China Gets Tough on Carbon
by Jane Qiu
June 12, 2013 - Cap-and-trade pilot schemes set stage for nationwide roll-out.  China, responsible for about 1/4 of the world’s CO2 emissions, has ambitious goals to reduce them — but has been unwilling to set absolute targets, for fear of slowing economic growth.  There are now signs that its position is changing.
On June 18, the country will launch an emissions-trading scheme in the southern city of Shenzhen, marking its 1st attempt to cut emissions using market mechanisms.  Under the scheme, more than 630 industrial and construction companies will be given quotas for how much CO2 they can emit.  Companies that pollute more than they are allowed will have to buy credits from cleaner counterparts that reduce emissions below their quota — thereby creating a price for the greenhouse gas.
Another 6 such cap-and-trade schemes will be rolled out by the end of the year in the cities of Beijing, Tianjin, Shanghai and Chongqing, and the provinces of Guangdong and Hubei.  The trial will cover 864 million tonnes of CO2 by 2015 — around 7% of China’s total emissions and about the total amount emitted by Germany each year, according to a report by the London-based analyst firm Bloomberg New Energy Finance.  These regional pilot schemes will set the stage for the nationwide carbon market that is scheduled to launch in 2016.
China has committed to cutting its carbon intensity — carbon emissions per unit of gross domestic product — by 40–45% of 2005 levels by 2020, which allows for increases in emissions, although at a slower rate.  Initial emissions limits for the regional schemes will be set by applying the carbon-intensity targets to the emissions of individual companies.  In 2016, this system will be scaled up nationally, again in line with carbon- intensity targets.
After 2020, this plan is likely to be replaced with an absolute cap that would require a decline in overall emissions covered under the scheme.  Such a move will depend on the effectiveness of an array of planned energy policies, researchers say.  “It’s not difficult from a technical point of view,” says Xiang Gao, a member of China’s climate-talks delegation and a researcher at China’s National Development and Reform Committee (NDRC), the powerful ministry responsible for planning the country’s economic and social development.  “It’s a matter of political will — which, in turn, will depend on whether the top leadership can be convinced that such a move is best for the country’s economy and social stability,” Gao says.
Researchers say that China has reasons beyond climate change to implement emission caps.  In the past few years, rampant air pollution has caused increased public resentment and social unrest across the country.  “China may not have a choice any more,” says Knut Alfsen, head of research at the Center for International Climate and Environmental Research in Oslo.  “It’s just much better to control total emissions.”
A commitment from China to cap emissions “would breathe new life into climate talks”, adds Alfsen, who is also a member of the China Council for International Cooperation on Environment and Development, an international think tank that works closely with China’s cabinet and the NDRC.  At the next climate-change summit, in Paris in 2015, nearly 200 countries will aim to reach a legally binding global agreement on emissions cuts, which would take effect in 2020.  Kelly Sims Gallagher, an expert on energy and environmental policy at Tufts University in Medford, Massachusetts, says that an ambitious emissions cap from China “would send a strong political signal to the world” and would make it easier to pass more aggressive climate legislation in the United States, where there is strong political resistance to national climate regulations.
Most researchers contacted by Nature are only cautiously optimistic that China can cap its emissions.  A carbon ceiling for China “depends in part on how successful the pilot schemes will be”, says Lei Ming, an environmental economist at Peking University in Beijing.  “We will have to cross the river by feeling the stones,” he says, citing the famous one-liner by the late reformist leader Deng Xiaoping.
One of the main challenges for the nationwide cap-and-trade scheme will be establishing its credibility.  Verifying emissions, for instance, will be difficult in such a large country, says Gallagher.  David Yuetan Tang, board secretary of the Tianjin Climate Exchange, which is in charge of one of the 7 pilot emission-trading schemes, says that there is an institutional void about who will do this — and also a legal void about how companies will be punished for fraudulent claims or emissions excesses.  “This is absolutely paramount, because emission quotas are money,” he adds.
Moreover, whether emissions trading can work under China’s political system remains to be seen, critics say.  “The energy market in China is not entirely free and has a lot of government interference and monopoly,” says Qi Ye, an environmental-policy researcher at Tsinghua University and director of the Beijing office of the international think tank Climate Policy Initiative.  The price of electricity, for instance, is heavily controlled, he says, which could seriously diminish the impact of imposing a carbon price on electricity producers.
Emissions trading is just one of a series of energy and pollution policies due to be introduced in the next few years.  For instance, Beijing is considering implementing a carbon tax, to rein in pollution by sectors not covered by cap and trade, and continues to invest aggressively in renewable energy.  It has also pledged to reduce the production and use of hydro-fluorocarbons, powerful greenhouse gases used in refrigeration and air conditioning.
 www.nature.com/news/china-gets-tough-on-carbon-1.13175

China Is Testing Cap-and-Trade — But Will It Outsource Pollution to Interior Provinces?
by Brad Plumer
June 12, 2013 – China is getting ready to test out cap-and-trade systems to constrain CO2 emissions in 7 different cities.  By the end of 2013, the pilot programs will cover about 7% of the country’s pollution.  Jane Qiu provides more detail in Nature.
If these pilot programs prove effective, China then hope to roll out a nationwide system by 2016.  The stated goal, at least for now, is a program that will require China’s overall carbon emissions to peak by 2020.  But that’s only if things go according to plan.
So what’s the hitch?  Qiu reports on a couple of big hurdles facing China’s regulators.  Measuring and verifying emissions in such a large, sprawling country will be tricky.  It’s not at all clear whether companies will be fined or punished for violating the cap.  Other experts have doubts that a cap-and-trade system will actually curb emissions, so long as the price of electricity in China is heavily controlled and regulated by the state.
But there might be an even bigger structural problem.  A new study in the Proceedings of the National Academies of Science points out that the wealthy coastal provinces in China are now “outsourcing” a big chunk of their carbon pollution to the poorer inland provinces.
That is, factories and coal plants in China have been migrating to less-developed areas, where they’re used to make goods that are then shipped to places like Beijing and Shanghai.  
Okay, so why does any of this matter?  Because, the authors of the PNAS study note, different provinces have different targets for CO2 emissions.  But if wealthier provinces can simply shift around some of their pollution to the poorer provinces, the targets could conceivably be met without any real progress being made.
The “more ambitious targets set for the coastal provinces may lead to additional outsourcing and carbon leakage,” the researchers caution, “if such provinces respond by importing even more products from less developed provinces, where climate policy is less demanding.”
This concern has often been raised whenever discussion about cap-and-trade comes up within the United States.  What if, critics say, the cement and steel industries respond by moving to China, where the pollution rules are less stringent?  But as it turns out, China may have to deal with the same issue internally.
 www.washingtonpost.com/blogs/wonkblog/wp/2013/06/12/china-is-testing-out-cap-and-trade-but-theres-a-big-potential-flaw/

Carbon Trading with Chinese Characteristics
by Mark Nicholls
June 17, 2013 – On June 18, China’s pioneering city of Shenzhen is set to notch up another 1st.  This year, alongside the cities of Beijing, Shanghai, Tianjin and Chongqing as well as the regions of Guangdong and Hubei, Shenzhen is imposing greenhouse gas targets on hundreds of companies, ranging from power plants to airport operators.  The goal is to develop a national carbon market over the next decade that could help put the brakes on the world’s largest CO2 emitter.
“China has internationally pledged 2020 climate targets,” observes Chai Hongliang, an analyst at Thomson Reuters Point Carbon, an Oslo-based information-provider specializing in carbon markets.  He is referring to a commitment 1st made by China ahead of the 2009 Copenhagen climate talks to reduce its economy’s overall carbon emissions per unit of GDP to 40 to 45% below 2005 levels by 2020.  “It has 2 ways to reach the target: shut down factories in the last months of 2020, or use more market-based approaches like emissions trading,” Chai adds.
As with emission-trading programs elsewhere, polluters in China’s pilots have 2 options: 1st, they can meet their targets by reducing their own emissions—by investing in energy efficiency, say, or curbing production.  Alternatively, they can buy carbon allowances or credits from companies that have spare allowances or from projects elsewhere in China.
Shenzhen faces the toughest target.  The companies in its pilot emitted the equivalent of 31 million metric tons (Mt) of CO2 in 2010.  They will be allocated around 100 Mt of allowances for the duration of the 3-year trial, although expected economic growth means they will have to reduce their carbon intensity by an estimated 30% by 2015 compared with 2010.
Balancing the need for economic growth with carbon control is a challenge.  Emissions in China are expected to rise for years, given the importance China’s political elite continue to place on economic growth.  Some observers question how much pressure China’s planners are prepared to put on its big emitters.  The pilots set emission limits from January 2013 through the end of 2015.  “I think the emissions caps will be relatively lenient,” Chai says.
Certainly the regulators will be eager to avoid any “carbon leakage”—that is, driving industry out of their jurisdictions by imposing too stringent targets ahead of any national program.  But at this point Chai can only speculate about their stringency.  Limited information is available about participating companies, their historical emissions—and even the rules under which the pilots will operate.  Part of the reason is that some of these data do not exist.
The Problem with Data
To run effectively, markets rely on an unimpeded flow of information, clear rules and rigorous oversight.  China could both benefit from the lessons of earlier efforts, such as Europe’s flagship carbon market—the world’s largest, known as the European Union Emissions Trading System, or ETS.  It is under fire from some environmentalists because of its relatively lax targets and low carbon prices, along with its vulnerability to fraud and abuse.
For the regulators drawing up targets, “there are existing processes and mechanisms on energy consumption which could be drawn on, as well as local exercises in creating GHG [greenhouse gas] inventories,” says Lina Li, a Beijing-based carbon markets expert at Netherlands-based consultancy Ecofys.  Her firm has advised local regulators and international donors on creating carbon market regulations and infrastructure in China.  “But there are still challenges regarding emissions data at the company level.”
This is exactly where the E.U. was in 2005, when it embarked on the pilot phase of its ETS—and the lack of emissions data allowed companies to game the system.  E.U. governments asked companies to provide their own, unverified historical emissions data, and many inflated their numbers so as to claim more free allowances from government.  This practice created an overhang of surplus permits that led to a price collapse in 2007.
Generous allocations of allowances are probably inevitable as the price paid for industry acceptance, however, suggests Karl Upston-Hooper, legal counsel of GreenStream Network, a Finnish carbon asset manager that is active in China.  “You will struggle to find an ETS that is not over-allocated” in its early phases, he says.  Indeed, he argues that the pilots in China are less about creating carbon markets and more about gathering data.  “I’ve taken the view that they’re implementing an emissions-monitoring system, not a carbon market—and I’m okay with that as a 1st step on the road.”
Most observers—including from the environmental movement—are prepared to give China’s regulators time to get things right.  “It is our view that the 1st step for Chinese ETS is to get the system right from the beginning—the trading platform; the monitoring, reporting and verification system; [emissions] inventories; getting companies informed and cooperative—and gradually shift toward more stringent caps,” says Li Shuo, a climate and energy campaigner for Greenpeace East Asia.  Plenty of studies see China’s emissions peaking by 2030.  Some are more optimistic: recent ones predict 2025 to 2030.
A further data challenge is whether China’s regulators will be sufficiently transparent and even-handed when it comes to the country’s carbon markets.  “In Europe and elsewhere, ETS data are under public scrutiny.  That may not be the case in China,” says Point Carbon’s Chai.
Another concern is insufficient coordination among the 7 pilots, Li says.  Indeed, rivalry exists among the various authorities, with Beijing deliberately encouraging a degree of “policy competition” to test differing approaches to see which works best.
Last, despite a recent announcement by the powerful National Development and Reform Commission (NDRC) that it is to propose a national carbon cap for China’s next 5-year plan, which runs from 2016 to 2020, a national Chinese carbon market is not assured.  Other methods could prove more effective.  “In China the ETS is not the only tool,” says Wu Changhua, Beijing-based Greater China director of the nonprofit Climate Group.  She notes that the nation’s finance ministry is promoting a carbon tax, whereas other government ministries are considering a system for crediting and trading energy-efficiency improvements.
Wu also cautions that international media speculation around the introduction of a national carbon cap by 2016 is overblown.  She argues that the NDRC is agitating for the inclusion of the concept in the next plan to ensure resources are available for more research and policy development.  “One thing is for sure,” she adds.  “The political leadership in China is much more serious, stronger and determined to tackle environmental problems.  But it will be a journey.  We’re not going to get there immediately.”
 www.scientificamerican.com/article.cfm?id=carbon-trading-experiments-in-china

China Takes Cautious Step Toward Carbon Emission Trading
by David Stanway
June 18, 2013: Beijing (Reuters) - China launched its 1st pilot carbon emissions exchange on Tuesday, though plans for a nationwide roll out and efforts to apply the scheme to some polluting heavy industries could be undermined by a slowdown in the world's #2 economy.  High-emission industries such as aluminum and steel are likely to resist higher costs, as they are already battling weak prices due to tepid demand and a persistent supply gut.
"It is a very big concern for Beijing and for local governments - how to strike a balance between controlling emissions and maintaining economic growth, especially amid a general slowdown in the economy," said Shawn He, lawyer and carbon specialist at the Hualian legal practice in Beijing.
While the exchange in the southern city of Shenzhen will not immediately lead to a big cut in China's emissions of climate-changing greenhouse gas, now the world's highest, it does still represent a statement of intent by Beijing, campaigners said.  "This is just a baby step when you look at the total quantity of emissions, but it enables China to establish institutions for carbon controls for the 1st time," said Li Yan, head of environmental group Greenpeace's climate and energy campaign in China.
Under such a cap-and-trade scheme, companies must buy allowances from others if they want to exceed carbon limits.  But there is still a long way to go in China.  The design of its pilot platforms - as well as the national scheme that would eventually replace them - face economic and social pressures.
"Of course, decision makers have to look at the social impact - the carbon market cannot be designed in an idealistic way and you have to make sure the design of the mechanism will address such issues as social stability," said Wu Changhua, China director with the London-based Climate Group consultancy.
The example of carbon markets overseas is not encouraging, as the global financial crisis saddles Europe's Emissions Trading Scheme with a crushing oversupply of carbon credits and record low prices.
The Shenzhen exchange is one of 7 pilot schemes due to be launched this year or next.  It will involve 635 local industrial enterprises accounting for more than a quarter of local GDP and more than 30 million tonnes of CO2 emissions.  But that is still a drop in the ocean compared to the country's total emissions of around 8 billion tonnes last year
Other platforms due to start in 2013 include one in the business hub of Shanghai, where leading steel mill Baoshan Iron and Steel will participate, and Hubei province, home of Wuhan Iron and Steel.
Industrial Impact
While giant oil firms like CNOOC and PetroChina will take part in the Shenzhen scheme, few of the companies involved will be from bloated but carbon-intensive heavy industrial sectors such as steel or aluminum.  Figuring out how to include them is likely to be a bigger challenge.
Late last year, China's industry ministry told firms in sectors like steel to reduce their 2010 carbon intensity rates - the volume of CO2 produced per unit of output - by 18% by 2015.  That was a massive burden, for a sector already bruised by rising input costs and minimal returns, with the country's economy growing at its slowest pace for 13 years in 2012 and, so far this year, surprising on the downside.
But while it will add to the costs of struggling firms, it could also give Beijing another tool to bring wayward industries in line with state policies and force polluting firms to close.  Carbon trade will give local governments an alternative source of revenue, as well as an incentive to free up some of their CO2 allocations by closing small steel mills.  Jiang Feitao, a researcher at the China Academy of Social Sciences who has studied the impact of environmental policy on the steel sector, said smaller companies would be hit hardest by costs.
National Trade
After Shenzhen, Shanghai and Hubei, 4 more pilot exchanges are due to open in the capital Beijing, the sprawling industrial municipalities of Tianjin and Chongqing, and the manufacturing centre of Guangdong province on the southeast coast, probably next year.
The National Development and Reform Commission said the 7 pilot schemes will begin a process of integration in 2015 and that a nationwide platform will go into operation some time before 2020.  But the 7 regions were given considerable leeway to design their own schemes.  It remains unclear how they will connect together.
"My guess at this moment is that they will set up a national platform and gradually integrate the 7 pilot schemes into that one, but we don't know the architecture yet - this is very new," said Climate Group's Wu.
He, the lawyer, said China still needed legislation to give legal recognition to the concept of carbon trading.  It also needed to solve the longstanding problem of measuring emissions.  "I don't think it is possible to get to a national market by 2015 - there are many technical issues to be addressed to integrate these islands into one continent," He said.
China also eventually needs to set a national limit on emissions, and allocate this to individual industries and provinces, to establish a full countrywide trading scheme.  "Realistically, we are looking at 2025 before we have a cap - a few years ago some were saying 2040 or 2035, so we have already made progress," said Wu.
"Growth will continue to be the #1 priority.  Cap-and-trade will be one of the ways of trying to grow differently, but China is still a developing country and we have to grow."
http://uk.reuters.com/article/2013/06/18/china-carbon-trading-idUKL3N0ET2P220130618
