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Abstract

“Progress on National Carbon Emissions Trading Market for the Power Sector—A
Power Industry Emissions Reduction Report in China 2018" (referred to as “the Report”
hereinafter) presented an overview of the nation’s power sector development and progress
in China's clean energy development. The Report first outlined key policies and regulations
that have driven energy conservation, environmental protection and low carbon
development in China’s power sector since 2017. It then touched upon the broader context
of the global carbon market, its latest development and implications for China’s National
Carbon Emissions Trading Market (ETS) formation. Furthermore, the Report analyzed
relevant policies and research outcomes in China's National ETS construction and
summarized market efforts by key stakeholders from government, industrial associations to
corporations, then identified challenges unigue to China’s National ETS establishment with a
focus of its implication to the power sector. The Report concluded by proposing relevant
policy recommendations to speed up the implementation of China's National ETS.

The Report is divided into three parts:

The first part reviewed China's overall power industry development and clean
development of coat - fired power in 2017. By end of 2017, China’s installed power
generation capacity reached 1777.08 GW and capacity from non - fossil fuels sources
accounted for 38.8% which included hydro, nuclear, on— grid wind and solar. According to
National Statistics Bureau, China's total power generation in 2017 was 6417.1TWh with
30.3% from non- fossil fuel sources. 2017 also saw standard coal consumption for power
generation from thermal power plants with capacities over 6000kW at a level of higher
efficiency at 309g/kWh. Overall, China’s power industry continued to enhance overall
industrial climate change mitigation ability. In particular, the coal — fired power plants
accelerated ultra — low emission technology deployment, while the thermal segment

underwent an in- depth pollution permitting system reform. Key indicators from total



pollutant emissions, energy efficiency and conservation to resource utilization achieved
continuous improvements, with the industry's total emissions and energy intensity reduced
on a year to year basis.

The second part then focused on the role of carbon market in driving green development
worldwide and the steps China is taking to leverage sector based National ETS to achieve low
carbon development. This part first provided a broader context on international carbon market
evolution, how it became recognized as one of the most cost— effective approaches to achieve
emission reduction globally, followed by updates of all major carbon markets at national and regional
levels and the implications on China's emerging National ETS. Globally there are 21 carbon trading
systems in operation, among which the most established are in the European Union(EU) and the
United States. The Report went on highlighting main factors and lessons from these markets in
their legal and policy frameworks, allowance allocation methods, carbon emission data management
infrastructures and general operation approaches, to inform Chinese stakeholders in guiding
China’s National ETS development.

In 2018, Chinese government paved the way for National ETS construction through a
new set of policies and regulations, which outlined China National ETS's objective, basic
principle, implementation timeline, priorities and roles for multiple stakeholders from the
government, industrial associations to corporations. So far key institutions are formed at all
levels of governments in China to best support the National ETS construction. At the top
leadership, The National Leading Group on Climate Change, Energy Conservation, and
Emission Reduction was formed to serve as the central coordination body, with the newly
restructured Ministry of Ecological Environment (MEE) serving as the administrative body to
oversee China’s climate change policy execution and ETS governance. In addition, China has
grouped top— notch climate experts to form the National Expert Committee on Climate
Change to develop significant framework, studies, policies and supporting measures to
boost the National ETS development,

At the industry level,various industrial association played a critical role in establishing
internal coordination mechanism, publishing industry— wide guidelines to address climate
change and working closely with the government agencies to promote their industries’
ability in climate adaptation and mitigation. Specifically, their approaches included drafting
industry emission and MRV standards, conducting research on industry's emissions

reduction pathways and enhancing industry— wide understanding and capacity to climate



mitigation through international cooperation, etc.At the corporate level, in response to the
urgency and call to counter climate change, power companies installed carbon emission
management systems, actively complied in the ETS piloting programs, strengthened internal
carbon emission control and information management. Case in point, China Electricity
Council (CEC) spearheaded in building consensus among all power sector stakeholders on
critical issues from benchmark setting and allocation, to continuous emission monitoring
system (CEMS) and technical guideline adoption. Its leadership was widely recognized and
championed for ensuring power sector’s smooth integration into China’s Nation ETS.
Besides all the positive development in China’s power sector low carbon development,
the third part laid out challenges facing China's National ETS at its initial construction phase.
They are namely four— fold: first, the potential for thermal power to further reduce their
emissions is shrinking; second, some existing policy requirements are in conflict with carbon
reduction targets; third, pivotal mechanisms to the National ETS constructions remain
missing, and last, the fact that emerging carbon market and the existing power market
demand further linkage and coordination. The Report then zoomed in to decipher
implications National ETS may impose upon the power industry, and suggested four
potential outcomes: (1)ETS may constrain power industry expansion, and in turn will demand
the industry as a whole to optimize and diversify its sourcing portfolio; @ National ETS will
enable the power industry to discover carbon price; (3)National ETS could incentivize power
industry to achieve carbon emissions reduction at a lower cost; @ National ETS presents a
great opportunity for power companies to adopt refined management. These analysis have
led the Report to conclude with seven policy recommendations for the power sector in its
integration into China's National ETS: (1)to raise power sector awareness to the necessity
and approaches to de— carbonization;2'to enhance power industry’s internal coordination
strength through collective emissions reduction efforts; (3)to best leverage the roles and
functions of industrial associations; 4’ to ensure an appropriate allowance allocation
mechanism is in place to reflect industry characteristics and needs;5)to consult with other
sectors to allow proper flexibility inallowance allocation, to facilitate other sectors’
integration into the system in the ETS’ rollout at the second phase ;©)1o propel synergies
between the emerging carbon market and the existing power market; and (7) to build the

National ETS progressively and incrementally.
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