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In Confidence 

Office of the Minister of Economic Development 
Office of the Minister for Climate Change 

Chair, Environment, Energy and Climate Committee 

Transition to a low emissions economy: The Government’s response to the Productivity 
Commission’s Low Emissions Economy report 

Proposal 

1. This paper seeks agreement to publish the Government response to the Productivity
Commission’s Low Emission Economy Report and gives context as to where this response
fits into the wider transition

Executive Summary 

2. The Government is committed to transitioning to a low emissions climate-resilient economy.
Through the Paris agreement we have committed to action on climate change mitigation
and adaptation at home, and promoting transparent, credible and ambitious action
overseas.

3. The Government has already welcomed the Productivity Commission’s Low Emissions
Economy report as providing a solid basis for a comprehensive approach to transition to a
low emissions economy. The key finding of the report is that the transition will be
challenging, yet achievable. Concerted effort will be required across all areas. The principle
of stable and credible climate policy is essential to underpin long-term change.

4. Much of this work is already underway. We have already made decisions to:

• Establish a durable legal and institutional framework through the Zero Carbon
Amendment Bill

• Reform the New Zealand  Emissions Trading Scheme (NZ ETS)

• Encourage low emissions investment

• Invest in research and development to support innovation

• Put in place supporting policies in key sectors with low cost abatement.
5. This paper is not an overarching climate strategy, but rather is an opportunity to present

our existing cross government work programme on moving to a low emissions economy.
Decisions still ahead of the Government include decisions on the settings of the New
Zealand Emissions Trading Scheme (NZ ETS) and any other supporting policies, and tools
to manage any distributional impacts.

6. This response will lead into the development of more comprehensive climate strategies
such as our long-term low emissions development strategy (being prepared by 2020 in
response to the Paris Agreement). It is also a step towards the overarching policies and
plans that Government will be required to produce in response to emissions budgets (2021)
as proposed in the climate legislation entering the House. These future iterations will need
to be fully integrated into the Government’s overarching economic strategy.
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Background 

7. In 2015, New Zealand ratified the Paris Agreement as part of the global response to climate
change. In doing so we formalised our international commitment to reducing our emissions
by 30 per cent below 2005 levels by 2030.

8. Earlier this year, you saw a strategic overview of how the Government plans to manage
this transition to a low emissions climate-resilient economy (ENV-19-MIN-0016 refers). This
transition will be driven through a comprehensive and mutually-reinforcing package with
three components:

• Durable long-term institutional arrangements to set a long-term direction and
keep us on track towards targets, including support for innovation and investment

• Effective emissions pricing
• Key sector policies and regulations to support emission reductions and ensure

the transition is just and inclusive.
9. Alongside mitigating emissions the Government will also need to support communities and

industries to adapt to the changing climate and build resilience. Supporting measures will
be needed to ensure the transition is a just one and is manageable for all communities. All
of these components are shown below in Figure 1.

Figure 1: Key components of an effective transition to a climate-resilient and low emissions 
economy 

10. This paper builds on this strategic narrative. In responding to the Productivity Commission,
this response does not present an all-encompassing climate strategy but rather a
comprehensive work programme about how to transition to a low emissions economy.

11. This needs to be fully integrated into the Government’s overarching economic strategy and
aligned with other strategic work programmes such as industry policy and research, science
and innovation strategies. Due to the focus on innovation and resource use efficiency, an
effective response to climate change will be entirely consistent with these other policies
Together this work can help to drive our desired outcomes of a more productive, sustainable
and inclusive economy.
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The Productivity Commission Report 

12. In 2017 the Minister for Climate Change, the Minister of Finance, and the Minister for
Economic Development (the referring Ministers) requested the Productivity Commission to
‘identify options for how New Zealand could reduce its greenhouse gas emissions through
a transition towards a lower emissions future, while at the same time continuing to grow
incomes and wellbeing’.

13. The Productivity Commission released its final report in August 2018. Officials consider that
the Productivity Commission conducted a thorough and comprehensive inquiry process
and has produced an invaluable body of analysis to underpin the transition to a clean, green
and carbon neutral New Zealand. Its conclusions included 174 findings and 77
recommendations.

14. The key overall finding is an essential message for New Zealand – the transition to a low
emissions economy is achievable, but will be challenging. Concerted effort is required
across many areas. The principle of stable and credible climate policy is essential to
underpin long-term change.

15. The Productivity Commission recognised that in order to transition to a low emissions
economy it would be important to:

• Establish a comprehensive and durable legal and institutional framework

• Reform the NZ ETS and apply some sort of pricing to methane

• Avoid locking in emissions by supporting smart lower emissions choices in our
investments in long term assets such as infrastructure, buildings, our vehicle fleet,
and in planning our urban areas

• Invest in research and development now to allow for the innovative and creative
solutions that are needed to create and deploy new and existing technologies in a
way that can also improve the economy and national wellbeing

• Alongside emissions pricing, act now on low-cost abatement options. The
Productivity Commission recognised opportunities for this in sectors such as
transport and process heat.

16. Of the 77 recommendations, we agree with, or agree to investigate the majority. This
highlights that much of the work needed for a successful transition is already underway,
though early progress and ongoing commitment is essential. Individual responses to
recommendations are presented in Appendix 1.

17. The only recommendation we disagree with is the need to investigate incentivising waste
water treatment plants. This is because their contribution to emissions is minimal (0.4 per
cent of total emissions) and work to reduce emissions from solid waste is being prioritised.

18. Responding to the Report in a detailed and considered way is an opportunity for
Government to present to the public a cross-government work programme that is committed
to reducing emissions.

19. This response will form a core part of the development of the Government’s long term low
emissions development strategy (LT-LEDS); and recommunication of, and updates to, New
Zealand’s future nationally determined contributions (NDCs) under the Paris Agreement.

Much of this work is underway 

20. This significant economic transformation will require concerted action across government,
business, iwi, households and communities. However, this response highlights that much
of this work is already underway.
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prosperous economy. Well-formed policies can achieve these goals and ensure New 
Zealand retains its competitive advantage as a leading producer of low emissions food. 

32. We can and will develop policies that meet these aims. The basis of these decisions will be
our response to the Interim Climate Change Committee’s work on how agricultural
emissions should be reduced. Their recommendations include how best to price agricultural
emissions. Central themes in their recommendations were the importance of:

• Having a price incentive to reduce emissions

• Additional support and training is required to help farmers reduce emissions

• Bringing together climate change mitigation and adaptation with other
environmental objectives such as water and biodiversity. Any legislative changes
made regarding agriculture are intended to be made via the Climate Change
Response (Emissions Trading Scheme) Amendment Bill process, alongside the
forestry changes to the NZ ETS.

33. Research and development into innovative solutions and low emissions technologies will
play a key role in transitioning our agricultural sector. Through Budget 2019 we have
announced $25 million investment over four years to support world-class research here in
New Zealand and an additional $8.5 million to the Global Research Alliance on Agricultural
Greenhouse Gases to reduce and mitigate agricultural emissions, and help agriculture deal
with the effects of climate change.

Harnessing forestry 

34. Expanding forestry will be essential for meeting a long-term net zero target. In October
2017, the Government announced the One Billion Trees programme, aimed to double rates
of new tree planting to reach One Billion Trees by 2028. To incentivise new tree planting to
reach this goal the Government has committed approximately $480 million.

35. In addition to direct government investment, the One Billion Trees programme also
encompasses changes to the regulatory settings to drive an increase in new tree planting.
Changes are being made to the NZ ETS to simplify and de-risk participation of forest
owners. These changes are designed to incentivise afforestation, and to increase the
carbon stored by New Zealand’s forests.

36. The Government has just allocated over $49 million to Te Uru Rākau within the Ministry of
Primary Industries to help transform this forestry sector. This year Te Uru Rākau will be
developing a forest strategy (to be published by July 2020) to set a thirty year vision for
forests and trees in New Zealand and identify the key actions required to achieve this vision.

Decarbonising the transport sector 
37. Transport is New Zealand’s fastest growing source of emissions and represents 20 per

cent of total emissions. Emissions from light vehicles make up the bulk of transport
emissions and are greater than emissions from electricity production and process heat
combined. The Commission found that a comprehensive set of measures and policies are
needed to mitigate transport emissions. The Government will be considering a low
emissions vehicle package that responds to many of these recommendations, including
consulting on both a vehicle fuel efficiency standard and a feebate scheme, and
measures for low income households.

38. The Government Policy Statement on Land Transport released last year includes a
priority to reduce greenhouse gas emissions from transport. This included $14 billion
investment towards public transport, rapid transit and walking and cycling over ten years.

39. Rail has significant benefits for New Zealanders’ wellbeing, including regional economic
growth, reducing emissions and traffic congestion and preventing deaths and injuries on
our roads. Budget 2019 and the Provincial Growth Fund (PGF) provide $1 billion to
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support the redevelopment of rail system, with an additional $405 million to contribute to 
building the Auckland City Rail link. 

40. We are also working with industry to develop new solutions to reduce transport emissions.
Through the Low Emissions Vehicles Contestable Fund (LEVCF) we have been trialling
new low emissions vehicle technologies as proof of concept, including light and heavy
electric vehicles in a range of sectors. For example, Waste Management’s electric waste
disposal trucks and conversion workshop, and smart battery-to-home chargers with
Vector. The LEVCF has also co-funded installation of over 300 EV chargers with Vector.
To date, we have committed over $17 million in government co-funding to over 90 low
emission vehicle projects, matched by $28 million in project partner funding.

Reducing our emissions in the Waste Sector 
41. New Zealand has the highest waste emissions per person of all members in the OECD.

These emissions (which are almost entirely methane) account for around 5 per cent of our
total greenhouse gas emissions, with 90 per cent of these emissions created through
solid waste disposed to land. The Ministry for the Environment has begun a project to
expand the Waste Disposal Levy to cover additional landfills. The levy expansion project
should improve the collection of waste data, which in turn would assist in identifying
actions to reduce waste sector emissions.

42. Overall, the current waste work programme aims to shift New Zealand away from a ‘take-
make-dispose’ economy, towards a ‘circular’ economic model, where products are
designed to last longer and waste and pollution are designed out of the economy;
materials are kept in circulation and in productive use for as long as possible; and all
activities are designed to restore natural capital.

Changing the way we build 
43. Multiple Government work programmes are underway which have the potential to support

a shift in our built environment, in order to avoid locking in high emissions infrastructure.
MBIE’s Building System Performance Climate Change Work Programme will assess the
actions the building regulatory system could take to support the government’s climate
change objectives. Initial advice will be provided to the Minister for Building and
Construction in late 2019.

44. One of the objectives of the Urban Growth Agenda is to assist emissions reductions and
build climate resilience; it will promote intensification and infill which, if successful, will
support a low emissions built environment.

Distributional impacts and adaptation 

45. In addition to the NZ ETS reforms and other work programmes listed above, the
Government will have other opportunities to further shape and refine its policy response to
climate change over the coming months.

Managing distributional impact and ensuring a just transition 

46. The Commission focused their inquiry on institutions, price mechanisms and sector-specific
policies, however the Government is also committed to making this a just transition, one
that is fair, equitable and inclusive. This will require us to make choices up front about
appropriate pathways for transforming our economy. In particular, a just transition will
require us to:

• Build our understanding of the nature of different pathways to transition the
economy and how a range of impacts might be distributed across regions, sectors
and communities so we can make choices about how to best manage the
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sequence, timing and adjustment required in transition in an equitable and 
inclusive way 

• Partner with Māori/iwi, local government, business, communities and the
workforce to identify, create, empower and support new opportunities, new jobs
and skills, and new investments in urban and rural areas

• Signal change early and build the social licence necessary to be ambitious in our
approach to transforming the New Zealand economy.

47. Taking a just transition approach provides us with an opportunity to articulate a compelling
long-term vision to: enhance the capability of our firms, regions and people to adjust to a
lower emissions economy; to link to our investments in skills and capabilities of New
Zealand firms and workers to transition and retrain lifelong; and to offer reassurance that
the Government is working constructively with communities facing the greatest adjustment.

48. The Commission issued a finding that “the existing suite of benefits and tax credits should
be adequate for offsetting the direct impacts of emissions-reducing policies on the cost of
living for lower-income households, provided that tax credits are regularly adjusted for
inflation”. However, the Commission did not make a recommendation on this point. The
current legislative requirement is that the benefits are annually adjusted in line with the
consumer price index (CPI), and that Working for Families tax credits are adjusted when
the cumulative CPI increase is 5 per cent or more1. Officials are undertaking further analysis
of the distributional impacts of emissions-reducing policies and options to mitigate those
impacts [CAB-19-SUB-0194].

Adapting to a changing climate 

49. The Government is committed to transitioning to a low emissions and climate-resilient
economy. The Commission’s terms of reference focused their inquiry on climate change
mitigation and not adaptation, however, the Government also needs to support vulnerable
communities, including rural and farming communities and industries who face significant
risks to adapt to the effects of climate change.

50. The effects of climate change are already being felt in New Zealand, and will increase in
the future. From the physical impacts such as coastal erosion and sea level rise, and the
flow-on economic impacts of dealing with the aftermath of major storms and droughts, we
know the costs to our economy will be significant.

51. The Government’s adaptation programme has three key components:
• A National Climate Change Risk Assessment – to be completed by mid-2020.

This will provide an overview of the hazards and threats of the physical impacts of
climate change and consider the economic and social impacts on New Zealand as a
whole

• A National Adaptation Plan which will respond to the national risk assessment. The
Climate Change Commission will regularly report and monitor progress against the
National Adaptation Plan

• The development of a programme of work through the inter-agency Community
Resilience Group to progress recommendations of the Climate Change Adaptation
Technical Working Group for how New Zealand can increase its resilience to natural
hazards and climate change.

1 With recent low inflation, the Family tax credit has not met the cumulative 5 per cent threshold since 
2012. Instead an ad hoc increase was made to rates as part of the Families Package. The In Work Tax 
Credit is not indexed to the CPI and is required by legislation to be reviewed every three years. 
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Proactive Release 

60. I propose to release this paper alongside the table of responses to recommendations in
Appendix 1 as the Government's response to the Productivity Commission's report on a
low emissions economy, subject to appropriate redactions under the Official Information
Act 1982. The timing of the responses is to be agreed alongside other climate change

announcements.

Recommendations 

The Ministers for Economic Development and Climate Change recommend that the 
Committee: 

1. agree to the responses to the specific recommendations of the Productivity Commission in

Appendix 1;

2. 

4. agree to authorise the Minister for Economic Development and the Minister for Climate
Change to make minor amendments to the specific responses to reflect other policy
decisions made by cabinet before publication in consultation with relevant portfolio
ministers as required;

5. agree that the Climate Change Chief Executives Board be responsible for monitoring
progress against the agreed recommended responses to the Productivity Commission's
report, in anticipation of future emissions budgets.

Authorised for lodgement. 

Hon David Parker 

Minister for Economic Development 

Hon James Shaw 

Minister for Climate Change 
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