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Dear  
 
Thank you for your Official Information Act request, received on 12 February 2021. You 
requested the following: 
 

Thanks for your reply. Please do send my request in the prior email through into 
the OIA system. 
 
As additional and separate request, please provide any discussion by Treasury of 
the relative merits of regulations pertaining to car emissions, including but not 
limited to bans on the import of petrol-powered vehicles, or fuel economy or 
emission standards, as compared to relying on the binding cap in the Emissions 
Trading Scheme for emissions that will entirely be covered by the binding cap in 
the Emissions Trading Scheme. The matters sought would include any advice 
provided by Treasury in these areas, Treasury internal discussion documents, 
and draft work comparing the costs of these various alternative measures.  
 
Please treat this as a separate request, so that if one of the requests takes longer 
than the other, it won’t hold both of them up. 
 

On 11 March 2021, I wrote to you to extend the deadline for responding to this request.  
 
Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  5/4/2019 Treasury Report 2019/974 – Framework for 
policy intervention for climate change. 

Released in part 
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2.  Feb 2020 Climate Change (including response to the 
Productivity Commission). 

This document was a background briefing to 
support Treasury senior management before a 
regular appearance at a parliamentary select 
committee.  

Released in part 

3.  20/4/2020 The Waterbed Effect in New Zealand – note  

This note is an internal Treasury discussion 
document. 

Released in part 

4.  30/7/2020 Briefing: Climate Change and Sustainability 
Chief Executives Board Meeting with Minister 
Shaw 30 July 2020 

This document is an internal Treasury briefing 
note to support senior Treasury management 
in engaging in an interagency meeting. 

Released in part 

5.  7/10/2020 Email – Re: MoT/Treasury fortnightly catch up.  Released in part 

6.  7/10/2020 Email attachment: Emissions Reduction Plan – 
Transport sector scan 

Released in part 

7.  Feb 2021 Transport additions – CCC report by sector 

This note is an internal Treasury discussion 
document. 

Released in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 
 
• personal contact details of officials, under section 9(2)(a) – to protect the privacy 

of natural persons, including that of deceased natural persons, 

• names and contact details of officials, under section 9(2)(g)(ii) – to maintain the 
effective conduct of public affairs through protecting ministers, members of 
government organisations, officers and employees from improper pressure or 
harassment, 

• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials, 

• certain sensitive advice, under section 9(2)(g)(i) – to maintain the effective 
conduct of public affairs through the free and frank expression of opinions, 
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• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the 
disclosure of information for improper gain or improper advantage. 

 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams. This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 
 
Previously released documents 

Responses to previous OIA requests which refer to transport decarbonisation and the 
ETS can be found at: 
 
• https://www.treasury.govt.nz/sites/default/files/2019-11/oia-20190526.pdf  

• https://www.treasury.govt.nz/sites/default/files/2020-05/oia-20190586.pdf  

• https://www.treasury.govt.nz/sites/default/files/2020-02/oia-20190634.pdf  
 
Some relevant information has been removed from documents listed above and we 
believe this information should continue to be withheld under the Official Information 
Act, on the grounds described in the documents. 
 
Accordingly, I have refused your request for the documents listed above under section 
18(d) of the Official Information Act: 
 
• the information requested is or will soon be publicly available. 
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 
This reply addresses the information you requested. You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 

 
Udayan Mukherjee 
Team Leader, Transitions, Regions, and Economic Development 
 

https://www.treasury.govt.nz/sites/default/files/2019-11/oia-20190526.pdf
https://www.treasury.govt.nz/sites/default/files/2020-05/oia-20190586.pdf
https://www.treasury.govt.nz/sites/default/files/2020-02/oia-20190634.pdf
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Treasury Report:  Framework for policy intervention for climate change 

Date: 5 April 2019 Report No: T2019/974 

File Number: SH-10-8 

Action Sought 

 Action Sought Deadline 

Minister of Finance (Hon Grant 
Robertson) 

Note the contents of this report. 19 April 2019 

Associate Minister of Finance (Hon 
David Parker) 

Note the contents of this report. 19 April 2019 

Associate Minister of Finance (Hon 
Shane Jones) 

Note the contents of this report. 19 April 2019 

Associate Minister of Finance (Hon 
James Shaw) 

Note the contents of this report. 19 April 2019 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Maria-Krystyna Duval Senior Analyst, Transition 
and Regional Economic 
Development 

N/A 

(mob) 

 

Natalie Labuschagne Policy Manager, Transition 
and Regional Economic 
Development 

N/A 

(mob) 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(k)
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Treasury Report:  Framework for policy intervention for climate change 

Executive Summary 

The Government has an ambitious plan for a transition to a low-emissions economy. The 
Emissions Trading Scheme (ETS) is the key lever to drive the transition because it is more 
economically efficient than other levers. In its current form, the ETS is not fit-for-purpose to 
drive sufficient abatement, because the effective price ceiling - the Fixed Price Option (FPO) 
- is too low and does not credibly signal the Government’s intention to transition to a low-
emissions economy. 

For this reason, the focus of climate change policy decisions between now and July 2019 
should be on meaningful reforms to the ETS to allow for a credible and enduring price signal 
to drive abatement. However, there will be a delay before these reforms take effect (not until 
2021). In the interim, the Treasury recommends lifting the FPO to allow the ETS price to rise 
in the short-term, which will avoid lock-in of emissions-intensive investments. 

The Treasury recognises that the ETS price can be volatile, but this can be managed through 
price controls, which are currently being considered as part of the reforms to the ETS. 
Substituting complementary measures, such as regulations and subsidies, are second best 
to a reformed ETS because they can result in costlier and less effective abatement. Such 
measures should only be considered either alongside the price or when the price does not 
achieve desired abatement levels.   

The primary way to mitigate the distributional impacts on households associated with a rising 
price is through the adoption of a well-designed price ceiling, which if set at an appropriate 
level, can still drive necessary abatement but mitigate the impact on households, sectors and 
regions. The Government also has a toolbox of support measures at its disposal to smooth 
the transition over time and share the burden of the transition in a just and equitable way. 
Support measures can be costly, but they should be considered in the context of the co-
benefits of early climate action and this Government’s aims for a just transition. 

We can predict some of the likely distributional impacts of climate change policy, but 
considerable uncertainty will remain for the time being, making a whole-of-government 
approach to climate change policy essential. 

Recommended Action 

We recommend that you: 
 
a note that there are some important upcoming policy decisions on climate change policy 
 
b note that the most critical decisions over the next few months relate to reform of the 

Emissions Trading Scheme (ETS) 
 
c note that the Treasury recommends an ETS-first approach to the transition to a low-

emissions economy 
 
d note that the adoption of substituting complementary measures should be carefully 

considered because such measures interact with the ETS in unpredictable ways and 
will increase the overall cost of abatement without lowering the overall amount of 
emissions 
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e note that Ministers have a toolbox of support measures that they can deploy to mitigate 
the regressive impacts of the ETS 

 
 
 
  
 
Natalie Labuschagne 
Policy Manager 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
Hon David Parker 
Associate Minister of Finance 
 
 
 
 
 
Hon Shane Jones 
Associate Minister of Finance 
 
 
 
 
 
Hon James Shaw 
Associate Minister of Finance 
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Treasury Report: Framework for policy intervention for climate change 

Purpose of Report 

1. Over the next few months, Cabinet will consider a series of policy interventions to lower 
emissions to meet New Zealand’s greenhouse gas emissions reduction targets to meet 
both its (upcoming) domestic 2050 targets and its international 2030 target under the 
Paris Agreement (the Targets). These will include decisions on how to reform the 
Emissions Trading Scheme (the ETS), policy packages to drive down emissions in the 
transport and process heat sectors, as well as decisions that will target the agricultural 
sector from a climate change and freshwater perspective.  

2. This report aims to provide you with a framework to consider how to prioritise these 
decisions to ensure that the Targets are met in a manner that shares the burden across 
the economy and supports increased living standards for New Zealanders throughout 
the transition. 

Analysis 

Purpose and strength of the ETS 

3. The Government has signalled a firm intention to considerably lower greenhouse gas 
(GHG) emissions by 2030 under the Paris Agreement and by 2050 at the domestic 
level. To achieve success with these twin goals, policy intervention will be needed to 
correct three market failures: unpriced environmental externalities; the public good 
nature of investment in research and innovation; and imperfect information which may 
prevent sufficient knowledge spillovers, take-up in new technologies, or ways of doing 
things to drive the transition  

Pricing environmental externalities 

4. The first market failure can be overcome by effectively pricing environmental 
externalities. The Government can price environmental externalities either through a 
new emissions tax or the existing ETS. The Treasury’s view is that a reformed ETS 
remains the key policy tool to achieve the Targets. 

5. An emissions tax directly imposes a set price on GHG emissions such that emitters are 
charged for every tonne of emissions they produce, whereas the ETS issues a set 
number of emissions allowances each year. These allowances can be auctioned to the 
highest bidder as well as traded on secondary markets, creating an emissions price. By 
placing a cap on the quantity of emissions, the ETS is more effective at driving 
abatement, but one disadvantage is the potential for volatility in price. 

6. To date, the ETS has failed to reduce emissions because of dilution of its effects by 
limiting its scope, not placing an overall cap on emissions, allowing for the unlimited 
use of international units, and using industrial allocation extensively. Ongoing ETS 
reforms present a unique opportunity to remedy these shortcomings. 
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Comprehensive and well-designed coverage   

7. To be effective, the ETS must be comprehensive and well-designed. It should 
preferably, and where practical, cover the entire economy and provide predictability 
about future prices. In theory, ETS participants for whom abatement is relatively 
expensive will purchase allowances and participants for whom abatement is relatively 
less expensive will sell allowances. The emissions price then adjusts to whatever is 
required to meet the Targets, and this will pass through to other prices economy-wide. 
Thus, the ETS enables households and businesses, to determine the least expensive 
means to lower their consumption of emissions-intensive goods, which will contribute to 
the necessary abatement required to meet the Targets. 

8. An ETS is much more effective than a tax because it provides the economy with the 
flexibility to make decisions in a decentralised way with information that the 
Government does not possess. It unlocks initiative, it drives private sector investment 
in research and development, it is neutral as to method, and it achieves the necessary 
quantity of abatement.  

Reform of the ETS is a first order priority  

9. For the reasons set out above, reform of the ETS should be a first order priority for the 
Government. To date, the technical changes to the ETS considered by Cabinet have 
been necessary but are insufficient to push ETS reform in a meaningful direction. They 
do not directly address the issue of the regulatory changes required to enable the price 
to rise high enough to drive change. Upcoming decisions on the possible lifting of the 
FPO in 2019, the design of the Cost Containment Reserve (CCR) and a potential price 
floor, the phase down of industrial allocation, and linking to international markets will be 
key in this regard.  

10. The Treasury will provide you with further advice on each of these policy proposals to 
support discussions at the Cabinet Committee.  

The price will have to rise significantly 

11. To achieve the Targets, the emissions price will have to rise significantly over the next 
decade. The Report of the High-Level Commission on Carbon Prices published in 2017 
suggests that in order to meet the temperature goals of the Paris Agreement, 
emissions prices will have to reach between $58 and $117 by 2020 and between $73 
and $146 by 20301. As these prices were calculated in the context of achieving the 
Paris Agreement temperature goals at the global level by 2050 with significant variance 
between countries, we are providing them on a purely indicative basis to provide you 
with an idea of the magnitude of price changes potentially required to achieve the 
Targets.  

12. Nonetheless, while such projected price increases are high, the steeper they are now, 
the shorter the transition is expected to last and the lower future prices will be. And 
there are ways to smooth prices through the 30-year transition. However, higher 
emissions prices are also necessary in the immediate term because they will help to 
prevent the lock-in of high-emissions investments that run the risk of becoming 
stranded over time. 

13. High emissions prices have other direct and indirect positive effects. They trigger direct 
economic efficiency gains in the form of job creation in new economic sectors such as 
forestry, renewable energy power generation, public transport, retrofitting of existing 
buildings, new resilient infrastructure building and research and development in new 
technologies. They also have indirect economic efficiency gains in the form of lower air 
and water pollution-related healthcare costs.  

 
1 These figures are expressed in New Zealand dollars.  
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14. All of the discussion above relies on the assumption that the Targets will primarily be 
met through domestic abatement. As previously advised [T2018/2350 refers], the 
Treasury recommends maintaining the flexibility to use international units in certain 
circumstances to meet the 2050 target in the event of an as-yet unforeseen significant 
event. Conversely, driving the transition through international abatement would not 
necessarily prove a lot cheaper for emitters. 

15. If, as the Treasury recommends, the Government decides to consider closer 
cooperation with other international markets, this could be done in one of three ways:  
the purchase of a fixed volume of allowances, one-way linking or two-way linking.  

 

16. The price of international abatement should therefore not been thought of as a way to 
effect the transition at least cost for the economy, as emitters will still have to pay an 
increasingly high price over the coming decade.  

Nature and timing of complementary measures  

17. As part of a government's suite of measures to reduce emissions, it can use 
complementary measures. Complementary measures can be thought of along two 
dimensions: the extent to which they substitute or reinforce the price signal provided by 
the ETS, and whether they are relatively narrow or broad in the sectors they affect. 
Illustrative examples are provided at Table 1 below:  

 
 Substitute Reinforce

N
ar

ro
w

er
 • Electric vehicle subsidies  

• Building energy standards 
• Fuel efficiency standards 

• Sectoral mitigation public good 
research 

• Capability-building 

B
ro

ad
er

 • Carbon capture and storage 
commercialisation subsidies 

• Publishing forecast price 
pathway information 

 

Substituting complementary measures 

18. In theory, substituting complementary measures could achieve a similar result to that 
delivered by the ETS on a sector-by-sector basis with regulations or subsidies. In 
practice however, the government does not have access to the right information to 
achieve this result across millions of decisions by individuals and firms each year. 
Accordingly, substituting complementary measures do not achieve results comparable 
to the ETS.  

19. Substituting complementary measures do not alter the operation of the ETS and do not 
achieve greater abatement if they target sectors that are already covered by the ETS. 
This is why choices to adopt substituting complementary measures alongside the ETS 
should be carefully considered. Otherwise, they may prove to be expensive and 
counterproductive. 

 

s9(2)(f)(iv)
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20. Rather than increase total abatement, these measures will tend to change who abates 
(the ‘waterbed’ effect). This is because the allowances that would otherwise have been 
used by those targeted by the measures become available for purchase by others. In 
doing so, they simply transfer the costs of the transition without affecting total 
abatement.  

21. Among substituting measures, narrower ones also create the risk of resources being 
diverted from their most productive uses to abatement choices or industries that are 
less productive, as they shield some sectors from the price signal created by the ETS 
more than others.  

22. There may be cases where the price signal is ineffective making substituting measures 
necessary. However, making choices on substituting measures in the absence of 
effective price information (ahead of the reforms of the ETS) may lead to higher costs 
overall. Robust analysis is needed in employing these measures, and particularly 
multiple narrow measures, as they may interact with each other and the ETS 
unpredictably. 

 

Reinforcing complementary measures 

23. Reinforcing complementary measures can address the second and third market 
failures outlined above, namely: investment in R&D and knowledge spillovers.  

24. Even with a high emissions price, certain targeted government incentives are needed 
at various stages of the research and development process. This is because research 
into some areas needed for the transition such as clean technology require: 

• Many years of research; 

• High upfront costs that individual firms simply cannot afford even with the support 
of tax credits; and 

• A certain risk appetite as the research outcomes are highly uncertain. 

Example: Electric Vehicle Subsidies 
 
EV subsidies would serve to lower emissions by encouraging some car owners to 
purchase zero emissions vehicles. 
  
However, because subsidies promote a specific technology, the rebate has narrower 
impact than an emissions price increasing the cost of fuel.  
 
An emissions price allows individuals to choose their preferred behavioural response, 
for example using public transport, or purchasing a more efficient petrol car. 
 
For those who would purchase an EV anyway, the rebate is effectively wasted.  
 
Unlike an emissions price, a subsidy entails an enduring cost to the taxpayer over time. 
 
Finally, a rebate may reduce demand for emissions units elsewhere, lowering their 
price and failing to reduce emissions overall.  
 
Recent analysis by the Canadian Ecofiscal Commission found that EV rebates in 
Quebec reduce emissions at a cost CAN$400/tonne while British Columbia’s carbon 
tax reduces emissions at CAN$35/tonne. 
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25. This will require government intervention at the basic research stage. While the 
Treasury would not recommend that the Government form a view on particular 
technologies that show promise, it does have a role to play in identifying sectors across 
the economy that will support the transition. The Government should do this as part of 
a refreshed Economic Strategy/Industry Policy and Research, Science and Innovation 
Strategy. 

26. Government intervention also has a role to play at the applied stages of research and 
development to counter issues that occur at the adoption stage. Examples include 
network effects, where a technology is more effective the more users there are, but the 
high take-up price dissuades the market from reaching an optimal size. 

27. Finally, another area where reinforcing complementary measures are helpful is to 
correct information asymmetries and other non-price barriers. This could include 
providing better information and advisory services, which promote the cost-effective 
uptake of emissions-reducing technologies. Since these measures remove barriers to 
least-cost abatement, they can reduce the total costs of transition and accordingly 
should be a high priority.  

Importance of upcoming decisions on the Fixed Price Option  

28. The emissions price will be the most effective tool to drive change, but the ETS reform 
decisions largely do not take effect until 2021. In the interim, the Treasury recommends 
lifting the FPO to allow the ETS price to rise in the short-term, which will avoid lock-in of 
emissions-intensive investments. Lifting the FPO is one of the most effective decisions 
that the Government can make in the short-term.  

Interventions to mitigate the distributional impacts of the ETS  

29. While an ETS-first approach is more economically efficient than other measures, it will 
have uneven regressive impacts on some households as a high emissions price will 
place a proportionally higher burden on low-income households, who have larger 
budget shares for emissions-intensive goods. These impacts may also be starker in 
some regions.  

30. To provide you with some additional information on these impacts at the household 
level, below we provide some indication of the proportional amount of disposable 
income spent on emissions-intensive energy goods. The shares of disposable income 
have been calculated using the Treasury’s TAWA model and are based on 2015/2016 
Household and Expenditure Survey data linked with Internal Revenue Department and 
Ministry for Social Development data. The Treasury considers that the figures given in 
Table 2 have moderate reliability and moderate risk. 

Table 2: Percentage of disposable income spent on energy by decile group (each 
decile represents 10% of New Zealand households with the first decile being the 
lowest income households)2 

 
Decile/Energy 
category 

1 2 3 4 5 6 7 8 9 10 

Petrol 6.9% 4.0% 3.8% 4.2% 3.6% 3.8% 3.1% 2.6% 2.4% 1.3% 
Electricity 8.1% 6.3% 4.8% 3.7% 3.0% 2.7% 2.3% 2.2% 1.9% 1.1% 

 
2 Access to the anonymised data used in this study was provided by Statistics NZ in accordance with security and 
confidentiality provisions of the Statistics Act 1975 and secrecy provisions of the Tax Administration Act 1994. 
Statistics NZ confidentiality protocols were applied to the data sourced from the Ministry of Social Development. 
The results in this paper have been confidentialised to protect individual persons, households, businesses and 
organisations from identification. The results presented in this study are the work of the Treasury, not Statistics 
NZ. 
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Gas 0.4% 0.3% 0.3% 0.2% 0.3% 0.2% 0.1% 0.2% 0.2% 0.1% 
Total  15.4% 10.6% 8.9% 8.1% 6.9% 6.7% 5.5% 5% 4.5% 2.5% 

 

31. The figures in Table 2 clearly indicate that the first two deciles will be disproportionately 
affected by a higher emissions price given how much of their income is spent on 
emissions-intensive energy goods.  

32. Ministers have several tools at their disposal to mitigate the distributional impacts 
through support measures, which refer to existing tax, skills and welfare support 
measures that can help various groups to transition in periods of profound structural 
change. These include: 

a Tax measures, such as Working for Families or adjustments to tax thresholds; 

b Benefit payments; 

c Targeted support measures, such as the Winter Energy Payment. 

33. 

Next Steps 

34. The Treasury is working with the Ministry for the Environment to prepare advice for 
Cabinet that will outline: 

a The Government’s climate strategy and the sequencing of decisions across the 
Climate Change (Zero Carbon) Amendment Bill, the Emissions Trading Scheme, 
and response to the Productivity Commission’s Report; 

b The climate change-related actions that the Government is taking; and 

c What the Government is seeking to achieve with the ETS. 

35. This paper will in turn help inform the upcoming key decisions on climate change, such 
as on whether to increase the FPO and the treatment of agriculture in the ETS.  

s9(2)(f)(iv)
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Climate Change (including response to the Productivity Commission) 

Key points [please only publically-available info here] 

• Climate change is an economic issue. The long-term physical impacts of climate change, 

including sea-level rise and severe weather events, are likely to have far-reaching impacts on 

the assets and communities that underpin our economy and the economies of our trading 

partners. 

• The Government has recognised this challenge and is progressing a climate change work 

programme that puts New Zealand on the path to reducing our emissions (mitigation); to do 

‘our fair share’ to address the global challenge of climate change as set out in the Paris 

Agreement.  

• This work programme also means that the Government is preparing for and responding to the 

physical impacts that are already starting to affect us and dealing with the challenges of 

adaptation to reduce future risks from physical impacts. 

Mitigation 

• The Government’s programme makes a start on the transition to a low-emissions economy 

while also honouring the Government’s wider aims in the Economic Plan to improve the living 

standards and wellbeing of New Zealanders, and to address other transitions we face including 

digitalisation, demographic change and deepening globalisation.  

• The Zero Carbon Act (ZCA), passed in November 2019, proposes a net zero carbon 2050 target 

and a separate methane reduction target of 24-47% by 2050 with an interim target of 10% by 

2030.  

• The ZCA establishes the Climate Change Commission to advise the Government including on a 

rolling programme of five-yearly emissions budgets starting in 2022 through to 2050, with 

provision to revise emissions budgets up or down under certain circumstances, for example 

economic downturns or technology advances.  

• Reform of the Emissions Trading Scheme (ETS), currently underway, will strengthen the price 

signal across the economy and help drive emissions reductions where they are most cost-

effective.  

• The Government is developing a package of additional policy measures to further support 

emissions reductions, for example current consultation on a renewable energy strategy, and 

consideration of new initiatives for Budget 2020. 

• The Government is also committed to a Just Transition: to support communities through the 

changes ahead and to seize new economic opportunities as they arise. 

• At a more detailed level, the Government’s “Climate Action Plan”, released in August 2019, 

responds to the 77 recommendations in the Productivity Commission’s Low Emissions Economy 

report. This includes action on investment (e.g. Green Investment Finance Ltd, and financial 

disclosures), screening new government expenditure (Climate Implications of Policy 

Assessment) and the recent decisions on future pricing of agricultural emissions. 

Adaptation 

• The ZCA also introduces new provisions to deal with the challenges of adaptation. These include 

a National Climate Change Risk Assessment due to be published in mid-2020 followed by the 

Government’s response in the form of a National Adaptation Plan two years later. 
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• The cross-agency work programme underway to bolster community resilience over time will 

improve the provision of data and consider the adequacy of regulatory frameworks and funding 

and financing, among other things.  

Q and A 

What are the potential economic impacts of the physical effects of climate change on New Zealand? 

The economic impacts of the physical effects of climate change are likely to be significant over the 

long term as set out in the publically released Zero Carbon Bill Cabinet Paper and Regulatory Impact 

Statement (RIS)1. Those documents cite various assessments including: $840 million in flood and 

drought impacts attributable to climate change over the ten years to 2017 (Victoria University); 1 - 2% 

reduction in GDP by 2060 (OECD); projected damage to coastal infrastructure of up to $19 billion 

(Parliamentary Commissioner for the Environment); and increased costs from floods, wildfires and 

coastal flooding (Intergovernmental Panel on Climate Change).   

Modelling suggests that the physical impacts of climate change are more or less locked in between 

now and 2050 as a result of historical global emissions. However, effective global action starting now 

to reduce emissions will reduce physical impacts from mid-century onwards. The long term impacts 

on New Zealand depend heavily on the actions of other nations.     

What are the potential economic impacts of the 2050 emissions reduction target? 

While economic modelling gives a useful overall picture, it is not a prediction and actual economic 

impacts – positive and negative - will depend on a number of factors. Bearing that caveat in mind, the 

Government’s assessment of the impacts of climate policies is contained in the publically released 

Zero Carbon Bill Cabinet Paper and Regulatory Impact Statement. The estimate of costs that is closest 

to the  targets is average annual GDP growth out to 2050 of 1.72 to 1.99 per cent2 , compared to 2.06 

per cent under the existing target (to reduce emissions to 50% below 1990 levels by 2050).  

A peer review of the modelling approach by Motu Economic and Public Policy Research found that 

these costs are likely to be at the high end of the range but the results are highly dependent on the 

assumptions used (some of which overestimate costs e.g. no energy efficiency improvements in 

response to price, and some which underestimate costs e.g. technology innovations at no cost.   

 [If asked on Treasury’s view specifically] 

• The Treasury found that the Zero Carbon Bill RIS met quality standards. Some uncertainties 

could have been given more prominence such as technology uptake and our ability to 

influence other nations. 

• Although New Zealand makes up only a small part of global emissions, it is still important that 

we transition to a low-emissions economy.  We have made both international and domestic 

commitments to transition.  Apart from the moral obligation to do our part in fixing a global 

problem that we contribute to and suffer the effects of, failing to transition could result in 

additional trade costs and negative impacts on our international reputation 

 
1  

• Cab Paper: 
https://www.mfe.govt.nz/sites/default/files/media/Climate%20Change/Proposed%20Climate%20Change%20Bill
%20Cabinet%20Paper.pdf   (page 7 

• RIS:  
https://www.mfe.govt.nz/sites/default/files/media/Extra%20downloads/Other%20documents/appendix-4-zcb-
regulatory-impact-statement.pdf   (pages 59-63, 185) 

 
2 Range reflects uncertainty over target details such as the level of specified methane reduction. 
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• The Treasury sees the ZCA as important because it will help achieve stability and durability in 

institutions and policy settings. It enables the Government to make a start on its goal of 

transitioning to a low emissions economy while allowing future adjustments to speed and 

policy mix in response to economic conditions, technology and the actions of other nations. 

What about agricultural emissions in the ETS and the plan for 100% renewable electricity? How do 

they fit with a 2050 target? 

The Government has announced its decision to price agricultural emissions from 2025 onwards. This 

is grounded in an agreement with the agricultural sector, and includes a joint commitment to develop 

the tools to measure and manage emissions in the intervening period. The Government is currently 

consulting on a Renewable Energy Strategy that will take up the recommendations of the Interim 

Climate Change Committee on the pathway to 100% renewable electricity by 2035. These measures 

will contribute to the Government’s wider policy package to help New Zealand make a start towards 

the 2050 targets. 

 

What will the Government do to assist households and businesses who may face higher costs? 

The 2018 Economic Strategy publication, and subsequent publically available documents, outline the 

Government’s commitment to a fair and just transition, including:  

o signalling change early;  

o supporting workers as they move between jobs with skills and re-training opportunities;  

o strengthening our education, labour and social institutions to support workers, communities 

and regions as the economy transitions; and 

o investing in research, science and innovation to help business, especially SMEs, to identify 

new growth opportunities and enhance their international competitiveness. 

 

What impact would higher emissions prices have on New Zealanders? 

Preliminary analysis led by the Treasury showed that the direct impacts of higher emissions prices on 

households are likely to be moderate, on average.  

o The effect is moderate because a small proportion of household expenditure is typically 

allocated towards emissions intensive goods such as petrol.  

o An emissions price rising to $50 per tonne of carbon dioxide (from today’s level of ~$25) would 

increase weekly costs for middle income households by $3.40 (0.3%).  

o Lower income households would face a slightly higher proportional increase (0.4%), but 

overall the impact remains of a moderate size.  

o However, we also note that the picture for any individual household may differ from these 

national averages,  based on their unique circumstances such as access to transport or 

exposure to indirect effects e.g. on employment. In addition, for many households, the price 

impact is likely to reduced by automatic adjustments to transfers such as benefits, 

superannuation and tax credits. 

 

What tangible action is the Government taking now to assist New Zealanders to transition to low-

emission alternatives?  

The crucial step is to get the institutional framework in place through the ZCA, which includes provision 

for 2050 targets, five-yearly emissions budgets, adaptation measures and establishing a Climate 

Change Commission. In addition, the Government is updating the ETS including provision for a cap on 

unit supply. Both the ZCA and ETS reform were the subject of public consultation in 2018. The 

Government is also actively considering what further measures could be undertaken: recent action 
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includes the establishment of Green Investment Finance Ltd and the 1 Billion Trees programme to 

accelerate forestry planting, and further measures will be considered for Budget 2020. 

 

What about the impact of afforestation on rural communities? 

The Interim Climate Change Committee indicated that the price reward for carbon is likely to be a 

driver of land use change from sheep and beef and scrub land into forestry. The magnitude of this 

effect is not certain as it depends on emissions prices and other factors including log prices, and the 

Committee recommended more analysis. The Government is considering these impacts as part of its 

reforms to the ETS to ensure a balanced approach that maximises the productive use of land, 

climate benefits, with the needs of rural communities. It’s important to note that wider trends are 

also impacting rural communities and will continue to do so, including farm consolidation, 

urbanisation and mechanisation.  The Government’s 1 Billion Trees programme aims to help farmers 

get the best out of their land and no grants are provided for whole-farm conversions. 

Why did the Treasury advise against the Government’s proposed clean car discount (feebate) and 

vehicle fuel efficiency standard? 

Treasury’s advice sought to provide Ministers with wider context on the proposed measures to help 

inform the decision making process. Our advice made three main points. First, that transport was 

already subject to the Emissions Trading Scheme. Secondly, evidence that consumers were 

undervaluing fuel economy was mixed. And finally the advice noted the modest scale of emissions 

reductions and that, from a cost per unit of emissions perspective, the fuel efficiency standard would 

be the preferred measure of the two. (If required, we can also repeat: We see this advice as a normal 

part of policy development to assist Ministers with decision making.) 

 

Greater exposure to unpredictable events such as storms and droughts also introduces more 

volatility into the economy and the fiscal position. Adjusting to a world with greater volatility will 

likely have implications for macroeconomic and fiscal policy. 

The LTFS and background papers including modelling details are due for publication in March 2020. 
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The Waterbed Effect in New Zealand - Note 

Policies have unintended consequences. One potential unintended consequence arises 

from how different policies interact when implemented simultaneously. For this reason, 

climate change initiatives that coexist with a cap-and-trade system must be carefully 

designed. 

 

As the government looks to reform the Emissions Trading Scheme (ETS), the issue of 

the “waterbed effect” must be addressed. This refers to the potential ineffectiveness of 

climate policies that are auxiliary to a cap-and-trade system, since the scheme specifies 

not only the maximum emissions, but also the actual emissions. 

 

This note examines: 

• The waterbed effect under current ETS settings. 

• The waterbed effect under reformed ETS settings. 

• How other countries have responded to the waterbed effect. 

• Areas for further work. 

 
Definitions 

Emissions Containment Reserve (ECR) An American ETS scheme which decreases the number of 

credits auctioned each year if the market price is low. 

Fixed Price Option (FPO) The current price ceiling; participants can pay $25 instead of 

purchasing credits, with no volume limit. 

Market Stability Reserve (MSR) An EU ETS scheme which decreases the number of credits 

auctioned each year if the stockpile in the market is large. 

New Zealand Unit (NZU) One New Zealand carbon credit. 

Waterbed effect An offsetting effect; policies to reduce emissions in one sector 

free up carbon credits for use elsewhere, causing emissions 

to rise in other sectors. 

 

1 The waterbed effect 

The waterbed effect occurs in a cap-and-trade system when a binding cap on the supply 

of allowances means that shifts in demand only affect price and not quantity. Figure 1 

below depicts this phenomenon. In such a situation, additional policies aimed at reducing 

carbon emissions in sectors covered by the cap-and-trade system are fruitless at altering 

net emissions. Any abatement by one participant causes allowances to be freed up, 
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pushing the price down until the market clears through purchases by another participant, 

and emissions rise elsewhere. 

Figure 1: Waterbed effect resulting from fixed supply 

 

2 Is this a problem under current ETS settings? 

Summary: No; not to any great extent. 

 

New Zealand’s current ETS is more like carbon pricing than cap-and-trade. This is 

because there is no cap on the number of units that may be purchased for immediate 

surrender at $25 under the Fixed-Price Option. 

 

This means there is no significant waterbed effect under current settings. If policies are 

put in place to reduce emissions, demand drops and the total number of credits 

purchased falls. There may be some waterbed effect due to the resulting fall in the price 

of units, which will cause quantity demanded to rise for other market participants. 

However, this effect is likely to be limited in scale.  

 

Sandbag, a British climate think tank, estimates that only 2-8% of additional freed up 

credits in EU ETS are used, due to the non-binding cap.1 Koch et al. (2014) also suggest 

that the waterbed effect has been limited in the EU ETS so far, with additional mitigation 

 
1 Sandbag (2016b). Puncturing the waterbed myth. London and Brussels, October 2016. 

20210056 Doc 3
Page 15 of 35



 

Treasury:4237309v1  3 

efforts contributing only marginally to depressing allowance prices.2 This may be 

because the impact of these additional policies has been considered in the EU’s 

integrated climate and energy legislation when setting the 2020 target.3 
 

3 Is this a problem under proposed ETS reforms? 

Summary: Yes, but it will be mitigated by several factors. 

 

The proposed reforms within the Climate Change Response (Emissions Trading Reform) 

Amendment Bill include capping emissions covered by the NZ ETS through:4 
• introducing the auctioning of New Zealand Units (NZUs) in a way that aligns the 

supply of NZUs in the NZ ETS to our emission reduction targets 

• investigating a price floor 

• providing the framework for making unit supply settings in the NZ ETS over a 

five-year rolling period 

 
If the supply of NZUs aligns with NZ emissions targets, this will create a binding cap on 

total emissions, and the waterbed problem will be triggered for any additional policies. 

For example, the proposed vehicle purchase feebate scheme (Clean Car Discount) 

would likely produce a significant waterbed effect if introduced under an ETS with a 

binding cap. 

 

There are several caveats to this, however. Firstly, policies that apply to sectors or actors 

that are not covered by the ETS will still be effective. Secondly, policies may be effective 

at shifting emissions to a later point in time, even if total net emissions remain the same. 

This may be preferable; since damages will occur in later periods, they are smaller in 

present value terms. 

 

Thirdly, Silbye and Sørensen (2017) argue that the design of an ETS should not be 

treated as exogenous. If instead it is assumed that policy decisions reflect a political 

 
2 Koch, Nicolas, Sabine Fuss, Godefroy Grosjean, and Ottmar Edenhofer. 2014. Causes of the EU ETS price drop: 

Recession, CDM, renewable policies or a bit of everything?—New evidence. Energy Policy 73. 
3 Capros, P., Mantzos, L., Parousos, L., Tasios, N., Klaassen, G., and Van Ierland, T. (2011). Analysis of the EU policy 

package on climate change and renewables. Energy Policy, 39(3). 
4 Ministry for the Environment. 2019. Reforming the New Zealand Emissions Trading Scheme: Proposed settings – 

Consultation document. Wellington: Ministry for the Environment. 
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trade-off between emissions and keeping energy prices low, subsidies for renewable 

energy make policymakers more willing to combat climate change; they face less of a 

trade-off since energy becomes comparatively cheaper. As a result, policies that reduce 

the cost of energy may reduce the supply of allowances by changing policymakers’ 

incentives. 

 

If the NZ ETS is reformed to include a 5-year rolling period for supply decisions, these 

can take the impact of additional policies into account when determining quantity 

auctioned each period. In doing so, the waterbed effect can be mitigated or extinguished.  

 

The price floor proposal may also respond to the waterbed issue; see the section below 

on the option of a reserve price.  

 

3.1 Policies aimed at other market failures 

The final caveat is that climate change policy seeks to address two key market failures 

other than environmental externalities from carbon emissions: 

1. The public good nature of research and development 

2. Imperfect information and information spill overs 

Several current and proposed climate policies aim to respond to these market failures. 

For example, MPI administers or supports five programmes that carry out or fund 

research, and provide information or training. While these policies are still subject to the 

waterbed effect (so will not affect the overall quantity of emissions), they can still be 

effective at producing least-cost abatement. The ETS responds to environmental 

externalities from emissions, but does not unilaterally solve the latter two market failures.  

These policies may also have positive distributional impacts, by shifting the burden of 

abatement costs. 

 

3.2 Political economy considerations 

Firms with high concentrations of carbon-intensive assets face strong incentives to 

oppose strict carbon budgets, to avoid higher emission prices. In New Zealand’s 

agriculture sector, for example, on-farm emissions are difficult to reduce without cutting 

production, so farmers face stranded assets. s9(2)(g)(i)

s9(2)(g)(i)
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Preventing dependence on carbon-intensive assets to begin with is thus crucial for 

scheme durability. 

This affects New Zealand’s overall emissions, avoiding the waterbed effect. 

Grandfathering units can also overcome this problem, since firms who hold credits 

benefit from higher emissions prices. 

 

3.3 Time inconsistency 

When the government signals that carbon budgets will decrease in the future, it hopes 

this signal is credible. If so, firms will invest in low-carbon assets to avoid high costs and 

stranded assets.  

 

This is exacerbated if firms believe other firms will invest in low-carbon assets. Demand 

for credits will be lower in the future, lowering carbon prices and decreasing their 

incentive for low-carbon investment. Any time low-carbon investment increases, it 

decreases the incentive for further low-carbon investment. 

 

4 How have other jurisdictions responded? 

4.1 European Union: Market Stability Reserve 

The “Market Stability Reserve” (MSR) in the EU ETS was not primarily designed to 

address the waterbed effect, but rather to address the large surplus of allowances in 

s9(2)(g)(i)
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circulation at the time. Through the MSR, the allowance cap in any given period is a 

function of market activity. 

 

If the total number of allowances in circulation exceeds 833 million in any given year, the 

number of allowances auctioned the following year is decreased by a volume of 24% of 

the total allowances currently in circulation. One by-product of this is a dampening of the 

waterbed effect. 

 

How does this respond to the waterbed effect? 

 

The MSR does not completely neutralise the waterbed effect, but partially and 

temporarily offsets it. When auxiliary policies are enacted to reduce greenhouse gas 

emissions in sectors covered by the EU ETS, the resulting increase in allowances in 

circulation will cause fewer allowances to be auctioned in the following years. 

 

This response to the waterbed effect is merely partial because, once the threshold is 

breached, only 24 credits are withdrawn for every 100 credits put into circulation by the 

waterbed effect. 

 

The response is only temporary because, once the total number of allowances in 

circulation falls below the 833 million threshold, allowances begin to be dispensed from 

the reserve back into circulation. 

 

4.2 United States: Emissions Containment Reserve 

In the United States, an “Emissions Containment Reserve” (ECR) has been implemented 

into the Regional Greenhouse Gas Initiative (RGGI), an emissions trading scheme 

among 10 North-western states. The ECR establishes multiple “price steps”. If the 

market price falls below a certain level, the volume of allowances auctioned to market 

falls by some predetermined quantity. This occurs again at a lower price step, and so on. 

Figure 2 below depicts this mechanism. 

 

Figure 2: Price step in the RGGI 
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How does this respond to the waterbed effect? 

 

This policy changes the supply schedule from a fixed vertical line to a traditional upwards 

sloping function. Credits freed up for the market from mitigation policies still push the 

price down, but this also causes volumes auctioned by the government to drop. 

 

4.3 Reserve price 

Another proposal for addressing the waterbed effect is a reserve price on auctioned 

credits. This can respond to the effect by preventing the price from dropping below a 

certain level (Edenhofer et al., 2017). Emissions will be reduced if the reserve 

mechanism features a provision for withholding or cancelling allowances which fail to 

attract bids above the reserve price.  

 

How does this respond to the waterbed effect? 

 

The first stage of the waterbed effect still occurs: Credits freed up by abatement policies 

increase supply or decrease demand in the market, causing the price to drop. However, 

if the market price falls, the units that fail to sell above the reserve price are cancelled. 

This limits the waterbed effect by limiting how far the price can drop. Extra credits flowing 

onto the market can only drive the price down so far. Past this point, the government 

ceases to auction further credits. 
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5 Areas for further work 

5.1 Extent of the waterbed effect in New Zealand 

It would be helpful to look through all current or proposed climate policies outside of the 

ETS. By examining the market failure they seek to address, they could be categorised 

as rendered obsolete by the waterbed effect or not. In addition, analysis should look at 

the extent to which the price floor proposal would mitigate the waterbed effect in New 

Zealand. 

 

5.2 Evaluating response options 

A more in-depth examination of the advantages and disadvantages of different 

responses to the waterbed problem will be required.5 It should look at: 

• Any characteristics specific to New Zealand which might influence the choice of 

response; 

• How these policies would operate within an ETS that is linked to international 

markets; 

• Any alternative methods to deal with the waterbed issue. 

 
5 Perino, Grischa, Robert A. Ritz, and Aruthur van Benthem. 2019. “Understanding Overlapping Policies: Internal 

Carbon Leakage and the Punctured Waterbed.” NBER Working Paper 25643, March. Cambridge, Massachusetts: 
National Bureau of Economic Research. 
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Briefing: Climate Change and Sustainability Chief Executives 
Board Meeting with Minister Shaw 30 July 2020 

Purpose 

Minister Shaw requested this meeting to obtain an update on implementation of the 
Climate Action Plan, what has gone to plan and what hasn’t, and any lessons learned. 
The discussion will also look forward to further work in 2020 and 2021, and will likely 
touch on how best the Board itself should contribute. 
 
Key points 

Progress on Climate Action Plan 
• Across the system there’s been decent progress against actions in the Plan. 

Foundational measures are in place including long term targets, the emissions 
budget system and the Climate Commission. This helps with policy certainty.  

 
• In February CEs prioritised action in five areas, which show mixed progress. 

ETS legislation has been passed and state sector decarbonisation is 
progressing. Electricity policy work progressed well though final decisions are 
on hold while Tiwai matters and COVID investments take priority. 

, and the clean car 
package has been deferred due to cross-party discussions. 
 

• Treasury has progressed its four action items in the Plan for which it is 
responsible, including establishing Green Investment Finance Limited, 
supporting the development of the CIPA screening tool, and working with MFE 
on shadow pricing (

. Treasury also supported many other actions led by other agencies. 
 
Discussion of lessons learned 

• A challenge is to rise above a sector by sector approach to find the best value 
investments that offer ‘win-wins’ with other Government objectives.  

. The 
Government’s 2021 Emissions Reduction Plan will be an opportunity to deliver 
this via a policy portfolio that balances action across sectors; across the levers 
of price, complementary policies, and purchasing international units, and; over 
time - short term vs long term.  

• 

Delivering an Emissions Reduction Plan in 2021 
• In addition to finding win-wins (noted above) the following will be important to 

delivering the ERP: further prioritising our work, having a clear idea of the 
toolkit to support affected communities, and tracking the scale of emissions 
reductions from our policies versus our those required by our targets  

s9(2)(g)(i)
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Potential topics for discussion  

Item 1: Welcome (5 minutes) 
 
Item 2: Roundtable – progress on Climate Action Plan (25 minutes) 
 

• The Climate Action Plan is the Government’s official response to the 77 
recommendations in the Productivity Commission’s 2018 report into the 
transition to a low emissions economy. Climate CEs committed to monitor and 
drive the implementation of the Plan, and receive quarterly updates from 
officials. 
 

• The Climate Action Plan is currently the main coordinating and reporting 
mechanism on efforts to reduce emissions. The Climate Action Plan will be 
superseded in 2021 by the Government’s Emissions Reduction Plan and 
associated emissions budget 2022-2025 that will be produced in response to 
recommendations from the Climate Change Commission.  
 

• Treasury co-leads four actions in the Climate Action Plan: 
 

o In response to Prod Comm recommendation 7.2, Treasury and MFE 
agreed to establish Green Investment Fund Finance Ltd (GIF) to 
accelerate domestic low emissions investment.  

> Result: Treasury led the development of GIF which was 
launched in December 2018.  

 
o In response to Prod Comm recommendation 7.5, Treasury and MFE 

agreed on the need to align Government project funding to 
encourage low emissions activities.  

> Result: Treasury supported MFE in the development of the 
Climate Implications of Policy Assessment screening tool (CIPA) 
which is focussed on impacts on emissions. Further work is 
planned to identify climate adaptation issues in current policy, 
regulatory, and investment decision-making processes. 
 

o In response to Prod Comm recommendation 8.12, MFE and Treasury 
agreed to develop the CIPA tool and define its links with the Regulatory 
Impact Analysis  

> Result: Treasury supported MFE in the development of the 
CIPA screening tool. 
 

o In response to Prod Comm recommendation 16.6, Treasury and MFE 
agreed to establish a consistent methodology for valuing future 
emissions or avoided emissions. 
 Result: MFE has convened a cross agency group, and with 

Treasury are working on an options paper and a process to get it 
considered and approved, including within Treasury which has 
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an oversight role of the Cost Benefit Analysis tool. The tool 
would ideally be ready for guidance for Budget 2021. 

. We have kept 
agencies and CEs up to date on timing through the quarterly 
reporting process. 

 
• The Treasury has also played an active role in other parts of the plan, 

including detailed advice on the establishment of targets and the Climate 
Commission (Zero Carbon Act), reform of the Emissions Trading Scheme 
(Emission Trading Reform Amendment Bill), and a wide range of individual 
policies from climate financial disclosures, state sector decarbonisation, 
distributional impacts of emissions pricing, consultation on electricity and 
industrial emissions, fiscal treatment of the 2030 target and so on. 
 

Item 2. Discussion of lessons learned  
 

What went well: 
 

• Critical policy foundations have been put in place including the Economic 
Plan which positions climate policy alongside other transitions that the 
Government wants to make; the Zero Carbon Act establishing targets, the 
system of emissions budgets, and institutions; and ETS reform to set an interim 
emissions budget and put a cap on emissions for the first time. 

• Some degree of stability and certainty on how climate policy will operate as a 
result of the above. 

• Generally good engagement across government agencies, non-government 
entities such as the Sustainable Finance Forum, NGOs, think tanks such as 
Motu. 

• in advocating action on climate targets when they 
wrote to Ministers in late 2018. See link here: 
https://www.mfe.govt.nz/node/25198 

• There will be opportunities in 2021 to further evolve policy settings as part of 
the Governments Emissions Reduction Plan and any further Wave 3 
investments should they eventuate 

 
What needs improvement: 
 

• Best value investments: There’s been some tendency to consider each sector 
individually rather than look across sectors to find best value sources of 
abatement. The Emissions Reduction Plan will be an opportunity to consider 
the best balance across sectors; between the levers of price, complementary 
policies, and purchase of international units, and; over time - what to short term 
vs long term.  

• More broadly, we see value in a portfolio approach. A portfolio of emissions 
reductions policies would weight effort and investment towards negative and 
low cost reductions (such as energy efficiency and emissions pricing 
respectively) because they are lower cost, high volume, and allow New Zealand 
to make a faster start in reducing emissions. The portfolio would also allow for 
measures to address longer-term and more expensive abatement challenges 
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through funding for innovation, or directly funding reductions for wider benefits 
such as building market scale e.g. the work TSY has supported in state sector 
decarbonisation. 

• COVID related investments: The Government delivered many climate relevant 
investments through pre-budget announcements, Budget 2020, CRRF. RMA 
fast tracking and the ‘shovel ready’ package, including on home insulation; 
upgrades to rail and public transport; state sector decarbonisation; climate 
resilience and flood protection; electricity sector investments including scoping 
pumped hydro; and a $1b environmental jobs package.  

 

• Win-wins: We haven’t yet nailed down where we think the best ‘win-wins’ for 
climate AND other Government priorities such as housing, productivity. It’s 
important we remember that climate is not the only priority in the Government’s 
Economic Plan. 

• Transition toolbox. More work required to understand distributional impacts of 
climate policies and to set out the toolbox for communities disadvantaged by 
climate polices. 

• Sufficiency: The cumulative emissions reductions from all climate policies, 
compared to our targets, will be helpful to put our efforts in context and highlight 
the choices in front of Government1.  

• Prioritisation: The pace and breadth of reform has been a challenge for 
agencies, and resources also had to be redirected for COVID. Prioritising the 
issues will continue to be important. In general, the timelines for policy 
development have been overly optimistic. 

• Coordination: Potential compliance cost on agencies if, for example, they are 
are required to provide information on their asset base to ministers under the 
Zero Carbon Act, and the Infrastructure Act, and the PFA. 

• Participation. Some feedback from Iwi that they should be more involved in 
discussions on the low emissions economy.  

 
Other points you may wish to cover, if raised. 
 

• Why did Treasury advise against the clean car package in 2019? 
 

 We fulfilled our mandated role in assessing the policy and providing 
advice to Ministers (i.e. pointing out transport was already in the ETS, 
mixed evidence for undervaluing of fuel economy, and the higher 
efficiency of the Fuel Efficiency Standard compared to the Discount). 

 

 
• How could the Board itself be more effective? 

 
1 For example, current net emissions are in the order of 70 million tonnes per annum, and growing, but this 
needs to be 60 million tonnes (14% lower) every year from now until 2030 to reach our Paris Target. 
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 The terms of reference state the Board’s purpose as: 1) “take shared 

responsibility for progress on climate change” – this includes “strategic 
leadership and advice” and “ identifying and driving delivery of initiatives” 
2) “take a particular focus on impact of climate change policies to support 
a just and effective transition” 

  
Item 3. Delivering an Emissions Reduction Plan in 2021 
 

• As noted above, the following will be important to delivering the ERP: 
prioritising our work, having a clear idea of the toolkit to support affected 
communities, and tracking the scale of our emissions reductions versus our 
targets  

• Ongoing adjustment and refinement of climate policy will be important as we 
learn more about what policies are most effective and where the ‘win wins’ with 
other Government priorities lie. 

 
 
Drafted by: Tom Wilson, TRED, July 28 2020 
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From: Ewan Delany < >
Sent: Wednesday, 7 October 2020 1:44 pm
To: Lauren Holloway [TSY]
Subject: RE: MoT/ Treasury fortnightly catch up
Attachments: Emissions Reduction Plan Sector-specific Note - Transport(4360740.1).docx

Thanks Lauren, firing this back at you with a few initial comments tracked in. We can discuss further.  
 
Another point I haven’t tracked in is that a lot of these policy options don’t look great in isolation, eg a fringe benefit 
tax exemption, scrappage scheme of feebate. But they could work much more effectively if designed as an end-to-
end package that accounts for whole-of-life costs and promotes equity, access etc. 
 
From: Lauren Holloway [TSY] < >  
Sent: Wednesday, 7 October 2020 11:38 AM 
To: Ewan Delany < > 
Cc: Gerald Lee < >; Udayan Mukherjee [TSY] < > 
Subject: RE: MoT/ Treasury fortnightly catch up 
 
[UNCLASSIFIED] 
 
Kia ora Ewan, 
 
Looking forward to catching up later today! 
 
Please see attached a draft note on potential mechanisms for reducing emissions in the transport sector through the 
ERP.  The note is intended to be high-level and inform our systems-thinking.I hope to leverage a lot of the good work 
that MOT has already done, rather than re-inventing the wheel. 
 
Appreciate that we are catching up soon so not expecting you to have looked through it before our meeting this 
afternoon. I am keen to go through it today and pick your brains on what we’ve included, and any gaps in analysis or 
thinking. Also happy to receive written feedback at a later stage, so feel free to share across your team with the 
caveat that it is a rough draft and captures very early thinking! 
 
Lauren 
 
-----Original Appointment----- 
From: Ewan Delany <E.Delany@transport.govt.nz>  
Sent: Friday, 25 September 2020 4:13 PM 
To: Ewan Delany; Gerald Lee [TSY]; Lauren Holloway [TSY]; Udayan Mukherjee [TSY] 
Subject: MoT/ Treasury fortnightly catch up 
When: Wednesday, 7 October 2020 2:30 PM-3:00 PM (UTC+12:00) Auckland, Wellington. 
Where: TEAMS 3QW.Room12.Internal (2) 
 
Hi all, 
 
Setting up a fortnightly catch up as requested by Ewan. Please let me know if you need any meeting times changed 
as we are flexible. 
________________________________________________________________________________  

Join Microsoft Teams Meeting  
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+64 4-886 1744   New Zealand, Wellington (Toll)  
Conference ID: 261 216 181#  

Local numbers | Reset PIN | Learn more about Teams | Meeting options  
________________________________________________________________________________  
 
 
Ngā mihi, 
 
Ruby Pullen 
PA / Team Administrator 
Corporate Services | Te Kāhui Tangata 
Ministry of Transport – Te Manatū Waka 
 
M: + | www.transport.govt.nz 
  
Enabling New Zealanders to flourish 
 
 
 

MINISTRY OF TRANSPORT 
 
Wellington (Head Office) | Ground Floor, 3 Queens Wharf | PO Box 3175 | Wellington 6011 | NEW ZEALAND | Tel: 
+64 4 439 9000 |  
 
Auckland | NZ Government Auckland Policy Office | 45 Queen Street | PO Box 106238 | Auckland City | Auckland 
1143 | NEW ZEALAND | Tel: +64 4 439 9000 |  
 
Disclaimer: This email is only intended to be read by the named recipient. It may contain information which is 
confidential, proprietary or the subject of legal privilege. If you are not the intended recipient you must delete this 
email and may not use any information contained in it. Legal privilege is not waived because you have read this email.
 
Please consider the environment before printing this email. 

CONFIDENTIALITY NOTICE 

 
The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you 
are not an intended addressee: 
a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733); 
b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.  
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Emissions Reduction Plan – Transport sector scan 
Purpose  

This note provides an overview and analysis of the potential mechanisms for reducing 
emissions in the transport sector through the upcoming Emissions Reduction Plan (ERP). It 
also includes an assessment of potential ‘quick win’ policies that could be implemented 
quickly if a new government wished to take action ahead of the ERP being finalised.  

Context 

Around 18% of New Zealand's domestic greenhouse gas (GHG) emissions are from the 
transport sector. 

• Of this, 90% are from road transport (such as road freight and passenger vehicles). 
• Transport contributes to about 1/3 of long-lived GHG emissions. These are mostly 

from energy/fuel combustion (CO2) as well as transport refrigeration (HFCs). 
• Domestic transport emissions have been growing strongly, driven by economic 

growth and a relatively low oil price, rising by 68% since 1990. New Zealand’s 
transport emissions have risen more than any other emissions source since 1990, 
and our per person transport emissions are the fifth highest among OECD countries. 

There are opportunities and benefits of reducing transport emissions. However, 
circumstances in New Zealand, such as geography, land use, and importation of large 
numbers of pre-owned vehicles should be taken into consideration when assessing options 
to reduce transport emissions. Enduring problems and features include: 

• New Zealand’s transport system is dominated by private road transport. 
Compared to other developed countries, vehicle ownership rates are high, public 
transport use is low, and the vehicle fleet is old with poor fuel economy. Growth in the 
private vehicle fleet has been driven by rapid population growth and a decline in 
prices for fossil-fuel vehicles. Most of the cars we import are used, which generally 
generate a higher level of emissions than new cars, and this has a lock-in effect on 
our emissions profile. 

• Growth in transport demand (and therefore also energy use and pollution) is 
currently closely tied to economic growth. Movements of people and freight 
across New Zealand and overseas are increasing, as measured by numbers of cars 
owned, total distance travelled, road freight, maritime freight, overseas arrivals and 
departures, public transport use, etc. 

• New Zealand is an isolated island nation and we are reliant on air travel for 
connectivity for passenger and, to a lesser extent, cargo movements. International 
aviation and shipping emissions are not covered under the Paris agreement. 

• Alternative modes for freight and passenger movement will only occur if the 
alternative is competitive in price, goes to the right place, and is appropriate 
for the good in question, such as moving freight from road to rail or coastal 
shipping. It is difficult to provide alternatives to private vehicles in rural and sparsely 
populated areas. New Zealand’s current transport demands are strongly embedded 
in economic and social fabric, and behavioural change is challenging. Options to 
reduce emissions need to also enable mobility, connectivity, and accessibility for 
people and goods. 

• New Zealand is a technology taker regarding vehicle and fuel systems. We are 
reliant on international innovations for the availability of improved technology and use 
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Transport is also ~40% of the CO2 emissions that must be 
brought to net zero by 2050. 
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of alternative fuels, such as biofuels. This means that policy settings are important to 
incentivise uptake. 

Existing policy interventions 

[In this section, you should briefly describe what policies are already in place to reduce 
emissions from your sector. This could include policy changes that are not specifically 
targeted towards climate change, but have had or could have the “co-benefit” of reducing 
emissions from the sector. 

If possible, provide an assessment of how successful have these been in reducing 
emissions? Are they cost effective (focussing on lowest-cost abatement)? Have there been 
any unintended consequences following implementation that should be addressed?]  

There are a range of policies already in place to reduce emissions in the transport sector: 

• Increased investment in rail. 
• Electric Vehicles (EVs) Programme, which includes: 

o Exemptions for light and heavy EVs from RUC. 
o Procurement planning across government to support uptake of EVs. 
o Supporting development and rollout of public charging infrastructure. 
o Information and promotion campaigns for EVs. 
o Supporting bylaw changes to allow EVs to have access to special vehicle 

lanes. 
o Reviewing tax rates and ACC levies. 

• Inclusion of transport emissions within the Emissions Trading Scheme. 
• Investment in alternative fuels and technologies. 

Further policy interventions 

Overarching policy levers  

The key types of policy levers for reducing emissions in the transport sector include: 

• Regulatory mechanisms, such as vehicle emissions standards for road transport and 
aviation. 

• Prices, such as fuel taxes, EV subsidies, and scrappage incentive schemes. 

‘Quick win’ policies 

Mitigation policies that an incoming Government may want to progress quickly include: 

• Introducing clean car standards 
o This policy involves setting vehicle CO2 emissions standards or fleet average 

standards. 
o Studies carried out in the United Kingdom and Germany suggests emission 

standards are among the most cost-effective measures aimed at reducing 
emissions 

o New Zealand is one of the few developed countries without vehicle emission 
standards. The steady introduction of more stringent emission standards has 
contributed towards decreasing emissions of most pollutants, especially 
particulate matter emissions, from transport sources. 

o Treasury has supported policies on vehicle emissions standards in the past 
• Incentivising adoption of EVs 
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o New Zealand is well placed to achieve substantial emissions reductions from 
adopting EVs because most of our electricity is generated through renewable 
sources. 

o Policies to incentivise adoption of EVs include: 
 An emissions standard for vehicle imports, a ‘clean car standard’ 
 Price feebate scheme: A price ‘feebate’ scheme offers a tool to 

encourage households and businesses to purchase less emissions 
intensive vehicles, including EVs. The Treasury has not supported this 
policy in the past for efficacy reasons. 

 Government procurement of EVs. 
 Supporting development of charging network. 
 Legislating an end-date to the import of fossil fuel vehicles: This would 

send a strong signal to market, however, may weaken incentives for 
investing in biofuels for the light vehicle fleet. 

• Introducing scrappage schemes 
o Scrappage schemes aim to accelerate removal of dirty vehicles currently in 

the fleet. This would serve to counter New Zealand's slow vehicle turnover 
but the success of this will also rely on the kind of cars imported (so not to 
lock in future emissions). 

o Trials for scrappage schemes were run in New Zealand in 2007 and 2009. 
However, these were discontinued as they were not found to be cost 
effective. 

• Increasing emissions price through the ETS 
o At current or likely future prices, NZETS is likely to have a very limited impact 

on reducing transport emissions. 
o Increasing ETS prices would increase the extent to which emissions prices 

make up fuel prices, which is currently around 5c per litre. 
• Encouraging lower-emitting modes of passenger travel 

o Behavioural changes to shift modes and change travel patterns to lower-
emitting modes can be done through a variety of ways, including: 
 Investing in walking, cycling, and public transport infrastructure. 
 Addressing congestion through managing demand, such as through 

variable congestion pricing or encouraging carpooling/use of transit 
lanes. 

 Incentivising changes in travel preferences, such as through MaaS 
(which can reduce vehicle ownership). 

 Information and education campaigns. 
o Given that the co-benefits from these opportunities largely come from 

avoiding the negative externalities of private vehicle use, efficiently pricing 
these externalities is crucial. 

• Encouraging freight by rail or coastal shipping 
o Over recent decades, a gradual shift has occurred towards road transport and 

away from rail and coastal shipping. Roughly 90% of the more than 200 
million tonnes of freight transported throughout New Zealand each year is 
carried on roads. In terms of freight kilometres, road transport satisfies about 
70% of demand, while rail and coastal shipping each satisfy about 15%. 

o Incentivising use of alternative modes will be important to counteract this 
trend. However, volume of contestable freight across modes is limited (due to 
distance of travel, time-sensitivity of goods, directness of route, etc.) 

‘Longer-term’ policies 
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There is also a range of policy options with longer time horizons that could be used to 
achieve abatement in the transport sector, including: 

• Decarbonisation of heavy transport (such as trucks, planes, shipping) will rely on 
advances in technology, such as electrification of heavy fleets, biofuels, hydrogen 
fuel cells vehicles. This may require increased investment in research and 
innovation, as well as subsidies to make alternative options economically viable for 
businesses. 

• Improve pricing of transport services and pricing of vehicle externalities, which is 
currently skewed towards roading, and how this flows into the land transport funding 
system. External costs from road transport include traffic congestion, air pollution, 
noise pollution, and road fatalities and injuries 

• Exploring technological solutions such as autonomous vehicles, on-demand transport 
modes, etc. 

• Reviewing how emissions reduction (and climate implications generally) are 
considered when making infrastructure investment. 

Cross-cutting issues 

There are cross-cutting issues across sectors and wider system settings that affect the 
potential for abatement in the transport sector. These include: 

• Decisions on transport emissions should be made in the context of the ETS. 
Previous Treasury advice has been to prioritise the ETS, when considering policies 
to reduce transport emissions, as the carbon price is the most effective approach to 
do so. However, the price elasticity of fuel prices and road transport pose a 
challenge, as well as the minor impact ETS prices have on fuel prices, and other 
enabling and complimentary policies will be necessary. 

• There is a range of co-benefits to reducing transport emissions. These include 
health impacts of reducing pollution, encouraging active modes, and reducing road 
fatalities; mobility benefits of reducing road congestion; and justice impacts of 
reducing frequency of driving offences. 

• Impacts of land transport funding. 
• Supply constraints due to imports of lower-emitting vehicles, availability of 

alternative modes, infrastructure to support use and uptake of alternative modes, and 
so on. 

• Complementary policies should be technologically-neutral to provide greater 
optionality. 

• Policy stability is critical and long-term signalling can help to shift behaviours and 
business planning. 

Distributional impacts  

There are distributional considerations that would need to be taken into account when 
implementing mitigation policies in the transport sector, such as: 

• Without additional support, mitigation policies recommended for transport may place 
a disproportionate burden on low-income households. The Government should 
undertake further analysis to evaluate options for compensatory policies (for 
example, scrappage incentive schemes). 

• There may also be a burden on those who need to purpose larger, private vehicles 
(such as rural communities) while benefitting urban users (who have easier access to 
alternative transport modes, or may have been likely to buy an EV anyway). 

Commented [ED6]: Trucks is looking increasingly like a 
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Key literature and resources 

https://www.productivity.govt.nz/assets/Documents/lowemissions/4e01d69a83/Productivity-
Commission_Low-emissions-economy_Final-Report_FINAL_2.pdf 

https://emissionstracker.mfe.govt.nz/ 

https://www.oecd.org/environment/decarbonising-urban-mobility-with-land-use-and-
transport-policies-the-case-of-auckland-new-zealand-095848a3-en.htm 

https://www.transport.govt.nz/assets/Uploads/Our-Work/Documents/3b96db67c1/Policies-to-
Reduce-Harmful-Emissions-from-Vehicles-Costs-and-Benefits-May-2015.pdf 

https://www.transport.govt.nz/land/vehiclescrappageschemes/ 

https://www.transport.govt.nz/mot-resources/research-
papers/environmentalresearch/agingofnzlightvehiclefleet/ 

 

Lauren Holloway 
Analyst, National Infrastructure Unit 
Te Tai Ōhanga – The Treasury 
October 2020 
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Sector Current State of Play  Summary Pitch Recommendations  For More Info: Initial Tsy View/Questions 
Transport  • In 2018, transport emissions made 

up 36.3% of total long-lived gases. 
This is 16.6 Mt CO2-e. 

• Most transport emissions are from 
fossil fuels used to power vehicles. 
For example, petrol and diesel 
used by cars, SUVs and trucks 
(91%), domestic flights (7%) and 
rail and coastal shipping (2%). 

• Emissions from domestic transport 
have continued to rise even as 
emissions from other sectors 
stabilised or decreased.  

• We need to increase 
uptake of electric and 
low emissions EVs, 
phase out ICEs, reduce 
travel at an aggregate, 
and invest in 
infrastructure to 
support public 
transport and 
incentivise low 
emissions travel 
(including walking and 
cycling).  

• Develop an integrated 
national transport network 
to reduce travel by private 
vehicles and increase 
walking, cycling, low 
emissions public and shared 
transport 

• Accelerate light electric 
vehicle uptake 

• Increase the use of low 
carbon fuels for trains, ships, 
heavy trucks and planes 

• Advice 
report: pgs 
14, 55, 57-59, 
81, 84-86, 
105 -110 

• Evidence 
chapter: 4b 

• The draft CCC report 
signals that the 
immediate priority in 
Transport will be to 
decarbonise the light 
vehicle fleet. 

• The move away from ETS 
to specific policy 
interventions carries the 
risk of higher cost 
policies or policies with 
hidden costs. The 
Government should be 
targeting sectors where 
the costs (and benefits) 
are well-understood. 

• 
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