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ACCJ Viewpoint

RECOMMENDATION

The American Chamber of Commerce in Japan
(ACCJ) urges the Government of Japan (GOJ)
to require publicly listed companies to report to
market participants, at least annually, consistent
and decision-useful information concerning their
environmental, social, and governance (ESG)
performance that are based on the Task Force
on Climate-related Financial Disclosures (TCFD)
framework. Recognizing that international ef-
forts are still underway to establish standards
for disclosing high-quality, globally comparable
information, we urge reliance on a proportionate,
principles-based approach to reporting standards.
In this context, we welcome the decision of the
GOJ to instruct the Financial System Council to
consider how to improve Japan’s disclosure guide-
lines and urge that in this and other ESG disclo-
sure-related standard setting the GOJ work with
industry, professional associations and multilat-
eral standard-setting organizations to ensure that
any resulting standards are tailored, proportion-
ate, and fit for purpose. These standards should
be based on the materiality standard and should
not be prescriptive. They should also be consis-
tent with the standards set by the Global Report-
ing Initiative (GRI), the Sustainability Accounting
Standards Board (SASB), and other multi-national
standards organizations.

BACKGROUND:
RECENT POSITIVE DEVELOPMENTS

Considerable progress on ESG disclosure has been
made in recent years with many listed companies
in Japan making strong efforts to explain their ESG
initiatives in their Annual Reports, Sustainability
Reports, and Integrated Reports. This Viewpoint
expands on the recommendations in the ACCJ’s
Viewpoint on ESG disclosure first issued in
2018 (“Require Listed Japanese Companies to
Disclosure Factual Information Regarding Their
Environmental, Social, and Governance (ESG)-
Related Risks and Objectives”) by focusing on
concrete actions that Japan could take on ESG
disclosure by adopting transparent, principles-based
ESG reporting standards in line with emerging
international best practices.

The GOJ has also taken important steps to
position Japan as a leader in the development
of ESG-related international financial standards.
Alongside Japan’s ambitious commitment to a
46% reduction in economywide carbon emissions
by 2030 from 2013 levels, these steps include
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efforts to incorporate ESG factors into national
pension investment policy as well as revision of
the Corporate Governance Code and Stewardship
Code. Further, the “Report by the Expert Panel on
Sustainable Finance” delivered to the Financial
Services Agency (FSA) in June 2021 and the
attention to ESG-related disclosures in the
46th Meeting of the Financial System Council in
June 2021 highlight the serious and sustained
momentum in Japan toward enhanced corporate
disclosures as well as Japan’s strong commitment
to international leadership.

The ACCJ not only supports what has been done,
but also encourages more progress.

At present, ESG disclosure continues to be made on
a voluntary basis in Japan (the so-called “comply
or explain approach”). The Japan Exchange Group
(JPX) has taken steps to encourage companies
listed on its exchanges to provide more ESG
disclosure including by joining the Sustainable
Stock Exchange (SSE) Initiative as a Partner in
December 2017. More recently, in March 2020, the
JPX and the Tokyo Stock Exchange (TSE) released
the “Practical Handbook for ESG Disclosure” which
is a leading reference guide for listed companies
to improve ESG related information disclosure.
Alongside the aforementioned actions by the GOJ, the
TSE's leadership in considering and urging Japanese
listed companies to be more responsive to global
investors’ ESG concerns is commendable and there
are positive signs that individual listed companies are
responding to TSE's leadership in this regard.

Another positive sign is the fact that the GOJ has
joined the Task Force on Climate Related Financial
Disclosures (TCFD) Consortium in Japan. At the
same time, there is room for further progress
in line with Japan’s international leadership role
on ESG issues, including requiring Japan-listed
companies to disclose consistent and decision-
useful information regarding their progress in
achieving ESG goals. The ACC] believes that
it is time for Japan to continue taking action on
such disclosures not only to ensure that market
participants have the benefit of high-quality,
comparable ESG-related information, but also
to further demonstrate Japan’s commitment to
advancing its stated ESG targets.

NEED FOR CONSISTENT, DECISION-USEFUL
ESG DISCLOSURES

Progress on ESG issues by Japan will be advanced
by listed companies, recognizing that their own
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financial stability and support from the investment
community will be directly impacted by positive
changes in their conduct of business that advance
ESG goals. In order for investors and other
stakeholders in Japan-listed companies to provide
the appropriate incentives regarding advancement
of key ESG objectives, it is important to adopt
consistent, decision-useful standards and metrics
for ESG goal performance so that investors can
conduct appropriate analysis when making
investment decisions.

This will also help to address the issue of
“greenwashing,” or the process of conveying a false
impression or providing misleading or unsubstantiated
information about the environmental impact of a
company'’s products or services. The lack of standards
for consistent, decision-useful ESG disclosure raises
the risk of greenwashing and could undermine
efforts to establish Japan as a leading center for
green finance and ESG products.

CREATION OF TASK FORCE TO AGREE ON
METRICS AND VERIFICATION METHODS
SUITABLE FOR JAPANESE COMPANIES

With respect to the sustainability element of ESG,
much progress has already been made in setting
reporting standards by the World Economic Forum
(WEF), GRI, and the SASB. GRI is the provider of
world’s most widely used sustainability disclosure
standards and its GRI Standards provide a model
for how Japan might approach the creation of
ESG standards to be incorporated into financial
reporting by Japan-listed companies. Similarly,
the SASB has created widely accepted accounting
standards for sustainability while the WEF has
helped coordinate governmental policies across the
entire ESG spectrum.

Last November, the UK Chancellor of the Exchequer
announced that the United Kingdom would “"mandate
climate disclosures by large companies and financial
institutions across our economy by 2025”. Such
disclosure would follow the Recommendations set
out in 2017 by the TCFD. The Recommendations
include the following “seven principles for effective
disclosure”:

1. Disclosure should represent relevant information.
2. Disclosure should be specific and complete.

3. Disclosure should be clear, balanced, and
understandable.
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4. Disclosure should be consistent over time.

5. Disclosure should be comparable among
companies within a sector industry or portfolio.

6. Disclosure should be reliable, verifiable, and
objective.

7. Disclosure should be provided on a timely basis.

While the Recommendations applied the above
disclosure framework only to climate risks,
the framework is equally applicable to all ESG
disclosures by Japan-listed companies.

The ACC) recommends that the Japanese
government organize a task force composed of
relevant government ministries, industry associations,
and professional organizations (lawyers, accountants,
risk managers, scientists, engineers, etc.) to establish
consistent, decision-useful standards for ESG
disclosures to become effective for all listed
companies by not later than the 2025 fiscal year.

Adopting ESG standards within such time frame
and incorporating them into the Japanese financial
disclosure system would allow Japan to next move
to create meaningful targets for ESG objectives
over time to achieve long-term ESG goals. It
would also allow Japan to establish a leading
position in Asia (and globally) with respect to
addressing ESG-related issues and avoid falling
behind ongoing initiatives in the US, EU, and UK.
Absent this, Japanese companies with business in
major foreign jurisdictions may find themselves
bound by inconsistent foreign legislation. Japan
needs to raise its voice in the race to set standards
that will govern global corporate behavior in this
increasingly important area for decades to come.

CONCLUSION:

ADOPTING VERIFIABLE STANDARDS FOR
JAPANESE LISTED COMPANIES IS A CORE
ELEMENT OF STRENGTHENING JAPAN’S
POSITION AS A PREEMINENT GLOBAL AND
REGIONAL FINANCIAL CENTER

In light of the foregoing and related developments,
the ACCJ believes that a consistent, decision-useful
information-focused ESG disclosure framework for
listed companies will be a core success factor for
Japan’s capital markets to advance sustainable
finance in Asia, especially at a time when Tokyo is
seeking to strengthen its position as a preeminent
global and regional financial center. Given the effort
globally to address ESG issues and the deep interest
of global investors in an ESG-sensitive investment
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process by market intermediaries, the ACCJ urges
the GOJ to work with other major international
financial centers to develop a comparable set of
ESG metrics applicable globally. ESG reporting by
listed companies based on verifiable standards of
general applicability will not only attract additional
foreign capital, but also will be part of the natural
evolution of corporate information reporting in the
21st century and Japan should take (and has) the
opportunity to be at the forefront of this trend.
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