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Comments




Significance of the 2035 Report

* Presented new finding (past studies on next page) in
guantitative study on energy shift in Japan

* Presented clean energy can supply to 90% of Japan’s total
power consumption in 2035

* Solar will be dominant for the time being, but wind will
expand massively in late 2020’s and early 2030’s

* Benefits not just environmental but also economical
1)Decreasing energy cost (wholesale price)

2)Net increase in exports thanks to reduced reliance on
fossil fuels

3)Contributions to economic growth and security
* Policy proposals



Quantitative studies on energy shift in
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Factors for further research

 Power demand will further decline considerably 7

> Subject to population decline, production base, electrification

> Possibility of the government’s push to increase supply producing
adverse effects

* Nuclear power plants may not operate as much as
assumption in this study?

e Potential for grid expansion and rule changes

e Aside from supply side study, research needed to
incorporate potential of demand responseUnique
decarbonization scenario by GOJ/Industry ~ extension
of coal- and gas-fired power + Ammonia*Hydrogen co-
firing + CCS

 Whether what kind of role hydrogen will or will not
play in future is also key point



[Reference]
Proposals for Carbon Pricing at GX
Meeting



Instuction from PM Kishida for
desighing detailed CP schemes

* On Oct. 26, PM Kishida instructed compiling detailed
schemes for CP at GX meeting

* From discussions on whether or not CP should be
introduced to discussions on detailed schemes

e Conditions for “carbon pricing for growth” presented

1) Hybrid between surcharges and emissions trading

2) CP should be implemented in ways so that total public burden related to energy
should not increase in mid- to long-term

3) Support for investment should be provided using GX transition bonds

4) Pursue “growth” and “environment” by accelerating domestic decarbonization
investment and meeting robust decarbonization demand in Asia



What is”Growth-oriented” Carbon Pricing ?
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What “growth-oriented” CP means

[ 1] April 2023: Start of voluntary emissions trading trial (GX-
ETS)

[2] Govt to support corporate decarbonization efforts with
funding from GX transition bonds

[3] Carbon emission surcharges to be introduced years later
targeting all emitters, with plans to use revenues for GX

transition bonds

[4] Carbon surcharges will be increased in stages to the extent
it will not boost the total public burdens on energy

[5] Japan’s economic growth by exporting decarbonization
technologies, products *services to countries in Asia



Emissions trading

1st phase: 3 yrs (April 2023 ~ ), voluntary
participation and targets (no penalty for not
achieving targets)

2"d phase (April 2025)

Under consideration: Higher participation rates,
mandatory targets (penalties)

3d phase (April 2031) Under consideration: auctions
targeting electricity producers

Above measures appeared to be modeled after EU to
step up efforts in stages
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Differences with EU ETS

[1]EU ETS: mandatory participation by companies, Japan voluntary

[2]EU ETS: Total volume of emissions set for each industry and allocations
are made accordingly. Japan: companies set their own reduction targets, this
does not guarantee reductions will reach necessary level

[3]EU ETS: High penalties for failing to reach target, Japan: no targets, no
guarantee for compliance

> |f results of 1st phase are not promising, measures such as introduction of scheme to control
total emissions and framework to penalize companies not meeting targets would be needed

during the 2" phase

> Participation by all companies meeting a certain criteria should be mandatory so that those
taking part in the ETS will not be disadvantaged vs. those not taking part.



Carbon emission surcharges

* Why isis called surcharges, not carbon tax?

> “Tax” goes to coffer managed by MOF, while surcharges will be used for support of corporate
decarbonization efforts as source of GX transition bonds (managed by MOF)

> "Tax” is subject to discussions at Govt Tax Research Commission and ruling parties’ tax research
commission, plans need to be agreed and require amendment to law. “Surcharges” could avoid the
usual tax reform process, do not require amendment to law, allowing for speedy and flexible
implementation

«  (DEmissions trading, @Support for corporate decarbonization efforts 3
Issuance of GX transition bonds as a source ( for @) and surcharges. These are
all part of a package

* Surcharges may be implemented on the same point as petroleum and coal tax
(levied on domestic producers and importers of fossil fuels)

* Japan relies nearly 100% on imported fossil fuels, so if surcharge is
implemented targeting here, it is possible to impose burden comprehensively

e Conflict with Japan’s global warming tax?



Increase in surcharges in stages
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Assessment

Designed by METI in such a way that implementing CP will not hit
industries

Overall scheme is acceptable by industries: surcharges at levels to
contain energy related public burdens, corporate support proceeds
with issuance of GX transition bonds

“Realistic” proposal with voluntary system for emissions trading and
voluntary goal (respectful of Keidanren’s voluntary action plan)

On the other hand, for emission trading, voluntary framework will
continue thru 2026, auctions for power sector not introduced until
2031, surcharges to begin in 2028. This may not contribute to
achieving Japan’s 2030 GHG reduction goal

Level of surcharges is not set from the perspective of climate
change, but set rather as a financial source, and is capped



