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Overview
The introduction of emissions trading in Australia, commencing in 2010, will have a range of effects on energy markets. These include impacts on the wholesale and retail electricity markets, the gas sector, and markets for energy transportation networks. In this paper we identify the impacts of the proposed Commonwealth emissions trading scheme on the National Electricity Market (NEM) and the South West Interconnected System (SWIS).
Methods
The actual impact of an emissions trading scheme on electricity prices depends on the cost of carbon (i.e. the price of emission permits), the carbon intensity of electricity production, and the pass-through rate to final consumers. This pass-through rate is determined by a whole range of different factors, including:

· Market structure: Typically, the more competitive a market the higher the pass-through rate as prices in such markets closely track actual costs.
· Outside competition: Unlike other industries, electricity generation does not face international competition. However, as low-carbon installations become more cost competitive, it could become harder for carbon costs to be passed through.
· Market regulation and voluntary agreements: In order to protect end consumers, especially Emissions-Intensive Trade-Exposed industries, from the negative impacts of higher electricity prices, price restrictions can be set or agreements reached by the government.
· Market demand response (elasticity): Particularly in the long run, demand for electricity might fall as consumers have time to respond to higher prices and adopt power-saving technologies, which would make the pass-through less attractive.
· Changes in merit order: A change in merit order can be that previously a coal plant was the marginal plant (i.e. the plant which determined the market price for electricity) but after the introduction of an emission trading scheme, when the price of carbon is taken into account, a gas plant becomes the marginal plant.
The paper assesses the possible impact of a carbon price on electricity wholesale prices in Australia and compares it with four EU countries.
Results
To the extent permitted by market forces, the cost of carbon would be passed on through the NEM electricity pool to retailers and hence final consumers. The corresponding impact on coal-fired generators would be a decline in their net revenue. Renewable energy generators with negligible carbon footprints will experience net revenue gains, while relative (to coal) low carbon intensity gas generators may also experienced net revenue gains depending upon the extent of the impact on total electricity demand and the position of coal-fired generators in the market.
Conclusions
The viability of the coal-based power sector clearly depends upon the price of carbon and the sector’s ability to adjust to the new trading environment. The pricing signal will encourage investment in technological adjustment of generation processes, thus increasing energy efficiency in power production (i.e. lower levels of emissions per GWh generated). The sector will also have the opportunity to invest in offsets, which may be cheaper than the price of permits where these can be derived from investments in the CDM (although the ability to do this will be capped by the Commonwealth). However, it is the combination of permit prices and gas prices that represent the key to the short-term (i.e. pre-CCS technology) financial viability of coal-fired power generators.

































