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Moving businesses towards decarbonization  
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Figure 1. Number of companies disclosing carbon emissions in Asia-Pacific and globally

Source: Trucost, 2018. Data as of December 2018 
Note: NAM = North American; EMEA = Europe, the Middle East and Africa; APAC= Asia-Pacific, Others= Countries not in NAM, EMEA and Asia-Pacific 
regions

Decarbonization efforts in Asia-Pacific

The good news is that businesses in the Asia-Pacific region 
are becomingly increasingly aware of the need to decarbonize 
(Carbon Disclosure Project, 2019), and are progressively 
taking actions. More businesses in the region are adopting 
internal carbon pricing, with some 465 companies in the 
region having disclosed the use of carbon pricing or plans 
to implement such an approach (Carbon Disclosure Project, 
2017). Additionally, there is a growing number of Asia-Pacific 
companies that are disclosing their carbon emissions (Figure 
1). 

However, the number of Asia-Pacific companies making 
disclosures pales in comparison to the global companies. As 
illustrated in Figure 1, our region reporting accounts for just 
over 25 per cent of global reporting. Furthermore, disclosures 
on Scope 3 emissions – indirect emissions that occur as a 
result of activities in the value chain (refer to Figure 2)- are 
alarmingly low.

Evidently, the current level of effort is insufficient in the face 
of the climate emergency. Businesses in the region need to 
raise their decarbonization commitments.  

Stepping up efforts–limitations

The low uptake of internal carbon pricing and low level of 
disclosure on Scope 3 emissions can be attributed to a lack 
of know-how. Businesses find it difficult to measure Scope 
3 emissions while there are no clear guidelines as to how 
to implement internal carbon pricing. Furthermore, even 
when businesses adopt internal carbon pricing, they do 
not consider the costs of emissions from the value chain 
when setting a carbon price, which may lead to a lower than 
optimum carbon price.1 

In the face of a mounting climate-emergency, the Asia-Pacific 
region needs to raise ambitions and accelerate actions 
towards transitioning to a low-carbon economy. While there 
is limited information about greenhouse emissions (GHG) 
from production activities, the region’s status as the engine 
of the world’s economy suggests that production contributes 
significantly to GHG emissions. This implies that businesses 
are key stakeholders in the decarbonization process. 
Indeed, to facilitate the transformation to a low-carbon 
economy, businesses need to take action and step up their 
commitments towards decarbonization. 

There are two key ways that businesses can do so – first, 
adopt internal carbon pricing and second, disclose full value 
chain GHG emissions. Undeniably, the adoption of these two 
decarbonization strategies is costly in the short-term. Carbon 
pricing may threaten short-run competitiveness, as collection 
of data on full value-chain emissions is time-consuming 
and expensive. Nevertheless, for the sake of sustainable 
development, businesses need to commit to decarbonization. 

In fact, businesses have incentives to do so, beyond corporate 
social responsibility. Should businesses fail to decarbonize, 
the climate emergency will further escalate, posing significant 
risks to the competitiveness of businesses due to supply 
chain disruptions, negative investor sentiments and reduced 
labor supply. On the other hand, embracing sustainable 
practices could lead to positive reputational effects. In a 
recent survey (Nielsen, 2014), 64 per cent of respondents 
in the Asia-Pacific region indicated a willingness to pay 
more for products and services provided by companies that 
are committed to making positive social and environmental 
impacts. In addition, internalizing the price of carbon could 
spur the development of low-carbon technology, which 
enhances resource productivity, thereby increasing long-run 
returns. If businesses act fast enough, they might also enjoy 
first-mover advantages.  
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Recommendations 

Fundamentally, the challenges faced by businesses in 
adopting internal carbon pricing and accounting for full value 
chain emissions are intertwined – the difficulty in quantifying 
Scope 3 emissions hinders businesses from making relevant 
disclosures and setting the ‘right’ carbon price. Recognizing 
that, we propose a decarbonization strategy that incorporates 
guidelines on how to implement internal carbon pricing and 
measure full value chain emissions at the same time. 

At the outset, businesses must be clear about how 
much carbon emissions they are emitting in total, i.e. 
the exact level of full value chain emissions. This not only 
applies to companies in carbon-intensive industries, but 
also those in non-carbon intensive sectors as the increasing 
interconnectedness of supply chains has led to significant 
indirect carbon emissions for these companies. For instance, 
the global reinsurer Swiss Re has very low direct emissions, 
but has a high carbon footprint due to significant emissions 
from indirect activities such as business travel- in 2017 indirect 
emissions were 15 times higher than its direct emissions per 
employee (Harvard Business Review, 2019).

To improve the measurement of full value chain emissions, 
businesses can consider using internal carbon pricing 
as a metric for Scope 3 emissions. Rather than making 
projections and estimations on value chain emissions, 
businesses can obtain relevant information by setting 
requirements for suppliers to adopt internal carbon pricing and 
provide information about carbon emissions in their offerings. 
This will vastly enhance the accuracy of value chain-related 
emissions calculation, which is helpful for determining the 
total social costs of carbon, enabling businesses to set an 
optimum carbon price.  

Next, businesses need to engage stakeholders and 
define objectives for setting internal carbon pricing. This 
is crucial as there are several approaches of pricing carbon 
that companies can choose from and the level of carbon 
price to set is dependent on the aims of businesses. Table 
1 illustrates the cost considerations associated with the four 
most common objectives for setting internal carbon pricing. 

Having determined their objectives, businesses can then 
proceed to price carbon by setting internal carbon pricing 
at a level that accounts for both the total social costs of full 
value chain emissions and the costs associated with their 
individual internal carbon pricing objectives. 

There are two examples of how this can be applied in 
practice. One example is the Hitachi Internal Carbon 
Pricing framework introduced by Hitachi, Ltd., a Japanese 
multinational conglomerate company in 2018. With the 
dual aims of incorporating climate risks into decisions and 
transitioning towards low-carbon alternatives, Hitachi Ltd set 

Table 1. Objectives and corresponding approaches

its internal carbon price (undisclosed) based on the future 
costs of climate-policies such as carbon taxes and emission 
trading and the value of investments in renewables (Figure 
4). 

Another example is the internal carbon pricing strategy used 
by Infosys Limited, an Indian multinational company that 
offers consulting, IT and outsourcing serves. The objectives 
of Infosys in adopting internal carbon pricing are to transition 
to a low-carbon economy, increase energy efficiency and 
achieve emissions reduction targets in Scope 1,2, and 3 
emissions. Correspondingly, Infosys used information such 
as the costs of investment in renewables and energy efficiency 
and the costs of carbon offsets to derive an internal carbon 
price of US$10.5 per ton in 2017. The internal carbon price of 
Infosys has proven to be effective- the per capita electricity 
consumption was reduced by 51% as of 2017 against their 
baseline figure in 2008 (Carbon Disclosure Project and The 
Energy and Resources Institute, 2017).

Objectives Internal carbon pricing 
approach

Incorporating climate risks 
into decisions 

Carbon price should 
reflect the potential costs 
associated with impacts of 
climate change on business 
operations (e.g. supply chain 
disruptions) and/or climate 
policies. 

Strengthening brand 
reputation 

The carbon price should 
be set at a level that is 
high enough to influence 
consumer behavior and 
purchasing decisions of 
vendors and suppliers. 

Providing climate risk insight Carbon price needs to factor 
in financial risks associated 
with climate policies and 
market developments. 

Transitioning to low-carbon 
alternatives 

The carbon price should 
include the costs associated 
with investing in low-carbon 
alternatives.

Figure 3. Proposed Decarbonization strategy 

Source: ESCAP 2020. 

Source: Ecofys, The Generation Foundation and CDP, 2017. 

Figure 2. Scopes of GHG emissions 

Source: ESCAP, based on WRI and WBCSD (2013). 

On another tangent, as carbon-associated costs typically 
involve an inter-temporal dimension and carbon prices 
are extremely volatile, businesses might also need to 
conduct scenario-based valuation that considers the 
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Endnotes
1. An optimum carbon price is the level of pricing in which the full externalities 
of carbon are accounted for. 
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present and possible future values of carbon when 
setting an internal carbon price. However, this depends 
on the time horizon that businesses are focusing on. In 
the short to medium-term, setting internal carbon pricing 
in accordance to current carbon prices will probably 
suffice, while in the longer term, businesses might need 
to project and factor in future prices (Harvard Business 
Review, 2019). The most sensible approach is thus to vary 
carbon prices across different time horizons, unless 
companies are making long-term decisions that will 
radically change their business models, which is an 
approach that many businesses are already adopting. For 
instance, Infosys revised its carbon price from US$10.5 
per ton of carbon emissions in 2017 to US$14.25 in 2019, 
based on cost revisions and updates (Carbon Disclosure 
Project and The Energy and Resources Institute, 2020).

Lastly, given that there is a lot of inherent uncertainty 
surrounding cost calculations and projections, there is 
a need to constantly evaluate the adopted internal 
carbon pricing and adjust when necessary. This will 
aid businesses in moving towards the optimum carbon 
price, thus contributing significantly to the decarbonization 
process. 

Notwithstanding, the imposition of such a decarbonization 
strategy may lead to a reduction in consumer demand if 
these costs are passed on to consumers. This then deters 
businesses from acting, especially if pricing hurts their 
market share. In this case, governments will have to step 
in and provide incentives for businesses whose short-term 
competitiveness may be eroded. These could include 
policies such as tax rebates, subsidies and reduced 
interest rates on loans to reward businesses for their 
decarbonization efforts. 

Figure 4. Hitachi internal carbon pricing framework 
Thinking long-term  

Granted, businesses face tremendous constraints and 
challenges when adopting decarbonization strategies 
such as internal carbon pricing. Nevertheless, that should 
not deter them from taking action for the sake of long-
term business viability and for the greater good of society. 
Moreover, given that the shift towards a low-carbon 
economy is inevitable, businesses need to be forward-
looking; they need to act early to reap potential first mover-
advantages and to avoid being left behind in the carbon 
transition. 

Source: Hitachi Sustainability Report 2019, 2019.


