
 

 

Motu Economic and Public Policy Research 

PO Box 24390 
Wellington 
New Zealand 

info@motu.org.nz  

http://motu.nz  

+64 4 9394250       https://twitter.com/moturesearch  

www.facebook.com/moturesearch  

 
Short extracts, not exceeding two paragraphs, may be quoted provided clear attribution is given. 

Low-emissions economy draft report:  
A Submission to the Productivity Commission 

8 June 2018 

 

Catherine Leining, Policy Fellow 

Motu Economic and Public Policy Research 

catherine.leining@motu.org.nz 

About Motu: Motu is the top-ranked economics research organisation in New Zealand and 

among both the top ten global economic think tanks and the top ten international climate think 

tanks. As an independent research institute operating as a charitable trust, Motu does not 

advocate for any organisational view or position. This submission is provided in an 

individual capacity.  

My role: I am a Motu Policy Fellow and currently co-manage Motu’s research and engagement 

programme on “Shaping New Zealand’s Low-Emission Future.” My areas of expertise are 

domestic and international emissions trading, the design of sectoral and national policies for 

mitigating greenhouse gas emissions, and international climate change agreements.   

Key messages in this submission 

1. I would like to congratulate the Productivity Commission on the release of its draft 

report. It does an excellent job of consolidating previous work and breaking new ground 

as it identifies key elements of the policies, institutions and actions that will be needed 

over time to shift New Zealand toward a low-emission economy.  

2. There are some aspects of New Zealand’s low-emission transition which are not 

addressed in the report but will remain important in the future and should either be 

addressed or highlighted as areas for future work. These include consideration of New 

Zealand’s consumption emissions, emissions from international aviation and shipping, 

cumulative emissions of long-lived greenhouse gases (GHGs), and potential net-

negative-emission pathways.  

3. In New Zealand, there are important gaps in the availability of data and modelling 

required to assess mitigation policy and pathway options in some sectors. This hinders 

evidence-based decision making and places New Zealand at a disadvantage 
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internationally. It would be useful to add an explicit recommendation for government, 

research institutions, businesses and business associations to improve processes for 

data collection and sharing and boost New Zealand’s technical and economic modelling 

capacity. Motu is undertaking conceptual work in this regard. 

4. The key findings and recommendations on mitigation options in the agriculture sector 

could do more to highlight opportunities for diversification of land use toward 

horticulture. In some places, the word “agriculture” appears to imply pastoral 

production only and statements about a lack of mitigation options for agriculture 

without reducing production can be misleading.  

5. Whether biological emissions from agriculture are inside or outside of the NZ ETS is less 

important than how they feature in New Zealand’s mitigation profile over time. When 

considering whether biological emissions should be priced in the NZ ETS, whether the 

obligation should be placed at the level of the processor or farmer, and what level of free 

allocation is appropriate over time, policy makers should consider: 

o how a price signal and/or other policies and measures will incentivise changes 

to lower-emission land uses 

o how a price signal and/or other policies and measures will incentivise changes 

in on-farm practice when land use remains the same 

o the economic efficiency of incentivising least-cost mitigation across more sectors 

of the economy 

o the equity implications for how the effort and cost of mitigation will be 

distributed across the economy.   

Where possible, these considerations should be based on evidence and prioritised based 

on the relative significance and cost of the GHG benefits achieved and distributional 

effects.  

6. The report could do more to highlight the challenges of individual behaviour change and 

shifting social norms as well as enhanced education and training to prepare the current 

and future workforce for rapid change. More research is needed in the social sciences 

and behavioural economics to help inform policies and programmes. Both central and 

local government can play an important role in motivating behaviour change and 

supporting associated research.   

7. It can be hard to compare projected emission prices in New Zealand with those in other 

countries and international studies whose focus is primarily on CO2 in the energy sector. 

It might be useful to make sectoral distinctions when making such comparisons.  

8. When setting emission price pathways, there are three useful points of reference: 

o The social cost of carbon, which is the cost of climate change damages from each 

additional tonne of emissions 
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o Target-consistent emission prices, which are the prices needed to trigger 

changes in technologies and practices consistent with selected targets 

o Emission prices that support a manageable economic transition while 

safeguarding social welfare and remaining politically acceptable. 

In New Zealand, policy makers may not yet have the social mandate to implement 

emission prices that are consistent with targets or the social cost of carbon. This will 

require an effective national conversation.   

9. While creating an independent Climate Change Commission could be extremely useful 

for promoting transparent and well-informed decision making and policy continuity 

across cycles, it will not be sufficient to deliver an enduring social mandate for 

ambitious mitigation targets and pathways. Additional processes will be needed within 

and across sectors to build progressive national conversations and consensus.    

10. New Zealand would benefit from greater coordination, collaboration and information 

sharing across sectors and all levels of government involved in policy, research and 

action on reduction GHG emissions. At present, there is no institution that holds this 

coordination function. It could be assigned to the secretariat for the Climate Change 

Commission, but this would require adequate resourcing and a clear mandate and 

strategy. New Zealand is a small country, and we need to leverage the expertise and 

resources that we have across government, business, research institutions and civil 

society organisations. This issue of cross-sector coordination and facilitation is distinct 

from central planning and merits further attention.   
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Detailed submission  

1. Cross-cutting issues 

a. In addition to recommending national mitigation targets based on production, the 

report could recommend monitoring and setting targets for New Zealand’s 

consumption emissions (e.g. including the emissions embedded in imported 

products). It will not be sufficient for New Zealand to claim domestic emission 

reductions while outsourcing emissions-intensive products from other countries.  

b. New Zealand should evaluate the implications of its mitigation policies and 

economic development strategies for emissions from international aviation and 

shipping. These are highly relevant to the emission footprint of New Zealand’s 

export and tourism industries. While they are dealt with (in part) through 

international processes, the effectiveness of these processes remains to be seen, and 

there will still be interactions between those processes and domestic policies.  

c. Because climate change is driven by the accumulation of long-lived GHGs, the 

pathway for reaching net zero is important. Policy makers should be considering 

New Zealand’s cumulative contribution to climate forcing over the century.  

d. It is important to consider the implications of our pre-2050 pathway choices for 

post-2050 emissions. Achieving net zero emissions and sustaining net zero 

emissions may involve different considerations. Furthermore, New Zealand may be 

in a position to contemplate net-negative emission pathways during the later part of 

the century. This may be required globally to achieve the global temperature goal.     

 

2. Section 2.3 (page 29) 

Your discussion of New Zealand’s emission profile follows the standard national inventory 

convention for the definition of sectors and the assessment of emissions on a production basis.  

It would also be helpful to discuss New Zealand’s consumption emissions, which include 

emissions embedded in imported products.   

It is also helpful to consider the emission footprint of industries whose emissions cut across 

national inventory sectors. A useful reference point is StatsNZ’s first report on New Zealand’s 

Environmental and Economic Accounts. Under the accounting framework used by StatsNZ, which 

allocates energy and waste emissions from agricultural activities to the agriculture industry 

alongside its methane and nitrous oxide, the agriculture industry accounted for 54% of gross 

national emissions in 2015.  

An interesting paper is “Carbon Footprint of Nations: A Global, Trade-Linked Analysis” by 

Hertwich and Peters (Environ. Sci. Technol. 2009, 43, 6414–6420).  

 

 

 

https://www.stats.govt.nz/reports/environmental-economic-accounts-2018
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3. Section 2.4 (page 37) 

In the discussion of New Zealand’s attainment of its 2020 target, the text is clear that this was 

accomplished because of using a large number of Kyoto units carried over from the first 

commitment period. It would be helpful to also make this clear in your stand-alone finding #2.8, 

which could be read in isolation to suggest we have significantly reduced domestic emissions.  

 

4. Section 3.4 (pages 68-69) 

It can be hard to compare projected emission prices in New Zealand with those in other 

countries and international studies whose focus is primarily on CO2 in the energy sector. It 

might be useful to make sectoral distinctions when making such comparisons, and to look at 

sensitivities around the choice of metrics for comparing emission prices. 

 

5. Section 4.2 (pages 80-83) 

The discussion of carbon tax versus ETS compares them in their purest form. However, it is 

important to note that both can be implemented with hybrid features that integrate some of the 

benefits of the alternative. An ETS with a “price band” (price floor and ceiling) functions more 

like a carbon tax when the price band is narrow. Similarly, a carbon tax can be adjusted if the 

volume of emission reductions is not aligned with desired targets (e.g. with a “quantity band”).  

Through hybrid approaches, price risk can be managed effectively under an ETS.  

 

6. Section 4.3 (page 86) 

Your finding 4.3 says “The case is strong to withdraw the free allocation of units to EITE firms 

over time as competing firms in other countries also face emission pricing.”  Would you be in a 

position to elevate this finding to a recommendation?  

 

7. Section 4.3 (page 89) 

The extract from the submission of Adrian Macey may not be a correct interpretation of the 

government’s data on the possible cost of purchasing overseas mitigation during the 2021-2030 

period. Government documents suggest that the number of NZ$14-20 billion refers to the cost 

to the economy of meeting New Zealand’s 2030 NDC, not the cost of purchasing overseas 

mitigation (which is a subset of that overall cost). If the government were required to purchase 

150 million units at NZ$50 per unit, this would cost NZ$7.5 billion over the period. For more  
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information, you can refer to the government’s RIS on NZ ETS amendments from 20161 (see 

paragraph 3 of the executive summary) and the National Interest Analysis for ratification of the 

Paris Agreement (see para 4 on page 31).  

 

8. Section 5.1 (general) 

This section should acknowledge the importance of education and training as the foundation for 

innovation.  The curricula at all levels should be adapted to help inform rising generations about 

the types of solutions that are needed and help them build the skill sets to deliver innovation.  

 

9. Section 7.9 (page 179) 

Recommendation 7.5 that the government should prepare a long-term low-emissions economic 

development strategy is very sound. I suggest adding to your recommendation a statutory 

requirement that the strategy be independently reviewed prior to each update. This could be 

added explicitly to the suggested responsibilities of the Climate Commission.   

 

10. Section 7.10 (page 187-188) 

It would be useful for the Climate Commission to provide independent advice not just on cap 

setting under the NZ ETS but also on price management settings (e.g. price floor and ceiling), 

levels of free allocation, and quantity/quality limits on overseas units purchased by NZ ETS 

participants (should this become possible in the future). The Climate Commission could also 

recommend an appropriate shadow emission price to be used by government and businesses 

when making investment decisions in long-lived capital.  As noted in my prior point, the Climate 

Commission could hold a statutory responsibility to review the government’s low-emissions 

strategy. There is some discussion of this in the text but the role of the Climate Commission in 

relation to the strategy is not clearly defined.  

 

11. Section 10.4 (page 249) 

Your finding 10.4 could be more clearly worded.  It would perhaps be more accurate to write, 

“No mitigation option currently exists for achieving dramatic reductions in New Zealand’s 

agricultural pastoral emissions without substantially reducing production.” There are options 

for mitigation by shifting from pastoral to horticultural and arable production.   

                                                             
1 “Improving alignment of the New Zealand Emissions Trading Scheme with New Zealand’s provisional 
2030 emissions reduction target” 
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Similarly, your finding 10.5 should acknowledge the potential for land-use diversification to 

reduce absolute emissions or specify that it applies primarily to pastoral production.  

 

12. Section 10.7 (pages 257-258) 

In your discussion of free allocation in the agriculture sector and recommendation 10.4, it is not 

clear whether you are advocating for grandparenting of free allocation based on absolute 

historic emission levels (in which case the full price of emissions would apply to marginal 

increases in production relative to the baseline level) or output-based free allocation as is 

currently offered for emissions-intensive, trade-exposed industrial producers (in which case 

free allocation is based on a historic intensity benchmark but increases as output increases). 

This is an important issue and would merit further analysis of the implications of both options.  

 

13. Section 10.7 (page 264) 

Your finding 10.14 should take into account that a price floor can help to drive emission prices 

supporting technology change upward even with an unpredictable supply of forest sinks. If New 

Zealand’s opportunity to use forest sinks depresses our emission prices and slows our 

mitigation progress in other sectors relative to that in other countries, then this should be an 

incentive for New Zealand to take on more ambitious emission reduction targets.  

 

14. Section 10.7 (page 266) 

Regarding your finding 10.15, approaches to forest averaging in the NZ ETS should maintain 

incentives to plant permanent native forests.  

 

15. Section 12.1 (page 321) 

The text reads, “The New Zealand Emissions Trading Scheme includes electricity generators. 

The Scheme requires them to surrender New Zealand Units covering their thermal and 

geothermal emissions.” This language is confusing, since an upstream point of obligation (e.g. 

point of fuel production or import) applies to coal and natural gas with the option for major 

downstream fossil fuel users to opt in as points of obligation.  
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