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PREFACE ONE

On behalf of the U.S. Environmental Protection Agency, | would like to commend the
research and findings of the Feasibility Study examining the potential use of market-based
mechanisms for sulfur dioxide (SO,) reduction in China.

Recognizing that the United States and China share a common interest in reducing the
threat posed by SO, and fine particle poliution, EPA and China’s State Environmental
Protection Administration (SEPA) agreed to collaborate on this effort in April 1999. The
basis for the study emerged from two Sino-U.S. workshops on SO, and emissions trading,
as well as numerous small workgroup meeting. The use of market-based mechanism—
specifically the cap and emission trading in EPA’s Acid Rain Program—nhas led to significant
reduction in SO, emissions from the United States’ power sector at a fraction of the
expected costs. Moreover, reductions occurred at a time of rapid economic growth. The
exploration of this policy option offers an appropriate approach to the pursuit of China’s dual
goals of increased economic output and a cleaner environment.

The Feasibility Study provides a history of U.S. acid rain programs and policies, with a
detailed description of the design, operation, and results of our SO, cap and trade program.
We continue to find that cap and trade delivers the most cost-effective approach with the
greatest emission-reduction benefits from large sources. In fact, cap and trade is the
cornerstone of our new Clear Skies Initiative, which will seek further emissions reductions
from the U.S. electric utility sector.

This document details the fundamental elements for the development of an effective
cap and trade program, and it identifies institutional barriers that need to be addressed.
Highlighting some valuable lessons we have learned, the study should prove instructive to
policymakers during the design of SO, control policies specific to the needs and
circumstances in China.

With the study providing a strong foundation for progress, EPA looks forward to
continued collaboration with SEPA on the reduction of SO, and fine particle pollution.

L st

Christine Todd Whitman,
Administrator,
U. S. Environmental Protection Agency

Octoberl3, 2002
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PREFACE TWO

During Premier Zhu Rongji's visit to the United States in April 1999, Mrs. Carol M.
Browner, former administrator of U.S. Environmental Protection Agency (EPA), and | co-
signed a file of intent for bilateral cooperation on creating a Feasibility Study on Reducing
SO, Emission through Market Mechanism in China. The cooperative project has been
implemented by the Department of Planning and Finance of the China State Environmental
Protection Administration (SEPA) and the Clean Air Markets Division of U.S. EPA. The
objective has been to introduce market mechanisms to achieve SO, control targets in China,
using the successful U.S. experience in SO, pollution control, especially in the field of SO,
allowance trading as a reference.

Air pollution has long been one key field in environmental protection in China. From
1996 to 2000, China’s GNP increased by 8.3 percent annuaily while the total amounts of 12
main pollutants, including SO,, decreased by 10-15 percent, compared with the levels in
1995. The deteriorating trend of environmental pollution has been basically controlled, with
environmental quality in some cities and areas improving. However, China’s current
environmental situation is still very challenging, and the total amounts of some pollutants
are still high. In 2000, China’s SO, emission was 19.95 million tones, much higher than the
environmental loading capacity. In some areas, the environmental problem has been one
significant factor that does harm to human health and restricts the economic development
and social stability.

China has identified stricter national environmental protection objectives for the Tenth
Five-Year Plan Period (2001~2005). By 2005, the total SO, emission should be reduced by
10 percent below 2000 levels, while the SO, emissions in SO, Pollution Control Areas and
Acid Rain Control Areas should be reduced by 20 percent. This difficult task will directly
affect the ability to realize the environmental protection objectives and socioeconomic
strategic objectives in the Tenth Five-Year Plan Period. China is now under the key stage of
implementing the Tenth Five-Year Plan, Controlling the total pollutants is the main method of
environmental protection in the Tenth Five-Year Plan Period. Itis very important to adhere to
the combination of governmental regulation and market mechanisms, to create new
mechanisms and implement scientific decision-making, and to comprehensively apply legal,
economic, public participation, and other instruments, for the realization of environmental
protection objectives for the Tenth Five-Year Plan Period, and for promotion of coordinated
economic, social, and environmental development.

The control of SO, requires significant manpower, materials, and financial resources,
China’s economy is still in a developing stage, and this study thus provides a good



exploration for the use of market mechanisms in China to reduce SO, pollution with minimal
costs. Over the last three years of implementation, officials, experts, and enterprise
representatives from both sides have communicated widely and deeply on the platform
created by the project. From November 1999 to October 2000, two Workshops on the
Feasibility of SO, Emission Trading in China were respectively held in Beijing and
Washington. Several visitor exchanges and personnel trainings have also been organized.
Through these methods of communication, mutual understanding has been strengthened
between both sides, which has laid a sound basis for the completion of the study.

This feasibility study is the result of great efforts of experts, enterprise representatives,
~and governmental officials from both sides. Local environmental protection bureaus in
Chinese pilot cities have also contributed a lot. Herein, [, on behalf of China SEPA, express
sincere thanks to all of these people.

ﬂ 2
XIE Zhenhua

Minster

State Environmental Protection Administration
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