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Executive Summary 
Japanese steel industries, today, account for 8.9% of world crude steel production as the world second 
producer and the world second exporter, following China. Although the current Hatoyama 
administration, which has recently increased Japan’s pledged reductions to 25% reductions in 2020 
compared to 1990 levels from the previous level of 8% compared to 2005 levels, does not support 
sectoral approaches as strongly as the previous government, sectoral approaches are still supported by 
energy intensive sectors due to its low cost, international competition and carbon leakage issues. 
Potential involvement of the Japanese steel sector in a post-2012 regime were examined based on four 
possible options for sectoral approaches; (1) Introduction of sectoral approaches as part of NAMAs under 
UNFCCC or introduction of sector CDM as part of CDM reform; (2) Some kind of sectoral 
agreement/approach outside UNFCCC; (3) No international agreement other than a recognition of other 
countries’ commitments and actions; and (4) Transnational sectoral trading. Once cap&trade would be 
introduced in Japan, special treatment such as free allocation under grandfathering or auction will 
most likely be considered for the steel sector. In the meantime, voluntary trial-ETS, Keidanren’s 
Voluntary Action, or voluntary sectoral approaches such as APP will play a central role as a way to 
involve steel sector to reduce emissions. Crediting for sectoral approaches is especially effective to 
provide incentives for Japanese steel sector. Sectoral approaches would not be effectively implemented 
without stringent target under the legally binding post-2012 agreement.  
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1. Introduction: Basic Profile of Japanese steel industries 

 
Once Japan tried to catch up with Western countries during the Meiji Period (1868-1912), production of 
domestic steel was considered as one of the top national agendas, which was expressed as “Steel is the 
Nation”. This is because Japan had been dependent on import of steel, until the first national steel company, 
Yahata Steel, started its operation in the beginning of the 20th century.  
 
Due to the increase of domestic steel production through the course of modernization and rapid economic 
growth, Japanese steel industries, today, account for 8.9% of world crude steel production as the world 
second producer (World Steel Association 2009). As of 2007, Japan is the world second exporter (China; 
No.1) and third user (China; No.1, US; No.2) of steel. Among the top 80 companies (crude steel output), 6 
companies are from Japan; Nippon Steel (2nd), JFE (3rd), Sumitomo (20th), Kobe Steel (38th), Nisshin (71th), 
Tokyo Steel (79th) (World Steel Association 2008) (Table 1, Figure 1).  
 
Steel is one of the most energy intensive sectors such as aluminum and cement, emitting 3 to 5% of 
worldwide emissions (Watson et al. 2008) and 27% of the world industrial CO2 emissions (Clingendael 
2009). CO2 emission reduction potential in steel industry in 2005 is estimated as 0.07CO2Mt/t steel (IEA 
2008) – this is the lowest figure for any country in the world, showing that Japan’s technology is leading the 
world in its energy efficiency. CO2 emission from the Japanese steel sector in 2008 is 176.28 MCO2t, a 
reduction by 12.1% below 1990 level (200.64 MCO2t) including foreign offset (CDM) (11.2% in case of 
excluding foreign offset), mainly due to economic downturn in the FY2008. In fact, CO2 emission from the 
Japanese steel sector in 2007 is 197.16 MCO2t, a reduction by 1.7% below 1990 level. Keidanren’ Voluntary 
Action Plan aims to reduce 10% of energy consumption by 2010 below 1990 based on the 100 million 
tonnes crude steel production, which is equivalent to annual reduction of 9% emissions on average during 
2008-2012 (Keidanren 2009). 
 
However, today’s Japanese steel industry faces another challenge of the need to reduce GHG emissions to 
achieve deep emission reduction at the global level and adapt to the coming low carbon economy. In 
addition, competition with steel industries in the emerging economies under different level of emission 
reduction requirement poses the question of carbon leakage.  
 
Table 1: Profile of Japanese steel sector in the world (2008 data1) 
 
 Japanese steel 

industry  
World steel 
industry  

Proportion of Japanese steel 
industry  

Production (crude steel)* 120,203  1,351, 289  8.9% (No.2)  
Use (finished steel products)* 80,100  1,208,500  6.6% (No.3)  
Export (semi-finished and finished 
steel products)*  

35,500  410,500 8.6%(No.2) 

Import (semi-finished and finished 
steel products)*  

4,751  426,260  1.1%  

Number of Japanese companies 
among the top 80 (crude steel output)  

6 (No.2, 3, 20, 
38, 71, 79)  

80  7.5%  

CO2 savings potential  (CO2t/t steel) 70 300 - 
(Source) World Steel Association 2008; 2009; IEA 2008 (*thousand metric tons)    
 

                                                
1 Production of Japanese steel in 2009 declined by about a quarter to 90Mt and Japan lost some market share to China. 
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Figure 1: Total Production of Crude Steel (thousand metric tons)  
 

 
Year 1. China 2. Japan 3.US 4.Russia 5. India 6.South Korea 7. Germany World 
1998 1,145 935 986 438 234 398 440 7,773 
2001 1,509 1,028 901 589 272 438 448 8,503 
2004 2,804 1,127 996 655 326 475 463 10,690 
2007 4,948 1,202 981 723 530 515 485 13,512 
(Source) World Steel Association 2009; (million metric tons) 
 
This paper first reviews positions and views of Japanese stakeholders in the steel sector about sectoral 
approaches and compares it with their views on ETS approaches. Based on an analysis of international 
discussion on sectoral approaches by academics and negotiators, and brief assessment of current sectoral 
approaches, four options will be provided as to how the Japanese steel industry could be involved in post-
2012 sectoral approaches or agreements targeting industrial sectors2.  
 

2. Possible approaches to integrate sectoral approaches in the steel sector in 
the post-2012 regime   

2.1 International discussion on sectoral approaches  
Sectoral approaches have been discussed in various context by researchers, industries, governments and 
groups/organizations, as well as under UNFCCC discussion.  
 
Early proposals and initiatives 
Early proposals and initiatives can be categorized into several groups. Crediting of sectoral approaches have 
been discussed by many researchers such as no-lose sectoral targets (CCAP 2006, Ecofys and GtropleC 
2007, Höhne 2006, BASIC 2006, policy-based commitments (Lewis and Diringer 2007) and sectoral crediting 
mechanisms (Bosi and Ellis 2005, Baron and Ellis 2006, IISD 2005). Sectoral approaches to CDM include 
sectoral CDM (Saminiego and Figueres 2002, Cosbey et al. 2005), no-lose countrywide policies and 
measures CDM (Michaelowa et al. 2003) and policy-based CDM (Ghana and other DCs 2005, Bosi and Ellis 
2005).  
 
There are also proposals which do not mention about or include crediting mechanisms such as multilateral 
agreements (Bodansky 2007), nationally defined sector-based approaches (White House Council on 
Environmental Quality 2007), sectoral approaches (Keidanren 2008), global sectoral approaches for steel 
(IISI 2008) and the Asia-Pacific Partnership on Clean Development and Climate (APP).  
 
Proposals focusing on the forestry sector include both crediting approaches such as the dual market 
approach (CCAP 2007), the nested approach (Pedroni 2007), REDD (Coalition for Rainforest Nations 2007), 
and non-crediting approach such as deforestation & financial incentives (Brazil 2007) and forest retention 
incentive scheme (Tuvalu 2007)3.  

                                                
2 Not aviation maritime, agriculture etc. 
3 For summaries of major proposals on sectoral approaches, see Kimura and Srinivasan 2008.  



International Sectoral Approaches and Agreements: Potential involvement of the Japanese steel sector in a post-2012 regime         HITOMI KIMURA 

 
 

5 

 
In general, proposals that require developed countries to take on absolute targets include a crediting 
mechanism, while voluntary sectoral approaches rely mainly on the transfer of finance and technology as the 
primary incentive for developing counties. In case of crediting sectoral approaches, the kind of credits 
issued, fungibility of sectoral credits with other credits especially with CERs and the other Kyoto credits 
(ERUs, RMUs, AAUs), and discounting to avoid inflation of credits should be duly considered. Some sector-
based proposals suggest issuing CER, while some others suggest issuing different form of credits that are 
not fungible with CER (e.g., VERs) (Kimura and Srinivasan2008). 
 
Discussion in the AWG-LCA/AWG-KP negotiation  
After COP13/COPMOP3 held in Bali, Indonesia in 2007, sectoral approaches have been included in the 
agenda of both in AWG-LCA and AWG-KP4 , reflecting that it could be introduced either through the 
expansion of current project-based CDM to sector level sectoral CDM under AWG-KP, or introduction of 
sectoral approaches as a new mechanism under the AWG-LCA, or a combination of both. AWG-LCA 
considered cooperative sectoral approaches and sector-specific actions, in order to enhance the 
implementation of Article 4.1 (c) of the UNFCCC5.  
 
At the workshop on sectoral approaches held at AWG-LCA3 (Accra, Ghana) in August 2008, the EU proposed 
a sectoral crediting mechanism. Japan focused on the technology transfer aspect of bottom-up sectoral 
approaches6 starting from coal-fired power generation, iron and steel, cement and road transport, using the 
indicator of emissions or energy per unit of production, but also mentions on the possibility of sectoral 
crediting mechanisms. Republic of Korea proposed crediting Nationally Appropriate Mitigation Actions which 
include programmatic CDM and sector CDM (UNFCCC 2008a). However, many developing counties including 
Philippines (for G77+China), India, China, Brazil, Bangladesh (for LDCs), Grenada (for SIDs) and Saudi 
Arabia showed their cautious against sectoral approaches to set standards or benchmarks, which could be 
used unfairly as trade measures against their products and could weaken their negotiating positions. They 
allow domestic sectoral approaches, but showed strong opposition against transnational sectoral approaches 
which involve developing counties (IISD 2008, Third World Network 2008). Interests and concerns of 
developing countries in the Asia Pacific region were also expressed in the previous IGES post-2012 
consultation with major stakeholders  in the Asia Pacific countries (e.g., governments, industries, academias, 
NGOs), which stated from 2005 to reflect their development concerns and interests in shaping the post-2012 
regime. There is no single common understanding about sectoral approaches in Asian DCs, but their strong 
concern was expressed if sectoral approaches is replaced with economy-wide absolute reduction based on 
the Kyoto Protocol. A sector-based approach could benefit the Asia-Pacific region, especially in sectors that 
are important for Asia (e.g., steel, electricity, aluminium, cement), not covered under the KP (e.g., transport, 
deforestation), and not suitable for project-based CDM (e.g., transport, LULUCF). Since most of their 
interests and concerns are covered by the Japan's proposal on bottom-up sectoral approaches, it attracted 
considerable attention especially in technology transfer point of view, but not necessarily positive about 
historical emissions or Common but Differentiated Responsibility. More specifically, participants from big 
developing countries emphasized the need for widening the scope of CDM through 
programmatic/sector/policy CDM, which can reduce transaction cost and simplify the current complex 
procedure of project-based CDM, but their understanding of sector-CDM varied widely among countries. 
Countries such as Korea and China insisted that sectoral approaches is effective in addressing industrial 
competitiveness in internationally energy intensive sectors. LDCs & SIDS are concerned that environmental 
integrity is sacrificed through the expansion of scope, and many small countries may be bypassed and may 
not benefit from sectoral approaches, if only industrial sectors in large developing countries are focused. 
Countries with large forest cover insist on eligibility of deforestation avoidance and wider use of LULUCF. 
Non-industrial sectors might be difficult to be covered at the initial stage, but more developing countries 

                                                
4 AWG-LCA was set up under the UNFCCC, and U.S. and other major developing countries also participate in the 
negotiation. AWG-KP was set un under the Kyoto Protocol, and developed countries mainly negotiate about their mid-
term target, but U.S. only has an observer status as non-ratifying country to the Kyoto Protocol.  
5 Article 4.1(c) states that “All Parties, taking account their common but differentiated responsibilities and their specific 
national and regional development priorities, objectives and circumstances, shall promote and cooperate in the 
development, application and diffusion, including transfer, of technologies, practices and processes that control, reduce 
or prevent anthropogenic emissions of greenhouse gases not controlled by the Montreal Protocol in all relevant sectors, 
including the energy, transport, industry, agriculture, forestry and waste management sectors.” 
6 Japanese Long-term Energy Outlook applies sectoral approaches in analyzing mitigation potential by 1) estimating 
sectoral activity level, 2) estimating sectoral energy demand from activity level, 3) calculating sectoral energy supply 
from demand, and 4) calculating sectoral CO2 emission from energy supply (Hombu 2008). 
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could be involved if those sectors are considered in the long-run (Kimura 2008). 
 
The Kyoto Protocol does not include an approach to target emissions from specific sectors but also does not 
exclude it. AWG-KP considered possible broadening of coverage of sectors and how approaches targeting 
sectoral emissions including those from aviation and maritime bunker fuel could be used by Annex I Parties 
as a means to reach their emission reduction targets. Types of approaches targeting sectoral emissions 
include: 
 

・ Bottom-up sectoral analysis to inform the discussion on mitigation potentials for Annex I Parties;  
・ Cooperative sectoral approaches supported and enabled by finance and technology;  
・ Sectoral crediting in non-Annex I Parties; and  
・ Complementary sector-specific goals for Annex I Parties (UNFCCC 2008b).  

 
Once sectoral targets are agreed by groups of Parties, emissions trading could be extended to cover sectoral 
emissions. Although sectoral targets could cover non-Annex I Parties, for Annex I Parties, the targets would 
be complementary to their national emission limitation commitments by redefining national emission 
limitation commitments to cover only emissions not included in sectoral targets. Trading could be confined 
within the limits of individual sectoral agreements (separate markets, each possibly with its own tradable 
emission allowance) or could be open for trading across multiple sectoral agreements (an integrated market 
with a common emission allowance). Sectoral trading schemes could furthermore be linked to other 
established trading schemes (UNFCCC 2008c).  
 
Views of Parties on possible improvements to emissions trading and the project-based mechanisms under 
the Kyoto Protocol with potentially significant implications for the ability of Annex I Parties to meet emission 
reduction targets at AWG-KP6.1, held in Accra in August 2008, included agendas related to sectoral 
approaches (Here NAMAs are listed as possible contribution to sectoral approaches): 
 

・ Introduction of sectoral CDM for emission reductions below a baseline defined at a sectoral level 
・ Sectoral crediting of emission reductions below a previously established no-lose target 
・ Emission trading based on sectoral targets 
・ Crediting on the basis of nationally appropriate mitigation actions 
・ Emissions trading on the basis of nationally appropriate mitigation actions (UNFCCC 2008d).  

 
However, there was no substantive discussion, but rather opinions were expressed from developing 
countries that the issue should be dealt, not under the AWG-KP, but under the AWG-LCA. Parties such as 
Japan and EU, on the other hand, asked to broaden discussions under the AWG-LCA, parallels with 
discussion under AWG-KP, but developing countries have distinguished discussion in AWG-KP, on means to 
meet the target of the Annex I Parties, and discussion under AWG-LCA, focusing on the aspect of transfer of 
technology (UNFCCC, 2008c; Third World Network 2008).  
 
Based on the Work Programme for 2009 adopted at COP14 held at Poznan in December 2008, sectoral 
approaches have been discussed under the AWG-KP in the context of CDM reforms, as well as AWG-LCA’s 
sub-group on cooperative sectoral approaches and sector-specific actions on sub-paragraph 1 (b)(iv) of the 
Bali Action Plan, which states that: 
 
          “(b) Enhanced national and international action on mitigation of climate change, including, inter alia,          
               consideration of:    
              ……………. 
          (iv) Cooperative sectoral approaches and sector-specific actions, in order to enhance  
                implementation of Article 4, paragraph 1(c), of the Convention. “ 
 
Nationally Appropriate Mitigation Actions (NAMAs) were discussed as the main pillar to involve developing 
countries, then, sectoral approaches have also begun to be discussed as part of NAMAs (CCAP 2008; Klein 
and Ma 2009). Considering that sectoral approaches are not mentioned in the Copenhagen Accord, which 
was taken note of by the COP decision at COP15, and documents agreed at the working level negotiators 
before the agreement of the Copenhagen Accord only mentions sectoral approaches in the context of 
agricultural sector (UNFCCC 2009b), possibility of introduction of sectoral approaches can be as CDM reform  
and sectoral approaches as part of NAMAs under the UNFCCC, assuming a legally binding agreement based 
on the Kyoto Protocol. 
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Current sectoral approaches  

APP  
Asia-Pacific Partnership for Clean Development and Climate (APP) was established in 2006 with six 
countries; U.S., Australia, Japan, Korea, India, China (Canada later added). The Partnership established 
public-private Task Forces in eight sectors: (1) cleaner fossil energy; (2) renewable energy and distributed 
generation: (3) power generation and transmission; (4) steel; (5) aluminium; (6) cement; (7) coal mining; 
and (8) buildings and appliances (APP 2010). CO2 emissions from APP seven countries account for 54% of 
the world CO2 emissions and its 60% comes from these eight sectors in 2005 (Prime Minister of Japan and 
his Cabinet 2008). 
 
The Steel Task Force, chaired by Japan, has been trying to demonstrate the usefulness of sectoral 
approaches in the steel sector. Emission reduction potential through transfer of existing technologies in APP 
seven countries was estimated as 129MtCO2. Energy efficiency technology assessment was conducted in 
India and China in collaboration with Japan Bank for International Cooperation (JBIC) to seek for future 
financial support. In 2008, Steel Task Force agreed to set the mid-term energy efficiency target in 2008 and 
its methodology in 2009 (Table 2). APP has helped create an enabling environment for international 
investment. 
 
Figure 2: World Steel Production  
 

 
(Source: Steel Task Force 2010)  
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Table 2: Progress in the Steel Task Force 
 
 Task Force Meeting  Major development  
1 2006.4 (San Francisco) Agreement on Action Plan 

Agreement on research methodology on diffusion rate  
2 2006.9 (Tokyo) Discussion on energy intensity (e.g., boundary)  
3 2007.3 (Kolkata) Agreement on methodology of research on energy intensity  

Report of research on diffusion rate and reduction potential assessment  
Completion of Technology Handbook (SOACT: State-of-the-Art Clean 
Technologies) 

4 200710 (Wollongon) Reporting of research on energy intensity  
5 2008.4 (Pusan) Reporting of assessment of ironworks in China and India  

Agreement on setting energy efficiency mid-term target in the steel sector 
6 2008.11 (Beijing) Interim reporting of barriers in technology transfer  

Discussion on setting mid-term target  
7 2009. 5 (Saint-Louis) Saint-Louis Agreement on methodology for target setting (Indicator: energy 

efficiency) 
Decision on 2008 data collection (e.g., deployment rate, intensity, barrier) 

8 2009.10 (Tronto) Agreement on improving energy intensity/diffusion survey using 2008 data  
9 2010.Spring (Japan) - 
(Source) Created by the author based on APP 2010 
 

World Steel Association 
World Steel Association was established as the International Iron and Steel Institute in 1967. It 
represents about 180 steel producers (including 19 of the world's 20 largest steel companies), national and 
regional steel industry associations, and steel research institutes, and its members produce around 85% of 
the world's steel. World Steel Association acts as the focal point for the steel industry, providing global 
leadership on all major strategic issues affecting the industry, particularly focusing on economic, 
environmental and social sustainability, and launched a microsite as a focal point for information about its 
industry's efforts to reduce CO2 emissions worldwide. CO2 Breakthrough Program was launched in 2003. In 
2007, followed by the policy statement that cap & trade should be replaced with policies such as sector-
specific framework, global sectoral approach was approved at the annual IISI meeting, as counter approach 
to cap & trade. It promotes the participation of all major steel producing countries by employing improving 
intensity, and establishing a common data.  
 
A global sectoral approach is essential for steel because today over 40% of steel is traded internationally 
and over 50% of total production is in developing countries. World Steel Association advocates a global 
sectoral approach to have the greatest impact on the problem of global GHGs, to engage all major steel 
producing countries in the process, to work within the UNFCCC framework, to respect the common but 
different responsibilities of developing countries, and to to avoid market and competitive distortions. The key 
building blocks involve actions to reduce CO2/tonne of steel produced, the spread of best practice, R&D on 
breakthrough technology, and use of steel and new steels to save energy in transport, power generation, 
buildings, machinery and domestic appliances (World Steel Association 2010; IISI 2008).  
 
 

3. What are stakeholder views on Sectoral Approaches and ETS?  

3.1 Support for sectoral approaches in the steel sector  
In, general, there are several reasons to support sectoral approaches in the steel sector. First, it should be 
relatively easy to negotiate among what is a limited number of participants. In 2007, total production of 
crude steel of top 7 countries (1. China, 2. Japan, 3. U.S., 4. Russia, 4. India, 6. South Korea, 7. 
Germany) accounts for 69% of the world (World Steel Association 2009). Top 20 companies account 
for 42% of the world crude steel output in 2007 (World Steel Association 2008). Second, compared 
to steel industry’s low preference for cap&trade, there exists a strong preference for sectoral 
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approaches. This is because steel is one of the sectors that would be affected most by any carbon leakage 
that occurs (Asuka et al. 2009) and Japanese industries often insist that transnational sectoral approaches 
could create a level playing field for energy-intensive sectors exposed to international competition, 
which can only be realized if sectoral approaches equalises costs across all countries. Currently, there 
exists more voluntary cooperation such as the Japan Iron and Steel Federation (JISF) at the 
domestic level and voluntary initiative by the World Steel Association and emission reduction efforts 
through technology transfer by the Asia-Pacific Partnership for Clean Development and Climate (APP)-
Steel Task Force at the international level. Montgomery (2009) describes this trend as global shift 
from ETS to sectoral approaches in sentiment. Third, among industrial sectors with the potential 
emission saving with 3.3 GtCO2, the most marked improvements are likely to come from iron and 
steel, together with cement and chemicals/petrochemicals (IEA 2007). Therefore sectoral 
approaches could lead to huge emission reduction in the steel sector.  
 
However, there are also several reasons to oppose against sectoral approaches in the steel sector. First, it is 
not easy to agree upon a single benchmark due to different efficiency level even among the steel 
sector in the same country. There is also often a gap between average facilities in the steel sectors 
in developed and developing countries. Second, sectoral approaches itself probably cannot achieve 
the required level of emission reduction for the steel sector to stabilize the GHG concentration level 
globally. Therefore, it is not sure whether too much reliance on sectoral approaches can be 
politically acceptable by the international community.  
 
 
3.2 Position of major countries for emission reduction in the steel sector  
There are various approaches as to how to reduce emissions in the steel sector. In EU, EUETS covers steel 
sector in their Phase I (2005-2007) and Phase II (2008-2012), but free or low allocation especially for 
energy-intensive sectors including steel led to oversupply of credits and decrease of price in the carbon 
market in 2007. The steel sector got a very large fraction of its allowances for free and, coupled with some 
ability to pass opportunity costs onto customers, may have gained windfall profits. This led EU to adopt 
auctioning approach, instead of grand fathering, in the Phase III (2013-2020), but steel is one of those 
sectors which will be allowed to receive free allocation during 2013-20, based on the Decision of the 
European Commission as of December 24, 2009, determining a list of sectors and subsectors which are 
deemed to be exposed to a significant risk of carbon leakage. EU’s proposed sectoral approach under the 
UNFCCC, Sectoral Crediting Mechanism (SCM), is rather targeted toward developing countries to access 
carbon market and participate in ETS (UNFCCC 2009a)7.  
 
The U.S. Bush’s administration supported nationally defined sector-based approaches (White House Council 
on Environmental Quality 2007) and initiated the establishment of the Asia-Pacific Partnership for Clean 
Development and Climate (APP).  None of the several UNFCCC submissions of Obama’s administration in 
2009 does not specifically mention about sectoral approaches, but continuously involved in APP.  
 
China’s sectoral approaches focus on the enhancement of implementation of Article 4, paragraph 1 (c) of the 
Convention(UNFCCC 2009a) and does not allow developed countries to offset their quantified emission 
reduction targets by using emission reduction credits generated from sectoral approaches.  
 
India also shares that same position as China regarding the use of credits to offset their target of developed 
countries, but shows positive stance to sectoral CDM.  
 
Unlike China and India, Korea strongly supports crediting of sectoral approaches as part of unilateral NAMAs 
for the sake of fund raising and international recognition.  

                                                
7 Similar to EU’ proposal of sectoral no-lose mechanisms, sectoral no-lose targets (Australia), no-lose sectoral crediting 
baselines (South Africa), or programmatic and/or secotral CDM based on efficiency standards (Republic of Korea) are 
also proposed. 
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3.3 Position of major Japanese stakeholders  

There are various perspectives of sectoral approaches and its relation to ETS in Japan. Under until Aso’s 
Administration, Government of Japan supported bottom-up sectoral approaches by setting benchmarks as a 
tool for setting absolute target for developed countries and a tool for technology transfer and setting 
intensity target for major developing countries.  The idea of introducing mandatory ETS by the Ministry of 
Environment has not been supported by the Ministry of Economy, Trade and Industry (METI) and the 
industry for a long time (Kimura and Tuerk 2008). The negotiation position of Japanese government has 
been relatively influenced by the industry.  However, this bottom-up approach was changed to top-down 
approach due to the current change of administration from the Liberal Democratic Party (LDP) to the 
Democratic Party of Japan (DPJ). The new Prime Minister Hatoyama declared 25% emission reduction 
target by 2020 below 1990 levels based on their manifesto (DPJ 2009). This is around three times higher 
than the former government’s target of 15% by 2020 below 2005 levels, which is equivalent to 8% 
reduction by 2020 below 1990 levels. This political change will result in accelerating the process of 
introducing mandatory ETS in a few years time and strengthen the leadership toward the post-2012 
agreement (Kimura 2009), but will not stick to sectoral approaches as the previous government.  
 
Keidanren (2008), consisting of many energy-intensive industries such as steel, aluminium and cement, and 
strongly supports sectoral approaches as a useful mechanism for technology transfer such as APP. Keidanren 
strongly opposes against cap & trade, although several energy-intensive industries including steel industries 
participate in voluntary trial-ETS. Keidanren is conservative to Sectoral Crediting Mechanism (SCM) proposed 
by EU. The Japan Iron and Steel Federation (JISF) (2009), the biggest steel association in Japan, 
supports the technology-focused sectoral approaches. JISF also has a position to insist on 4% 
emissions increase by 2020 below 1990 level. Keidanren and JISF expressed their strong concern 
against the new government’s ambitious target of 25% reduction and cap & trade. Author’s 
interview survey to one of the major steel industries in Japan revealed their support for the former 
administration’s calculation that domestic reduction should be 8% out of 25%, since domestic reduction 
target of 25% would require a reduction in steel production by 18% according to their calculations. They 
also expressed their continuous opposition to cap&trade and support for cooperative sectoral 
approaches irrespective of the current political change. It was also mentioned that ETS and sectoral 
approaches should be considered and treated separately, and sectoral "agreement" (involving all 
countries) and sectoral "approach" should also be differentiated. 
 
On the other hand, Keizai-Doyukai (2008), the second biggest industrial group consisting of many light 
industries such as electronics, concerns that bottom-up sectoral approaches alone could lead to a low target, 
but rather ETS is one the tools to achieve the target. Japanese NGOs, sharing the same concern as 
Keizai-Doyukai, have been criticizing the government and industry with their position toward sectoral 
approaches and insisting on the early introduction of cap&trade. Due to the current change of 
administration, their opinions will be aligned more to the new government policy.  
 
Although the current Hatoyama’s administration does not support sectoral approaches as the previous 
government, most of the energy intensive sectors are still supporting sectoral approaches due to its low cost, 
international competition and carbon leakage issues, especially in case of vacuum of legally binding 
agreement. Once cap&trade would be introduced in Japan, of which law will be submitted to the 
parliament in FY2011, special treatment will be considered such as free allocation under 
grandfathering or auction for the steel sector. In the meantime, voluntary sectoral approaches such 
as APP or voluntary trial-ETS will play a central role.  
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4. Possible options and proposals to integrate sectoral approaches in the 
post-2012 regime 

Regarding how to integrate sectoral approaches in the post-2012 agreement, the following options can be 
considered8;  
 

Option (1): Introduction of sectoral approaches as part of NAMAs under UNFCCC or introduction of 
sector CDM as part of CDM reform (Presupposing new legally binding post-2012 agreement including 
targets based on the Kyoto Protocol; Continuation of the Kyoto Protocol);  
 
Option (2): Some kind of sectoral agreement/approach outside UNFCCC (Presupposing legally/non-
legally binding post-2012 agreement including target); and  

 
Option (3): No international agreement other than a recognition of other countries’ commitments and 
actions (e.g., Copenhagen Accord as of January 2010) 
 
Option (4): Transnational sectoral trading  

 
 
4.1 Option (1)  
Under Option (1), although sectoral approaches could be included in NAMAs, the definition, institutional 
arrangement and procedures of NAMAs9 need to be clarified (Table 3; Figure 3).  
 
Table 3: International support or incentive for NAMAs based on category of action  
 

 
Category of Action  Category 1: 

No-lose target  
Category 2: 
Voluntary target with 
support  

Category 3: 
Unilateral target without 
support  

Expected target 
countries 
(supporting 
countries based on 
UNFCCC submissions 
and statements) 

Economically 
Advanced DCs 
(Mexico, Korea)  

All DCs  with 
consideration for 
LDCs/SIDs   
(China, India)  

Economically Advanced DCs 
(Korea)  

Incentive for DCs  -Sales of  SCM 
credits  

-Finance (GEF, ODA, 
New mitigation fund) 
-Technology  
-Capacity Building  

-No support, but international 
recognition (e.g., registry 
system) 
-No MRV requirement  

(Source) Created by the author 
 

                                                
8 Cligendael (2009) identified three possible outcomes of the Copenhagen negotiations: 1. An international agreement 
that includes a global sectoral agreement for the steel industry; 2. An international agreement without special reference 
to the steel sector; 3. No international agreement.  
9 Categories of abatement in the steel sector includes; (1) the closure of insufficient, highly polluting plant; (2) 
Improving energy efficiency and carbon efficiency at existing, non-obsolete plant; (3) Ensuring that new plant is built 
using best available technology; (4) Increasing the use of recycled scrap; (5) Adopting Carbon Capture & Storage (CCS); 
(6) Developing and implementing breakthrough technologies (Wooders 2009).  
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Figure 3: Proposed example of institutional arrangement and procedures for NAMAs  
 

 
(Source) Created by the author 
 
Bali Action Plan, adopted at COP13, stresses the importance of Measurable, Reportable, and Verifiable (MRV) 
Commitment and Actions for mitigation in the post-2012 regime. This MRV also applies to sectoral 
approaches. One of the approach is to ensure this is through establishment of appropriate procedures to 
institutionalize sectoral approaches under the UNFCCC (Kimura and Srinivasan 2008).  Figure 4 shows how 
the existing mechanisms for CDM can be used for the MRV Commitments and Action in case of introduction 
of sector CDM as part of CDM reform. Measurability could be ensured through the use of comparable 
efficiency indicators/benchmark for Best Available Technology (as shown in the proposal by the Japanese 
Government), and approval of Sectoral Emission Reduction Document by DNA. Reportability could be 
ensured through Monitoring based on validation/ registration by New Sectoral-Executive Board at UNFCCC 
(or CDM-EB), and Reporting through in-depth review of National Communication. Verifiability could be 
ensured through Verification/Certification by DOE leading to issuance of sectoral credits10 (Kimura 2008) 
(Figure 4).   
 
 
Figure 4: A suggested institutional structure for implementation of sectoral approaches  
 

 
 (Source) Kimura and Srinivasan. 2008.  
 
                                                
10 It is also pointed out that defining boundaries and liability and MRV are considerably harder on a sector basis than for 
a project (Wooders 2009). 
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In case of Japan, steel sector will be covered by either the current trial-ETS or future cap & trade, until 
involved in international sectoral approaches. Crediting approach is effective to provide incentive for steel 
industries to support developing countries. Sectoral approaches would not be effectively implemented 
without any stringent target based on the legally binding post-2012 regime.  
 
4.2 Option (2) 
Option (2) depends on the nature/stringency of SA agreement/approach, but there is more possibility of 
non-binding approach through the expansion of current efforts by APP, or World Steel Association. Even in 
case of post-2012 binding agreement, it would be most likely low emission reduction target.  
 
In case of Japan, it is less likely that cap & trade would be introduced than Option (1), and emission 
reduction efforts can be placed under the APP or World Steel Association. 
 
4.3 Option (3) 
Under Option (3), domestic sectoral efforts will play a key role, but its incentive would decrease without any 
ambitious commitments and proactive actions. This concern reflects the current Copenhagen Accord, which 
does not mention about sectoral approaches and commitments and actions submitted to the UNFCCC by 
January 31st 2010, as agreed upon at COP15 (Copenhagen), are not enough.  
 
In case of Japan, voluntary trial-ETS and Keidanren’s Voluntary Action would play a key role, until cat & 
trade would be introduced.   
 
4.4 Option (4) 
Option (4) is the most ambitious, but the least likely, because transnational sectoral trading is politically and 
technically difficult.  
 
Japanese industries refer to this approach, but detailed plans and ideas are not yet known.  
 
 

5. Conclusion  

Sectoral approaches is an effective tool to involve Japanese steel sectors, but not necessarily lead to large 
emission reductions. Although the current Hatoyama’s administration does not stick to sectoral approaches 
as the previous government, sectoral approaches are still supported by energy intensive sectors due to its 
low cost, international competition and carbon leakage issues. Potential involvement of the Japanese steel 
sector in a post-2012 regime were examined based on four possible options for sectoral approaches; (1) 
Introduction of sectoral approaches as part of NAMAs under UNFCCC or introduction of sector CDM as part 
of CDM reform; (2) Some kind of sectoral agreement/approach outside UNFCCC; (3) No international 
agreement other than a recognition of other countries’ commitments and actions; and (4) Transnational 
sectoral trading. Once cap&trade would be introduced in Japan, special treatment such as free 
allocation under grandfathering or auction will most likely be considered for the steel sector. In the 
meantime, voluntary trial-ETS, Keidanren’s Voluntary Action, or voluntary sectoral approaches such as 
APP will play a central role as a way to involve steel sector to reduce emissions. Crediting for 
sectoral approaches is especially effective to provide incentives for Japanese steel sector. Sectoral 
approaches would be effectively implemented in case of stringent target under the legally binding post-2012 
agreement.  
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