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A government position on international carbon markets

Proposal

1. I  am proposing a Government  position  on international  carbon markets,  to  be
agreed prior to public consultation on the Zero Carbon Bill. 

2. I propose that while New Zealand continues to focus on ambitious domestic action
to meet our climate change targets, we should not close off the option of future
governments  having  access to  high-integrity  international  carbon markets  after
2020, under certain circumstances.

Executive summary

3. I am seeking an agreed government position on international carbon markets. I
propose an approach that keeps options open to allow flexibility for transitioning
the economy to a net zero target. 

4. We should be clear amongst ourselves and with market participants that we will
only use international carbon markets after 2020 if we have assured ourselves:

4.1. the credits/units are genuine and have environmental integrity;

4.2. that by doing so, we will maintain progress towards our transition to a net zero
target; 

4.3. that it makes economic sense to do so; and

4.4.we can do it in a way that will maintain a steadily rising domestic carbon price,
to maintain incentives in domestic abatement opportunities, such as forestry. 

5. It is critical to the ongoing confidence in the New Zealand’s Emissions Trading
Scheme  (NZ  ETS)  that  our  messaging  on  this  is  clear.  There  are  legitimate
concerns about the use of international units and their impact on the NZ ETS in
the past.  Because of this, NZ ETS participants will  be sensitive to government
messages about the potential use of international units in New Zealand. We want
to provide policy stability and avoid price shocks. 

6. It is therefore important that the Government is in agreement on our approach,
and  aligned  on  its  messaging.  This  will  be  particularly  important  given  the
upcoming public consultation on the Zero Carbon Bill (beginning 7 June). 
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12.Under the Paris  Agreement,  countries are able to  use reductions bought  from
other countries to help meet their targets.  Australia, South Korea, Singapore and
Canada are openly considering this option. In making a choice to use reductions
from  other  countries,  countries  will  weigh  up  the  associated  cost  against  the
advantages of investing in transitioning their own economy (rather than funding
others’  transition).  International  carbon  markets  can  provide  flexibility  to
governments  wanting  to  have  alternatives  to  sharp  domestic  emission  cuts  to
manage the pace of the transition for workers and communities.

Our parties came into government with different positions on the use of international
carbon markets

13.Our parties came into government with different policy positions on whether, to
what  extent,  and under what  conditions New Zealand should use international
carbon markets to meet our climate change targets.

14.All three parties have been critical of international carbon markets, saying they:

 were discredited by ‘dodgy units’ – New Zealand business used cheap and
often fraudulent Russian and Ukrainian units and flooded the New Zealand
market;

 provided a ‘get-out-of-jail-free’ card for New Zealand – allowing us to avoid
reducing our emissions at home by paying others to reduce theirs; and

 transferred wealth to other countries – allowing them to fund their economic
transition, while that money may have been better spent upgrading the New
Zealand economy.

15.We are all  agreed that the focus of our climate policy should be on ambitious
domestic action to reduce emissions over the coming three decades. At the same
time, we are all committed to an effective and just transition of the New Zealand
economy.

We will be asked about international carbon markets when consulting on our 2050
emissions reduction target and Zero Carbon Bill

16.Stakeholders will ask us our position on the use of international carbon markets
when we consult on the Zero Carbon Bill, 2050 target and changes to the NZ ETS.
I  am  already  regularly  approached  by  participants  in  the  NZ  ETS  who  are
concerned that the price of carbon might rise sharply and suddenly without future
international supply being part of the future mix.

The decision on using international carbon markets (or not) has a material impact on
the operation of the NZ ETS 

17.We have an operational  emissions trading  scheme in  which  participants  have
significant assets and liabilities.  Any statement that the government makes on the
potential  future supply to that scheme – or conversely – indication that supply
might  be  restricted  may  have  material  impacts  on  participants  and  lead  to
considerable fiscal risk to the Crown (see paragraph 41). 

18.NZ ETS is not currently open to the use of international credits (i.e. it is currently a
domestic market only). New Zealand also currently has no arrangements in place 
to access international carbon markets if we did want to make use of international 
credits in the future. 
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19.Nonetheless,  to  date  I  have felt  it  is  prudent,  when making public  statements
about the NZ ETS, not to close off the possibility of future use of international
carbon  markets,  after  2020,  provided  those  markets  have  high  standards  of
environmental integrity and there is a robust case for their use.

Consistency with the all-of-government framework 

20.Any position we take on international markets must be consistent with the all-of-
government framework for  climate change policy and decision-making, which I
have  proposed  in  a  separate  paper.  An  important  pillar  of  the  framework  is
leadership at home and internationally.  

Comment 

It is important for us to establish our government’s position

21. It  is important we have a government position on international carbon markets
prior to public consultation. I  am proposing a  ‘no-regrets’  government position,
which keeps our options open, but does not commit us, or a future government, to
use international carbon markets.  This will help us to have an open discussion
about  our  ambitions  for  climate  action  and  a  just  transition  of  the  economy.
Conversely, not having a joined-up and considered position will create perception
risks and may risk public buy-in and the durability of climate policy. 

22. I propose a position that:

22.1. we are committed to meeting ambitious international targets in 2030 and
beyond;

22.2. we will do this first and foremost through ambitious climate change action
at home and transitioning the New Zealand economy to a net zero target
over the coming decades; 

22.3. we are conscious of managing our climate action in ways that work for our
economy and national circumstances, ensuring coordination between our
climate  change  goals  and  our  objectives  around  regional  economic
development and inclusive economic prosperity;

22.4. we retain future options and keep NZ “at the table” in international markets
negotiations. This will allow us:

o to  continue  helping  to  ensure  international  carbon  markets  that
develop  are  transparent,  rules  based,  and  have  environmental
integrity, whether New Zealand itself chooses to use them in future
or not; and

o to  maintain  options  of  securing  access  to  international  carbon
markets if this makes sense in the future.

23.We should be clear amongst ourselves and with market participants that we will
only use international carbon markets after 2020 if we have assured ourselves:

o the credits/units are genuine and have environmental integrity;

o that by doing so, we will maintain progress towards our transition to
a net zero target; 

o that it makes economic sense to do so; and
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o we can do it in a way that will maintain a steadily rising carbon price,
to maintain incentives in domestic abatement opportunities, such as
forestry. 

24. I have come to this proposal after carefully considering four key factors:

24.1. the importance of consulting on the Zero Carbon Bill  with a considered
view  of  the  issue  of  international  carbon  markets  in  meeting  climate
change targets;

24.2. the  inherent  uncertainty  of  the  economic  impact  of  meeting  emissions
reduction targets (noting that further in-depth economic analysis of targets
is being undertaken by officials); 

24.3. the flexibility that international carbon markets can provide (if needed) to
balance ambitious domestic climate action, a just transition and economic
impacts, and ensuring New Zealand meets its emission reduction targets;
and

24.4. the need for careful messaging to manage potential economic and fiscal
impacts  due  to  the  ongoing  operation  of  the  NZ  ETS,  while  work  is
underway to improve the scheme.

Consultation on the Zero Carbon Bill

25.We  are  all  committed  to  strong  domestic  climate  change  action  and  a  just
transition of our economy. We know that policy durability and strong public buy-in
will be key if this vision is to guide New Zealand over the decades between now
and 2050. 

26.To get this, we know that we must have well-considered positions informed by the
public. We will be consulting on our long-term vision over the coming weeks and
months with the Zero Carbon Bill. It will be important that this feedback, as well as
good  quality  economic  analysis  feeds  into  our  policy  choices  and  plans  to
transform the New Zealand economy.

27.Robust  economic  analysis  of  costs  and  opportunities  and  the  pathways  New
Zealand could take is underway. This, alongside work assessing potential options
for international carbon market cooperation, will give us better information on the
economic impact of meeting our emissions reduction targets, and provide a better
basis for future decisions about the use of international carbon markets. Until such
time, we are not in a position, in my view, to be categorical about how much we
may use international markets – if we use them at all.

28.The appropriate time to think about whether we might want or need to supplement
what we do domestically to ensure we meet our international target is once the 
numbers are in.  We also need to hear what New Zealanders say about how 
ambitious they want to be in setting pace of our economic transition, and in 
particular, our 2050 target. 

Flexibility to meet emissions reduction targets

29.The  picture  of  what  we  might  want  or  need  to  use  from international  carbon
markets will emerge over time.  Modelling being undertaken for the Ministry for the
Environment  as  part  of  the  Zero  Carbon Bill  process will  give  us  some initial
direction for the early 2020s but over the decade we will be able to observe how
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this  early  phase  of  the  transition  plays  out.   The  uptake  of  technology,  the
development of new technology and the way the economy adapts will all have a
bearing on how close we come to meeting our international target and the extent
to wish we might need to supplement our domestic action.

30.Ultimately,  any  need  to  purchase  reductions  from  other  countries  to  satisfy
requirements associated with the Paris Agreement won’t arise until the 2020s, if at
all.  It will take time to negotiate high quality options to do so, however.  There is
no international carbon market we can seek to purchase reductions from at short
notice. 

31. I have considered the alternatives to choosing not to close the door to the 
possibility of using international markets in the future. Choosing a domestic action 
only approach to meeting climate change targets has some big advantages: with 
all the reductions would occur at home making greater progress towards a net 
zero target and no money would go off-shore to buy reductions to meet the target. 

32.On the negative side, domestic-only action may be a greater burden to the 
economy than necessary to meet the target. If emission reductions are more 
expensive in New Zealand (than in other countries) the carbon price here will rise 
and the costs imposed on businesses, may be higher than those faced by their 
overseas competitors.  Some production may re-locate offshore to economies with
a lower cost of carbon, which can be expected to have a negative impact on jobs 
in New Zealand but no reduction – or potentially an increase – in global emissions.
And, if at the end of the period of the target New Zealand hasn’t reduced its 
emissions sufficiently, it risks failing to meet its international commitment.

33.Alternatively, a country can be completely open to cooperation with other 
countries in reducing emissions and allow reductions, wherever they occur, to be 
counted towards the target.  Maximising the use of international carbon markets 
would keep the cost of meeting the target down if it is economically rational to do 
so. Businesses would be more likely to face a similar carbon cost to the countries 
they trade or compete with and the country could be confident it will be able to 
meet its international commitment.  On the down side, much less would change 
domestically and the transition the economy inevitably needs to grapple with 
would happen more slowly or be delayed. This would mean the transition required 
in the coming decades would be more abrupt. 

34.Keeping open a middle ground option, limited use of international emission 
reductions in specified circumstances could position us to manage the down sides
of the “domestic-only” or “completely open” approaches.  This is on the premise 
that international carbon markets would only be used to supplement domestic 
action if required to meet our objectives in managing the pace and impact of the 
transition and to ensure we meet our international commitments. 

35.We would have a number of effective options for controlling the volume of supply 
from international carbon markets. The government could either purchase the 
units itself and then re-sell them domestically, or rules could be put in place to 
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Treaty of Waitangi implications

61.There are no Treaty of Waitangi implications resulting from the proposal in this
paper. 

Publicity

62. I  propose  communicating  this  agreed  position,  and  proactively  releasing  this
paper,  as  part  of  the  upcoming  consultation  on  the  Zero  Carbon  Bill.   The
consultation document  on  the Zero  Carbon Bill  will  include information on the
development and ability of New Zeeland to use international carbon markets, if it
wishes to do so. It will also invite feedback on the role (if any) that international
carbon markets should play in New Zealand’s achievement of a net zero target. 

Recommendations 

The Minister for Climate Change recommends that the Committee:

1. Note that public consultation on the Zero Carbon Bill will begin on 7 June. 

2. Note  that consultation on the Zero Carbon Bill will likely result in Ministers and
officials being asked about the Government’s position on the use of international
carbon markets.

3. Agree on the importance of having a government position on international carbon
markets that does not commit us to using international carbon markets, but retains
the  option  for  future  governments  to  use  them  after  2020  under  certain
circumstances.

4. Agree that our government position is that:

 we are committed to meeting ambitious emission reduction targets in 2030
and beyond;

 we will do this first and foremost through ambitious climate change action at
home and transitioning New Zealand to a net zero target over the coming
decades; 

 we are conscious of managing our climate action in ways that work for our
economy and national circumstances, ensuring coordination between our
climate goals and our objectives around regional economic development
and inclusive economic prosperity;

 we  retain  future  options  and  keep  New  Zealand  “at  the  table”  of
international markets negotiations. This will allow us:

o to  continue  helping  to  ensure  international  carbon  markets  that
develop  are  transparent,  rules  based,  and  have  environmental
integrity, whether New Zealand itself chooses to use them in future
or not; and

o to  maintain  options  of  securing  access  to  international  carbon
markets if this makes sense in the future.

 We should be clear amongst ourselves and with market participants that we
will only use international carbon markets after 2020 if we have assured
ourselves:
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o the credits/units are genuine and have environmental integrity;

o that by doing so, we will maintain progress towards our transition to
a net zero target; 

o that it makes economic sense to do so; and

o we can do it in a way that will maintain a steadily rising domestic
carbon  price,  to  maintain  incentives  in  domestic  abatement
opportunities, such as forestry. 

5. Note  that this position will be used as the basis for responding to stakeholders
about international carbon markets.

6. Note this position does not commit New Zealand to any future use of international
carbon markets.

7. Note that I will report back to Cabinet if any of the potential arrangements come to
the point at which formal negotiations may be ready to begin. 

8. Note that  I  will  present  Cabinet  with  further  information  on  the  economic
implications of using, or not using, international carbon markets in order to assist
with decision-making around the 2050 target and the Zero Carbon Bill.

Authorised for lodgement.

Hon James Shaw

Minister for Climate Change
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