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The Topic of This Month

“Carbon pricing” can visualize greenhouse
gasses

“Carbon pricing” is a mechanism to pass the cost of emitting on to emitters such as businesses
and households by putting a price on carbon dioxide (CO2) pollution. While de-carbonization is
desired globally and more and more countries started to adopt this mechanism, Japan has
introduced only a part of its elements. The Japanese government aims to achieve a goal of net
zero carbon emissions by 2050 by using this mechanism on a full scale.

What is “carbon pricing”

“Carbon pricing” is a mechanism to pass the cost of emitting on to emitters such as businesses
and households by putting a price on carbon dioxide (CO2) pollution. Given the system’s
feature to “visualize” social costs triggered by greenhouse gasses and the economic rationality
for businesses, we can expect businesses to develop more energy-efficient technologies/
products with bigger effects on emission-reduction. There are mainly three types of carbon
pricing: emissions trading systems (ETS), carbon taxes and the Carbon Border Adjustment
Mechanism (CBAM).

In Japan, JPY289 per ton of CO2 emissions is added to the Petroleum and Coal Tax as a tax for
“global warming countermeasures.” According to a test calculation, the average cost for each
household is JPY100 per month. The level of taxation is seen as a problem because it is much
lower than those of other countries which range from JPY1000 or below to JPY10000 or over.
The government is supposed to show a certain direction for growth toward a launch of “carbon
pricing” later this year.

ETS is expanding globally

The ETS is a market-based approach to facilitate emission reductions where businesses trade
emission allowances each other to meet the fixed upper limits on emissions, while the CBAM is
a mechanism that puts a carbon price on imported goods and imposes taxes on them. The
latter is expected to promote countries without sufficient anti-warming measures to make
genuine efforts

The ETS has already taken hold in Europe where the price of carbon permits hit a peak in
approximately 15 years last December, now trading at the EUR40 level per ton, while the
system started its operation in China this past February.

Green recovery should boost economic growth

At the 2020 Paris climate summit held last December, each member country unveiled its plan
to strengthen environmental policies, so called the "green recovery" plan, through which it tries
to boost its respective economy after the coronavirus pandemic took a heavy toll on the
worldwide economy. The US will pour USD2 trillion in 4 years while the EU will invest EUR1
trillion with public and private sectors combined in 10 years. Environmental policies are likely to
attract new funds or demand from now on. On the other hand, we should keep an eye on
movements in Europe and the US where each enforcement organization is considering the
introduction of CBAM.
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