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in addition to serious environmental and polrtlcal consequences that unmitigated
climate change would bring; -

2.5  many of the things we do in the name of climate change achieve other common-
sense objectives. Warm, energy efficient homes are healthy homes. Fuel and
energy efficiency saves money. Forestry reduces erosion and improves water
quality; o

2.6  emission trading is both an affordable and sens1b1e approach to reduce emissions.
' New Zealand is one of a number of countries such as the United Kingdom,
Australia and states of the United States developing such schemes. Ec¢onomic
modelling shows the impact on growth is minimal; :

2.7 the government will ass1st households and businesses to adapt and provide a
smooth and gradual transition. The high proportion of renewable electncu:y
sources has New Zealand well posmoned to make thls transition;

-

note that a submission to the Cabinet Policy Commlttee (POL) is being prepared
identifying possible government initiatives to ameliorate the effects of the proposed ETS
on targeted groups of New Zealanders and lower barriers to reducing ermss1ons as well
as sources of revenues to fund such 1n1t1at1ves

note that the submission under POL (07) 302 seeks “in-principle agreement” for the core
elements of the New Zealand ETS, subject to stakeholder and Maori engagement and a
further submission seeking Cabinet’s final agreement to each elements of the scheme; .

ETS objective and ke y design feafures
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agree in principle, subject to paragraph 4, that New Zealand implement & cap-and-trade '
emissions trading scheme as part of our climate change response'

_agree in prmcrple, subject to paragraph 4, that the revised and reformatted Ob]eCthG of
the New Zealand ETS is:

"Thar a New Zealand ETS support and encourage global efforts to reduce
greenhouse gas emissions by:

o reducing New Zealand's net emissions below business—asmsual levels; and

o complying with our international oblzganons including our Kyoto Protocol
obligations;

while maintaining economic flexibility, equity, and environmental mtegrtty at least
cost in the long term '

.Agree in pnnmple subject to paragraph 4, to include aIl sectors and all gases (subject to

de minimus considerations);

" agree in prmcrple subJect to paragraph 4, that a New Zealand ETS be 1nternat10na11y

linked;

agree in prmcrple subject to paragraph 4, that the core obligation under a New Zealand
ETS be an absolute obligation as opposed to an intensity-based obligation;



10

11

In Confidence
POL (07) 302

agree in principle, subject to paragraph 4, to obligations being placed “upstream” in the
supply chain; '

. agree in pr1nc1p1e, subject to paragraph 4, the followmg general approach to allocatlon

11.1  attempt to maintain broad equity of treatment between and within sectors;

11.2  seekto avord_ long term regrets in de31gn1ng and 1mplement1ng short run policies;

11.3- make the transition more manageable by being relatively generous in the first

12

commitment period (CP1) which covers the period 2008-2012;

114 donot prov1de assistance to firms whose profits will be largely unaffected by the
mtroductron of an ETS; :

11.5 favour assistance via gifting units (‘free allocation’) as opposed to a progressive
obligation, but to leave open the possibility of using a progressive obligation in
some sectors; ’

11.6 move to-zero assistance over time for overall economic efficiency, equity and

administrative reasons;

agree in principle, subject to paragraph 4, to include all sectors and all gases within a

- New Zealand ETS by 1 January 2013 with sectoral tlmmg of entry into a New Zealand

ETS being as follows:

_ 121 forestry 17 anuary 2008;

12.2  liquid fossil fuels 1 January 2009;

123 stationary energy and industrial processes 1 January 2010;

124 agriculture 1 January 2013;

13 .

12.5 wasté 1 Jariuary 2013;

note that although all of these dates of entry are subject to engagement with stakeholders,
we intend to indicate that we are relatively firm on the date of introduction for both:
forestry and liquid fossil fuels; :

Process going forward and detailed decision-}naking

14

15
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note the proposed timing of 1nclud1ng sectors within the ETS as set outin -
recommendation 12 means that engagement material needs to be promulgated to-
stakeholders as soon as possible;

note that on'13 August 2007, the Cabinet Busmess Committee (CB C) noted the contents
of four papers on more detailed ETS design: Rationale for an Emissions Trading Scheme,
Design of a Possible New Zealand Emissions Trading Scheme: Core Elements, A
Possible New Zealand Emissions Trading Scheme: Timing and Assistance, and The
Approach and Process for Engaging on'a Possible New Zealand Emrssmns Tradmg

.Scheme ETS [CBC Min (07) 16/2-6];
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note that a paper on the detailed desrgn of the forestry elements of a New Zealand ETS is
being prepared for consideration by the Minister of Forestry, Minister Responsible for

- Climate Change Issues and Ministry of Finance;

17

18

19
20

21

2

23 -

24 .

25

authorise the Minister Responsible for Climate Change Issues, the Minister of Finance
and Minister of Agriculture and Forestry to direct officials to prepare publicity material,
and to prepare drafting instructions, building on the detail in those papers outlined in
paragraphs 14 and 16;

direct officials, given the instructions implied above,. to prepare for consideration by
Cabinet’s Business Cornrnittee (having sought Power to Act) on 3 September 2007:

18.1  a document outlining the context of climate change within the broader
sustamabﬂlty and economic transformation agendas;

18.2 -adetailed engagement documentation outlining the proposed New Zealand ETS;
18.3  acompanion engagement paper on the forest'sector aspects of an ETS; and

18:4  a draft Cabinet paper for identifying possible government initiatives to ameliorate
S the effects of an ETS on targeted groups of New Zealanders and reduce barriers to
" lessen emissions (e.g. support for energy efficiency measures), as well as sources
of revenues to fund such initiatives, which takes account of discussion at the CBC
meeting on 15 August 2007 on recommendation 71 of the paper POL (07) 257:
Design of a Possible New Zealand Emissions Trading Scheme: Core Elements;

invite the Minister Responsible for; C11mate Change Issues to issue drafting instructions
to the Parliamentary Counsel Office for legislation to implement the New Zealand ETS in
accordance with the directions provided by the three Ministers above in paragraph 17

note that a phased engagement process with stakeholders and Maori is planned in wh1ch |
some specifics will be proposed but many decisions (and in particular, many sector-
specific features) are left open to engagement;

note that the mdrcatrve Umetable outlined above should not preclude actions being taken . -
pl‘lOl‘ to 1 January 2013 to reduce emissions in the agncultural and horticultural sectors; -

| agree to establish a Climate Change Leadership Group to facﬂltate discussions between

the government and the broader community on sustainability and climate change policy,
including the proposed New Zealand Emissions Trading Scheme;

agree to the Climate Change Leadership Group Terms of Reference attached as Annex 1
to the submission under POL (07) 302); .

agree to delegate responsibility for establishing' the Climate Change Leadership Group,

including agreeing its membership, to the Minister of Finance and the Minister

Responsible for Chmate Change Issues in consultation with other Ministers as
appropnate, :

note that a number of other sustarnabﬂrty initiatives will be announced dunng October
and November 2007, including the final New Zealand Energy Strategy and New Zealand

- Energy Efficiency and Conservation Strategy, Final Sustainable Land Management

129205v1
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' Action Plan and a discussion paper on Implementmg the New anland Transport

Strategy;

direct the Department of Prime Minister and Cabinet with the Ministry for the
Environment, Treasury (including the Emissions Trading Group), Ministry of Agriculture -
arid Forestry, Ministry of Economic Development, Ministry of Transport and other
appropriate agencies, to coordinate the sustainability and climate change communications
including appropriate integration of sustainability initiatives such as the New Zealand
Energy Strategy, New Zealand Energy Efficiency and Conservation Strategy, Sustainable
Land Management Plan of Action and Implementing the New Zealand Transport Strategy
leading up to and during the engagement process; .

note that given time constraints it will not be possible to use the Government Electronic
Tendering Service (GETS) for contracted communications work during the initial stages
of the communications process outhned in paragraph 26; :

+ direct officials to organise any contracted communications work arising from paragraph -

26 so as to ensure significant pieces of work (should any arrse) will be able to go through
the GETS process; :

note that the Department of Prime Minister and Cabinet is in discussions with the Office.
of the Auditor-General on the above process; - |

direct officials to report to POL on what additional funding will be required from the

. Climate Change contingency to undertake the coordination and communications role set

out in paragraph 26

note that hnkages exist between the New Zealand ETS and the Permanent Forest Sink
Tnitiative and the East Coast Forestry Project and that changes to these initiatives will be
necessary following consultation and to align them with thé ETS;, '

delegate authority to thc Minister Responsible for Climate Change Issues, the Mmlster of
Finance and the Minister of Agriculture and Forestry to approve any changes required to
the PESI and ECFP in order to align them with the New Zealand ETS.

Gerrard Carter ‘
for Secretary of the Cabinet Reference: CAB Min (07) 30/9; CAB (07) 402

129205v1

Copies to: (see over)
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Copies to:
Cabinet Policy Committee
Chief Executive, DPMC
Director PAG, DPMC
PAG Subject Advisor, DPMC
Secretary to the Treasury
Director-General, Ministry of Agriculture and Forestry (Agriculture)
Director-General, Ministry of Agriculture and Forestry (Forestry)
Chief Executive, Ministry of Research, Science and Technology
Chief Executive, Ministry of Social Development
Secretary of Foreign Affairs and Trade
State Services Commissioner
Secretary for Transport
Chief Executive, Ministry of Economic Development
Chief Executive, Te Puni Kokiri '
Minister of Conservation
Director-General of Conservation
- Minister of Commerce
Chief Executive, Ministry of Economic Development (RIAU)
Minister of Energy
Chief Executive, Ministry of Economic Development (Energy)
Secretary for the Environment (Energy Efficiency Conservation Authorlty)
Secretary for the Environment (Climate Change)
Secretary for the Environment
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Office of the Minister of Finance
Office of the Minister Responsible for Climate Change Issues

Chair :
CABINET BUSINESS COMMITTEE

A NEW ZEALAND EMISSIONS TRADING SCHEME: KEY MESSAGES AND STRATEGIC
ISSUES

Executive Summary

1.  In the context of the broader susfainability and economic transformation agen‘da, it is
proposed to introduce a New Zealand Emissions Trading Scheme (NZ ETS) as part of New -
Zealand’s response 1o the challenges of climate change.

2. This paper outlines to Cabinet the general approach within which to frame climate
change initiatives in general, and the proposed introduction of a NZ ETS in particular; seeks
Cabinet's agreement-in-principle to introduce a NZ ETS; and also seeks Cabinet’s
agreement-in-principle to key design features of a NZ ETS. A companion Cabinet paper is
being prepared on possible government initiatives to ameliorate the effects of an ETS on
target groups of New Zealanders, and on lowering barriers to reducing emissions (e.g.
supporting the uptake of energy efficiency measures) is being prepared. This companion
paper will also examine sources of revenues to fund such initiatives.

3.  This paper proposes a slight modification to the objective of the proposed NZ ETS as
well as outlining key design details. These are summarised as follows.

Key Design Issue Implication Comment
Cap-and-trade scheme (cf. tax) Quantity of emissions that | Fits with international trend and
participants have responsibility for | Kyoto
Paragraph 24 fixed, ptice variable
: (cf. vice versa for tax) Gives more certainty over emission
‘ reductions

Has broad public support

| Neutral between domestic and | Will achieve an efficient mix of | Material domestic reductions likely
international emission reductions domestic and international emission | in short term and significantly more
' reductions in the longer term

Paragraph 28
Can also use measures outside the
scheme to favour domestic

reductions
All sectors, all gases First domestic scheme in the world | Fairness and efficiency
. to include obligation for agriculture | considerations suggest all sectors
Paragraph 31 (methane, nitrous oxide) play their part otherwise some

sectors will carry others

Given New Zealand's emissions
profile not credible to exclude

agriculture :
Internationally linked ETS Price = international price (approx.) | Price likely to be lower than under a
A NEW ZEALAND EMISSIONS TRADING SCHEME: KEY MESSAGES AND STRATEGIC ISSUES -(gr
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Paragraph 32

non-linked scheme (.e. lower cost
to the economy) :

Consistent with global problem and
Kyoto

Absolute obligation {cf. intensity-
based)

Paragraph 34

Even if an emitter is at world best
practice in terms of emissions per
unit of output, they will still be
affected '

Greater certainty for environmental
outcome, namely total emissions

Consistent with Kyoto

Could be amended for future

international agreements

Obligations mostly “upstream” (i.e.
at fuel supplier, not car owner, but
the price flows through)

Paragraph 38

Will be about 200 participants in the
scheme (excl. forestry) — everyone
feels a price impact

Lower administrative costs due to
relatively few participants

Approach to Assistance

Be generdus in 2008-2012

Paragraph 50

Kyoto fiscal risk not managed as
well as it could be

Some sectors will only pay for
growth in emissions, not total
emissions -

Main aim is to get a long run
scheme in place, so it's worth it for
greater acceptability in the short
term '

But still a risk that targeted
generosity could lower acceptability
if some sectors feel aggrieved

Favour assistance via gifting units
(free allocation’) (cf. progressive
obligation, ie. gradually increasing
the obligation to have units covering
emissions)

" Paragraph 55

Emitters face the full price signal at
the margin early on

Aliocation protects profit, not price

Assistance provided either way, but
it's more important to maintain price
signal at the margin (progressive
obligation dampens the price
signal)

Move to zero free allocation in long
run

P_éragraph 58 |

Al sectors ultimately (after a

lengthy period) face the full cost of
their total emissions

Based on efficiency, equity and
administrative benefits, but likely o
attract criticism

Proposed Free Allocation

No free allocation — liquid fossil
fuels, stationary energy (including
electricity generation)

Paragraph 52

Consumers will feel the full price
impact on fuel and electricity

Prices likely to be passed through
even if free allocation used
(allocation protects profit, not price)

Heavy fuel users likely to argue for
assistance

Measures proposed to mitigate

consumer impact

Yes ~ LULUCF, industrials (process
and stationary energy but not liquid
fossit fuels), agriculture

Paragraph 52

Pre-1990 forest owners get free
allocation for deforestation; post-
1989 forest owners get credits for
afforestation and liabilities for
deforestation

Assistance to industry where there
would be long-term regrets from
reduced production/closure and will
include support for electricity price
rises :

‘Inter-sector equity a main objective

Forestry proposals broadly in line
with consultation

Some will argue for greater
assistance to industry, cthers less
for agriculture i

A NEW ZEALAND EMISSIONS TRADING SCHEME: KEY MESSAGES AND STRATEGIC ISSUES
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Timing of Entry

All sectors in by 1 Jan 2013

Paragraph 63

End-point of transition is signalled —
by the start of next commitment
period (or whatever is post-Kyoto),
all sectors will be in

Some will argue this is too soon,
but # puts price signal in place for
the long term

Profit impacts can be mitigated via
assistance

Staged entry proposed (forestry,
liquid fossil fuels, stationary energy,
industry, agriculture, waste)

Paragraph 63

Some sectors are in before others

Proposed staging based mainly on
preparedness of entry [subject to
stakeholder engagement]

i:orestry from 1 January 2008

Paragraph 63

Retrospective from enactment of
legislation

Important to prevent pre-emptive
deforestation

Agriculture from 1 January 2013

Paragraph 63

Consistent with 2002 gowt policy
and 2003 Mol

Relatively late entry may draw
adverse reaction from other sectors
of the economy

Sector to be _encouraged to be
active earlier {measurement and
reporting, preparing for entry)

Climate Change, Emissions Trading and Sustainability

4. We propose that the government’s response to climate change, and the Emission
Trading Scheme Framework, is communicated within the context of sustainability and
€conomic iransformatlon The proposed key messages are:

¢ Climate change is real and we must do our bit to help the world deal with it. ThlS
- means we need to reduce our emissions.

. Addressmg climate change is also ceniral to the government’s economic
transformation agenda. This agenda seeks to improve productivity, and increase the
value of our exports, while advancing long term environmental sustainability.
Improved efficiency in the use of energy and natural resources is central to this.

+« There are economic opportunities for lower carbon products and services., Sectors
such as tourism and viticulture are already planning ‘and investing based on
sustainability. Agriculture is also starting to respond. Significant opportunities will
also arise for'new products and services.

» New Zealand’s clean green image is part of the international brand which underpins -
the premium prices we seek for our products and services. This must be supported
by appropriate policies to tackle the environmental challenges we face. Failure to
appropriately control greenhouse gas emissions would have trade risks, in addition to
serious environmental and political consequences that unmitigated climate change

would bring.

e Many oi the things we do in the name of climate change achieve other commonsense

objectives.

Warm, energy efficient homes are healthy homes.

Fuel and energy

efficiency saves money. Forestry reduces erosion and improves water quality.

A NEW ZEALAND EMISSIONS TRADING SCHEME: KEY MESSAGES AND STRATEGIC ISSUES . 3
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« Emission trading is both an affordable and sensible approach to reduce emissions.
NZ is one of a number of countries such as the UK, Australia and US States
developing such. schemes Economic modelling shows the impact on growth is
minimal.

o The government will assist households and businesses to adapt and provide a
smooth and gradual transition. The high proportion of renewable electricity sources
has New Zealand well positioned to make this transition :

5. ~Climate change is an unprecedented challenge — for the global community, for the
world environment, for the world economy — and therefore for New Zealand as well. lts
scale and reach is judged to be significant enough to represent a threat to the way we live on
the planet. If the worst predictions about climate change and tipping points were to come to
pass, the impacts for life on earth would be severe. They cannot be ignored. This
gerieration owes lt to those who are yet to come to engage effectively with this very large
issue. .

6.  Although climate change is thought of as principally an environmental issue, without
significant mitigation it will have major economic, social and even political ramifications.
Taking effective action globally ~ and nationally - to reduce emissions from, and the
emissions intensity of, human activity is now a matter of urgency for all economies, all
businesses, all communities, and ali citizens. Over coming decades, dealmg effectively with
climate change will be at the heart of our sustainability and economic transformation
agendas. An early start is required. Fortunately many of the actions required are also -
commonsense practical measures with other benefits such as to air and water quality.

7. The effects of climate change on-New Zealand is going to be determined by human
impacts on the environment in other parts of the world, and also by responses from
customers in other countries to how New Zealanders themselves behave. Responses are
required, both to meet the climate change challenge itself, and .changed expectatlons from .
our international pariners. :

8. New Zealand has, in fact, taken action over much of its short history to improve
management of its natural environment — of its fisheries, lands, forests (especially unique
native forests) and waterways. We have taken a lead to protect biodiversity, improve
biosecurity, and restore endangered species — where our early record was not good. The
drive to look after our environment is now well-embedded in our communities — something
we have learnt from past experience. We now need to broaden that environmental
awareness into a more sustainable way of living. Much needs to be done. The key issue is
to change the way we think about our living environment — and about how we can sustain
and improve our lives without damaging our part of the global village. We need to earn our
living in a way that doesn’t damage our eco-capital.

9. Climate change is clearly a very long term issue. We need to think in very different
ways to deal with it. This paper sets out an important further step for New Zealand which is
designed to create a future for New Zealand that is truly sustainable. Climate change
presents both significant threats and striking opportunities for New Zealanders. We start
from a relatively favoured situation with hlgh levels of renewable electricity generation, and
low population density. Forest cover is extensive, we enjoy a temperate climate, and
awareness of environmental issues is wéll-established. But we also face challenges.
Much of our economy is based on biclogical industries. We are distant from markets and
customers, including our tourism markets. Our topography and low population deny us
options other societies enjoy.  Our response to climate change must reflect our own
particular national circumstances, and be dlrected towards New Zealand’s interests, as well
as global solutions.
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i
10. Making a start in restraining and reducing our greenhouse gas emissions - on the long
path towards a sustainable future and carbon neutrality - is the initial challenge. That is the
purpose of the measures proposed in this paper. Iniernationally, it is recognised that
introducing an Emissions Trading Scheme is an equitable, effective and efficient way to .
reduce greenhouse gas emissions.

11.  Under such a scheme, prices are established for units to emit greenhouse gases.
Those prices then influence decisions throughout the economy by producers, consumers,
and investors, driving the reduction of emissions and the expansion of more.environmentally
friendly alternatives. The introduction of an effective emissions irading system can be seen
as a core building block for the transformation of our economy. We have not had to consider
tilt now how the gases emitted in the course of daily living impact on what our world might
become. We now have to do that.

12. The emissions trading scheme proposed in this paper has been drawn up by officials
through an intensive process of analysis and policy development. The work has been
informed by the experiences of other jurisdictions that have already introduced such trading
systems. Success in the United States with the sulphur dioxide emissions trading system
provides evidence the concept can deliver sustained reductions in emissions, -through
individual businesses taking decisions in the face of revised price signals.

13. The design concept of this proposed ETS is bold, covering all sectors of the economy
and all greenhouse gases, a world first. In New Zealand, unusually, haif of all greenhouse
gas emissions come from pastoral agriculture. Therefore it would not be credible to leave
agricuiture! out. Although we will be the first country to tackle agricultural emissions in this
way we are proposing a gradual transition focussing largely on influencing growth in
emissions. Given the increasing international effort to curb emissions, a future cost to the
economy is likely. It is in our interest to reduce that future cost by taking steps now to reduce
our future emissions. '

14. Taking effective domestic action needs to be seen both as shouldering responsibility
for managing the reduction of emissions, and as creating the platform upon which New
Zealand can contribute internationally to achieving a broad and effective global action. We
are respected worldwide for being a leader on environmental and nuclear issues. We trade
on this brand in our two biggest sectors — tourism and primary production. Qur ability to
protect this source of value relies on our clean green brand being reflected in clean green
practice. Our ability to lead on these issues internationally, and to grasp the opportunities for
New Zealanders to give substance to the ethos of the "100% Pure” New Zealand branding,
depends on the progress we make to become more sustainable.

15. In terms of impacts, it must be remembered that regardless of whether New Zealand
introduces an emissions trading scheme or not, there will be costs on the economy as- a
result of global efforts to reduce greenhouse gas emissions. New Zealand has already
agreed to meet its share of these costs, up to 2012, by ratifying the Kyoto Protocol.
Economic modelling predicts the costs of Kyoto will knock as little as 0.1% off New Zealand’s
anticipated GDP growth of around 15% between 2005 and 2010.

16. The proposed emissions trading scheme is intended to play a key part in the drive to
transform the economy. Many businesses in New Zealand are already facing pressures from
their customers to explain how their products and services are produced, what their carbon
footprint is, how-they compare with competitors’ products. These businesses have indicated
that improving our sustainability can be a competitive advantage for New Zealand, in a global
marketplace where traceability, supply chain management, product carbon-rating, and the
health attributes of food are of increasing concern. New Zealand's strong track record in
‘areas such as agricultural science, product innovation, food safety, animal heaith, fisheries
and forestry management give us compeiitive strengths. We can build on that base.

1 In this paper, unless specified otherwise, agriculture means pastoral and arable farming as well as horticulture.
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Through this emissions trading scheme, government believes it can strengthen N(_aw
Zealand’s long term economic competitiveness, contribute to mitigating risks of a major
global threat, and improve our national environment.

17. The ETS will encourage more planting and retention of forests. It will also facilitate
increased renewable electricity generation — even though New Zealand is aiready a world
leader in this sector. It will encourage different ways of travel, particularly those using less
carbon-intensive technologies. Through reflecting the cost of emissions in the prices of
products and services, the ETS. will encourage investment in new technologies, in carbon
storage, and in improvements in industrial processes and in energy-efficient design. There
is no reason why New Zealand firms, entrepreneurs, farmers and researchers shouldn’t have
a leading role in developing new and better ways of making our living in a more sustainable
way. New Zealand is already 'a world leader in existing technology in key areas like
agriculture, forestry, and bio-technology. There will be significant new economic
opportunities for those sectors as they are at the forefront of the development of new carbon-
friendly technologies.

18. Action taken to reduce emissions will also help io improve the environment. It will
improve air quality and water ‘quality; reduce erosion, use of nutrients, and flooding; and
protect our. indigenous forests and biodiversity. It will improve domestic energy security by
developing domestic renewable energy sources. It will help to conserve valuable non- -
renewable resources for use by future generations.

19. The necessary changes to building a more sustainable New Zealand will extend over
several decades. Significant investments will have to be made. An important initial focus will
be to cushion some of the impacts of changing relative prices on individuals, households and
businesses as we begin to embark on longer-term changes. Government will seek to play a
constructive role in facilitating adoption of energy efficiency measures by businesses and
households.

Rationale for an ETS

20. Regardless of whether or not New Zealand introduces an emissions trading scheme or
not, there will be some costs to the economy as a result of global efforts to reduce
greenhouse gas emissions. New Zealand has already agreed to meet its share of these
costs up to 2012 by ratifying the Kyoto Protocol (New Zealand has also signalled that it is
willing to consider future international climate change commitments). The scale of the costs
of climate change mitigation on the New Zealand economy is driven primarily by the
stringency and nature of international climate change agreements (Kyoto and future
agreements) and the degree to which New Zealand adopts them.

21, There is a range of potential policy responses to climate change, inciuding emissions
trading, a carbon tax, incentives to reduce emissions, direct regulatory measures, and
voluntary agreements to reduce greenhouse gas emissions. Not all of the options are
mutually exclusive. It is clear that the appropriate New Zealand response to the climate

change challenge will involve a range of initiatives and a range of types of initiatives. :

22. An emissions tax and an emissions trading scheme have much in common. Both place
an obligation on firms and industties whose activities are associated with the production of
emissions, requiring them to report on their emissions output and take financial responsibility
for their emissions or face a penalty. As a resulf, the environmental cost of emissions is
reflected in the price of goods and services throughout the economy.

23. The key conceptual difference between an emissions trading scheme and an
emissions tax is that: a tax sets the price emitters have to pay per unit of emissions, and
leaves individuals and companies to decide how much to reduce their emissions; while under
an ETS governments set the aggregate quantity of emissions, and leaves the market to
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