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The past few months have seen major developments in Australia

and around the world

US Inflation Reduction Act EC new emergency NSW first REZ tender VIC Gov plan for 95% Labor first Budget as
of 2022 intervention package launched renewables by 2035 target federal government COP27
Emissions in NEM QLD 80% renewables by Ségfegdui?sr%mfsctgar?lc?fm NZ 50% renewables by 20éit\|/gngcr1eEpr;er;gy G20 Summit
objectives 2035 target consultation period) 2035 target
August September October November
International Australia
e US Inflation Reduction ACT tightens tax loopholes with revenues e Energy ministers agree for emissions to be in NEM objectives.
for climate action, drought relief and the Affordable Care Act. e Queensland commits state to 80% renewable energy target by
e European Commission announces emergency intervention 2035.
package: caps on “infra-marginal” producers and electricity e NSW launches state’s first REZ tender.
consumption reduction. e Federal Government commences consultation on Safeguard
e NZintroduces a 50% renewables for final energy consumption Mechanism Credits Bill.
by 2035 target. e VIC Gov announces plan for 95% renewables by 2035 if re-elected.
e The 2022 World Energy Outlook flags, for the first time, demand e Federal Government’s Budget mentions climate change 220 times
peaks for fossil fuels in all scenarios. with large-scale investments in renewables and green skills.
e COP27 takes place in Sharm El Sheikh, Egypt.
e The G20 summit occurs in Bali, Indonesia.
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Climate Initiative (2035 CI)




Why are we here? 2035 Cl aims

The world is committed to limiting global warming to
1.5°C, and this will require deep structural change.

Australia’s 2030 target is a good start — but we need to
also grapple with trade-offs on the pathway to deep
decarbonisation.

Achieving emissions reductions beyond 43% will be The 2035 Gl will track alongside a critical

complicated by worsened physical impacts, supply policy formation process, focusing on the
chain shocks, and industrial reorganisation. changes needed to achieve decarbonisation in

line with Australia’s 2035 NDC.

Australia’s 2035 emissions reduction goals are due to
be registered under the Paris Agreement in 2025, just
three years after submission of the updated 43% NDC.

These goals will need to be more ambitious than
Australia’s current NDC target to ensure Australia has
an orderly transition to net zero emissions in line with
keeping the global temperature increase to 1.5°C.



From the Climate & Recovery Initiative to the 2035 Climate

Initiative...

The Climate & Recovery Initiative:

CRI was established in early 2020 to
bring together economic leaders to
ensure economic response to COVID-19
was aligned with the net zero emissions
transition.

Over 9 roundtable meetings, we forged a
space for consensus-building around the
great economic challenges of our day.

The rationale for change:

As the immediate impacts of COVID-19
dissipated and the Australian economy
shifted from a recessionary to
inflationary state, a review was
conducted with regular participants to
ensure the group remains relevant to
contemporary challenges.

A clear view was formed that participants
want a new mandate for the group: a
forward-facing agenda with a targeted
aim.

The 2035 Climate Initiative:

Planning and thinking for the climate
challenges of the next decade is a
fundamental gap in the current policy
landscape.

The Australian Government will submit
its 2035 emissions reduction goal under
the Paris Agreement in 2025.

Many state governments are
implementing or considering similar
goals.

Corporate targets for 2035 are
increasingly on the agenda of boards
and shareholders.



We need to better understand the biggest economic

challenges of the next decade

Possible themes for the 2035 ClI in 2023...

Net zero emission pathways spell out clear trajectories for the global
economy, what are the implications for Australia?

Net zero emissions W= Heagvy industry
pathways abatement Heavy industry abatement and other hard-to-abate sectors will be
particularly exposed to transition risks beyond this decade.

Just transition has primarily focussed on workers, but other parts of
the community bear costs of a rapid transition to net zero (eg.
flood-affected homeowners).

Financing and fiscal policy — both corporate investors and

: I Just transition i
Net negative emissions and communities government revenue streams — need to adapt for the major global
technologies transition.

“Net negative” emissions technologies will be essential for the whole
economy to reach net zero; can we devote the resources to make
this a reality?

Supply chains and global trade will look completely different in 2035,
and Australia needs to grapple with strategic trade-offs in its position.

Supply chains Finance and
and global trade P fiscal policy



Pathways to 2035




Current NDC commitments will not secure the

emissions reductions needed to achieve the Paris
Agreement

The current NDC target for Australia is to reduce GHG

emissions by 43% below 2005 levels by 2030. _ ]
The world is heading for 2.4°C to 2.8°C

Based on Climateworks scenario modelling, 43% by 2030 is warming based on targets ahead of COP27
not fully aligned with a well below 2°C pathway. 48-54% is

needed to be more confidently on track towards net zero by oo iy
2050.
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world could possibly limit global warming to 1.8°C by 2100,
without strengthening current NDC targets. However, these 3 2030 targets
outcomes are based on optimistic assumptions about A s s

long-term actions. If these actions do not eventuate, the

world is on track to reach 2.4°C of warming by the end of I
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Source: Climate Analytics, 2022
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The Paris Agreement is a commitment to pursue efforts
towards the long-term temperature goal of 1.5°C. If leaders
are serious about this goal, we can expect more significant
policy and investment changes in the coming years to keep
1.5°C within reach.


https://climateanalytics.org/media/no_time_for_complacency.pdf

The net zero transition beyond this decade requires

large-scale, whole-of-economy changes

In most models, the period beyond this decade assumes increasingly

substantial shifts in technology and economic patterns, in order to Emissions reductions by mitigation measure in the IEA’s

achieve net-zero goals. Net Zero Emissions by 2050 (NZE) scenario
* Inindustry, emissions reductions are particularly reliant on R A A
assumed CCUS and hydrogen technology, especially in heavy § = Mitigation measures
© M Behaviour and

industries such as steel, cement and chemicals.
+ Energy consumption in the buildings sector decreases due to 30
continued electrification and efficiency improvements.
* There will be shifts in transportation, with stringent fuel-economy
standards and the phase out of internal combustion engines in 15 -
favour of electric vehicles.

ke avoided demand
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 aviation and shipping will likely switch from fossil fuels to BCCNS
renewables based fuels in 2030-2040 — requiring massive 5000 3050 'm;:o
industries to be established to provide renewable fuel feedstock. EA. All rights reserved

* Gas is the last fossil fuel to be replaced in all models. Solar, wind and energy efficiency deliver around half of emissions reductions to 2030

. Increased reductions in methane emissions are achieved in in the NIE, while elecirification, CCUS and hydrogen ramp up thereafier
relevant industries e.g. agriculture, and wastewater. Source: IEA. 2021

Sources: |[EA. 2021; McKinsey. 2021



https://iea.blob.core.windows.net/assets/deebef5d-0c34-4539-9d0c-10b13d840027/NetZeroby2050-ARoadmapfortheGlobalEnergySector_CORR.pdf
https://www.mckinsey.com/capabilities/sustainability/our-insights/curbing-methane-emissions-how-five-industries-can-counter-a-major-climate-threat
https://iea.blob.core.windows.net/assets/deebef5d-0c34-4539-9d0c-10b13d840027/NetZeroby2050-ARoadmapfortheGlobalEnergySector_CORR.pdf
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Transport: No new passenger internal combustion engine o |
cars sold globally; 50% of heavy truck sales are electric .
Industry: All industrial electric motor sales are 10
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achieve net zero emissions in electricity generation

Source: |[EA, 2021 Buildings M Transport Industry M Electricity and heat Other



https://iea.blob.core.windows.net/assets/deebef5d-0c34-4539-9d0c-10b13d840027/NetZeroby2050-ARoadmapfortheGlobalEnergySector_CORR.pdf

In a 1.5°C scenario, Australia will need to reach net zero

emissions by 2035; a step change is needed

FIGURE 3.3: Overall annual net emissions in the modelled scenarios (2005-2050)
800 -
» In Climateworks Centre's modelled scenario
from Decarbonisation Futures that aligns with 600 -
keeping temperature rise below 1.5°C,
Australia reaches net zero by 2035. In this 400 -

scenario, electricity generation also reaches

. . %
zero emissions around 2035. 8 200
=
* Inthe IEA's Net Zero Emissions by 2050 i -
scenario, the electricity sector reaches zero net 2005 2010 205 2020 2025 2030  20%._ 2040 2045 2050
emissions in advanced economies by 2035. s
» Australia is not currently on track for either of
these scenarios. 400 -
Historical 1.5C All-in Z_C-De—p;y_ o ;é.lr:n-o.v;;e. ..........

Source: ClimateWorks Centre, 2020

Sources: ClimateWorks Centre, 2020; IEA, 2022



https://www.climateworkscentre.org/resource/decarbonisation-futures-solutions-actions-and-benchmarks-for-a-net-zero-emissions-australia/
https://iea.blob.core.windows.net/assets/c282400e-00b0-4edf-9a8e-6f2ca6536ec8/WorldEnergyOutlook2022.pdf
https://www.climateworkscentre.org/resource/decarbonisation-futures-solutions-actions-and-benchmarks-for-a-net-zero-emissions-australia/

Current national strategies focus on low-hanging fruit such as

increases In renewables; the world will increasingly need to
consider the hard-to-abate sectors

“Hard-to-abate” sectors are those without a credible path to net zero emissions. There may be solutions available
for decarbonisation, but these are either cost-prohibitive or rely on assumptions about additional abatement

technologies that do not currently exist.

Australian GHG emissions

THE BIGGEST CHALLENGE IN MEETING THE PARIS AGREEMENT LIES IN THE MA.

& C

HEAVY-DUTY = oy , '
TRANSPORT D 5 '. :
...and their share of remaining emissions will

grow as other sectors, like power, buildings
HEAVY ROAD TRANSPORT SHIPPING AVIATION and light-duty fransport get decarbonized.

Hard-to-abate
sectors

Source: Energy Transitions Commission, 2018 Hal’d-to-abate SeCtorS represent more than
a quarter of Australia’s annual greenhouse
On current trends, emissions from hard-to-abate sectors could account for 16Gt by 2050 gas emissions and approximately $160
(around 50% of current total global CO2 emissions). As the rest of the economy billion in annual exports.

decarbonises, they would be a growing share of emissions.


https://www.energy-transitions.org/wp-content/uploads/2020/08/ETC_MissionPossible_ReportSummary_English.pdf

COP27




There was little progress on climate change action at COP27

The “phase out” stalls

Overall, while COP27 did not worsen agreements in the
Glasgow Pact, language in the draft decision from COP27
does not demonstrate clear advancement on the transition to
net zero.

A proposal to phase out all fossil fuels, rather than only
“‘unabated coal” (as per COP26), was not unanimously
adopted.

Members of the Gas Exporting Countries Forum promoted the
use of gas as a transition fuel. Behind closed doors, countries
including Saudia Arabia and Russia argued that emissions
rather than oil cause climate change.

The final text promotes both renewables and “low-emissions”
energy. “low emissions” remains contested in its meaning, and
while most argue it encompasses nuclear and CCS, some
have attempted to expand the definition to gas.

Sources: Farand, Lo & Darby, 2022; Merzian, 2022

Progress on loss & damage,
carbon trading, and nature

After many years of small island states and poorer countries
calling for compensation for the impacts of climate change,
wealthy nations agreed to establish a fund to respond to loss
and damage in vulnerable countries at COP28.

However, the fund has not established:
*  Who will pay for it?
*  Who will benefit from it — which countries are “particularly
vulnerable developing countries”™?

Negotiators also filled in some details of the broad framework
for a new global carbon trading scheme announced at
Glasgow.

Nature-based solutions, forests and oceans have featured in
the final text explicitly for the first time which sets an important
precedent.


https://reneweconomy.com.au/explainer-what-was-decided-at-cop27-climate-talks-in-egypt/
https://reneweconomy.com.au/the-good-the-bad-and-a-leave-pass-for-fossil-fuels-at-compromised-egypt-cop27/

At the same time, progress on climate change was made
at the G20 summit in Indonesia

G20 Bali Leaders’ Declaration

Climate change was widely discussed in the Declaration, including
in terms of both scaling up action, e.g.

“We will rapidly scale up the deployment of zero and low emission
power generation, including renewable energy resources, and
measures to enhance energy efficiency, abatement technologies as
well as removal technologies, taking into account national
circumstances.”

And identifying risks associated with climate change to economic
systems:

“We acknowledge the macro-economic risks stemming from climate
change and will continue discussions on the costs and benefits of
different transitions.”

The Declaration commits to pursuing efforts to limit temperature
increases to 1.5°C compared to pre-industrial levels.

Source: The White House, 2022

Indonesia coal phase-out

Indonesia launched its Energy Transition Mechanism (ETM) Country
Platform, which is a coordination and delivery mechanism to drive a
just and affordable energy transition for the country.

The ETM Country Platform will include:
* A Carbon Reduction Facility scheme to retire coal-fired power
plants early in Indonesia; and,
+ A Clean Energy Facility scheme to develop or reinvest green
energy facilities.

Indonesia and the International Partners Group also launched the
Indonesian Just Energy Transition Partnership. The partnership will
mobilise US$20 billion over the next 3-5 years to help Indonesia
pursue an accelerated just energy transition.

In return, Indonesia commits to developing an investment and action
plan over the next six months, which includes deploying renewable
energy resources and decommissioning coal-fired generators.

Source Euractiv, 2022


https://www.whitehouse.gov/briefing-room/statements-releases/2022/11/16/g20-bali-leaders-declaration/
https://www.euractiv.com/section/energy/news/eu-g20-countries-to-help-finance-indonesias-coal-phase-out/

