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Key points 
 

• China has, for self-interested reasons, moved to slow the growth rate of its greenhouse 
emissions. China has reduced its energy intensity, become a world leader in renewable energy, 
and is rapidly establishing carbon trading systems. These actions not only have positive impact 
on the climate, they also drive economic growth, reduce fuel dependency and create export 
opportunities. 

 
 

• China’s main exposure to the carbon market has been through the Clean Development 
Mechanism (CDM). The CDM has driven renewable energy development and built capabilities 
in carbon measurement and auditing. This positive experience with carbon markets has 
contributed to China choosing to establish its own domestic carbon trading scheme. 

 
 

• Emissions trading schemes are set to play an important part in the next phase of China’s 
climate change policy. China’s ambitious pilot schemes will already represent the world’s 
second largest emission trading schemes and are expected to lead to a nationwide system in 
2015-2016. 

 
 

• The establishment of an emissions trading scheme in China should be viewed in the broader 
context of developments in the Asia-Pacific and globally. China’s scheme dovetails with other 
global schemes, paving the way for a global climate change agreement coming into force in 
2020.  
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Executive Summary 
Overview 

Over the past 5 years the Chinese authorities have pursued a proactive climate change policy. The 
measures taken by the government to slow down the growth of emissions have had significant positive 
results.  Between 2005 and 2010, China’s energy intensity of GDP fell by 19%, with the majority of this 
improvement driven by improvements in energy efficiencyi. Moreover, China has witnessed a boom in 
clean energy, and is now the world’s largest producer of renewable energy.ii  

However, China’s absolute carbon emissions continue to rise, driven by coal-fired power generation, as 
China’s per capita carbon emissions catches up with industrialised countries. In order for China to 
contribute to avoiding catastrophic climate change, the Chinese authorities recognise that an even 
bolder climate change policy is required.  Having studied the successful establishment of carbon 
markets elsewhere, and witnessed the positive impact of the Clean Development Mechanism in China 
itself, the Chinese authorities are developing a series of provincial emissions trading systems, in order 
to put a price on carbon.  By pricing carbon, enterprises in China will be incentivised to produce more 
efficiently, and will invest further in low carbon technology. 

Seven pilot emissions trading schemes in multiple geographies will be launched in 2013-14. Though 
covering a fraction of China’s total emissions, in aggregate they will make up the second largest 
emissions trading scheme in the world. These pilots are expected to cover 700 million tonnes of CO2e 
by 2014, compared with 382 million tonnes in Australia, 165m tonnes in California and 2.1 billion 
tonnes in Europe.  Depending on their design, individual pilot schemes will cover a range of industries 
including electricity, cement, iron and steel, chemicals and large public buildings. The Chinese 
government will then study these pilot schemes with the hope of launching a nationwide scheme by 
2015-16. This nationwide scheme dovetails with other carbon pricing schemes, such as California, 
South Korea and Australia. 
 

Structure 

SECTION 1  of this paper examines China’s climate policy over the last 5 years, exploring the 
motivations, policy choices and results of these actions. 

SECTION 2  analyses China’s experience with carbon markets to date, and focuses in particular on 
the role of the CDM in driving emission reductions in China. 

SECTION 3  studies the pilot emission trading schemes which will be launched in 2013-14 and  
explores how these pilots fit into the aim of establishing a nationwide scheme by 2015-16. 

SECTION 4  discusses how China’s emission trading scheme fits into the global picture of climate 
change mitigation.      
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SECTION 1: China’s recent climate change policy 
Over the past five years, China has, for self-interested reasons, moved to slow the growth 
rate of its greenhouse emissions. China’s climate policy has been described as ‘best-in-
class’iii among major world economies. China has reduced its energy intensity, become a 
world leader in renewable energy, and is rapidly establishing carbon trading systems. This 
section analyses the motivations, policy measures, and major achievements.  

 

China’s proactive climate change policy has 
been driven by high-level, often self-
interested motivations. 

Strengthening energy security is a major 
concern for the Chinese government. Energy 
efficiency measures combined with renewable 
energy can decrease China’s dependency on 
foreign fossil fuels.  
Developing the low carbon economy 
presents attractive export opportunities and 
creates jobs. Building domestic capacity in 
clean technology is supporting Chinese 
businesses in an important emerging industry. 

Avoiding dangerous climate change is 
strongly in China’s interests. China is 
particularly vulnerable to changes in climate. It 
has 22% of the world’s population but only 7% 
of its arable land.iv Its water resources are 
already under intense pressure.  

Showing international leadership on 
climate issues enhances China’s global 
reputation. Strong domestic action strengthens 
China’s position in international climate 
negotiations. 

Historically, China’s climate policy has relied 
upon predominantly command-and-control 
mechanisms. 

Under the ‘1,000 enterprises programme’, 
launched in 2004, China’s largest polluting 
enterprises (accounting for 33% of national and 

47% of industrial energy usage)v were 
instructed by the central government to reduce 
their emissions. Targets were set at the 
provincial level, with enterprises and 
governmental officials who achieved the goal 
rewarded for their efforts.vi 
 
TABLE 1: 11th and 12th five year plan (FYP) 
summary 

 11th 
FYP 
Target 
(2006-
2010)  

11th FYP 
Actual 
(2006-
2010) 

12th 
FYP 
Target 
(2011-
2015) 

2020 
Targets 

Energy intensity 
(% reduction) 

20% 19.1% 16% No target 
Carbon Intensity 
(CO2e/GDP ,  
% reduction) 

N/A N/A 17% 40-45%  
New Energy (% of 
primary energy) 

10% 9.6% 11.4% 15% 
Primary Energy 
consumption 
(growth) 

4% 6.3% 3.75-5% No Target 
Electricity 
generating 
capacity (growth) 

8.4% 13.2% 8.5% 5.5% 
Source: Climate Group 
 
 
Support for renewable energy began in 
earnest under the 11th five year plan (FYP) 
starting 2006. Relatively high feed-in tariffs for 
renewable energy were set. Wind and biomass 
projects typically receive higher fixed tariffs of 
0.5-0.75RMB/kWh, whilst solar receives 
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1RMB/kWh compared to the 0.45RMB/kWh for 
thermal power projectsvii. Tax holidays and 
other fiscal incentives are also offered to 
renewable energy project developers. 
 
Restrictions on fossil fuel use have also 
been phased in. Since 2010, increased resource 
taxes have been set on fossil fuels, with raised 
taxes on oil and gas production, with coal 
expected to follow. In addition, in 2015, the 
first nationwide cap on coal production of 
4.1bn tonnesviii will be introduced. To meet this 
target the annual average increase in coal 
output must be less than 130 million tons a 
year from 2012-2015. In 2011 alone, coal 
output increased 280 million tons, so this cap 
should further reduce coal emissions.   
Backing for strategic emerging new 
industries, including the renewable energy 
sector, is an important part of the 12th five year 
plan.  The National Energy Agency has 
established a development plan for clean 
energy that will require direct investment of 5 
trillion RMB ($750bn) ix in low-carbon projects.  
 
The key achievement during the 11th five 
year plan was a significant reduction in 
energy intensity of GDP and a substantial 
increase in renewable energy capacity. 

China reduced energy intensity of GDP by 
19% between 2005 and 2010. The key 
climate-related goal of the 11th five year plan 
was to reduce energy intensity by 20% between 
2005 and 2010.  This was almost achieved, with 
a 19.1% reduction recorded.x  
 
Energy efficiency improvements in key 
industries were vital to achieving this target. 
Indeed, the main contributor towards the 
energy intensity improvement was energy 
efficiency, accounting for a massive 1.3bn 
tonnes of emission reductions, according to a 
recent Tsinghua/Climate Policy Initiative 
paperxi.  

Spurred on by the 1,000 enterprises initiative, 
these reductions were mainly achieved by 
concentrating efforts on the largest polluters.  
Closure of inefficient, carbon intensive 
coal plants. Hundreds of small inefficient coal 
fired power plants have been closed with 
72.1GW of thermal capacity closed from 2006-
2010, more than the entire capacity of the 
Australian grid (≈50GW).xii 
 
Renewable energy has had exponential 
growth over the last 5 years. From having 
virtually no industry in 2005, China now has the 
largest installed capacity of wind power in the 
worldxiii and is the world’s largest producer of 
solar modulesxiv. China also leads the world in 
hydropower installations.xv  
FIGURE 1: Cumulative Installed Wind 
Capacity 

 Source: World Wind Energy Association 
China has become a major exporter of 
clean technology, selling to both developed 
and developing countries. In solar energy alone, 
China exports $35.8 billion worth of products 
per year, similar to the total value of shoes 
China exported ($39bn) in 2011. xvi A clean 
energy manufacturing base has developed, 
providing low carbon jobs and export 
opportunities.   
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China has been proactively pursuing an ambitious climate policy over the last 5 years, and has 
made considerable progress in increasing energy efficiency and promoting renewable energy. 
These actions not only have positive impact on the climate, they also drive economic growth, 
reduce fuel dependency and create export opportunities. 

 

  



 

Carbon Markets and Climate Policy in China     7 

 

SECTION 2: History of carbon markets in China 
China’s main exposure to the carbon market has been through the Clean Development 
Mechanism (CDM). The CDM has driven renewable energy development and built 
capabilities in carbon measurement and auditing. This positive experience with carbon 
markets has contributed to China choosing to establish its own domestic carbon trading 
scheme.  Section 2 discusses the history of carbon markets in China, with an emphasis on 
the CDM.  

 

China has seized the opportunity provided 
the CDM, and globally is the largest 
beneficiary of CDM finance.  

More than 2,000 of the 4,200 projects 
registered under the CDM are situated in 
Chinaxvii. China’s large population and relatively 
high level of emissions compared to other 
developing nations has meant there have been 
plenty of low-cost options to reduce 
greenhouse gases available.    
China’s government have been supportive 
of the CDM, despite initial scepticism. The 
Chinese government have seen the benefits of 
the CDM in a) attracting outside investment in 
renewables, b) identifying innovative ways to 
reduce greenhouse gas emissions and c) 
bringing in international expertise in 
monitoring, recording and verifying emission 
reductions.  
FIGURE 2: CDM projects by location 

 

The CDM has driven investment in emission 
reduction projects   
The CDM has driven spectacular growth in 
renewable energy. More than 40GW of wind 
power and 30GW of hydropower capacity have 
been registered under the Clean Development 
Mechanism, which combined is larger than the 
entire Australian national grid. By providing an 
extra revenue stream for a renewable project, 
the CDM means Chinese banks are more willing 
to provide the project finance required to fund 
new clean technology projects.  
 
Emission from highly potent industrial 
gases, such as HFC and N20 have been 
dramatically reduced with CDM finance, 
representing emission reductions of millions of 
tonnes of carbon dioxide. However the CDM 
has proved a relatively expensive tool to deal 
with these industrial gas emissions, which cost 
less than $0.50 to reduce per tonne, but 
receive the full carbon price for each tonne of 
CO2e reduced. Therefore in both the EU and 
Australian schemes, credits from these project 
types have been made ineligible after 2012.   
Other innovative technologies have also 
been supported by the CDM, including 
ground-breaking coal mine methane, biogas 
and waste management technologies.  2,086    844    

204    138    125    
862    ChinaIndiaBrazilMexicoVietnamOther

Source: UNEP Risoe 
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TABLE 2: Registered Chinese CDM projects 
by technology 

Technology C02e Mt 
% of 
total 

Hydropower 102 27%
Wind 91 24% 
HFC reduction 66 17%
Waste Heat 
Recovery 29 8% 
Coal mine 
methane 

27 7% 
LNG 25 7%
N2O 22 6%
Other 21 6%
Total 383 100%

Source: UNEP Risoe  
The rigorous CDM process has built domestic 
capacity to manage robust carbon markets  
 
China has established the administrative 
capability to review and approve carbon 
offset projects. The National Development 
and Reform Commission (NDRC), which 
manages the implementation of climate policy 
in China, has strengthened its internal domestic 
carbon measurement and auditing capability to 
meet the tough requirements of the CDM.  This 
will be important for a national scheme.  
The Chinese authorities have developed 
essential tools for operating an emissions 
trading scheme. For example the NDRC has 
begun calculating and publishing grid emission 
factors; essential in establishing baseline 
emissions for a nationwide emissions trading 
scheme.   
 
 
 

An industry of environmental consultants 
and auditors has emerged to monitor, 
record and verify greenhouse gas emissions. 
The major international environmental auditing 
organisations have all established greenhouse 
gas verification offices in China. These firms will 
be able to verify China’s emissions to 
international auditing standards under any 
future trading scheme.  
 
The CDM does however have limitations and 
is not a ‘silver bullet’ for slowing emissions 
growth in China 
 
The CDM has been less effective at driving 
energy efficiency. Most CDM projects are in 
renewable technologies, rather than in 
manufacturing and industry energy efficiency 
projects. Given that 70% of emissions of China’s 
emissions are from industry, more needs to be 
done to encourage energy efficiency.   
Ensuring all projects are ‘additional’ 
remains a challenge. Additionality, meaning 
that a project would not have happened 
without the CDM, is essential in ensuring that 
every carbon credit represents a real emission 
reduction. This is different to a feed-in tariff, 
which is a subsidy for green power supply 
whether or not it would have happened 
without the subsidy.  Whilst the additionality 
test employed by the United Nations has 
become increasingly stringent, it remains 
difficult to ensure 100% of all projects would 
not have occurred without CDM financing.  
The CDM cannot on its own bring about 
the emission reductions required to 
prevent climate change. Registered CDM 
projects represent approximately 400m tonnes 
of emission reductions per year against the 
baseline. However the reduction required to 
meet a 40-45% reduction is over several tens of 
billions tonnes a year.   
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China’s timeline to an emissions trading system xviii 

 Event 
2004 The NDRC (National Development and Reform Commission) endorses the 

implementation of CDM in China.  
2005 China starts to implement the 11th FYP (Five Year Plan), which sets a 20% energy 

intensity reduction target, to be attained primarily through command and control 
measures. 

2006 The People’s Bank of China and China’s sovereign wealth fund, outline a preliminary 
plan for of a nationwide emission trading scheme (ETS). 

2007 The NDRC issues China’s first National Climate Change Programme. The programme 
outlines the policies and actions required to mitigate and adapt to climate change. 
Carbon markets are not highlighted in the paper.  

2008 Environment and energy exchanges are established in Beijing, Shanghai and Tianjin.
2010 The outlined of the 12th FYP is published, listing carbon markets as one of the key 

measures for reducing carbon and energy intensities and coping with Climate change. 
2011 NDRC announces carbon trading pilots in 7 provinces and cities in China 
2012 Rules for offset use released by the Chinese authorities, and details of the pilot 

schemes emerge 
2013 City-level carbon trading pilots to begin 
2014 Provincial carbon trading pilots to begin 
2015/2016 Nationwide emission trading scheme to launch 
 
Source: Climate Group  
China’s positive experience with the CDM has strongly contributed to China choosing to develop 
its own domestic carbon trading schemes. By seeing how industry reacts quickly to a positive 
carbon price, the CDM is thought to have illustrated the benefits of emissions trading to the 
Chinese authorities.  

  



SECTION 3: China’s carbon market future

California's Emissions Trading scheme will scale up from 165 Mt 
CO2e to 406 Mt CO2e in 2015
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The details of the pilots are beginning to 
emerge and will influence how the national 
scheme develops 

Emissions trading exchanges have been 
launched in every province or city which 
has a pilot scheme. All 7 cities now have 
established the architecture to carry out 
emissions trading. The carbon trade exchanges 
have been established with international 
support. In September 2012, the first trade 
took place in Guangdong, with four cement 
companies buying 1.3bn permits, at AUS$9 per 
credit.xxi  
FIGURE 4: Estimated emissions coverage per 
pilot scheme 

 
Source: World Bank Data, Point Carbon 
 
Several of the pilot schemes are likely to 
allow offsets, initially to drive emissions 
reductions in less developed parts of the 
country, and later to bring about carbon 
reductions in non-covered sectors. 

In May 2012 the National Development and 
Reform Commission published its first 
guidelines related to offsetting entitled ‘Rules 
on China GHG Voluntary Emission Reduction 
Activity Management’. The scheme will accept 
projects that are registered by the United 
Nations (though credits will have to be issued 
through the NDRC). These United Nations 
approved credits will also be eligible for use in 
the Australian market.  

There may be some form of price control, and 
a coordinated carbon tax has not been ruled 
out 

There are likely to be price controls such 
as a floor price in the pilot schemes, 
although exact details are still to be confirmed. 
Chen Jianpeng from the State Council’s 
Development Research Centre has said “China 
will consider introducing both a price ceiling 
and a price floor to prevent the dramatic price 
fluctuation seen in the EU ETS.” This is similar 
to the original design of the Australian Carbon 
Price Mechanism for 2015-18, which will have a 
price floor and ceiling.  
China is still considering a form of carbon 
tax, in addition to the emissions trading 
scheme. Indeed, as Su Wei, China’s leading 
Climate Change negotiator recently said, a 
carbon tax and an emissions trading scheme 
are “not mutually exclusive”.  In early 2012, the 
Financial Science Research Institute submitted 
a proposal to the government recommending a 
10 yuan ($1.6) tax, rising to 40 yuan ($6.4) by 
2020.  
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Pilot scheme overview 

Location  
 

Carbon 
intensity 
target 

Expected 
Start  
Date 

Emissions 
threshold for 
entry 

Approx no. 
of firms 
covered 

Offsets accepted?

Beijing 18% 2013 10,000 tonnes of 
CO2e annually  

600 CCERs (issued by NDRC) 
set to be  allowed 

Shanghai 19% 2013 10,000 tonnes of 
CO2e annually 

200 CCERs, and a local offset 
standard yet to be 
decided 

Tianjin 19% 2013 10,000 tons of 
standard  coal 
equivalent  

120 Under consideration 

Chongqing 17% 2013 Six most energy-
intensive 
industriesxxii1. 

Unknown Forest-based offsets may 
be eligible 

Shenzhen Unknown 2013 Design still to be 
determined. Five 
alternative plans 
drafted  

800 Under consideration

Guangdong 19.5% 2013 20,000 tonnes of 
CO2e annually 

~820 Forestry offsets and 
CCERs 

Hubei 17% 2014 To include power 
stations and 
heavy industry  

~100xxiii CCERs likely to be 
accepted up to 15% of 
cap 

Australia 
(for 
comparison) N/A 2012: tax 

2015: 
trading 

25,000 tonnes of 
CO2e annually  

315 UN registered CERs up to 
12.5% of total ETS 
coverage will be 
accepted. No industrial 
gas credits 

 
Source: Point Carbon 

Emissions trading schemes are set to play an important part in the next phase of China’s climate 
change policy. China’s ambitious pilot schemes will already represent the world’s second largest 
emission trading schemes and are expected to lead to a nationwide system in 2015-2016.   

                                                            
1 Electrolytic aluminium, ferroalloy, calcium carbide, caustic soda, cement and steel 



SECTION 4: The Global Picture
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The establishment of an emissions trading scheme in China should be viewed in the broader 
context of developments in the Asia-Pacific and globally. China’s scheme aligns with other global 
schemes, paving the way for a global climate change agreement coming into force in 2020. 

CONCLUSION 
While China’s greenhouse emissions gases rose rapidly over the last decade, it has also been 
implementing ambitious policies to slow the growth of these emissions. These policies have had some 
success, and between 2005 and 2010 China’s emissions intensity fell by 19.1%.  China has also been 
positioning itself to be a future leader in clean technology, and is already the world’s largest producer 
of renewable energy. 

The major policy instruments to slow carbon emissions growth have not involved explicit carbon prices 
to date.  Many of the measures have been top down, or have introduced implicit carbon prices, such as 
wind feed-in tariffs.  However the Chinese authorities recognise there is still much more to be done to 
slow down emissions growth in the world’s largest GHG emitter. 

The next stage of policy development on climate change involves introducing explicit carbon pricing 
through the creation of new carbon markets.  Seven pilot trading schemes will be established in 2013-
2014, and are estimated to cover approximately 700m tonnes of CO2e emissionsxxiv, larger than the 
emission trading schemes of South Korea (360m tonnes), Australia (382m tonnes) and California (165m 
tonnes).  These pilots will work as a testing ground for China to study how emissions trading works in a 
Chinese context.   

By 2015-6, these pilots are expected to develop into a national system, which would be the world’s 
largest carbon trading system.  This would ensure that China has the social and market infrastructure 
to begin reducing emissions at least cost over the coming decades. 
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About Climate Bridge 
Climate Bridge is an international carbon project developer which has been active in the carbon 
market in China since 2006. The company has a portfolio of more than 180 emission reduction projects 
in both the voluntary and compliance carbon markets.  

As a project developer, Climate Bridge’s primary activity is to get emission reduction projects (such as 
wind farms, biomass projects, energy efficiency installations etc.) registered with the UN (or other 
international standard) and carbon credits issued. This requires extensive documentation to prove that 
the project would not occur without carbon finance and to calculate emissions actually reduced. The 
process is managed by Climate Bridge’s team of technical experts based in Shanghai, Beijing and 
Munich. Climate Bridge sells the emission reductions from these projects on a wholesale basis to major 
corporations and retailers in Europe, Australasia, Asia and North America. 

Climate Bridge was founded out of a desire to make a high-impact contribution to modern society’s 
efforts to combat climate change.  Both inside and outside the carbon markets, Climate Bridge 
continues to explore new opportunities to support the transition to a low-carbon global economy. A 
truly international company, Climate Bridge has regional headquarters in Melbourne, Shanghai, and 
London.  

Further information, as well as biographies of the Company's key executives, shareholders and 
Directors can be found at www.climatebridge.com. 
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