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Analysis of the draft Energy Strategy

Peter Hardstaff, WWF-New Zealand, August 2010

This analysis focuses on the draft Energy Strategy.
 While some of the same issues and points are relevant to the draft Energy Efficiency and Conservation Strategy, this latter document is not analysed in detail below. The intention of this briefing is to provide some background information and analysis that can be used to help those wishing to make a more detailed submission to the Energy Strategy consultation. Please note that this briefing does not try to mirror the structure of either the draft strategy or the consultation questions.
1) Goals, objectives and targets
The draft strategy states the following:

“The Government’s goal is for New Zealand to make the most of its abundant energy potential, for the benefit of all New Zealanders. This will be achieved through the environmentally-responsible development and efficient use of the country’s diverse energy resources, so that:

· the economy grows, powered by secure, competitively-priced energy and increasing energy exports, and

· the environment is recognised for its importance to our New Zealand way of life.”
The first thing to say about the draft Energy Strategy is that it is not a strategy. It contains no clearly stated time-bound objectives or targets. The above-mentioned ‘goal’ is a broad overarching vision statement that does not provide the reader with a clear sense of what is to be achieved and by when. In the absence of clear, time-bound objectives and targets there will be no way for parliamentarians, the media or the public to measure the success or failure of this ‘strategy’.

It is not clear whether the 12 ‘areas of focus’ listed on page 7 of the draft strategy are intended to be objectives or not. Some are simply chapter headings, such as “oil security and transport” while others hint at a desired outcome (e.g. “develop renewable energy resources”). If they are supposed to be objectives, they certainly do not meet the ‘specific, measurable, time-bound’ test. Take, for example, the first ‘area of focus’: “develop petroleum and mineral fuel resources”. By how much? By when? What are the expected benefits (e.g. contribution to employment, government revenue and New Zealand’s balance of payments)? These are important questions that a strategy should seek to address.

Another area of focus is to “reduce energy related greenhouse gas emissions”. Again, it would be reasonable to expect a strategy document to address questions such as how much, compared to what baseline, and by when.

It is also not clear whether the ‘desirable long-term future’ set out on pages 4 & 5 of the draft strategy constitutes a set of objectives or not. The document says the intention is to “set out how we would like the future to be” which implies some kind of objectives but the ‘desirable long term future’ statements that follow are generally woolly and lack specificity. For example, according to the draft strategy, a ‘desirable long term future’ is one where “Emissions from transport have halved due to improvements to efficiency and greater use of lower carbon energy sources.” However, the draft strategy does not elaborate on what the baseline is for halving emissions and does not say when the halving is supposed to have happened by.
The complete lack of clear objectives and targets in the draft Energy Strategy is in direct contrast to the draft Energy Efficiency and Conservation Strategy. It looks like these two draft strategies have been created by different people, with the group producing the NZEECS having some idea about how to set out a strategy and the group producing the NZES not having a clue.

The final point to make regarding objectives is that, compared to the previous Energy Strategy, the focus has expanded from ensuring New Zealand has a sustainable, affordable supply of energy to also including promoting fossil fuel exports. However, despite the two objectives requiring quite different approaches, the draft document does not clearly separate what strategy will be employed to achieve sustainable, affordable domestic energy and what strategy will be employed to increase fossil fuel exports. This tendency towards ambiguity in the draft strategy makes the document muddled and unhelpful for those wanting to understand what the government is trying to achieve.
2) Oil extraction, liquid fuel supply and transport
The draft strategy clearly prioritises “increasing [petroleum] exploration activity and…improving the knowledge of our petroleum basins”. The draft strategy links this activity with increased economic growth and balance of payments benefits. A link is also made with liquid fuel energy security and with the long term trend of increasing oil prices, stating, “As a small, geographically isolated and open economy, New Zealand is vulnerable to increases in oil prices and external disruptions to oil supply.” It is worth examining these latter two issues in turn.

On liquid fuel energy security, page 12 of the draft strategy suggests that, amongst other things, “discovery of more oil within our territory…could help reduce our exposure to international oil supply disruptions” but does not explain how discovering more oil makes a difference. It is WWF-New Zealand’s understanding that the petroleum industry in New Zealand is entirely in the hands of private sector companies which are at liberty to sell their products wherever it makes most economic sense. In this situation, any increased petroleum extraction in New Zealand will simply add to the overall supply on world markets.
If there is a major oil supply disruption in another part of the world, the impact will likely be a price spike. The extent of the price increase would be determined by the extent of the supply disruption. According to the government’s Oil Emergency Response Strategy, “Measures contained in the Strategy would only be considered in a severe oil supply disruption and would not be considered where the primary purpose is to manage prices or to assist particular suppliers.”
 It is hard to predict what kind of crisis could result in such a severe oil supply disruption but it can probably be assumed from this statement that the resulting price spike would have to be so great as to effectively make purchasing petrol and diesel beyond the financial reach of most New Zealanders before the government steps in. In such a circumstance, the government does have emergency powers, under the Crown Minerals Act 1991, “to direct a permit holder to refine or process petroleum in New Zealand, and to prohibit its export.”

In 2009, the Marsden Point oil refinery was able to supply about 75% of refined oil needs.
 Capacity at the refinery has recently been increased so that about 80% of the country’s needs could be met.
 Currently, only 3% of Marsden Point’s feedstock is supplied by domestic oil because most domestic oil, which is higher value lighter crude, is exported for refining. At 2009 production rates, if all current domestic supply was required to be refined in New Zealand for domestic consumption (in an oil supply crisis), about 39% of domestic oil demand could be met.
In theory, if domestic oil supplies increased significantly this could enhance liquid fuel energy security. However, two limitations to this security exist. The first is domestic refining capacity which might need to increase depending on trends in oil demand. The second is that 41% of New Zealand’s oil consumer energy is in the form of diesel and 6% in the form of aviation fuel
 and New Zealand crude oils “are generally too light and waxy to make good aviation fuel and diesel.”
 Therefore, no matter what levels of domestic production are achieved, New Zealand may still need to import about half of its oil needs. More oil extraction may therefore not increase liquid fuel security much beyond existing levels.
The draft strategy also states that “New Zealand maintains 90 day oil reserves to respond to serious international oil supply disruptions, as part of its obligations to the International Energy Agency.” However, it does not clarify that these oil reserves are not the ‘property’ of the New Zealand government. Advice given to the government on oil supply and oil prices, obtained under the Official Information Act makes it clear that, “the 90-day obligation cannot be used unilaterally to control domestic prices or supply within New Zealand.”
 It is under the control of the International Energy Agency and is to be used by the IEA to maintain reliability of global supply. 

On New Zealand’s vulnerability to increased oil prices, Page 12 of the draft strategy states that, “Even with local discovery or production of liquid fuels, the price to New Zealanders will remain in line with international oil prices. We anticipate that oil prices will remain volatile but on an upward path over the coming decades.” In other words, increased petroleum extraction in New Zealand will do nothing to insulate New Zealand and New Zealanders from a long term increase in oil prices.
This prospect is very real, with the US Joint Forces Command in its Joint Operating Environment report warning that “By 2012, surplus oil production capacity could entirely disappear, and as early as 2015, the shortfall in output could reach nearly 10 million barrels per day.”
 In a June 2010 risk analysis on ‘sustainable energy security’ insurers Lloyd’s of London stated that, “international oil prices are likely to rise in the short to mid-term due to the costs of producing additional barrels from difficult environments, such as deep offshore fields and tar sands.” Lloyd’s conclude “we are heading towards a global oil supply crunch and price spike.”
 

However, as the advice that the New Zealand government has received on oil prices and transport makes clear, “most of New Zealand’s oil security policies and practices are aimed at the mitigation of short – medium term oil supply interruptions. They are not designed to cope with oil price spikes or to raise the resilience to long term price increases.”
 
This begs the question; how does the draft Energy Strategy propose to address New Zealand’s vulnerability to the inevitable increase in oil prices over the long term? The answer seems to be ‘wait and see’. On increasing oil prices, page 12 of the draft strategy says, “this price path (especially price spikes) will help to stimulate the use of alternative energy sources whose prices are not impacted by the oil market” and although page 13 of the draft strategy states that, “Diversifying transport energy sources will help New Zealand’s energy security and resilience” it goes on to clarify that, “The Government will not pick winners: ultimately uptake of new energy sources and technologies will depend on the decisions made by consumers as they respond to oil prices.”
The government is effectively saying that it plans to do little or nothing, and instead let the ‘market’ and consumers determine how New Zealand will address the challenge of increasing oil prices. The main problem with this laissez-faire approach is that the market and consumers are not necessarily in a position to take long term decisions, particularly in relation to critical infrastructure or land use. While in theory a consumer might be in a position to choose alternative modes of transport or alternative fuels when oil prices rise, in practice the existence of alternatives and the quality of alternatives is not something any individual consumer, or even the market in some cases, has much influence over. 
It is the government’s job to look ahead at the challenges facing New Zealand and to take action so that alternatives to petrol/diesel driven road transport will be available before oil starts becoming unaffordable. If it is left to the market, some alternatives (e.g. improved public transport) may never become more widespread while others (e.g. home-grown biofuels) may take many years to come on stream in meaningful quantities once oil prices have risen significantly. This will leave the New Zealand economy and New Zealanders in an extremely difficult position during that period.
Although the draft strategy points out that, “Individuals, businesses and communities are more resilient to supply disruptions when we have choices, for example in how we heat our homes or the transport we use” it does not develop a convincing strategy for ensuring such choices exist.
This hands-off ‘don’t pick winners’ approach when it comes to alternatives to oil is in direct contrast to the hands-on, pro-active, pick winners approach the government has adopted when it comes to facilitating petroleum and mineral extraction. For example, as page 8 of the draft strategy outlines, in 2009 the government developed a Petroleum Action Plan which sets out how it intends to promote increased oil extraction, including, for example, investment in seismic surveys.
That said, on alternative energy, the draft strategy does state that “The Government will act to stimulate new market developments or remove barriers where appropriate.” Two examples of such action are provided: the biodiesel grant scheme and the exemption of light electric vehicles from road user charges. However, the extent of these actions (see boxes 1 and 2 below) does not inspire confidence that the government is prepared to introduce measures that might stimulate the rate of change that will be needed. It would seem that this administration’s ideological discomfort with government intervention (at least in relation to developing fossil fuel alternatives) will leave New Zealand ill prepared for the coming challenge of rising oil prices.
3) Other fossil fuels
Another major concern regarding the draft strategy is the government’s intention to encourage production of other fossil fuels. For example, the draft strategy states that, “A pathway will also be developed to realise the potential of New Zealand’s gas hydrates endowment.” (Page 8).
Gas hydrates are crystal like solids that lie on the ocean floor or in the permafrost of arctic tundra. Their crystalline structures can contain a range of gases, some of which, like methane for example, can be extracted for use as fuel. New Zealand has potentially large methane hydrate deposits off its east coast.

The exploration of methane hydrates off the east coast of New Zealand has major implications not only for the potential continued use of fossil fuels and associated greenhouse gas emissions, but also for the opportunity cost of using large amounts of government money to develop the necessary infrastructure to facilitate exploitation of this fossil fuel resource. According to Crown Minerals, the cost of a ‘proving’ project would be almost NZ$400 million.
 Such specific government investment choices are important given that money spent in one area may mean less money spent in another. 

For example, $400 million could go a long way towards helping stimulate the development and adoption of alternative fuels or transport modes, given that the government has committed only $36 million over three years to its biodiesel grant scheme
 (although first year spending will not even exceed $250,000)
 and will likely incur a revenue foregone of less than $61,000 per year by the time its road user charges exemption for electric vehicles scheme expires at the end of 2012.
 A $400 million proving project for methane hydrates, if undertaken, would also sit in stark contrast to the Marine Energy Deployment Fund which has a four-year budget of just $8 million.

On coal, the draft strategy states the following:

“New Zealand’s extensive coal resources currently contribute to electricity supply security. Coal is also utilised by industry and is exported. Coal could potentially contribute to the economy in other ways, such as through the production of liquid fossil fuels, methanol or fertiliser such as urea. This potential is more likely to be fully realised if an economic way to reduce high levels of greenhouse gas emissions is found. Carbon capture and storage technology (CCS) will potentially be an effective way of utilising resources while reducing CO2 emissions.”

This statement gives no clear indication of whether the government wants to see more coal-fired power stations, less coal-fired power stations or keep things as they are. It is simply a statement of fact plus some conjecture about carbon capture and storage. Like much of the rest of the so-called strategy, it fails to be strategic. Yet New Zealand’s approach to using coal to generate electricity is a question of critical importance.
Building more coal fired power stations will lock New Zealand into higher carbon emissions for the foreseeable future and moving away from coal will benefit New Zealand in a world where carbon emissions are likely to cost more and more. There is no clear strategy for reducing reliance on coal-fired power, either in industry or for electricity generation. There is no indication of whether or not gas will be used as a transitional short or medium term electricity generation fuel to reduce emissions (in comparison to coal) while more renewable electricity generation capacity is created. There is no mention of the future potential for wood to provide some thermal electricity generation capacity to augment expanded wind, solar, marine or geothermal electricity generation.
At the moment, in New Zealand, oil accounts for 50% of total consumer energy demand while wood accounts for just 7%.
 However, evidence exists from other parts of the world that wood (or other biomass) can play a greater role. The 2010 global status report on renewable energy states that, “In 2009, for the first time, biomass’s share of energy production in Sweden exceeded that of oil, 32 to 31 percent.”
 Most of this is for what is known as the district heat sector with some also being used for electricity generation and for transport fuels. District heating involves a power plant converting an energy source (in this case biomass) directly into water or space heating for nearby industrial and/or residential properties. 

The reference to coal’s potential contribution to producing “liquid fossil fuels, methanol or fertiliser such as urea” is another concern. This approach is also referenced in a letter WWF-NZ received from the Energy and Resources Minister Gerry Brownlee in response to questions regarding likely oil price increases. The Minister states, “Further commercialisation of petroleum and mineral fuel resources has the potential to produce a step change in economic growth for New Zealand while reducing oil import dependency.”
 (underlining added).

Producing liquid fuel from lignite will create greenhouse gas emissions during the production process (unless it is combined with carbon capture and storage) and will simply substitute one fossil fuel for another. While this may have an impact on liquid fuel security, it will do nothing to reduce New Zealand’s transport related greenhouse gas emissions. In any case, carbon capture and storage (CCS) is some way off becoming a viable way to reduce New Zealand’s industrial or thermal electricity generation carbon emissions. In fact, CCS may never become viable in the absence of significant government subsidies to create the necessary infrastructure, which again raises questions about the most effective way to spend limited public funds.
4) Affordable energy and fuel poverty

Fuel poverty can be defined as those who need to spend more than 10% of total household income on heating their home to the World Health Organisation recommended healthy living temperature of 18-21C°. Based on 2001 data, it has been estimated that 10 – 14% of New Zealand households are fuel poor.
 In some regions of New Zealand, the figure is certainly much higher.
 The issue is therefore significant for a large number of people.
However, the draft strategy does recognise that, “Around two thirds of New Zealand homes are poorly insulated or not insulated at all. These homes can be costly to heat and can lead to health problems for the occupants.” Improving insulation is one of the more effective ways of addressing the fuel poverty issue. The strategy also mentions the ‘Warm up New Zealand: Heat Smart’ programme to which it has committed over $340 million over a four year period. It is expected that this scheme will help improve insulation in at least 186,500 homes, 70,000 of which will be lower income households.
This commitment is welcome but the draft strategy does not set out what the government’s intention is beyond the four year duration of the programme. According to the Energy Efficiency and Conservation Authority (EECA), there are approximately 900,000 homes in New Zealand that lack adequate insulation.
 The strategy should at least set out the government’s medium and long term objectives in this regard and ideally should describe the strategy for achieving these objectives.
The strategy could also usefully signal an intention to develop a fuel poverty plan in New Zealand that would set out how the government will address the problem (i.e. what its plans are over the coming years to reduce fuel poverty in addition to the Heat Smart programme).

5) Environmental responsibility

The draft strategy states that New Zealand will focus on “best practice in environmental management for energy projects” and goes on to say that “‘Best practice’ can mean a number of things. Here it is meant to convey that New Zealand will strive to maintain our good environmental record internationally.” This statement is ambiguous to say the least and as such is not something against which progress can effectively be monitored.
The draft document makes no mention of any strategy regarding environmental safeguards concerning:

· offshore petroleum exploration and mining
· coal mining

· methane hydrates exploration and extraction

Given the fact that a decision has been taken to include expanding fossil fuel exports as part of the draft energy strategy, these omissions are a major concern.
6) Renewable energy and reducing emissions

New Zealand has a moral obligation to play its part in reducing greenhouse gas emission. The future quality of life for billions of human beings and the survival of many plant and animal species depends on it. In addition, as the introduction of the draft strategy states, in future, “The international economy will reward efforts to reduce greenhouse gas emissions to address climate change.” 

‘Area of focus’ number 12 in the draft strategy is “reduce energy-related greenhouse gas emissions” (Page 17). Unlike most other areas of the strategy it seems on first glance as though a specific target has been set: “a 50 per cent reduction in New Zealand’s carbon-equivalent net emissions, compared to 1990 levels, by 2050.” 
 However, as the draft strategy makes clear, this is an economy-wide target, which means it does not specifically relate to the energy sector. There is no clear statement on what the government seeks to achieve regarding energy related emissions.
The rest of the reducing emissions section of the draft energy strategy, like the much of the rest of the document, is bereft of detail on the actual strategy.
That said, the document does commit to an increase in renewable energy generation. Page 9 of the draft strategy says, “The Government retains the aspirational, but achievable, target that 90 per cent of electricity generation be from renewable sources by 2025 (in an average hydrological year) providing this does not affect security of supply.” Notwithstanding the caveat on supply security, which could in future be used to justify more fossil fuel electricity generation if not enough effort has been made to expand renewable generation capacity, retaining such a target is certainly useful (it’s the only target in the whole draft energy strategy). However, given New Zealand’s existing capacity and abundant renewable electricity generation potential
 the country has a real opportunity to join Iceland as a 100% renewable electricity nation. Unfortunately, neither a 90% nor a 100% target will be achieved without a clear strategy.
According to the draft, “The New Zealand Emissions Trading Scheme (ETS) will be the primary means to reduce emissions in the energy sector, and all other sectors across the economy. A price on carbon emissions will be a feature of future investment decisions and in improving the competitiveness of low emissions alternatives.” It has to be hoped that the existence of the ETS and a price on carbon emissions will influence the investment decisions of the electricity generation companies. However, available evidence does not give much cause for optimism.
Projections of the impact of the ETS are that it will reduce emissions below business as usual by about 10 million tonnes CO2e per year by 2020. In other words, the government is projecting that, after 10 years of implementation, the ETS will only be able to keep emissions at their current levels. The Ministry of the Environment has estimated that 3 million tonnes of this will be in the forestry sector and 7 million tonnes will occur across the rest of the economy. It is not clear how much of this 7 million tonne saving is expected to be from increased renewable electricity generation. 

According to the ‘Renewables 2010 global Status Report’, compared to other developed countries, New Zealand has relatively few renewable energy promotion policies.
 Of the 10 policies listed in the report, New Zealand has just 2 compared to, for example, 8 in Denmark, 7 in Japan and 6 in Poland. Out of a list of 41 countries, New Zealand is joint 5th from bottom. While New Zealand is if course ahead of all these countries when it comes to the proportion of electricity generated from renewable sources, the current approach smacks of complacency. Perhaps the greatest omission is the lack of a feed-in tariff to encourage increased distributed electricity generation, despite the recognition in the draft strategy that a desirable long term future for New Zealand is one where “Distributed generation and new sources, such as marine energy, result in a more robust system.”
According to the 2010 global status report on renewable energy, “At least 83 countries have some type of policy to promote renewable power generation. The most common policy is the feed-in tariff, which has been enacted in many new countries and regions in recent years. By early 2010, at least 50 countries and 25 states/provinces had feed-in tariffs, more than half of these adopted only since 2005. Strong momentum for feed-in tariffs continues around the world as countries continue to establish or revise policies. States and provinces have been adopting feed-in tariffs in increasing numbers as well.”

In terms of the transport sector, in 2007 the MED projected that annual greenhouse gas emissions would increase by approximately 4 million tonnes CO2e between 2010 and 2020.
 More recent projections from the government’s fifth national communication to the United Nations Framework Convention on Climate Change (UNFCCC) estimate this transport sector increase will be just over 1.6 million tonnes.
 The MED study estimates that even a carbon price of NZ$50 per tonne CO2e would have a negligible impact on the projected increase in transport emissions.
 This begs the question, what impact will other policies have?

According to the draft strategy, “The Government’s other policies facilitating development of renewable energy in all forms, including biofuels and direct heating will also assist in lowering emissions. Policies such as fuel efficiency labels on vehicles, biodiesel production grants and support for electric vehicles will help to reduce transport emissions.”

New Zealand’s vehicle fleet is one of the largest (per head of population) and also one of the oldest and most inefficient in the industrialised world. According to a January 2008 consultation document produced by the Ministry of Transport, “The light vehicle fleet has grown significantly over the past decade; there has been a 22 percent increase in light vehicle numbers between December 2000 and December 2006. There were 2.9 million light vehicles registered in New Zealand in December 2006. The average age of vehicles in the light fleet is 12 years, which is old by international standards.”

The government’s fifth national communication to the UNFCCC estimates that, by 2020, vehicle fuel economy labeling will save 43,000 tonnes CO2e emissions per year
 – just 2% of the latest projected increase in transport emissions. In contrast, according to research by the Green Party, regulating average Vehicle Fuel Economy Standards (VFES) for imported light vehicles has the potential to save 3 million tonnes CO2e emissions per year by 2020.
 The government abandoned a planned VFES scheme in 2009.
No estimates were provided in the fifth national communication for the impact of the electric vehicles tax break and the biofuel subsidy (probably due to the uncertainty concerning their duration). 
The draft strategies mention the biodiesel grant scheme and the exemption for light electric vehicles from road user charges several times (specifically on page 13, page 18 and implied on page 22) suggesting that these policies are a major part of the government’s response to the energy challenges facing New Zealand. It is therefore worth examining their likely impact in more detail (see Boxes 1 and 2).
	Box 1: Biodiesel Grants Scheme

According to the Energy Efficiency and Conservation Authority (EECA):

“The Biodiesel Grants Scheme aims to kickstart the biodiesel production industry in New Zealand. 

It is designed to:

· Provide support for the growing New Zealand biodiesel manufacturing industry as an economic development measure

· Offer comparable treatment with bioethanol for biodiesel

· Diversify the New Zealand fuel market; and

· Encourage the adoption of environmentally responsible fuels which reduce greenhouse gas emissions.

Under the scheme, which started on 1 July 2009, a grant of up to 42.5 cents per litre for biodiesel or biodiesel content of a biodiesel blend will be available to biodiesel producers. The grant will be payable monthly in arrears to producers whose product sales amount to, or are in excess of 10,000 litres, B100 content, (100% biodiesel) per month.”

It is obviously too early to draw exact conclusions on what contribution the scheme might make to achieving the fourth objective listed above (cutting greenhouse gas emissions) but it is possible to get an idea of the likely scale of this contribution.

In the first eleven months of operation (July 2009 – May 2010), an average of 44,620 litres of biodiesel were covered by the scheme,
 which is roughly equivalent to 38 tonnes of fuel.
 Extrapolating this average over a whole year equates to 456 tonnes per year. Total oil consumption
 in NZ in 2008 was: 5,737,000 tonnes. At this rate, Biodiesel covered by the scheme would comprise 0.008% of total NZ oil consumption.

The average increase in oil consumption over the past 10 years has been 81,850 tonnes per year. Current biofuels output covered by the grant scheme (extrapolated over a whole year) would amount to just 0.56% of this average annual increase in consumption. New Zealand would therefore need to achieve more than 170 times greater production and use of biofuels, stimulated by the grant scheme, just to account for the average increase in oil used by consumers every year, let alone reduce emissions from current levels.
Looking more specifically at New Zealand diesel consumption, which amounted to 2,388,500 tonnes in 2008, and with an annual increase over the past 10 years of 62,840 tonnes per year, the biofuel covered by the scheme would cover just 0.02% of annual diesel consumption and just 0.7% of the average annual increase in diesel consumption.

It is likely that recent changes to the scheme
 will increase the amount of biodiesel being produced although the continued focus of the grants on fatty-acid methyl esters (vegetable oils or animal fats reacted with methanol) will limit the domestic feedstock to canola and waste oils/fats, which will continue to limit the quantities produced.

The UK, with a much higher population and therefore much less land area available than New Zealand, manages to produce some 500 million litres of biodiesel.
 According to the Bioenergy Association of New Zealand, this country produces a little over 4 million litres of biodiesel.
 Research by NIWA and SCION, and research by the Parliamentary Commissioner for the Environment has highlighted the potential for New Zealand to produce significant quantities of biodiesel from wood.
,




	Box 2: Road User Charges Exemption for Light Electric Vehicles

In June 2009, the government announced that electric vehicles would be exempt from road user charges from October 2009. The press release announcing the policy states, “The Government sees private vehicles continuing to be the most significant mode of transportation for most New Zealanders. Therefore it is important that we encourage the use of alternative fuel technologies in order to help meet our environmental obligations over time.”
 In the release, Transport Minister Steven Joyce said, “This technology can make a significant contribution to improving the efficiency of our vehicle fleet. Electric cars can also decrease our reliance on imported fossil fuels and improve our energy security.”

According to the Regulatory Impact Statement on the exemption of electric vehicles from Road User Charges, there were only 23 vehicles in the whole of New Zealand that qualified for the exemption in 2009.
 The impact statement says that, in order to avoid such an exemption becoming a precedent (because road user charges fund land transport infrastructure improvements), the scheme should be limited in duration.

Taking this concern on board, the government has stated the scheme will expire at the end of 2012 (unless an extension is implemented after the policy is reviewed) by which time the impact statement predicts 127 electric vehicles in New Zealand with combined annual revenue foregone in road user charges of $60,466. The total cost of the scheme (revenue foregone) over its four year duration is projected to be less than $105,000.

$105,000 is less than 0.002% of the government’s planned spending on roads

$60,466 is less than the Wellington accommodation allowances for 3 government ministers in the first 6 months of 2009.

As for emissions, in 2008 the light passenger vehicle fleet grew by 3,427 cars.
 If this growth continues at the same rate we can expect an additional 13,708 cars on the road by the end of 2012. Electric cars, assuming the predictions are correct, will account for less than 1% of this increase in light vehicle numbers. It is likely therefore that the current projected increased numbers of electric cars will do virtually nothing to counteract a rising emissions trend let alone contribute to an overall reduction of emissions on existing, or 1990 levels.




WWF-NZ is not alone in advocating a range of complementary transport sector policies to reduce emissions. According to the Ministry for the Environment’s 2009 Departmental Report on the review of the Emissions Trading Scheme, “Several submissions suggested non-price-based measures relating to transport, including increased investment in public transport, coastal shipping and alternative modes as part of the land transport programme, and ceasing to use public funds to extend roading. BP [British Petroleum] [181] submitted that the liquid fossil fuels sector of the emissions trading scheme needs to be supported with a comprehensive package of measures across all aspects of the transport sector. Similarly, Shell New Zealand [105] recommends regulatory intervention in the transport sector, including vehicle efficiency standards, incentives for low-carbon fuels, and measures to influence driver behaviour and transport prices. Shell noted that carbon price alone is unlikely to create behaviour changes in the transport sector because of the relatively low elasticity of demand.” 

Finally, if New Zealand is to achieve emissions reductions and a significant shift towards a renewable energy system, particularly in the transport sector, there will need to be a concerted research and development effort. However, while the draft strategy on the one hand states that “The Government will facilitate the swift uptake of new energy technologies within New Zealand” (underlining added), it subsequently makes clear that, “The Government will prioritise research funding to areas based on New Zealand’s resource strengths and unique characteristics, and where there is commercial potential. In the immediate term, Government research funding will support research to improve petroleum and mineral extraction, energy security and efficient and affordable energy use. Research in the areas of bioenergy and geothermal energy are also priorities.”
Continuing to prioritise public investment in petroleum and mineral extraction research and development makes little sense in a strategy that needs to address the twin challenges of increasing oil prices and increasing carbon prices.
7) A real energy strategy

A real energy strategy would clearly separate any strategy or plan to increase energy exports, and the strategy to ensure affordable, sustainable, secure energy supplies for New Zealand. It would set specific, time-bound objectives and targets so that levels of ambition are defined and progress can be effectively monitored. In particular:
· There should be a clear strategy on liquid fuels that addresses the identified challenges of increasing oil prices and the need to reduce greenhouse gas emissions. This part of the strategy should include the government’s objectives on public transport, on transport fuel efficiency and on the development and adoption of alternatives to fossil fuel-based liquid fuels. The document should also set out the strategy for achieving these objectives including existing policies or initiatives and the kind of new policies or initiatives that will be required.
· There should be a clear strategy on electricity generation that can address the challenges of, for example, reducing greenhouse gas emissions, diversifying supply, upgrading electricity infrastructure and the potential impact of increased use of electric vehicles. This part of the strategy should include the government’s objectives on renewable electricity generation, coal fired electricity generation, gas fired electricity generation, distributed generation, fuel poverty, more efficient use of electricity, smart grids and smart meters. The document should also set out the strategy for achieving these objectives including existing policies or initiatives and the kind of new policies or initiatives that will be required.
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