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Mr. Aso Taro

Ministry of Finance, Minister of State for Financial Services

13 April 2021

Dear Minister Aso,

| am writing on behalf of the Principles for Responsible Investment (PRI). The PRI is the world’s leading
initiative on responsible investment. The PRI has over 3,500 signatories (pension funds, insurers,
investment managers and service providers) with approximately US $100 trillion in assets under
management.

The PRI supports its international network of signatories in implementing the six Principles. As long-
term investors acting in the best interests of their beneficiaries and clients, our signatories work to
understand the contribution that environmental, social and governance (ESG) factors make to
investment performance, the role that investment plays in broader financial markets and the impact that
those investments have on the environment and society as a whole. The PRI works to achieve this
sustainable global financial system by encouraging adoption of the Principles and collaboration on their
implementation.

A delayed, disruptive and disorderly policy response to climate change risks undermining the value of
financial assets as well as increasing the difficulty of reducing emissions at the required rate. On the
other hand, timely and decisive action creates certainty for markets to seize the opportunities provided
by the sustainable and low-carbon industries of the future. For these reasons, investors support
ambitious policy action to deliver the transition to net-zero and are ready to contribute capital and
collaborate with policymakers accelerate low carbon investments.

With the announcement of the 2050 net zero target and its recent recognition in law, Japan has taken a
leading position on climate action in the Asia region and also among G7 and G20 peers. As 2021 builds
towards the COP26 summit in Glasgow, the focus is turning from long term goals towards interim
targets and near-term policy actions to accelerate the transition. Both the 2050 target and the recent
policy announcements to support it — including a new Green Growth Strategy, commitment to phase out
fossil fuel cars by 2035, and new working groups on carbon pricing - are important steps which now
need to be reflected in concrete policy action to transform the economy and enable sustainable
investment to support this change.
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In February 2021, the PRI published a policy briefing! providing recommendations to support Japan’s
transition to carbon neutrality. This report is based on research conducted with a leading economics
consultancy to identify roadmaps to achieve net zero emissions in 5 major economies: Japan, China,
EU, UK and US. The recommendations in the Japan roadmap address the overall climate ambition and
key sectors for decarbonisation: power, industry, road transport, and buildings. Together, these
recommendations describe near-term actions that are essential to reach net zero by 2050 in a way that
is economically, politically and technologically achievable and ultimately beneficial.

The Ministry of Finance and FSA have a central role to play. Internationally, there is an opportunity to
align efforts at the G7, G20 and COP26 to deliver a COVID recovery that is aligned with sustainability
and climate change goals. At the G7 and G20, finance ministers need to address sustainable finance
and climate as part of their core agenda. The recommendations below require leadership from the
Ministry of Finance and FSA on several reform areas, including: sustainable finance strategy, ESG and
TCFD disclosure, and promoting sustainable investment decision making and stewardship.

Policy action needed in the real economy
As outlined in our climate policy briefing, we call on Japan’s leadership to take actions including:

e Set interim targets and a revised NDC for emissions reductions of 50% by 2030 (relative to the
2013 baseline) in line with a pathway to net zero by 2050, and establish and independent
expert advisory body to oversee progress.

e Design and implement an ambitious carbon pricing scheme in line with the 2050 net zero goal.

e Implement a plan for deep decarbonization of electricity by 2050, including cancelling all new
thermal coal power plants and carrying out a comprehensive study on phasing out coal
generation and setting near- to mid-term targets to phase out all unabated coal power.

e Develop and implement strategies to decarbonize energy intensive industry by 2050, focusing
on low-carbon steel, chemicals and cement.

e Implement a policy regime to end the sale of petrol and diesel cars and vans by 2035(including
non-plug-in hybrid vehicles), and a strategy to decarbonise heavy road transport by 2050.

e Publish a plan to realise energy savings potential in the existing buildings stock, and set targets
to retrofit all buildings by 2050.

Successfully designing and implementing policies for the net zero will need to be a whole of
government project. It is important to establish both strong leadership from key ministries and
also effective coordination, oversight and accountability for the transition as a whole.

" PRI (2021), Delivering Net Zero Emissions in Japan, available at:
https://dwtyzx6upklss.cloudfront.net/Uploads/t/e/i/pri_netzerobriefing2021japan 583956.pdf
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Sustainability targets, including on climate change, need to be hardwired into financial policy
frameworks

A timely, effective and orderly transition of Japan’s economy to net zero matters to investors. This is
why the PRI has also proposed policy recommendations to create an enabling environment for
responsible investors to effectively contribute to Japan’s ambitious climate goal:

e Japanese policy makers including the Cabinet Office, FSA, METI, MOE and MHLW should
work together to publish a comprehensive national strategy on sustainable finance and
investment, and harmonize sustainable finance policy with other leading economies.

e The MHLW should consider requiring all pension schemes to incorporate climate and other
ESG issues in investment decision making, stewardship and disclosure.

e Policymakers should introduce mandatory ESG disclosure, including TCFD disclosure, with
clear guidance on information disclosure requirements.

These steps will contribute to setting Japan on a sustainable, resilient and net zero growth
trajectory, and position the country as a world leader in global efforts to transform financial
markets and real economies in alignment with the Paris Agreement and the SDGs.

Should your teams like to further discuss these recommendations and how the PRI can support your
work on these topics, please do not hesitate to reach out to our policy team, at policy@unpri.org

Yours sincerely,

o
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Fiona Reynolds

CEO, Principles for Responsible Investment
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