From: Elizabeth Chieppo  [mailto:EChieppo@rigbycooke.com.au] On Behalf Of Peter  Dreher

Sent: Thursday, 1 May 2008 4:37 PM

To:  Leith-Doody (Melbourne)

Subject: Comments for  Mortimer

Hi  Leith

 

It was nice to  see you at the ABIE event this week.  I look forward to seeing you at  ABIE's AGM on 13 May.  Feel free to invite interested colleagues and  contacts.  

 

The purpose of  this email is to outline a few thoughts following the recent lunch with  Peter O'Byrne, and in anticipation of next week's lunch with David  Mortimer.

 

My comments are  about encouraging trade and investment generally and in the context of the  renewable energy industry (which is a relevant example at this  time).

 

1.  TRADE  CULTURE

 

Australia has  never really had a strong "trading" (or export) culture.  The reasons  for this are geography and history, although the fact that we are resource  rich and governments have engaged in short-termism, has also  contributed.  

 

Countries such  as Germany, the Netherlands and Denmark have always had a "trading"  culture.  Historically, key cities have been members of the "Hanseatic  League".  Being in Europe, they are also proximate to trading  partners.

 

Europeans cannot  avoid trading/exporting.  They also have an education system  practically designed to this end.

 

Australia does  not seem to engender any interest in international dealing through its  education system.  This is obviously changing (as the world "shrinks"  and countries become more integrated into a global economy), yet Australians  still have a long way to go. 

 

I would advocate  international trade or "international" topics in education being a feature  of primary, secondary and tertiary school curricula, particularly in the  economic-type courses at the tertiary level.  Students need to aspire  to be engaged internationally, rather than thinking about getting a job in  Melbourne or Sydney.  

 

2.   RENEWABLE ENERGY INDUSTRY

 

Sustainability,  green power, etc is very much a policy focus at the moment.  This is at  the local, state and federal levels.

 

The Howard  Government introduced the mandatory renewable energy target (MRET).   This was introduced a few years ago, requiring energy retailers to source  power from renewable sources approximately to 10%.

 

This was a  "penalty system".  To the extent a retailer failed to meet its  obligations under MRET, it would be fined $40 per megawatt hour.  If  you need more detail about how the system works, I am happy to have a chat  to you about this.

 

MRET was  successful - to the extent that there was investment in renewable energy  power generation.  It was also successful in that retailers have, as a  general rule, complied (there are others who are subject to MRET, and I  understand they have also complied).

 

However, MRET  has been a failure in developing a renewable energy industry in  Australia.  A "penalty system" such as MRET simply forces players to  import plant and equipment; there is no local industry here which produces  (eg) wind turbines. 

 

There were  efforts to encourage local production of plant and equipment for renewable  energy power generation, yet even these have ended in failure.  Vestas  Wind Systems A/S (a Danish wind turbine producer) established a "nacelle"  factory (nacelles are the housing of wind turbines) in Tasmania.  This  facility closed in 2006.  

 

NEG Micon A/S  (which merged with Vestas) agreed to (and Vestas honoured this agreement)  establish a blade factory in Portland, Victoria.  This blade factory  lasted 2 1/2 years, closing in December 2007.

 

There have been  other attempted start-ups, which did not even get to the production  phase.

 

3.  WHY  ?

 

The MRET policy  was flawed from an investment (and encouragement of a local industry)  perspective.  A limited target to be achieved in a short time period  meant those who would invest in renewable energy (essentially energy  generators and infrastructure investors) had to move quickly and source  plant from overseas.  

 

A local industry  could only be established to service power generation, once built.   Further, the market in Australia for renewable energy power generation is  very small.  Vestas' withdrawal from not one but two factory operations  is evidence of this.  In both of those cases, the relevant wind turbine  model was simply obsolete for the Australian market.  Further, it was  not competitive for that company to export from Australia to where peak  demand is, namely the United States, Canada, China and Brazil.  

 

4.  OTHER  TECHNOLOGIES

 

There are a  number of initiatives by state and federal governments - all of which are  welcome - which are encouraging the development of renewable energy technology.  These are  largely centred around "clean coal", "carbon sequestration" and related coal  technologies, although there is some money to solar, biomass and  geothermal.  

 

In my view,  these are helpful, but are more about "picking projects" rather than  establishing an industry.

 

5.  IDEAL  POLICY

 

Putting politics  and other current issues aside, the ideal policy (obviously with the benefit  of hindsight) would have been to set a policy mix which seeks to  develop an industry.  

 

Australia is  rich in coal reserves and has always been comfortable with coal-fired  generation of electricity.  It has always given us a competitive edge  compared to our OECD competitors.

 

Yet this is  likely to change if and when Australia introduces its own emissions trading  system, and in the medium and long-term, where a carbon tax or introduction  of a global emissions trading system comes into effect. 

 

With an  abundance of coal, policies should have been focused on alternative  technologies for development and ultimately export.  This is what the  Germans, Danes and Dutch (indeed other countries, including the Americans)  do.   We have an abundance of sun, wind and geothermal resources.  We also have at our disposal, an enormous amount of material for biomass  power generation (we have a large agricultural sector - sugar cane and other  matter is often applied to the production of electricity via biomass  means).  We also are blessed with other natural resources, such as oil  and gas, which can be used in power generation.

 

The focus should  have been on developing renewable energy  and related technologies for export. This would have seemed  hypocritical in a sustainable/renewable energy world(and given our reliance on coal), but that  is not the point.  We now find our foreign OECD partners coming to  Australia to sell us the technology that we should have developed.  The  Germans are experts in geothermal, wind and solar.  The Danes are  experts in wind.

 

It follows that  policies should encourage investment in technology and innovation for  export, particularly in the energy sector.

 

6.  RELATED  MATTERS

 

In the renewable  energy context, there also has not been any thinking of the overall  infrastructure of the energy system.  It is all very well to encourage  investment in the renewable energy - of which wind farms will be the lion's  share in the short-term, given it is a proven technology - yet little focus  has been on the "conduit" of power, namely the transmission system.  A  good comparison here is Melbourne's train system.  Connex does not own  the network, the state government does.  Connex is the equivalent of  "electrons", its trains running through the system.  When there is a  signal failure, it may not be Connex's fault that its trains are late (yet,  they get the blame!).  The electricity system is the same.  There  is no point in having a myriad of wind, solar and other renewable power  generation facilities without a grid which can properly transmit power from  them.  Grid connection and the need to augment/upgrade the grid and the  various terminal stations, transmission lines, etc is a real priority.   This is not only stifling the development of any local industry, but also  investment in power generation facilities themselves.  I can tell you  that there is competition for transmission lines and grid connection all  over Australia ("competition" being negative here - I can cite examples  where an investment has simply  ceased because grid connection is unavailability due to capacity  constraints).  

 

It follows that  there need be policy about investment in the "less sexy" part of electricity  transmission, namely the grid.  Public thinking is about the sources of  power, not how to transmit it.

 

7.  IT IS  NOT ALL BAD NEWS

 

Having said all  the above, it is not all "bad news".  There have been many positive  developments out of MRET and other renewable energy initiatives.  In  the wind energy industry, tower manufacturer, electrical engineering and a  number of other services, products and skills have been variously  transferred, established and otherwise grown.  This is all very  positive and means that there is, at least, a "wind energy industry" in  Australia which is servicing existing wind farms and is well placed for the  development of further wind energy facilities in the various States of  Australia (and for that matter, in New Zealand).

 

8.  NEXT  STEPS

I hope  this short synopsis of recent policy history is of assistance.  It  seems to me that government policy needs to be focused on short, mid and  long-term objectives.  MRET was very much a short-term  initiative.  It was very welcome (Australia had to progress, a  coal-only focus), yet is by no means the solution. MRET No 2 (an extension of what we have now) is to  happen under the Rudd Government.  This will help achieve emission  reduction targets (a worthy goal) but will not necessarily mean the  development of industry.

 

The above  experience can be applied to other industries too.

 

I hope these  comments are helpful and would be pleased if you pass them on to the  relevant people.

 

Best  regards

Peter Dreher

Partner

rigbycooke¦lawyers

T:   61 3 9321 7880

F:  61 3 9321 7900

Web: http://www.rigbycooke.com.au
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