to

me?” First prize included a trip to Canberra, which to some observers seemed unlikely to gen-

erate an avalanche of enthusiastic youngsters.

The campaign was widely seen as a humiliation by many in the government. July 2008

benchmarking research was compared to November 2008 tracking research. While there were

133 M. Franklin, “Labor locks in campaign ban on ads”, The Australian, 10 October 2007, p. 7.

134 pcc, “Climate change household action campaign”, Canberra, September 2009,
www.climatechange.gov.au/en/about/~/media/about/accountability/Campaign--evaluation--Household--
action--20090901--PDF.pdf, accessed 22 January 2013.
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said to be some successes, the results were devastating. A third of the population did not
know what the government was doing, that number having doubled since July 2008. The
number of those believing the government was doing nothing increased. There was a limited

understanding of what the scheme was or how it would work.

A later DCC assessment released under a Freedom of Information request showed that by the
end of 2008 the community was a blank canvas about climate change, with a low recall of cli-
mate change messages, regardless of who they were coming from. People had little aware-
ness of government action (no more than 9 per cent for any individual initiative). Because the
community had stopped hearing about climate change or seeing money allocated to address

it, they questioned how important it really was and did not wish to pay for it."**

These findings
show, among other things, that any government advertising campaign requires leadership
support through a media strategy involving appearances, doorstops and debates, but Rudd
and Wong were mysteriously absent and the remainder of the cabinet blindfolded by dysfunc-
tional processes. In November 2008 the government decided it would not run phase two of
the advertising campaign, which meant that the total spent was $8.7 million, a relatively
modest amount. In 2009 the issue became far more difficult to manage in the face of belliger-
ent campaigns by industry, climate change sceptics and environmentalists. There was wide-

spread recognition, even at the time — including within the DCC — that silence was a very de-

structive option.

The “Think Change” campaign was greeted with anger and frustration in parts of the bureau-
cracy. For some public servants, the campaign failure was indicative of a lack of competence
at the political level, affecting not just climate change. One senior public servant interviewed
for this project argued that the government’s advertising was “mostly hopeless”. He said,
“What does that tell you? It tells you that in legitimately doing its job, the public service
couldn’t get people at the political level to do the rudimentary things necessary to put out
some decent communications campaigns. This was bizarre. | have never come across this be-
fore in my life.” A steep decline in public support for the government’s climate change policy
was measured by a CSIRO review of studies of Australians’ views of climate change between
2008 and 2010. The review, commissioned by Garnaut, became very influential later, but at
this stage of the narrative its importance lies in demonstrating how voter support for action

was draining away.

135 pcc, “Carbon pollution reduction scheme communications campaign strategy”, December 2009,
released under FOI.
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Newspoll showed an 11 per cent drop in belief in climate change. In terms of belief in the
human causes of climate change, the Australian Gallup Poll showed a drop from 52 per cent
to 44 per cent. Those who believed climate change was due to natural causes rose from 21

per cent to 31 per cent.'*®

Lowy Institute polling showed that by 2011 the majority of Austral-
ians opposed climate change policies with significant costs; the proportion of the population
that was firmly opposed had more than doubled. When expressed in terms of higher electrici-
ty prices, the Lowy polling data demonstrated a growing level of opposition to any policy with
associated costs. While 21 per cent of those polled in 2008 were not prepared to pay for cli-

mate change measures with higher prices, in 2011 that proportion had grown to 39 per cent.

The plainest expression of the disaster that had befallen public perceptions of climate change
action came from the head of the DCC, former Treasury bureaucrat Martin Parkinson, who was
appointed after the election in 2007. Being in charge of the DCC at that time was a difficult job,
particularly so for a head recruited from Treasury, which was seen by some in other parts of the
bureaucracy as arrogant, divorced from reality and attached to “free market purity as if to a

fundamentalist faith”, as one rival put it.

But Parkinson, in a 2009 in-confidence brief released after a Freedom of Information request, was
clear about the effect of the government’s lack of a coherent communications strategy and will-
ingness to spend more money to address it. The brief pointed out that voter research had uncov-
ered that people were “looking for leadership”. Voters who had trusted Rudd now believed the
government was “all talk, no action”.”*’ Australians believed they did not have sufficient infor-
mation about the issues and what they could do to make a difference. They found it hard to dis-

tinguish good from bad information, a problem that seemed to stem largely from the unchal-

lenged prominence given in the media to some climate change sceptics.'*®

The DCC drew up plans for a major advertising and public relations campaign with an initial
draft budget of $30.6 million, possibly rising to more than $60 million. The task was urgent
and the campaign was to roll out in the first three months of 2010. According to department

documents, an effective information campaign had to start with a focus on the big picture.

136 7. Leviston et al., Australians’ Views of Climate Change, CSIRO report, Canberra, 2012.
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This meant talking to people about what climate change is, why it matters, what the govern-
ment is doing and what “we can all contribute”. The department recommended that this
phase be followed by the specifics of the Rudd CPRS and what it meant for Australians. Key
messages were to implicitly combat “misinformation being circulated by critics of the

scheme”, such as that “the CPRS is a great big tax” that would “deliver no tangible outcomes”.

In 2010 the government descended into chaos, planned campaign launch dates were post-
poned and costs chopped. In the end there was virtually nothing left of the original proposal
except for some minor public relations stunts. In May 2010 a new competition for young Aus-
tralians was announced; in June the AFL agreed to a “green game”. But it was, of course, all
too late. While DCC officials were busy firing off emails trying to get some communications

momentum, Rudd’s downward spiral was unstoppable.

Some public servants and advisers say the government was simply naive in believing public
support would last in the absence of effective political and communications strategies. One
said, “It’s a tax, it's a cost, it’s forcing people to change their preferences. Anybody who
thought that popular support for action on climate change translated across to a willingness
to have an extra cost imposed on them was naive.” But for others it was hubris rather than

naivety that best explained Rudd’s failure.**’

There were reasons for the weakening of voter support aside from Rudd’s silence amid the
noise from opponents. While the government was mute before cabinet, caucus and voters, it
dithered with an extraordinarily complex process that was confusing and set up competing
voices. Movement was slow and required a large number of stages: a green paper, Treasury
analysis, a white paper and two sets of major changes. At the same time, the Garnaut review
was analysing the same issues and sometimes coming up with conflicting recommendations,
such as on assistance for coal-fired generators. How the two processes locked together was
never clear to the government, let alone to voters. A more decisive approach would have

been more successful.

While Gillard, in keeping with the views of most people interviewed for this thesis, was highly

critical of the absence of an effective process and communications strategy for the CPRS in

139 Ben-David, “An early history”.
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2008-09, she also recognised that the breaking of the drought, which began in 2009, was an
important factor. “That made a big difference to public perception. For a lot of people in the
Australian community the drought was climate change, climate change was the drought.”**°
Other possible causes for the decline in support for measures to deal with climate change in-
clude the onset of the GFC in mid-2008, the disappointment of the Copenhagen conference in
December 2009, the rise in organised climate change scepticism and the transition to greater
dominance of conservative political positions (although this occurred at least partly in re-
sponse to the government’s botched strategy). The Pew Global Attitudes survey showed re-

duced concern and priority across many countries, with the decline being most marked in

wealthy nations.***

However, virtually all interviewees questioned about the issue for this project saw Rudd’s
disinclination to use his immense leadership authority to maintain support as a key factor in
Australians turning away. By early 2009, as we shall see, it seemed that everybody hated the
Rudd scheme. This included environmentalists, climate change scientists, emissions-
intensive and trade-exposed (EITE) industries and coal-fired generators. The breadth of the

disaffection laid bare the extent of the failure of policy and political strategy.

Furthermore, by its inability to persuade supporters of action and voters to maintain their
enthusiasm, the government gave its enemies an opening to go all out, which they did. The
unbridled antagonism that resulted could only have occurred in a context where opponents
believed they had nothing to fear from public opinion, especially once voters came to under-
stand fully that the scheme would have cost-of-living impacts. One of the most effective cam-
paigns of opposition in 2008 and 2009 was run by the Latrobe Valley brown-coal-fired electric-

ity generators. We now turn to their story and that of business more generally.

140 3 Gillard, interview with author, Canberra, 12 December 2012.
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2

The rush for the golden doors

Introduction

Business is a major player in the policy network. The principal focus in this chapter is on Vic-
toria’s privately-owned brown coal generators, which ran an aggressive national campaign
to destroy carbon pricing policy or maximise the amount of “compensation” they could ex-
tract from the government. What to do about the generators’ claims was one of the most
difficult problems the government faced. The government completely mishandled the cam-
paign by failing to answer the threshold question of why compensation should be paid, be-
fore moving on to determine the amount. This made it clear that the only public policy pur-
pose served by paying the generators billions of dollars was to silence them. This in turn
meant that their demands for more were endless. As the sums agreed to changed and in-
creased, the government’s credibility was damaged. And while the final response did not
quieten them, it still managed to alienate another major stakeholder, the environmental lob-
by, which was appalled by the size of the handout. The inability to handle the generators, and

to some extent business generally, became a major cause of the fiasco that unfolded in 2010.

Hazelwood - slaying the polluting dinosaur

For environmentalists, the eight tall chimneys of the Hazelwood power station are a hated
symbol of the lack of progress on dealing with climate change in Australia, a source of outrage
at the dominance of electricity generators. In 2005 the World Wide Fund for Nature (WWF)
analysed 953 power stations in thirty countries, including Australia, Europe and the United
States. It found Hazelwood’s greenhouse gas emissions were higher than any other large-scale

coal-fired power plant.**?

Since 2005, when fifty anti-carbon demonstrators unfurled a “Quit Coal” banner as twelve of
them occupied the brown-coal pit and two locked themselves to coal-dredging equipment,

the plant has been a major target of anger. The favoured form of protest for activists has been

142 world Wide Fund for Nature, “Hazelwood tops international list of dirty power stations”, 12 July 2005,
www.wwif.org.au/news_resources/?2320/Hazelwood--tops--international--list--of--dirty--power--stations,
accessed 22 July 2012.



68

chaining themselves to conveyor belts to disrupt the movement of coal between the mine
and the power plant. In the biggest demonstration, in 2009, more than 400 marched to the
gates to post a symbolic “community decommission order”. An estimated 250 police moni-
tored the “Switch off Hazelwood” demonstration from jet skis (the lake used for cooling the

13 An officer was

power plant is also used for recreation), trail bikes, horses and helicopters.
allegedly knocked to the ground, one person was charged with assault and twenty-two were

arrested.

Hazelwood assistant unit controller Ben Farmer recalls watching what was going on that day.
“They were trying to jump the fence, push the fence over and hassle coppers. They were just

1% The power station’s then owners, the UK-based International Pow-

trying to wreck things.
er, soon afterwards erected several kilometres of fencing. Perhaps in recognition of this, a
“Replace Hazelwood” lunchtime protest in 2010 was held two hours away, at Melbourne’s
State Library. This was addressed by eminent University of Melbourne climate scientist David
Karoly. He argued that replacing Hazelwood would be an important symbol to the nation and
the world that Australia was prepared to clean up its energy supply. But it would be more
than a symbol. It would also reduce future climate change and the numbers of people affect-
ed by flooding resulting from sea level rise. Basic maths suggested Hazelwood would cause

the flooding of 10,000 people every year by 2100.**

The demonstrators have not fulfilled their aim of shutting Hazelwood. They have, however,
been very effective in creating a strong public image of it as a “polluting dinosaur”. As climate
change policy development has gathered pace in Australia over the past ten years, the power
station’s owners have taken two positions. The first has been what one government official
described as “theological”, suggesting that the owners brought a fundamentalist-type convic-
tion to the pursuit of as many billions as could possibly be prised out of government hands.
They were among the most relentless and determined lobbyists of any business in Australia,
and the most difficult to deal with of any of Australia’s coal-fired generators. The second has

been a willingness to close if they are paid enough, leaving up to 1000 workers — plus many

143 AAP, “Hazelwood power plant protesters arrested”, The Herald Sun, 13 September 2009,
www.heraldsun.com.au/news/victoria/hazelwood--power--plant--protesters--arrested/story--e6frf7kx--
1225772394265, accessed 24 September 2012.
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more in supporting businesses — in a state of semi-permanent fear.

Political leaders have twice shown a willingness to accept this challenge. The first instance
involved Victorian premier John Brumby, who announced a comprehensive climate change
policy that would close a quarter of Hazelwood just a few months before the November 2010
state election. “For places like the Latrobe Valley, the worst possible option was just to put our
heads in the sand and let markets rip,” he said.**® The second was an attempt by the Gillard
government in 2012 to pay the owners to shut down under a policy known as contract for
closure. As we shall see later in this thesis, this effort was a failure and had serious conse-

quences for local people.

The Brumby move was greeted with enthusiasm by environmentalists (which was just as well,
because the political purpose of it was to shore up the green vote in four at-risk inner-
Melbourne seats). Power station workers on the other hand were stunned. The already pro-
found level of uncertainty and anxiety in the Valley increased steeply. The ALP candidate in
the seat of Morwell was Graeme Middlemiss, an assistant unit controller at Hazelwood’s
neighbouring Loy Yang power station. He said, “I think it was just a whim that came out of a
late-night brainstorming session in Brumby’s office, it was handled so poorly.” Middlemiss was

blissfully ignorant at work on the day Brumby announced the policy:

By an amazing coincidence of rostering, | was with the union secretary Greg Hardy to
drive the same machine. We were sitting together in the control room and Greg
opened his laptop and he said, “My God they’ve announced the closure of Hazel-
wood.” This was 10 o’clock in the morning. And | said, “Rubbish.” | said, “I am the
candidate. Do you think they wouldn’t tell me?” And he said, “Well, look at this.”
And | looked and said, “My God.” | was just sitting there. | was stunned. | was think-

ing, “What do | do? Do | just pull out?”

Middlemiss remained in the contest, watching in horror as the National Party ran a “Hands off

Hazelwood” television campaign. “People were pushing our card back, saying, ‘No, I'm for sav-

d 1147

ing Hazelwoo The government suffered a major swing against it in the Valley seats. It

also lost the election.*® The incoming Liberal premier, Ted Baillieu, who had supported the

148 3. Brumby, interview with author, Melbourne, 14 June 2012.

147 . Middlemiss, interview with author, Morwell, 20 November 2012.

148 1n 2010 the tradeoff was successful from Brumby’s point of view, in that the government held the four

inner-city seats, and while it suffered major swings in the Valley, these seats had started to drift away at
the previous election and there was no prospect Labor would win them.
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policy to close part of Hazelwood, added to the atmosphere of profound insecurity by going

back on his promise in April 2011.

The sky will fall in

Against this background of bitter divisions about the future of coal-fired power and Hazel-
wood in particular, the power generators fought back with everything they had, which proved
to be a lot. They ran a disciplined and ruthless campaign to undermine public support for
Rudd’s scheme. The strategy was to delay it through lobbying and media campaigns focused
on costs to households, regional and national economic decline and job losses. It was to cre-
ate a sense that anarchy was imminent; that a great country would soon be brought to its
knees. The only way this future could be avoided was for the generators to be paid sufficient

“compensation” to stave off blackouts.

The industry’s umbrella body, the National Generators Forum, started issuing warnings of
blackouts at the end of 2007, soon after the new federal government was elected, in re-
sponse to a speech by the government’s adviser, Ross Garnaut, where he first made clear his
fundamental position. This was that the biggest risk to climate action was that vested inter-
ests could get control of the policy process, along the way distorting the incentive structure
to enrich themselves rather than solve the problem. Garnaut implied that his top priority was
to design an ETS that could not be rorted.** It would be hard to maintain public support for a
scheme that failed to achieve this. The Forum’s executive director, John Boshier, said emis-
sions cuts would not occur “if you have big companies in trouble”.*° Two months later he at-
tacked Garnaut’s interim report for not understanding how the electricity system worked and
the need for a reliable electricity supply. He said the penalty on carbon would force the clo-
sure of coal-fired power stations, which underpin Australia’s base-load, or minimum, energy

requirements. “There’s no guarantee there will be enough electricity. There will be real prob-

lems in maintaining a reliable electricity supply,” he said.

Richard McIndoe, managing director of Hong Kong-based TRUenergy, the company that oper-
ated the Valley’s Yallourn power station, was also a leading figure in the national campaign,
demanding free pollution permits as “compensation”.”*! Without payment in full, he warned,

the Rudd scheme would force some power companies to collapse, triggering national black-

149 T, Colebatch, “Climate worse than we thought”, The Age, 30 November 2007, p. 4.
1%0 3, Breusch, “Mixed messages on emissions cuts”, Australian Financial Review, 1 December 2007, p.
5.
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outs: “If existing incumbents are financially impaired or made bankrupt, then there will be a

d.”**? He warned

need to attract new investors to a sector that has been financially decimate
that the generators would be effectively bankrupt and therefore unable to operate from 31
December 2008, because the value of their assets would be so diminished. The value of emis-
sions-intensive generators (primarily the Victorian ones) could plunge by up to 90 per cent, he
claimed.” Energy markets would descend into chaos following a reduction in the adequacy,

reliability and affordability of supply.

What to do about the generators’ claims was one of the most difficult problems the govern-
ment faced. There was a lot at stake. Most significantly, the amount available to help families
nationally and industries in strongly affected regions would be determined by the outcome.
This had profound political consequences. As the July 2008 green paper observed, every car-
bon pollution permit provided free to an electricity generator was one less permit to be sold,

meaning less revenue for assistance.

Also at stake were the government’s leadership credentials, the integrity of its policy and pub-
lic support for its plans. All emerged battered beyond recognition. Most of those interviewed
for this thesis accept the view that the generators’ claims were mismanaged so severely that
Rudd and Wong permitted demands to escalate relentlessly for two years. They agree about
this irrespective of which side they take in the bitterly contested battles over whether the
huge sums eventually paid in “compensation” were too much or not enough. Rudd and Wong

had no coherent strategy to deal with a problem they should have anticipated.

The generators were well known to have spent a decade positioning themselves for a battle
they understood was coming, and they won important skirmishes along the way. Some execu-
tives were members of the so-called Greenhouse Mafia, a collection of leaders from high-
emitting industries who had been influential on John Howard over a long period. They were
said to have convinced him to overturn a decision by senior ministers to support an ETS in
2003."* The question in the Rudd era was whether they would be able to beat back reform
again, giving new life to fears that climate policy was just too hard in a fossil-fuel-dependent

country like Australia.

51 The company is now known as EnergyAustralia.

L. Murray, “Companies brace for the low--carb economy”, The Sydney Morning Herald, 21 June
2008, p. 41.

153 M. Fyfe, “Victoria: it's time to come clean”, The Sunday Age, 6 July 2008, p. 1.
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The campaign exposed acrimony and sometimes disarray inside the policy-making process-
es. A number of intensely held and different views emerged as the government grappled
with how to deal with the generators. Suspicion flourished. The government kept changing
its mind on how much money to dole out. In the green paper of July 2008 it started cau-
tiously, then moved rapidly to throwing around billions in the white paper six months later.
Then in May 2009 it reduced the amount. Finally, in a last desperate lunge for the finish line
in November 2009, it flung open what Ben-David called the “golden doors” and more than

doubled the offer.

As the new figures tumbled out, sometimes bigger and sometimes smaller, the government
was never able to explain the changes persuasively. By the end of 2009 climate change policy-
making appeared to have become a farce, mired in relativity and handed over to a set of su-
perficial political calculations doomed to fail."® The wild swings in the fortunes of the genera-
tors made it obvious there was confusion behind the scenes. It undermined public confidence
in the policy process, which contributed to a perception of a lack of leadership and eroded
voter support. The generators continued to press their advantage. The government’s final re-
sponse did not quieten them but still managed to alienate another major stakeholder, the
environmental lobby, which was appalled by the size of the handout. The inability to handle
the generators, and to some extent business generally, became a major cause of the fiasco

that followed in 2010 when the CPRS was dumped.

Other companies and industry associations were prominent in demanding significant financial
support. These included the Minerals Council and the Coal Association. Emissions-intensive,
trade-exposed businesses, such as those producing steel, aluminium, cement and paper, had
serious policy disagreements with the government, but unlike the generators, they were not

big enough to destroy Rudd’s scheme.

The brown-coal generators were joined in their campaign by their black-coal counterparts in
New South Wales and Queensland. But because those in the northern states had remained
state-owned, they did not have the same freedom to be publicly critical of government policy.
They were also not as carbon-intensive and were therefore less vulnerable. These distinctions

were to become very important as ways to pacify the Victorians were explored between 2008

155 Ben-David, “An early history”.
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and 2011. In the end the Victorian generators got virtually all the money that was going. The
generators in New South Wales and Queensland were absolutely furious, but they were too

late. The golden doors had finally been pushed shut.

Wet coal and pollution

Right from the beginning of the brown-coal electricity industry, in the 1920s, there was a prob-
lem. While the coal was conveniently close to the surface, as well as plentiful, it was very high
in moisture, with up to two-thirds of every tonne mined being water. The first major challenge
of the SEC, established in the early 1920s under the guidance of the civil engineer and war hero
Sir John Monash, was how to burn it efficiently for electricity. There was a great deal of tension
in the early days. Failure was distinctly possible. It was as though the industry was trying to
learn how to burn wet newspapers. The solution came after much anguish, but it created an-
other problem: the process of driving the moisture off was extremely energy-intensive. The
pioneers understood they were using up an unusual amount of energy. They just didn’t know it
would come to be seen as a threat to the planet and mark their power stations out as among

the country’s most polluting industrial assets.

Gradually, Monash developed an organisation that reflected his capacity for military-style
leadership. The SEC became an extremely successful state-owned enterprise, with a good abil-
ity to meet the objectives for which it was established. The mentality of the time was growth-
unlimited, funded by debt with an emphasis on fostering demand and building power stations
before they were needed. The Latrobe Valley community settled in to the comfortable
knowledge that its vast bed of brown coal would last 500 years, at any reasonably foreseeable

rates of consumption.**®

At the beginning of the 1980s the SEC was still offering rewards for increased power consump-
tion. But by the end of the decade it had revolutionised its thinking and was a partner with the
then Labor government in an important campaign to reduce energy use.™’ In July 1989 the
commission published a groundbreaking discussion paper, the first attempt by Australian indus-
try to set out a plan to tackle the greenhouse effect, including generation and network efficiency;

end-use efficiency and demand management; fuel switching to less carbon-intensive or carbon-

156 M. O’Brien, “Carbon capture and storage: government initiatives”, Hansard, 28 February 2012,

www.michaelobrien.com.au/MediaCentre/PortfolioSpeeches/tabid/75/articleType/ArticleView/articleld/63/
CARBON--CAPTURE--AND--STORAGE--GOVERNMENT--INITIATIVES.aspx, accessed 23 November
2012.
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free options; capture, treatment and disposal of carbon dioxide emitted from power stations;
biological sequestration through tree planting; and advanced fossil-fuel combustion technolo-

138 All of these points would resonate strongly in the second decade of the twenty-first cen-

gies.
tury. Two years later an update was produced, which documented greenhouse knowledge and
measured progress in implementing a nine-point plan. It was agreed that improvement had been

modest but useful.

The SEC’s greenhouse discussion papers recommended that Hazelwood be shut in stages between
1995 and 2004. The plant was regarded as old even then and was used sparingly. But the Kennett
government, in establishing the market framework for privatising the industry in the early 1990s,
reprieved the dirty dinosaur, deciding to fatten it for sale by providing it with new business oppor-
tunities and destroying greenhouse initiatives. Instead of mothballing or even decommissioning it,

159

the government gave it a new life by selling it for the massive sum of $2.35 billion.™" It was a move

that had a major impact on the future volume of greenhouse gas emissions in Australia.

Hazelwood figures derived from the National Greenhouse Gas Inventory show that its 1990
emissions were 44.2 million tonnes, while 2010 emissions were 65 million tonnes — a direct
increase of 47 per cent. Taking into account the planned Hazelwood replacement, which was
anticipated to be a mixture of gas and a new, more efficient coal-based power station at near-
by Driffield, the increase under the SEC management’s plans would have been kept to only 52

million tonnes.*®°

The difference of 13 million tonnes of greenhouse gases a year has significantly worsened the
power station’s damage to the environment. Amid the extra pollution, what was destroyed has
still not been replaced: Victoria still lacks energy or environmental policy cohesion. It is obvious
that when the SEC was broken up and sold in the 1990s, the world was alert to the greenhouse
issue. This was especially so in the Latrobe Valley. The SEC’s work meant the new power station
owners must have known that they were buying into heavily polluting businesses with limited
futures. The SEC’s then environment manager, Dr Harry Schaap, now a widely respected ener-
gy consultant, is clear that “they all knew about climate change, they all knew about green-

house impacts, and they all knew about the carbon intensity of Latrobe Valley power stations

158 state Electricity Commission of Victoria, The SECV and the Greenhouse Effect, Melbourne, 1989.
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... but I don’t think it had much of a weighting in buying the plant”.'®*

The owners of Hazelwood take a different view. Asked whether International Power, the UK com-
pany that bought Hazelwood in 1996, foresaw the possibility of having to account for its carbon
emissions, its spokesman Trevor Rowe said, “Absolutely not, not in 1996.” He said the company
had anticipated a business life of forty years. “The investment was made on that basis ... and it’s

d 7162

not unreasonable to say that the rules have been change This was an important justification

for the industry campaign for “compensation” in 2008-11.

The generators make plans

Despite the destruction of the SEC, by 2012 the Valley power generation industry remained vital
to the region and the nation. It had become a flexible organisational network comprising five lead
firms (generators, including mines) and about forty major contractors (covering technical ser-
vices, maintenance, supply and construction).'®® Using ABS data, a 2012 study identified 3449 em-
ployees in the Latrobe Valley employed in the coal and electricity sector. Separate modelling indi-
cated that for every dollar of output from the industry, an additional 30 cents is spent in the Valley.
This suggests that each job in the energy sector generates an additional four to five local jobs.'®*
While direct employment dropped sharply in the 1990s, the generators maintained a virtual mo-

nopoly over the production of electricity. This was a position of strength they were determined to

use.

Their plans were complicated by the stature of their opponents. The most dangerous of these
was Garnaut, who became engaged in a bitter dispute with them and other interests he saw
as waging illegitimate campaigns to raid the public purse. In a March 2008 discussion paper,
he argued that the allocation of free permits would be “highly complex, generate high trans-
action costs and require value-based judgments”. The large amounts of money at stake would
encourage pressure on government, along with the “dissipation of economic value in rent-

seeking behaviour”.*®

Compensation was being sought by generators for loss of capital value as a result of reform.

“This was a new idea in Australian reform, with huge implications. If accepted as a principle, it

161 .
Ibid.
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would make all future reform costly, perhaps impossibly so,” said Garnaut. He saw this as an
element of “the Great Australian Complacency of the early 21st century”.'*® Companies con-
sidered themselves as having a right to compensation for correction of policy mistakes from
which they were benefiting. There would be winners and losers from the changes. The plan
was that losers be compensated but winners be allowed to keep their gains. If one company
owned some plants that “won” (below average carbon intensity) and some that “lost” (above
average), they would keep the gains and be compensated for the losses. Garnaut argued that
the general approach was the same as that often said to be favoured by former National Party

deputy prime minister John McEwen, who was notorious for supporting industry to take prof-

its from its victories but requiring the state to subsidise losses.

Garnaut made these points again and again, throughout 2008-09. He was joined by other
prominent economists, environmentalists and the Greens (who found comfort in some of his
thinking but were not his natural political allies). Yallourn’s Richard McIndoe responded to his

arguments by saying they were “foolish” and “like a corporate hanging”.

The debate over industry assistance had been a hot topic in policy-making circles for many
years. In 2004 the Labor states and territories set up the National Emissions Trading Task-
force (NETT) to take the political initiative on climate policy away from John Howard. The
NETT reported in 2006, favouring free permits for emissions-intensive, trade-exposed busi-

%7 This was the point at which Garnaut and his supporters, including

nesses and generators.
Ben-David, believed it became obvious that the policy-making process had been captured

by interests benefiting from the status quo.

Ben-David argued that the primary political objective was to demonstrate that an ETS could
be achieved despite the private interests at stake, so the NETT had to avoid a fight with those
interests: “Placation had to be the order of the day,” he said. “This appeasement came main-
ly in the form of tens of billions of dollars of so-called free permits to incumbent emitters.”
This created a process that led to payments based on a political calculation. It was “hush

money”.'®® For Ben-David, the NETT’s generosity “represented a potential point of pivot be-

tween history as we know it and an alternative history for emissions trading in Australia”."®’

186 R. Garnaut, email correspondence with author, 14 January 2014.
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Those sceptical of industry claims to free permits believed the NETT was dominated by offi-
cials from state energy departments, who were strongly influenced by industry and highly
risk-averse to any threat of interruption to electricity supplies. These views, according to
Ben-David, were “intravenously transfused”, first into Howard’s Shergold review and then
into Rudd’s CPRS."° This view is absolutely and passionately rejected by elements of the pub-

lic service, as we shall see.

Interviewed for this thesis, Garnaut said he knew he was “leaning into a fairly strong wind, and
that was the wind that had been set in train by the Shergold committee”. He noted that a “lot

of the officials — good people — had that as part of their intellectual toolkit.”*"*

The expectations
of industry were raised as a result of their success in the NETT and Shergold processes. It soon
became obvious that Garnaut would not succumb. Industry then gave up on him and shifted
the focus of their public campaigns to those they could directly influence: ministers, public

servants and the media.

The generators spent a lot of time talking to public servants in the states as well as the Com-
monwealth. They hammered away on-message to the media to great effect. Garnaut and his
team, along with Treasury and DCC public servants, believed that energy department bureau-
crats sometimes became stronger advocates for the generators than the generators them-
selves. Stories about how the generators and some of the officials were trying to undermine
Garnaut’s credibility were a feature of the background buzz. On the other hand, generators
and their backers in the bureaucracy believed that opponents such as Garnaut were risking

the country’s future energy supplies in an ideologically based free-market crusade.

The government digs deep

The generators were deflated by the government’s green paper, released in July 2008,
which doubted their claims: “The fact that existing coal-fired generators are likely to be
strongly adversely affected by the scheme does not, of itself, justify the provision of ad-

ditional assistance.”*”?

The green paper also raised the question of whether the Valley
generators had factored in the possibility of carbon pricing when they made their pur-

chases of the power stations.

170 1bid, p. 53.
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But it left open the golden doors, as outlined earlier in this chapter. The targets Australia
would set to reduce emissions were yet to be determined, but a “limited amount of direct
assistance” was proposed to “ameliorate the risk of adversely affecting the investment envi-

» 173

ronment”.””” The generators were not the only beneficiaries of this generosity, with 20 per

cent of permits to be given free to EITE manufacturing businesses such as aluminium, ce-

7% The media had carried many stories in which manufacturers

ment, steel, and pulp-making.
claimed they would stop producing in Australia. Businesses would either close or be forced
to “fundamentally review their operations”, according to the Business Council of Australia.
Support was required until international competitors faced an equivalent carbon cost. An-
other business lobby group, the Australian Industry Group, claimed up to one million Austral-

ian jobs were at risk."”®

The white paper of December 2008 was an unfathomable embarrassment. Rudd and Wong
had taken a year to produce a policy that was opposed on all sides. The negative fallout was a
clear demonstration of their inability to negotiate effectively with stakeholders. The “limited
amount” of assistance to generators foreshadowed in the green paper had been transformed
into free permits worth $3.9 billion, a figure bitterly opposed as not enough by the Depart-
ment of Resources, Energy and Tourism (DRET) and as far too much by Garnaut and his allies.
EITE firms would get the equivalent of 35 per cent of all permits free, with this allocation ex-
pected to rise to around 45 per cent by 2020.% In spite of the government’s efforts to appease
polluting businesses, many remained unsatisfied. The GFC was underway and business want-
ed to postpone the scheme. Some industries also continued to push for further special treat-
ment, with coal-fired generators, coalminers, farmers and steel and cement manufacturers

among the loudest.

Outside the industry lobby, the reaction to the white paper was arguably even less enthusias-
tic. Environmentalists (and the Greens) were outraged by the policy of throwing billions at the
nation’s heaviest polluters. They were also dismayed by what they saw as a shamefully inade-
quate unconditional target of a 5 per cent reduction in emissions below 2000 levels by 2020.

The target would rise to 15 per cent in the event of “global agreement where all major econo-

mies commit to substantially restrain emissions and all developed countries take on compara-

73 T, Colebatch, “Differences slight on climate change”, The Age, 19 November 2007.
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ble reductions to that of Australia”.}’® But this was also too low. The environmentalists were

scathing about the lack of ambition represented by the range, even assuming the 15 per cent
possibility was regarded as genuine. This point will be covered in more detail in the next chap-

ter.

They argued the government was not providing the opportunity to meet its own stated aims
for emissions reduction. Environmentalists received some support from Garnaut. Australia’s
target stood out for its weakness when compared with other countries’ promises. “Worst of
all, neither of the major political parties has committed itself to policies that can get us any-
where near the unconditional commitment to a 5 per cent reduction,” Garnaut said."”’ Aus-
tralians were witnessing the unfolding of a policy debacle. The government may have been

able to cast 5 per cent as a stepping stone, but its desire to win support from business pre-

vented this. So the 5 per cent was seen as virtually the end of the walkway. Environmental-

ists also argued that industry assistance was undermining the government’s own policy. The
government was trying to force companies to change their behaviour, but then paying them

so they did not have to change.

Garnaut called into question whether the policy was even worth the trouble. “Never in the his-
tory of public finance has so much been given without public purpose, by so many, to so few,”

178

he said in comments on the white paper.””* He told a Senate committee hearing a few months

later that it would be a “line-ball call” whether to pass the legislation or “have another crack at

it and do a better one when the time is right”."”

Wong says that, on reflection, she should have made the conditional target 25 per cent, which
would have somewhat muted the criticism from environment groups, the Greens, Garnaut

and other prominent economists.*®

It took her five months to get this message. The high
point of the Rudd government’s engagement with stakeholders came in May 2009, with a sig-
nificant modification of the policy in the white paper. Its purpose was to increase support for
EITE businesses, whose vulnerability was exacerbated by the GFC. Wong and Rudd delivered
extra concessions in the form of a so-called global recession buffer, which entailed between 5

and 10 per cent more free permits. These were offset by a small corresponding reduction in

7% The Opposition supported the targets.
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assistance to the generators to $3.3 billion. In line with business demands, the start date was
deferred by a year, to 1 July 2011, which represented an embarrassing backdown for Rudd,
who had always insisted the scheme would commence in July 2010. There would be a fixed

price of $10 per permit for the first year of the scheme.

While making these concessions to industry, Wong also sought support from a new body
called the Southern Cross Climate Coalition (SCCC). This comprised three environment
groups, the Australian Conservation Foundation (ACF), the WWF and the Climate Institute,
along with the Australian Council of Social Service (ACOSS) and the Australian Council of
Trade Unions (ACTU). Five per cent remained the unconditional emissions reduction target,
but Wong promised this group an extra unconditional target of 25 per cent, to apply only if
“the world agrees to an ambitious global deal to stabilise levels of CO, equivalent at 450

parts per million or lower by mid-century”.*®!

Rudd turned up at a crucial point in the meeting to get the SCCC across the line and stayed for
30 minutes. He told those present he had become convinced at a recent G20 summit that a
deal for a substantial cut in global emissions would be sealed seven months later, at the UN
climate change meeting in Copenhagen. He believed the key factor to force change would be
a commitment from US president Barack Obama to back proposals for big emission cuts. With
a deal as good as settled, Australia’s 25 per cent cut would be a reality.'®? Participants are un-
clear whether Rudd was deliberately misleading them or simply wrongly convinced of his abil-

ity to shape world opinion.'®*

The environmental groups of the SCCC were content with this promise. Those not party to the
agreement, including Greenpeace and the Wilderness Society, claimed the SCCC had been
hoodwinked and its members were complicit in “climate suicide”.*®* The leadership of the
mainstream ACF was not fully supported by its members and councillors. Garnaut was being

generous when he said the new target put Australia on the front foot.
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Business support was no more unanimous than that won from environmentalists. While the
Business Council of Australia (representing the CEOs of Australia’s biggest companies) and the
Australian Industry Group (representing more than 60,000 businesses) were mildly positive,
other employer groups were resolutely opposed.'®> Demonstrating the domino effect of in-
dustry handouts, the head of the world’s largest coal company, no doubt emboldened by the
lobbying success of EITE firms, in May 2009 chimed in to warn that the government’s “inade-
quate” $750-million coal compensation package could trigger an investment freeze. Peabody
Energy chief executive Greg Boyce later said it could jeopardise future investment in Australi-

an coalmines and possibly even the ongoing operations of existing mines.*®®

Greenhouse mafia

As might be expected, the generators were enraged at having their compensation cut to $3.3
billion. The success of the orchestrated campaign that followed had been almost a decade in
the making. From the year 2000 onwards the generators deliberately established Loy Yang
CEO lan Nethercote, who was influential in national climate policy circles, as a pivotal figure.
Guy Pearse, in his prominent 2007 study of the interests obstructing climate change reform,
identified him as batting at number seven in the prime minister’s top eleven Australians
“whose work to deny the science or delay action has been critical to the capture of John
Howard by our biggest polluters”.'®” With the threat of carbon pricing looming, Nethercote
was appointed by John Howard to the Australian Industry Greenhouse Network (AIGN), which
was a highly influential collection of companies and industry associations representing Aus-
tralia’s major polluters. Pearse claims that Nethercote, who preferred to work behind the
scenes, was instrumental in causing Howard to overrule senior ministers and decide against

emissions trading in 2003.'%

In the campaign of 2008—-09, believing they were being treated like “polluters and terrorists”,

189

the generators intensified their lobbying effort.”™ Richard Elkington, who at this time worked

side-by-side with Nethercote as head of government relations for Loy Yang, found Wong im-

possible to contact. “She refused to meet the CEOs. The relationship with her was absolutely

7190

appalling.””" The generators redoubled their focus on the federal resources and energy minis-
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ter, Martin Ferguson, along with state premiers, especially Victoria’s John Brumby. “It was
about maintaining relationships with the government. It put us in a better position to influ-
ence policy,” said Elkington, a key figure in the campaign. The relationship with Ferguson be-
gan in early 2008, when he met with them all at the Loy Yang power station. This was soon
after Garnaut’s ANU speech, in which he caused outrage by arguing that the biggest risk was

that vested interests could get control of the policy process.™*

The generators also worked hard on the Victorian government. Their first approach, in No-
vember 2005, was to public servant Richard Bolt, who was then executive director of the en-
ergy division of the Department of Primary Industries. There were regular meetings with Bolt
from mid-2006, which led to a study of the abatement options available and was intended to
demonstrate that the generators could work with government. A December 2007 study of the
design of carbon markets led to some carbon price options being put to the Commonwealth
through the National Generators Forum in around April 2008. This activity culminated in im-
portant meetings with Brumby soon after the CPRS version of May 2009, which resulted in

him lobbying in Canberra on their behalf.

As 200809 wore on, the generators’ campaign became more and more strident. In response,
four distinct, strongly held views emerged within the government as to whether they should
be compensated, and if so, by how much. Battles between bureaucrats and ministers were
hard-fought, often bitter. Ferguson and his department did not believe that the former Treas-
ury officials running the DCC were listening to the views of the generators. Ferguson, on the
other hand, understood them. “He used to talk regularly to people like lan Nethercote,” said
Elkington. Participants recall that it seemed the four groups of antagonists were talking to one

another in a cacophony of foreign languages.

First was Garnaut, who wanted a clear rationale for assistance to generators, and found none
among the arguments that were being put forward. He saw no economic case for compensa-
tion against loss of asset value in industries selling into domestic markets. He recognised the
possibility in special circumstances of financial dislocation leading to disruption of supply, but
thought it unlikely. If such a financial market problem were the concern, the appropriate
remedy was a financial market solution — support contingent on problems emerging — and

not unconditional payments. Garnaut and Ron Ben-David were joined by some other promi-

91 T, Colebatch, “Climate worse than we thought”, The Age, 30 November 2007, p. 4.
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nent economists with powerful voices.

The criticism was of both the amount of compensation and the confusing process by which
the various figures had been arrived at. Garnaut and his allies argued that the government
never provided a transparent, evidence-based rationale for the massive transfer of funds
from public to private hands. This meant there was never a reference point established,
against which the adequacy of the sums provided could be judged. This in turn meant, in the
case of the generators, that their demands, coupled with their extremely damaging public

192

campaigns, were endless.”* While they suffered a temporary setback in May 2009, their
claims were generally met with offers of more money, which was no incentive for them to

cease fire.

Some who argued against compensation believed the DCC had been captured by the genera-
tors. This view was deeply resented by the department and scoffed at by the industry. Some
in the DCC, on the other hand, believed Garnaut’s criticism was harsh and his ideas some-
times impractical. They believed that rejecting any of his recommendations fuelled his wrath

and led him to offensive public denigration.

Second were Rudd, Wong and the DCC, whose secretary, Martin Parkinson, came from
Treasury, the home of market economists inside the government. His background created
expectations that he would adopt a hardline stance similar to Garnaut’s. This was in fact the
DCC's initial position. But it went on a long journey, moving to the green paper’s decision to
throw open the golden doors, and soon to the white paper’s $3.9 billion. The DCC’s oppo-
nents regarded this as an arbitrary, “rubbish” figure. As one put it, “It was as if they’d pulled
that figure out of their arse.” This view was strengthened by the third leg of the journey,
which was the May 2009 sum of $3.3 billion, a figure likewise arrived at without clear justifi-

cation.

While the DCC was sceptical of claims that blackouts were imminent, it did come to
acknowledge that some of the generators might encounter problems with refinancing debt.
But it believed that, provided there was a sensible phase-in period, which would be achieved

by some free permits, the market should be permitted to do its job without interference. It

192 Ban-David, interview with author, Melbourne, 15 November 2012.
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understood that if the generators were comfortable with the level of assistance the govern-
ment was giving them, then they were getting too much. The goal of the industry was, accord-
ing to one adviser, “to ask for more and more ... they’re not there to sit around and say, ‘Well,
this is good public policy, we endorse it, and it’s a good balance across the economy.” Their

focus was on return on investment to shareholders.

The DCC viewed its proposed assistance as a “relatively large chunk of money”, according to
one participant in the talks. “But then the generators pointed out a few other things. ‘You
know, actually we need things to help us with our cash flow, and we need this, and we need
this, and we need this.” And so it never stopped and you almost felt like it was a shopping list
that you were moving down. So you had to draw a line at some point. It was up to us to resist
and make sure that we struck what we thought was an appropriate burden they should carry.”
One adviser believed it was “really hard to understand the energy industry. They love to talk in
internal riddles. A lot of them are engineers who like to build things but it’s hard to get them

to speak plain English.”

Third were Ferguson and DRET. Department officials were convinced that carbon pricing would
imperil generators. Their argument was that sufficient equity needed to be left in the businesses
to enable them to continue to write contracts and refinance. A GFC-style meltdown would follow
if bankers believed there was a danger the generators would go broke. Some opponents consid-
ered DRET to be sceptical of carbon schemes — they would come and go, but coal-fired power

would always be with us.

They saw themselves as comprehending commercial finance and balance sheets, a vital quali-
fication absent in their colleagues elsewhere in the bureaucracy. They were deeply suspicious
that the DCC was out of its depth. “Analytically, the DCC just did not know how to manage it.
And that was because the people dealing with it were your typical macro-economists, who
don’t know anything about real-world corporate finance,” said one adviser. The DCC had not
done the work to establish the figure required to ensure stability. In taking this view, DRET
agreed with Garnaut. But because the DCC had raised expectations about what everybody
would get, they could not budge when Ferguson’s department modelled the commercial ef-
fects. To increase their figure they would have to either cut back the compensation to EITE

firms or households, or inflate the budget deficit. Neither of these was an attractive option.'*®

193 Eventually they devised a way to pay more without appearing to break promises to return the budget

to surplus.
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DRET was also aware that the key experience of emissions trading was the European scheme,
which was more generous to the industry than the one the DCC was proposing, and which
had created expectations in the industry that it would be a model. Garnaut and the DCC be-
lieved this was totally wrong. They considered the European scheme had caused dangerous
public opposition to carbon pricing because it created windfall profits. Also, unlike Garnaut,
DRET believed the generators were entitled to run their anti-CPRS campaign because the gov-

ernment did not have a framework for dealing with the threshold question of support.

Fourth was Hazelwood. While some on the side of Garnaut and the DCC believed that DRET was
sometimes more in favour of the generators than the generators themselves, this was certainly
not true in the case of International Power, owner of Hazelwood. The company wanted to be fully
“compensated” and was not willing to take any kind of a hit to its balance sheet. It was a bold
claim. Nobody in government, including DRET, believed that what it wanted was acceptable, but

some of the other generators went along for the ride.

The deep ill-feeling between Wong and Ferguson and their departments in the latter part of
2009 brought policy-making to a standstill. One participant characterised it this way: “It was
really messy towards the end about who was doing what and saying what. It got very acri-
monious between the senior people in the departments.” Rudd was mentally absent, prepar-
ing for his much-anticipated dance on the larger stage of the Copenhagen climate summit, to

start in December 2009.

A circuit-breaker was needed and Ferguson came up with the answer, or at least part of it. In
the latter part of 2009, he pushed for the investment bank Morgan Stanley to be commis-
sioned to conduct an open-book study. An outsider was needed to broker an outcome and
help determine once and for all the impact of the Rudd scheme on generators. It turned out
to be a shrewd move. Issues to be canvassed included their ability to refinance debt and
whether there was really a risk that they could breach their banking covenants. A secretaries’
group involving the heads of the DCC and DRET was established to oversee the process. It

was chaired by the head of the DPMC, Terry Moran.

Loy Yang’s Richard Elkington said the generators gave Morgan Stanley a simple message:

If the costs of doing business increase, then you are faced with a choice of either
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winding back generation, or spending less on your plant. These are the options.
Spending less on the plant means you don’t employ as many people and therefore re-
liability falls away. This is what the commercial behaviour of the generating compa-

nies will look like. That was a clear message that was understandable to people.”*

The Morgan Stanley study relied on the generators opening their books and so was confiden-
tial. But it argued that, on the DCC proposal of $3.3 billion, the generators’ fears would be
both serious and imminent. The banks would refuse to provide refinancing. Morgan Stanley
put dates on when a bleak future of inadequate maintenance leading to blackouts might

begin to materialise.’®

By now 2009 was drawing to a close and the government still had a decision to make. How much
extra compensation was it willing to pay to avert the possible disaster Morgan Stanley foreshad-
owed? What followed, which culminated in compromise talks between the government and Op-
position in November 2009, was a process involving ambit claims and horse-trading. The range
of answers to the question demonstrated how subjective and politicised the process was.
There was a huge gap between the amounts favoured by Morgan Stanley and DRET (the high-
est) and the DCC (the lowest). The secretaries’ group came up with a third view, which was closer
to DRET's than to the DCC's. Rudd and Wong then arbitrated. They decided to be cautious and
throw a bit more onto what the secretaries had recommended, though 