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Achieving and Maintaining Institutional Feasibility in Emissions Trading: 

the case of New Zealand 

 

 
 
Abstract  
Emission trading schemes (ETS) have emerged as a popular climate policy measure and are 

increasingly advocated as policy instruments to support the transition to a green economy. 

Using complementary analytical methods, this research investigated the institutional 

developments and complexities of the New Zealand Emissions Trading Scheme (NZ ETS). It 

focuses on (1) institutional experience and administrative capacity, and (2) political acceptance 

during formation, design, implementation, and review. The research answer questions 

concerning critical conditions that have affected the institutional feasibility of the NZ ETS and 

the trade-offs in achieving and maintaining institutional feasibility. The experience in New 

Zealand has demonstrated that bipartisan political support and obliged participant acceptance 

for an ETS can be achieved and the administrative burden can be kept low through an inclusive 

consultation process and particular aspects of design to provide more certainty about costs. 

However, this institutional feasibility has also been a trade-off with other important aspects 

such as environmental effectiveness, predictability, and legitimacy, posing risks to maintaining 

political acceptance of the policy design and achieving the longer term objectives of 

transitioning to a green economy. 

Keywords: climate change mitigation; emissions trading scheme; institutional feasibility; New 

Zealand; policy evaluation 
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with key actors identified in the map. Further detail about the analytical approach can be found 

in Richter (2012). 

 
2.2 Data collection 

 
Data collection for this study was based on interviews and a questionnaire, supported by the 

review of official documentation and related studies. The latter included a variety of sources 

including academic and government literature and data available from the NZ Emission Unit 

Database (www.eur.govt.nz). In addition, over one thousand individual written stakeholder 

submissions from public consultations between 2009 and 2012 were examined and analysed.  

An online questionnaire was circulated among obliged parties (2320 in total) under the 

NZ ETS. The level of response to our questionnaire was 169, of which 124 clearly indicated 

their obligations under the NZ ETS, with the majority (85) representing foresters involved in 

the scheme. Taking into account the sample size (124) and a confidence level of 95%, the 

margin of error contained in the reported information was 8.6% approximately.  

To complement the information obtained through our survey, over 30 interviews were 

carried out from May to August 2012. Interviews were conducted with stakeholders including 

the two (National and Labour Party) Ministers for Climate Change Issues between 2005 and 

early 2012, eight public officials from the Ministry for Environment, Ministry for Primary 

Industries, Environment Protection Agency, the Treasury and the office of the Parliamentary 

Commissioner for the Environment, and sixteen with direct market participants (e.g. carbon 

traders) and obliged participants representing large emitters in the industrial processes and 

stationary energy sectors as well as participants in the forestry sector. Where practical and 

permissible, these interviews were recorded and information used was checked with the 

interviewee. The interviews were also useful for triangulating and filling gaps in information 

from the literature and observations, and for testing the intervention analysis and discussion 

points. More information about the methodology and protocols of interviews can be found in 

Richter (2012). 
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trading systems. Interviews with public officials revealed that having the same staff involved 

throughout all stages of the NZ ETS was crucial to the successful administration of the policy. 

The interviewed regional administrator working directly with foresters on the ground, who was 

not involved in prior stages, found the ETS far more complex than other programmes 

administered.  

3.2.2 Design for low administrative burden 
 

The NZ ETS was designed with an objective to keep administrative burden low (MfE & The 

Treasury 2007). To this end, a self-reporting enforcement process was implemented. Under this 

model, participants do not have to submit verified information; instead the authorities 

selectively audit the inputs for compliance. Auctioning is currently being designed in response 

to Doha and the 2012 amendments.  Interviewed administrators could not comment on its 

impact before the design is finalised but confirmed that a low administration burden would 

influence choices. 

The number of mandatory participants is lowered by the upstream points of obligation 

for most sectors, with approximately 100 participants in the industrial, transport, and energy 

sectors combined (see MfE 2011). For example, the transport sector consists of only 4 major 

fuel importers and officials noted that these firms have experience with GHG inventories and 

expertise in managing such obligations, thus requiring little public administrative assistance. 

The upstream approach also involves trade-offs with effectively incentivising downstream users 

to reduce emissions (see MfE & The Treasury 2007, pp 33-36). The NZ ETS allows some 

downstream users (e.g. large purchasers of fuel like Air New Zealand) to opt in and manage 

obligations directly.  

Interviewed administrative officials commented that the staggered entry of sectors in 

the design could also have reduced the administrative burden with additional time to work 

through the regulations for each sector; however, the reviews and changes to the legislation 

reduced this time. Officials also noted that deferring agriculture has delayed a potentially very 
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5. Conclusions 
The objective of the study was to analyse the institutional feasibility of the New Zealand 

Emission Trading Scheme (NZ ETS). In particular, our research focused on key drivers 

explaining the political acceptability and low administrative burden of the NZ ETS. The New 

Zealand experience confirms the importance of trade-off analysis when evaluating policy 

instruments. One can observe that the institutional feasibility criterion used in this analysis is 

not completely independent from other important criteria or aspects of evaluation (e.g. 

environmental effectiveness).  

The NZ ETS secured political bilateral support and successfully built administrative 

capacity to introduce a carbon price and create a functioning market. In all, our findings show 

that a variety of critical issues help explaining how political acceptability and low 

administrative burden were achieved under the NZ ETS. Among them the access to 

international units and cost containment measures like the $25 price cap were especially 

important for gaining political acceptance from key stakeholder groups while the upstream 

design of obligations and alignment with Kyoto Protocol rules and reporting helped to keep the 

administration burden low. However, the cost containment measures the gained support from 

some stakeholders have also weakened the environmental stringency of the NZ ETS design. 

There remain political disagreements about these and other critical design aspects (e.g. the 

inflow of cheap CERs and ERUs into the market and sectoral coverage).  

We conclude that the NZ ETS design is incomplete (or inadequate) to ensure longer 

term domestic emission reductions at a level desired by a wider group of stakeholders. A formal 

emissions cap, gradually tightening in the long-term, is technically feasible. This would likely 

increase the environmental effectiveness of the scheme and provide certainty for both 

businesses and investors. A secure long-term policy horizon and price signal are necessary for 

reducing uncertainties so market players can factor the costs and benefits of reduced emissions 

in their business plans. Despite the potential as a policy instrument for transitioning to a low-

carbon economy, the New Zealand experience so far suggests that even if successfully 
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FIGURES AND TABLES (with captions) 

 

Figure 1 The market price of NZUs and CERs on a given day based on publicly available information (in 

New Zealand Dollars, NZ$) 

Reproduced from Carbon Management, Aug 2013, Vol. 4, No. 4, Pages 423-438 with permission of Future 

Science Ltd 
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Figure 2 Administration of the NZ ETS 

Four levels are shown on the left side of the figure. The top level outlines the regulatory framework that 

gives direction to the specific government agencies administering on the level below. The number of staff 

in each agency working directly with the ETS has been estimated by officials in interviews. Note that 

MPI regional staff members administer a variety of programmes, including the NZ ETS. Level 3 

describes the output of each agency in terms of services addressed to the (level 4) key participants and 

stakeholders in the NZ ETS.  
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Table 2 Changes to the NZ ETS and political acceptance summary 
Key aspects of the original 2008 legislation are presented with the changes proposed to these aspects by 
the 2009 and 2012 legislation.  The level of support for each proposed amendment is based on the 
analysis of public submissions in response to the proposals (more specific details of analysis and data 
sources are found below the table). 

2008 Labour  
Legislation 

2009 National 
Legislation 

% sub-
mission 
support1  

2011 Review 
Panel/ 

Government 
Consultation 

Document 

% sub-
mission 
support1 

2012 National 
Legislation 

% sub-
mission 
support1 

Free allocation 
to emissions 
intense industry 
of 90% of 2005 
emissions 
phasing out by 
2030 

Free allocation 
on intensity/ 
output basis, 
90% for high 
and 60% for 
med.intensity, 
phase out at 
1.3 % p.a. to 
2090 

14%  
of  

218 

Maintain status 
quo with phase out 
beginning in 2012 

No direct 
consult-

ation 

Status quo but 
with phase out 
not beginning 
until end of 
transition period 

64% 

of  
11 

4% 
of  

5952 
 100% obligation 

of one unit for 
one tonne CO2eq 

One for two 
surrender rule 
expires 2012 

11%  
of  

168 

Phase out in three 
equal steps: 
between 2013 and 
2015. 

56%  
of  
82 

Extension of 
one for two, no 
dates specified 

23% 
of  
70 

No maximum 
price 

$25 fixed price 
option expires 
2012 

11%  
of  

189 

The fixed price 
should increase $5 
per annum from 
2012 to 2017 
($50) 

24%  
of  

100 

Maintain $25 
fixed price, no 
dates specified 

24% 
of  
70 

2013 entry of 
agriculture with 
90% free 
allocation based 
on 2005 levels 

2015 entry of 
agriculture with 
90% free 
allocation 
phasing out at 
1.3% p.a. 

9%  
of  

162 

2015 entry of 
agriculture with 3 
year transition 
(one for two, 90% 
allocation), phase 
out at 1.3% p.a. 

38 %  
of  
76 

Removal of date 
for entry of 
agriculture 

15-21%3 
of  

92-45 

Allocation to 
pre-1990 
foresters of 16 
million NZUs 

Allocation to 
pre-1990 
forestry,  two 
tranches: 32% 
(2009) and 68% 
(2012), subject 
to review 

Separate 
consult-

ation  

Allow offsetting / 
the potential fiscal 
impact/ risk 
benefit to foresters 
should inform 
allocation 

75%  
of  

141 

Allow 
offsetting/ 
allocate full 
68% second 
tranche to those 
who do not 
offset  

67% 
of 
30 

No volume 
restrictions on 
international 
units, cap of 
NZUs equal to 
Kyoto AAUs 

No restrictions 
on volume of 
international 
units, no explicit 
auction power 
or cap on NZUs  

No 
comment 

Government 
proposed 
restriction on 
volume of 
international units 
and more explicit 
power to auction  

70%  
of  

120 

No restrictions 
on volume.  

22-30%3 

of  
58-40 

Power to 
auction within 
an overall cap 
on the supply of 
NZUs only 

65% 
of  
17 

1. Unless otherwise noted, the % refers to the number of submissions specifically expressing support for a 
particular amendment compared to the total submissions (second number) commenting on that same 
amendment. 

2. A large number of submissions commented on the transition amendments in general and are included 
in the calculations for the second column. 
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3. Compared to the government analysis, we interpreted more submitters specifically commenting on the 
deferral of agriculture and lack of restriction on the volume of international units, therefore we include 
the range between the two analyses. 

Data Sources: MfE and Treasury (2007); Finance and Expenditure Committee (2009). Indications of 
support based on government (see ETS Review Panel, 2011; MfE 2012a, 2012d) and author analysis of 
individual public submissions found at New Zealand Parliament (2009, 2012) and MfE (2012c).  




