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About the CSIRO-AECOM analysis

The Climate Institute commissioned CSIRO and AECOM to prepare an independent analysis of what the carbon price means for the cost of living. 
Below is an excerpt from the CSIRO-AECOM report, which provides a technical summary of what this analysis involved. 

From pp3-4 of the CSIRO-AECOM report
Choice of analytical methods

There are two well established methods for assessing the economic impacts of policy changes such as the introduction of a carbon price.
Input-output analysis provides a detailed but static analysis of how costs flow through existing buying and selling relationships between sectors of the economy. This reflects the extent to which each economic sector purchases (intermediate) inputs from other sectors, and sells outputs that are used by other sectors and or by consumers, or are exported.

· The standard analysis assumes no response or changes as a result of the policy (such as changes in industrial processes, or a shift to more energy efficient appliances, or to less emissions intensive goods and services);

· The relationships between inputs of resources and outputs are assumed fixed and are not subject to increasing or decreasing returns to the scale of outputs;

· Costs are assumed to be passed through in prices to consumers, or borne by producers in proportion to the values of transactions recorded (including employees and shareholders, such as through slower wages growth or reduced dividends).

As a result, input-output analysis is likely to overestimate the impact of the carbon price in practice, as it does not allow for responses such as adopting more energy efficient processes: this will tend to bias results towards an ‘upper bound’ assessment.
Computable General Equilibrium (CGE) models are designed specifically to address these shortcomings, and provide a coherent and internally consistent analysis of dynamic adjustment of the economy over time.

· These models are not primarily intended for use in exploring very short run impacts, however, such as price or employment changes in the first year or two of a policy change. Rather, their focus is on medium to long term impacts.

· These models of the Australian economy focus on trend behaviour of the ‘real economy’, rather than inflation and short run business cycle effects.

For these reasons, an input-output based analytical framework is best suited for assessing potential short run impacts on prices and the cost of living. CGE modelling can play a valuable complementary role, providing insights into changes in relative prices over time, and to impacts that arise due to changes in economic behavior (at the sector level) in response to the policy change.
This study therefore used input-output analysis and data to estimate changes in prices for the main results, complemented by CGE analysis of relative price changes over time, adjusted for trend inflation. The study also uses historical data to provide context and comparisons, so that projected future impacts can be understood against past experience. The study then applies these price changes to data from the ABS Household Expenditure Survey (2009-10).
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