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In Confidence

Office of the Minister of Climate Change

Cabinet Economic Policy Committee

Establishing our strategy for responding to climate change

Proposal

1

This paper seeks Cabinet approval for the Government’s climate change
strategy. It will form the basis for decisions this parliamentary term including
upcoming decisions on ETS settings and the second Emissions Reduction
Plan. An agreed strategy will help align advice from officials with the
Government’s approach.

Relation to government priorities

2

This proposed strategy supports and contains all the Government’s climate
change commitments contained in the Act-National, and New Zealand First-
National Coalition Agreements.

The proposed strategy supports Prime Minister’s ninth public service target to
limit net emissions to 290 Mt for 2022-2025 and 305 Mt for 2026-2030. This
paper primarily focuses on climate change mitigation. Cabinet recently
considered and approved actions on adaptation.

New Zealand is not on track to meet our climate targets

4

The Government is committed to the successful delivery of our climate
change targets including.

4.1  The Nationally Determined Contribution under the Paris Climate
Agreement for 2021 to 2030 (“the 2030 NDC”)

4.2  Net zero emissions of all greenhouse gas emissions other than
biogenic methane by 2050, and

4.3  Biogenic methane targets in 2030 and 2050."

This Government has inherited no viable plan to meet those targets. Despite
large amounts of expenditure, the previous Government has left us with a
significant gap in emissions reductions to meet.

At the Glasgow climate conference in 2021 the Government extended New
Zealand'’s international commitment under the Paris Agreement despite
official advice warning the extra reduction in emissions could not be achieved
domestically and would have to come from offshore mitigation. In the years

"' New Zealand has ‘split gas’ emission targets, which consider biogenic methane separately from all other
greenhouse gases. This reflects the different impact that methane has compared with other greenhouse gases.

IN CONFIDENCE



IN CONFIDENCE

after Glasgow, the previous Government did not take the necessary steps to
achieve this goal.

The actions of the previous Government have put New Zealand’s reputation
at risk. Officials estimate New Zealand is between 60Mt and 97Mt off track for
the 2030 NDC commitment. Despite net emissions declining since 2020, the
decline needs to be at a greater rate to deliver the net zero target by 2050.

Proposed strategy

8

10

11

12

13

14

To address the lack of a credible and viable plan, | have developed an
overarching strategy to support delivery of the commitments in our Coalition
Agreements, domestic legislation, and international obligations. | have
attached this strategy as appendix 1. This reflects a preferred approach
which will be tested during the consultation process for the second Emissions
Reduction Plan.

The strategy outlines, New Zealand will meet our targets to reduce the impact
of climate change and prepare for its future effects. This will be delivered in
five priority areas, as outlined below.

9.1  Resilient infrastructure and well-prepared communities
9.2  Credible markets to support the climate transition

9.3  World-leading climate innovation is boosting the economy
9.4  Nature-based solutions address climate change

9.5 Clean energy is abundant and affordable

| propose to reduce net emissions at least cost using effective and efficient
policies. Without such policies, New Zealand cannot deliver on our targets.

New Zealand will also continue to meet its international commitments
regarding transparent reporting and provision of climate finance to developing
countries.

We will not accept shutting down productive sectors of the economy to deliver
emissions targets.

| propose a technology-led approach to allow production to increase as
emissions come down. By definition, a least cost approach will minimise the
economic impact of climate change targets which will, in turn, protect social
license for action.

| propose to target net emissions of greenhouse gases as required by
domestic legislation and as New Zealand has agreed to in our international
commitments. New Zealand has made no commitment that requires any
minimum reduction in gross emissions as part of our targets based on net
emissions.

IN CONFIDENCE



15

16

17

18

19

IN CONFIDENCE

The previous Government’s focus on gross emissions increased the cost of
mitigation policies for no discernible benefit to New Zealand. Targeting net
emissions reduces the cost of mitigation through flexibility by allowing
discovery of the least-cost combination of gross reductions and removals (i.e.
carbon capture).

The Emissions Trading Scheme is the main tool for reducing net emissions.
The ETS puts a price on carbon for most of the economy except for
agriculture. A carbon price encourages investments to reduce gross
emissions, carbon capture and storage, and removals. Applying a single
carbon price to both reductions and removals allows net emission to be
lowered at least cost.

My goal is to restore the stability and credibility of the ETS to improve its
effectiveness. The ETS experienced a significant period of volatility under the
previous Government, in large part because of uncertainty about policy
settings.

To restore confidence in the ETS, | propose to permanently rule out removal
of forestry and other offsets within the ETS, or to introduce any form of
vintaging (setting use by dates on ETS credits). These changes were
proposed by the previous Government which led to an immediate and
substantial fall in the ETS price, reflecting a loss of credibility. | will propose
more modest changes to streamline and improve the ETS.

Complementary policies that operate outside of the ETS have an important
role in removing barriers to investment in reductions and removals. Examples
of complementary policies include investing in Research and Development
and removing barriers to investment (e.g. in renewable energy).
Complementary policies play their most important role in agriculture, where
emissions pricing is not currently in place.

Forestry

20

21

22

Because exotic afforestation is a relatively cost-effective way reduce net
emissions, a least cost approach that uses the ETS as its main tool is likely to
encourage widespread afforestation, with likely impacts on wilding conifers,
flood risk and fire risks. To protect agricultural production from the risk of
excessive afforestation, the Minister of Forestry and | propose to introduce
limits on new forests registering in the ETS if they are planted on high or
medium versatility farmland.

Our approach will limit whole farm conversions and preserve flexibility for
farmers to integrate forestry within their farms to support farm income and
generate removals. Forests already in the ETS will not be affected by this
change.

We also plan to partner with the private sector to plant trees on Crown land
that is unsuitable for farming and has low conservation value.
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Cabinet paper relating to agriculture is expected to be considered by LEG on
30 May and Cabinet on 4 June.

Impact Analysis

Regulatory Impact Statement

32 A regulatory impact statement is not required for this paper.

Climate Implications of Policy Assessment

33 There are no immediate policy proposals that warrant a Climate Implications
of Policy Assessment (CIPA).

Population Implications

34 There are no immediate population implications of this paper.
Human Rights

35 There are no immediate human rights implications of this paper.
Use of External Resources

36 No external resources have been engaged in core policy development
processes for this work programme.

Consultation

37 The following agencies were consulted in the development of this Cabinet
paper: Ministry for Primary Industries, the Treasury, Ministry of Business,
Innovation and Employment, Ministry of Transport, the Department of
Conservation, and the Ministry of Foreign Affairs and Trade.

38 The Climate Priorities Ministerial Group (CPMG) reviewed and discussed this
paper on the 20" May.

39 The Department of the Prime Minister and Cabinet has been informed.
Communications

40 | plan to test this strategy by including it in upcoming consultation material for
ERP2, which needs to be published this year.

41 | also plan to further test and refine the public-facing document to ensure the
language resonates with New Zealanders.

42 I will then publicly release the strategy and in time, build supporting public
engagement and communications to:

42.1 give confidence to, and empower, the private sector and households to
make lower emission investment decisions
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42.2 build social licence for New Zealand’s climate change response.

| will also direct officials to develop a narrative with key messages on our
priorities to be used across agencies to ensure a joined-up approach.

The Government also has a variety of other statutory obligations which will
allow us to demonstrate our strategy, including the yearly updates to ETS
settings and auction volumes which is currently out for public consultation, in
advance of Cabinet decisions in August.

Proactive Release

45

| propose to proactively release this paper once consultation on ERP2 has
begun.

Recommendations

The Minister for Climate Change recommends that the Committee:

1

note climate change is a critical challenge we face, and that we have not
inherited a plan to meet New Zealand’s climate targets.

note my strategy is for New Zealand to meet our targets to reduce the impact
of climate change and prepare for its future effects

agree that, subject to public consultation, the Government’s approach to
climate mitigation will operate under the principle of least cost and target net
emissions.

endorse my strategy for our climate change response which summarises the
priority focus areas, and the key actions we need to take this parliamentary
term

note the need to publicly outline our climate change response to build social
licence and give confidence to the private sector and households to make
investment decisions

note the need to refine the language in a public-facing strategy

note | plan to seek Cabinet’s agreement in June to begin consultation on the
second Emissions Reduction Plan, which will include elements of this climate
change response

Authorised for lodgement

Hon Simon Watts

Minister of Climate Change
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