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Preface

The China Council for International Cooperation on Environment and Development
(CCICED) was established with the approval of the Chinese government in 1992.
Consisting of senior Chinese and international officials and experts, it serves as a
high-level advisory body with a mandate to conduct research and to provide policy
recommendations to the Government of China on China’s environment and development.
The Council reports to the State Council and each year meets with a senior leader to
discuss its recommendations.

Over the past 20 years, CCICED has witnessed significant change and marked progress
in China in the field of environment and development policy. Over the Council’s tenure,
issues have evolved in number, complexity and significance from those discussed at the
1992 Rio UN Conference on Environment and Development to those demanding
environmental challenges, such as climate change, that have become mainstream economic
and political concerns throughout the world. CCICED continues to be a unique body, highly
relevant to China’s domestic needs and to fostering a better international understanding of
China’s contributions to global environment and development.

With ongoing support from the Chinese government, governments of many other
countries, and international agencies, CCICED has completed four phases. Phase I (1992
—1996) carried out initial policy studies and research on key issues in the field of
environment and development, and disseminated and exchanged international experience
and information on successful policies. Phase Il (1997—2001) shifted the focus from policy
research to policy and project demonstrations. Phase 11T (2002-—2006) was established with
broader priorities, and a number of major policy studies were conducted. Based on the
successful experience of previous phases, Phase IV (2007—2011) drew support from a
larger number of donors and focused concerted attention on issues that will determine
China’s pathway toward becoming an environmentally friendly society. China has entered
into a new era, and CCICED will play a major role in promoting China’s strategic

transformation in environment and development.
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2011 is the first year of the implementation of the “12" Five-Year Plan for National
Economic and Social Development™ marking the green transformation of China’s economic
development mode. At this new starting point, Chinese Government policy will be based on
scientific development as the principal theme, transformation of the economic development
mode as the main thread, promotion of ecological civilization as a new requirement, and the
development of a resource-saving and environment-friendly society as the principal focus.
China will make greater efforts to protect its environment and to promote ecological
civilization.

Against this background. the China Council for International Cooperation on
Environment and Development held its 2011 Annual General Meeting on the theme of
“Economic Development Mode: Green Transformation™ and its 20" Anniversary Forum on
the theme of “Sharing the Achievements, Embracing the Future”. The event focused on
measures that will facilitate low-carbon industrialization, green investment and trade, and
how to achieve green development through institutional and policy innovations.

This Annual Policy Report 2011 contains documents presented to, and policy
recommendations approved by, the CCICED’s Annual General Meeting in November 2011.
It includes an Issues Paper, prepared as a discussion document addressing green
transformation; final reports submitted by three task forces and two special policy studies;
and the Council’s 2011 Recommendations, which have since been forwarded to the State
Council and other governmental agencies. The task force reports represent the views of the
individual teams, which are not necessarily those of the Council as a whole, while the
Recommendations reflect a consensus among CCICED members attending the 2011 Annual
General Meeting.

The materials in this volume offer a great many options for China to consider as it
continues to strengthen its governance of environment and development. We wish to share
them within and outside of China, in the hope that they will lead to a better understanding of
the environment and development challenges facing China and of China’s contribution to
resolving environmental issues domestically and internationally. Further information may be
found on the CCICED web site ( http://www.cciced.net/encciced ), including texts of task
force reports and special policy studies, on which this year’s summary reports are based, as
well as reports from past years.

We extend our thanks to those who support CCICED’s work and China’s
environmental undertakings. We appreciate the financial and other support from the
Government of China and generous donors, and the contributions of many Chinese and

international experts who conducted the research reflected in this volume. The



Preface |

invaluable assistance of the Chinese and International Chief Advisors and their group of
experts, who provided guidance to the research work, the assistance of the International
Secretariat Support Office at Simon Fraser University in Vancouver, and the advice of
Council members, who volunteered their time and expertise in support of this

undertaking, are all gratefully acknowledged.

The Secretariat of CCICED
January, 2012
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Chapter 1 Policy Recommendations to the

Government of China

The 5™ Annual General Meeting (AGM) of the 4™ Phase of the China Council for
International Cooperation on Environment and Development (CCICED) was held from
November 14-17, 2011 in Beijing. The theme of the 5" AGM was “Economic Development
Mode: Green Transformation.”

The Council members noted that the Government of China has formulated the
development strategy for the “1 2" Five-Year Plan” period (2011—20135), taking “Outlook of
Scientific Development” as the main approach, with “transformation of development mode™
as the main mechanism for achieving a “higher level of Ecological Civilization”. In addition
to being the first year of the “12™ Five-Year Plan”, 2011 also marks the 20" anniversary of
CCICED’s establishment. Moreover, global preparations are now underway for the June
2012 Rio+20 United Nations Conference on Sustainable Development. Therefore the green
transformation theme 1s particularly meaningful for the AGM this year. Internationally, there
is considerable discussion and rising levels of commitment to implementation regarding new
concepts such as green growth, green economy, low carbon economy, circular economy, and
green technology. Green transformation has become a favored approach for post-financial
crisis economic recovery.

The world over the coming two decades will be characterized by an enormous growth
of population, increasing living standards, a growing global middle class and a high level
of urbanization. The consequences will be resource and pollution constrained patterns of
development, a situation already existing in many places. Competition for resources and
green solutions will be inevitable. There is a global Green Race underway—a green
competition between countries to become leading suppliers of resource efficient, low
polluting solutions, products and services. The “12™ Five-Year Plan” is the starting point
for positioning China well in this race. Transforming the domestic economy and building
demand for green solutions will create the competencies and scale for greener exports.

The evolution to a future resource-efficient, low-polluting world will be very dynamic.
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Traditional business models for different industry sectors will be challenged. The future will
belong to those who understand this dynamism and can develop new offerings of products,
systems and services that are Green in the broad sense of the word. It is very important,
therefore, that Chinese businesses adhere to international models of Corporate Social
Responsibility (CSR) and other approaches that emphasize concern for environment and
social concerns. These approaches can be good for profitability as well, even though there
are costs to implement them. China will have to consider how best to stimulate businesses to
prepare for this new world. The effort should include Chinese domestic and FDI enterprises,
and Chinese businesses operating abroad, including ODI. All need to be brought eventually
to an equal and high standard of action for environment and development, and be
backstopped by a green financial sector. Much more attention will have to be given to green
market supply chains.

China has a choice at this very important junction: embrace the inevitable Green Race
and position itself as a global leader and supplier of resource-efficient, low-polluting
solutions, or, try to maintain the old role as the supplier of low cost products to a growing
world population. While China’s choice may seem obvious, even already made in the case
of some technologies such as solar and wind energy, the Green Race is still at an early
stage. There are no inherent reasons why China could not chart a Green Transformation
course that will support future well-being and wealth creation. The future of China’s
positioning is mainly in the hands of its leaders and people—not in the hands of external
forces.

In fact, China’s “going green” fits well with the domestic drive toward an
environmentally-friendly society and the new scientific development outlook. Green
transformation reflects the dynamism of innovation and reform. It should be regarded as an
approach to development that emphasizes vigor, balance and sustainability. The ultimate
goal of this form of development is to achieve a new balance in the relationship of
environment and resources, social inclusiveness and harmony, while enhancing China’s
overall status and competitiveness regionally and globally. Green transformation will depend
upon a better level of transparency and openness in decisions, and on careful attention to
appropriate roles for government and market forces. Government needs to provide a clear
regulatory framework to guide the operation of the market, and then to allow the market to
operate freely within that framework.

As China intensifies its efforts to change the current development mode, and gains
deeper understanding of the process and new needs, green transformation is now understood

to be central to the direction and core content of this change. The experience gained during
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the “11™ Five-Year Plan”, and through the inclusion of environmental objectives within the
2008 post-financial crisis stimulus package, has set in place a good basis for future efforts.
China’s national will and existing experience now must be further drawn upon to create a
comprehensive and coordinated approach that can accelerate the pace of change towards
sustainable development; and be more efficient and effective in green transformation of
economic development.

Participation by China’s citizens in green transformation is essential. Certainly as
wealth is created there will be further stimulation of domestic consumption, and it is
essential that the patterns of consumption are sustainable in terms of energy, pollution
control, environmental impacts and maintenance of ecological services, plus many other
aspects related to health, well-being and quality of life. It is essential therefore that a new
level of transparency and openness be achieved so that citizens in both cities and the
countryside gain a full understanding of the roles they can play as they participate in
decision-making and implementation of environment and development matters.
Transparency can be thought of as a driver of change, as an incentive, and as an enforcement
mechanism. Not only is it important in China’s domestic green transtormation, but also in
the greening of China’s international brand with respect to exports and also the long-term
success of China’s investments abroad.

CCICED members are pleased to see that environment and development considerations
have been given considerable attention within the new “12™ Five-Year Plan”. However it is
important to emphasize that environmental transformation and economic transformation
need to become much better aligned since they are interconnected in terms of impacts. This
alignment becomes a central theme for green transformation. China urgently needs a
comprehensive and practical implementation blueprint for green transformation that includes
a development strategy, concrete approach and supporting policies.

CCICED members believe that China’s green transformation could have signifidant
implications globally. Global environment and development progress has fallen short of
people’s expectations, including the quite limited achievements so far of the Millennium
Development Goals, climate change action and ecological protection in many parts of the
world. It is therefore important to identify new directions for sustainable development,
explore a new path and make new breakthroughs. Rio+20 offers one opportunity for China’s
contributions and role to be highlighted, and hopefully its role in global environmental
improvement strengthened. China should be giving the world a clear and unambiguous
picture of its intentions concerning green transformation.

Council members deeply feel that China faces complicated environment and economy
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problems and unprecedented challenges as it implements green transformation. “Speed first”
practices, as shown in a number of serious accidents and scandals, seriously harm human
health and the environment, threaten people’s lives, impair social stability and development
results, and affect public opinion about governance. These incidents have revealed
deep-rooted problems of unbalanced, uncoordinated and unsustainable development—as
China’s leaders have expressed. The shortcomings of social ethics and cultural values are
reflected in problems with across-the-board impacts. Indeed, green transformation of
development pattern is not only a matter of policy, institutional reform and technological
innovation, but also one of social ethics and values.

CCICED members have noted that China’s commitment to all-round transformation of
development pattern and a green development road was once again demonstrated during the
recently concluded 6™ Plenary Session of the 17" Party Congress, as well as in the Opinions
on Strengthening Key Environmental Protection Work just issued by the State Council. The
Opinions document stressed that “reform and innovation shall be the new driving force for
exploring the new path of environmental protection featuring low cost, good returns, low
emission and sustainability”. The Session and the Opinions are an important demonstration
of China’s continued national will to strengthen environmental protection. Cultural
development should also be part of the green transformation efforts. Promoting an
environmental culture and ecological civilization in this process will help to build
environmental ethics in China. To be fully successful, this effort must be linked to strategy
for sustainable livelihoods, and new, more environmentally friendly strategies for economic
growth.

There are less than 10 years left for achieving the goal of an all-round well-off society
in China, and less than 40 years for achieving a fully mature stage of modernization. For the
navigators of this huge ship with the largest population in the world, the journey ahead is
filled with challenges. During this journey, China has to strike a proper balance between
economic growth and environmental protection, transform environmental targets into
genuine and lasting progress on sustainability, propel enterprises to shoulder more
environmental and social responsibilities, and assess and guide its own green transition
process within a global context. If China is successful in making substantive environment
and development breakthroughs during the «12" Five-Year Plan”, a solid foundation will be
laid for China’s sustainable future. Otherwise the process of green transformation will
encounter even greater difficulties—or worse still, may even see existing gains reversed.

CCICED established three task forces linked to the green transformation theme:

Research on the Development Mechanism and Policy Innovation of China’s Green Economy;
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Low Carbon Industrialization Strategy in China; and Trade, Investment and Environment,
focusing on FDI entering China and ODI on the part of China. The Council also carried out
special policy studies on greening China’s supply chains, and on mercury management in
China. The goal for all of these studies is to contribute to the roadmap for transformative
green development in China.

Based upon the research results of these studies and discussions during the AGM,
CCICED proposes five policy recommendations to the Government of China.

1.1 Recommendation 1: Rebuild Social Values, Adjust Government Roles,
and Cultivate Human Resources to Reinforce and Serve an Unswerving
National will on Green Transformation of Development Mode

Green transformation of China’s development pattern requires significant shifts in
social values and behavior. Considering the historical experience of developed countries and
today’s economic realities in China, it will be a long, complex and challenging process for
China to fully realize such transformation. There is a need to understand root causes,
systematically adjust the approaches of the old development mode, and guide both the
economic and environmental transformations. The shift requires consideration of some basic
ideas and values, such as social, cultural and environmental ethics, the role of government in

economic and social development, institutional changes and mechanisms of administration.

1.1.1 Establish a long-term and unswerving national will on the green transformation of
development mode

Although under the severe challenges of the current international economic slowdown,
financial market instability, debt crisis, and slow growth, the Government of China should
not weaken environmental controls, or lower environmental targets and standards to yield to
the economic pressures. It is crucial for the national government to step up its guidance
and supervision of local governments, especially those which may be inclined to ignore
green transformation in favor of strong economic growth. Reversals of this sort may be
common. Therefore green transformation will require unswerving national commitment and

determination.
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11.2 Incorporate the concept of Ecological Civilization into overall social and cultural
development, and reward sound social values and environmental ethics

Greater efforts should be made to promote ecological civilization and environmental
culture, abide by rules of ecology and of social development, and, as appropriate, draw upon
traditional Chinese values and ethics. Environmental values need to become part of an
overall ethical system. Such a system will help provide strong moral and spiritual support to

the green transformation of China’s economic development pattern.

1.1.3 Reform government functions, strengthen its management of public goods and
social service functions for green development

China’s economic system has been progressing, but the government has been relatively
slow in adjusting itself to societal needs in a market-based economy. What’s more, the global
financial crisis to some extent has provided more room for governmental interventions in the
economy. During the post crisis period, it is a pressing concern for the Chinese economy to
shift from overdependence on policy incentives towards a more spontancous growth pattern.
The boundaries of government’s role should be identified more clearly, and its public service
role strengthened.

First, government should not displace the market, and clear distinction needs to be
established between the respective roles of governments and enterprises. Market
mechanisms should help to optimize the allocation of financial resources and government
should help enterprises to play a main role in the green transformation of economic
development mode. Government should refrain from taking market resources, setting up
unnecessary entrance barriers, forcing new investment activities on behalf of enterprises
unless necessary for protection of human health and environment, and using
administrative measures to influence market order and prices. Second, government should
play a major role in environmental protection, energy conservation, social safety, and fair
competition. Third, government should reduce its long-term dependence on administrative
measures and reform natural resource pricing and introduce environmental pricing to
provide a favorable market condition for those enterprises that invest in green economy
and reduce the advantage of those which poliute the environment and squander natural
resources.

In addition, government needs to improve its transparency in disclosing matters related
to public affairs and in decision-making processes. It is also important for government to

build up regionally appropriate emergency response and early warning systems and to



