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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the 
Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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Reference: T2016/487 SH-10-8 
 
 
Date: 18 March 2016 
 
 
To: Minister of Finance (Hon Bill English) Associate Minister of 

Finance (Hon Steven Joyce) Associate Minister of Finance (Hon 
Paula  Bennett) 

 
 
 
Aide Memoire: Emissions Trading Scheme Briefing for Climate 
Change Ministers’ Meeting on Monday 21 March at 2pm 

Meeting purpose: 
You are meeting with the Minister for Climate Change Issues, the Minister of Economic 
Development and the Minister for Primary Industries on Monday 21 March at 2pm.  
 
The purpose of this meeting is to discuss Emissions Trading Scheme (ETS) policy 
proposals that have come out of the first phase of the ETS Review. The Minister for 
Climate Change Issues is recommending that the one-for-two transitional measure be 
removed from the ETS. This will require non-forestry participants to surrender twice as 
many units to meet their ETS obligations. The options Hon. Bennett will present to you, 
and the other Ministers, at this meeting are concerned with: 
• when to remove one-for-two; and 
• how to manage the costs of this in the short term.  
 
Pending the outcome of the meeting, the Minister for Climate Change Issues intends to 
present a paper on the removal of one-for-two to the Cabinet Economic Growth and 
Infrastructure Committee on 30 March, seeking agreement for amendments to the 
Climate Change Response Act 2002 to be made in conjunction with Budget 2016.  
 
Key trade-offs: 
The proposal to remove one-for-two has arisen following the conclusion of the first 
phase of the ETS Review. There are three main benefits of removing one-for-two: 
1. Reducing the fiscal risk to the Crown presented by the stockpile of approximately 

140 million New Zealand Units (NZUs) held in private accounts which could be 
carried over into the 2020s and used by ETS participants to meet their surrender 
obligations. As these NZUs cannot be used by the Government to meet its 2030 
climate change target, the Government may be required to purchase eligible 
international units to do so. This represents a fiscal risk, the size of which will 
depend on carbon prices in the 2020s. At a carbon price range of $25 - $50, this 
would be $3.8 - $7.5 billion over 2021-2030. 

2. Revenue generation for the Crown prior to 2020; and 
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3. Better alignment of the ETS with New Zealand’s 2030 target, which is more 
ambitious than previous targets taken, requiring a greater level of domestic 
emissions reductions and abatement.  

 
Removing one-for-two does generate modest economic costs by increasing the carbon 
price faced by households and businesses. It is not necessary to impose these costs 
prior to 2020 from a climate change policy perspective, since no further abatement is 
required to meet our 2020 target.  
 
In deciding when to remove one-for-two, key trade-offs will need to be made between: 
• the fiscal benefit from earlier removal; versus  
• imposing costs to households and firms; and  
• risk reducing the effectiveness of the ETS as a long term climate change policy tool 

that provides investment signals for businesses.  
 
Cost implications of removing one-for-two: 
Households would face increased energy costs, including electricity and petrol. MfE 
estimate this cost to be in the region of $22-751 per year to 2020. MfE recognises this 
is an underestimation of the total increase in costs faced by households because other 
goods and services would also increase in price and the impact of these is difficult to 
quantify.  Lower income households are likely to be disproportionately impacted due to 
these goods taking a greater proportion of their income.  
 
Businesses would face increased costs, however the majority of them would be able to 
pass this cost increase on to consumers. Some sectors which are trade exposed and 
receive limited free allocation would face cost that may impact on parts of the economy 
that are already facing challenging conditions, such as the dairy sector. The cost 
increase to businesses will depend on the size of their emissions and whether they are 
able to pass these costs on to consumers. An example of an Emissions Intensive 
Trade Exposed (EITE) firm is Fonterra, who will experience increased costs of 
approximately per year2.  Fonterra is likely to pass these increased costs 
onto dairy farmers, who could face, on average, increased operating costs of $1519 
per year3. The advice provided to the Minister for Climate Change Issues details 
estimated costs for a number of large emitters. Officials do not consider that there 
would be any significant threat of closure of large businesses as a result of these price 
increases. 
 
Treasury advice: 
Removing one-for-two is a finely balanced decision. In Treasury’s view, a gradual 
phase out best manages the trade-offs between realising fiscal benefits and minimising 
short-term economic costs to households and businesses.  
 
 

                                                
1 At a carbon price range of $11 - $25.  
2 At a carbon price of $11.  
3 At a carbon price of $11.  

[25]
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When should one-for-two be removed? 
There are four main timing options for when one-for-two could be removed. These are 
shown below, along with their estimated impact on revenue and the stockpile. These 
figures are improvements on the status quo (i.e. compared with not removing one-for-
two). 
 

 Full removal 
from 1 July 

2016 

Full removal 
from 1 Jan 

2017 

Phased 
removal from 
1 Jan 2017-     
1 Jan 2019 

Phased 
removal from 
1 Jan 2017 – 1 

Jan 2018 

Removal from 
liquid fossil fuel 

sector 1 Jan 2017 
and all other 
sectors 1 Jan 

2018 
Fiscal 
benefit by 
2020 ($M) 

532 462 326 393 419 

Impact on 
stockpile 
(NZUs, M) 

32 38 51 45 42 

 
Removing one-for-two from 1 July 2016 would risk shocking the market, undermining 
the ability of the ETS to provide stable long-term investment decisions for businesses 
and be impractical for the EPA to implement, given they are currently updating the unit 
registry. This is our least preferred option. 
 
Excluding removal from 1 July 2016, the decision between the remaining options 
depends on who Ministers are most concerned with shielding from the impacts.  
 
Full removal of one-for-two from 1 July 2017 has the greatest fiscal benefit and 
reduction in the stockpile. This comes at greater cost to households and businesses.  
 
Phasing out one-for-two from all sectors over a longer timeframe (e.g. 3 years) is the 
best option for shielding households and businesses from the increased cost. This 
comes at the cost of reduced fiscal benefit and less of a reduction to the stockpile.  
 
Removing one-for-two from Liquid Fossil Fuels one year before other sectors would 
protect EITE businesses, such as Fonterra, and place the greater proportion of the 
costs of households and small businesses.   
 
What is the best way of managing the costs of removing one-for-two? 
Given the trade-offs involved with removing one-for-two, we consider that the best 
option for balancing these is the phased removal from 1 Jan 2017-1 Jan 2019 
(highlighted in blue above). This option will help to reduce costs to the economy and 
enable businesses to plan appropriately for the change. This is in keeping with 
ensuring the integrity of the ETS as a long term climate change policy tool designed to 
provide investment certainty for businesses.  
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Since the cost increases associated with this option are reasonably modest, we do not 
think there is any need to further ameliorate costs. However, if you do have concerns 
about these impacts, there are some options that could be investigated within the ETS, 
for example reducing the threshold for free allocation, and options for assistance 
outside the ETS, such as structural adjustment packages to help companies transition 
to low carbon technologies. The advice provided to the Minister for Climate Change 
Issues provides more information on possible options and their implications.  
 
What would the impact on the stockpile be?  
Removing one-for-two increases demand for NZUs and therefore reduces the current 
stockpile of around 140 million NZUs held in private accounts. However, any of the 
options above would still leave a stockpile of approximately 32 - 51 million units. There 
is considerable uncertainty about the size of the stockpile and its fiscal impact. At a $25 
carbon price, a residual stockpile of 32-51 million units represents a fiscal risk of $0.8-
1.3 billion over 2021-2030. 
 
If you are concerned about this ongoing fiscal risk, we recommend that you seek 
additional advice from officials on options to reduce it further.  Options include: 

1. Increasing demand in the ETS even further before 2020 by one or more of the 
following measures: 

• placing surrender obligations on the agriculture sector; 
• reducing firms’ entitlement to free allocation of NZUs; or 
• “vintaging” NZUs so that holders have to surrender them before 2020; 

 

 
All of these options have significant downsides. For example, vintaging NZUs may lead 
to claims of interference with the property rights of those who hold the units.  

Recommendations: 
 
Note that you have a meeting with the Minister for Climate Change Issues, the Minister 
of Economic Development and the Minister for Primary Industries on Monday 21 March 
to discuss the removal of one-for-two from the ETS.  
 
Note that taking the decision to remove one-for-two essentially requires a trade-off 
between achieving fiscal benefits and imposing short term costs to households and 
businesses out to 2020.  
 
Note Treasury’s view that a phased removal from 1 Jan 2017-1 Jan 2019 across all 
sectors of the ETS is the best way of managing these trade-offs and protecting the 
integrity of the ETS.  

[33]

[33]
[33]
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Note that you can ask for more advice on options to further reduce the fiscal risk from 
the stockpile.  
 
 
 
 

[23]
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