EXECUTIVE SUMMARY

As one of the most emissions-
intensive economies in the
developed world, New Zealand has
a substantial exposure to the indirect
economic effects of climate change
due to the potential actions of
consumers, firms and governments
with respect to greenhouse gas
emissions. To the extent that
consumer preferences shift towards
low-emissions goods and services
or that emissions are priced heavily,
New Zealand’s competitive position
could be significantly compromised.

This report examines how New
Zealand ought to position itself so as
to manage the risks and seize the
opportunities that may be generated
by climate change. The strategic
options open to New Zealand range
from assuming a global leadership
position with respect to emissions
reduction through to adopting an
approach of relative inaction. In
order to form a judgement as to the
most appropriate stance, this report
examines the nature of both the
current and prospective international
environments in which New Zealand
will be operating.

The international landscape

Over the past few years, climate
change has moved from being a
relatively fringe issue to being at
the centre of public debates across
the world. Public opinion polls

and surveys consistently report a
significant increase in awareness
and concern about climate change
around the world.

But it is not clear that increased
public awareness and concern

has translated into meaningful
changes in actual behaviour. The
same opinion polls that report high
levels of concern about global
climate change also reveal that only
a small proportion of people have
changed their personal behaviour in
response. For the most part, people
are not prepared to pay a premium
to purchase lower-emissions goods
and services.

Similarly, there are few examples

of firms making investments

or changing their behaviour in
response to climate change that
extend beyond win-win decisions or
making precautionary moves. And
governments have talked about
major reductions in emissions, but
these targets are often long-term and
frequently lack effective sanctions.
Many governments are seeking to
position themselves but are reluctant
to move too far ahead of either voters
or other governments.

To date, then, there is a large gap
between the rhetoric around global
climate change and the actions

that have been undertaken by
consumers, firms, and governments
to address it. Given New Zealand’s
inability to make a direct contribution
to moderating climate change,
because it accounts for just 0.15%
of global greenhouse gas emissions,
this environment does not provide

a strong case for New Zealand
pursuing ambitious action in terms of
reducing its emissions.
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Possible futures

However, the more important
question to consider is what the
international environment might
look like over the next few decades.
This report develops two scenarios
to give a sense of some possible
futures over the next few decades
with respect to global climate
change. These scenarios are

not predictions, but serve to give

a sense of the uncertainty of the
international environment in which
New Zealand will be operating.

In the first scenario, ‘Steady As She
Goes’, global action with respect to
climate change continues broadly
along current course and speed.
Consumer awareness and concern
about climate change continues

to increase but, outside of some
particular market segments, only
steady, incremental change occurs.
Firms make some precautionary,
generally low-cost moves, but do
not see a commercial imperative to
substantially reduce the emissions
intensity of their operations. And
governments do not reach a
comprehensive global agreement
to reduce emissions. Individual
countries make commitments but
there is significant variation in their
ambition. Overall, the world in
2030 with respect to climate
change is broadly recognisable
from today’s perspective. Change
occurs but in a fairly measured,
non-disruptive manner.

In the second scenario, ‘A Perfect
Storm’, however, substantial change

occurs with a much more ambitious
response to climate change by
consumers, firms, and governments
across the world. The motivation

for this more aggressive response

is a series of extreme weather
events that cause severe human

and economic loss, and that serve
to change public attitudes towards
the need to respond. In consumer
markets, low-emissions goods

and services become the ‘price

of admission’. These events also
change the political landscape, such
that an ambitious global agreement
is possible. Indeed, countries that
do not sign up to these emissions
reduction targets are subjected

to economic sanctions, such as
emissions tariffs.

Implications

So how should New Zealand
respond? These two scenarios, and
the many other plausible scenarios
that are possible, vary significantly
in terms of the economic payoffs
and also in terms of the amount of
discretion that is available to New
Zealand. The key insight to come
out of this analysis is that while there
is not a strong case for New Zealand
undertaking ambitious action with
respect to reducing emissions in the
current environment, or indeed in
the ‘Steady As She Goes’ scenario,
it may be that New Zealand will be
required to take significant action

to reduce its emissions in the future
because of government action or
market changes.
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Such events would require
substantial changes in the New
Zealand economy and would

likely compromise the competitive
position of several key areas of
export strength. New Zealand would
be forced to move to reduce its
emissions even if it did not choose
to do so.

The risk of this scenario, or any
number of other similar scenarios,
occurring provides a reason for

New Zealand to act now to begin to
reduce the emissions intensity of its
economy. New Zealand should act
to position itself so that it can move
rapidly and efficiently if international
developments require it to do so.
The adjustment process is likely to
be more efficient if it is commenced
earlier, so firms have more time in
which to make investments, adopt
new business models, and learn.
However, given that this adjustment
process will be costly, New Zealand
should approach this in a cautious
manner. [t should be seen as similar
to taking out an insurance policy in
which an up-front premium is paid to
lessen the exposure to a costly event
that may occur in the future.

Acting to be a world leader with
respect to emissions reduction is
inappropriate for New Zealand as
there will be significant costs due

to the emissions-intensive structure
of the New Zealand economy. But
equally, it is inappropriate to take no
action and simply wait.

A specific proposal

On this basis, it is recommended
that New Zealand adopt a ‘fast
follower’ approach. In this approach
New Zealand would adopt a
contingent target in which the

depth and speed of the emissions
reduction target is dependent on
what happens in other countries.

The specific recommendation is that
New Zealand take deliberate action
in order to meet its Kyoto obligations
of reducing emissions to 1990
levels, but aim to do so by 2020
rather than 2008-2012. Thereafter,
the report proposes an indicative
pathway of an annual 1% reduction
in emissions, which would generate
an expected 30% reduction in New
Zealand’s emissions, relative to
1990 levels, by 2050. This pathway
would be reviewed on a regular, say
five-yearly, basis to assess whether
it remains appropriate. The review
criteria include actions taken by
other governments, changes in
global markets, and technological
progress. It may be, for example,
that New Zealand will target more
significant reductions in emissions
by 2050 if technology makes it
possible to reduce emissions more
efficiently or if a comprehensive
global agreement to significantly
reduce emissions is reached.

Both the government’s recently
announced Emissions Trading
Scheme, and associated
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initiatives, and the National Party’s
commitments may be consistent
with this proposed fast follower
approach. However, more strategic
clarity is required in terms of both the
long-term aspiration for emissions
reduction as well as the nature of the
pathway to reach the target.

In summary, New Zealand has a
significant exposure to the economic
effects of climate change and
should begin to respond. But New
Zealand’s commitment to reduce its

emissions should be a measured

response and move in line with
actions taken by other countries.
New Zealand is not in a position
to lead but should position itself
to move quickly as this becomes
necessary. The specific actions
required to deliver on this approach
will be discussed in the Institute’s
next report together with some
broader climate change policy
actions, such as building New
Zealand’s environmental brand,
where New Zealand may be able
to be a world leader.








