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EXECUTIVE SUMMARY  
 

New Zealand needs sound policies on climate change for the short, medium and longer terms to 

provide certainty and a clear path forward.   

There is no easy response to addressing climate change.  Policy needs to be formulated 

considering scientific, economic, environmental, social, international and domestic factors.  In 

assessing the relevance of the components of these factors, trade offs will be necessary in 

determining the final policy design. 

We have had the opportunity to read the submissions made to the Emissions Trading Review 

Committee, hear many of the submitters present and to discuss many of the issues with the 

Committee and Officials.  Our report seeks to identify and highlight many of the key issues and 

potential trade offs raised, and to suggest areas for specific consideration in the design process 

going forward. 

We have structured our report by first broadly discussing climate change policy in a wide 

context.  We have applied these policy considerations in a New Zealand context and then 

focussed on scheme design issues. 

For the purposes of our report, in our discussion of price based measures, we have taken 

guidance from the Committee and focussed our comments primarily on emissions trading.  

However, the substantive issues we have raised are similarly as relevant in consideration of the 

design of a carbon tax. 

In each section of the report, we have highlighted areas of note and for consideration.  For ease 

of reference, these issues are summarised here in tabular form with page referencing to the 

body of the report: 
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Table of Considerations / Points to Note  

No.  Consideration / Point to Note  Page 

 Chapter 2 : Climate Change Policy Overview  

1  Note:  Although it would be ideal to be undertaking the current emissions 

trading scheme review with greater international certainty as to policy 

direction, this has not been possible.  However, even in the absence of specific 

direction as to the international future framework, it appears reasonably clear 

that our major trading partners have an ongoing commitment and desire to 

address the climate change challenge. 

8 

2  Note:  New Zealandõs emissions profile is atypical among developed nations. 9 

3  Note:  The US is now engaging on climate change and that domestic policy 

development includes emissions trading. 

10 

4  Note:  Australia is seeking to introduce an emissions trading scheme however 

the òCarbon Pollution Reduction Schemeó legislation differs significantly from 

New Zealandõs ETS in a number of areas. 

11 

5  Consideration:  Sectoral agreements may play an important role in 

international emissions reduction efforts.  Domestic policy should therefore be 

flexible enough to be able to respond to them. 

12 

6 Consideration:  To determine the potential sectoral impacts of carbon related 

trade measures, a more in-depth study may be appropriate to determine 

whether there is a case for New Zealand imposing measures to off-set 

competitiveness disadvantages faced by New Zealand industries. 

13 

7  Consideration:  That New Zealand consider potential trade measures such as 

border tax adjustments, which are being proposed or discussed by our major 

trading partners, to ensure that New Zealandõs export products are not 

disadvantaged. 

13 

8  Note:  It is important that New Zealandõs response is not modelled on the 

theoretical ideal market and carbon reduction measures but rather 

acknowledges and works with an imperfect short to medium term situation. 

14 

9  Consideration:  As there is no universal view on the weightings of 

environmental, social and economic factors, in a New Zealand context these 

decisions will need to take account of how best the balancing of these issues 

meets New Zealandõs goals. 

15 

10  Consideration:  Advice and analysis from the ETS Review process should be 

taken into account in determining the appropriate response for New Zealand, 

balancing a wide range of economic, environmental and social outcomes.  

Committee recommendations could also be flexible enough to accommodate 

outcomes from any public consultation on target setting. 

15 
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No.  Consideration / Point to Note  Page 

11  Consideration:  Explore options for a co-ordinated approach to develop an 

aligned brand strategy to build on and enhance New Zealandõs green 

reputation and differentiate units to create premium value for individual 

credits. 

17 

12  Consideration:  In considering our domestic response to climate change, New 

Zealand should consider environmental factors, both in the context of their 

impact domestically and also their impact from a global perspective. 

17 

 Chapter 3 : Climate Change Policy in a New Zealand Context  

13  Consideration:  That consideration be given to the importance of factoring in 

New Zealand asset base issues in New Zealandõs climate change response and 

scheme design. 

19 

14  Note:  It will be important to balance the need for business certainty with 

mechanisms to provide flexibility as international developments occur. 

19 

15  Consideration: In considering the design of a price based measure for New 

Zealand, it may be appropriate to apply a hybrid policy approach. 

21 

16  Consideration:  We suggest that an analysis be prepared of direct regulations 

which have been introduced in Australia, the US and EU to establish whether 

any of these options may be appropriate in a New Zealand context. 

21 

17  Consideration:  Consideration needs to be given to determine the options for 

and optimal roll out of Complimentary Measure to assist wider New Zealand 

adjust to a carbon constrained economy. 

22 

18   Consideration:  Consideration should be given to the role of adaptation and 

funding for it needs to appropriated. 

23 

19  Consideration:  We suggest that an analysis be prepared on incentives which 

have been considered or introduced off-shore to establish whether any of 

these options may be appropriate in a New Zealand context. 

24 

20  Note:  Voluntary agreements or formalised memoranda of understanding may 

perform a useful function either on their own merit or as an interim step 

pending sectoral inclusion in a price based measure policy . 

24 

21  Note:  If New Zealand is to capitalise on technological change, it will be 

essential that greater focus be placed on research and development 

opportunities. 

25 

22  Consideration:   Consider measures to enable better access for MǕori to the 

science funding system. 

25 

23  Note:  It is vital that a distinction is drawn between the regulatory and 

voluntary markets and that associated rules and calculation methodologies are 

not inappropriately mixed in this standard setting process. 

26 

24  Consideration:  Consideration should be given as to how the Crown should 

best meet its obligations to MǕori under the Treaty. 

27 
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No.  Consideration / Point to Note  Page 

25   Note:  The establishment of an appropriately resourced ongoing governance 

arrangement with MǕori is essential to ensure appropriate regulation and 

implementation plans are designed so as to ensure MǕori do not bear a 

disproportionate amount of any ETS related burden. 

30 

26  Consideration:  Consider the wider introduction of materiality thresholds for 

sectors (e.g. synthetic gases) in the NZ ETS as a means to reduce compliance 

costs, while still protecting against unrestricted emissions growth. 

33 

27  Consideration:  If criteria for introduction of a carbon price on a sector are 

not met, then alternative policy measures should be considered for some 

sectors on an interim or long term basis, such as direct regulation, 

complementary measures, contributions to R&D and voluntary agreements. 

33 

28  Consideration:  Consider whether the current administration and the 

designated roles and responsibilities are appropriate to best implement and 

administer New Zealandõs climate change response. 

35 

29  Consideration:  Consider the appropriateness of an independent regulatory 

body to provide a coordinated and a-political response.  If an independent 

regulator is desirable, consider existing New Zealand models of governance 

used for the Reserve Bank and Commerce Commission, and the proposed 

Australian governance structure, to ascertain what is best for New Zealand. 

36 

30  Consideration:  Consider whether an Independent Advisory Committee 

should periodically review the New Zealand scheme to provide accountability 

and transparency. 

36 

31  Consideration:  Consider whether an independent review of NZ ETS 

implementation planning and preparedness is warranted. 

37 

 Chapter 4 : NZ ETS Design Issues  

32 Note:  The current emissions trading market is fragmented and there is a need 

for flexibility in domestic ETS design to enable a transition to a fully 

operational world-wide carbon market. 

39 

33  Consideration:  Taking into account the upstream point of obligation for 

liquid fossil fuels and stationary energy, consider the need to: a)  Publicly 

communicate the price of carbon and its impact on fuel  and electricity prices 

on an ongoing basis; and b)  Establish a mandatory reporting scheme for large 

emitters with  voluntary reporting for smaller emitters who consider 

themselves to  be trade exposed. 

43 

34  Note:  There are a range of emission units available internationally and that 

decisions on their eligibility in a domestic ETS are required. 

44 

35  Note:  Linking decisions to Kyoto units may also indirectly link a NZ ETS to 

other domestic schemes, e.g. EU ETS, with resultant pricing signal pass 

through. 

46 
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No.  Consideration / Point to Note  Page 

36  Consideration:  Note that at this time there is no single international carbon 

price that truly represents the least cost of abatement. 

47 

37  Consideration:  Note that at this time there is significant variation in trading 

volumes of different units. 

48 

38  Consideration:  Note that recent CER prices are volatile and have tracked 

the EU ETS. 

49 

39  Note: The AAU market is immature and AAUs are currently selling at a 

discount to guaranteed delivery CERs. 

50 

40  Note:  Japan and European nations have established AAU purchasing 

programmes. 

51 

41  Note:  In the short term (CP1 at least) the different unit purchasing 

characteristics of the Crown and NZ ETS Participant buyers is material and 

that a Crown purchased portfolio is very likely to be lower cost. 

53 

42  Note:  The different unit purchasing characteristics of the Crown and NZ ETS 

Participant buyers also creates an arbitrage opportunity for the Crown which 

is likely to be material. 

53 

43   Consideration:  Request an updated forecast of the supply and demand 

balance for units in the NZ ETS which addresses the concerns about 

assumptions in prior analysis. 

56 

44  Consideration:   Consider the requirement for the Crown to provide liquidity 

in the market through auction of NZUs or other means. 

56 

45  Consideration:   Consideration should be given to the retention of calendar 

year trading periods should the NZ ETS remain tightly linked to the Kyoto 

Protocol or successor agreement which operates on a calendar year basis. 

57 

46  Note:  The current banking provisions as set out in the NZ ETS legislation are 

appropriate unless price intervention measures are introduced. 

57 

47 Consideration:   Consider introducing a provision for restricted borrowing 

covering all sectors with unit surrender obligations, subject to restrictions that 

may be required across Commitment Period start-end dates. 

58 

48  Consideration:   Consider the Pros and Cons of short term Government 

intervention in the NZ ETS through fixed price issuance of units. 

59 

49  Note:  In any reconsideration of the allocation pool for Pre-1990 exotic 

forests, decisions on offset planting need to be taken into account ð a 

particular issue for MǕori. 

61 

50  Consideration:  Consider the merits of a òtrigger pointó criteria against a 

fixed date criteria for the commencement of withdrawal of allocation support 

in a New Zealand context. 

63 
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No.  Consideration / Point to Note  Page 

51 Consideration:  Consider the inclusion of liquid fossil fuels and cogeneration 

heat in the emission sources for which an allocation to trade exposed industry 

is to be provided. 

64 

52  Consideration:   Consider the merits of allocation methods including:    

 - grandparenting within a capped pool;     

 - intensity based within a capped pool; and    

 - intensity based with no capped pool  

taking into account possible additional mechanisms to ensure that allocation to 

new entrants or incumbent expansion may be in the national interest and lead 

to reduction in global emissions. 

68 

53  Consideration:  Seek a full listing of cases relating to the adherence of Kyoto 

emission calculation rules in the NZ ETS and request transparent analysis on a 

case by case basis of the pros and cons of relaxing these calculation rules. 

69 

54  Note:  An Emissions Trading Scheme will have an impact on the fiscal balance 

and that consideration of the use of any increased revenue and how this is 

communicated is required. 

70 

55  Consideration:   Consider the penalty provisions and the quantum of 

penalties, particularly in the initial years of the scheme when participants are 

learning both new monitoring and reporting rules and also how to access 

credits in an international carbon market. 

72 

56  Consideration:  Consider requesting the Institute of Chartered Accountants 

to look at and issue guidance on the accounting treatment in a New Zealand 

context. 

73 

57  Note:  A number of tax issues need to be addressed to make them more 

workable and clarify the treatment of certain types of transactions. 

74 

58  Consideration:  Consider introducing transitional tax measures to apply in the 

initial period of the schemeõs introduction to reduce the penalty and interest 

exposure on inadvertent errors. 

74 
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CHAPTER 1  INTRODUCTION  

The Independent Specialist Advisers were appointed to assist the Emissions Trading Review 

Committee in their deliberations of the Terms of Reference as set out in Appendix 1. 

This report consolidates our thoughts on many of the substantive issues that were raised 

through written submissions and subsequent hearings. 

While we provide commentary on broad sector issues, we have not addressed company specific 

issues that were raised by submitters.  

With respect to price based measures, as requested by the Committee we have focused on 

emissions trading, noting that many of the issues identified would be common to a tax. 

The views expressed in the report are our unified opinion. 

Structure of the Report 

We recognise that the report is substantive and therefore have structured it to allow the 

Committee members to form their own judgement on the level of detail they wish to enter into 

on issues: 

 At the highest level we have identified specific points to note and consider in sections 

throughout the report as formatted below:   

# Note / Consider : 

Brief text explaining the point to be noted or considered.  

These have also been consolidated into a single summary in the Executive Summary, 

which also performs the function of a checklist of issues for the Committee during its 

deliberations. 

 The body of the report contains narrative and where appropriate tables or figures that 

substantiate the specific points to note or consider. 

 Reference materials providing greater detail are referenced in the text and presented in 

Appendices related to each chapter.  

Chapter contents are described briefly as follows: 

Chapter 2  Presents the wider overview on climate change policy, including global 

agreement status, the position of the US and Australia and other external 

and broad policy influences.  

Chapter 3  Looks at climate change policy in a New Zealand context, covering the 

policy options and MǕori issues. 

Chapter 4  Focuses on the New Zealand Emissions Trading Scheme design and 

implementation issues, in anticipation of primary legislative amendments. 
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Review of Departmental Report  

Over the past weeks we have received drafts of the Departmental Report to the Committee for 

review.  We wish to acknowledge that many of the points we have raised have been taken into 

account and we thank the officials for their cooperative approach in this process. 

Points of difference or areas of omission that remain are detailed in a separate report to the 

Committee. 
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CHAPTER 2  CLIMATE CHANGE POLIC Y ð OVERVIEW  

2.1 Introduction  

This section of the report steps down from a global perspective through to the domestic 

perspective. 

The Science 

The New Zealand Government has made it clear that it accepts the international position in 

relation to the science of climate change.  The terms of reference for this review have similarly 

not revisited the science, except in a context of the IPCC projections underpinning country 

targets.   

As advisers, we have similarly accepted the scientific position and have not commented on the 

IPCC projections.  In our view, these issues will be independently commented on by the 

Parliamentary Commissioner for the Environment. 

International Arena  

In section 2.2 we set out the global agreement status.  In section 2.3 we discuss external 

influences on New Zealandõs stance including the US and Australian positions, sectoral 

agreements and trade barriers. 

Domestic Policy Response 

The government has recognised that how it responds to climate change now will determine the 

shape of our future ð our economy, environment and communities.  In addition, it recognises 

climate change as a long term strategic issue for New Zealand within the broader context of 

economic transformation, national identity and other leading issues such as water quality and 

flood risk management.   

New Zealand is in the fortunate position that, in designing our response to address climate 

change, we are able to draw on lessons already learnt globally.  As part of this process, New 

Zealand should unashamedly analyse any critical reviews undertaken of global trading schemes, 

regulations and complementary measures and bring these lessons into the factors to be 

considered in the design of the New Zealand response.  

Factors to consider in determining our appetite for action are covered in Section 2.4 

2.2 Global Agreement  Status  

International Policy Direction is Uncertain  

2009 is a crucial year in the international effort to address climate change, culminating in the 

United Nations Climate Change Conference in Copenhagen, 7-18 December.  In 2007, Parties 

agreed to shape an ambitious and effective international response to climate change, to be 

agreed in Copenhagen. 

At this point, it is not clear whether an international agreement will be reached in December or 

whether a broad framework will be negotiated with specific details and agreement concluded at 

a later stage.   
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We have had the opportunity to hear from New Zealandõs international negotiators and it is 

clear that, as part of these negotiations, New Zealandõs negotiating stance takes a balance of 

securing an effective long term global framework and also an agreement which is cognisant of 

New Zealandõs own unique emission profile. 

1  Note :  

Although it would be ideal to be undertaking the current emissions 

trading scheme review with greater international certainty as to policy 

direction, this has not been possible.  However, even in the absence of 

specific direction as to the internatio nal future framework, it appears 

reasonably clear that our major trading partners have an ongoing 

commitment and desire to address the climate change challenge.   

The current status of international agreements and domestic action in New Zealand, Australia 

and the EU is presented in Appendix 2, Figure A2-1. 

Recognition of New Zealandõs Specific Emissions Profile is Uncertain 

New Zealandõs emissions profile differs significantly from the profiles of other Annex 1 parties, 

who are currently in the process of negotiating further commitments beyond 2012.1  Rather 

than a typical Annex 1 profile, being a country which is considered to be industrialised, New 

Zealandõs emissions profile is heavily influenced by land based factors and demonstrates 

characteristics normally observed in emissions profiles of developing countries.   

It is clear from the presentations by international negotiators, made during the course of the 

emissions trading scheme review process, that New Zealand is acutely aware of the issues which 

arise as a result of our specific and unique emissions profile.  In particular, at an international 

level, New Zealand aims to seek clarity on the rules for land use, land use change, forestry and 

the flexibility mechanisms.  In addition, methodology issues in the agricultural sector are to the 

fore.   

New Zealandõs submission to the Ad Hoc Working Group on further commitments for Annex I 

Parties under the Kyoto Protocol2 identified five important national circumstances which are 

most relevant when estimating the mitigation potential that exists within New Zealand: 

(i) Nearly 50 percent of domestic emissions come from the grazing livestock agriculture; 

(ii) A large proportion of electricity is generated from renewable sources; 

(iii) The industrial sector is small; 

(iv) The planted production forestry sector is large; and 

(v) The population density is low and geographically isolated from the rest of the world.  

 

Whilst the international rules relating to calculations of emissions from specific land based 

activities are undecided, New Zealand is designing domestic rules that encapsulate emissions 

                                                                 

1 Refer Appendix 2, Box A2-1 for a comparison of New Zealandõs emissions profile against that of Australia and the EU.  
2 MFAT (September 2008) http://www.mfat.govt.nz/downloads/global-issues/mitigation-potential-and-targets-NZ-

submission-sept08.pdf  

http://www.mfat.govt.nz/downloads/global-issues/mitigation-potential-and-targets-NZ-submission-sept08.pdf
http://www.mfat.govt.nz/downloads/global-issues/mitigation-potential-and-targets-NZ-submission-sept08.pdf
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from these activities.  It is important that these domestic rules do not result in disproportionate 

and punitive outcomes in advance of clarity of the global position.   

2  Note :  

New Zealandõs emissions profile is atypical among developed nations. 

2.3 External Influences on New Zealandõs Stance 

2.3.1 US Position  

The US position on climate change policy will have a significant influence on future global 

agreements.  Without US engagement China, India and other developing nations will not take on 

binding emissions commitments. 

Important Developments in the United States 

With the election of President Barrack Obama to the US presidency, the country has announced 

a clear intention to take an important leadership role on the issue of climate change both on the 

international stage and indeed domestically within the US economy. 

Waxman-Markey Climate Change Bill  

The Bill, formally titled the American Clean Energy and Security Act of 20093, is centred around 

a cap-and-trade system that is intended to reduce American greenhouse gas emissions to 20% 

below 2005 levels by 2020, and to 83% below 2005 levels by 2050.  The Act was passed by 

Congress 26 June 2009, however it is uncertain whether it will go before the Senate before 

2010.  

Other provisions include òa nationwide renewable electricity standard that reaches 25 percent 

by 2025, new energy efficiency programs and limits on the carbon content of motor fuels, and 

requires greenhouse gas standards for new heavy duty vehicles and engines.ó4 

The American Recovery and Reinvestment Act5 includes more than $US60 billion in clean 

energy investments to jump-start economy and build clean energy jobs of tomorrow: 

 $US11 billion for a bigger, better, and smarter grid that will move renewable energy 

from the rural places it is produced to the cities where it is mostly used, as well as for 

40 million smart meters to be deployed in American homes. 

 $US5 billion for low-income home weatherization projects. 

 $US4.5 billion to green federal buildings and cut energy bill, saving taxpayers billions of 

dollars. 

 $US6.3 billion for state and local renewable energy and energy efficiency efforts. 

                                                                 

3 http://www.govtrack.us/congress/billtext.xpd?bill=h111-2454  
4 òHouse Democrats release draft energy, climate billó - New York Times, 31 March 2009. 
5 http://www.govtrack.us/congress/bill.xpd?bill=h111-1, passed by the Senate 10 February 2009.  

http://www.govtrack.us/congress/billtext.xpd?bill=h111-2454
http://www.govtrack.us/congress/bill.xpd?bill=h111-1
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 $US600 million in green job training programs ð $100 million to expand line worker 

training programs and $500 million for green workforce training. 

 $US2 billion in competitive grants to develop the next generation of batteries to store 

energy. 

Positive implications for New Zealand policy development  

The US adoption of clear emission reduction policies like a cap and trade type approach to 

emissions reduction and management is positive for New Zealand.  One manifestation of this is 

that it will likely help shape Chinaõs response/s to climate change.  

The US move towards a cap and trade approach will limit New Zealandõs policy options and 

particularly a carbon tax, as this would place New Zealand out of step with other major 

economies. 

3  Note :   

The US is now engaging on climate change and that domestic policy 

development includes emissions trading. 

2.3.2 Australian Position  

As our nearest and major trading partner, Australiaõs domestic climate change policy is also a 

significant consideration for New Zealand.  A Trans Tasman working group on policy alignment 

has been established. 

Following its 2007 ratification of the Kyoto Protocol, which came into effect on 11 March 2008, 

Australia has obligations to reduce its 2008-12 emissions to 108% of its 1990 emissions level and 

is reported to be on target to achieve this. 

Australia has committed to a tiered approach to emissions reduction targets conditional on 

international agreement status.6   

Australiaõs action is focused on the introduction of an expanded Renewable Energy Target and a 

domestic emissions trading scheme; the Carbon Pollution Reduction Scheme (CPRS).  

The proposed CPRS legislation, builds on significant prior policy development work;  

 The Australian States and Territoriesõ National Emissions Trading Taskforce (2004-2008) 

and  

 The Howard led Governmentõs Prime Ministerial Task Group on Emissions Trading 

(2006-7). 

If passed, the CPRS will commence in July 2011 with a fixed price for carbon set at A$10/tCO2-e.  

Full variable price trading will start in the 2012-13 year.   

The Scheme coverage is summarised below:7 

                                                                 

6 Senator the Hon. Penny Wong, Minister for Climate Change and Water, 4 May 2009 

http://www.environment.gov.au/minister/wong/2009/mr20090504c.html. Refer Appendix 2 Table A2-1 

http://www.environment.gov.au/minister/wong/2009/mr20090504c.html
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 Emissions from stationary energy, transport, industrial processes, waste and fugitive 

emissions from oil and gas production will be covered from the start of the Scheme; 

representing some 75% of Australiaõs total emissions;  

 The Australian Government will include reforestation in the Scheme at commencement 

on a voluntary basis; 

 The Australian Government does not consider that it is practical to include agricultural 

emissions in the Scheme at commencement. Given the importance of broad coverage, 

the Government is disposed to include agriculture in the scheme no earlier than 2015. A 

final decision on coverage of agriculture emissions will be made in 2013. 

More details on CPRS design parameters are provided in Section 4 of this report. 

4  Note :   

Australia is seeking to introduce an emissions trading scheme however 

the òCarbon Pollution Reduction Schemeó legislation differs 

significantly from New Zealandõs ETS in a number of areas. 

2.3.3 Sectoral Agreements  

Sectoral agreements at the international level are one way to help break down the 

developed/developing country divide in international emissions reduction commitments.  

Sectoral agreements are commonly discussed in relation to greenhouse gas generating sectors 

which produce internationally traded commodities such as aluminium, cement and steel. In this 

context they are seen as an attractive option which could:8 

 Simplify international negotiations;  

 Reduce international competitiveness concerns; and  

 Increase effectiveness through increased participation and reduced leakage. 

However critics of them raise concerns that they may inhibit the price signal to switch from high 

to low(er) emissions intense materials.  

Sectoral agreements may develop and play a significant role until such time as all nations place a 

cost of carbon on their emissions.  

New Zealandõs domestic policy should therefore be flexible enough to adapt to such sectoral 

agreements e.g. through phase out of any allocation for trade exposure on a narrow industry by 

industry basis. 

 

                                                                                                                                             

7 CPRS White Paper Fact sheet 012-Scheme Coverage, http://www.climatechange.gov.au/whitepaper/factsheets/index.html  
8 World Resources Institute (2007), Slicing the Pie: Sector Based Approaches to International climate change Agreements.  

http://www.climatechange.gov.au/whitepaper/factsheets/index.html
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5  Consideration :  

Sectoral agreements may play an important role in international 

emissions reduction efforts.  Domestic policy should therefore be 

flexible enough to be able to respond to them. 

2.3.4 Trade barriers  

Trade barriers are a mechanism by which countries can take action to protect their goods and 

services.  In the context of climate change, the key issue is the difficulty in coordinating a global 

and single response to climate change which, in turn can result in competitiveness issues 

between countries.  Countries may impose barriers to address such competitiveness issues.  In a 

New Zealand context, we face competitiveness concerns when trading with countries that do 

not have emission reduction targets or alternatively where their domestic response has been 

less stringent or less industry targeted than proposed in New Zealand.   

The area of trade barriers and border tax adjustments is complex.  There are a number of legal 

and other issues which need to be worked through before a country can use such measures.  

However, it is clear that some countries have signalled the potential use of trade measures to 

address competitiveness in circumstances where trading partners have adopted a differing 

response to climate change.  Specifically, both the EU and US have commented on their potential 

use.   

Legal analysis shows that while certain legal complications exist, border tax adjustments that 

seek to offset competitiveness concerns may, in some cases, be permitted under international 

trade rules.  It is even possible that the possibility of using border tax adjustments may form part 

of a post Kyoto climate change agreement.9   

A number of academics in most countries acknowledge the possibility of using border tax 

adjustments but there is still no certainty as to the complex legal, political and diplomatic 

outcomes.  The World Trade Organisation has not yet specifically addressed the climate change 

issue and the extent to which it may be flexible in its response is unclear.   

New Zealand is a major exporter and therefore border tax adjustments on New Zealand 

products may have significant impacts.  It is therefore vital that, in our response to climate 

change, our policies do not disproportionately expose these products.  Conversely, we need to 

be mindful that a price of carbon on our products sold domestically, where no similar price of 

carbon exists off-shore and therefore on imports, may also result in competitiveness 

disadvantages.   

It is critical that New Zealand is aware of how trade measures may affect trade flows for 

differing sectors.  Simulations have been conducted10, which showed that, in aggregate, carbon 

related trade measures such as border tax adjustments will have little effect on New Zealand 

economic welfare.  However, the simulations acknowledged that the results may mask potential 

sectoral adjustments.   

                                                                 

9 Trade Policy and Climate Change: Using Trade Measures to Address Competitiveness Concerns, Tracey Epps, Facility of 

Law, University of Otago and Niven Winchester, Department of Economics, University of Otago, 22 April 2008 
10 ibid  
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6 Consideration :  

To determine the potential sectoral impacts of carbon related trade 

measures, a more in-depth study may be appropriate to determine 

whether there is a case for New Zealand imposing measures to off-set 

competitiveness disadvantages faced by New Zealand industries. 

 

7  Consideration :  

That New Zealand consider potential trade measures such as border 

tax adjustments, which are being proposed or discussed by our major 

trading partners, to ensure that New Zealandõs export products are not 

disadvantaged. 

2.4 Influences on New Zealandõs Domestic Response   

2.4.1 Utopia Doesnõt Exist ð Flexibility is Required  

In formulating climate change policy, and in particular measures to apply in the short to medium 

term, it is vital to recognise there is no common global carbon market.  The staggered 

introduction of initiatives worldwide has meant that different jurisdictions have approached their 

response in differing ways.  In addition, the Kyoto Protocol and its mechanisms draw distinctions 

between developed and developing countries and the types of actions countries are required to 

take in the period to 2012.   

An ideal and perfect global market would have a single scheme or linked schemes using the same 

units, at the same price, with the same surrender periods and the same accessibility.  The 

schemes would also cover identical gases and ensure that the basis for sectoral inclusion was 

identical.   

Emissions trading schemes globally are many years away from the utopia of a perfectly fungible 

carbon market.  In a New Zealand context, this means that any initiatives which are taken in the 

short to medium term, which are not on a level playing field with other schemes globally, may 

comparatively harm New Zealandõs economic growth in this intervening period or ability for 

environmentally credible emission reductions in the future.  Balance is therefore required to 

ensure that appropriate design features are incorporated into New Zealandõs domestic 

response, at least for the period until such time as global consensus merges and a clearer global 

market unfolds.   

What this means in a New Zealand context is that there is not a level playing field across 

jurisdictions for climate change measures.   
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8  Note :   

It is important that New Zealandõs response is not modelled on the 

theoretical ideal market and carbon reduction measures but rather 

acknowledges and works with an imperfect short to medium term 

situation.   

2.4.2 Conditionality of Commitment  

New Zealand is a signatory to the Kyoto Protocol.  Our emissions reduction targets to 2012 

were set based on best information available to Officials at the time the agreement was signed 

and ratified.  The initial targets were set based on New Zealandõs domestic emissions profile, the 

extent to which it was considered to be a reasonable path for emission reductions in New 

Zealand and the proposed actions of our global trading partners.  

The key issues for New Zealand moving forward are what should New Zealandõs emissions 

reductions path be, and the conditionality of this commitment should other countriesõ 

reductions paths, rules and commitments change.   

The issue of conditionality of commitment needs to be considered in a two step process: 

 The first step is for New Zealand to consider the scientific evidence, international 

negotiations and other countriesõ commitments, and the trajectory for emission 

reductions which is feasible in a New Zealand context.  This consideration needs to be 

made having clear regard to the blend of environmental, social and economic issues, and 

the outcome New Zealand wishes to achieve.  

 The second step is to consider the extent to which our response may vary, depending 

on the responses of our global trading partners.   

As a signatory to the Kyoto Protocol, it is clear that New Zealand desires to participate in the 

global challenge of emission reductions.  In designing domestic measures relevant to New 

Zealand, it is also desirable to overlay social, environmental and economic considerations to 

ensure our domestic response is appropriate.   

The majority of submitters heard acknowledged the need for an emission reduction path.  The 

submissions varied significantly as to the extent of that path and the weighting which should be 

given to considering the environmental, social and economic issues.   

Some jurisdictions, such as Australia, have suggested differing emission reduction paths, 

depending on the actions of global trading partners.  Clearly an option available to New Zealand 

is to also expressly decide and publish differing reduction targets contingent on global action(s).  

Based on the current state of international negotiations, it seems unlikely that the rest of the 

world will take a zero-action response.  The future global response to climate change is likely to 

either be a global successor agreement to the current Kyoto Protocol, or by way of a myriad of 

domestic measures, which individually place countries on trajectories to their own reduce 

emissions.   

There are a number of differing positions on climate change policy development New Zealand 

can take, both in an international context and in domestic policy.  These range from taking a 
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leading role in policy development to a do nothing approach.  To date, New Zealandõs approach 

has moved within these two extremes. 

New Zealandõs ultimate decision on an emissions reduction path or paths will ultimately need to 

be made at a political level considering all factors.   

9  Consideration :  

As there is no universal view on the weightings of environmental, social 

and economic factors, in a New Zealand context these decisions will 

need to take account of how best the balancing of these issues meets 

New Zealandõs goals. 

How Much Action Is Enough?   

The extent of New Zealandõs response to climate change will depend very much on the quantum 

and time frames for New Zealandõs desired emission reductions.  New Zealand will also need to 

consider where it wishes to position itself in the international debate in determining its 

response.   

It is recognised that New Zealand should and will take action in relation to climate change and 

climate change responsibilities.  However, this action needs to consider other actions globally in 

order to not disproportionately reduce New Zealandõs international competitiveness nor result 

in carbon leakage manifesting itself in a worse environmental outcome globally.  New Zealandõs 

response also needs environmental credibility.   

A number of submitters are of the view that New Zealand has done little to date in taking action 

and responsibility in relation to climate change.  Other submitters are of the view that the 

legislation, as currently in force, may result in a disproportionate and adverse economic 

outcome.   

To address these concerns, as part of the terms of reference, the Review Committee plans to 

draw on the economic analysis jointly undertaken by NZIER and Infometrics.  Similarly, it will 

draw on advice from the Parliamentary Commissioner for the Environment.  Separate from 

these two sources, the Government has also recently announced it plans to engage public debate 

on constructive and realistic targets for New Zealand. 

10  Consideration :  

Advice and analysis from the ETS Review process should be taken into 

account in determining the appropriate response for New Zealand, 

balancing a wide range of economic, environmental and social 

outcomes.  Committee recommendations could also be flexible enough 

to accommodate outcomes from any public consultation on target 

setting. 
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2.4.3 Economic Impact Analysis  

In April the Advisers provided feedback to the Committee on a draft version of the òEconomic 

Modelling of New Zealand Climate Change Policyó report from Infometrics and NZIER.11,12 

We provide no further comment in this report, however core assumptions related to emissions 

trading scheme design are noted in Chapter 4 as appropriate. 

2.4.4 Branding  

It is important to understand the extent of impact that New Zealandõs climate change response 

will have on the branding of New Zealand and New Zealandõs products.   

There is a perception around New Zealandõs clean green image and approach but, based on the 

Kyoto Protocol calculation methodologies for emissions and the inclusion of agriculture, New 

Zealandõs emissions per capita are high in comparison to most other developed countries.  This 

per capita ratio does not align with the green image.   

The issue of branding needs to be considered on three levels: 

 The first level is at a broad country level, whereby our national response to climate 

change may impact on desirability of New Zealand as a tourist destination and also the 

general desirability of our products and services.   

 On the second level, branding needs to be considered at a specific product level, 

supported by clear evidence which is able to withstand scrutiny.  New Zealand products 

are in a very vulnerable position due to our distance from market.  It is vital that any 

product related branding, which includes carbon related assertions, can withstand 

stringent scrutiny.   

 The third level to consider, in the context of branding, is business opportunities which 

can arise.  New Zealand has a unique opportunity to capitalise on the green perception, 

address climate change issues, and favourably position our products and services 

strategically.  Carbon related claims could be coupled with other biodiversity and sound 

environmental practices, to elevate New Zealand products into premium brands.  

Leveraging MǕori Culture to Exploit Brand Opportunities  

MǕori too are keenly interested in brand opportunities that leverage their indigenous identity, 

and cultural attributes such as kaitiakitanga to differentiate any carbon credits generated by post-

1989 forestry on MǕori land for additional carbon credit value.  Since NZUs generated under 

the ETS will be traceable, it should be feasible to òbrandó those units generated by MǕori and 

aligned to with existing internationally recognised standard like the Climate, Community and 

Biodiversity Alliance (CCBA) program.  To the extent international demand materialises or can 

be stimulated for such attributes ð as well as other attributes such as enhancing water quality, 

biodiversity etc ð this may enhance the value MǕori can generate form post-1989 forestry.  This 

might require an extension or replication of the Toi Iho model for MǕori branding, and/or liaison 

with appropriate international carbon certification agencies. 

                                                                 

11 Refer Specialist Advisers report ETS-SA-02 dated 24 April 2009. 
12 Final report from Infometrics / NZIER is available at http://www.climatechange.govt.nz/documents/economic-modelling-

of-new-zealand-climate-change-policy/economic-modelling-of-new-zealand-climate-change-policy.pdf  

http://www.climatechange.govt.nz/documents/economic-modelling-of-new-zealand-climate-change-policy/economic-modelling-of-new-zealand-climate-change-policy.pdf
http://www.climatechange.govt.nz/documents/economic-modelling-of-new-zealand-climate-change-policy/economic-modelling-of-new-zealand-climate-change-policy.pdf
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11  Consideration :  

Explore options for a co-ordinated approach to develop an aligned 

brand strategy to build on and enhance New Zealandõs green 

reputation and differentiate units to create premium value for 

individual credits. 

2.4.5  Future Energy Needs  

Future energy needs for New Zealand are outside the scope of the ETS Review; therefore we 

have not specifically addressed the issue.  They are however important considerations which 

need to balance security of supply, affordability and environmental protection (including climate 

change). 

2.4.6 Environmental integrity  

New Zealand has recognised that it needs to response to climate change, and that response 

needs to be cognisant of the global response and positions.  As a developed country, there is a 

clear expectation that we will work towards meeting our emissions reduction targets and that 

our response will have environmental integrity.   

Environmental integrity needs to be considered on two levels.  The first level is ensuring that we 

recognise we are operating in a carbon constrained world and we move to producing goods and 

services in a far less carbon intensive way.  We will need to move towards a cleaner economy, 

having regard to our resource constraints and should utilise our resources efficiently.   

The second consideration is to ensure that our response does not merely become another 

jurisdictionõs problem, when looking at overall global emissions.   

New Zealandõs driver should be to encourage businesses and countries to adopt worldõs best 

practice in emission management.  By focussing on actions which will reduce emissions both 

domestically and globally, we will maintain clear environmental integrity.    

12  Consideration :  

In considering our domestic response to climate change, New Zealand 

should consider environmental factors, both in the context of their 

impact domestically and also their impact from a global perspective . 
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CHAPTER 3  CLIMATE CHANGE POLIC Y IN A NEW 

ZEALAND CONTEXT  

3.1 Introduction  

There is no easy response to addressing climate change.  Climate change policy needs to be 

formulated considering scientific, economic, social, international and domestic factors.  In 

assessing the relevance of the components of each these factors, many trade offs will be 

necessary in order to formulate a robust policy to guide New Zealandõs path forward.   

In this Chapter, we address many of these issues and highlight key factors to be noted or 

considered.  Specific design detail issues are included in Chapter 4 of our report.   

3.2 Protecting N ew Zealandõs Asset Base  

In determining the shape of New Zealandõs climate change policy, an important factor is the 

appropriateness and extent to which New Zealandõs asset base should be protected.  Such 

consideration needs to be based on both short and long term economic and environmental 

metrics.   

Climate change policy and ETS design to date have focused primarily on the envisaged least cost 

to business, in the short term.  Our historic response was not clearly supported by widely 

agreed analysis to demonstrate the likely costs in the longer term, particularly if the global 

carbon price rises.  Further, there has been no publically available information of any 

considerations which may have occurred on how New Zealand may protect its asset base, whilst 

moving along a path of significant domestic emission reductions, i.e. a 50% reduction by 2050.   

Factors which need to be considered in determining our domestic response to climate change, 

whilst protecting our domestic asset base, are: 

 What is our long term emission reduction trajectory, e.g. 50% by 2050, and how will we 

achieve emission reductions to meet this commitment?   

 Is it important to focus on reducing our domestic emissions profile or are we happy to 

rely on the export of funds to finance emission reductions in off-shore jurisdictions?   

 To what extent will incentivisation of New Zealand created ôclean sectorõ technology 

grow New Zealandõs economy and position New Zealand for greater future growth?   

 To what extent should factors such as attraction of talent, skills, employment and 

technology development be relevant in encouraging domestic projects to reduce 

emissions?   

 To what extent is incentivisation to accelerate the rate of emissions reductions 

important?   

 To what extent is reducing New Zealandõs absolute domestic emissions profile 

important in circumstances where the carbon intensity of a similar product produced 

off-shore is greater than the equivalent New Zealand produced product.   

 To what extent will primary production remain a major sector of the economy with a 

requirement to increase value of exports through energy intense processing to increase 

GDP? 
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 To what extent should other resources, such as water, influence strategic positioning of 

New Zealandõs primary produce?  For example, as other resources become scarce, and 

therefore more costly, New Zealand water based products will gain in value.  Should 

differentiation be made in climate change policy setting where an industry is 

economically strategic? 

13  Consideration :  

That consideration be given to the importance of factoring in New 

Zealand asset base issues in New Zealandõs climate change response 

and scheme design. 

3.3 Policy Design Flexib ility  vs. Business Certainty   

Business certainty is imperative in the long and shorter terms.  Policy design needs to consider 

business certainty in both in a long term and short term context.   

Businesses seek clarity and long term stability over rules which are designed to apply over longer 

periods.  This is particularly essential in the context of climate change regulation.  It ensures a 

stable climate for investments and the renewal of asset portfolios.  The main reason is that asset 

lifetimes in capital intensive industries can be significant, often between 20-60 years with 

construction times spanning several years.  Investment decisions will not be made while the 

degree of uncertainty is high.   

Rule stability does not only relate to scheme coverage.  It is also vital in the context of 

monitoring, reporting and verification rules, in appropriate governance structures and effective 

compliance function.   

However, long term certainty should not come exclusively of the need for flexibility where 

international developments may drive our global partners on a different course.  Built into our 

rule design should be an express ability to amend, where it is clear it is in the best interests of 

New Zealand.   

In the shorter term, business certainty is vital in order to manage operational requirements and 

appropriate compliance.  Specifically, businesses which will be participants under the scheme 

need clear rules in relation to their monitoring and reporting obligations and also their 

entitlement to allocations of units.  In addition businesses will require clarity to comply with 

accounting and tax obligations.  Lack of certainty creates an untenable position for business 

budgeters and planners.  An unrealistic implementation timeline has similar impacts. 

14  Note :   

It will be important to balance the need for business certainty with 

mechanisms to provide flexibility as international developments occur. 
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3.4 Policy options  

There are a number of policy options which can be implemented to respond to climate change.  

These include price based measures to drive behavioural change, direct regulation, 

complimentary measures, incentives, voluntary initiatives and research and development.  We 

provide broad comments on each of these policy options.   

3.4.1 Price Based Measures  

Putting a price on greenhouse gas emissions assigns a cost, therefore creating a financial 

incentive to reduce emissions.  Carbon taxes and emissions trading under a cap are two ways of 

achieving such an outcome. 

Emissions trading is a market-based mechanism which limits the level of emissions permitted and 

leaves it to the buyers and sellers of emission permits to establish a price for them.  It is a 

mechanism explicitly designed to incentivise businesses and households to reduce their 

emissions.  Under an ETS, participants are required to surrender emission units annually to 

cover their ETS liabilities.   

In contrast, taxes are an emissions price imposed by governments.  Taxes seek to influence 

consumption and investment decisions by making emitting more costly.  Taxes can certainly 

influence the price of emissions but it is very difficult to calculate in advance the quantitative 

reduction in emissions they will achieve.  If a particular level of emissions is being sought, taxes 

may have to be repeatedly adjusted to secure the ôrightõ outcome, irrespective of the market 

price of carbon.   

In short, a carbon emissions trading scheme secures the quantum of emissions reductions 

required at a market price that cannot be known in advance; a carbon tax provides security 

around the price of emissions reductions efforts but cannot guarantee that any particular level of 

reductions will be achieved.   

Hybrid approaches are used internationally such as: 

 Sectoral Hybrids ð where some sectors are covered by trading and some by tax (EU); 

and  

 Pricing Hybrids ð where under a trading scheme a fixed price unit issuance is used 

(Australia CPRS first years) with fixed price trading.   

In our view, it is important not to get caught up in the debate over the pros and cons of an ETS 

over a carbon tax.  Rather, the key is to address the significant underlying issues which include 

cost and pricing controls, trading exposure and appropriate measures to stimulate the right 

emissions reduction behaviour.   

Taking into account guidance from the Committee, for the purposes of our report, we have not 

been drawn into discussing the advantages and disadvantages of one price based measure over 

the other.  Instead we have focused on ETS design as directed.  The more substantive issues that 

we have focused on in an ETS design context are also relevant to a carbon tax policy. 
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15  Consideration : 

In considering the design of a price based measure for New Zealand, it 

may be appropriate to apply a hybrid policy approach . 

3.4.2 Direct Regulation  

A number of jurisdictions have addressed aspects of their climate change response using direct 

and targeted regulation.  Such regulations have included energy efficiency standards, vehicle 

emission standards, industrial emission standards, low level general levies, waste levies, recycling 

regulations, light bulb usage and requirements to purchase renewable energy.   

Direct regulation can provide a more targeted response to specific high emission activities which 

may, in turn, accelerate changes in behaviour.  

16  Consideration :  

We suggest that an analysis be prepared of direct regulations which 

have been introduced in Australia, the US and EU to establish whether 

any of these options may be appropriate in a New Zealand context.  

3.4.3 Complimentary Measures  

While price based measures are likely to be the primary mechanism to achieve low-cost 

abatement, additional measures will be needed to assist the transition to a low-carbon economy.   

These measures will need to be tailored and include the development of guidelines and 

information as part of a formal and sustained education strategy targeted at key sectors and 

stakeholders likely to be impacted by the system.  Such information will be important in the early 

stages to overcome perceived and real complexities of adapting to a price on carbon, measures 

which can be undertaken to reduce, and adaptation considerations.   

In addition, measures should be considered to protect parts of the community, such as low 

income households, adjust to the price shocks that a price on carbon will create. 

The Department of Conservation could also play an important government leadership role by 

way of targeted tree planting programs on its land.   

The following principled approach is proposed as a framework towards identifying 

complimentary measure options: 

 Acknowledgment that education and information is vital if all New Zealanders are to 

adapt to a carbon constrained environment; 

 Acknowledgment that some financial assistance will be required to some sectors of the 

community who are indirectly affected by a price on carbon but are not otherwise able 

to obtain assistance  through price based measures regulation; 

 Measures should be targeted at market failures not expected to be addressed by the 

scheme or that impinges on its effectiveness; 
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 Adhere to principles of simplicity, accountability, transparency and predictability and 

consistency (discussed more fully in Section 4.2); 

 Be targeted to manage impacts for particular sectors of the economy; and 

 Be coordinated by the Government, and implemented in conjunction with relevant 

industry bodies, local government, welfare agencies, and business depending on who is 

best able to deliver the measure.  

17  Consideration :  

Consideration needs to be given to determine the options for and 

optimal roll out of Complimentary Measure to assist wider New 

Zealand adjust to a carbon constrained economy.  

3.4.4 Adaptation and Funding  

Scientists warn the expected impacts of climate change will include rising temperatures, sea level 

rise, changing rainfall patterns and increased storminess. Adaptation is the process of preparing 

for and adapting to the impact of these changes on New Zealandõs economy, environment, 

infrastructure and way of life, in order to minimise the risks and maximise the opportunities. 

Government must play an important leadership and co-ordination role in terms of New 

Zealandõs adaptation program to ensure appropriate funding and resources are targeted towards 

the program.  That in turn requires a healthy economy that targets adaptation responses to the 

effects of climate change.  

Infrastructure location needs to take account of changing weather patterns and projected sea 

level rises.  There is no point locating major new or upgraded infrastructure, with a long term 

life expectancy, in an area which is expected to be adversely impacted by climate change.  

Further, some existing infrastructure may need to be relocated to reduce risks which may arise.  

Similarly, location of new businesses and industries, both in the industrial and agricultural 

sectors, should take account of climate change factors. 

Section 3.8 of our report discusses social and community issues and in particular the need to 

invest in climate resilient infrastructure and economic development to reduce the future 

vulnerabilities of our communities and economy.  Adaptation planning will also have important 

social and cultural impacts. 

It may be useful to review adaptation responses currently being implemented offshore and adapt 

these to a New Zealand context for use in our own adaptation considerations. 

The role of science in informing government policy 

The role of science will be critical to informing long term central government policy as it relates 

to climate change and will be critical to the effectiveness of our climate change response, 

particularly over the medium to longer term.  Historically New Zealandõs research capability has 

been disaggregated across crown research institutes and Universities.  The establishment of the 

newly formed multi-science agency, The New Zealand Climate Change Centre, that brings 

together capabilities from across the science system with particular focus on climate change and 
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adaptation, will be essential in taking a co-ordinated approach to development of climate change 

and adaptation policy.  Key functions for this organisation should include: 

 Coordinating climate change research that is relevant to New Zealand; 

 Communicating climate change science to the public, policy-makers, local authorities and 

other stakeholders (including MǕori); 

 Assisting the participating organisations to develop and apply cost-effective and 

sustainable science-based solutions to the challenges of mitigation and adaptation; 

 Building New Zealandõs research, technical, and policy analysis capabilities through 

improved education and training; 

 Suggesting key metrics to incorporate climate change and adaptation requirements into 

consideration of all public infrastructure spend; 

 Enhance public understanding of climate change issues; and 

 Improve the quality of policy debate and policy outcomes. 

18   Consideration :  

Consideration should be given to the role of adaptation and funding 

for it needs to appropriated.  

3.4.5 Incentives  

Incentives are another mechanism to drive behavioural change and accelerate the response to 

climate change.  Incentives are viewed as being a òcarrot approachó rather then adopting òa stick 

approachó.   

Some market commentators hold the view that by introducing an emissions trading scheme, any 

attempt to incentivise initiatives with result in a double benefit.  Whilst theoretically this is 

correct in an environment where carbon is fully priced, as outlined above, that theoretical ideal 

carbon market does not yet exist and carbon will not be fully priced in the short or medium 

term.  Therefore, a number of climate change initiatives may not be financially viable and will be 

delayed for significant periods until such time as clearer market price signals develop.   

New Zealandõs emission profile is very different from most other developed countries and the 

cost of introducing or developing technologies to reduce emissions, as opposed offsetting 

emissions, may be prohibitive.  Therefore, the path to emissions reductions in a New Zealand 

domestic context may be slower then would otherwise be desired.  Targeted incentivisation of 

emission reductions technologies and development may accelerate this emission reduction path.   

There are a number of mechanisms to incentivise emissions reductions.  These include Kyoto 

based flexibility mechanisms such as Joint Implementation, for example the Projects to Reduce 

Emission Scheme which operated in New Zealand between 2003 and 2005.  The Permanent 

Forest Sinks Initiative and the Afforestation Grant Scheme also act as incentives to accelerate 

emission reduction in the domestic context.  Other options could include the use of tax 

legislation such as accelerated depreciation on assets which have been developed with low 

emissions technology.   
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19  Consideration :  

We suggest that an analysis be prepared on incentives which have been 

considered or introduced off-shore to establish whether any of these 

options may be appropriate in a New Zealand context.   

3.4.6 Voluntary Initiatives  

Voluntary initiatives have been used extensively over the past ten years by organisations seeking 

to reduce emissions.  These voluntary actions have either been instigated directly by players 

wishing to address their emissions levels, either due to market drivers or their own branding and 

sustainability initiatives, or as part of agreed voluntary measures made under commitments with 

Government.   

Introduction of non-binding voluntary agreements have been shown to be effective in reducing 

emissions.  An example of such is the non-binding memorandum of understanding signed 

between the Crown and users of imported SF6 in the electricity sector in 2004.  Major users are 

exempt from any climate change policy costs in return for meeting a specified target.  All users 

agreed to adopt best practice in SF6 management.   

Voluntary initiatives are a useful compliment to other policy options.  They are generally 

effective in encouraging businesses to take action in relation to climate change.  A memorandum 

of understanding formalises voluntary agreements and tends to drive organisations to meet these 

commitments.  Often, voluntary agreements can result in greater action, over and above 

voluntary commitment levels, as distinct from regulation which generally results in businesses 

meeting their prescribed levels of commitment.   

20  Note :  

Voluntary agreements or formalised memoranda of understanding may 

perform a useful function either on their own merit or as an interim 

step pending sectoral inclusion in a price based measure policy .   

3.4.7 Research and Development  

There has been much debate as to whether a mitigation approach, using an emissions trading 

scheme or the development of new technologies approach, is best to reduce global greenhouse 

gas emissions.  The Kyoto Protocol introduced mechanisms for a mitigation approach, albeit not 

precluding participating jurisdictions also adopting a technology incentivisation approach.   

It is clear that if rigorous country emission reduction plans are to be achieved, then use of new 

technology will be required.  Much of this technology has not yet been developed.  However, 

once available, is likely to be in significant demand globally when the price on carbon removes 

current additionality barriers.   

New Zealand is well positioned in certain industry sectors to capitalise on its areas of expertise 

to develop new technologies, particularly in the areas of agriculture, geothermal and forestry.  By 

increasing the cost of greenhouse gas emissions the ETS should encourage changes in production 
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levels, types, and methods so as to reduce emissions.  In part this will be brought about by 

making existing emissions-reducing technologies more viable.  Alternatively, it will increase the 

profit opportunities for developing such technologies, and hence should be expected to increase 

technology-based R&D and innovation directed at reducing emissions.  

A key issue will be the funding of research and development to stimulate development of these 

sector technologies and to give New Zealand a competitive advantage in these areas.  Some 

initiatives are currently underway including the recently announced Primary Growth Partnership.  

However, if New Zealand is to capitalise on technological change, it will be essential that greater 

focus be placed on research and development opportunities. 

21  Note :    

If New Zealand is to capitalise on technological change, it will be 

essential that greater focus be placed on research and development 

opportunities.    

Research and MǕori  

Given high participation by MǕori in especially the agriculture/farming sector, MǕori will need to 

play an important participatory role in defining the way in which government frames its 

investment into research and development to develop these technology responses to reducing 

emissions.  MǕori have demonstrated a keen interest in fully exploring how R&D may enable its 

economic development interests and aspirations.  However this is currently limited to very few 

well organised bodies like Federation of MǕori Authorities who have facilitated the development 

of cluster based R&D strategies (i.e. in forestry).13  However, the current research framework is 

overly complex and strongly favours larger organisations like Crown Research Institutes and 

universities who by in large define and set the research agenda with little or no opportunity for 

MǕori to actively participate in defining the research agenda and priorities.  

While there has been some evidence of recent changes with the Foundation for Research 

Science and Technology towards being more engaging with Iwi, the research community 

(Universities and Crown Research Institutes) remain unresponsive to the science needs of 

MǕori.  This complexity amounts to another institutional barrier preventing MǕori practically 

participating and using R&D as a key enabler of their economic development interests.   

There is a real need for greater targeting of R&D investment focused specifically overcoming the 

unique institutional barriers faced by MǕori and focused on meeting research issues that are 

particular to MǕori.  

22  Consideration :   

Consider measures to enable better access for MǕori to the science 

funding system.   

                                                                 

13 Technology Strategy. Catalyst R&D. Federation of Maori Authorities, August 2004 
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3.5 Voluntary Market  

It is important to understand that climate change initiatives are also occurring outside of 

regulatory markets and that a number of businesses are responding to both domestic and 

international voluntary drivers to address climate change.  For example, some businesses are 

responding to international pressure arising from the foodmiles debate or potential 

requirements imposed by the UK standard PAS 2050 relating to carbon product labelling.  In a 

domestic market, a number of businesses are taking action for branding or sustainability reasons.   

To cater for this voluntary market, a separate non-Kyoto regulated carbon market exists.  The 

units traded in the voluntary market are created under a variety of voluntary carbon standards, 

resulting at times in carbon neutrality and zero carbon certifications.   

Units traded in the voluntary carbon market are not Kyoto based and can not be used to satisfy 

New Zealandõs Kyoto obligations.  Calculations of emissions within this voluntary market are 

also governed by differing standards to that which will be required under an emissions trading 

scheme.   

Although it may be desirable in certain circumstances for calculations to be similar, the voluntary 

market initiatives should not drive New Zealand standard setting in the regulated emission 

trading scheme.  Rather, New Zealand should look to internationally comparable regulations in 

the quantification of liable emissions.   

23  Note :   

It is vital that a distinction is drawn between the regulatory and 

voluntary markets and that associated rules and calculation 

methodologies are not inappropriately mixed in this standard setting 

process.   

3.6 MǕori  Interests  

This section of the report considers issues that are particularly relevant to MǕori. However, it is 

important to note that broader issues considered in this report will in the main be similarly 

relevant to MǕori, Equally, the inverse is correct where MǕori issues outlined below will be 

relevant often with non- MǕori. 

Given the concentration of MǕori interests in the primary sectors of forestry (including 

indigenous forest ownership), agriculture, fisheries, and increasingly the geothermal energy 

sector and that MǕori are disproportionately represented in the lower socio economic 

community, it is likely that MǕori are likely to experience relatively significant ETS related 

impacts and/or be poorly resourced to counter these same effects.  

Determining where the overall MǕori preference lies in relation to the ETS is both misdirected 

and impossible given a combination of; differing asset portfolio makeup regionally and by Iwi and, 

available data.  Since there is no unitary òMǕori economyó it is not possible to discern a single 

MǕori preference regarding the different features of the proposed ETS.  

Moreover, without knowing the precise mix of land and other interests of particular MǕori 

organisations and individuals it is not possible to determine whether the ETS on balance helps or 
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harms their net interests.  There is a very real need and urgency around assembling detailed 

inventory and mapping of MǕori forest land ownership and published data on MǕori and non-

MǕori interests in pre-1990 and post-1989 forests to enable important development options for 

MǕori. 

3.6.1 MǕori  principled approach   

The opening MǕori submission led by Dr. Apirana Mahuika followed by the Iwi authorities of 

Ngai Tahu and Tainui set out a number of important principles as it relates to the Emission 

Trading System (ETS) that underpinned the individual MǕori organization/s sector specific 

submissions that followed.  These principles are set out as followers: 

 The Treaty of Waitangi; 

 Fairness and equity;  

 Need for business certainty;  

 MǕori are not homogenous; and 

 The principle of emitters pays. 

 

3.6.2 Treaty of Waitangi  

The meaning of the treaty has been the subject of legal, historical and political debate. But at a 

bare minimum, it was a guarantee that the Crown would treat MǕori with respect and honour 

and would deal in good faith.14  For Iwi it is critical that the ETS design must accommodate the 

Treaty (Solomon. M) in a manner that is enduring and representative of the intent of the Treaty 

of Waitangi. 

24  Consideration :  

Consideration should be given as to how the Crown should best meet 

its obligations to MǕori under the Treaty.  

3.6.3 Fairness and Equity  

The important principle of ôemitter paysõ was an important principle flowing from the MǕori 

submissions (Dewes. W). MǕori acknowledge the science of climate change and are anxious to 

see practical steps forward in a manner whereby the burden of policy is not borne 

disproportionately by MǕori (Dr. Apirana Mahuika). 

3.6.4  MǕori  are not Homogenous  

An important point of principle is that MǕori are not homogenous in terms of their interests and 

exposures to the effects of an ETS as a result of the makeup of individual Iwi/regional asset 

portfolio i.e. a strong bias towards forestry in the central north island, versus a greater bias 

towards farming in other parts of the country. 

                                                                 

14 Finlayson. C. Minister of Treaty Settlements (April, 2009). New Zealand Herald. Fix injustices, then move on. 
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3.6.5 MǕori  Interests in Respect Of Emissions Trading  

MǕori are also assumed to be interested with their ongoing ability to govern the management of 

their assets, and their ability to turn their assets to higher and better use, both now and as 

future new technologies allow. 

MǕori are further assumed to be interested in bearing only a fair, equitable and proportionate 

burden of the costs of climate change mitigation in New Zealand.  In determining what 

constitute a fair, equitable and proportionate burden MǕori are assumed to be concerned with 

their level of economic development relative to non-MǕori (as a consequence of past Crown 

actions or otherwise), as well as their relative contribution to New Zealandõs greenhouse gas 

emissions. MǕori are also assumed to be keenly interested in the development opportunities 

that international emissions trading could offer. 

More specifically, MǕori are assumed to be interested in the impacts of the ETS on: 

 MǕori household living costs ð e.g. in terms of likely ETS impacts on electricity and liquid 

fuel (and gas) prices, and hence on the prices of other goods and services affected by 

electricity and fuel prices; 

 MǕori employment prospects ð e.g. in terms of likely ETS impacts on sectors in which 

MǕori employment is concentrated; 

 The value, usability, riskiness, and return potential of MǕori-owned assets ð including 

assets acquired by MǕori pursuant to Treaty settlements, or future such settlement 

assets;  

 The preservation and protection of ancestral lands; and 

 The ability of MǕori to govern the use of MǕori-owned assets. 

3.6.6 Important differences between MǕori  and non -MǕori  submissions 

Dr. Mahuika outlined several important differences between MǕori submissions and those of 

non-MǕori as follows: 

 Unlike most non-MǕori submitters, several submitters (Ngai Tahu, Iwi Leadership 

Group, Mangatu) described a situation typical of most MǕori organizations and that is 

that they each have concurrent interests in the primary sectors with interests in forestry 

(pre and post, and exotic and indigenous), farming, and fishing. This situation is quite 

common where therefore MǕori leaders and managers must think more broadly about 

ETS policy design and effects. Whereas, it was far more common for non-MǕori 

submitters to have single sector interests alone and therefore would adopt a far more 

narrow approach to policy design. 

 Intergenerational thinking and behaviour.  Dr. Mahuika outlined that due to strong 

ancestral ties particularly to MǕori lands, MǕori adopt a far more long term view (100 

years and beyond) and therefore MǕori strongly favour durable policy response versus 

short term gain type approaches. 
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3.6.7 MǕori  contribution to greenhouse gases 

There may be reason to speculate that MǕori contribute less to New Zealandõs total greenhouse 

gas emissions per capita than non-MǕori, and hence could expect to shoulder only a 

commensurate burden of greenhouse gas mitigation costs.  However, absent more reliable data 

it is not possible to state any definitive conclusion.15 

3.6.8 Overview of the MǕori  economy  

The most-commonly cited estimate of the MǕori asset base and the MǕori contribution to New 

Zealandõs economy is that provided by NZIER in its 2003 publication MǕori Economic 

Development: Te Ohanga Whanaketanga MǕori.16  This publication suggests the following: 

 Primary industries (including agriculture, forestry, fishing and mining) accounted for 50% 

of MǕori commercial assets, as compares with 11% of assets of the New Zealand 

business sector overall; 

 Only 10% of MǕori commercial assets are in secondary industries such as manufacturing 

and construction, with the remaining 40% of MǕori assets being involved in tertiary 

industries; 

 MǕori control up to 37% of domestic fishing quota in New Zealand, making them a 

disproportionate participant in this sector per capita; 

 Agriculture, fishing and home ownership account for 75% of the output of the MǕori 

economy; and 

 MǕori control around 10% of New Zealand land involved in forestry, but this often 

arises through forestry rights owned by third parties. 

3.6.9 Ongoing MǕori  engagement a priority  

Given the high and growing MŃori participation in key sectors like forestry, farming and fishing 

and the identified exposure MŃori have especially in terms of employment in these key sectors, 

continued MŃori engagement and participation in the policy and related regulatory process will 

be essential to ensuring MŃori do not bear a disproportionate burden from and post ETS 

rollout. 

In addition to Treaty of Waitangi  requirements in respect of MŃori, General Assembly President 

Miguel DõEscoto stressed the importance of making sure that indigenous peoples, òwho value the 

importance of maintaining a harmonious relationship with nature and have the lightest ecological 

footprints, participate in designing, implementing, monitoring and evaluating climate change 

policies and programs at all levels.ó17 

                                                                 

15 Insley.CK and Meade. R. (2007). Maori impacts from Emissions Trading. Detailed analysis and conclusions. 
16 Updated figures on the size of the MŃori economy are provided in Te Puni Kokiri, 2007, Nga Kaihanga Hou: For MŃori 

Future Makers, October. However, these updated figures do not provide the same degree of detail as NZIER (2003), 

hence this report continues to cite the earlier figures. 
17 UN News Centre ð April 23, 2009 
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25   Note :   

The establishment of an appropriately resourced ongoing governance 

arrangement with MǕori is essential to ensure appropriate regulation 

and implementation plans are designed so as to ensure MǕori do not 

bear a disproportionate amount of any ETS related burden. 

3.6.10 Summary of MǕori  Interests  

 The need for business certainty emerged from MǕori submissions as being of critical 

importance.  It is noted that relative to earlier New Zealand climate change policies, the 

proposed ETS policy framework does begin to provide far greater certainty for MǕori 

interested in exploring possible economic development interests, especially in the 

primary sectors.  It is essential that ETS rules are confirmed quickly in order that MǕori 

may make practical and robust investment decisions quickly.  

 Where the prospect of land-use change is high (forestry on flatter lands), given 

intergenerational planning horizons by MǕori, need for flexible options to change land-

use by the creation forest offsets elsewhere is critical and guided by the principle of ôbest 

land-useõ as to where such offsets should be targeted.  The ôoptionõ to offset at some 

point in time is the critical issue for MǕori to take account particularly shifts in 

technology and markets over time. 

 MǕori can be speculated to contribute a relatively low share of New Zealandõs total 

greenhouse gas emissions, although this is not clearly so.  MǕori households also tend to 

spend more on electricity and liquid fuels than non-MǕori, and also a greater share of 

their total weekly spend on such items.  This raises a possible case for greater targeting 

of support to households for ETS-related rises in electricity prices. 

 The ETS is predicted to have greater impacts on MǕori than non-MǕori in some sectors 

such as pre-1990 forestry and perhaps fishing, but also possibly in post-1989 forestry.  

The negative impact of the ETS on pre-1990 exotic forestry raises particular and 

differing issues in relation to past and future Treaty settlements.  

 The ETS does not acknowledge the critically important role of indigenous forests both 

as carbon sinks and preserving critically important flora and fauna biodiversity values 

unique to New Zealand.  Important consideration should be given to alternate measures 

that recognise and indeed incentivise sustainable management and preservation of these 

assets to both MǕori and New Zealand.  

 The ability of MǕori to mitigate any disproportionately negative impacts, or to take 

advantage of post-1989 forestry opportunities, will be constrained relative to non-MǕori 

given transaction costs and constraints particularly related to the ownership and use of 

MǕori land.  Furthermore, compliance costs and ETS-related penalties, as well as ETS-

related restrictions on land use opportunities, could further constrain MǕori land use, 

and raise the risk of land forfeiture.  

 Currently institutional barriers exist preventing MǕori fully and actively participating in 

targeted R&D towards both emission reduction technologies and new climate change 

related technologies.  R&D has been identified by Te Puni Kokiri as being a key enabler 
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of MǕori economic development and indeed New Zealandõs economic development. A 

more targeted structure for MǕori R&D is needed. 

 Given the high and growing MǕori participation in key sectors like forestry, farming and 

fishing and the identified exposure MǕori have especially in terms of employment in 

these key sectors, continued MǕori engagement and participation in the policy and 

related regulatory process will be essential to ensuring MǕori do not bear a 

disproportionate burden from and post ETS rollout. 

 Finally, a poorly designed ETS will likely serve to magnify any existing inequalities that 

already exist for MǕori. 

An assessment on the impacts of emissions trading on MǕori is presented in Appendix 3, Table 

A3-1. 

3.7 Timing of Sectoral Inclusion in Price Based Policy  

Sector coverage refers to which sectors of the economy and which greenhouse gases are to be 

included in an ETS and when. 

A breakdown of emissions by sector is presented in Figure 3-1 below: 

Source: Ministry for the Environment 

FIGURE 3-1 : NEW ZEALAND'S TOTA L GREENHOUSE GAS EMI SSIONS BY SECTOR: 20 0718 

Some submitters considered that broad coverage of a price based measure across all sectors 

would send a clear signal that New Zealand needs to adjust to a carbon-constrained world.  

Further, some submitted that broad coverage would result in least cost to society and the 

economy, and be more effective in achieving abatement across a greater number of sectors.  

Others considered that a broad based approach was out of line with other jurisdictions and may 

significantly place some sectors at a significant economic disadvantage.  

The sector coverage issue is highly debated and there are a number of advantages and 

disadvantages with the various options. 

Decisions as to ETS coverage should be driven by New Zealandõs emissions profile, as well as 

practical, economic, environmental and equity considerations.  

                                                                 

18 Ministry for the Environment (2008), New Zealandõs Greenhouse Gas Inventory 1990ð2007 - An Overview 
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Criteria for Inclusion  

Some criteria to consider, which may assist in the decision as to which sectors or gases should 

be included, are: 

 Measurement and methodologies:  

o The international recognition of emissions measurement and abatement 

methodologies;  

o The availability of tools and methodologies to measure emissions accurately, or 

their proxy, and where a proxy is used, the extent to which that reflects the true 

emissions level; and 

o The costs of measurement. 

 Mitigation potential:  

o The current and short term foreseen availability of recognised emissions 

reduction methods or substitution alternatives; 

 Administration Costs: 

o The costs and availability of administration resources for government and 

participants.  

 Materiality Thresholds: 

o The quantum of gases included in New Zealandõs profile and the ability to 

otherwise restrict their increase. 

 

Staged Introduction Approac hes  

Energy related emissions are typically introduced first as they meet the criteria for inclusion.19 

For other sectors, the NZ ETS has taken a staged introduction approach20 which is reflective of 

some sectors not adequately meeting all of the criteria. 

Examples of sector criteria issues include agriculture which was deferred (in part) due to 

technical difficulties of measuring emissions, and the waste sector due to the sector emissions 

being small and parallel waste levy legislation development.21 

Material ity Thresholds 

A careful review on a sector by sector and gas by gas basis of whether the benefits of inclusion 

outweigh the costs should also be factored into considerations.  

An example is the Synthetic Gases Sector (SF6, HFCs and PFCs) where the overall level of 

emissions is low (<1% of NZ total emissions) and (some) existing measures are in place.  One 

approach to mitigating the risk of unrestricted increases in emissions from such gases is to 

maintain their inclusion in the scheme but introduce a materiality threshold.  

                                                                 

19 This is true of CO2 emissions however for fugitive emissions and non CO2 combustion emission measurement issues 

exist. 
20 Refer Chapter 4, Figure 4-3 and Appendix 4, Table A4-1. 
21 Ministry for the Environment (Sep 2007), The Framework for an Emissions Trading Scheme  
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This approach has been taken in the design of the Au CPRS: 

POLICY POSITION 6.20 

SYNTHETIC GREENHOUSE GAS EMISSIONS WOULD BE COVERED FROM SCHEME 

COMMENCEMENT. 

SCHEME OBLIGATIONS WILL BE APPLIED TO ENTITIES THAT IMPORT OR 

MANUFACTURE (THERE ARE CURRENTLY NONE) 25 000 TONNES OF CO2-E A YEAR 

OR MORE.
 22

 

26  Consideration :  

Consider the wider introduction of materiality thresholds for sectors 

(e.g. synthetic gases) in the NZ ETS as a means to reduce compliance 

costs, while still protecting against unrestricted emissions growth. 

 

27  Consideration :  

If criteria for introduction of a carbon price on a sector are not met, 

then alternative policy measures should be considered  for some sectors 

on an interim or long term basis, such as direct regulation, 

complementary measures, contributions to R&D and voluntary 

agreements.  

3.8 Social and Community  

Climate change will bring with it increased frequency and intensity of two types of natural 

disasters that affect agriculture and rural households: droughts and floods.  It will also alter 

rainfall patterns, thereby changing farming practices, household behaviour, and welfare impacting 

on our environment, economy and communities.  Coastal communities particularly stand to be 

impacted by the effects of climate change in time. 

The social and community impacts of a price on emissions (e.g. through an ETS) cannot be 

underestimated and particularly the impact on those on lower incomes who are poorly placed 

and resourced to understand and indeed counter the effects of these impacts.  

MǕori communities will be particularly vulnerable to the impacts of climate change. 

Investing in climate-resilient infrastructure and economic development would help to reduce the 

future vulnerability of our communities and economy to climate change impacts.  Adaptation 

planning will also have important social and cultural implications, since climate change will impact 

on traditional cultural practices and lifestyles.  Adaptation planning activities will be needed at all 

levels, from central government to local government, communities and households.  

                                                                 

22 Carbon Pollution Reduction Scheme White Paper (2008), p6-43. 
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Research 

When disaster-related shock affects only a few households at a time, informal mechanisms can 

be quite effective in dealing with the situation.  However, if the shock affects large areas 

simultaneously, small-scale coping mechanisms become ineffective.  More research will be 

needed to understand better the specific impacts on communities from which appropriate 

responses can be designed and targeted. 

Social Assistance 

As ETS related costs are passed onto consumers, some consumers are better placed to meet 

this increased cost than others.  In general, lower socio-economic groups are worst placed to 

meet this cost and this could have negative health and economic impacts on them.  It is 

important that a full array of assistance measures are adequately considered and implemented 

targeted at the more vulnerable communities and members of the economy. 

3.9 Policy co -ordination for NZõs best outcomes 

Robust governance and associated regulatory and institutional arrangements are critical in order 

to have an efficient and effective climate change response.  It is important to have a clear 

framework under which policy decisions, systems, processes and appropriate implementation 

can be effected.   

A key theme emerging from a number of submitters was the question as to the appropriate 

structure for governance and implementation of climate change initiatives.  Numerous 

submitters advocated for an independent body to be responsible for climate change.   

This section of the report sets out New Zealandõs current climate change governance and future 

governance structure considerations.   

3.9.1 Current Situation  

A number of agencies currently influence New Zealandõs policy response to climate change.  The 

table below details the various roles and responsibilities, and the numerous Ministers who have 

some accountability, for climate change related issues.   

New Zealand has a Minister for Climate Change with overall responsibility for administration of 

the Climate Change Response Act.  However, a number of responsibilities under the Act are 

undertaken by government agencies not under the control of the Minister for Climate Change.   

The various agencies generally work closely together but some concerns were raised by 

submitters on the coordination of New Zealandõs response and the management of 

responsibilities.   
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FIGURE 3-2 : NEW ZEALAND CLIMAT E CHANGE POLICY GOVERNANCE ST RUCTURE  

28  Consideration :  

Consider whether the current administration and the designated roles 

and responsibilities are appropriate to best implement and administer  

New Zealandõs climate change response. 

 

3.9.2 Future Structure Considerations  

The key issue for New Zealand is whether or not the current decentralised structure for climate 

change roles and responsibilities provides a suitable platform for appropriate and robust 

governance.   

A number of submitters advocated an independent regulator for administration of the scheme, 

allocation of units and compliance.  Models such as those used by the Reserve Bank and 

Commerce Commission were suggested as possible frameworks for robust governance.   

New Zealand is fortunate in that it can also draw on analysis already undertaken off-shore in 

relation to optimal governance arrangements, and can critically analyse the most appropriate 

governance framework for New Zealand.   

The issue of governance has been extensively canvassed in Australia in the development of the 


