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Abstract
New Zealand’s upstream Emissions Trading Scheme (NZ ETS) is broken. Even if it were not broken, the NZ ETS would fail to find low-cost-to-abate emissions-reduction from the light-vehicle fleet. This report posits that there are low-cost-to-abate opportunities in the use of the light-vehicle fleet and proposes a downstream cap-and-trade ETS with a sinking cap as a viable alternative approach to finding these opportunities. New Zealand would be an ideal location for an experimental implementation that could pave the way for a paradigm shift in light-fleet emissions-reduction around the world. The problem with upstream ETS is that the demand for petrol is inelastic to petrol price changes, and where the price of petrol includes an ETS component, the ETS component has too little impact on the price of petrol and does not drive enough emissions reduction, even if the ETS price of carbon is high. Emissions reduction from changing the fleet to electric is happening too slowly to achieve net-zero by 2050 because the installed base of fossil-fuelled vehicles does not retire quickly enough. There will be fossil-fuelled light duty vehicles in driveways for several decades to come, and the needed focus is on progressively reducing the amount these are used.

