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8 June 2018 

Steven Bailey 

Inquiry Director 

The New Zealand Productivity Commission 

By email to info@productivity.govt.nz    

Dear Steven 

Low-emissions economy – Draft report 

1. This submission on the Productivity Commission’s draft report for a low emissions economy 

is made on behalf of the Major Gas Users Group (MGUG).   

2. MGUG was established in 2010 as a consumer voice for the interests of a number of 

industrial companies who are major consumers of natural gas. Membership of MGUG 

comprises: 

• Ballance Agri-Nutrients Ltd 

• Oji Fibre Solutions (NZ) Ltd 

• Fonterra Co-operative Group 

• New Zealand Steel Ltd 

• Refining NZ 

3. Members have been consulted in the preparation of this submission and nothing in it is 

confidential.  Some members will be making separate submissions on matters relevant to 

their businesses.   

 

MGUG Reaction to the Commission’s report    

4. MGUG members support the challenge of New Zealand reducing greenhouse gas emissions 

to transition to a lower emissions/renewables future.   

5. As energy intensive industries MGUG members are keen to be involved in the challenge as 

they have a vital interest in ensuring the viability and sustainability of their businesses so 

that they can contribute to growing incomes and wellbeing over the transition. 

6. MGUG appreciates the opportunity to comment on the Commission’s draft report. 

7. MGUG members are major consumers of natural gas and see gas as a preferred fuel. 

Internationally gas is regarded as a transition fuel to a renewables future.    MGUG members 

see gas playing the same role in New Zealand. 

8. MGUG contends the report has not done enough to differentiate the value of gas as a low 

emissions fuel - the report acknowledges that gas has lower emissions than coal but then 

largely ignores the opportunity for any deeper examination of the role that ongoing gas 

supply could provide – in contributing to energy security, in lower emissions (compared to 

coal and liquid fuels), and in avoiding overinvestment in generation (including transmission 

infrastructure) when there may be more cost effective abatement opportunities. MGUG 

recommends the report provides more detailed consideration and analysis of the role of 

natural gas in New Zealand.       
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9. MGUG members operate in international markets, either as exporters of the products they 

manufacture or in import substitution. Their viability and long-term sustainability are 

determined by the same drivers that influence the viability and sustainability of their 

international competition. To remain competitive they are always looking at options to 

reduce cost, including in energy use (which by definition will reduce emissions).  But it is 

important to recognise that for these businesses significant capital investment, including for 

major energy reduction, is likely to be based on 20-30 year asset lives. Hence policy certainty 

is critical to ensuring these businesses have the confidence to continue to invest.  

10. The government’s decision to end all new oil and gas exploration (at a time when available 

reserves are at historical lows) is disappointing, reflects a poor understanding of the factors 

needed to encourage investment in gas reserves and highlights the challenges with policy 

uncertainty. The Commission will need to revisit it’s modelling so that it can articulate the 

impact of this decision on the scenarios.  

11. It is critical for the sustainability of these enterprises and their ability to contribute to GDP 

and employment, that emissions reductions policies do not get out of step with their 

international competitors. This would potentially result in a loss of production in New 

Zealand to international competition without any reduction in the associated carbon 

emissions (carbon leakage).  

12. The Commission’s report has identified a number of pathways.  However the impact on 

income and well-being for each is not clear. The Commission needs to ensure that this 

analysis is provided so we can understand the impacts for each scenario. This will also help 

to test whether individual pathways could have or lead to unintended consequences.   

MGUG see natural gas is a preferred fuel 

13. Collectively MGUG members can consume around 20-25 PJs of natural gas per annum for 

transformation and energy. Members are also major users of electricity.    

14. Natural gas is used in transformation and as fuel for process heat. It is a preferred fuel 

because of its:  

➢ Low capital cost for utilities compared to other forms of energy (coal and biomass); 

➢ Lower operating cost and ease of operation; 

➢ Cleaner burning characteristics with lower emissions than coal or liquid fuels; 

➢ Ease of handling and consenting.   

15. Gas is a significant part of energy demand in New Zealand. It provides about 25% of New 

Zealand’s primary energy needs.  About 35% of annual demand is used in generation with 

approximately 20% used in industrial demand (process heat).  

16. Often the size and significance of the contribution natural gas makes to New Zealand is not 

well understood.  This includes the amount of supply, the infrastructure required to deliver 

gas to consumers (including production stations and pipeline networks) that extends across 

the North Island and the various demand segments including as feedstock for fertiliser and 

methanol, electricity generation and as energy supply to industrial, commercial and 

residential demand.   
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17. The chart below indicates the amount of gas supplied monthly compared with liquid fuels 

and electricity in the North Island1. 

 

 
The draft report should do more to examine how natural gas can best be used as a 

transition to a low emissions economy while growing incomes and welling 

18. The Commission considers (Overview, at page 7) the Government should not favour 

particular electricity generation technologies.  We would contend the Commission should at 

least examine options within thermal technologies, so as to build understanding of their 

relative strengths and weaknesses in facilitating the transition to 2050. This would help 

identify key success factors for each pathway and perhaps highlight how other policy 

constraints/influences (e.g. the impact of the recent ban on new oil and gas exploration) 

might affect the pathways and energy choices available.    

19. The transition to 2050 would see 

a massive increase in renewables 

generation for the electrification 

of energy supply.  Current price 

relativities suggest this would 

present a major challenge for 

MGUG members, with significant erosion of their cost competitiveness (carbon leakage risk).  

20. The Commission says the cost of renewable generating technologies may fall to a point 

where it may be efficient to hold surplus renewables generating capacity. But this provides 

little sense of the value of that approach without analysis of alternatives. An example would 

                                                           
1 Source data is from Electricity Authority(EMI database), Gas: OATIS information and Liquid Fuels: 
MBIE quarterly energy statistics. 
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be retaining gas in the generation mix (say sufficient to manage dry year risk). This could be 

lower cost and risk (when taking into account cost and risk of the additional generation and 

the transmission infrastructure required to deliver to consumers). Efficient use of capital 

could free up capital for investment in more efficient abatement opportunities.    

21. The electrification for process heat would not necessarily be the most efficient, particularly 

when total costs and risks are considered (e.g. transmission).  In our view this kind of 

analysis could demonstrate the value achieved in a mix of policies, including the ongoing use 

of gas (e.g. new gas boilers are achieving efficiency levels of 90%).  

22. Electrification for process heat is not a panacea and will not simply replace gas. For example 

natural gas also provides inputs into various processes that are used because of gas’s 

specific chemical properties (not its heat capability). A lack of gas would impact seriously on 

these processes and would require significant investment in other fuels (with no value add, 

and a likely higher carbon content fuel).  

 

Future Oil and Gas Exploration Ban Needs to be Reconsidered in the report 

23. Unfortunately investment in gas supply is facing headwinds. MGUG is concerned the 

announcement by the Prime Minister on 12th April 2018 that “There will be no further 

offshore oil and gas exploration permits granted”2 will (and has) impacted confidence in the 

investment needed to ensure development of reserves and gas supply.  

24. The Government considers there are sufficient reserves out for 10 years and that investment 

in the sector will continue. But as the chart below indicates our Reserves to Production ratio 

has fallen to its lowest level since 2003; anecdotal evidence points to a supply gap opening 

up as early as within the next 5 years. 3

 

                                                           
2 https://www.beehive.govt.nz/release/planning-future-no-new-offshore-oil-and-gas-exploration-permits 
3 Energy News (5 June 2008) 

https://www.beehive.govt.nz/release/planning-future-no-new-offshore-oil-and-gas-exploration-permits
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25. With gas reserves are declining this a major concern, particularly when considering asset 

lifetimes extending over 20-30 years. This change is a major challenge to investor confidence 

and highlights how critical it is to have policy stability to incentivise investment   

26. The Commission’s scenarios own modelling indicates a role for gas in a Net Zero carbon 

scenario by 2050 (Figure 1). However it is not clear what the policy position now signifies for 

future gas availability. We would expect the ban to change gas supply and demand profiles. 

In our view the Commission will need to revisit its modelling to take into account the 

changed policy. The scenarios will need to be revisited, including if limitations on supply 

could result in New Zealand importing natural gas. 

Figure 1: Net zero emissions profile. 

 
 

Additional Comments   

27. The Commission should develop a clearly visible set of metrics that measure the 

Commission’s objective of identifying the options to reduce emissions with the objective to 

grow incomes and wellbeing. We consider this to be fundamental to consideration of the 

choices. It also minimises the risk of “picking winners” (where we miss out on future 

opportunities because we have narrowed options before the full extent of the opportunity is 

understood). We consider the exploration ban to be an example where a decision has been 

made without a good understanding of the cost and future implications. 

28. We understand the Commission may be undertaking additional modelling of the scenarios 

and that the Minister for the Environment has commissioned other modelling (using a 

Computable General Equilibrium modelling) that will generate estimates of GDP/head in 

various transition scenarios.  We would hope that the further analysis will provide 

transparent data and appropriate explanatories to facilitate good engagement.   
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29. We would be happy to answer any questions or provide further comment should the 

Commission wish.  

 

 

Yours sincerely 

 

Richard Hale/Len Houwers 

Hale & Twomey Ltd/Arete Consulting Ltd 

Secretariat for the Major Gas Users Group 

 


