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Foreword-1

Chinese Government has been attaching importance to the acid rain. Early in 1970’s,
the governmeﬁt listed the Control of Acid Sedimentation into one of the National Key
Science and Technological Projects, and organized specialists from famous research
institutions nation wide to tackle the issue. Such project was continued in the following
Seventh “the National Five-year Plan”, “the Eighth Five-year Plan” and “the Ninth
Five-year Plan”as well. During 1982 to the end of 1990’s, several national key projects
in this area have been accomplished, for example, “Study on Sources and Impacts of
Acid Rain in South-West Region China, South China and East China and the
Countermeasures for Control of Acid Rain”, and the “National Acid Rain Control
Scheme”. Through these studies, the overall status quo of acid sedimentation in
China and its development trends have been learnt, and a large quantity of work have
been done in depth in the emission of acid pollutants, acidification process, impacts on
eco-environment and regional control of acid rain in key regions in China. Meanwhile,
based on the real national status of China, several advanced coal burning technologies
and desulfurizing technologies have been developed, and a plan for acid rain control
and treatment has been formulated for some cities with heavy pollution caused by acid
rain. The in-depth scientific studies have laid firm foundations for the formulation of

national policies and strategies in right direction.

In January 1998, the State Council of China approved the Scheme for Division of Acid
Rain Control Zones and SO, Control Zones. On April 29, 2000, the nineteenth
meeting of the Standing Committee of the Ninth National Congress passed the Air
Pollution Prevention and Control Law of the People’s Republic of China. The law
stipulates that the local people’s governments in the areas of total emission control of
air pollutants shall, in line with the requirements and procedures regulated by the State
Council and in accordance with the principles of open, justice and equity, inspect and
determine the total emission of major air pollutants by enterprises or institutions, and
issue the permits for emission of major air pollutants. It also states clearly in the
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Tenth Five-year Plan for Environmental Protection and Target Outline for the Year of
2010 that China will advocate a 10% reduction in the overall emission amount of SO,
from the year 2000’s level. Additionally, the Annex of the Plan, “The Tenth Five-
year Plan for the Acid Rain Control Zones and SO, Control Zones”, calls for a
reduction of 20% from the year 2000’s level in the two highlighted “Control Zones”.

Chinese Government pays great attention to the roles of economic incentives in
environmental management, and integrates the environmental economic policies into
the overall environmental policy framework of China. In order to achieve the
ambitious goal in the reduction of total SO, emission during “The Tenth Five-year
Plan” Period, the State Environmental Protection Administration (SEPA) is attaching
great importance to the establishment of environmental economic policy framework
under the market-based economic system in China, and launching a pilot program in
the Total SO, Emission Control Combined with Emission Trading.

In order to borrow the successful experiences in applying economic incentive policies
like emission trading to SO, emission reduction in the US, the Department of Pollution
Control, SEPA reached an agreement with the US Environmental Defense (EDF) to
initiate a cooperation project entitled “Promoting the Total SO, Emission Control
Combined with Emission Trading Policy in China”. Based on the work done in the
preparation phase, SEPA decided to carry out a pilot program in the Total SO,
Emission Control Combined with Emission Trading in 7 provinces and cities, including
Shandong Province, Shanxi Province, Jiangsu Province, Henan Province, Shanghai
City, Tianjin City and Liuzhou City, with China Huaneng Group as an additional pilot.
The pilot program aims at finding out a proper approach to mobilize emission
enterprises to actively play their roles in reducing the total SO, emission by using
economic leverage under the socialistic market economy. In the meantime, based on
the practices in the total emission control with emission trading in the pilots, shortages
of the policy have been discovered in time, and been rectified accordingly. A
standard policy framework and a technical supporting system have been established.
This provides a basis for making legislation on the total emission control combined
with emission trading in China.

The pilot program in the Total SO, Emission Control combined with Emission Trading
was initiated in April 2001. During the past 2 years, SEPA and the pilot provinces,
cities and China Huaneng Group have got clear and correct understanding on the policy,
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and practice the policy in real cases. SEPA is putting great efforts in establishing a
complete legal system and setting up a technical supporting system for the
implementation of the policy. Meanwhile, a continuous emission monitoring system
has been built up to ensure the accuracy of emission data. The overall pilot program
has been organized on a scientific basis and achieved initial results and success. The
program lays firm foundation for realizing the payment-based utilization of
environmental resources and the sustainable social and economic development, and
establishing a complete environmental policy and management system. Therefore the
pilot program has far-reaching effect and great importance to China.

On behalf of SEPA, I would like to sincerely thank to the experts both from China and
US, enterprises and governmental officials who have made great efforts in the pilot
program, and also thank for the great support from the US EDF and telenvent local
environmental protection bureaus.

Minister: XIE Zhenhua
The State Environmental Protection Administration
December 30, 2003
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Foreword-2

In 1996, Environmental Defense had the opportunity to consider developing
cooperative work in environmental protection in China. Given the critical importance
of China to the world’s environment we decided to take this chance to try to develop
effective partnerships with environmental organizations in China. At that time, we
did not imagine the interest and success that this program would enjoy. However, at
the beginning, we were also surprised to discover that in 1995, China had taken the
remarkable policy decision to cap SO, emissions for the nation. The then little known
policy of Total Emissions Control became the primary focus of our work in China.

In the United States, Environmental Defense had long been seeking to bring about a
solution to the acid rain problem. One of the key ingredients missing in all proposals
was the creation of an annual limit on total emissions of SO,. As we formulated our
own policy proposals, we recognized that only a firm national cap on emissions
coupled with the flexibility of a market for SO, reductions could supply the ingredients
necessary to solve the problem. Without the cap on emissions, it would be difficult to
assure that the necessary levels of environmental protection would be provided.
Without the market, we could not be sure that the program wouldn’t cause unnecessary
cost or political reaction in meeting the cap. Given the successful development and
operation of the SO, emissions trading market in the U.S. and the development of the
TEC policy China, we wondered whether emissions trading could be applied with
Chinese characteristics to create some of the substantial environmental and financial
benefits we have seen in the U.S.

With this background, we decided to focus our energies on developing a policy
infrastructure that would support the TEC, in our view the most critical component to
any effective acid rain policy. We began with fairly academic studies, but as this
book shows we rapidly progressed to the messy but necessary practical work of
learning and testing these new ideas with the local partners actually charged with
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protecting the environment. Throughout we have enjoyed a very close working
relationship with the State Environmental Protection Administration and its leader
Minister Xie Zhenhua. After then Premier Zhu Rongji’s visit to the U.S. in 1999, our
two great nations decided to cooperate in assessing the feasibility of acid rain
emissions trading in China. Environmental Defense was entrusted with the
responsibility for developing in cooperation with SEPA, the pilot emissions trading
demonstration projects. That bilateral agreement was successfully concluded with a
resounding affirmative.

As SEPA moved to more concrete implementation of the new regulations required
under the amendments of the Law on Atmospheric Protection, we were again fortunate
to be chosen as a partner in the development of the SO, permit. As our technical
experts began discussing the approach, they realized the importance of developing the
SO, permit flexibly in order to account for the transboundary emissions of SO, that are
the primary cause of acid rain. This key insight led to the creation of the “4+3+1”
project whose work and results form the main subject of this book.

During premier Wen Jiabao’s visit to the U.S., a new environmental bilateral has been
signed. This new agreement will continue the focus on acid rain and emissions
trading, but this time with a view to developing the national infrastructure necessary
for the government to guarantee that the emissions trading market truly serves the
purpose of environmental protection. In this new phase of work, Environmental
Defense will continue its focus on the elements necessary for an effective market: the
permit, emissions monitoring, trading rules, and enforcement. As dramatic as this
work has been, it is only the foundation for the next stage of development, one in

which we hope to deepen and spread our mutual experience.

We would like to express our pleasure and gratitude for all of the hard work that is
represented in these pages. We would like to specially mention the members of the
project from provincial and local environmental protection bureaus whose willingness
to test and embrace new ideas is the story told here. Without the open minds and
spirits of all of the participants, it would not have been possible to produce the results
you will read about. Without the willingness of the Chinese government and people
to cooperate with a foreign non-governmental environmental organization, we would
not have been able to add our experience to these key policy developments. While we
have enjoyed close cooperation with the U.S. government from time-to-time, we would
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not have imagined that the same intimate cooperation that we enjoyed with President
George W. Bush’s administration would be found here in China. This very project is
a testimonial to how open and dynamic China has become.

Clearly, China has continued to impress the world with its rate of economic
development. However, this same growth also produces both a desire for an
improved environment as well as new pressures upon Chinese environmental
management. It is our hope that this new environmental policy tool known as
emissions trading takes deep root in China and that its fruit will be a healthy
environment for all Chinese people. While have been crossing the river by feeling the
bottom for stones, we can now see the other side.

il B

Fred Krupp
President
Environmental Defense
30/12/2003
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