


Classificati

The Climate Change Commission’s draft advice
for the second emissions reduction plan

Purpose

1. This briefing provides you with information to support the public release of the Climate
Change Commission’s (the Commission) draft advice on the policy direction of the second
emissions reduction plan (ERP2)at 5pm on Wednesday, 26 April 2023. This briefing
includes:

o Initial advice on the Commission’s draft advice
« Talking points to welcome the Commission’s draft advice (Appendix 1)

e A high-level comparison of the Commission’s draft advice compared to the first
emissions reduction plan (ERP1) (Appendix 2)

o Atable setting out the Commission’s proposed recommendations (Appendix 3).

2. We have prepared this initial advice on the basis of the draft advice provided to us by your
office on Friday, 21 April. The chapters on setting out a path to 2050 (Chapter 3) and
emissions pricing (Chapter 4) were missing from the document provided. As a result, this
advice does not include the recommendations contained within those chapters.

3. We have written this ‘rapid response’ with a view to circulating it to the Climate Response
Ministerial Group (CRMG) and their agencies to inform their initial response to the
Commission’s draft findings. Given its market sensitivity, the Commission’s advice has
been provided to you on a confidential basis and circulation has been strictly limited. As a
result, this briefing must only be circulated after the advice has been publicly released at
5pm on Wednesday, 26 April.

The Commission’s report contains 19 proposed recommendations

4. Unlike the advice the Commission provided in India tonu nei (2021), this draft report is
focused solely on recommended policy direction for the next emissions reduction plan.

5. The Commission’s 19 proposed recommendations represent the actions the Commission
considers necessary to achieve the second emissions budget and ensure New Zealand is
on track to achieve the third emissions budget (2031-2035) and beyond.

6. In developing these proposed recommendations, the Commission states that it has:

« applied a strategic perspective that is informed by the need to achieve the 2050
target and contribute to global efforts to limit average temperature rise to 1.5°C
above pre-industrial levels

e drawn —and built — on its previous advice by focusing on identifying critical gaps, as
well as where existing actions need to be strengthened and accelerated as a matter
of urgency
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o looked at how emissions pricing is likely to drive change

o identified where barriers — for each sector and across the broader system —
currently deter low-emissions choices and how strategic investment can help drive
deeper change over the long-term.

7. Each of the Commission’s proposed recommendations indicates that it has found
evidence of a risk to meeting the second emissions budget and/or New Zealand's long-
term climate change goals. The Commission intends them to signal that other actions of
equal or greater impact will be required if the Government does not follow the
Commission’s recommended actions.

8. The Commission’s draft advice also emphasises several cross-cutting themes.
Considerations for climate change adaptation, Maori-crown relations and an equitable
transition have been woven throughout multiple chapters and its proposed
recommendations. For example, the Commission proposes that the scope of the equitable
transition strategy is expanded to include adaptation.

9. Appendix 2 sets out a high-level comparison of the Commission’s draft advice with ERP1.
This comparison sets out the key actions from ERP1 against the Commission’s proposed
recommendations and key comments. Officials will work with other agencies to deliver
more detailed advice on the Commission’s proposed recommendations in time for a
Climate Response Ministerial Group discussion in May 2023.

The Commission’s draft advice provides additional information on
the task for the second emissions budget and the pathway to 2050

10. The Commission has updated the amount of additional mitigation reductions that will be
required to deliver the second and third emissions budgets (EB2 and EB3).

11. Using the December 2022 Biennial Report as its baseline, the Commission calculates that
the EB2 will need to deliver between 14 Mt (under the WAM) and 20.7 Mt COze (under
the WEM scenario) of additional mitigation and that the third emissions reduction plan
(ERP3) will need to deliver between 22.9 and 34.6 Mt CO,e under the same scenarios. This
represents the ‘minimum size of the challenge’ for ERP2 — that is, the minimum amount
of additional mitigation that ERP2 needs to identify. It is important to stress that this is
the minimum required by EB2 and does not include:

e any additional actions that can provide dynamic pathway management

e any actions to close the gap with New Zealand’s Nationally Determined Contribution
for 2021-2030 (NDC1).

12. As noted above, the Commission did not provide advanced access to its chapter on
emissions pricing (Chapter 4). However, the advice did note that the Commission’s
calculations of the minimum mitigation required assume a higher New Zealand Emissions
Trading Scheme (NZ ETS) price through the period (p 47). The role of price will become a
crucial theme for ERP2. We consider that it will be important for the Government to use
the ERP to clarify its commitment to the NZ ETS cap limiting net emissions, which would
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mean allowing the market to set price. This will need to weigh the distributional impacts
of potentially higher prices against the higher risk of not meeting emission budgets. The
Commission note (p 66) that a rising carbon price is regressive and that suggests that
changes to the wider welfare system or a ‘carbon dividend’” may be required to mitigate
these impacts.

The Commission anticipates that large emissions reductions must occur in energy
generation and process heat to meet EB2?, and in transport to meet the third emissions
budget (EB3). While this largely aligns with what officials had anticipated, it is interesting
to note the Commission’s transport recommendations are heavily focused on the urban
populations, both around electric vehicle usage and around increasing use of non-vehicle
travel.

In agriculture, the Commission has three main points:

« That ‘in the absence of new technologies’ it is unlikely that the agriculture sector will
meet its current targets for EB2 (p 44)

e That an agricultural pricing system is a core part of any response

o That farmers will need support to accelerate the adoption of ‘emissions efficient
practices’.

The Commission has worked to create an equitable, ambitious, and achievable pathway
(the demonstration path). Its analysis estimates the economy will continue to grow under
EB2 and EB3, but GDP growth could be 0.5 per cent lower in 2035, and 1.2 per cent lower
in 2050 to meet emissions budgets. However, delaying key actions, such as transitioning
to electric vehicles, could result in GDP falling by 2.3 per cent in 2050.2 Officials will work
to better understand this analysis over the coming months and will provide a view on this
analysis to you in May 2023.

The Commission asserts that action is needed now to ensure Aotearoa New Zealand is on
track to meet EB2 and EB3. Lags in policy implementation, practical limits, and policy
delays can have negative impacts, which compound rapidly and reduce the estimated
impacts policies have towards meeting future emissions budgets. The ability to meet EB3
and future emissions budgets will be greatly determined by actions implemented in the
first and second emissions budget period.

The Commission has identified several risks in the analysis that underpins ERP1. They note
that in several sectors, the assumptions used to determine emissions abatements from
policies may not eventuate and that, in many sectors, we are tracking towards the ‘low

1 The largest share is expected to come from energy and industry, totalling 17.4 MTCO2e or around 40 per cent

of the total emissions reduction required. The agriculture, forestry, and transport sectors are expected to
each deliver a reduction of 7-8 MTCOze, or around 17 per cent each. The remaining 3.3 MTCOze, or 9 per
cent of emissions reductions required, is expected to come from waste and F-gases.

2 This is approximately equivalent to one year's GDP growth, so it means NZ will be as rich in 2050 as we would

otherwise be in 2049.
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impact’ scenario, especially in transport. Officials will work to better understand this
analysis over the coming months and will provide a response to this analysis in May 2023.

The Commission will consult on its draft advice for eight weeks

18.

19.

20.

21.

On 26 April 2023, the Commission will release its draft advice on the policy direction for
ERP2. This advice focuses on the high-level steps that are needed to meet New Zealand’s
second emissions budget (2026-30) and keep us on track to meet the 2050 target. The
report contains a set of draft recommendations underpinned by a body of evidence and
analysis.

The public release of the Commission’s advice kick-starts eight weeks of public
consultation, which will run from 26 April to 20 June 2023. The integrity of this
consultation process is important to help meet the statutory requirements of the Climate
Change Response Act 2002 (the Act) and will inform the Commission’s final
recommendations (due by 31 December 2023).

While only draft, the Commission’s advice is likely to generate significant media interest
and public debate around climate change, including the perceived success of the first
emissions reduction plan (ERP1).

The Commission’s draft advice also provides an indication on the policy direction and
recommendations for ERP2 that could be included in its final advice. This provides
important insights into its thinking, whilst help guide our early thinking on ERP2.

We have prepared talking points to help you welcome the
Commission’s draft advice

22.

23.

We have developed a set of talking points (Appendix 1) to welcome the draft report and
promote the consultation process as a key opportunity for New Zealanders to have their
say on how we transition to a low-emissions future. The talking points also situate the
Commission’s draft advice within the wider process for developing ERP2 and indicate next
steps.

We recommend these talking points be circulated to other members of CRMG after the
Commission’s advice has been publicly released at 5pm on 26 April 2023.

Next steps

24.

This briefing provides a preliminary view of the Commission’s draft advice on the policy
direction of ERP2. The following table sets out key next steps, including the timing of
further advice on the implications of the Commission’s advice.
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Recommendations

We recommend that you:

1. Forward this briefing to the other members of the Climate Response Ministerial Group
after the Climate Change Commission’s advice has been publicly released on 26 April
2023

Yes/No

2. Return the signed report to the Ministry for the Environment

Yes/No

3. Note that officials will provide more detailed analysis on the Climate Change
Commission’s draft advice in June 2023

Signature

Simon Mandal-Johnson
Manager — Climate Strategy
Climate Business Group

Date

Hon James SHAW, Minister of Climate
Change

24 April 2023
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Appendix 1: Talking points to welcome the Climate Change
Commission’s draft advice

Opening remarks

Last year, we set the first three emissions budgets and published New Zealand’s first
emissions reduction plan. However, that was just the beginning.

As the Commission notes, we need to build on this momentum — and the actions
that are being taken by households, businesses and communities —and broaden,
strengthen and accelerate action to meet New Zealand’s climate change goals.

On 26 April, the Commission will release its draft advice on the policy direction of
the second emissions reduction plan for public consultation.

We welcome the release of this draft advice and the opportunity for New Zealanders
to have their say on the actions that we need to take to reduce our emissions and
transition to a low-emissions future in a way that is fair, equitable and inclusive.

The Commission will be consulting on its advice for eight weeks, between 26 April
and 20 June 2023. The details of its consultation are available on the Commission’s
website, and we encourage New Zealanders to engage in this process.

The Commission will provide the Government with its final advice on the second
emissions reduction plan by 31 December 2023. These recommendations will help
to shape New Zealand’s second emissions reduction plan.

The Commission’s draft advice focuses on actions to achieve the second
emissions budget and put us on track to achieve our long-term goals

In May 2022, New Zealand set the first three emissions budgets. These act as interim
targets, setting a limit on the amount of greenhouse gas emissions that are
permitted in a five-year period or four years in the case of the first emissions
budget.

Emissions reduction plans contain the actions that will be taken to meet the
upcoming emissions budgets and put New Zealand on track to meeting the 2050
target.

As required by the Climate Change Response Act 2002, the second emissions
reduction plan will be published by the end of 2024. This will cover the emissions
budget period from 1 January 2026 to 31 December 2030.

The Commission’s report provides draft advice on the policy direction for the second
emissions reduction plan.

The Commission’s advice is draft only. The consultation period that has now
commenced is an opportunity for the Commission to strengthen its advice, build its
evidence base and bring in perspectives from across New Zealand. The Commission
will refine its advice ahead of providing its final recommendations at the end of
2023.
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The second emissions reduction plan will represent the Government’s response to
the Commission’s final advice.

Respective roles of the Climate Change Commission and the Government

The Commission is tasked with providing independent, evidence-based advice to
successive governments on the actions needed to achieve New Zealand’s climate
change goals, including emissions budgets and the 2050 target.

The government remains the decision maker. This means:

— considering the Commission’s recommendations on the policy direction of the
second emissions reduction plan

— making decisions on the policies and strategies that will be included in the
second emissions reduction plan

— implementing the policies and strategies in the second emissions reduction plan.

The Commission must provide its final advice on the policy direction of the second
emissions reduction plan by 31 December 2023. This will inform the development of
the second emissions reduction plan, which the Minister of Climate Change must
publish by 31 December 2024.

More substantive talking points

The cost of transitioning to a low-emissions economy is far outweighed by the cost
of inaction.

We have a responsibility to future generations to take action now to mitigate the
effects of climate change. Delaying action will only make it more difficult and
expensive to address in the future.

Events such as Cyclone Gabrielle demonstrate that the impacts of climate change
are real and will be experienced now — not just in the future. The Commission’s draft
advice provides critical guidance on what will be required as we start to develop
policies for the second emissions reduction plan.

The Climate Change Commission has further highlighted how critical renewable
electricity generation is in driving decarbonisation of our homes and the energy,
transport and industrial sectors.

System settings need to be in place to enable the significant volume of
infrastructure required across all sectors to be consented and built.

Investing in clean energy and sustainable practices will create new jobs, stimulate
economic growth and increase national energy security.
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