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Japan’s GX plan, one year on:

Industrial decarbonisation or survival guide?
Christina Ng | July 2025

Japan’s Green Transformation (GX) strategy, underpinning the world’s first sovereign transition bond, aims
to position the country as a leader in transition finance.

On paper, GX pitches a way for Japan’s high-emitting sectors to decarbonise while preserving energy
security and economic resilience. It offers a JPY150 trillion (USD1 trillion) public-private investment road
map to be funded by proceeds raised from its sovereign transition bonds.

The Japan GX bond programme has attracted growing attention, particularly from investment banks and
especially after the government’s roadshow assurances in early 2025, which included improved disclosure
on projects that would qualify to receive the proceeds. Its JPY299.8 billion July 2025 five-year issuance was
four times oversubscribed — a respectable outcome for a relatively novel label like transition bonds. But
market appetite alone does not equate to climate credibility.

It is worth stepping back to examine what GX truly represents. Is this transition finance as the world
understands it? Or is it a high-stakes industrial revival strategy wrapped in decarbonisation language?

The appeal: Big bets for hard-to-abate sectors
Japan’s economy is structurally emission-intensive. Its manufacturing backbone — steel, cement, chemicals
and cars — contributes significantly to jobs and economic growth.

In this context, GX is a pragmatic effort to steer carbon-heavy sectors through decarbonisation without
dismantling the industrial base. Pilot attempts at hydrogen-based steelmaking, carbon capture in cement
kilns and next-generation nuclear energy all mirror Japan’s deep, long-cycle investments in hard-to-abate
sectors.

From a climate finance point of view, the recognition that there is no one transition and that Asia faces a
more complex path than Europe is valid. To dismiss this state of affairs outright is to ignore the tough
realities of Asia’s industrial decarbonisation challenge. The GX strategy responds to that view and creates a
financial framework around these high-stake bets.

But what are investors actually buying?

Despite growing acceptance of Japan’s narrative, a credibility dilemma persists. Transition-labelled bonds
are only as robust as the activities they support. From the GX bond issuances in February 2024, nearly 80%
of the proceeds have been allotted to catalysing innovation and subsidising industrial supply chains,
specifically batteries and semiconductors, rather than activities that measurably reduce near-term
emissions (Figure 1).

Contrast Japan’s approach with the United States’ Inflation Reduction Act, which directs most of its support
towards proven clean technologies such as batteries and renewable energy. While some overlap exists, by
comparison, GX bankrolls a broader, riskier suite of industrial bets that fall into a grey zone of science-based
energy transition and remain commercially unproven power guzzlers.

While financing innovation is valid for industrial decarbonisation, its climate credibility hinges on clear links
to net-zero pathways and enforceable transition outcomes. Without measurable outcomes, transition bonds
risk deviating from enabling Paris Agreement transformation to underwriting industrial policy with unclear
climate payoffs.


https://www.mof.go.jp/english/policy/jgbs/auction/calendar/eresul/eresul20250715.htm
https://www.mof.go.jp/jgbs/topics/JapanClimateTransitionBonds/Climate_Transition_Bond_Allocation_Report_FY2023_eng.pdf
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Figure 1. Allocation of Japan GX transition bonds of nearly JPY1.6 trillion from the February 2024
issuances
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Source: ESI analysis based on the government’s Japan Climate Transition Bonds Allocation Report (Figure 8)
Note: The allocations above are from the February 2024 GX bond proceeds that were channelled to past projects
budgeted for or actioned in 2022 and 2023.

GX bonds support a subset of projects within the government’s climate and energy budgets.

A 2024-2025 budget analysis by Japanese think tank Climate Integrate suggests that the government’s
climate and energy spending remains mixed (Figure 2). Funding for coal, gas and their derivative activities —
including ammonia co-firing and blue hydrogen —increased by 40% from 2024 to 2025, while allotments to
battery storage dropped by 60% and renewable energy remained flat at around 4% of total ministerial
budgets.

This raises questions about policy coherence. Even if GX bonds finance low-carbon innovation, the broader
budget tilt towards fossil fuels risks Japan’s transition narrative looking more like a policy contradiction than
a climate transition commitment. It could undermine the credibility of the “Japan Climate Transition Bond”.

Disclosures in Japan are expected to improve under possible phased-in reporting of the International
Sustainability Standards S1 and S2 from 2027. Still, GX-aligned corporate disclosures are limited, making it
difficult for investors to track labelled spending with concrete capital expenditure or emission-reduction
outcomes.

Fragile voluntary guardrails

Japanese ministries have responded to investor concerns with more transparency. Allocation reporting has
been published in English, and the Ministry of Finance is in dialogue with external opinion providers as GX
developments unfold.

Still, Japan has raised eyebrows by choosing not to seek certification from the Climate Bonds Initiative — a
global standard-setter known for its science-based thresholds — for its transition bonds beyond the maiden
issue. While ministries have cited issues of timing and scope limitations with the standards, the omission for
the subsequent sovereign transition bonds leaves open questions about what those instruments could be
financing, and whether they meet international expectations for credible transition finance. The bonds have


https://www.mof.go.jp/jgbs/topics/JapanClimateTransitionBonds/Climate_Transition_Bond_Allocation_Report_FY2023_eng.pdf
https://climateintegrate.org/wp-content/uploads/2025/04/GB25_EN.pdf
https://www.ifrs.org/content/dam/ifrs/publications/sustainability-jurisdictions/pdf-snapshots/japan-ifrs-snapshot.pdf
https://www.mof.go.jp/jgbs/topics/JapanClimateTransitionBonds/Climate_Transition_Bond_Allocation_Report_FY2023_eng.pdf
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received second-party opinions from Japan Credit Rating Agency. But for some global investors, that may
not carry the same level of assurance.

GX aims to be a whole-of-economy climate finance framework. It covers carbon pricing, transition bonds
and an emission trading scheme (ETS) — all the bells and whistles. But the devil’s in the details of
enforcement.

Japan’s carbon price is modest at about JPY289 (USD2) per tonne, far below what is needed to change
corporate behaviour. While the country’s ETS is set to become mandatory for select sectors in 2026, its
current mechanism is unlikely to create robust carbon price signals without stronger compliance
mechanisms. In comparison, China’s ETS has been mandatory for the power sector since 2021 and recently
expanded to include cement, steel and aluminium. China’s carbon price is trading at about CNY86 (USD12)
per tonne.

In terms of market alignment, Japan’s sovereign transition bonds fall short of more stringent taxonomies,
such as those in the European Union. That dims their attractiveness to institutional sustainability-focused
capital bound by science-based investing mandates.

In short, the architecture is there, but the policy spine is weak.

Figure 2. Climate and energy budgets 2024-2025 by ministry
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Source: Climate Integrate analysis

A transition investment theme, but for whom?

Investment banks have hailed GX as a defining transition investment theme. That is not wrong if one is
investing in Japan’s industrial and engineering base. The country is home to world-class firms in battery
technology, hydrogen infrastructure and precision manufacturing. If GX catalyses even just partial success,
the upside for innovation-focused investors could be significant.

But we should not confuse a technology export strategy with a net-zero aligned transition. Some of the
technologies Japan favours, such as battery innovation and clean hydrogen electrolysers, have clearer
decarbonisation potential and growing commercial pathways. Others, like ammonia co-firing, blue hydrogen
and carbon capture in fossil-based processes, remain contentious in cost-effectiveness and emissions
impact. Without clearer understanding of the high-stakes technologies, enforceable outcomes or third-


https://carbonpricingdashboard.worldbank.org/compliance/price
https://carbonpricingdashboard.worldbank.org/compliance/price
https://climateintegrate.org/wp-content/uploads/2025/04/GB25_EN.pdf
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party assurance, GX might give the appearance of a climate finance play when it is still largely an industrial
transformation story.

The way forward: Ambition with accountability
GX could very well become a global blueprint for financing complex transitions — but only if it embraces two
principles: materiality and integrity.

That means: (1) tightening eligibility criteria to ensure funded projects deliver measurable climate
outcomes; (2) strengthening links between funding innovation and proven decarbonisation; and (3)

incorporating international third-party certification to bolster market trust.

Figure 3. The link between funding innovation and proven decarbonisation
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It also means being honest about where decarbonisation ends and industrial strategy begins. Investors do
not necessarily oppose industrial policy, but they want clear labelling, emission justification and defensible
climate value.

Japan’s GX framework is compelling. It is also complicated. For now, it occupies a space between ambition
and ambiguity. But if Japan wants its GX bonds to be treated as climate instruments — not just sovereign
innovation plays —the burden of proof remains on real decarbonisation delivery. That is not just in the
interests of investors, but also raises the integrity of the emerging global transition finance market itself.
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