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(5)Summary 


Renewable energy has become a controversial political- and economical topic. 


The world community are on a global scale experiencing shrinking reserves of 
 non-renewable energy sources such as fossil fuels, which also are proved to be 
 one of the main causes of pollution due to carbon emissions. Thus, it is the 
 obligation of exploiting and developing alternative energy sources for the future, 
 while also finding a better, and more effective way of using energy without 
 polluting as much as we do today. The hurdle is however, since there is still more 
 money to be made on traditional non-renewable energy due to on-going demand 
 and its predictability, the renewable energy markets need help to develop through 
 for example market-based mechanisms such as emission trading schemes as well 
 as government subsidies. This will be an advantage for the market though creating 
 stability and inducing financial incentives and that again will drift new investment 
 into the market. Accordingly, without help from governments, investment will go 
 elsewhere as no one will take the risk of capitalising in a market that is unreliable 
 and immature compared to other energy markets.  


Global means to decrease pollution such as the Kyoto Protocol has been put in 
 place, yet the renewal of this agreement proves almost impossible since a number 
 of high-polluting countries does not want to sign in fear of it hurting their 


economies. When the world community finds it hard to agree on a common 
 solution, there is no wonder why this also translates into national borders. 


Australia is such a case where the two main political parties – the Australian 
 Labor Party and the Liberal Party of Australia disagreeing on how to tackle 
 climate change through what policy tools to use. Yet, both the Opposition and the 
 Government agree on meeting the Renewable Energy Target (RET), producing 
 20% of all electricity supplied by Australia from renewable sources by 2020. 


Labor believe in using market-based mechanisms through a carbon pricing 
 scheme to reach this goal, which Liberals threaten to remove if they win office in 
 2013 arguing that incentive-based mechanisms is all the country needs.  Hence the 
 argument is not on the actual result – but on what policy tools used to reach that 
 goal. What policy tools this will be all depend on the behaviour and strategies by 
 the parties in office as well as the opposition in between- and after elections. 


Thus, for the Australian case it is the policy tools resulting from these strategies 



(6)that are the real party driven political risk to the renewable market, as well as the 
 outcomes of the next election in 2013.  


Consequently, this thesis argues that the party driven political risk originates from 
 two linked causes. The 2013 federal election defined as the “risk event” together 
 with the strategies and behaviour laid out by the parties in competition in order to 
 reach their goals whether that is office-, policy-, or votes or a combination of the 
 three. This procedure is defined as the “causal chain” leading up to the risk event. 


It is the linked process between the causal chain and the risk event that creates the 
 party driven political risk for the renewable market due to the unpredictability of 
 polices and legislations proving a consequence of this behaviour. When parties 
 tailor their policy platforms to attract supporters in order to reach their goals, it 
 can often result in policies that are not ideologically grounded, and instead a result 
 of a strategic pattern in order to reach that set goal. Often altered and 


unpredictable policies can result in market hesitation, which especially translates 
 into areas reliable on continuous political support such as renewable energy. 


Besides, since renewables are such a touchy topic, these policies can change 
 quickly or be removed based on what politicians need to do in order to get votes 
 and popularity. By looking at the 2013 election as well as party behaviour and 
 strategies, and how this affects current and future policies and legislations – what 
 can be said about the political risk and especially the party driven political risk in 
 the Australian renewable energy market?  


The dispute between the Liberal- and Labor party regarding the carbon price has 
 in recent times become one of Australia’s most messy political debates, which has 
 made the country’s renewable energy market very uncertain for businesses and 
 potential investors as well as dividing the electorate on what is the best way 
 forward. DNB Energy Division under DNB Bank ASA, Norway’s biggest 
 financial institution is one player looking into the renewable market in Australia. 


They are interested in funding projects if they feel that the political risk is 
 acceptable. Thus the objective of this thesis has been to review the possible 
 outcomes of the 2013 election and the current Australian political behaviour and 
 strategies affecting policy and legislations in general, but predominantly in 


regards to the renewable energy market. This will help give DNB a clearer picture 
of the party driven political risk they face before making investment decisions.  



(7)Abbreviations 


ALP – the Australian Labor Party 


ARENA – Australian Renewable Energy Agency 
 ASI – Australian Solar Institute 


CEC – Clean Energy Council 


CEFC – Clean Energy Finance Corporation 


DCCEE – Department of Climate Change and Energy Efficiency 
 ETS – Emissions Trading Scheme 


LGC – Large-scale Generation Certificate 
 LRET – Large-scale Renewable Energy Target  
 LPA – Liberal Party of Australia/the opposition 
 ORER – Office of the Renewable Energy Regulator  
 REC – Renewable Energy Certificate 


RET – Renewable Energy Target 
 RPP – Renewable Power Percentage 


SRES – Small-scale Renewable Energy Target 
 STC – Small-scale Technology Certificate 
 STP – Small-scale Technology Percentage 


The Coalition – Liberal Party of Australia and the Australian Greens  


Please also note that in this thesis the “carbon pricing mechanism/scheme” is also 
termed the carbon tax, the carbon price, fixed price on carbon, carbon law etc.  



(8)
CHAPTER 1 


1. Introduction 


Renewable energy is high on the agenda, and yet governments and industries 
 around the world have a hard time getting their heads around how to unravel its 
 future development. It is a vicious circle – in order to develop the renewable 
 energy sector one needs financing, however financing will not happen to the 
 extent needed, if there is no exact future in these markets. Without strict 


government legislations and policies inducing industries to lower their emissions 
 through switching from non-renewable energy to renewables, as well as 


government subsidies to fund renewable projects, there will consequently be no 
 incentives for other investors to financing these markets either. 


My thesis will go beyond this, and look specifically at the backdrop that affects 
 the required legislations and policies that are needed to induce financial incentives 
 in the renewable markets, namely party behaviour and strategies. What are the 
 parties and the sitting government affected by? And how does this impact the 
 policy platforms produced by the parties? And in the end – how does this affect 
 the political risk of the given market?  


It is worth noting that there are many dimensions of political risk, for instance the 
 term political risk is often regarded the same as political instability (Robles 2011). 


This is not the case here, since the focus will be on the risk resulting from party 
 competition through their behaviour and strategies, and not in terms of the 
 political risk affecting the quality of governance in a country. Thus, the focus of 
 this thesis will be defined as party driven political risk – a political risk that can 
 be present even when a country is both politically- and economically stable. 


Consequently, this thesis argues that the party driven political risk originates from 
two linked causes. The 2013 federal election defined as the “risk event” together 
with the strategies and behaviour laid out by the parties in competition in order to 
reach their goals whether that is office-, policy-, or votes or a combination of the 



(9)three. This procedure is defined as the “causal chain” leading up to the risk event. 


It is the linked process between the causal chain and the risk event that creates the 
 party driven political risk for the renewable market due to the unpredictability of 
 polices and legislations coming out of such a process. When parties tailor their 
 policy platforms to attract supporters in order to reach their goals, it can often 
 result in policies that are not ideologically grounded, but are a result of a strategic 
 pattern in order to reach a set goal.  


Australia’s renewable energy market will be the case study for the thesis. By 
 looking at the 2013 election as well as party behaviour and strategies, and how 
 this affects current and future policies and legislations – what can be said about 
 the political risk and especially the party driven political risk in the Australian 
 renewable energy market? Both the opposition and the sitting government agree a 
 common goal of producing 20% of all electricity supplied by Australia from 
 renewable sources by 2020. This is called the Renewable Energy Target (RET). 


However, they disagree on how to get there. Hence the political debate is not on 
 the actual result – but on what policy tools best suited to reach that goal. 


Consequently, the risk for the Australian renewable market lays here. It is the 
 unpredictability of the methods being used, in addition to where future 


government subsidies will fall that leads to the political risk in this market. The 
 carbon pricing mechanism that turned into law on 1st of July 2012 will be the 
 main policy of interest in this thesis due to the great political challenges it has 
 brought with it.  


In regards to academia this thesis will add to the literature of party behaviour and 
 strategies within public choice theory. In addition, and if not most important, it 
 will also add to the literature of political risk. According to Müller and Støm, 
 there is not enough emphasis on the importance of understanding how party 
 behaviour and strategies affect political risk (1999), and to my knowledge, there 
 have not been much written – if at all about the connection between party 


behaviour, strategies and political risk, when defining risk like I have. Thus it will 
 be of great value to elaborate more on this topic since this arguably is very 


relevant for understanding another aspect of political economy and how this 
affects markets that are in need of government support through government 
policies and subsidies for further innovation and investments like the renewable 



(10)energy market. Also, by applying theories about political risk, behaviour and 
 strategies to a current topic such as the politics of renewable energy, it can allow 
 us to get a wider and more thorough picture of how political parties work in order 
 to create and achieve their goals.  


1.1 Research Question: 


The objective of this study is to lead the reader through the current political 
 situation in Australia by especially looking at party competition through 


behaviour and strategies, and how this has an impact on policies and legislations 
 affecting the renewable energy market. This is also necessary in order to map the 
 party driven political risk facing the renewable energy market, which is very 
 valuable to possible investors such as DNB. Specifically, this thesis will 


especially focus on the carbon pricing law, since it is arguably the most important 
 legislation in place to promote a stable renewable market with clear financial 
 incentives for further investment, as well as being the main issue in a very muddy 
 political debate dividing the two main parties in Australia. More specifically, the 
 research question is:  


How does the carbon pricing law initiated by the Labor government affect the 
 future of the renewable energy market of Australia? And what will it have to say 
 for the carbon pricing law if there will be a change in government after the next 
 election in 2013? 


In order to answer this question, an analysis where careful attention is being made 
 to the political scene in Australia is essential. Going deeper into, and 


understanding how the different parties work and develop their behaviour and 
 strategies and as an effect – their party platforms, will let us to be able to map the 
 predictability of policies such as the carbon price. In addition, it is important to 
 review the renewable energy market and understand its current movements so that 
 one can see the real effects that the carbon price has on the market now and in the 
 future.  


1.2 Approach to Research  


There will not be devoted a whole chapter on the methodology of this thesis, 
simply because this paper is not in need for such a chapter due to its content and 
writing style. This is carefully discussed with my advisor. However, a short 



(11)description of the method of research as well as who has been interviewed is 
 outlined below. 


This thesis is a qualitative study since the collected data is retrieved from indebt 
 open-ended interviews, direct observations and from written documents (Patton 
 2002). It also includes a case study due to having its focus on one particular topic, 
 namely the renewable energy market of Australia and the 2013 election. The data 
 collected for this thesis come both from primary- and secondary sources. Yearly 
 reports from the Government and the Opposition on policies, progression and 
 goals have been useful, as well as reports on the development of the renewable 
 energy market. Australia has quite a transparent system when it comes to 
 publishing government reports and other political material, so it has not been 
 difficult to find this online. Existing Australian legislations and policies regarding 
 the renewable market have also been very valuable to my analysis as well as 
 relevant theoretic books and interviews conducted throughout the process. 


Moreover, since the topic is so current, the media, through newspapers has been a 
 source of interest as well. Yet, it is important to be critical to such sources – 
 newspaper articles have often unknown primary sources and might have a biased 
 argument. This is especially important because many of the main newspapers in 
 Australia are politically attached to either the right or left side in politics and thus 
 their articles are often in favour of the side they are supporting. Thus, when using 
 secondary sources there has been a need to be careful when analyzing that 


information. Basing a lot of my research on journal articles, the material has 
 mainly been gathered from databases such as JStore and Business Source 


Complete. Other than that relevant webpages and the prepared questionnaire have 
 been useful for getting the data needed to complete this thesis. Using a range of 
 different sources has allowed me to get a complete nonbiased picture of the topic I 
 am investigating. 


Most of the interviews were conducted in Australia, which I had arranged before 
hand. On the way down I stoped over in Singapore meeting with the DNB office 
there that deals with Australia. The energy team included me in their views and 
thoughts on financing projects in Australia, which gave me a good platform for 
understanding their position in this matter before running the interviews.  



(12)The chosen interviewing style was standardised open-ended interviews. The 
 questions were prepared in advance, and all the people interviewed within the 
 same field were asked similar questions. This made it easier to compare 


afterwards. As the name predicts, the questions are open-ended which gave the 
 interviewed a chance to really create an unbiased answer. The weakness with this 
 form is that it may lead to a lack of relation between the interview and the specific 
 individual when the questions are the same for all individuals (Patton 2002). 


Although, since the questions were changed up a little bit in order to suit each 
 person being interviewed, some of this weakness was removed. Under all 
 interviews a tape recorder was used so that no information got lost as well as 
 making sure all answers were documented correctly. 


My interviewing objects were: 


•  Thomas Allen, Energy and Carbon Policy Advisor of Jemena an Australian 
 infrastructure company that owns and maintains a number of assets such 
 as gas pipelines, electricity- and gas networks, gas storage- and 


transmission facilities and recycled water schemes (Jemena 2012).  


• John Falzon, CEO of LMS Energy, one of Australia’s oldest renewable 
 companies and a leader within renewable energy generation (Falzon 
 2012). 


•  Mark Dreyfus, Parliamentary Secretary for the Department of Climate 
 Change and Energy Efficiency, member of the Australian Parliament, the 
 Australian Labor Party. I received a letter on the topic written personally 
 by him since he was unable to meet for an interview. 


• Dr. Andrew Leigh, member of the Australian Parliament for Fraser, the 
 Australian Labor Party 


•  The Hon Greg Hunt, Shadow Minister for Climate Action, Environment 
 and Heritage, the Liberal Party of Australia 


• Associate Professor Peter Christoff with specialisation in environmental 
 studies, climate politics and policy, the University of Melbourne 


• Professor Robyn Eckersley, with specialisation in environmental politics 
 and policy and political theory, the University of Melbourne 


The interviewed come from the energy sector, the renewable sector, from the 
party in government and the party in opposition, as well as political experts of the 



(13)field. This will give the reader a complete picture of the topic portrayed, as well as 
 the other data collected. In addition, a survey distributed to 30 Australian citizens, 
 where all responded, did give a sense of understanding on where the electorate 
 was standing in the matter. 30 voters are not many, so the results could not be 
 fully trusted. Nevertheless the people that answered come from a range of 
 backgrounds, which do count for something. They were students, retirees and 
 workers both from urban and rural areas of Australia. Thus the 30 people are very 
 diverse – which is good. Also, the result from the survey was as expected before it 
 was completed as well.  


The motive for this chapter has been to provide the reader with a good knowledge 
of the topic to be researched in this thesis, as well as the research approach and 
how the data has been gathered. 
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CHAPTER 2 


2. Setting the Scene: Politics in Australia 


Australia is a stable country both politically and economically. So why can a 
 discussion on political risk be relevant in such an established nation? This has to 
 do with party strategies and behaviour – how political parties act and compete in 
 order to reach one or more of their goals; votes, office or implementation of new 
 polices and legislations. In such situations, the choices parties and politicians 
 make, may affect exposed markets in need for political support. This can of course 
 lean both ways, but if a market were to loose its government subsidies or see a 
 change of policy with negative effects, it will again affect investment and 
 financing in these markets. Renewable energy is in such a situation, and there is 
 clearly a political risk in investing within renewables due to the occurring political 
 disagreements that leads to uncertainty in the market. However to get a more 
 thorough understanding of this one needs to look at the backdrop of it all – 
 namely Australia’s political system.  


2.1 Status Quo: The political system in Australia 


Australia is a constitutional monarchy with Elisabeth II of United Kingdom as 
 their head of state. It is divided up of six states and two territories. Being part of 
 the Commonwealth and a former British colony, Australia has been hugely 
 influenced by British political traditions (Lijphart 1999). One of these is the 
 Westminster system of government. This system is a general model of democracy 
 that got its name from the Palace of Westminster in London (1999). It usually 
 encompasses a majoritarian election system and two parties are dominating the 
 political picture with a “government versus opposition pattern”, and there is also 
 usually the concentration of power by one party when in government (1999). The 
 Parliament consists of both the Senate as the Upper House and the House of 
 Representatives as the Lower House. The Senate represents all the six states and 
 two territories with 76 evenly divided seats, while the House of Representatives is 
 divided into 150 members, each representing a different electorate 


(Commonwealth of Australia 2012). The members of the House of 


Representatives are elected by the Australian population, and is therefore of 



(15)greater interest to this thesis than the Senate. A newly appointed government must 
 have the majority of the seats in the House of Representatives. Conversely, this is 
 where the similarities with Britain and the Westminster system end.  


Australia bears signs of being a federal state due to its Constitution. This is unlike 
 Britain, which has constitutional flexibility (Lijphart 1999). Unlike in the 


Westminster system, this creates a constitutionally guaranteed division of power 
 between the central government and the local governments  (Commonwealth of 
 Australia 2012, Lijphart 1999). In Australia these local governments are divided 
 up into both state - and state-local governments (2012). To name their Upper 
 House “Senate” is a tradition from the US system that Australia has adopted. In 
 case there is a disagreement between the House of Representatives and the Senate 
 regarding a Bill, Australia unlike the UK has something called a double 


dissolution election. When the Bill has failed to get passed through the Senate 
 three times, the Prime Minister can ask the Governor-General to seek dissolution 
 of the parliament, and it can lead to both houses being dissolved. After the double 
 dissolution a new election for both houses are made, and a new government is put 
 in place (Australian Electoral Commission 2011). Also, even though Australia has 
 a majoritarian election system, it does not use the same voting mechanism as 
 Britain. Instead of a first-past-the-post formula, Australia uses the alternative vote 
 scheme (1999). The election system is of great interest when looking at party 
 behaviour and strategies, and therefore the next section will be devoted to this 
 matter. 


2.1.1 The Alternative vote formula: Voters behaviour, inter-party links and party 
 behaviour in Australia 


Important for this thesis when considering how political risk can be defined 
 through party behaviour and strategies is the electoral formula and the 


campaigning leading up to each election. The design of the electoral formula plays 
 a big role in shaping how politicians and parties compete, and therefore it can 
 have an effect on the party driven political risk that is being discussed in this 
 thesis. What is essential to note however, is that political competition varies when 
 encountering different electoral systems. It has an effect on the number of political 
 parties in a country and how parties and their individual politicians behave 


(Lijphart 1994). Questions such as “How likely, based on this system, am I or my 



(16)party going to be elected?” “How much effort do I or my party have to put in to 
 get a good chance?” “What is the cost of being elected?” These questions might 
 have very different answers depending on the electoral system being used. 


In the book “Electoral Systems and Party Systems” Lijphart describes three main 
 types of electoral formulas and some of their subtypes:  


• Majoritarian formulas (with plurality, two-ballot systems, and the 
 alternative vote as the main subtypes) 


•  Proportional Representation (classified further into the largest 
 remainders, highest averages, and single transferable vote 
 formulas) 


• Semi-proportional systems (such as the cumulative vote and the 
 limited vote) 


 (1994, 10)  


Australia uses the alternative vote formula when voting under the majoritarian 
 model which is a very rare formula not often seen used in today’s democracies 
 (Lijphart 1994). The alternative vote works in the way that voters rank their 
 preferred candidates in order. If a candidate receives the majority of first 
 preferences then he or she is elected. If not, the candidate with the lowest rank 
 will be disregarded and in addition their ballots are redistributed to the remaining 
 candidates according to these ballot’s second preferences. This continues until 
 there is a winner (1994, 19). The alternative voting mechanism might be seen as a 


“refinement of the majority-runoff formula in the sense that weak candidates are 
 eliminated one at a time and that voters do not have to go to the polls twice (1994, 
 19).”  


This formula interestingly removes the aspect of strategic voting when going to 
 the polls (Lijphart 1994, 97-98). Voters are often worried that their vote will be 
 wasted and will rather vote for a larger party than a preferred smaller party when 
 knowing it will have low chances of being elected anyway (1994). This can lead 
 to disproportionality, where “the parties’ seat shares deviate much more from the 
 pattern of the voters true preferences that from the actual vote shares (1994, 97).” 


Nevertheless in this alternative voting scheme, voters know that even though they 



(17)vote for their preferred party as number one, they can still secure a vote for their 
 most preferred bigger party as well – putting them as number two on their list 
 (1994).  


In Australia, giving one’s first preference to a candidate of a small party is 
 not a wasted vote because, if the contest is not decided on the basis of 
 preferences, second preferences will be counted and may help to elect one 
 of the major candidates (Lijphart 1994, 97).  


However, such a system also leads to a lower number of parties than in a PR 
 system, which Australia is a good example of (Lijphart 1994). Australia has two 
 major parties – the Liberal Party of Australia (LPA) and the Australian Labor 
 Party (ALP). One of these two parties will always be in office, due to their size. 


Yet, as stated above, Australia is not completely a two-party system. The 


Australian National Party and the Australian Greens are smaller parties who have 
 gotten more influence now than ever, and today the Julia Gillard Labour 


Government is in a coalition with the Greens – the first minority government 
 since World War II (Farnsworth 2012).   


This leads us to describe the inter-party electoral links in the Australian political 
 system, since this also occurs within the alternative vote scheme (Lijphart 1994). 


This formula actually encourages parties to make electoral alliances with like-
 minded parties rather than to merge (Lijphart 1994, 134).  


These links permit parties to link up for maximum electoral gain by simply 
 agreeing to ask their respective voters to cast first preferences for their 
 own candidates, but the next preference for the candidates for the linked 
 party (Lijphart 1994, 134).  


In Australia, parties often take advantage of this opportunity (Lijphart 1994), and 
 the best example is the inter-party link between the Liberals and the Nationals. 


These two parties have had an agreement for many years, and they still stick by it. 


Thus one can in many ways call Australia a two and a half party system (1994, 
143). A great example of this are the elections of 1975, 1977 and 1996 where the 
Liberals won majority and still included the Nationals in all the three cabinets 



(18)(Lijphart 1994). The two parties present them selves as “the Coalition” and if 
 Liberals win the next election in 2013, the Nationals will most likely be apart of 
 their new government.  


In regards to environmental politics, Labor and Liberals have separate opinions on 
 how to tackle this, and lead a very traditional separation between left and right. 


Labor is customarily more for environmental polices and have had more 


governments working for a higher focus on renewables and low-pollution goods 
 and services. The Coalition is more pro-business, which also proves this thesis’ 


argument regarding the carbon pricing mechanism. This is also traditional, and to 
 be expected from a conservative party. The Greens are obviously the most 


ideological party when it comes to environmental politics, and the carbon tax was 
 a precondition for going into government with Labor in 2010. Labor has also had 
 past policy proposals regarding a carbon scheme, which will be elaborated more 
 on further down in this thesis.   


This chapter has provided the reader with some important information on the 
 political system in Australia where emphasis has been put on their electoral 
 formula. This is because the electoral formula is an important factor in 


determining party behaviour and strategies and therefore also the complexity of 
 the party driven political risk. Specifically, the alternative vote formula affects 
 party strategies and behaviour especially through the creation of inter-party links 
 as well as the special voting pattern. What electoral system that can have the most 
 effect on party driven risk is arguable, whether it being a majoritarian, PR or the 
 alternative vote, because it all depends on how the relevant parties and politicians 
 respond to their given systems. In particular, European parties would most 


definitely create different strategies to that of an Australian party due to the effects 
 of their different electoral formulas.   


The following chapter will outline the renewable energy market as well as the 
most significant policies and legislations affecting the market. This is important in 
order to give the reader good background information before going into the 
analysis and discussion of the case study in chapter five.  
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CHAPTER 3 


3. Setting the Scene: The Renewable Energy Market, Policies and 
 Legislations in Context 


This chapter will first give a general overview over the market and will outline 
 some of the main actors, current and future projects and finance options. The main 
 focus will be on hydro, solar and wind since these are within DNB’s business 
 strategy on “Power & Renewables” (DNB Asia 2012). Then the focus will be on 
 the most important existing policies and legislations in place to promote further 
 growth in this market.  


3.1 Clean Energy: Ventures within Renewables 


This section will provide the reader with valuable information about the 


Australian renewable market. The market’s current status both in regards to what 
 resources are being utilised and explored will be outlined, who are some of the 
 main players, where investment is made, and what projects are currently 
 undertaken and in planning.  


Figure 1: Percentage of each renewable source for electricity generation 2011 


 (Clean Energy Council 2012, 6) 



(20)As figure 1 shows, the majority of the renewable resources utilised for electricity 
 generation today is hydro. The remaining are wind, solar photovoltaic and 


bioenergy (Clean Energy Council 2012). That hydro has 67% of the market might 
 seem surprising considering Australia is such flat country, and have been hit by 
 many droughts during the past decades. Nevertheless hydro electricity generation 
 has been around since the late 1800s when it was introduced from England as a 
 means to supply electricity to the secluded mines that were not able to acquire 
 coal (Harries 2011). It did not take long until investors saw possibilities in the 
 electricity source and thus the market developed rapidly. Today, there are 124 
 operating hydro power stations that can supply 2,8 million homes (Clean Energy 
 Council 2012, 28). Currently most of the areas suitable for large-scale hydro 
 plants are already developed and thus analysts believe there will be no growth in 
 this part of the market, however there are a few small-scale projects in 


development (Clean Energy Council 2012). As a consequence wind and solar will 
 be taking over (Harries 2011). This makes sense since Australia holds some of the 
 worlds best wind resources and has the highest solar radiation per square metre 
 than anywhere else in the world (Commonwealth of Australia 2012c).  


3.1.1 Operating- and Emerging Projects 


Table 1 and 2 below, illustrates both operating projects as well as projects in 
 development. The reason for including these is for both the reader and DNB to get 
 a grasp on how active this market currently is. Since 2010 there has been a boost 
 of planned and completed projects thanks to new legislations, which will be 
 outlined further down. That there is growth in the market also shows that the 
 predictability and trust has grown among consumers, investors and suppliers.  


The owners of these projects are both private and state owned companies. Large 
 Australian electricity companies such as AGL Energy and TRUenergy have 
 projects underway as well as BP Solar and Pacific Hydro. Some of these 


companies are of great interest to DNB. Additional to these, there are a number of 
smaller-scale energy companies and other businesses using renewables such as the 
University of Queensland. This proves great diversity. 



(21)In 2011 there were 14 new large-scale projects delivered, where the majority were 
 wind and solar PV. Between 2012 and 2014 one can see additional 5 large 


projects being completed. These are all wind.  


Table 1: Renewable energy projects delivered since October 2010 
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(22)Table 2: Major newly completed - and yet to be completed projects  
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(Clean Energy Council 2012, 12) 


Table 3 illustrates two projects that are rather interesting. These are the first two 
 large-scale solar projects under the government’s “Solar Flagships program”, 
 which will receive funding in order to be completed and operating 


(Commonwealth of Australia 2012d). The Solar Flagships program “supports the 
 construction and demonstration of large-scale, grid connected solar power stations 
 in Australia (Commonwealth of Australia 2012d).” Starting in June 2011, the 
 program accessed AU$1,5 billion for the first round to be split between the two 
 projects. With these two being the first of their kind in Australia, a support 
 network was needed, and the Australian Solar Institute (ASI) was created by the 
 government to help “increase the cost effectiveness of solar technology and 
 accelerate the capacity of solar institutes (Commonwealth of Australia 2012d).” 


The institute, in accompany with the Australian Renewable Energy Agency 
(ARENA) has the job of overseeing the projects and also manage the funding and 
administration (Commonwealth of Australia 2012d).  



(23)Considering Australia’s abundant supply of sun and flat geography, one will 
 arguably see more of these large-scale solar projects in the future, of course 
 depending on finance. Only for this first round of the Solar Flagships, there were 
 52 applicants, and if these will have a chance to develop further, they might be 
 able to be included in the Program at a later stage (Commonwealth of Australia 
 2012d). 


Table 3: Large-scale solar projects (Solar Flagships program)  
 /0.#(% <#)=.'$'A7% C+>#D*')+,-'.% EF6#),#4%


5'>>-33-'.%


1#+(%


:('6'3#4%


5+6+)-,7%


G(#H+I%8-.4%


:('36#),%58:%


J%5&%E.#(A7%


&RLKQ!


NPMQXKL!


]RXYK]N!


LUTMKQ!bQM_TML!


&RLKQ!>KST!


3QRdM]NG!


(PUT]ULLKG!*4>!


2J"I! 2IJ!6;!


@:%&'$+(I%:+)-B-)%


974('%J%


!','0+,-'.%


K#.#0+?$#%


;#.,"(#3%


&UTZLM!KeU_!


NQK]`UTZ!


_RLKQ!3:!


6RQMM!&RLKQ!


AKQXG!6RQMMG!


/&;!


2J"I! "IJ!6;!


(Clean Energy Council 2012, 40) 
 3.1.2 Investment Focus 


It can be quite helpful for understanding where the market is heading by looking 
 closer at where current investment is being made in this market. Below, in table 4, 
 the reader can find information regarding the investment focus, which also 


includes information gathered from the Clean Energy Council (CEC), the peak 
 industry association body representing over 600 members from the renewable 
 energy sector.  


Looking at the table, the most interesting numbers to note is of solar, where 
investment has increased by almost three times in one financial year. This 
probably has a lot to do with Solar Dawn and Moree Solar Park, yet this is great 
news. Wind has gone down a bit, but still lies in the same range, while geothermal 



(24)also has increased. Small hydro has projected zero investment together with 
 biomass and waste, which comes as no surprise considering the above discussion 
 on hydro.  Biomass might be low due to that investors would rather finance 
 projects where returns can be made – namely wind and especially solar. All 
 together total investment is increasing greatly. According to Nathan Fabian, Chief 
 Executive in Investor Group on Climate Change:  


Investment in clean energy has eclipsed that of traditional energy over the 
 last three years and this shows no signs of slowing down. Investors have 
 started to see clean energy as a safe and lucrative sector to invest their 
 capital (Clean Energy Council 2012, 14).   


Keeping in mind Fabian’s words, this have again a lot to do with the new 
 predictability in the market due to stricter legislations such as the carbon law 
 under the Julia Gillard Government, and the Renewable Energy Target (RET). A 
 further discussed on this will come in the next section. 


Table 4: Investment in small- and large-scale projects in US$m 
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(Clean Energy Council 2012, 14) 


This segment has provided information that withholds the belief that this market is 
growing. Many projects are already realised and running, while new projects are 
planned and soon to be completed. The new Solar Flagships program will be 
exciting to follow, as its projects will undoubtedly prove important to this market 
in the long run. Increased investment that attests for a market where investors are 
confident does also most likely mean a growing market in the future. However, it 



(25)is important to take into account the boom and bust scenario in this market. John 
 Falzon, CEO of LMS Energy Australia argues that firms invest hugely in times of 
 government subsidies, however when they are removed these firms break down. 


“When Government subsidies are implemented, there is a rush of green business 
 only too see subsidies being removed again and companies collapse (2012).” The 
 next section will look closer at the policies and legislations that are in place not 
 only to encourage such investment, but in many ways keeping the market alive.   


3.2 Existing Policies and Legislations in place to promote Investment in the 
 Renewable sector 


There are numerous acts and legislations focusing on how to stabilise the future of 
 the renewable energy market through both incentive- and market-based 


mechanisms that will encourage investment and innovation. Policies and 


legislations reviewed below are those believed to have meaningful positions in the 
 future construction of the renewable sectors.  


3.2.1 The Renewable Energy Target 2009 (RET) 


The core of the RET is to ensure that Australia reaches its set goal of producing 
 20% of their electricity from renewable sources by 2020 (Dreyfus 2012). To reach 
 this goal, it aims to boost generation of electricity from renewables, lower 


emissions from the energy sector and make sure that the renewable energy sources 
 used are sustainable (ORER 2011). It is implemented mainly on the basis of the 
 Renewable Energy (Electricity) Act 2000 and the Renewable Energy (Electricity) 
 Regulation 2001. It is the Office of the Renewable Energy Regulator (ORER) 
 who makes sure that RET is implemented the correct way according to the act, 
 policies and regulations (ORER 2011).  


As the reader might acknowledge these aims are quite optimistic, yet the RET 
 deals with that by introducing renewable energy certificates (RECs) which 


electricity suppliers and other liable entities have a legal obligation to purchase an 
 amount of each year (ORER 2011). These certificates are traded in the online 
 REC registry managed by ORER, and according to them, it is these certificates 
 that are the key to further innovation as well as increased financial incentives to 
 invest into renewable energy power stations, hydro systems and smaller 


installations such as solar water heaters and solar panels (ORER 2011). This 



(26)makes sense since any entity liable having to purchase certificates will then try to 
 make their businesses more energy efficient so that they will have to buy as few 
 RECs as possible.  


The 20% by 2020 target is the ground stone of all other legislative proposals being 
 put in place, and serves as a reminder that governments need to find solutions that 
 will ensure this goal. Both the current government and the Opposition are for this 
 target (Christoff 2012). Parliamentary Secretary for Climate Change and Energy 
 Efficiency Mark Dreyfus believes that the RET will: 


Speed up the adoption of renewable energy technologies and help smooth 
 the transition to a clean energy future, while also encouraging the 


deployment of large-scale renewable energy projects such as wind farms, 
 as well as the installation of small-scale systems, including solar panels 
 and solar water heaters (2012, 1). 


According to the government, their plan towards a cleaner energy future together 
 with RET are expected to push 20 billion Australian dollars of investment and 
 innovation to the renewable sector, yet mainly to the large-scale projects in 
 regional and rural Australia (Dreyfus 2012). However, it may not prove to be as 
 simple as Dreyfus puts it. As Falzon argues: 


The RET is a classic example of a policy that creates the boom and bust 
 scenario. Whilst having support to 2020 may seem like a long time, it is 
 actually not possible to receive funding for renewable energy projects, as 
 we require financing for a minimum of 15 years. Since no one knows what 
 will happen after 2020, we worry that minimal investment will occur 
 (2012). 


Regardless of their statements, what is certain is that we do experience an increase 
in investment, as seen in table 4, last section.  



(27)3.2.2 Large-scale Renewable Energy Target and Small-scale Renewable Energy 
 Scheme 2011 


In order to encourage further growth and innovation in both small- and large-scale 
 energy projects, the RET was separated into two parts in 2011. These are called 
 the Large-scale Renewable Energy Target (LRET) and the Small-scaled 


Renewable Energy Scheme (SRES) (Commonwealth of Australia 2012c). This 
 change also divided the certificates into Large-scale Generation certificates 
 (LGCs) and Small-scale Technology certificates (STCs), which were designed to 
 help close the price gap between green and fossil fuel electricity in the same 
 matter as the original RECs (Office of the Renewable Energy Regulator 2011, 
 Clean Energy Council 2012). The RET of 20% by 2020 still remains after the 
 separation, yet according to the government, it gives households, large-scale-, and 
 small-scale renewable energy producers more certainty (Commonwealth of 
 Australia 2012c). 


Figure 2: LRET 
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(28)Figure 2 is set up to simplify for the reader how the LRET creates incentives for 
 renewable energy stations to produce energy. The LRET creates financial 
 incentives from investors or owners to expand their renewable energy stations, 
 build new ones or innovate technology (ORER 2011, 4). Through pinpointing a 
 targeted amount of generated renewable energy each year until 2030, and creating 
 a system where electricity retailers are liable of purchasing a given number of 
 certificates, LRET has made a mechanism that works due to the push-pull strategy 
 of supply and demand. Note that these yearly targets set for the renewable energy 
 stations must not confuse the target of producing 20% of all electricity by 2020 
 from renewable sources.  


The number of LGCs these retailers are liable of purchasing each year are 


calculated annually by the Renewable Power Percentage (RPP). To calculate this, 
 the RPP takes account of three things; the minimum required amount of produced 
 renewable energy of the given year (released by LRET), the estimated amount of 
 electricity acquired by the responsible entity, their number of certificates used last 
 year, while also taking into account of any exemptions a firm might have (ORER 
 2011, 6). When the number of certificates has been calculated for each electricity 
 retailer, the entities must advice ORER about the number they are chargeable to. 


The LGCs are acquired straight from the renewable energy stations, however the 
 ownership of them is traded through the online REC registry (2011, 7-8). The 
 price is not fixed and depends therefore on the supply and demand in the market. 


Also, since each of the certificates become invalid after being sold, it leaves a 
 constant need for supplying LGCs into the market. For a liable entity failing to 
 use their set amount, it will result in a fine around AU$65 for each LGC (2011, 7). 


Consequently, due to being an ongoing push-pull demand/supply procedure with a 
 clear framework, the process will keep repeating it self each financial year, which 
 have been attempted to illustrate in figure two. 


The SRES is quite similar to the LRET, but since it is small-scaled, the process 
has some noticeable differences worth noting. According to ORER and the 
government, the owners of these installations are usually households, small 
businesses and community groups, which give the Australian population an 
ownership to do something about their future in terms of renewables and 
emissions (ORER 2011, 8). These installations can be solar water heaters, heat 



(29)pumps, solar panel systems to name a few (2011, 8). According to Member of 
 Parliament Andrew Leigh: 


Today hundreds of thousands of Australians has solar photovoltaic panels 
 on their roofs with metres telling how many KWh has been produced that 
 day. This gives our population a sense of what renewables are and how 
 energy it is formed (2012). 


The incentive of small-scale owners to install and purchase these systems is not 
 only for their own production but also that they are able to produce STCs which 
 electricity retailers are accountable of purchasing, just like the LGCs. These 
 entities are accountable of surrendering these certificates on a quarterly basis and 
 the amount each entity must purchase is calculated through the Small-scale 
 technology percentage (STP) similar to the RPP (ORER 2011, 8) For households 
 this becomes as an extra income source, and that alone is a great incentive to 
 install solar panels as well as becoming more observant of the renewable market.  


Conversely, unlike the LRET, there is no set yearly target of how much generated 
 renewable energy will come from small-scale installations in the SRES. Yet, by 
 legislating demand and invalidating the STCs after purchase it still leaves enough 
 demand in the market for current and future suppliers such as homeowners to 
 install these systems (ORER, 2011). Solar credit also induces the incentives by 


“multiplying the number of STCs for which the system would be normally 
 eligible (2011, 12).”  Thus it helps these owners with reducing the costs of these 
 installations. The purchasing and price negotiations of STCs also happen outside 
 of the REC registry, while the ownership, creation and registration is transferred 
 though the registry as with the LGCs (2011, 14). However the SRES also includes 
 a “STC Clearing House” where liable entities can purchase certificates for a fixed 
 price which is guaranteed by the government at AU$40 (2011, 14), this also 
 induces incentives into this market due to removing any uncertainty of the 
 purchasing process.  


According to the government, the RET through both the LRET and SRES are 
proving to be quite successful which together with the Act and regulations 



(30)outlining them create the basis for further investment and innovation in the 
 renewable sector (Dreyfus 2012).  


3.2.2 The Clean Energy Legislative Package 


The Clean Energy Legislative Package that was passed by the Senate in 


November 2011 contains a number of Acts that surrounds the implementation and 
 supervision of the carbon price mechanism or the carbon tax that was put into 
 effect on July 1st 2012. It is aimed at encouraging the big polluters to become 
 more energy efficient, and to make them rethink their current behaviour regarding 
 energy consumption (Leigh 2012). According to the Carbon Market Institute: 


The carbon price mechanism and accompanying legislation establishes a 
 domestic carbon price by way of a fixed price start to an emissions trading 
 scheme designed to provide price signals to incentivise new behaviours 
 and encourage the adoption of low carbon alternatives (2011).  


Concurring, the government says it will create incentives for these firms to reduce 
 energy usage, use more renewables, implement technology that will better current 
 energy effectiveness and invest in renewables such as solar and wind 


(Commonwealth of Australia 2012a). 


The main legislation of this package is the Clean Energy Act 2011, which has the 
objective to follow Australia’s obligations regarding decreasing pollution overseas 
and at home. It sets up the mechanism that will reassure a cleaner energy future by 
using renewables rather than fossil fuels. This mechanism is the carbon price, 
which will be based on a fixed price, operation on a financial year basis starting 
July 2012 as mentioned above. From July 2015 this price will change to a cap-
and-trade system where prices will fluctuate and traded in an auction under the 
supervision and administration by the Clean Energy Regulator set up under the 
Clean Energy Regulator Act 2011 (Act No. 163 2011, Christoff 2012). The Act 
outlines who are responsible for surrendering to the emissions units for each tonne 
of carbon dioxide, and also that the liable entities not applying to the rules will 
have to pay a unit shortfall charge (Act No. 131 2011, 7). The legislation 
furthermore sets out who are eligible for free carbon units. These are coal-fired 
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