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Report-back to CRMG on Emissions Budgets 

Key messages 

This report responds to CRMG’s request for updated estimates on how we are tracking 
against emissions budgets and information on options to address any shortfall 

1. Under the Climate Change Response Act 2002, New Zealand expresses its emissions 
reduction budgets as an amount of maximum allowable emissions over a five-year 
period (emissions budgets) rather than a specific level of abatement to be achieved in 
that five-year window. 

2. There are three main factors driving whether we achieve these emissions budgets:  

a) policy changes to reduce emissions (our first Emissions Reduction Plan (ERP1)); 
b) external factors (e.g., economic conditions, oil prices, behaviour); and  
c) how we measure actual emissions (methodology). 

Recent changes to the way we measure our emissions mean our baseline emissions are 
lower than estimated in ERP1 which, combined with wider impacts, indicate emissions are 
now projected to land within the Emissions Budget 1 (EB1) limit of 290Mt. 

3.  
 

 
 

4. Officials note there are risks from relying on methodological changes to meet EB1. 
These include that future methodological changes could have the opposite effect and 
make it harder to achieve the budget, and that any decision to reduce abatement 
efforts now will increase the task in future emissions budgets periods.  

5. The Climate Change Commission (the Commission) will provide advice on whether to 
revise existing budgets as a result of methodological improvements in late 2024. 

Emissions estimates including only policy changes and external factors (excluding 
methodological changes), indicate a 1.5Mt shortfall in achieving the level of abatement 
sought for EB1 at the time ERP1 was agreed (11.5Mt) 

6. There is a large amount of uncertainty around these estimates, which are rooted in the 
quality of policy assumptions and cannot be quantified with high certainty. In addition, a 
range of factors outside of government policy (e.g., COVID-19, global oil prices, 
inflationary pressures) have a material impact on emissions and meeting the emissions 
budget. As a result, we consider this estimate as a moderately weak rather than strong 
signal that there will be a shortfall for EB1.  

The projections also suggest the trajectory for achieving EB2 and EB3 is now more difficult 
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7. The projections also downgrade estimates of abatement from policy impacts across 
Emissions Budget 2 (EB2) and Emissions Budget 3 (EB3), compared to estimates in ERP1. 
Although the projections suggest we are still broadly on-track to meet these, much of 
the previously projected buffer (overachievement) has gone and there is a higher 
degree of uncertainty around these longer run projections. The ERP2 process will need 
to consider how to address any gap or restore buffers. 

 
 

  
 

 
 

 

  
 

 
 

Additional opportunities to increase abatement in order to meet EB1 are limited, 
emphasising the importance of effective implementation 

10. Officials have not identified opportunities to increase abatement  
 

  

11. We have also revisited abatement options that we previously advised Ministers about. 
Appendix 1 provides a breakdown of these options which includes increasing fuel excise 
duties,  

 and using the annual review of 
ETS settings to tighten the cap on ETS auction volumes.   

12. Of this set, the most feasible option (albeit delivering minor, if any abatement) is to 
consider tightening ETS volumes and the cost containment reserve trigger price in the 
context of the current review of ETS settings. The other options have more significant 
costs and draw backs and would divert resources from focusing on the delivery of ERP1 
and the development of ERP2. 

13. The Board considers it critical to maintain a strong focus on delivering the remaining 
ERP1 actions effectively and preparing for ERP2, with key priorities being: 

a) The ETS review 
b) The annual update to ETS unit limit and price control settings 
c) Agricultural emissions pricing 
d) Transport mode shift 
e) The Energy Strategy 
f) Partnerships to support abatement from New Zealand’s largest emitters. 
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Recommendations 

We recommend that you: 

a) Note that changes to the calculation of New Zealand’s baseline emissions 
(methodological changes) means that emissions are projected to land within the EB1 
limit of 290Mt.  

Noted 

b) Note that without the impact of the methodological changes to our emissions 
baseline, we currently estimate a 1.5Mt shortfall in abatement for EB1 (10Mt of the 
11.5Mt envisaged at the time ERP1 was agreed), with significant uncertainty around 
this estimate. 

Noted 

c) Note that there are a range of risks from relying on the methodological changes in 
baseline emissions to meet emissions budgets.  

Noted 

d) Note that all the options investigated by officials for further abatement in EB1 have 
high risks and significant trade-offs, with the most feasible option for delivering 
(minor, if any) abatement being revising our NZ ETS settings to tighten the cap on NZ 
ETS emissions. 

Noted 

e) Note that the appropriate vehicle for considering NZ ETS settings is through the 
current review which will set 2024-2028 auction volumes and price controls. 

Noted 

f) Note that the Board recommends not adding further initiatives to ERP1 and instead 
maintaining a tight focus on implementing the remaining ERP1 measures to their full 
effect in order to support emissions reductions required now and in future 
emissions budgets, reflecting: 

i. The high degree of uncertainty around emissions projections, including that 
they are not able to include all ERP actions meaning this estimate is a 
moderately weak rather than strong signal that there will be an abatement 
shortfall for EB1. 

ii. The range of significant risks and trade-offs that come with these the additional 
options identified in this note; and 

iii. That adding additional policies now to ERP1 would reduce effort and resources 
available to focus on delivering the current initiatives and developing ERP2. 

Noted 
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Purpose 

1. This briefing responds to the request from the Climate Response Ministerial Group 
(CRMG) for additional information on: 

a. updated abatement figures, to include policies in the 2023 CERF package and the 
implementation of 2022 CERF package policies 

b. options for additional abatement in the first emissions budget (EB1) through 
, and wider options.   

Context 

2. On 11 April 2023, CRMG met to discuss progress and risks to meeting EB1, following 
advice from the Climate Change Chief Executives Board (the Board) and revised 
modelling assumptions provided by MfE [BRF-2993 4 April 2023 refers]. 

3. MfE officials and the Board advised CRMG that we were no longer on track to meet EB1, 
following risks progressing since the first six-monthly report provided by the Board to 
CRMG, updated abatement figures, and revised modelling information. 

4. CRMG requested officials report-back by June 2023, with revised abatement and 
sufficiency information, together with options to provide additional abatement, where 
possible. 

5. This briefing is organised in three sections: 

Section 1: Retesting whether we are on track to meet our emissions budgets 

Section 2:  The legal requirement to meet emissions budgets 

Section 3: Additional abatement options for EB1 

6. We attach slides at Appendix 2 to support discussion at CRMG’s meeting on 31 May 
2023. 
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Section 1: Retesting whether we are on track to meet our Emissions 
Budgets  

Setting emissions budgets and the challenges of measuring and estimating emissions 

7. The first three emissions budgets were set in 2022, and the first emissions budget (EB1) 
set a limit on net emissions of 290Mt for the period 2022-2025. The corresponding 
abatement sought for EB1 through ERP1 at the time, was 11.5Mt.  

8. Modelling available when the ERP1 was released indicated that New Zealand could 
meet EB1 based on projections that accounted for quantified policy impact of some 
initiatives in the ERP.  

9. Estimates at the time indicated EB1 would be met if all quantified policies were 
delivered and achieved at the high impact scenario level (abating a total of 11.9Mt).  

We have retested our emissions reduction estimates 

10. Following direction from CRMG we have updated estimates of emissions reductions to 
take account of a wider set of ERP1 policy impacts (shown as brown bars in Chart 1) in 
addition to what was included in our December 2022 projections of policy and key 
economic variables (shown as red bars in Chart 1) that CRMG considered in April 2023. 

11. Chart 1 (below) shows that achieving the EB1 through ERP1 abatement is finely 
balanced, with an estimated 1.5 Mt CO2-e gap between the level of abatement required 
at the time ERP1 was agreed, and the latest abatement estimates.  

Chart 1: Abatement at the time ERP1 was agreed (without methodological changes) 

 

Note: abatement impacts from Electric Arc Furnace at NZ Steel’s Glenbrook mill are included 
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12. There is considerable uncertainty over these projections and relevant caveats are 
provided in Appendix 3.  

Measuring progress against emissions budgets is challenging and changes can occur as new 
information comes to light 

13. During the course of an emissions budget, a range of factors will affect whether the 
budgets are achieved, only some of which are within Government’s control. These 
include: 

• methodology changes as we improve our estimates of emissions over time, that can 
revise both historic and projected emissions up or down  

• updates to quantified policy emissions impacts (e.g., performance of the clean car 
discount) 

• additional impacts from initiatives that were not able to be quantified or fully 
quantified  

• external factors such as economic conditions, COVID, the Ukraine war and 
behavioural change. 

Methodological changes 

14. Every year, methodological improvements are made to the way emissions are 
estimated in New Zealand’s annual greenhouse gas inventory. This follows the 
Intergovernmental Panel on Climate Change’s (IPCC’s) guidelines for the preparation 
and continuous improvement of national greenhouse gas inventories. Accepting the risk 
of inconsistencies between an emissions budget and the national inventory emissions 
estimates is considered preferable to delaying science-based updates to the inventory. 

15. Subsequent to CRMG’s request for further information, the Ministry for the 
Environment released New Zealand’s Greenhouse Gas Inventory (13 April), that include 
methodological improvements. Of importance is revised calculations on agricultural 
emissions (e.g., inclusion of non-pasture feed activities in the Agriculture Inventory 
Model and improved activity data for within-year dairy cattle population fluctuations).  

16. These revised calculations mean that agricultural emissions were not as high as 
projected when emissions budgets levels were set in 2022. The impact of this recent 
methodological change means our baseline emissions (and emissions inventories) are 
lower than originally calculated - by approximately 1Mt per year, as shown in Chart 2 
below. 
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Chart 2: Abatement with methodological changes 

 

17.  
 

  

18. The Ministry for the Environment will lead separate advice to Ministers for 
consideration at the next CRMG meeting (26 July) about methodological change more 
broadly in the context of emissions budgets and the 2050 target. 

19. From a policy perspective, officials have identified risks associated with relying on these 
methodological changes for achieving EB1. These include: 

• that future methodological changes could have the reverse effect and make it 
harder to achieve emissions budgets 

• that the uncertainty associated with emissions projections is high (see Appendix 3)  

• that any resulting softening of effort to reduce emissions now risks increasing the 
task in future emissions budgets periods.  

20. The results of methodological changes and our policy initiatives in ERP1 to achieve the 
required abatement for EB1 will not be known until after the budget period has ended. 

Updates to quantified policy emissions impacts for EB1, EB2 and EB3 

21. Our projections downgrade estimates of abatement from policy impacts across 
Emissions Budget 2 (EB2) and Emissions Budget 3 (EB3). Although we are still broadly on 
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Section 3: Additional abatement opportunities to meet EB1 

43. CRMG asked officials to provide further information on potential options that could 
provide additional abatement in EB1, in particular  

  

44. The emissions abatement projections for meeting EB1 fall within the range of 
uncertainty and there are no additional options to  

 Given this and combined with the uncertainty around emissions 
projections, the Board’s advice is to maintain a tight focus on implementing the 
remaining ERP1 measures to their full effect. Doing so will also support the significant 
adjustments and deeper emissions reductions required for future emissions budgets.  

 

 
 

s 9(2)(h)

s 9(2)(f)(iv)

s 9(2)(f)(iv)

s 9(2)(f)(iv)

Sensitivity Classification

Sensitivity Classification



  

 

 
 

15 

 

 

 

 
 

 
 

  

  

  

  

  

 
 
  
 

 
 

 

 
 

 
 

 
  

 

 
 

 
 

 
 

 

  
 

 

s 9(2)(f)(iv)

Sensitivity Classification

Sensitivity Classification

Sensitivity Classification



  

 

 
 

16 

 

 

 

b.  
 

  

  
 

 
 

 
 

 
 

 
 

  

 
 

 
 

 
 

 

Role of the NZ ETS for further abatement in EB1 

56. Reducing the level of NZU supply could be achieved by reducing the volume of auction 
supply. One option is to add the reduced auction volume to the cost containment 
reserve (CCR). In this case, the volume would be released if auction prices were high. 
Alternatively, the auction volume could be removed from the total available supply.  
This would require sectors covered by the ETS to do more work to reduce emissions. In 
both cases, the option would be more effective if the CCR trigger price was increased at 
the same time so that the supply of CCR volumes was less likely.  

57. The current NZ ETS settings, including auction volumes for 2024 and 2025 and auction 
price controls, are being consulted on with policy decisions expected on 3 August 2023. 
The consultation includes options to increase auction price controls in line with the 
recommendation of the Commission. Reducing auction volumes without adding these 
volumes to the CCR is not an option being consulted on. Reducing auction volumes will 
also have an expected fiscal cost – auctioned volumes will fall, although this will be 
offset, to some extent at least, by a higher expected price per unit. 

58. The impact of change to the ETS would be uncertain and likely to be minor in EB1 due 
to it being late in an EB period and in a context of a high stockpile. Emission reductions 
delivered by the ETS require investment certainty of high and rising prices, and have a 
time lag. ETS settings is a much more effective tool to achieve long-term emission 
reductions. To have any impact on EB1 the changes would need to be dramatic such as: 
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no further auctions in EB1, signalling that there will be no ongoing ceiling on ETS prices, 
and/or the Government becoming a significant purchaser of units.  

59. Consequences would include pass through into higher household prices, possible 
business closures, a split from the Climate Change Commission’s advice, and reduced 
regulatory certainty in the ETS. 

Wider options for further abatement considered for further abatement 

60. Officials provide further information on options for abatement in EB1 (discussed at 
CRMG meeting 11 April) at Appendix 1.  Some are now funded through Budget ‘23, but 
the remainder are unlikely to offer abatement in EB1. 

Next steps 

61. The Board will continue to monitor progress across ERP1 actions and update you in the 
next six-monthly report, due with CRMG in August 2023.  

62. MfE will lead separate advice to Ministers for consideration at the next CRMG meeting 
(26 July) about methodological change in the context of emissions budgets and the 
2050 target more broadly. 

63.  
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Appendix 2: Slides to support CRMG discussion on 31 May 2023 

 

 

– See attached –
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Appendix 3: Information on the uncertainty for emissions 
projections   

The updating of abatement estimates has been a rapid cross-agency exercise. As such, data 
has undergone peer review to the extent possible but is subject further quality assurance 
including work on uncertainties. 

The data presented are the “best available information” but come with the following 
caveats: 

a. The latest emissions inventories incorporate the effect of methodological changes, 
which reflect improvements to how we measure and project GHG emissions. 

b. This is a provisional update only and should only be used to gauge the impact of 
including the latest Inventory activity data. A complete update will occur near the 
end of 2023. 

c. All emissions abatement estimates use AR5 conversion factors. 

d. Methodological Impacts refers to “changes in knowledge” and how emissions are 
measured rather than policy impacts. 

e. We have attempted to ensure the quality of the data and insights presented, 
however there are some gaps in the quality assurance process for this exercise due 
to the size of this task and the short delivery timeframe.  

f. There is considerable uncertainty in our abatement estimates and further work is 
needed to understand uncertainties and abatement bands (high and low estimates).  

g. Estimates assume ETS prices used in the Dec 22 projections run (e.g., a carbon price 
of $64 in 2025), and do not incorporate impacts of the ETS review or recent ETS price 
changes.  
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Summary and recommendations
Are we on track to achieve emissions budgets?
1. Methodological changes to calculation of New Zealand’s baseline emissions mean that emissions are projected to land within the EB1 limit of 290Mt.
2. Without the impact of these methodological changes to our emissions baseline, we currently estimate a 1.5Mt shortfall in abatement for EB1. 
3. There are a range of risks from relying on these changes in baseline methodology to meet emissions budgets, including that future changes may have 

reverse effects; that any associated less effort to reduce emissions now increases the task in future budgets; and that there is significant uncertainty around 
the projections.

4. The trajectory for achieving EB2 and EB3 is also estimated to be more difficult.  Agencies have collectively downgraded projections for policy impacts across 
these periods. While estimates suggest we are still broadly on track to meet them, much of the previously-projected overachievement has gone. There is also 
a very high degree of uncertainty around these numbers.

5. MfE will lead advice to Ministers in July about how to manage methodological change in the context of emissions budgets and the 2050 target more broadly.

 
 
 

 

Recommended next steps
7. Officials have investigated a range of options to increase abatement in EB1. Reducing NZ ETS auction volumes as part of the annual process has been 

identified as the only viable option, but would only have a minor if any impact on EB1 due to lags in investment decisions and the small impact on price due to 
the stockpile of units. The appropriate vehicle for considering NZ ETS settings is through the current review which will set 2024-2028 auction volumes and 
price controls.

8. The Board does not recommend adding further initiatives to ERP1. Instead, a tight focus is needed on implementing the remaining ERP1 measures to full 
effect, to support emissions reductions required now and in future emissions budgets, reflecting:

• The high degree of uncertainty with emissions projections, including they are not able to include many ERP actions.
• The range of significant risks and trade-offs that come with the additional options identified in slides 5-6
• That adding additional policies now to ERP1 would reduce effort and resources available to focus on delivering the current initiatives and developing the 

foundations for ERP2 and beyond where deeper emissions cuts are required.
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Additional abatement options for EB1

CRMG directed officials to provide further information on potential options that could provide additional abatement in EB1.

Speeding up abatement from GIDI
• Materially increasing EB1 reductions from GIDI is not feasible, due to the lengthy timeframes required to deliver GIDI projects, and global and domestic 

constraints (e.g., inflationary pressures, labour shortages) which are putting pressure on delivering existing and any new GIDI initiatives
•

 

 

 

Wider options for abatement in EB1
• The following slides set out further information on wider options for abatement in EB1 that have previously been provided to CRMG.

• Reducing NZ ETS auction volumes as part of the annual process has been identified as the only viable option, but would only have a minor if any impact on 

EB1 due to lags in investment decisions and the small impact on price due to the stockpile of units. This not recommended due to the impacts on regulatory 

certainty and overriding the role of the Commissions advice.
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Key changes in EB1 abatement estimates

This chart shows the net effect on abatement from changes in 
assumptions about policy effectiveness and projections.  It 
excludes the impacts of methodological change.

• Agriculture abatement estimates have been revised 
downwards in EB1 due to revised assumptions around the 
cost effectiveness and adoption rate of on-farm mitigation 
technologies.

• Energy Policy estimates have been revised downwards from 
the original forecasts primarily to account for: 

• The speed of project delivery has been slower than 
originally expected due to the global energy crisis, 
supply chain delays, and worsening economic 
conditions,

• Emissions impacts of large emitter partnerships will take 
longer to implement than originally allowed for, and 

• The Equipment Replacement Scheme has taken longer 
to implement than originally allowed for.  Note that in 
this modelling the reductions in the forecasts are not 
completely lost, they are delayed and now fall outside 
the first three Emissions Budgets (i.e., the reductions will 
still happen, but later than originally anticipated).

• Transport estimates for emissions reductions compared to 
ERP baseline have increased due to quantified policy 
impacts (e.g., the success of the Clean Car Discount), the 
impact of non-quantified policy and macro settings (e.g., 
GDP, oil price, etc.). 

Note: The briefing note provides similar information for EB2 
and EB3 abatement estimates

Chart note: bars for each sector are additive.  E.g. revised abatement estimate for agriculture is 1.4 - 1 = 0.4Mt
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