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ANNUAL REPORT ON CHINA-OECD ACTIVITIES  
 

2003 
 

Environment  
 
 
1.  Introduction 
 
 The main activities are presented in the Overview section along with plans for 2004. The two 
subsequent sections present conclusions from two major activities carried out in 2003: first on developing 
strategies for financing environmental infrastructure and second on environmental indicators.  
 
2. Overview  
 
 Despite problems and the need to reschedule some activities due to Sars, co-operation between 
OECD and China in the field of environment during 2003 was substantial. A number of activities have 
been carried out, including:  
 

 further implementation of the project to assist China in developing an effective and realistic 
environmental financing strategy (EFS) in the urban water supply and sanitation sector in 
Sichuan Province;  

 
 organization of, the OECD-China seminar on Environmental Indicators, 15 and 16th December 

2003 in Paris. This was held under the auspices of the OECD Working Group on 
Environmental Information and Outlooks (WGEIO) and in co-operation with the State 
Environmental Protection Administration of China (SEPA). The seminar was followed by a 
study tour of the Chinese Delegation to France and United Kingdom on environmental and 
sustainable development indicators; 

 
 participation of the OECD, as observer, in the China Council for International Co-operation on 

Environment and Development (CCICED)1. The results of OECD work on environmental 
finance were presented to the CCICED Task Force on Financial Mechanisms for 
Environmental Protection;  

 participation of Chinese experts in the meetings organised within the framework of the OECD 
Environmental Policy Committee and the OECD Global Forum on Sustainable Development 
devoted to climate change and financing of environmental infrastructure.  

 
 presentations and provision of documentation to officials and experts from the Ministry of 

Commerce and the Ministry of Agriculture on the OECD system of Mutual Acceptance of 
Data (MAD) for Chemicals;  

 
 Continuous discussions have been held with the State Environmental Protection Administration 
(SEPA) on projects for 2004. This process resulted in the signing of a Memorandum of Understanding 
between SEPA and OECD Environment Directorate on co-operation in the field of environment. The co-
operation activities will include:  
 

                                                      
1  The CCICED is co-Chaired by the Chinese Deputy Prime Minister and the Director-General of the Canadian aid agency, 

CIDA. 
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 possible participation of the Chinese Environment Minister, along with Ministers from other 
non-OECD Member countries, in the forthcoming OECD Environment Ministers Meeting in 
April 2004; 

 
 launching an Environmental Performance Review of China within the OECD Programme of 

Environmental Performance Reviews;  
 

 an OECD-China workshop on the Council Decision on Mutual Acceptance of Data for 
Chemicals;  

 
 OECD involvement in the CCICED Task Forces on Trade and Environment and on 

Environmental and Natural Resource Pricing and Taxation. 
 
3.  Development of an Environmental Financing Strategy in Sichuan Province – Conclusions 

from Reference Scenario and Next Steps 
 
 Work undertaken in 2003 within the project in Sichuan resulted in the preparation of a baseline 
scenario analysing the development of urban wastewater infrastructure. The main conclusions from the 
study are presented in Box X. The reference scenario shows that without significant changes in present 
trends, the fourteen cities that formed part of the study are unlikely to achieve even modest targets to 
complete ongoing construction of wastewater treatment plants until 2004, to rehabilitate existing obsolete 
sewerage until 2010; nor to construct modern sewerage in newly developed urban zones.  
 
Box X. Environmental Financing Strategy in the Sichuan Province: Conclusions from Reference Scenario 
  

 There is a mismatch between capital investment needs and priorities of available financing. Construction and rehabilitation 
of sewerage will cost several times more than construction of wastewater treatment plants. However, external financing 
available for capital investments (e.g. transfers from higher levels of government) is usually earmarked for wastewater 
treatment plants and mains collectors rather than for sewerage. 

 
 Operations and maintenance of urban wastewater infrastructure stands on very unsustainable basis. User charges cover only 

30% of operational costs of wastewater assets and 20% of the operational and maintenance costs. The scarce local budgets 
can not make up for the remaining deficit. Operators of wastewater treatment plants react by reducing the volume of 
wastewater treated and by reducing the level of treatment (e.g. bypassing the biological treatment). The level of treatment 
also decreases over time as the spare parts wear down due to the inadequate funding for regular maintenance. 

 
 Present structure of sources of financing wastewater services excessively relies on constrained public budgets, including 

local budgets and transfers from the higher levels of government. Public budgets account for about 70% of total financing 
available (including O&M expenditures). 

 
 Affordability analysis showed that there is a significant room for increasing user charge revenues up to the limits of what 

households could afford. In several cities even the poorest 10% of households pay less than four per cent of their disposable 
income for water and wastewater services. In few cities, however ability to pay can be a problem for 20%-30% of population 
(40% in one case). Existing subsidy schemes reward both poor and rich households and do not encourage efficient use of 
water. 

 
 Even if formally wastewater enterprises have independent legal status their actual operational and financial autonomy is 

constrained by subordination to bureaucratic practices of local government. Wastewater enterprises have limited control over 
their own capital development plans, revenues, or assets. Revenues and expenditures are rationed by the local governments 
through the budget process. Scarcity of funding is endemic to this process. 

 
 Municipalities can not assume explicit liabilities (e.g. take loans or issue bonds) for financing urban infrastructure. 

Borrowing for urban infrastructure development can be organized through wastewater enterprises with implicit guarantees of 
the local governments. The scale of market based financing of wastewater infrastructure is minimal, however, due to the lack 
of confidence of financial institutions and private investors in viability of providing management services, to say nothing of 
financing wastewater projects. Main obstacles include risks associated with inconsistency of policies, unclear responsibilities 
for wastewater management, unclear property regimes, and the lack of predictability of revenues, mainly from user fees. 

 

 
 In 2004 three alternative scenarios for increasing the supply of finance in order to cover 
expenditure needs for government targets related to the connection rates, wastewater treatment rates and 



Annual Report on China - ENV 2003.doc, modified on 28/01/2004 2:13 PM 

treatment levels will be simulated. These targets will reflect the official objectives announced by the 
Central Government in major policy documents. The simulations will provide information to the 
government on the likely financial consequences of various strategies of financing urban wastewater 
infrastructure in the secondary cities in Sichuan province. The feasibility of each scenario will be evaluated 
together with identification of specific institutional and policy reforms needed to increase financial flows 
to the urban wastewater sector. 
 
 Each scenario will pay special attention on the importance of increasing user fees for water and 
wastewater, related social impacts, and the measures to mitigate it. Each scenario will contain affordability 
analysis and calculations of budgetary allocations needed to protect poor households against excessive 
financial burdens.  
 
 The final results of the project would be presented at the multistakeholder meeting in Chengdu in 
spring 2004. The results of the project will also be submitted to the meeting of the CCICED Task Force on 
Environmental and Natural Resource Pricing and Taxation in 2004. 
 
4.  Environmental Indicators in China and OECD Countries 
 
 The seminar on environmental indicators reviewed the latest experience with developing and using 
cost-effective environmental indicators in the context of sustainable development in China and OECD 
countries taking account of environmental information base and reporting needs. Special attention was 
given to the use of indicators as tools for environmental planning, policy integration, public information, 
and monitoring progress towards sustainable development.  
 
 The information presented at the meeting showed that much progress has been made over the past 10 
years in both China and OECD countries in the field of environmental and sustainability indicators. 
Indicators have gained in importance and a broad range of them is already in use. Experience at the national 
level was the main focus of examination, but examples at local level were also presented. Examples covered a 
wide variety of indicator systems designed for different purposes and audiences. Examples of the application of 
indicators for different purposes in China are presented in Box Y. 
 
 The seminar stressed the importance of a pragmatic approach to developing indicators: indicators 
must be useful to decision-makers and stakeholders, analytically sound, and based on readily available 
information that can be updated regularly at reasonable cost. This implies that the indicator systems must 
be regularly reviewed as to their policy relevance and refined accordingly.  
 
 Some of the discussion centred around questions of which indicators would be of most interest to 
the general public and on public reaction to indicators. Given that the public is overwhelmed by a large 
amount of information on many topics, communication-oriented indicators clearly need to be linked 
closely to an understanding of citizens’ interests, such as on health and the environment (including that of 
special populations), and information needs, and to be disseminated in an appropriate way.  
 
 The meeting showed that further efforts are needed, in particular to provide appropriate factual 
information to support environmental policies and planning, to promote the integration of government 
policies and to ensure that the public is informed about the results obtained. To support this work it was 
suggested that future cooperation between OECD and China on this subject could include: 
 

 further exchange of experience about the effectiveness and practicability of indicators and other 
information and accounting tools (e.g. sustainability indicators, economic valuation of 
environmental costs and benefits, green accounting); 

 
 work leading to an OECD Environmental Performance Review of China to support China’s efforts 

to improve the efficiency and effectiveness of its environmental management system. 
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Box Y. Developing and Using Environmental Indicators in China 
 
 Environmental Planning 
 
 Environmental indicators are used to support the preparation and implementation of the country’s five-year plans, and 
monitor the implementation of pollution abatement and control programmes, including compliance with environmental quality 
standards. For example, as part of the Ninth Five-year Plan, the Chinese government initiated a programme of total emission load 
control of 12 pollutants (e.g. chemical oxygen demand, mercury and sulphur dioxide) in discharges to water and emissions to air. In 
Phase 2 of this programme one indicator was added and seven were deleted in order to adapt the programme to new priorities. A 
considerable amount of work has been carried out by SEPA and other organisations to develop and refine environmental indicators used 
in China’s pollution control programmes at national and local level and in urban environmental management. Emphasis is placed on 
major river basins.  

 
Informing the public 
 

 Indicators used to communicate environmental information to the public, include state of the environment reports at the 
national; regional and municipal level containing indicators covering a range of environmental issues. To inform urban dwellers about 
their local environment, daily reports and forecasts of air quality are produced in 47 key cities. The information is disseminated through 
the media (newspapers, TV, radio) and also available on street displays and upon request by phone. A pilot project in two cities and one 
province compares the environmental performance of enterprises through a system that identifies and publicly names both the best 
and worst performing firms; this programme has now been extended to ten provinces. 
 

Developing and using indicators for sectoral integration and sustainable development 
 
  Several government ministries have taken environmental measures as well as set environmental targets and are using 
indicators to measure progress. For example, one objective aims to bring down the use of energy to 2.2 tons of standard coal per 
10 000 yuan of GDP by 2005. In the health sector, the main priorities are to bring clean drinking water and sanitation to rural 
areas and explicit targets have been set in each of these areas. Other government ministries that have set environmental objectives 
include those dealing with industry, natural resources, water resources, agriculture and forests. One of the approaches used by 
China to foster sustainable development is through model setting, i.e. by way of nominating front runners as eco-cities, eco-
provinces, or eco-industrial parks. Assessment criteria have been developed to decide what area or enterprise has the right to carry 
the “eco” label. The challenge is to develop assessment criteria that are generic rather than case-specific. 
 

Ensuring an appropriate data quality 
 

 The linkages between indicators and underlying information systems and reporting issues are of particular relevance to China, 
which has been modernising its environmental monitoring systems to better respond to information demands for environmental policy 
making, enforcement and planning. As in OECD countries, Chinese environmental authorities are often faced with expanding demands 
for environmental information and stable or declining funding. Providing the right information for the right purpose remains central 
in China as well as in all OECD countries. 
 

 
 
 


