
NZ Emissions Trading Scheme fact sheet 

This fact sheet is designed to help journalists and general readers understand the New Zealand 
Emissions Trading Scheme (the NZETS), especially when comparing it with other countries’ 
climate change policies.  If you have any questions or would like to explore any of the issues 
further, please contact: 

David Venables 
Executive Director 
Greenhouse Policy Coalition 
Phone (04) 473 0600 
Mobile (027) 848 2368 
Email david@greenhousepolicy.org.nz 

 

Background to the ETS 

As a signatory to the Kyoto Protocol, New Zealand has undertaken to reduce its net emissions 
of carbon to 1990 levels over the period 2008-2012.  Net emissions means that New Zealand’s 
emissions must match 1990 levels once carbon sequestered in forests is subtracted from the 
raw figure for our total emissions.  Failure to meet the Kyoto target would create a national 
liability and New Zealand would have to pay the difference.  Meeting the target, or exceeding it, 
would mean New Zealand pays nothing.  

As part of the Kyoto Protocol the Government received 309 million emission units to cover the 
period 2008-2012, i.e. five times the country’s 1990 emissions of 61.9 million tonnes CO2-

equivalent, or CO2e.  [NB emissions are always expressed as CO2e.  There are six global 
warming gases currently recognized by the United Nations, with the emissions of each 
measured in terms of their equivalence to CO2’s global warming potential.] 

The Ministry for the Environment’s latest Net Position Report for emissions during the 2008-
2012 period projects a surplus of 11.2 million units under the Kyoto Protocol (valued at $218 
million as of 31 May 2010).  As things stand, New Zealand looks poised to face no Kyoto 
liability. 

It is clear that without forest carbon sinks being taken into account, New Zealand would have no 
hope of meeting its Kyoto target.  Our total (or gross) emissions keep rising because of 
increasing emissions in transportation and electricity generation. 

The Government could take a number of paths to reduce emissions: 

 Use subsidies to encourage tree planting and low carbon technology/processes and use 
penalties/regulations to discourage emissions; 

 Put a price on carbon via a tax on emissions; 

 Put a price on carbon through an emissions trading scheme (ETS); or 

 A combination of the above. 

After some discussion about having a carbon tax, the Clark Government chose to set up an 
ETS.  This scheme was reviewed by the Key Government, which sees an ETS as the least cost 
approach that will deliver some reduction in emissions, which it estimates at 19 million tonnes 
CO2e over the next three years.  The new Government moderated the scheme to lessen the 
impact on households and businesses, though some areas, such as the key food processing 
sector, effectively missed out on getting support. 
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As part of this, rather than keeping the 309 million Kyoto emission units for itself, the 
Government is allocating them to forest owners, and to energy intensive, trade-exposed 
companies to help the latter while they adjust to carbon pricing.  This support is not a cost to the 
taxpayer as the Government is using units it received free through the Kyoto Protocol.  The 
taxpayer faces no cost unless New Zealand’s Kyoto account for 2008-2012 is in deficit.  As 
noted above, the current projection suggests New Zealand will have a Kyoto surplus. 

Not all exposed businesses will get free emission units.  The food processing sector, for 
example, will receive little or no allocation.  Fonterra, the country’s biggest export earner, has 
estimated that the ETS will cost it $38 million in the first year (1 July 2010 – 30 June 2011), 
rising to $107 million in 2015. 

 

Comparing the NZETS and other countries 

Most countries do not use an ETS to achieve their emissions reduction targets, New Zealand’s 
major trading partners among them.  Australia has put off bringing in an ETS until at least 2013 
and Labor wants a public consensus before it proceeds.  In the United States, the Democrats 
have given up trying to get a cap-and-trade climate bill through the current Senate.  There are 
suggestions that China might bring in carbon pricing in its next five-year plan, which starts in 
2011, but no details have been confirmed.  Japan has also failed to pass national cap-and-trade 
legislation. 

There are some trading schemes around the world, though many operate at a sub-national level 
(e.g. California).  The one big scheme that is often cited is the European Union’s ETS (the 
EUETS), which covers the 27 countries of the EU (the EU-27), plus Norway, Liechtenstein and 
Iceland, with Switzerland also planning to join.  The other scheme the NZETS could be 
compared with is the Australian Carbon Pollution Reduction Scheme (the CPRS), which was put 
on hold by Kevin Rudd but could be revived after 2012 if Labor is re-elected. 

While the principles behind an ETS are reasonably simple, no two schemes are alike.  It is 
important to look at the details of each scheme and to see it in the context of whatever other 
climate change policies countries use, e.g. subsidies and incentives.  The following discussion 
compares the NZETS with, first, the EUETS, and then with the CPRS.  A table of this 
comparison can be found here. 

 

Comparing the NZETS and the EU ETS 

Before comparing the NZ and EU schemes, it is worth noting some important contextual 
differences between the two economies: 

 New Zealand’s emissions are 1.52% of those of the EU-27 (2008 figure). 

 New Zealand and the EU have very different emissions profiles.  New Zealand’s 
emissions (2008 figures) primarily come from agricultural gases (46.6%) and energy 
(45.3%) while the EU’s emissions are largely from energy (79.1%), with agriculture just 
9.6%.  There are few internationally recognised mitigation options currently available for 
agricultural emissions, while renewable energy generation is a proven industry. 

 New Zealand generates much more electricity from renewable sources – 73% in 2009, 
with a 90 percent target for 2025, as against a European target of 20% of total energy 
coming from renewables by 2020 (15% in the UK).  Europe therefore has much more 
scope than New Zealand for increasing renewable generation. 



 The EU scheme has been operating since 2005, while the NZETS started in 2008.  
Furthermore, until 1 July 2010 only forest owners were in the NZETS, while the EUETS 
started with around 12,000 installations on 1 January 2005. 

 The NZ scheme will have its first review incorporating industrial and energy participants 
in 2011.  The EUETS has been reviewed twice already.  The EUETS’s first phase (2005-
2007) was reviewed before the start of Phase II (2008-2012) and the scheme has 
already been reviewed again in preparation for Phase III (2013-2020). 

 New Zealand Governments do not like using subsidies, while the EU is much more 
ready to use them, e.g. it provided 2.9 billion euros of support to coal mines in 2008 and 
is currently discussing whether to continue this sort of assistance. 

 New Zealand’s economic prosperity is inferior to Europe’s when measured in terms of 
Gross Domestic Product per capita.  In 2009, New Zealand’s GDP per capita was valued 
at $27,259.  This was much lower than the prosperous EU countries – Norway $79,085, 
Switzerland $67,559, Sweden $43,986, France $42,747, Germany $40,874, Italy 
$35,435 and the UK $35,334.  New Zealand’s situation was in 2009 more comparable 
with Greece and Slovenia.  GDP per capita figures provide some guide to a country’s 
ability to handle emissions trading-related price rises. 

 New Zealand’s major trading partners are not in the EU.  In 2009, New Zealand’s top 10 
export destinations included just two EU countries – the UK ranked 5th at 4.3% and 
Germany ranked 10th at 1.9%.  Nearly half the country’s exports went to Australia, the 
US, China and Japan.  The situation was similar with imports.  Germany was ranked 5th 
at 4% and France 8th at 3%, with 51% of imports coming from Australia, the US, China 
and Japan. 

 

The following is a look at the key components of the NZ and EU schemes: 

Emissions coverage 

The EU: Covers 43% of emissions, rising to 50% from 2013.  There are no plans to cover 
methane from farm animals or agricultural nitrous oxide from fertilisers or global warming 
synthetic gases like sulphur hexafluoride. 

New Zealand: From 1 January 2015 the NZETS will cover nearly all emissions, including all six 
gases identified by the United Nations. 

Sector coverage 

The EU: Combustion and most industrial sectors are currently covered, with aviation due to 
enter in 2012.  From 2013, petrochemicals, aluminium and ammonia will be included.  
Agriculture will not be covered. 

New Zealand: Virtually the entire economy will be covered by 2015.  Currently, the scheme 
covers forestry, industrial processes (includes iron and steel, aluminium, cement, glass and 
gold), stationary energy (includes coal, natural gas and refining petroleum) and liquid fossil 
fuels. 

Allocation of free emission units 

The EU: Historically, free units have been allocated to many companies at levels well above 
100% of their emissions.  Average allocation across EU countries in 2009 varied between 92% 
and 152%.  Allocation also covers more sectors than in New Zealand.  The scheme will feature 
more auctioning of units (ie companies having to pay for them) from 2013, with a sinking cap, 



but 100% allocation is still on the cards for significantly trade-exposed sectors, including those 
the NZETS covers. 

New Zealand: Trade-exposed companies are to be allocated units at a 60% or 90% level on an 
intensity basis, ie emissions relative to output.  Many companies miss out, eg the key food 
processing sector is likely to receive at most a 5% allocation. 

Phasing out of allocation 

The EU: The number of units allocated to companies will be cut by 1.74% each year from 2013. 

New Zealand: Unit allocation will be cut by 1.3% each year from 2013. 

Caps on emissions 

The EU: Contains a series of national caps on emissions, which is set to become a single EU 
cap from 2013. 

New Zealand: The NZETS has no cap and operates within the national 2012 Kyoto Protocol 
target, ie the country has agreed to bring net emissions down to 1990 levels over the period 
2008-2012. 

Carbon pricing 

The EU: Has no price caps, but from 2013 member states will be allowed to influence carbon 
prices by bringing forward auctioning of units within the overall cap. 

New Zealand: Has an optional price cap for carbon until the end of 2012, set at $25 per unit 
(one unit = one tonne of CO2-e), with companies until then required to surrender one unit for 
every two tonnes of emissions, an effective halving of the $25 price. 

 

Comparing the NZETS and the Australian CPRS 

While Australia’s emissions trading scheme is a work in progress that may not see the light of 
day for years, it is possible to compare the NZETS with the planned CPRS as it was introduced 
to the Australian Parliament in February 2010.  As with the EU, before comparing the NZ and 
Australian schemes, it is worth noting significant differences between the two economies: 

 New Zealand’s emissions are 13.7% of Australia’s (2008 figure) 

 New Zealand and Australia have very different emissions profiles.  As indicated above, 
New Zealand’s emissions primarily come from agriculture and energy.  Australia’s 
emissions (2008 figures) are largely from energy (75.8%), with agriculture at 15.9%. 

 The Australian economy thrives on the back of mining and selling huge quantities of 
minerals that are in high demand, e.g. from China.  New Zealand’s economy is 
predominantly focused on selling primary produce, such as dairy and meat products, 
logs and forest products. 

 New Zealand generates much more electricity from renewable sources – 73% in 2009.  
Australia relies much more on fossil fuels, with coal generating 80.8% of electricity in 
2007/2008 and renewables just 5.8%. 

 New Zealand’s economic prosperity is inferior to Australia’s when measured in terms of 
GDP per capita – $27,259 compared with $45,586 in Australia. 

 

The following is a look at the key components of the NZETS and CPRS: 



Emissions coverage 

CPRS: Would cover 75% of emissions.  Methane from farm animals and agricultural nitrous 
oxide from fertilisers have been indefinitely excluded. 

New Zealand: From 1 January 2015 the NZETS will cover nearly all emissions. 

Sector coverage 

CPRS: Would cover almost all sectors, including forestry, industrial processes, stationary 
energy, transport and waste, with agriculture the notable gap. 

New Zealand: Virtually the entire economy will be covered by 2015. 

Allocation of free emission units 

CPRS: Would provide an intensity-based allocation to “gassy” coal mines and energy intensive, 
trade exposed firms of 94.5% and 66%.  The electricity sector would get a one-off allocation, 
LNG projects would get a guaranteed 50%, food processors would receive $150 million of 
assistance, and the coal sector would also get help.  There would be a move towards 100% 
auctioning of units. 

New Zealand: Trade-exposed companies are to be allocated units at a 60% or 90% level on an 
intensity basis.  The food processing sector is likely to receive at most a 5% allocation.  There is 
no assistance for the coal sector. 

Phasing out of allocation 

CPRS: The number of units allocated to companies would be cut by 1.3% each year. 

New Zealand: Unit allocation will be cut by 1.3% each year from 2013. 

Caps on emissions 

CPRS: Would operate under the national cap of reducing emissions by 5% on 2000 levels by 
2020. 

New Zealand: No cap and operates within New Zealand’s 2012 Kyoto Protocol target. 

Carbon pricing 

CPRS: Would offer a fixed price of $10 per tonne for the first year of the scheme, followed by a 
cap of $40 per tonne for the following four years. 

New Zealand: Optional price cap for carbon until the end of 2012, set at $25 per tonne, with an 
effective price until then of $12.50. 

 

The following is a table comparing the NZETS with the current EUETS and the Phase III 
version, which starts in 2013, and the Australian CPRS. 

 

Table: Comparing the NZETS with the EUETS and CPRS 

 NZETS EUETS Phase II 

(until 2012) 

EU ETS Phase III 

additions 

(2013-2020) 

CPRS 

(as at February 

2010)  

Sector 

coverage 

Forestry 

Stationary energy
1
 

Industrial processes
2
 

Liquid fossil fuels 

Combustion 

Mineral oil refineries 

Coke ovens 

Metal ore roasting or 

New sectors will be: 

Petrochemicals 

Aluminium 

Ammonia 

Forestry
6
 

Stationary energy
6
 

Transport
6
 



Waste
3
 

Synthetic gases
3
 

Agriculture
4
 

sintering 

Pig iron/steel 

Cement 

Glass and ceramics 

Pulp 

Paper and board 

Aviation
5
 

 Industrial processes
6
 

Waste
6
 

[Agriculture 

specifically excluded 

indefinitely] 

Emissions 

coverage 
Nearly 100%

7
 43% 50% 75% 

Gases included All
8
 Carbon dioxide Nitrous oxide from 

acid production 

PFCs from 

aluminium 

All except 

agricultural methane 

and nitrous oxide 

(both are excluded 

indefinitely) 

Support for 

participants 

(allocation of 

emission units) 

No allocation for 

electricity 

generation, liquid 

fossil fuels, waste or 

synthetic gases. 

Minimal allocation 

for food processors. 

60% or 90% unit 

allocation to energy 

intensive, trade 

exposed activities 

that meet 

thresholds.
9
 

1.3% phase-out per 

annum from 2013 

Auctioning of units 

retained as an option 

from 2013. 

Allocation of 

allowances to all 

sectors. 

Allocations for 2009 

ranged from 92% to 

152%.
10

 

No phase-out of 

allocation. 

Auctioning allowed 

up to 10%.
11

 

100% allocation to 

sectors facing 

significant risk of 

carbon leakage. 

One-off 

compensation for 

some installations for 

power cost rises 

Power sector will 

have full auctioning 

(with some 

exceptions). 

Other industrial 

sectors and aviation 

to receive 80% 

allocation, reducing 

to 30% in 2020 and 

0% in 2027. 

Unit allocation 

phase-out of 1.74% 

per annum. 

Intensity-based 

allocation to gassy 

coal mines and 

energy intensive, 

trade exposed firms 

of 94.5% or 66%. 
12

 

One-off allocation to 

electricity sector. 

Guaranteed 50% 

allocation to LNG 

projects. 

A$150 million to 

food processors. 

Special assistance to 

coal sector. 

Phase-out of 1.3% 

per annum. 

Move towards 100% 

auctioning. 

International 

linkage 

Two way linkage: 

Forestry NZ Units 

can be converted into 

Kyoto units for 

export.
13

 

Certain Kyoto units 

can be imported.  

 

Restricted one-way 

inbound linkage of 

Kyoto project 

units.
14

  

Credits from forestry 

carbon removal not 

allowed. 

Restricted one-way 

inbound linkage of 

Kyoto project units.  

Credits from forestry 

carbon removal not 

allowed. 

Australian units not 

linked to Kyoto units 

and cannot be 

exported.
15

 

Certain Kyoto units 

can be imported after 

the first year. 

Emissions cap No absolute cap
16

 National caps
17

 A single EU cap
18

 5% below 2000 

levels
19

 

Price caps $25 per tonne CO2e 

fixed price option 

available until  

31 December 2012. 

Surrender obligation 

of 1 unit per 2 tonnes 

CO2e until 31 

December 2012.
20

 

No price cap No price cap, but 

member states are 

allowed to influence 

carbon prices by 

auctioning 

allowances if the 

allowance price rises 

too much.
21

 

Fixed price of A$10 

per tonne CO2e for 

the first year of the 

scheme (July 2011-

June 2012), followed 

by a price cap of 

A$40 (real) per tonne 

(from 2012-2013) for 

four years. 

 



                                                 
1
 Stationary energy includes coal, natural gas and refining petroleum. 

2
 Industrial processes includes iron/steel, aluminium, cement, glass and gold. 

3
 Waste and synthetic gases come into the ETS on 1 January 2013. 

4
 Agriculture, including methane emissions from animals and nitrous oxide emissions from fertilizer, comes into the 

ETS on 1 January 2015. 
5
 Aviation will enter the EU ETS on 1 January 2012. 

6
 The CPRS was scheduled to start on 1 July 2011 before it was deferred until 2013 at the earliest. 

7
 As of 1 January 2015. 

8
 The United Nations Framework Convention on Climate Change (UNFCCC) greenhouse gas reporting 

requirements cover six gases considered to have global warming potential.  The main ones are carbon dioxide (CO2), 

methane (CH4) and nitrous oxide (N2O).  The other three are hydrofluorocarbons (HFCs), perfluorocarbons (PFCs) 

and sulphur hexafluoride (SF6).  In the case of New Zealand, CO2, non-agricultural CH4 and N2O, and PFCs from 

aluminium came under the ETS on 1 July 2010, HFCs, SF6 and PFCs from synthetic gases will come into the ETS in 

January 2013, while agricultural methane and N2O will enter the scheme in January 2015. 
9
 Coverage is restricted to direct use of coal, natural gas and geothermal energy, process emissions, and indirect 

emissions associated with the consumption of electricity and offsite generated process heat (co-generation).  An 

activity is deemed trade exposed unless there is no international trade of the activity output across oceans, or it is not 

economically viable to import or export the output of the activity – power generation is specifically excluded.  The 

90% allocation is for companies emitting 1600 tonnes or more of CO2-equivalent (CO2e) per NZ$1 million of 

revenue, while the 60% allocation is for those emitting 800 tonnes or more of CO2e.  Fishing quota holders are 

receiving a one-off 700,000 unit allocation.  Agriculture will receive a 90% allocation, with a 1.3% per annum 

phase-out from 2016. 
10

 The average 2009 allocation across all sectors for each EU country was as follows: Austria 117%, Belgium 123%, 

Bulgaria 127%, Czech Republic 116%, Denmark 94%, Estonia 115%, Finland 108%, France 116%, Germany 92%, 

Greece 99%, Hungary 107%, Ireland 116%, Italy 110%, Latvia 142%, Lithuania 131%, Luxembourg 114%, 

Netherlands 103%, Poland 105%, Portugal 108%, Romania 152%, Slovak Republic 150%, Slovenia 102%, Spain 

110%, Sweden 121% and the UK 94%.  Allocations within the 10 sectors were typically above 100%, even 150-

200% in many cases.  Only two sectors (Combustion, which includes power generation, and Refining) saw 

significant numbers of countries allocating below 100% (12 in Combustion, eight in Refining). 
11

 Auctioning has been significantly under-used in Phase II.  Aviation will be allowed 15% auctioning when it enters 

the EU ETS in 2012. 
12

 The CPRS allocation was 94.5% for companies emitting 2000 tonnes or more of CO2e per A$1 million of revenue 

(or emitting 6000 tonnes or more per $1 million value added).  The lower tier allocation of 66% applied to those 

emitting 1000 tonnes or more of CO2e per A$1 million of revenue (or emitting 3000 tonnes or more per $1 million 

value added). 
13

 The Government received 309 million emission units under the Kyoto Protocol to cover the period 2008-2012, ie 

five times the country’s 1990 emissions of 61.9 million tonnes CO2e.  These units are called Assigned Amount Units 

(AAUs).  The units the Government allocates to New Zealanders are called New Zealand Units (NZUs).  NZUs 

have to be exchanged for the Government’s AAUs before they can be sold overseas.  Only the forestry sector can 

get Government AAUs before 2013, with other sectors gaining access from 2013.  The NZ ETS also allows three 

other types of Kyoto units: Certified Emissions Reduction units (CERs) and Emission Reduction Units (ERUs) from 

projects and Removal Units (RMUs) from carbon sequestering forestry activities. 
14

 Certified Emissions Reduction units (CERs) and Emission Reduction Units (ERUs) from projects within volume 

constraints. 
15

 Australia allows the importation of Kyoto CERs, ERUs and RMUs after the first fixed price 12-month period. 
16

 New Zealand’s ETS operates under the overall Kyoto Protocol Commitment Period 1 cap.  As a nation, domestic 

emissions exceeding New Zealand’s Kyoto allocation must be matched by emission units purchased internationally.  

Operation of the NZETS after 2012 is the subject of a Government review in 2011. 
17

 Each of the 27 EU states has its own cap. 
18

 One EU-wide cap will replace the 27 national caps from 2013, with an emissions target reduction of 21% below 

2005 levels by 2020. 
19

 Australia has committed itself to a unilateral emission cut of 5% below 2000 levels by 2020, with a promise to 

increase this to -15% if other countries sign up to tougher targets. 
20

 This price control means that until 2013 ETS participants will have to surrender one unit for every two tonnes of 

emissions, effectively a halving of the $25 fixed price. 



                                                                                                                                                             
21

 EU ETS Phase III rules allow members to bring forward scheduled auctions or auction more units if the price of 

allowances on the European market is more than three times the average price during the preceding two years. 


