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●  In recent years, investors have been increasingly interested in the 

relationship between credit ratings and environmental, social and 

governance (ESG) factors, particularly environmental factors. The report 

clarifies how R&I reflects the environmental factors that may affect the 

creditworthiness of issuers through changes in cash flow and asset value, in 

its business risk evaluation. 

● There have so far been few cases where environmental factors have 

influenced R&I's rating actions. However, environmental considerations are 

becoming an important managerial challenge for many companies. It is 

expected that the importance of environmental factors will grow in credit 

rating evaluation going forward. 

●Among environmental factors, R&I chose GHG emission reduction, a factor 

that affects a wide range of industries, and clarified analysts' points of view 

for each sector. The report outlines the points to which R&I gives 

consideration, by taking passenger vehicles as an example, since this 

industry is likely to face even greater impacts of environmental regulations 

over the long term. 

 

 

Clarification of environmental factors in credit ratings 

(1) Environmental factors to be considered in credit ratings 

In recent years, investors have been increasingly interested in the relationship between credit 

ratings and environmental, social and governance (ESG) factors, particularly environmental factors. 

As for its background, it has become widely recognized that environmental changes such as climate 

change have substantial impacts on economic activities, with the transition to a low carbon society 
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bringing risks and business opportunities to various industries. On December 15, 2018, the 24th 

Conference of the Parties to the United Nations Framework Convention on Climate Change 

(COP24) adopted the “rulebook” for putting into practice the “Paris Agreement,” an international 

framework for measures against global warming. The Paris Agreement will be applied from 2020. 

Among various environmental issues for issuers to deal with, R&I regards factors that may affect 

creditworthiness through changes in cash flow and asset value as “Environmental Factors for 

Credit Risk Evaluation.” Environmental Factors for Credit Risk Evaluation can be classified into 

two categories. 

 

1) Environmental issues centered on businesses with large environmental loads 

2) Natural phenomena, deemed to occur as a result of climate change, which affect a wide range 

of economic activities  

 

R&I incorporates environmental factors in credit rating evaluation, taking into consideration the 

impact of environmental factors on cash flow and asset value of issuers as well as the magnitude of 

impacts by issuers’ initiatives for environmental factors on creditworthiness. 

 

(2) Reflection in the business risk evaluation 

Environmental factors may increase or decrease business risks. Business risks are composed of 

industry risk which is the standard risk of the industry to which the issuer belongs and individual 

corporate risk which is an intrinsic risk of the issuer. If an environmental factor changes the risk 

which widely affects the whole industry, it will be reflected in industry risk. If it causes a change in 

the difference within the industry, it will be reflected in individual corporate risk. In many cases, 

the same environmental factor is reflected in both industry risk evaluation and individual corporate 

risk evaluation. 

 

(3) Impact on the financial risk evaluation 

Environmental factors also have impacts on financial risks through changes in business risks. 

R&I establishes the standard value taking account of the magnitude of industry risk. If industry 

risk becomes larger, it will be more likely to revise the financial standard value to a stricter one.  

Changes in individual corporate risk affect the issuer’s revenue and expenditure as well as 

finance through changes in the company’s ability to generate future cash flows and changes in asset 

values. If financial institutions and institutional investors come to emphasize environmental 
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factors to change their investment/lending policy for industries and issuers with large 

environmental loads, responses to the reduction of environmental loads may affect the financing 

ability of issuers, leading to differentiated liquidity risks.  
  

 

 

 

 Environmental factors and rating action 

For cases where environmental factors affected R&I’s rating action, there was a case of 

downgrading several companies which belonged to two non-life insurance groups whose risk buffers 

were substantially damaged by the payment of large insurance claims due to natural disasters in 

Japan and abroad, including the flood in Thailand in FY2011. Other than that, there have been few 

cases where environmental factors were a major cause of rating action, indicating that relatively 

little consideration has been given so far to the impact of environmental factors on issuers’ future 

cash flows and asset values.  

In recent years, economic damage caused by weather-related disasters such as heavy rain, floods 

and forest fires have been increasing. At a global level, changes have begun to affect social 

infrastructure and the natural environment, which support economic activity; for instance, the very 

existence of some island countries is threatened by the rising sea level due to global warming in the 

last half century or so. To realize a sustainable society, companies are required to give greater 

consideration to the environment than previously.  

■Figure 1: Reflecting on environmental factors in credit rating evaluation (e.g. Passenger Vehicles)
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Institutional investors and financial institutions are moving in the direction of emphasizing ESG 

further in their investment/lending judgment. For example, some investors have emerged who 

recognize the risk that business assets related to fossil fuels may decrease their value substantially 

in the trend of low carbonization to become so-called “Stranded Assets.” There are some moves to 

change the recognition of asset values for stocks, bonds and loans related to issuers with such risk. 

Strengthening of environmental regulations will not only pose a risk for companies but also bring 

business opportunities. Although rating actions mainly caused by environmental factors are not 

deemed to increase considerably in the short- to medium-term, they may need to be recognized as a 

big risk factor in the long term. Response to the environment is already becoming an important 

management issue for many companies. The importance of environmental factors is expected to 

increase in forecasting future cash flows of issuers in credit rating evaluation. 
 

  
 
For example, environmental factors include the following: 

1) Environmental issues centered on businesses with large environmental loads 

GHG emission reduction, disaster prevention/mitigation, air pollution control, water resource 

management, appropriate waste disposal, efficient use of resources, chemicals management, 

harmony with nature, and conservation of bio-diversity 

 

2) Natural phenomena, deemed to occur as a result of climate change, which affect a wide range 

of economic activities  

Changes in the ecosystem and living environment, natural disasters caused by extreme 

weather, and loss of bio-diversity 

■Figure 2: Future cash flows and environmental factors
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When judging that the importance of environmental factors has increased in credit risk analysis 

for individual issuers, R&I considers them according to their degree. For example, while it is 

possible to think of various environmental factors in the automobile industry, initiatives for GHG 

emission reduction and air pollution control are considered more strongly than management of 

water resources and industrial waste among others. 

 

 

Degree of consideration for “GHG emission reduction” by sector 

From the perspective of business risk evaluation, the degree to which environmental factors are 

considered differs by sector. Among the environmental factors to consider for credit rating 

evaluation, R&I will clarify the method of incorporation into credit rating evaluations for those 

affecting a wide range of sectors.  

With international movements for measures against global warming, initiatives for GHG 

reduction affect a wide range of sectors. For the industries whose Rating Methodologies by Sector 

are published, the report sorts out perspectives of credit rating analysts by two axes of "whether 

they take account of effects of GHG emission reduction in its current evaluation" and "whether they 

may take account of the effects after approximately three years." This gives an idea of how GHG 

emission reduction leads to differences in evaluation by sector. 

 

(1) Degree of consideration in industry risk evaluation 

Figure 3 summarizes industries which explicitly consider GHG emission reduction in the “1. 

Industry risk view” for rating methodologies by sector. 
 

 

■Figure 3: Industries R&I explicitly takes account of effects of GHG emission reduction (Industry risk)

Direction of impact Industry R&I takes account of effects of GHG
emission reduction in its current evaluation

Industry R&I may take account of the effects
after approximately three years

Positive 　Infrastructure and plants, city gas 　Infrastructure and plants, city gas

Negative
　Passenger vehicles, trucks,
automobile components, tires,

oil refining and distribution companies

　Passenger vehicles, trucks,
automobile components, tires, oil refining

and distribution companies, electricity

*For the underlined industries, there is an evaluation item to describe the issue of GHG emission reduction as a major explanatory
factor of Rating Methodologies by Sector.  For other industries, it is described despite not being a major explanatory factor.
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Looking at Figure 3, industries to explicitly consider in industry risk evaluation are broadly 

classified into automobile-related industries, which see progress in significant technological 

innovations such as electrification while having a higher weight in global energy consumption 

because of the increased consumption due to the economic development in emerging counties, and 

industries engaged in manufacturing and supply of energies which are directly affected by policies 

aiming to remove dependency on fossil fuels.  

In automobile-related industries, industry risk is expected to increase due to the intensification of 

competition and increase in investment burdens for not only manufacturers of finished cars such as 

passenger vehicles and trucks but also automobile components required to respond to higher 

efficiency, reduction in size and weight, and energy saving among others. While not affected as 

much as automobile components, consideration is also given to tires which are required to meet the 

needs for improvement in energy/electric mileage of finished cars.  

Among energy-related industries, electricity will see a restrained growth of markets due to the 

heightened trend of saving energy. Although not currently as large as that of nuclear power risk or 

electric power system reform, the impact of environmental regulation is gradually increasing. 

Going forward, negative impacts on industry risk evaluation are deemed to increase, due to the 

possibility of larger investment in electric power sources with small environmental loads including 

renewable energy sources. Negative impacts due to decreased demand for gasoline, light oil and the 

like are also considered for oil refining and distribution companies.  

On the other hand, it is thought that there is a positive impact on infrastructure and plants for 

which various initiatives to reduce GHG emissions will drive the introduction of energy-efficient 

equipment, as well as city gas, which is expected to see market growth due to lower emissions than 

coal and petroleum. 

It may be considered to some extent over the next three fiscal years for transportation-related 

industries, construction machinery, homebuilders, and depository financial institutions, however it 

is not likely to have a large enough impact to appear in Rating Methodologies by Sector. 

Positive impacts are possible for shipping, construction machinery, and homebuilders, as the 

competitive environment is mitigated in terms of having the ability to respond to low carbonization 

due to the selection of suppliers.  

On the other hand, negative impacts on capital investment cycles may be considered for logistics 

companies which could be required to change to electrically driven vehicles, and such like. 

It is recognized that some impacts may need to be considered for depository financial institutions 

that may be held responsible for lending to companies, projects, etc. affected by low carbonization. 
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(2) Degree of consideration in individual corporate risk evaluation 

Figure 4 summarizes the industries which explicitly consider GHG emission reduction in 

individual corporate risk evaluation. 

 

  
Whereas in industry risk evaluation, the impact of GHG emission reductions is considered only 

one way, i.e., either positive or negative for the whole industry, in the case of individual corporate 

risk evaluation, it is considered to be positive or negative according to issuers as it works to expand 

differences in the same industry.  

For example, even among infrastructure and plants whose markets are likely to be supported by 

the introduction of highly efficient equipment responding to low carbonization, new demand for 

thermal electric power plants is decreasing. General Electric Co. (GE) in the U.S. and Siemens AG 

in Germany which have strengths in such areas, have been forced to announce a large-scale 

restructuring package due to deteriorated earnings. Its impact varies depending on the issuer, as it 

works positively for companies with strengths in highly efficient equipment while risking 

unprofitable increases due to the deterioration of bidding conditions as a result of a smaller market 

for thermal power generation.  

For industries to explicitly consider GHG emission reduction in industry risk evaluation, it tends 

to be considered explicitly in individual corporate risk evaluation as well. Among them, regarding 

oil refining and distribution companies, whereas it is taken into account in the current evaluation 

for industry risk evaluation, it is deemed not to have enough of an impact to be taken into account 

in individual corporate risk evaluations over an approximate three-year period. This is because 

decreased demand for gasoline and light oil is deemed to work negatively for the whole industry but 

is not so significant a factor to expand differences among individual companies. 

For electronic components, household appliances, capital equipment, etc., and blast furnace 

■Figure 4: Industries R&I explicitly takes account of effects of GHG emission reduction (Individual firm risk)

Direction of impact
Industry R&I takes account of effects of GHG
emission reduction in its current evaluation

Industry R&I may take account of the effects
after approximately three years

Expansion of
differences within

the industry

　Infrastructure and plants, heavy machinery,
passenger vehicles, trucks, automobile components,

electronic components, electricity,
homebuilders, tires, household appliances,

capital equipment, etc.

　Infrastructure and plants, heavy machinery,
passenger vehicles, trucks, automobile components,

electronic components, electricity,
homebuilders, tires, blast furnace steelmakers,
household appliances, capital equipment, etc.

*In the underlined industries, there are issuers that R&I refers to the issue of GHG emission reduction as a major explanatory factor
of rating. In other industries, there are issuers that R&I refers to the issue explicitly, despite the fact it is not a major explanatory
factor.
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steelmakers, it is not taken into account in industry risk evaluation but it is deemed to have a 

possibility of being explicitly taken into account or taken account of in individual corporate risk 

evaluations. 

For electronic components, in particular, it is strongly taken into account in individual risk 

evaluations by issuers even at present. This is because with the increasing trend of the number of 

electric parts installed due to the progress in electrification of finished car manufacturers, it is 

deemed to work positively for issuers which are judged to be competitive with a track record of 

adopting electric car related electronic components. 

For household appliances, capital equipment, etc., it does not have a significant impact on the 

whole industry, but the ability to respond to the adoption of air-conditioner refrigerants affected by 

regulations is considered positively by Daikin Industries, Ltd. and others. In the case of blast 

furnace steelmakers, attention should be paid to individual governments’ measures for CO2 

emission reduction, since there are likely to be differences between countries in the introduction of 

carbon pricing and its system. This will be reflected, not in industry risk, but individual corporate 

risk, possibly taken into account in evaluations of steel plants’ competitiveness, product 

composition and technological capability going forward.  

In addition, although there is no expectation that there will be an issuer for which R&I 

explicitly refers to it over an approximate three-year period, it is recognized that there may be 

a need to consider it to some extent in a wide range of industries including materials-related, 
transportation-related and finance. 

 This suggests that responses to GHG emission reduction may emerge as an important 

management issue of working in the direction of expanding differences within the industry from a 

longer term perspective. 

 

Explanation of points to consider using the passenger vehicle as an example 

The above section looked at the degree of consideration for GHG emission reduction by sector. 

Accordingly, Figure 5 summarizes which elements affect risk evaluation and what points to 

consider using the example of the passenger vehicle, which has a significant impact on both 

industry risk evaluation and individual corporate risk evaluation.  

In the case of the passenger vehicle, the impact on industry risk and individual corporate risk may 

become larger if viewed from a long timeframe. Environmental regulations will also be made 

stricter in emerging countries. With the spread of EVs, they may account for about 10% of global 

demand for automobiles around 2030, continuing the shift to EVs after that. 
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■Figure 5: Degree of consideration of GHG emission reduction for passenger car manufacturers
Industry risk evaluation

Evaluation item Points to take account in the
current evaluation

Points to take account in the
future evaluation

Industry structure
(competitive
environment)

(-) Competition is fierce over the efficient internal-
combustion engine and electrification which lead to
CO2 emission reduction.

(-) Competition for electrification becomes more
fierce. New entry into EVs is relatively easy while it
is difficult to differentiate running performance.
There is a concern about more intensified
competition in the long run when demand for EVs
will emerge in earnest.

Capital and inventory
investment cycle

(-) It is necessary to deal with both the efficient
internal-combustion engine and electrification,
increasing the burden of investment including
research and development.

(-) Development investment and capital investment
for electrification are expected to increase. EV-
related investment is likely to be more uncertain
about returns than conventional investment.

Protection, regulations
and public aspects

Neutral. Strengthened emission control has a
negative impact, while preferential measures for
environment-friendly cars have a positive impact.

(-) Although preferential measures for
environment-friendly cars have a positive impact,
there is a concern that the negative impact from
strengthened emission control will be larger.

Individual corporate risk evaluation

Evaluation item Points to take account in the
current evaluation

Points to take account in the
future evaluation

Product competitiveness While environmental performance (efficient
internal-combustion engine and electrification)
leading to CO2 emission reduction and the line-up
of environment-friendly cars are relevant to
product competitiveness, customers consider
many other factors when selecting products.

If electrically driven vehicles such as EVs become
not special products but general ones to be sold in
large numbers, they will have a larger impact on
product competitiveness. There could not only be
downside risks but also opportunities (market
opportunities).

Production system - It may affect the production system if local
production of vehicles or major components are
required to become eligible for preferential
measures for electrically driven vehicles.

Sales capability - If electrically driven vehicles become not special
products but general ones to be sold in large
numbers, they will have a larger impact on selling
power. There could not only be downside risks but
also opportunities (market opportunities).

Technical skills and R&D
capabilities

It can be evaluated highly if in a position to lead
the industry in the development and launch of
electrically driven vehicles as well as in the
efficiency of internal-combustion (Representative
example: Toyota Motor Corporation). Conversely,
if  the development of technologies for the
environment within the industry is behind, it will
constrain evaluation.

It can be evaluated highly if in a position to lead
the industry in the development and launch of
electrically driven vehicles as well as in the
efficiency of internal-combustion. Conversely, if
the development of technologies for the
environment within the industry is behind, it will
constrain evaluation.
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In industry risk evaluation, it will work negatively for “Industry structure (competitive 

environment)” and “Capital and inventory investment cycle.” It is thought that it may further 

increase industry risk in the future. 

In individual corporate risk evaluation, GHG emission reduction is a risk from the perspective of 

“Product competitiveness” and “Technical skills and R&D capabilities”, but it may also provide 

market opportunities. It is likely to be more strongly reflected in individual corporate risk 

evaluation in the long run, affecting “Sales capability.” 

 

Conclusion -- Strengthening analysis of ESG information 

As a signatory of the Statement on ESG in Credit Ratings related to the UN-supported Principles 

for Responsible Investment (PRI), R&I is developing research on the relationship between ESG 

factors and credit ratings, and publishing its view on ESG factors as appropriate, as well as its 

perspective by sector. R&I intends to contribute to the development of financial and capital markets 

toward a sustainable society, through the provision of accurate credit ratings taking advantage of 

the strengths of the credit rating agency with the largest number of rating analysts in Japan.  

 

Credit Express is not the Credit Rating Business, but one of the Ancillary Businesses (businesses excluding Credit Rating Service but are 
ancillary to Credit Rating Activities) as set forth in Article 299, paragraph (1), item (xxviii) of the Cabinet Office Ordinance on Financial 
Instruments Business, etc. With respect to such business, relevant laws and regulations require measures to be implemented so that activities 
pertaining to such business would not unreasonably affect the Credit Rating Activities, as well as measures to prevent such business from being 
misperceived as the Credit Rating Business. 

Credit ratings are R&I's opinions on an issuer's general capacity to fulfill its financial obligations and the certainty of the fulfillment of its 
individual obligations as promised (creditworthiness) and are not statements of fact.  Further, R&I does not state its opinions about any risks 
other than credit risk, give advice regarding investment decisions or financial matters, or endorse the merits of any investment.  R&I does not 
undertake any independent verification of the accuracy or other aspects of the related information when issuing a credit rating and makes no 
related representations or warranties.  R&I is not liable in any way for any damage arising in relation to credit ratings (including amendment or 
withdrawal thereof).  As a general rule, R&I issues a credit rating for a fee paid by the issuer.  For details, please refer to 
https://www.r-i.co.jp/en/docs/policy/site.html. 
 

Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 
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