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Abstract

This annual review looks into policy implementation and institutional innovation
through the lens of four topics. Selection of the topics is based on the understanding
that good policy performance relies on policy implementation, and that innovation of
policy as well as innovation of policy implementation mechanism relies on the
innovation of broader institutional environment. Previous research has revealed that
the target responsibility system ( hereafter referred to as TRS) plays a critical role in
energy conservation and carbon reduction policy implementation in recent years. As
a matter of fact, the establishment of TRS is indeed an innovation of energy
conservation policy implementation mechanisms. With the establishment and
implementation of TRS, energy conservation policy implementation in China
transitioned from the “line” system dominated by central government agencies in
charge of industrial sectors to the “block” system dominated by local governments.
Despite the fundamental institutional reform, governments remain as the core of the
governance structure of the energy conservation policy implementation model. What
contrasts sharply with the energy conservation policy implementation model is the
development and deployment of renewable energy. In the case of wind energy, for
instance, the central government plays the role of setting policy winds and
objectives, creating market incentives, and specifying the rule of competition
through laws, regulations and guidelines. And markets have replaced government to
become the core of governance. In the case of solar energy, enterprises are the
leading force behind photovoltaic ( PV) manufacturing and deployment. Taking
advantage of the international market and technology, enterprises have fueled the PV
industry growth, and have pushed governments to formulate policies beneficial for
the industry. In summary, energy conservation, wind energy, and solar power
represent three distinctive models of policy implementation.

Energy conservation target responsibility system ( TRS)

TRS is the fundamental institution underlying energy conservation policy
implementation in China since the 11" Five-year-plan period ( FYP). TRS is
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effectively implemented in four levels of governments including provincial,
municipal, county, as well as township governments, and a broad range of energy
intensive enterprises. TRS has played a critical role in achieving energy conservation
targets since the 11" FYP. The establishment of TRS marks the transition of energy
conservation management system from the central government industrial agency -
dominated model to the local government-dominated model, thereby strengthening
the gradually weakened energy conservation management agencies as a result of
government restructuring since 1998. With the advent of the TRS, local
governments strengthened leadership of energy conservation, created and
strengthened energy conservation supervisory and law enforcement agencies and
energy accounting agencies, which laid a firm institutional foundation for the
achievement of energy conservation targets. Local governments have complemented
central government fiscal support with local fiscal support for energy conservation,
and increased the fiscal support from year to year. Meanwhile, local governments
have stimulated the development of innovative energy conservation mechanisms such
as energy performance contracting ( EPC ), effectively mobilizing energy
conservation action at enterprises. TRS increased enterprise leaders’ awareness of
energy conservation in decision-making and to some extent redirected capital towards
energy conservation.

The core mechanism under which TRS performs its function is the transfer of
pressure of energy conservation, turning the will of the central government into
energy conservation targets of all levels of local governments and energy consumption
entities. The key of TRS is to synergize assessment of Jocal governments by central
government through the “ energy conservation accounting, monitoring and
assessment plans” and the performance evaluation of local government officials by the
Organization Department of the Communist Party of China Central Committee in
accordance with the Energy Conservation Law. As a result, the administrative
assessment of local governments becomes political assessment of major local
government leaders. The assessment is very powerful at stimulating local governments
and government leaders’ energy conservation action. However, it is important to
note that the institutional foundation of TRS is the “ pressurized” institution
prevailing in China’s government system. The “pressurized” institution is admittedly

effective, but has obvious defects. Even though TRS transfers the targets and
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indicators of higher levels of governments to lower levels of governments, it fails to
internalize the target of higher levels of governments to the target of the lower levels
of governments. As a result, the transfer of pressure stimulated more active
implementation of energy conservation policies at the lower levels of governments,
but it hardly triggered their internal motivation for energy conservation action.
Implementation in the absence of motivation inevitably does not generate creativity.
Long-term mechanism for energy conservation should take advantage of market-based
mechanisms, eliminate institutional barriers that inhibit energy conservation of
enterprises, and induce a higher and achievable return on investment for energy
conservation action.

Energy efficiency finance

Abundant finance ensures the implementation of energy conservation policies.
The significance of tracking energy efficiency (EE) finance lies in not only accurately
capturing finance scale and channels, but also applying finance as the window to
examine the implementation as well as the effectiveness of energy conservation
policies. Over the course of 11™ FYP, China invested a cumulative amount of
RMB 822. 4 billion in the energy efficiency sector and became the global leading
investor. Government budgets contributed RMB 157.3 billion, accounting for
19.1% of the RMB 822.4 billion invested. More specifically, the central
government providled RMB 104.4 billion (12.7% ) and local governments
collectively provided RMB 52.9 billion (6.4% ). Non-government agents
contributed RMB 649. 8 billion, representing 79% of EE finance; and international
sources added another RMB 15. 3 billion, accounting for 1. 9% of EE finance.

During the 11™ FYP, EE activities achieved energy savings of 408 Mrtce,
representing 64% of the total energy savings realized to fulfill energy intensity
reduction of 19. 1% . China adopted several innovative approaches to finance EE
activities in the 11® FYP. For example, China used outcome-based rewards instead
of activity-based subsidies to engage enterprises. Rewards achieved a noticeably
higher leverage ratio than subsidies; One unit of government expenditure via
rewarding leveraged 22. 6 units of corporate investment; by contrast, one unit of
government expenditure via subsidizing leveraged 14. 9 units of corporate investment.
Moreover, the CHUEE ( China utlity-based energy efficiency) program exercised‘

project loan, which is quite unfamiliar to China’s commercial banks. The operator
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