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2. Grand Visions and Strategies…

NZ Energy 
Strategy

NZ Energy 
Efficiency and 
Conservation 

Strategy

Climate Change 
Policy -

Dominant Driver
Economic 

Transformation
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Grand Visions and Strategies:

Towards a Carbon Neutral NZ

Ref: NZ Govt NZ ETS Presentation, Oct 07
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3. Climate Change – The Basics

– What is Climate 
Change? 
(Global Warming / 

Greenhouse Effect)

– The need for 
actions…
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What is Global Warming?

• Life on earth depends 
on the greenhouse 
effect

• The question is are 
we changing its 
magnitude?
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Three key drivers of the 
greenhouse effect:

1. Solar Influx

2. Chemistry
• The role of 

Greenhouse 
Gases (GHG); 
CO2, CH4, N2O,
SF6, PFCs, HFCs

3. Albedo Effect
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The Climate Scientist’s View

“There is strong 
evidence of a correlation 
between temperature 
And CO2 emissions”

Temperature

CO2

Source IPCC
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GHG Emission Sources

• Greenhouse gas emissions come from

– Burning fossil fuels: CO2  [CO, CH4, N2O]

• Stationary Combustion

• Transport Emissions

– Agriculture:  CH4, N2O, 

– Chemical Processes / Refrigerants: HFCs, PFCs, SF6
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Calculate GHG Emissions

• CO2 emissions from combustion:

Emission = amount of fuel x emission factor

[tonnesCO2-e]      [e.g. litres]             [tCO2-e/litre]

• For other gases: 

– Global Warming Potential (GWP) used to convert 

other GHG emissions to CO2e

• 1 t CH4 =       21  tCO2e

• 1 t N2O  =     310 tCO2e

• 1 t HFC23 = 11,700 tCO2e

One Tonne CO2e is the 
currency of trading
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4. International & New Zealand’s 
Domestic Policies

• International Policy

• Domestic Policy

• …The New Zealand Emissions Trading 

Scheme (NZ ETS)
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International Policy 
– the Kyoto Protocol

• Adopted December 1997, came into force 16 
February 2005 

• Sets binding emission targets for signatories 
(developed countries) 

• New Zealand ratified 2002

• Australia ratified (under Rudd) Dec 2007

• USA continues to hold out

• Future - Uncertain
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• Obligation to:

� reduce its 2008 –

2012 GHG 

emissions to 1990 

level or 

� take responsibility 

for excess emissions

New Zealand’s 

Kyoto Obligations
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NZ Projected Net Emissions 
for Kyoto CP1 (2008-12) by Year of Forecast

2003
55 MtCO2e

2004
33 MtCO2e

2005
-36.2 MtCO2e
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-62.6 MtCO2e 

Jan 2006
-64 MtCO2e 

 (Treasury Forecast)

High Case
+1.4 MtCO2e 

Low Case
76.1 MtCO2e 

May 2006
-41.2 MtCO2e

Sep 2007
-45.5 MtCO2e

6 May 2008
-21.7 MtCO2e
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NZ’s Climate Change Policy

• Policy History

– Voluntary Measures 1995-2000

– Carbon tax 2003-5 (abandoned)

• Negotiated Greenhouse Agreements

– Binding commitments to reduce emissions intensity

– Comprehensive review 2005-7
– Emissions Trading 2007 (NZ ETS)

• Framework released Sep 2007
• Bill released December 2007
• Phased in start from 2008
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5. NZ ETS Overview

• Objectives

• Sectors and Phasing

• Units of Trade

• Assistance package intentions and design
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What is Emissions Trading?

Emissions trading is a 
market-based 
instrument used for 
environmental 
protection.

Allowance Based
– Cap and trade
– Baseline and credit

Projects Based
– Offset

Typically Mandatory “Regulated” markets:
– Kyoto Protocol
– EU ETS
– Au NETS, US RGGI, NZ ETS
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…What is Emissions Trading?
Cap & Trade – Key Steps

• Regulator sets market cap (total emissions)
• Within the cap, the regulator allocates “allowances” to 

emitters (initial allocation)
• At end of a trading period emitters must surrender to the 

regulator allowances to cover its emissions in that 
period:
– If too few allowances 

• buy 
• or pay penalty (punitive)

– If excess allowances 
• sell 
• or bank for next trading period

New Zealand units 
(NZUs) are the 

NZ ETS currency

1 NZU = 1 tCO2e

12 May 2008 20CMA

COMMAND CONTROL

TRADE

� Limit to total CO2
emissions from 
industry

� Initial Allocation

� “Manage” your 
emissions

� Monitoring & 
Reporting

� Verification

� tonne CO2 => 
$$/Euro

� Flexibility

� Incentive to do better

What is Emissions Trading?
Cap & Trade Key Elements

Source: Holcim
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NZ ETS Objective

• An emissions trading scheme will support and 
encourage global efforts to reduce greenhouse 
gas emissions by:
– reducing New Zealand's net emissions below 

business-as-usual levels
– complying with our international obligations, including 

our Kyoto Protocol obligations

• While maintaining economic flexibility, equity 
and environmental integrity at least cost in the 
long term

Ref: NZ Govt NZ ETS Presentation, Oct 07
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NZ ETS - Design Parameters
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Phasing of Sectors

Ref: NZ Govt NZ ETS Presentation, Oct 07

Forestry

Diesel, Petrol 
costs rise

Gas, 
Electricity 
costs rise

CH4, N2O 
“priced”
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EU ETS vs. NZ ETS

EU ETS:
•Thermal generation
•Oil refineries
•Pulp & paper
•Ceramics and glass
•Cement
•Steel
•…

NZ ETS:
•Everything!
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Forestry - 2008

• Pre 1990 Forestry
– Mandatory responsible for emissions

• Assistance Allocation of 21Mt for 2008-12
• Assistance Allocation of 34Mt for 2013-25

• Post 1989 Forestry
– Opt in 

• Get credits for sequestration
• Have exposure on Felling/Loss of Forest

12 May 2008 27CMA

Transport – Jan 2009 2011

• Covers all liquid fossil fuels, except 
international aviation and marine
– Obligations to lie with Oil Companies

– No free allocation – can pass cost through

• You will see fuel price rises:

• At a NZ$30/tCO2 C-Price
– Petrol 7 cents/litre

– Diesel 8 cents/litre
Ref: NZ Govt NZ ETS Presentation, Oct 07
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Stationary Energy – Jan 2010

• Coal & Gas
– Coal and Gas suppliers 

have obligations
– You will see price rises:
– At a NZ$30/tCO2 C-Price
– Coal (sub-bit) 2.76 $/GJ
– Gas 1.57 $/GJ 

• Industrial Processes
– Emitters have obligations

• Electricity 
– 2/3rds from renewable 

sources, BUT marginal 
price model means all will 
increase price:

– Generators will pass on 
costs - so will not receive 
free allocation

– You will see price rises:
– At a NZ$30/tCO2 C-Price
– Electricity 1.8 

cents/kWh

Ref: NZ Govt NZ ETS Presentation, Oct 07
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Industry Assistance

• If …
– Trade Exposed
– And above a threshold emissions level (if any)
– And significantly impacted by cost rises

• “Generous free allocation to major industries for 
price increases in electricity, gas and coal, but 
who cannot pass on their emissions costs”
– Awarded NZUs from a pool set at 90% of 2005 

emissions.
– Phased out from 2013-2025 2018-2030

Ref: NZ Govt NZ ETS Presentation, Oct 07
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Agriculture – Jan 2013

• Government to engage on points of 
obligation – initial preference is to make 
processing companies responsible (not 
individual farmers) 

• Free allocation to sector – on same basis 
as that of industry

• Engagement on specifics of agriculture’s 
inclusion in the ETS – including allocation 
of assistance within the sector

Ref: NZ Govt NZ ETS Presentation, Oct 07
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All Pain no Gain?

• Offsets not rewarded with NZUs
– Renewables e.g. wind farms get no credits

• Voluntary Market is only option however
– Proposed legislation point of obligation all sectors all 

gases by 2013
– Double counting – should I phase back voluntary 

offsetting as compliance
– market sectors are expanded through to 2013 
– Voluntary offsetting cost & risks vs economic benefit
– Only international freight and aviation left for now
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Trading Obligations

• At end of trading 
period: 
– Remit enough 

allowances to cover 
own emissions.

– Each NZ ETS 
allowance 
‘NZU’ = 1 tCO2e

– If short, face penalty & 
“make good” provision

• Where to get 
allowances?
– Initial gratis allocation
– Through government 

auction process?
– Trade with other NZ 

ETS participants
– Trade internationally

• Projects based
• Regulated ETS 
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Units of Trade
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Emission Unit Fungibility

XCanada

XJ-VETS

XNZU

XXEUA

Regulatory

XX* RMU

X* t-CER

X* l-CER

XX?XXERU

XXX?XXCER

XXAAU

Kyoto Units

Unit Type �

K/JVETSPhase IIIPhase II

NZ ETSCanadaJapanEU ETS EU ETS Kyoto Regime �
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Prices

NZ$ 32

NZ$ 44
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6. ETS Bill Timeline

• 04/12/07 Bill introduced 
• 11/12/07 First Reading
• Referred to Finance & Expenditure 

Select Committee (FEC)
• 29/02/08 Written Submissions Closed
• April-May/08 Oral Submissions
• 10/06/08 FEC Report back
• July 08 2nd reading … enacted(?)

12 May 2008 41CMA

“Will it hurt?” Govt. Statements

• “Prices of petrol, electricity etc will rise”

• “The overall macroeconomic impact is small”

• “An emissions trading scheme provides the 
architecture that allows the economy to adjust 
gradually”

• “Low-and modest-income households will be 
assisted”

• “Generous assistance for most affected 
businesses”

Ref: NZ Govt NZ ETS Presentation, Oct 07
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Is ETS the cheapest option?
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8. The Trading Process

• Trading Obligations

• Trading Timeline

• Trading Frequency

• Market Development
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Trading Obligations

• At end of trading 
period: 
– Remit enough 

allowances to cover 
own emissions.

– Each NZ ETS 
allowance 
‘NZU’ = 1 tCO2e

– If short, face penalty & 
“make good” provision

• Where to get 
allowances?
– Initial gratis allocation
– Through government 

auction process?
– Trade with other NZ 

ETS participants
– Trade internationally

• Projects based
• Regulated ETS 
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Evolution of an 
Emissions Trading Market
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EU ETS Instruments Traded

Physical
– Spot transactions

– Physical forward 
transactions

• NZUs

• Kyoto

– Spreads   
(inter-periods)

– Spreads (clean)

Financial

– Futures 
Transactions

– Options

– Exchange for 
Physicals (EfPs)

– Exchange for 
Swaps (EfSs)
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Capacity to Trade?
Political Influences

Short-Term price drivers in EU ETS

Political decisions
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Capacity to Trade?
New Zealand Considerations

• Common to EU 
ETS

– Political 
Uncertainty

– Pace of 
implementation

– Design parameters 

– Inventory data

• Additional 
Factors?

– “Non Traditional”
GHG Trading 
Sectors

• Transport

• Agriculture

• Waste

• Forestry
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International Linking
– International plans (Canada/ 

Russia/Ukraine)

– Fungibility

– International Price Taker

– Transaction costs of secondary 
CERs compared with CDM 
projects

– Credit/delivery risk

Price Drivers – Supply and Demand
… or in the hand of the regulator?
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Issues for NZ Firms

• ETS Design is Complex
– Government drive for action resolute

– Government resources weak
– EU ETS is an inadequate reference case 

(sectors, gases)

• Capacity to Trade development

• Pricing implications
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More Information?

� News

� Glossary

� Emissions calculator

� Policy

Visit for


