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Backstop: Agriculture in the NZ ETS

New Zealand has a legal and policy framework in place to address climate change, including the Climate Change Response Act 2002, and the 
New Zealand Emissions Trading Scheme (NZ ETS).

Currently greenhouse gas emissions from all other sectors (electricity and gas, transport, industry, waste, and forestry) are priced via the NZ ETS. 

The NZ ETS is the legislated ‘backstop’ for pricing agricultural emissions if an effective and workable alternative is not delivered through He 
Waka Eke Noa.   

Who would be responsible for reporting and paying for emissions?
Processors (dairy and meat) and synthetic fertiliser manufacturers and importers would be responsible for reporting and paying for short-lived (CH4) 
and long-lived (N2O and CO2) emissions. It is expected that this would be passed on to farms through reduced pay-outs and increased fertiliser costs.

How are emissions calculated?
Biogenic emissions (see information sheet page 14) would be 
calculated using national average emissions factors for relevant 
products, e.g. milk, meat, and synthetic fertiliser. These use 
emissions per kg of agricultural product produced, or per tonne of 
synthetic fertiliser sold.

The way emissions are calculated for a processor-level price does 
not reflect any differences in on-farm practices that change an 
individual farm’s emissions. The only way individual farms can 
reduce the passed-on cost they pay for emissions is by producing 
less meat or milk or using less synthetic fertiliser.

How are emissions priced?
Initially 5% of emissions from agriculture would be priced (95% of 
emissions would be freely allocated to processors). Short- and long-
lived gases are treated the same with a carbon equivalence metric 
(GWP100). Processors would be required to purchase New Zealand 
Units (NZUs) from the NZ ETS market or government auctions, and 
then surrender (give to the administrating entity) NZUs to cover their 
total emissions. Therefore, the cost they face would be the carbon 
price at the time. See below for how rebates would affect this cost.

How can emissions be offset with sequestration?
Emissions are not directly offset with sequestration. However, farms 
can separately enter eligible forests into the NZ ETS to earn NZUs 
for sequestration, which they can trade on the open market. 

How will the revenue from the system 
be used?
Government intends that any revenue raised would be invested 
back into the agricultural sector to support further emissions 
reductions, and this could include paying for sequestration not 
currently eligible for the NZ ETS (e.g., riparian plantings). 

Government also intends to consider including elements of the 
revenue recycling policy that has been designed through He Waka 
Eke Noa in the backstop option. This includes providing incentives 
for on farm actions that help reduce emissions and to uptake 
technology and supporting research and development on future 
emissions reduction technology and practice.

Will rebates be offered in this system?
If agricultural emissions were included in the NZ ETS, processors 
would initially receive a free allocation of NZUs equal to 95% of 
their emissions. This means the agricultural sector would initially be 
exposed to 5% of the costs of their emissions. It is expected that 
this free allocation would be phased down by one percentage point 
a year. 

Administration costs
Of the three pricing options, administration costs would be lowest 
for the NZ ETS backstop. Costs are estimated at $3 million to 
establish the system plus annual operating costs of $2 million for 
the administrator and $8 million for the processors. 


