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Executive Summary

1.

The Asia Investor Group on Climate Change (AIGCC) welcomes the
opportunity to make a submission to the Basic Policy Subcommittee of
the Advisory Committee for Natural Resources and Energy. AIGCC’s 70+
members include global and domestic financial institutions, including
asset owners and asset managers, that manage over 28 trillion USD in AUM
globally and are invested across Asia.

More diversity of stakeholder views, including those of investors, in the
policy formulation process for the 7t Strategic Energy Plan would be
valuable in ensuring that the targets and plans that Japan sets are
ambitious and realistic. Investors are dedicated stakeholders, committed
to help protect and grow the wealth of their beneficiaries and clients, and
intrinsically, the future of the public. Their expertise and long-term
perspective would be invaluable for the consultative bodies involved in
developing the 7t Strategic Energy Plan.

Investors support the inclusion of multiple scenarios, including a “high
ambition” scenario that is aligned with a 1.5 degree pathway. National
targets and economic strategies that are aligned to 1.5 degree pathway
will deliver the best long-term returns to investors and the retirement
savings of millions of beneficiaries.

Swift expansion and integration of renewable energy in the short- to
medium-term would be crucial for companies in Japan to maintain
competitiveness in terms of emission reductions. It would also enhance
Japan’s position in being a global supplier of green/sustainable products
while also ensuring effective reduction of national-level emissions.

Investors are seeking investment opportunities in a broad range of
emission reduction technologies and options. For all transition fuels/
technologies that Japan is considering, such as hydrogen, ammonia,
carbon capture and others, these factors of emission reductions,
competitive advantages for Japan, technical and commercial feasibility
must be considered to avoid the risks of stranded assets and increased
cost of transition for Japan
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6. Clear targets for the phaseout of fossil fuels are important to better
inform company transition plans and investment decisions. Companies
need to factor in these considerations into their transition plans and
therefore provide investors with certainty as to the long-term value of the
company.

7. Anexpedited rollout of carbon pricing, at an effective price level, would
boost the development of decarbonization technologies and better
position the country to reach its net zero target. This should be clearly
prioritized in the 7t Strategic Energy Plan as it will affect transition
pathways forindustries.

8. Clearlinkages between GX-relatedinvestment, Japan’s Energy Planand
sectoral transition pathways are essential. Increased transparency on
how GX Economic Transition Bond proceeds will enable Japan to achieve
its decarbonization targets will increase market confidence in the
instrument. Furthermore, public funds and policy mechanisms can create
opportunities for the private sector to deliver the bulk of required capital.

9. Japan has an opportunity to be bold in its emission reduction ambitions
and attract immense capital flows that would otherwise be directed to
other markets with more established national economic policies and
strategies for transition. The purpose behind a target is not just to meet it,
it is to drive ambition and innovation. AIGCC would urge Japan to set
ambitious energy transition targets through the 7t Strategic Energy Plan.



ASIAINVESTOR GROUP
ON CLIMATE CHANGE

@3\ AIGCC

Background

Institutional investors, both domestic and international, with net zero goals
expecttosee cleareralignment with the Paris Agreement targets from key policy
documents in Japan that are being discussed this year, such as the 7% Strategic
Energy Plan. This is important for investors as it will result in systemic risk
reduction, protection of long-term returns and creation of new opportunities
associated with the shiftto anetzero economy.

Investors have increased their understanding of the risks and opportunities
associated with the impacts of climate change through initiative such as the
AIGCC and are prepared to allocate capital in line with net zero investing
principles. Investors are engaging with high emission companies andindustriesin
Japan through initiatives like Climate Action T00+' and AIGCC’s Asian Utilities
Engagement Program,? asking for clearer oversight and integration of climate-
related factors to ensure that global climate goals are achieved and to maintain
the companies’ competitiveness globally. Companies in Japan are voluntarily
committing to climate action (249 JCLP member companies; 58 RE100 affiliated
companies), and investors are keen to support them in facilitating a faster
transitionin Japan through more capital deployment.

National policy on climate, energy and finance plays a crucial role in helping
companies achieve climate transition objectives. Japan has made commitments
relatingto transitionthroughits 2050 net zero target, and internationally, through
pledges and commitments to decarbonize Japan’s electricity sector by 2035
and recent COP28 commitments on tripling renewable energy and transitioning
away from fossil fuels. These commitments need to be supplemented by clear
short-, medium- and long-term plans and policies domestically to enable
required economic and market shifts. The Strategic Energy Planis a foundational
policy document that will provide clarity on mechanisms to achieve these targets
and investors are keen to provide their feedback and perspectives on the
development of the plan which are outlined below.

! Includes Daikin Industries, Ltd.; ENEOS Holdings Inc.; Hitachi, Ltd.; Honda Motor Co.;
Mitsubishi Heavy Industries, Ltd.; Nippon Steel Corp.; Nissan Motor Co. Ltd.; Panasonic Holdings
Corp.; SuzukiMotor Corp.; Toray Industries, Inc.; and Toyota Motor Corp.

2 Includes Electric Power Development Co.,Ltd. (J-POWER) and Chubu Electric Power Co., Inc.
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Recommendations for the 7" Strategic Energy
Plan

1. Include Investor Voices in the Policymaking Process

Investors are dedicated stakeholders, committed to help protect and grow the
wealth of their beneficiaries and clients, and intrinsically, the future of the public.
Their expertise and long-term perspective would be invaluable for the
consultative bodies involved in developing the 7t Strategic Energy Plan. We
request formore diversity of stakeholders, includinginvestors, to be consultedin
the policy formulation process for the plan.

The financial risks of unchecked climate change are clear. For investors, these
risks pose an existential threat to assets and business activities of their investee
companies and therefore impact returns. Domestic Japanese investors’
assessment of climate risk impacts were lower in an orderly 1.5°scenario as per
the MSCI Climate Value-at Risk model.® Due to the risks posed by climate
change, numerous domestic and international investors (more than 400
representing over USD $66 trillion) * have committed to transitioning their
investment portfolios to net-zero GHG emissions by 2050, in line with limiting
temperaturerise to 1.5°C above pre-industrial levels by the end of the century.

Investors have a fiduciary duty to integrate financially material factors, which
includes environmental and climate matters. To understand and respond to
these risks better, investors have developed a holistic approach that includes
active and constructive engagement with companies to understand transition
pathways and participationin public policy debates to shape robust frameworks
and support transition across all sectors. This is to ensure, as much as possible,
that an ambitious and coordinated approach on tackling climate-related risks is
adopted globally. As such, investors are keen to provide direct, detailed
feedback to the formulation process of the 7t Strategic Energy Plan.

3 Climate Change Initiatives: Response to TCFD, Dai-ichi Life Holdings
4 Referring to the number of investorsin the Net Zero Asset Managers initiative and the Net-Zero
Asset Owner Alliance
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However, there appears to be a lack of representation from the investment
community within the consultative bodies associated with the 7t Strategic
Energy Plan in addition to imbalances of representation on age, gender, and
stance towards fossil fuels among these consultative bodies.® We request that
these imbalances be considered and remedied to ensure a holistic approach to
policy development.

2. Incorporate High Ambition Scenarios Supported by Financing

Plans

Japan’s Sixth Strategic Energy Plan emphasized having multiple scenarios
leading to the achievement of Japan’s decarbonization and energy mix targets.
Investors support the inclusion of multiple scenarios, including a “high ambition”
scenario thatis aligned with a 1.5 degree pathway.

It would be pivotal to include a scenario that allows for higher levels of
decarbonization in the short and medium term, especially as the costs for
renewable energy deployment are decreasing globally and there is expanding
investor interest to support the development of renewable energy. This “high
ambition” scenario should be displayed for Japan’s energy mix and emission
reduction targets. Investors are supportive of comprehensive scenarios that
factor in the potential for significant emission reductions such the Institute for
Global Environmental Strategies’ (IGES) 1.5°C roadmap® and would like to see
more discussions around the support required for actualizing such scenarios.
“High ambition” scenarios should also consider recent GX policies, showing
linkages to how investment in GX Economic Transition Bonds will unlock higher
potential for emissionreductions in sectors. Scenarios should also provide more
clarity regarding the quantum of investment required for higher ambition
decarbonization outcomes.

3. Elevate Renewable Energy Targets and Policy Incentives
Swift expansion and integration of renewable energy in the short- to medium-
term would be crucial for companies to maintain competitiveness in terms of

5 Policy Making Process in Japan: Strategic Energy Plan as a Case Study, Climate Integrate, April
2024

6 |GES 1.5 °C Roadmap: An action plan to balance raising Japan’s ambition in reducing emissions
with maintaining a prosperous society, IGES, December 2023
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scope 2 emissions. This will also enhance Japan’s position as a global supplier of
green/sustainable products while also ensuring effective reduction of national-
level emissions.

Approximately half of global investors believe that the best medium-term
investment opportunities are in renewables and infrastructure. ’ As Japan
considers permitting data centers and semiconductor manufacturing plants, it
has the potential to pair these facilities with sustainable electricity.

We welcome further research on Japan’s potential for renewable energy
deployment. Opportunities in offshore wind, grid integration, hydropower, and
geothermal should be clearly highlighted. Emphasis should be placed on the
policies required for investment into less-developed technologies that have
immense potentialin Japan, like geothermal.

Increased ambition on renewable energy targets would help bring energy self-
sufficiency to Japanandit would also be the most cost-efficient way for Japanto
reach its emission reduction targets.® In addition to creating new opportunities
forinvestment, it will also help investors avoid placing capital into less efficient
alternatives thatresultin stranded assets.

Investors welcome government efforts to stimulate the demand side of the
energy transition. Investors are particularly supportive of initiatives such as the
Decarbonization Leading Areas® that aim to accelerate decarbonization as
proposed by the Ministry of the Environment. These initiatives have tremendous
potential to attract furtherinvestment.

To support Japan’s overall decarbonization, public policies should support the
growth of the electric vehicle (EV) market. However, for EVs to effectively
decarbonize, the electricity fromthe grid must come from decarbonized sources
like renewables.

7 Schroders Institutional Investors Study 2023: Investors target sustainability and private assets
amid energy transition opportunities as inflation concerns remain, Schroders, 4 October2023

8 Wind, solarand EVs offer Japan cheapest net zero climate path, The Japan Times, 25 July 2023
? Leading regions for decarbonization, Ministry of the Environment
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Overall, essential steps to unlocking clean power deployment in Japan include
improving grid connection timelines and permitting processes, arranging
auctions that assist developers with land and grid connection risks, establishing
a clearer and longer-term auction calendar and directing more support to less-
developedtechnologies like geothermal.

i) Wind
In consideration of the recent auctions for offshore wind development, the plan
should assess progress made on Japan’s wind power targets. As floating
offshore wind has become a more viable option for Japan, investors would
appreciate clarity on the government’s plans to support the growth of the
offshore wind industry in the country.

With Japan’s potential for floating offshore wind projects, enabling policy
measures can facilitate substantial capital flows. '© Policymakers should
consider increasing the amount of auction sites, frequency of auctions and
providing further incentives to encourage firms to expand their offshore wind
manufacturing. The deployment of renewable energy projects in rural areas
could bolster local economies and bring jobs to places in Japan where
depopulationremains a serious challenge.”

Japan is making progress on launching consortiums and building international
partnerships around key technologies. It is promising for Japan to commit to
boosting floating offshore wind power technology through the U.S.-led Floating
Offshore Wind Shot initiative. Japan has immense potential to export its
technological innovations abroad, particularly around floating offshore wind
power. To take full advantage of this potential, continued deliberation among

10 1n 2022, Scotland attracted $54.8 billion in FDI for its wind energy projects, nearly matching
that of all other countries combined. Policy has played a substantial role as the government held
an offshore wind leasing program for seabed rights, ScotWind, that allowed for developers to
bid for 20 sites to construct offshore wind projects, which are expected to generate 27.6 GW.
Of these, 65% will be floating offshore wind projects. ScotWind also places an emphasis on
requiring developers to consider supply chain development. In Scotland, the development of
the offshore wind industry is also helping combat depopulationinrural areas by generating local
jobs.

"Just Transitionsin Japan: Just Transitions to Decarbonisation in the Asia-Pacific, The British
Academy, June 2022



https://www.fdiintelligence.com/content/news/scotland-becomes-world-leader-for-wind-fdi-projects-82142
https://scotland-floating-offshore-wind.fdiintelligence.com/
https://scotland-floating-offshore-wind.fdiintelligence.com/
https://scotland-floating-offshore-wind.fdiintelligence.com/
https://scotland-floating-offshore-wind.fdiintelligence.com/
https://scotland-floating-offshore-wind.fdiintelligence.com/
https://www.thebritishacademy.ac.uk/publications/just-transitions-in-japan/
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stakeholders and local communities is crucial to ensure that projects are aligned
withlocal expectations.

i) Solar

Japan has potential for rooftop solar PV to support its electricity needs.
Residential solar PV installations currently account for only 10% of the total
installed capacity in Japan.'? As many of the Japan’s renewable energy sources
are in places far from some of its urban areas, rooftop PV and the development
of microgrids could create suitable solutions to allow for more convenient and
secure generation and distribution of variable renewable energy without the
requirement forlong transmissionlines.

To promote rapid deployment of rooftop PV, research organizations have
proposed that policy measures be urgently introduced to require the installment
of PV on new buildings, provide adequate financial incentives, ensure effective
local distribution of excess electricity generation, encourage businesses to
install proper equipment and enable deliberation in local communities.™ It is
expectedthatthe dual-use of rooftop solarwith perovskite and siliconsolarcells
will allow for increased electrical production in the long term.'* There remains
much capacity for further solar PV development.

iii) Storage
Storage forJapan’s developing gridis crucial, especially as grid developers seek
to construct new transmission lines across regions and enhance the frequency
conversion across the two systems. Battery storage has an important role in
reducing Japan’s curtailment of renewable energy, congestion relief and
frequency regulation, particularly as Japan has limitations on its regional
transmission lines and frequency converters.

Japanese companies are developing new technologies for manufacturing more
affordable energy storage system components. As the cost of battery projects

2 Energy Transition Scenarios for Decarbonization Based on 80% Renewables Electricity by
2035, Renewable Energy Institute, June 2024

BIGES 1.5°C Roadmap: An action plan to balance raising Japan’s ambition in reducing emissions
with maintaining a prosperous society, IGES, December 2023

|GES 1.5 °C Roadmap: An action plan to balance raising Japan’s ambition in reducing emissions
with maintaining a prosperous society, IGES, December 2023
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are set to decrease significantly by 2030, the Strategic Energy Plan should
consider an enhanced role for grid-integrated storage, bringing alignment with
global needs toincrease storage six-fold.'

Policy mandates andtargeted subsidies are beingimplementedin other markets
to facilitate investment in storage.” These measures include solar and wind co-
location mandates in China, the Inflation Reduction Act and other state-level
policies in the United States.™ Investment for storage can be increased by
lowering the risk and reducing the cost of capital, including through alternative
financing models.”

As Japan recently held its first round of auctions to promote the growth of the
energy storage market,?° additional auctions may be effective to support grid
development and variable renewable energy integration.

4. Enhance the Grid

As the 6" Strategic Energy Plan outlined intentions to enhance the grid, progress
should be highlighted to clarify where furtherinvestmentis needed.

Japan is uniquely positioned with 10 regional power companies. Although this
liberalization allows for more flexibility, it requires enhanced coordination for
system operations and grid development. METI stated that it is necessary to
expand wide-area grid operations and utilize power plants on a national rather
than regional level.? While the Organization for Cross-regional Coordination of
Transmission Operators (OCCTO) allows for more harmonization,
comprehensive grid development remains a challenge.

15 Batteries and Secure Energy Transitions, IEA, April 2024

¢ Batteries and Secure Energy Transitions, IEA, April 2024

7 Battery Storage to Efficiently Achieve Renewable Energy Integration, Renewable Energy
Institute, January 2023, see page 40

'8 Global Energy Storage Market Records Biggest Jump Yet, BloombergNEF, 25 April 2024

Y How to finance battery energy storage and ensure constant clean energy, World Economic
Forum,May 10,2024

20 Japan:1.67GW of energy storage winners in inaugural low carbon capacity market auction,
Energy Storage News, 8 May 2024

2V erification of the Electricity System Reform, METI, 7 March 2024
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Many Japanese companies are prepared to lead on grid development to
integrate renewables. They are playing a role in enhancing the power grids,
renewable energy solutions, transmission and distribution lines to develop
smarter and more efficient grids in Europe. Japanese companies have enough
resources and skilled professionals to deploy renewables effectively if provided
enough government direction.

Japan should work towards improving grid connection timelines and permitting
processes, arranging auctions that assist developers with land and grid
connectionrisks, a clearerand longer-term auction calendar.

A holistic approach to grid development and renewable energy integration is
necessary to ensure adequate policy guidance, planning, financing, and
implementation. Italy, Germany, and the United Kingdom are reforming their grid
planning frameworks, opting for more centralized coordination.?? The Inflation
Reduction Act (IRA) allows for a broad range of investments into clean energy
technologies to support the clean energy ecosystem while prioritizing
domestically manufacturing. 2> These approaches may benefit Japan by
prompting the simultaneous improvement of clean power generation,
transmission, distribution and domestic supply chains.

5. Align With Global Commitments on Coal

Coal continues to be aleading source of carbon emissions globally, particularly
coalconsumedinAsia. Itisvital to swiftly decrease the consumption of unabated
coal power to achieve global goals on decarbonization. The IEA’s Net Zero

Emissionsby 2050 Scenariorequires thatallunabated coal generationceasesby
2040.%4

As part of the G7, Japan has agreed to end new direct government support for
unabated, international thermal coal power generation? and “phase out existing
unabated coal power generation...during the first half of 2030s”%¢ to address

22 Electricity grids: Key policy actions, Ember, 30 October2023

23 The US Inflation Reduction Act is Driving Clean-Energy Investment One Year In, Goldman
Sachs, 31 October2023

24 Net Zero Roadmap: A Global Pathway to Keep the 1.5 °C Goal in Reach, IEA, September 2023
25 G7Leaders’ Communiqué, G7 Germany, 28 June 2022

26 Climate, Energy and Environment Ministers’ Meeting Communiqué, G7 Italia, April 2024
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thisurgentissue. Itisimportant for Japan to have a clear timeline and strategy on
the phaseout of unabated coal power generation. Considering that a third of
Japan’s electricity production is from coal-fired power plants, a clear timeline
and strategy for phaseout is necessary to ensure that companies factorin these
considerations into their transition plans, and therefore, provide investors with
certainty as to the long-term value of the company.

The G7 commitment to phase out unabated coal power generationis crucial, and
the Strategic Energy Plan must ensure alignment with the G7 commitment.

Investors are also concerned about the technical and economic feasibility of
approaches to abate emissions from coal-fired power plants. Japan has been
pursuing ammonia co-firing and carbon capture and storage solutions as forms
of abatement measures.

i) Ammonia Co-Firing
The technical and commercial feasibility of co-firing to reduce emissions
effectively requires more research and clarity onfactors such as:

e What percentage of ammonia co-firing would ensure emission reductions
at a level that is comparable to, or more effective than, unabated gas
power generation. Based on this parameter, the technical feasibility of
ammonia co-firing and its viability to support Japan in achieving
decarbonization goals must be assessed. For example, current research
indicates that a coal plant with 20% ammonia co-firing would emit
substantially more GHG emissions than unabated gas power.?”

e Thecostcomparisonwith otheravailable technology, such asrenewables,
and whether it makes an economic case to invest limited capital available
for transition into renewable energy versus ammonia co-firing must be
considered. Research indicates that ammonia co-firing would be cost-
inefficient compared with renewables leading up to 2050.28

27 Japan’s toxic narrative on ammonia, TransitionZero, 13 April 2023
28 Japan’s Costly Coal Co-Firing Strategy, BloombergNEF, 22 September2022
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The feasibility of ammonia co-firing resulting in abatement by 2035 must be
realistically assessed to protect Japan from1.5-misalignment and investors from
stranded assets.

Japan should prioritise the utilisation of green or other low-emission forms of
ammonia to help effectively lower global emissions.

i) Carbon Capture
In another approach to abate fossil fuel energy sources, Japan has been
promoting investmentinto carbon capture and storage (CCS) development.

Japanis planning to store approximately 120 to 240 million tons of carbon dioxide
annually by 2050 and prepare the business environment for CCS operations to
begin by 2030. The government published its CCS Long-term Roadmap?’ and
passed the Carbon Capture and Storage (CCS) Business Bill to expedite the
development and commercialization of CCS technologies. Japan is positioned
tolead onregional coordination throughits Asia CCUS Network.

The Strategic Energy Plan should inform investors, corporates, and regulators
about the status of this technology and the feasibility for it to be utilized to
achieve Japan’s decarbonization targets. For CCS to be a reliable technology
that can attract investment, it must result in sufficient levels of abatement by
2035. To reach sufficient levels of investment for CCS, Japan will need a higher
carbon price.?¢

The 7t Strategic Energy Plan should maintainthe central objective of pursuing the
maximum introduction of renewable energy while outlining plans for the realistic
implementation of CCS as stated in the 6" Strategic Energy Plan. Likewise,
research has found that maximizing the deployment of renewable energy while
supplementing emissions reduction through energy storage, nuclear power, and
CCSisthe most cost-effective way for Japanto decarbonize.”

2% Final Report of the CCS Long-Term Roadmap Study Group, January 2023

30 Japan Can Meet Net-Zero Goal With Minimal Reliance on Hydrogen, BloombergNEF, 25 July
2023

31 Japan Can Meet Net-Zero Goal With Minimal Reliance on Hydrogen, Report Shows,
BloombergNEF, 25 July 2023

13


https://www.meti.go.jp/shingikai/energy_environment/ccs_choki_roadmap/pdf/006_03_02.pdf
https://about.bnef.com/blog/japan-can-meet-net-zero-goal-with-minimal-reliance-on-hydrogen-report-shows/
https://about.bnef.com/blog/japan-can-meet-net-zero-goal-with-minimal-reliance-on-hydrogen-report-shows/

ASIAINVESTOR GROUP
ON CLIMATE CHANGE

@ AIGCC

The government must also consider factors such as the availability of storage
sites, related transportation costs to sites, carbon leakage issues and building
more accountability on these elements to raise investor confidence around the
costs and feasibility of Japan’s CCS strategy.

6. Specify Sectors Most Suited for Hydrogen

Hydrogen can play an important role in Japan’s decarbonization. However, it is
necessary to provide clarity, bothinthe Strategic Energy Planandin GXissuances
on the prioritization of development and usage of types of hydrogen that results
inzero orlower greenhouse gas emissionsin production keepinginmind climate-
related outcomes.

The 7t Strategic Energy Plan should specify the sectors where hydrogen and its
derivatives for transition willbe most effectively utilized, such asits applicationin
heavy industry, manufacturing (including steel and fertilizer production), shipping,
and others, 323 taking into account the availability of alternative, cheaper
technologies for transition.

Japan would also benefit by observing the development of hydrogen markets,
such as Germany’s recent efforts to increase the demand for hydrogen
domestically.

7. Evaluate the Resilience Needs and Innovation Potential for

Nuclear Power

As highlighted in the 6t Strategic Energy Plan, ensuring the safe operation of
nuclear facilities is crucial in consideration of Japan’s vulnerability to natural
disasterrisks. Asthese may be magnified by climate change, whichislikely to also
increase acute and chronic physical climate risks, investing in adaptation and
resilience is necessary. The safety standards and resilience of nuclear facilities
and the connecting grid infrastructure should be strengthened in expectation of
aworsened climate crisis and intensified weather conditions.

32 New Energy Outlook Japan, BloombergNEF, 25 July 2023
33 Annual Lecture 2024 - Michael Liebreich. Global Energy Transition Trends and Hydrogen,
Energy Futures Lab, 14 June 2024
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The 7t Strategic Energy Plan should highlight the status of nuclear power
innovations. While there is much interest in the potential of Small Modular
Reactors, recent analysis has found that they are expensive and time-consuming
to build, making them high-risk investment options.** The Plan could provide
clarity by assessing the viability of this technology.

While we understand the sensitivity of discussions around nuclear energy, this
highlights the importance of pursuing dialogue with stakeholders and local
communities to match expectations.

8. Outline the Supply Needs and Emission Reduction Requirements
forLNG

As METI shared at a recent meeting, concerns remain over the economic and
security risks connected with fossil fuels sourced from abroad, including LNG,
which are vulnerable to geopolitically-linked price hikes and disruptions.** Many
investors are increasingly concerned with how geopolitical risks threaten their
portfolios. ¢ The Strategic Energy Plan should emphasize energy self-
sufficiency.

As Japanremains reliant on fossil fuelimports, this keeps the country’s electricity
prices sensitive to global commodity markets, especially for LNG.*” There also
remains a risk that the supply of LNG will outmatch demand in Japan.*® More
reliance on renewable energy could help provide energy self-sufficiency and
protect Japan from price shocks.

9. Expedite the Implementation of Carbon Pricing Mechanisms

Japan’s targetedintroduction of the carbon pricinglevyin 2028 and the emission
trading scheme with emissions permits for the power sector from 2033 may be
too late to keep the Japanese market globally competitive and the country 1.5-

34 Small Modular Reactors: Still too expensive, too slow and toorisky, IEEFA, 29 May 2024

35 Verification of the Electricity System Reform, METI, 7 March 2024

36 Schroders Institutional Investors Study 2023: Investors target sustainability and private
assets amid energy transition opportunities as inflation concerns remain, Schroders, 4 October
2023

37 Power Market Outlook: East Meets West as Japan Prices Cool, BloombergNEF, 28 May 2024
% Power Market Outlook: East Meets West as Japan Prices Cool, BloombergNEF, 28 May 2024
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aligned. Instead, Japan’s carbon pricing could emulate that of other markets like
Singapore with a gradually increasing carbon price starting as early as possible.*’

The wide range of potential carbon prices along with ambiguity around future
expectations of pricing is seen as “macroeconomic inefficiency,” intervening
with government efforts to achieve decarbonization goals and a hindrance to
investmentin the Japanese economy.4° This opaqueness is disrupting investors’
ability to determine the current value of companies that seek to contribute to
Japan’s decarbonization.?! The FSA can help alleviate these issues by providing
more details on upcoming policy plans around carbon pricing.

Japan’s carbon price will need to be high enough to support the development of
decarbonization technologies by making them economically competitive
against higher emission alternatives.*?

The 7t Strategic Energy Plan should consider how an expedited rollout of carbon
pricing, at an effective price level, would impact its scenarios, boosting the
development of decarbonization technologies and keeping the country better
positionedtoreachits net zero target.

10. Integrate GX Policies and Initiatives

Asthe GXPromotion Act wasreleased afterthe 6t Strategic Energy Plan, it willbe
crucial for the 7" Strategic Energy Plan to integrate the GX investment
expectations and outline financing targets to quantify the investment needs
associated with Japan’s overall energy plan. The government should provide
transparency on how GX-related policies and investments will feed into targets,
scenarios and subsequent sectoral transition pathways.

GX Economic Transition Bonds can become a world-leading mechanism, and
there is immense potential to attract global investors through transparency
aroundtheuse of proceeds. Withthefirstissuance of the GXEconomic Transition
Bondin February 2024, it was evident that investors are interested in supporting
this approachto transition finance.

% New Energy Outlook Japan, BloombergNEF, 25 July 2023
40 Equilibrium carbon price for future carbon pricing in Japan, NRI, 15 May 2024
4 Equilibrium carbon price for future carbon pricingin Japan, NRI, 15 May 2024
42 New Energy Outlook Japan, BloombergNEF, 25 July 2023
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Investors are concerned with how the Japanese government plans to use the
proceeds from the issuances, and the emissions-related impacts from such
usage. Toaddress this, werecommend that the government prioritizes alignment
with global standards on transition finance supplemented by certification where
possible, as was done initially in the first round of issuance. This would help
provide assurance to investors as they remain cautious around the activities
funded by the bond’s proceeds.

We also recommend the issuance of regular reports that highlight the impact of
each round of bond issuance in terms of resulting emission reductions and
progress in the development of transition technologies as proceeds are used to
fundresearch fortechnology thatis notyet commercially or technically viable.

To enhance clarity around transition financing, Japan could consider building on
its instructive Climate Transition Bond Framework 4 to establish a transition
taxonomy forinvestors to betterunderstand how specific business activities can
qualify for GX-related finance. Japan could refer to other markets for examples
of clear policy direction - Australia plans to publish a report on its transition
roadmap, including its green and transition taxonomy. This builds upon its
Sustainable Finance Roadmap, which provides a comprehensive overview of
related policies toimprove transparency on climate initiatives, capabilities of the
financial system and government leadership. 4 Such policy planning
transparency for green and transition finance would serve to better inform
investorsin Japan also.

Conclusion

Japan has an opportunity to be bold in its emission reduction ambitions and
attractimmense capital flows that would otherwise be directed to othermarkets
with more established national economic policies and strategies for transition.
The purpose behind a target is not just to meet it, it is to drive ambition and
innovation. AIGCC would urge Japan to set ambitious energy transition targets
through the 7th Strategic Energy Plan.

43Japan Climate Transition Bond Framework, Cabinet Secretariat, FSA, MOF, METI, MOE,
November2023
44 Sustainable Finance Roadmap, Australian Treasury, 19 June 2024
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The government’s targets should extend beyond marginal decreases in carbon
emissions from established industries, and instead consider new approaches for
innovation and disruption, capable of creating new, clean industries capable of
realizing Japan’s ambitions by harnessing its economic strengths for these
opportunities.

About AIGCC

The Asia Investor Group on Climate Change (AIGCC) is an initiative to create
awareness and encourage action among Asia’s asset owners and asset
managers about the risks and opportunities associated with climate change and
low-carbon investing. AIGCC provides capacity for investors to share best
practice and peer-to-peerlearning onsustainable investment, risk management,
corporate engagement and policy advocacy. With a strong international profile
and significant network, AIGCC represents the Asian investor perspective in the
evolving global discussions on climate change and the transition to a greener
economy. AIGCC has over 70 members from 11 markets and with over USD 28
trillionin assets undermanagement.

ContactUs

Please do contact us for any further clarification or assistance that we can
provide.

E: nigel.decoopman@aigcc.net
W: https://www.aigcc.net/
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