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Emissions Trading & Carbon Offset

1. Why should you care about climate change?
2. What is emissions trading?
3. Why hasn’t emissions trading been started in Japan?
4. Local to national? – Tokyo’s cap & trade system
5. Alternative path? - Carbon offset 
6. Carbon offset practices in the travel & tourism industry
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Why should you care about climate change? 

That is because it affects YOUR future. 

Source: JMA Source: JMA

(Scenarios)
A: Society that emphasizes economic growth
B: Sustainable society in harmony with the environment
1: Case in which regional disparity narrows and globalization advances
2: Case in which regional uniqueness  intensifies

Observed changes Projected changes
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Projected impact of climate change in Japan - Food

Climate change will impact our daily lives. It has already changed the yield of food 
production, and will change the distribution of suitable land for cultivation and fishing. 

Source: “Wise Adaptation to Climate Change”

Observed changes Projected changes
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Projected impact of climate change in Japan – Tidal wave

Climate change may change Japan’s landscape. Bay areas may sink under water.

Source:  環境省地球温暖化「日本への影響」最新の科学的知見
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What is emissions trading?

Emissions trading is one of the most effective ways of reducing GHG emissions. 
It was introduced by the Kyoto Protocol as one of market-based mechanisms to 
achieve Kyoto targets.

Source: http://www.pear-carbon-offset.org/report/05.html

NOW

History of international discussions & commitments
The three Kyoto mechanisms:
1. Emissions Trading
2. Clean Development Mechanism (CDM)
3. Joint Implementation (JI)

The Kyoto mechanisms:
 Stimulate sustainable development through 

technology transfer and investment
 Help countries with Kyoto commitments to meet 

their targets by reducing emissions or removing 
carbon from the atmosphere in other countries in a 
cost-effective way

 Encourage the private sector and developing 
countries to contribute to emission reduction efforts

Emissions trading is an approach to reduce emissions 
by providing economic incentives for achieving emissions reductions
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The purpose of emissions trading system

The introduction of emissions trading system has been discussed in Japan for very 
good reasons listed below.

Source: http://www.env.go.jp/earth/ondanka/det/capandtrade/about1003.pdf
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Benefits of emissions trading system (1)

Emissions trading is more efficient and effective than simple regulation and 
voluntary commitment.

Source: http://www.env.go.jp/earth/ondanka/det/capandtrade/about1003.pdf
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Benefits of emissions trading system (2)

Emissions trading makes it possible to reduce emissions from sectors that can 
reduce emissions at lower cost.

Source: http://www.env.go.jp/earth/ondanka/det/capandtrade/about1003.pdf
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Carbon tax vs. emissions trading

Both approaches are market-based, but they function differently. Emissions trading 
has an advantage over carbon tax, as it fixes the quantity of emissions, hence fixing 
environmental outcomes.  

Source: http://www.globalpolicy.org/component/content/article/216/45883.html

Carbon tax:
Carbon taxes are "priced-based" policy instruments. Taxes 
increase the prices of certain goods and services, thereby 
decreasing the quantity demanded, which is called the "price 
effect.“ Carbon taxes fix the marginal cost for carbon 
emissions and allow quantities emitted to adjust.

A carbon tax would offer a broader scope for emissions 
reductions, including individuals.
A system of tradable permits entails significant transaction costs, 

taxes involve little transaction cost, over all stages of their 
lifetime.
Carbon taxes have dynamic efficiency advantages that trading 

lacks because taxes offer a permanent incentive to reduce 
emissions. 
Taxes are not susceptible to strategic behavior by firms or non-

governmental organizations which may harm the contractual 
environment of the market. 
Emissions trading proposals are highly complicated and technical, 

unlike taxes which are an extremely familiar instrument to 
policymakers.

Emissions trading:
Tradable permits, emissions trading is considered a 
"quantity-based" policy instrument. They fix the total 
amount of carbon emitted and allow price levels to 
fluctuate according to market forces.

 A well functioning emissions trading system allows emissions 
reductions to take place wherever abatement costs are lowest, 
regardless of international borders.

 Emissions trading has the advantage of fixing a certain 
environmental outcome - the aggregate emissions levels are 
fixed, and companies/countries pay the market rate for the 
rights to pollute.

 Emissions trading is more appealing to private industry. By 
decreasing emissions, firms can actually profit by selling their 
excess greenhouse gas allowances.

 Emissions trading is better equipped than taxes to deal with all 
six GHGs included in the Kyoto Protocol and sinks (e.g. trees 
which absorb and store carbon) in one comprehensive strategy. 

 Permits adjust automatically for inflation and external price 
shocks, while taxes do not.
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History of discussions over emissions trading

The introduction of emissions trading has been discussed by the government over 
10 years...

…but it has not been implemented 
due to the strong opposition from manufacturing companies.
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Why not emissions trading? 

Emissions trading has been avoided in Japan, because it is very effective in 
reducing GHG emissions!

Source: http://enviroscope.iges.or.jp/modules/envirolib/upload/3093/attach/cc_newsletter005.pdf

…

…

(一部抜粋)
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Why not emissions trading? – other reasons

Emissions trading is not favored by companies because it is operationally 
cumbersome! also companies are in fear of losing money from trading… 

Source: http://enviroscope.iges.or.jp/modules/envirolib/view.php?docid=2925

…This is unique in Japan, and not common in Europe and North America.
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Carbon leakage & international competitiveness

Japanese manufacturing companies are afraid of losing their competitiveness due 
to the introduction of carbon constraints… 

Carbon leakage is likely to occur:
• if carbon costs are high and cannot be 

passed on consumers via product price 
increases

• if climate policy commitment is globally 
incomplete

• if production is exposed to international 
competition

Carbon leakage is less likely to occur:
• if carbon costs can be passed on 

consumers
• if climate policy commitment is globally 

complete
• if products are highly specialized

…but studies have shown 
that the negative impact to Japanese industries will be very small, and those that 

might suffer from carbon constraints can be protected by policy measures. 

・・・

・・・

Source: http://www.cneas.tohoku.ac.jp/labs/china/asuka/database.html
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Carbon leakage & international competitiveness

Steel and cement industries may be affected due to their high levels of carbon 
intensity and trade exposure. But the overall impact to the Japanese economy is 
limited.

Source: http://www.cneas.tohoku.ac.jp/labs/china/asuka/database.html

NVAS :  Net Value Added at Stake
MVAS : Maximum Value Added at Stake

The projected impact of carbon constrains to Japanese industries

≈
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Carbon leakage & international competitiveness

Projected price change is 1.25% on average, which is not particularly large compared 
with other countries, such as the US where the introduction of emissions trading is 
also discussed.

Source: http://www.cneas.tohoku.ac.jp/labs/china/asuka/database.html

The projected price change after the introduction of carbon constraints
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Carbon leakage and international competitiveness

Industry-analysts consider that steel and chemical companies may be affected by 
carbon constraints, but firms with highly specialized technologies and products 
may transfer the cost increases to customers.  

Source: http://enviroscope.iges.or.jp/modules/envirolib/view.php?docid=2925

This is basically in line with the theory and findings by the previous studies. 
The key for Japanese companies to avoid the loss of international competitiveness is 

to have the specialty in their business!
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(Ref.) Carbon leakage & international competitiveness

There are a variety of policy tools to alleviate carbon leakage.  

Source: http://www.cneas.tohoku.ac.jp/labs/china/asuka/database.html
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Local to National - Tokyo’s Cap & Trade Program

Tokyo Metropolitan Government introduced an emissions trading system, prior to 
the national government. Tokyo-ETS is the world’s first “urban” cap & trade 
program to cover emissions from office buildings.

Source: Tokyo Metropolitan Government’s website

Saitama Prefecture has announced that it will follow this Tokyo’s cap& trade program 
starting from next April. 

 Japanese local governments have the authority to take 
legislative action when the national government does 
not have specific policies & measures. Using this 
opening, Tokyo introduced this innovative C&T program. 

 Based on its experience of running Tokyo ETS, Tokyo 
now proposes the national government in designing the 
nation-wide ETS. This might be the way to go!
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What is happening overseas? (1)

Source: http://www.meti.go.jp/committee/materials/downloadfiles/g80327a02j.pdf

Emissions trading systems are becoming widely accepted internationally.
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What is happening overseas? (2)

Source: Chu-nichi Newspaper (Dec. 17. 2010)

Emissions reductions may compliment economic growth. 
What we need is the political will to make a transition to a 
low carbon economy!
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What’s missing from the Japanese politics?

Feedback from YOU!

Source: http://www.visualzoo.com/graph/16891, http://www.stat.go.jp/data/jinsui/2004np/index.htm

Japanese politicians do not have incentives to act for young people…

Voting rate in Japan by generation

Only 40% of you go for voting
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Demographics forecast in Japan

Source: Kosuke Motani

We are facing a massive demographic change, which forces us to 
change our socio-economic systems…

・・・

… YOU should go for voting, so you alleviate the burden on your generation.
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Alternative path? – Voluntary carbon offset

Voluntary carbon offset may be a more efficient way of reducing emissions 
internationally, as the progress of discussions over the compliance market has been 
very slow…

Pros:
1. The voluntary market enables those in unregulated 

sectors or countries that have not ratified Kyoto 
Protocol, such as the US, to offset their emissions. 

2. Because the voluntary market is not subject to the 
same level of oversight, management, and regulation 
as the compliance market, project developers may 
implement projects more flexibly that might 
otherwise not be viable (e.g. projects that are too 
small or too disaggregated). 

3. By decreasing the costs of emissions reductions, the 
speed of carbon offsetting and trading can be 
accelerated.

Cons:
Lack of regulation 
 Several certification standards exist. However, no single 

standard governs the carbon offsetting. This causes a 
lot of variations in calculations, and some offset 
providers have been criticized that their carbon 
reduction claims are exaggerated or misleading. There 
are widespread instances of people and organizations 
buying worthless credits that do not yield any carbon 
emissions reductions have happened. Furthermore, 
there is a shortage of verification, making it difficult for 
buyers to assess the true value of carbon credits.

Popular carbon offset project types :
1. Renewable energy, such as wind farms, biomass energy, hydroelectric dams 
2. Energy efficiency projects 
3. Destruction of industrial pollutants or agricultural byproducts 
4. Destruction of landfill methane
5. Forestry projects.
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Carbon Offset Practice – Airline Industry

British Airways introduced a voluntary passenger carbon offset scheme in 2005, as 
a pioneer in the airline industry

Source: British Airways’ Website Source: UK Govt’ Website ttp://carboncalculator.direct.gov.uk/index.html

http://carboncalculator.direct.gov.uk/index.html�
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Carbon Offset Practice – Airline Industry

Virgin Atlantic works with myclimate to offer a carbon offset option to customers.

Source: Virgin Atlantic & myclimate Websites
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Carbon Offset Practice – Airline Industry

ANA launched a carbon offset program using J-VER credits    

Source: ANAWebsites
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Carbon Offset Practice – Hotel Industry

Six Senses started charging a carbon tax to customers to offset customers’ flight-
related emissions. This practice has been awarded by the World Travel & Tourism 
Council.

Source: World Travel and Tourism Council Website http://www.tourismfortomorrow.com

http://www.tourismfortomorrow.com/�
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Carbon Offset Practice – Hotel Industry

Marriott Hotels offsets its emissions through protection of rainforest. 

Source: World Travel and Tourism Council Website http:/www.tourismfortomorrow.com

http://www.tourismfortomorrow.com/bin/pdf/original_pdf_file/six_senses_resorts_and_spas_th.pdf�
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Thank you!

More information on emissions trading and carbon offset:
http://www.env.go.jp/en/earth/ets/mkt_mech.html
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