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The Lowy Institute is an independent policy think tank. Its mandate
ranges across all the dimensions of international policy debate in
Australia — economic, political and strategic — and it is not limited to a
particular geographic region. Its two core tasks are to:

e produce distinctive research and fresh policy options for Australia’s
international policy and to contribute to the wider international debate

e promote discussion of Australia’s role in the world by providing an
accessible and high-quality forum for discussion of Australian
international relations through debates, seminars, lectures, dialogues
and conferences.

Lowy Institute Analyses are short papers analysing recent international
trends and events and their policy implications.

The views expressed in this paper are entirely the author's own and
not those of the Lowy Institute.
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EXECUTIVE SUMMARY

President Donald Trump, who once called climate change a Chinese
hoax, has committed to withdrawing from the UN Paris Agreement on
Climate.! Meanwhile, Chinese President Xi Jinping has doubled down
on his support for the UN climate accord and the low-carbon energy
transition of his country. With the United States in retreat and Europe
divided, can China now take the lead?

This Analysis argues it is unlikely China will assume an international
leadership position on climate, at least in Xi Jinping’s new term of office.
However, longer-term technological and economic change, as well as a
shift in the way the country presents itself on the world stage, suggest
that China may eventually show greater ambition. If China’s leadership
encourages and harnesses its drive to create an ‘ecological civilisation’
in new bilateral and multilateral forums, it could be environmentally and
diplomatically transformative. But in the meantime the country faces
major tests: at home in strengthening its domestic energy transition
away from coal; and abroad in proving its green credentials through its
overseas investments.
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President Donald Trump’s announcement in June 2017 that the United
States would withdraw from the 2015 Paris Agreement on climate
change sparked widespread criticism, including from European leaders,?
tech titans,® US city mayors* and even from the oil majors.’ It raised
questions about the future of US climate policy, but also about climate
action in China — the world’s largest greenhouse gas emitter.

China and the United States, the world’s two largest economies, : .
N o China, which was once

together account for around 40 per cent of global emissions. The historic

agreement signed in 2014 between Barack Obama and Xi Jinping cast as the villain of

underpinned the consensus reached by the international community in global climate

late 2015 at the UN-led climate summit in Paris.®
talks...has become an

The Paris Agreement aims to keep global average temperatures from
rising 2 degrees Celsius above pre-industrial levels, and to pursue efforts
to limit the temperature increase to 1.5 degrees Celsius. However, the climate diplomacy.
commitments of signatory countries, as they stand today, fall short of

even the 2-degree target. Even if all countries fulfil their Paris pledges

the world would still see a 2.4 to 2.7-degree average temperature rise

by the end of the century. Under current policies, this could be 3.3 to

3.9 degrees.’

active participant in

China, which was once cast as the villain of global climate talks and was
widely blamed for the collapse of negotiations at the summit in
Copenhagen in 2009, has become an active participant in climate
diplomacy. At the Paris summit, China committed to peak its CO:2
emissions by 2030 or sooner; to cut carbon intensity (emissions per unit
of GDP) by 60 to 65 per cent from 2005 levels by 2030; and to increase
the share of “non-fossil” fuels in its primary energy mix to 20 per cent by
the same date.®

Its domestic commitments are consistent with this pledge and go even
further. China’s 13th Five-Year Plan (2016-2020) sets the share of
non-fossil-based energy in the country’s primary energy mix at 15 per
cent by 2020. It also places a cap on China’s total energy consumption
at 5 billion tonnes of standard coal equivalent by 2020.°

China’s shift away from coal-fired energy has proceeded at a rate that
was once unimaginable. Building on significant improvements in energy
efficiency over the past decade, China appears to be moving towards a
phase of slower but higher-quality growth, with a diversified energy
supply. Its coal use may have already peaked in 2013-14.1° Having run
seven pilot schemes over three years, China plans to roll out a
nationwide emissions trading scheme, the biggest in the world, in
late 2017.
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At the 19th [Party]
Congress.. . Xi said that
China was in the
“driving seat” when it
comes to “international
cooperation” on climate
change.

China also leads the world in the technologies needed to mitigate
climate change. Chinese companies account for five of the top six global
solar photovoltaic manufacturers, and seven of the top 15 wind turbine
manufacturers.'! Four of the five biggest renewables deals in 2016 were
made by Chinese companies.*? China is also the dominant manufacturer
of the world’s lithium-ion batteries, which among other things are used in
electric cars.*®

President Trump’s decision to withdraw from the Paris Agreement
created a leadership vacuum. The United States was not known for
ambitious policies on climate at home, but its size meant it was critical to
addressing climate change globally. It also had diplomatic clout, which it
employed successfully to help strike a deal at the Paris summit.

President Xi Jinping called the Paris Agreement a “hard-won
achievement” that “all signatories must stick to”. He pledged that China
will fulfil its obligations under the UN climate accord, despite the US
decision to pull out.** At the 19th Congress of the Chinese Communist
Party in October 2017, Xi said that China was in the “driving seat” when
it comes to “international cooperation” on climate change.® He received
almost universal praise for those statements.6

The US retreat was an easy victory for China, with Trump opening “the
door for China to emerge both as the world’s leader in green technology
... and in international efforts to slow global warming”.!” Yet, without its
US partner, it is unclear if China will act unilaterally to raise its ambitions
further, strengthening its own energy transition process and helping to
increase global efforts to address climate change.

Notwithstanding China’s status as the world’s de facto climate leader,
whether China actually desires a position of climate leadership and
whether President Xi will seek to bolster such a position during his
second five-year term is open to question. This Analysis argues that
despite a continued reluctance to shoulder leadership at the United
Nations, technological and economic changes in China, as well as a shift
in Chinese leaders’ statements, suggest that China could play a greater
leadership role over time.

This transformation is by no means assured. Tests of China’s
environmental leadership are coming. These include the extent to which
China will make the transition away from coal-fired power and what role
China will play in international negotiations on climate. Of particular
significance for international actors will be China’s overseas investments,
which could make the difference between locking in high-carbon growth
in developing countries or transforming patterns of global development
towards lower-carbon alternatives.

Potential future scenarios range from one in which China’s economic
power supports the continued expansion of fossil fuel trade and fails to
meet the global goals set at Paris, to one in which China becomes the
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benevolent provider of high-technology infrastructure powering a carbon-
constrained world. This Analysis explores which future is more likely,
what form it will probably take, and why.

STATEMENTS OF INTENT

After President Trump’s withdrawal from the Paris Agreement, global . )
climate change governance moved into a third era.® The first era saw ~ Chinese environmental
the adoption of the UN Framework Convention on Climate Change diplomacy once put
(UNFCCC) in 1992, led by Europe and the United States, with a clear
separation established between the responsibilities of developed and
developing countries and agreement that rich countries would shoulder country’s developing-
the burden of mitigation. The second era, which began in 2001, saw the world status and inability
European Union take a leadership position in climate negotiations after
the United States refused to ratify the Kyoto Protocol.

strong emphasis on the

to shoulder the burden of
L : environmental and

The US announcement of its withdrawal from the Paris Agreement _ _

marks a third era. The European Union’s influence is waning, and the ~ Climate action.

surrounding geopolitical regime is shifting. For the first time the

international community is looking to China for leadership on global

climate governance.

Chinese environmental diplomacy once put strong emphasis on the
country’s developing-world status and inability to shoulder the burden of
environmental and climate action. Its position was one of “common but
differentiated responsibilities”. This was typical of China’s interventions in
international environmental negotiations after the landmark 1972 UN
Conference on the Human Environment in Stockholm, where a Chinese
delegate was said to have remarked:

“We must not give up eating for fear of choking, nor refrain from
building our own industry for fear of pollution and damage to the
environment.”®

The phrase “common but differentiated responsibilities” still appears
occasionally in Chinese official communications. For example, Vice
Foreign Minister Liu Zhenmin used the phrase in a press conference at
the UN-led COP22 climate talks in Marrakech in late 2016.2° The
chairman of state-owned coal producer Shenhua also invoked the phrase
in early 2017.2* However, use of the phrase has been on the decline.
Top Chinese leaders’ speeches on the environment on the international
stage no longer routinely include the phrase.

Instead, there has been a rise in new Chinese terms for the country’s
green ambitions. These include: “ecological civilisation” (shengtai
wenming); “clear waters and green mountains are as valuable as
mountains of gold and silver” (lishui gingshan jiushi jinshan yinshan);
“greenisation” (lusehua/liihua); and the “war on (air, water and soil)
pollution” (xiangdaqi, shui, tumai wuran xuanzhan).
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“The construction of an
ecological civilisation will
be given a prominent
place and included in all
aspects and processes in
economic, political,
cultural and social
development.”

Xi Jinping first coined “clear waters and green mountains” in 2005, when
he was Zhejiang Party Secretary. It has since been seen in policy
documents and in speeches by top leaders including Premier Li Kegiang
and outgoing Environment Minister Chen Jining. In recent years, Xi has
used the phrase at an APEC CEO Summit,?? in a speech at the United
Nations Office in Geneva,? and at a B20 business summit in Hangzhou:

“Proceeding from the new starting point, we will promote green
development to achieve better economic performance. | have
said for many times that green mountains and clear water are as
good as mountains of gold and silver. To protect the
environment is to protect productivity, and to improve the
environment is to boost productivity. This simple fact is
increasingly recognized by people.”?*

The term “ecological civilisation” made its official debut in 2007, when
China’s former President Hu Jintao said:

“The construction of an ecological civilisation will be given a
prominent place and included in all aspects and processes in
economic, political, cultural and social development.”®

The term makes repeated appearances in the 13th Five-Year Plan, and
was codified in a 2015 document, Opinions of the CPC Central
Committee and the State Council on Further Promoting the
Development of Ecological Civilization.?® This set ecological civilisation
alongside other leadership-endorsed political slogans, including the
“Chinese Dream” (Zhongguo Meng), and the “Two Centenary Goals” (to
double GDP and per capita income by 2020 on a 2010 baseline, in time
for the centenary of the founding of the Communist Party of China).?’

Other demonstrations of a more assertive, outward-facing environmental
position can be seen in the rhetoric around China’s new lending
institutions supporting the Belt and Road Initiative. Jin Liqun, President
of the Asian Infrastructure Investment Bank (AlIB), one of the smaller but
more diplomatically significant financing vehicles for this drive, has often
stated his ambition to create a “lean, clean and green” multilateral
development bank.?® In June 2017, his opening remarks at the bank’s
annual governors’ meeting noted that the AlIB ensures its investments
help its members “meet their Nationally Determined Contributions under
the Paris Agreement”.?®

Less apparent in international rhetoric thus far, but also endorsed by Xi
and an increasingly significant talking point for officials, is China’s vision
of a global “Energy Internet”. A concept pioneered by State Grid
Chairman Liu Zhenya, it would harness cross-border grid connections
across Asia and beyond, to move fluctuating power from geographically
remote renewable energy resources to places where demand was high
through ultra-high voltage transmission lines.%°
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THREE SCENARIOS

Looking to the future, three possible scenarios exist with respect to
China’s international role on climate change. The first scenario could see
China adopt less of a leadership position and even backslide on its
existing commitments. In such a ‘free rider scenario, China could
continue to benefit from the soft power advantage of being the de facto
leader on climate, while hobbling the Paris Agreement by abandoning an
active role in promoting it. Domestically, China could continue to
stimulate its economy in traditional, energy-intensive ways and avoid a
difficult economic and energy transition.

A second scenario could see China meet its domestic and international
targets on climate, achieve its pledge to peak its emissions before 2030,
but not rein in the growth of its emissions overseas. Under this scenario,
China’s Belt and Road Initiative could become an outlet for surplus
capital and technology flowing into industries such as coal, steel, and
cement production. China might continue to champion the UN
agreement on climate change in multilateral forums, but the 2-degree
target would likely remain out of reach.

Finally, China could deliver on its rhetoric of “ecological civilisation”,

using the Belt and Road Initiative to harness and expand the reach of its China could deliver on its
most innovative industries in the export of low-carbon technologies and rhetoric of “ecological
connective infrastructure, rather than its energy-intensive, overcapacity
sectors. At the United Nations, it could forge new partnerships with
countries and blocs with progressive policies on climate change, and and Road Initiative. ..
help to ratchet up targets for other countries, for example by

championing the 1.5-degree target.

civilisation”, using the Belt

DRIVERS OF CHANGE

The drivers of environmental action across different dimensions of
China’s economy and society help explain which of these scenarios is
more likely.

Historically, international pressure has played less of a role in
persuading China to adopt environmental regulations than observers
sometimes assume. More important has been China’s self interest in
addressing climate change. Chinese leaders — a significant proportion
of whom trained as engineers, scientists, and hydrologists — have long
understood the serioushess of climate change especially for China.

China is home to around 20 per cent of the world’s population, yet has
only 5 to 7 per cent of global freshwater resources and less than 10 per
cent of the world’s arable land. Greater climate uncertainty is likely to
exacerbate existing stresses on energy, food, and water, and even lead
to catastrophic shocks. China’s megadeltas, for example, are particularly
vulnerable to climate change and rising sea levels. The flooding of delta
megacities due to storm surgess! could put many lives at risk and
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China’s decarbonisation
goals...are also
consistent with some of
its key economic,
technological, and
nationalist ambitions.

damage critical infrastructure in heavily industrialised low-elevation
coastal areas, such as the Pearl River Delta.*?

At the same time, China’s economy is moving towards a less
greenhouse-gas intensive pattern of development. Some analysts argue
that it has already entered “the era of post-coal growth”.3® China’s
economic slowdown and a decline in construction and manufacturing are
long-term trends characterising China’s current phase of economic
development. A recent softening of energy demand is set to continue, as
the growth strategy moves from an investment-led, heavy industry-
dominated economy, towards development that emphasises services,
innovation, and higher value-added manufacturing.*

Mitigation technologies also present distinct economic opportunities for
China. The country is reaping the benefits of patient, long-term
innovation policy. China’s support for “indigenous innovation” (zizhu
chuangxin) started under former President Hu Jintao. Under China’s
Medium to Long-Term Science and Technology Plan (2006—2020),
gross expenditure on research and development is set to rise to 2.5 per
cent of GDP by 2020 with a focus on a range of strategic areas,
including energy, environment, agriculture, and transport.

The 12th Five-Year Plan (2011-2015) highlighted seven strategic
emerging industries, including renewable energy technologies and
electric cars, for preferential support. The 13th Five-Year Plan continued
the emphasis on clean technologies, though gave greater play to the
market in determining which “green industries” and “technology routes”
would be awarded support.®®

China is already investing over US$100 bilion a year in domestic
renewable energy projects — more than double the US figure. At around
US$32 billion, its investment in green technology overseas is also the
largest in the world.38 The International Energy Agency forecasts China
will build 40 per cent of the world’s wind energy capacity and 36 per cent
of global solar capacity from 2015 to 2021.%7

China’s decarbonisation goals set out in its 13th Five-Year Plan and its
commitment to the UN climate process are also consistent with some of
its key economic, technological, and nationalist ambitions. China wants
to restructure the domestic economy away from energy-intensive heavy
industries, such as steel production, and towards innovation and
services. It wants to be the leading supplier of low-carbon products to the
rest of the world. It also wants to increase its energy security, in part
through renewable sources that do not expose it to the effects of
geopolitical conflict or price volatility on energy supply.38

Coal consumption has fallen year-on-year for three years, and energy
consumption is growing more slowly than GDP, indicating a gradual
decoupling of CO2 emissions from economic growth in the economy and
diversification of the energy mix.®® At the local level, initiatives such as
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the alliance of Chinese ‘early peaking cities, which have pledged to
reverse the trend of carbon emissions growth before the government-
mandated peak in 2030, stand out as examples of progress in efforts to
reduce coal consumption.

The degree of local initiative is a reminder, too, that innovation in China
doesn’t always start at the top. Electric bicycles, bike-sharing apps, and
solar water heaters are three highly successful examples of low-carbon
innovation that began with little central support.®° Instead, these were
largely demand-led successes driven in part by public concern about the

health effects of worsening urban air pollution. The high level of public

The high level of public concern is reflected in rising coverage of climate concern is reflected in
and environmental topics in media outlets in China, as well as in public
opinion data.** A Pew survey in 2015 found that 76 per cent of Chinese
thought air pollution was a big problem, with 35 per cent saying itwasa  and environmental topics
very big problem, making it the second biggest issue of concern in China
after corruption.*?

rising coverage of climate

in media outlets in China,

as well as in public
These concerns were also evident after the launch in early 2015 of the

anti-pollution documentary Under the Dome, which initially appeared on
state newspaper websites. It was praised by then Environment Minister
Chen Jining — a former environmental engineer — who told China’s
National People’s Congress that it reflected “growing public concern over
environmental protection and threats to human health”.* The
documentary focused on the causes and effects of air pollution, and took
aim at graft in China’s energy sector. It was a narrative that implicitly
endorsed President Xi's anti-corruption drive and linked it to efforts to
green the economy. It was enormously popular, and within 24 hours of
being posted online, it had been viewed more than 100 million times.*

opinion data.

But within a week of its release, a propaganda decree ordered all
websites to delete Under the Dome.*® In a widely shared WeChat post,
the popular science writer Tang Yinghong argued that the documentary
went viral not because it revealed anything Chinese people didn’t
already know about air pollution, but because it had a liberating effect: it
released the pent-up feelings of millions of people:

“If authorities allowed society to freely discuss, reflect and
criticise smog since it first appeared in China, there would be no
way for Chai Jing’s video to have gained such wide publicity.”*®

The outpouring of emotion online did not escape the notice of the
authorities. A suspicion of non-governmental actors setting the agenda,
and a deep concern about preserving ‘social stability’, seemed to explain
the sudden censorship. One insider told the author that the problem was
not the message of the documentary, but rather that the public outcry it
provoked was not directly under Party or government control.*’
Environment Minister Chen Jining was reportedly censured over his
initial support of it, t00.®
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A key uncertainty in
transitioning away from
coal is China’s response
to the perceived social
stability challenges from
declining employment in

carbon-intensive sectors.

Ultimately, the Chinese Government has to maintain a delicate balancing
act in its approach to environmental issues. On the one hand, it needs to
be seen to be acting on popular concerns about pollution and to promote
low-carbon development. On the other hand, it needs to maintain
economic growth, to prevent any challenge to the authority of the Party.
Managing such a balance is not going to be easy.

THREE STEPS TO ASSUMING CLIMATE LEADERSHIP

If China is to assume a real leadership role on climate change, Xi Jinping
will need to do three main things: implement the domestic energy
transition away from coal; show greater ambition in international climate
negotiations; and transform China’s overseas investment in ways that
are consistent with its environmental ambitions.

IMPLEMENTING THE DOMESTIC TRANSITION

China faces many obstacles to transforming its economy and its energy
mix. State-owned enterprises and monopolies still try to resist disruption
by new market forces, despite Xi's anti-corruption campaign having
weakened their ability to affect decision-making. A key uncertainty in
transitioning away from coal is China’s response to the perceived social
stability challenges from declining employment in carbon-intensive
sectors. The transition is expected to mean 1.3 million workers will
ultimately be laid off by coal mine closures. Another uncertainty is fear of
defaults and an ensuing debt crisis if companies are permitted to fail.*°

Local implementation is also a major problem for central planners in
China. One illustration of this was the recent approval by provincial
authorities of numerous plans for new coal-fired power stations, although
these plans were later cancelled by sweeping central government
decrees.® There is also limited local implementation of environmental
regulations underlined by the way that local environmental protection
bureaus often fail to do their job. These represent the Ministry of
Environmental Protection (MEP) at the local level, but are financed by
local governments — the same bodies they are supposed to regulate
and which often collude with powerful, polluting companies. Their
budgets are subject to approval by local finance bureaus.

Environment Minister Li Ganjie recently launched a crackdown on
environmental violations in the run-up to the 19th Party Congress. This
included introducing a five-step process for more rigorous management
of inspection of and reporting on environmental problems. The MEP has
also tried to institute more effective systems of ‘vertical management’>!
to overcome the problem of regulatory capture.>? In some smaller cities,
there are attempts to take account of environmental measures in the
way that local party and government officials are evaluated under the
nomenklatura system.3
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However, these reform efforts will likely be hobbled without public and
independent  oversight and accountability. China’s nascent
environmental movement has played an important role in previous
crackdowns, but today Chinese civil society has an uncertain future.
Even as environmental rhetoric coming from leaders has become more
prominent, the ability of NGOs to agitate and pressure Chinese leaders
on environmental issues has declined.

New laws restricting the media and the operations of NGOs, including
the 2017 Law on Overseas Non-governmental Organizations, which put
foreign groups under the supervision of the security services,> have
sent a chill through the NGO sector, including domestic groups that often
depend on support from international foundations. So far, few
international environmental organisations have been able to register
under the law.

RAISING AMBITION AT THE UNITED NATIONS

In late 2014, the joint announcement on climate change made by
President Xi Jinping and Barack Obama seemingly ended the ‘blame
game’ that followed the collapse of climate negotiations at Copenhagen
in late 2009. It also signified China’s departure from its position leading
the Like-Minded Developing Countries’ bloc, which has long argued in
favour of preserving the strict distinction between developed and
developing countries in UN climate negotiations and which includes
large carbon emitters.

The rapprochement helped pave the way to the signing of the Paris
Agreement. Cooperation on climate became the warmest dimension of
the China—US relationship, at a time when discussions around
cybersecurity and trade, for example, were more difficult. It also led to
practical cooperation and on-the-ground pilot projects, through initiatives
such as the US—China Climate Change Working Group and the US—
China Clean Energy Research Center.

Under the Trump administration much of this cooperation has come to
an abrupt end. According to one media report, David Rank, the acting
US ambassador in Beijing, resigned rather than formally notify China of
the Trump administration’s intention to withdraw from the Paris
Agreement.>® The resulting vacuum means it is possible that China will
return to its more traditional position at the head of the Like-Minded
Developing Countries.

During Copenhagen, China’s negotiators were hamstrung by issues of
diplomatic protocol and intra-elite bargaining.>® Today, President Xi's
more assertive stance and consolidation of power at the top has in
theory improved China’s ability to act decisively. But it is uncertain what
the attitude and capabilities of China’s leading negotiators will be, as
China’s two leading climate envoys through that crucial period, Xie
Zhenhua and Su Wei, have now left their posts.

Even as environmental
rhetoric coming from
leaders has become
more prominent, the
ability of NGOs to agitate
and pressure Chinese
leaders on environmental
issues has declined.
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China’s overseas
investments...represent
another way that China
could assume a
leadership role on climate
iIssues internationally.

The European Union remains the other partner with which the Chinese
could cooperate if it wanted to raise its ambitions in climate negotiations,
perhaps by adopting a set of more flexible approaches to climate
cooperation, a model for which was seen in a China—EU-Canada
ministerial meeting held in Montreal in early 2017.5" However, when it
comes to the European Union, foreign diplomats say their Chinese
counterparts are known to quote Henry Kissinger's apocryphal question,
“Who do | call if | want to call Europe?” The European Union might have
a central commission and directorate for climate policy, but it is still a
federation of states, with differing interests when it comes to climate
change. Poland, for example, is routinely intransigent due to its own
reliance on coal.%®

Other tensions in the China—EU relationship have also made it difficult to
build cooperation on climate. Differences over trade undermined an
attempt to sign a joint statement on climate at the EU-China Summit in
June 2017.%° In its ‘16+1 strategy, China has established a regional
grouping that includes EU member states, but also Belarus, Serbia and
others.®° Many EU states see China — which favours the ‘16+1’ group
and China’s bilateral relationships in its overseas investment strategy
rather than treating the European Union as a bloc — as adopting a
“divide-and-rule” approach.®® For example, European diplomats see
China’s financial support for Greece as having encouraged it to use its veto
on key statements condemning China over its human rights record.®?

TRANSFORMING OVERSEAS INVESTMENT

China’s overseas investments, however, represent another way that
China could assume a leadership role on climate issues internationally.
One example of this is its so-called “green Belt and Road”, which has
become part of China’s soft power push. Climate change was, for
example, prominent in the communiqué that emerged from the 2017 Belt
and Road Forum:

“We are determined to protect the planet from degradation,
including through taking urgent action on climate change and
encouraging all parties that have ratified it to fully implement the
Paris Agreement, managing the natural resources in an
equitable and sustainable manner, conserving and sustainably
using oceans and seas, freshwater resources, as well as
forests, mountains and drylands, protecting biodiversity,
ecosystems and wildlife, combating desertification and land
degradation so as to achieve sustainable development in its
three dimensions in a balanced and integrated manner.”s3

At the ASEAN—China Environmental Cooperation Forum in September
2016, MEP Vice Minister Zhao Yingmin said that China and ASEAN
should “work together to build the green ‘Belt and Road’, and ... to
promote open-ended ‘South-South environmental cooperation™.®* One
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of China’s first such South-South projects is in Myanmar, where a
Chinese Government partnership with a Beijing-based environmental
NGO pledged to provide US$2.9 million worth of solar panels and clean
cook stoves.®

Greater scrutiny of China’s implementation plan for climate finance for
the developing world is needed, however.%® As China’s energy-intensive
sectors slow, there is a risk that companies such as those producing the
technology to mine and burn coal find an escape valve for overcapacity
by exporting capital and technology outside China’s borders, driving
carbon-intensive growth in other countries.

From 2000 to 2016, 66 per cent of power sector lending from Chinese
banks went into coal projects.’” Between 2001 and 2016, China was
involved in 240 coal-fired power projects in 25 of the 65 Belt and Road
countries, with a total installed capacity of 251 gigawatts.®®

In Asia fast-growing economies such as Vietnam, India, and Indonesia
plan to burn significantly more coal for energy, partly using Chinese
technology and finance. A rise in coal-fired generation in these countries
could not only undermine climate mitigation efforts, but also increase air
pollution. Planned coal projects in Southeast Asia could lead to 70 000
premature pollution-related deaths per year by 2030, according to
research from Harvard University and Greenpeace International.®®

Chinese companies are opening coal-fired cement factories in
Tajikistan.™ In Turkey, Chinese companies have signed agreements
worth bilions of dollars to construct coal-fired power stations. In
Pakistan, China is helping to build the world’s largest solar farm: a
100 megawatt project under the US$46 billion China—Pakistan Economic
Corridor.”* But it has also approved a US$1.2 billion investment for coal
mining in the Thar Desert and the construction of 660 megawatt coal-
fired power generators.”?

China’s relatively new international financial institutions, the AlIB and the
New Development Bank (NDB), face a choice that will have a direct
impact on the credibility of China’s international environmental
credentials. They can either continue to finance the use of cheap fossil
fuels, or help to transform energy systems by funding newer, lower-
carbon technologies.

The portfolio of the NDB'’s first batch of lending in 2016 — five loans
totalling US$811 million — prioritised clean energy projects.”® However,
the NDB has neither established a solid environmental and social
framework for its investments, nor a clear energy strategy.”* With
additional members likely to join the bank, it will struggle to maintain its
sustainability criteria as it scales up its loan book.

The AlIB has also avoided highly controversial projects in its first set of
loans, but has refused to rule out financing coal projects.” Here the role

As China’s energy-
intensive sectors slow,
there is a risk that
companies...find an
escape valve for
overcapacity by exporting
capital and technology
outside China’s borders...
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of other international players in the AlIB will be important. Australia, a
major coal exporter, and the sixth-largest shareholder in the bank and
chair of a voting constituency that includes Vietnam (where coal
generation and imports are rising), lobbied for the inclusion of fossil fuels
in the bank’s energy strategy. This caused a rare disagreement with the
Western European shareholder constituency chaired by Germany.

It is on the question of overseas finance, therefore, that some of the
most crucial and difficult questions will need to be asked about China’s
intimations of green leadership, and where international actors may have
some of the greatest responsibility and potential leverage.

CONCLUSION

Given the intersecting pressures that China faces, how realistic is it to
expect China to assume a greater role in global climate governance?
China, in its bilateral and new, proliferating multilateral relationships, can
be expected to maintain active climate cooperation where it is
advantageous, for technological, economic, and soft power purposes.
The new rhetoric emanating from Chinese leaders on climate change
does matter. Hope remains that in President Xi's second five-year term,
this rhetoric, combined with domestic economic, political, and social
drivers of the low-carbon transition, translates into further climate action
from China. But unless China can implement its domestic energy
transition and phase-out of coal, and green its Belt and Road Initiative
and overseas investment more broadly, its rhetoric about playing a
leading role on climate change globally is unlikely ever to be realised.
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