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About chinadialogue

chinadialogue is an independent, not-for-profit organisation based in London, Beijing
and Delhi.

Alongside a bi-monthly journal, chinadialogue’s primary vehicle is our website
(www.chinadialogue.net), a unique bilingual platform which promotes a global
understanding of the environmental impact of China’s rise by publishing informed
articles, commentaries and analysis by writers from inside and outside of China. We
aim to inform, educate, and contribute to building a global consensus on fair and
workable solutions.

chinadialogue also organises annual press awards in conjunction with the Guardian,

Netease New Media Center and Renmin University’s School of Environment and
Natural Resources and School of Journalism and Communication..
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Introduction

Isabel Hilton
Editor, chinadialogue

The risks that climate change and environmental stresses pose to business are increasingly clear. In the
last two years, for instance, an urgent debate has begun among investors, NGOs, banks and think tanks
over the value of the fossil fuel reserves that are entered as assets on the books of the world’s largest
oil firms.

As the International Energy Agency (IEA) has pointed out, if the world’s leaders are serious about their
commitment to limit the global average temperature rise to two degrees centigrade, “no more than
one-third of proven reserves of fossil fuels can be consumed prior to 2050...unless carbon capture and
storage (CCS) technology is widely deployed”. Those oil reserves become, in the words of the Carbon
Tracker Initiative (a non-profit organisation working to align capital markets with climate policy),
unburnable carbon; coal reserves are coming under similar scrutiny as pressure grows to scale back
coal use, to limit the impact on air quality and, of course, to mitigate carbon emissions.

These are critical risks for the market and for investors. Other pressures come in different forms:
resource competition and the need for better resource stewardship; water scarcity that poses a risk
both to energy and to business operations, and the contingency of future regulation as governments
respond to new constraints with new rules. The availability and the conditions of credit are also being
conditioned by climate risks.

So far, the evidence suggests that business is not responding as well as it needs to. A recent report
on US business by the not-for-profit organisation CERES, which tracks business sustainability,
revealed that of more than 600 major publicly listed US companies — representing three-quarters of
the country’s total stock market capitalisation — few had made sufficient progress or given the risks
sufficient attention.

Business leaders at many levels have understood that investors, regulators, partners and customers will
increasingly judge performance in environmental terms — penalising negative impacts and rewarding
positive contributions to environmental sustainability. The global accountancy firm KPMG has
calculated that the environmental degradation caused by the world’s 3,000 largest public companies
came to a staggering US$2.15 trillion in 2008. To date, relatively few major companies have followed
the example of Unilever, which publicly committed to double its sales and halve its footprint between
2010 and 2020, though many US companies report that they expect some form of climate regulation to
come and they have begun to factor climate change into their financial planning.



Since China is the world’s second largest economy, the world’s biggest carbon emitter by volume, and the
world’s principal manufacturing centre, and since China also faces a sustained environmental crisis, the
capacity of China’s businesses to rise to the challenge of sustainability will be decisive for global efforts
to avoid dangerous climate change, and for China’s own efforts to become, in the words of President Xi
Jinping, an “ecological civilisation”.

Mounting concern in China over the risks that the environmental crisis poses to future prosperity and
the health and wellbeing of its citizens is already visible in the robust action that government is taking
against environmentally irresponsible companies: as Fong On Kei reports in this issue, in 2012 the
city government of Beijing closed down 200 companies that it judged energy inefficient or excessively
polluting, with heavy losses for investors. Even responsible companies do not avoid all risk — a clean and
reliable water supply is fundamental, and many locations in China already suffer extreme water stress,
for example. Other projects have been forced to halt at a late planning stage because of opposition from
a mistrustful and increasingly active public in China, and in overseas operations — in Peru and Myanmar
for example — Chinese companies have suffered severe setbacks because they have either misjudged local
public opinion or have failed to meet local environmental standards.

To operate successfully in the future, both Chinese companies operating abroad and international
companies operating in China will need to demonstrate their capacity to operate within resource
constraints, to limit and to take responsibility for the environmental harm they do. Environmental
regulation and responsible environmental behaviour are often understood as a burden for business, but as
the example of the most innovative and far-sighted companies shows, constraints can also act as a spur to
innovation and responsible companies are rewarded by increasingly discerning customers.

Since its launch in 2006, chinadialogue has documented many aspects of China’s environmental crisis and
has published the views and insights of Chinese analysts, policy makers and civil society, along with their
international counterparts to promote knowledge sharing and collaboration. In the past year, we have
focused increasingly on the conduct and impact of businesses at all levels, in China and overseas, both
exposing polluters and highlighting innovative models and examples of best practice that point to exciting
future possibilities. China is a fast moving laboratory of the future; the decisions that are made in China —
and by China’s business, affect us all. In this special issue of chinadialogue’s bi-monthly journal, we are
pleased to highlight some of our recent coverage; we shall continue to report on and analyse this vital
sector. ©
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Public mistrust on PX justified
by corporate secrecy

China’s PX protestors are accused of overreacting, but their

anger is based on a long string of pollution cover-ups

In late March 2014, street clashes hit the southern
Chinese city of Maoming during public protests against a
new paraxylene (PX) factory. By the end of the month, the
city government announced it would respect the wishes of
the majority. The PX project was shelved.

Seven years have passed since the first PX protests in
the port city of Xiamen in 2007, along with a succession
of similar cases. The pattern is familiar: local governments
work to attract PX projects, residents protest and force a halt
to the schemes. But this time there has also been a number
of criticisms of the public opposition to these plants. The
criticism has been along three lines: first, that the protests
are unecessary, because PX projects are neither very toxic
nor dangerous. Second, that the objections are selfish and
only reflect the interests of a minority, and will simply shift
pollution to another city. And third, that these protests are
not as spontaneous as they appear — vested interests are
using the public as a tool.

Such views became common online after the Maoming
protests and have influenced both public and government
views of the protestors. There is therefore a need for
clarification.

The public may be wrong to view PX projects as toxic,

11

Without trust, the three players

— government, business and the
public — inevitably fall into negative
patterns of interaction.

7

Tang Hao

carcinogenic and dangerous. But is that really their fault?
It is not the responsibility of citizens to research chemical
plants being forced upon them — it is the government’s job
to explain. When secrecy surrounds a project’s inception,
environmental impact assessment and construction, it is
entirely legitimate for the public to worry.

Moreover, these judgements are based on past
experience: overseas PX plants might not cause pollution,
but it is hard to be so confident about a Chinese-managed
plant. The opposition to PX arises from public mistrust of
both government and business.

As for whether the nimby movement is selfish, it's
arguable that the wider public interest is made up of many
smaller interests. If we take away specific selfish concerns,
we have no public interest left. Similarly, by protecting
local and individual interests, we protect the greater public
good.

To argue that vested interests are manipulating the
public into protesting is too much of a conspiracy theory.
It belittles the public intelligence, and by extension,
citizens’ actions. It shows misunderstanding or malice, an
unwarranted questioning and mistrust of the public, which
harks back to authoritarian times. If we don’t recognise the
people’s right to protect their own interests, what public
interest is there to speak of?

An article in the People’s Daily, titled “PX Concerns”,
said that one cause of opposition is that that members of the
public do not realise how they themselves benefit from PX
factories. But statistics show that, of 24 billion yuan in taxes
paid by Maoming’s petrochemical sector in 2013, only 1.5

www.chinadialogue.net
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billion went to Maoming itself. Yet local residents take on
the pollution, the diminished quality of life and the potential
dangers. Why shouldn’t they protest?

Mistrust of the system

Nimby protests arise not from public failings, but from
public mistrust of government and businesses.

Citizens don’t just worry that they aren’t getting the
full story about PX plants — they mistrust the entire system.
They do not think the company will run the plant safely,
and they do not trust the government to exercise strong
oversight and uphold the law. The mistrust is so strong that
a project which would be accepted anywhere else in the
world cannot be built in China. Government and business
actions in the past show such presumed guilt is not wholly
unreasonable.

The people’s mistrust is expressed as supposition,
rumour and protest. Social media provide a venue for
protest to spread, amplifying that mistrust. As events
accelerate posts on microblogs, forums and blogs increase
exponentially, and in extreme cases the people take to the
streets.

The government’s mistrust of the people is evident
from the way microblogs fall silent and social media posts
are deleted, all to prevent the spread of opposition. There
are even reports of authorities forcing petrochemical
workers, civil servants, students and teachers to sign no-
protest commitments. From the start of the Maoming
protests to the time of writing, I have seen huge quantities
of online material deleted — both specific details of the
opposition, and online comment. It is next to impossible to
find any valuable information.

And without the necessary information, what reason is
there for trust? There is a link between internet censorship
and the street protests. Cracking down on information
exacerbates the situation by placing the government and the
people on opposite sides, making radical action more likely.

Political support for an industrial project comes
as much from the perverse incentives created by the
assessment system for officials as the views of local
government. Attracting major projects and boosting
the local economy is an important way for officials to
demonstrate competence and earn promotions. But this
means any movement reducing economic growth is treated
as opposition to the local government.

www.chinadialogue.net

Transparency needed

Without trust, the three players — government,
business and the public — inevitably fall into negative
patterns of interaction. To change this, the stronger parties
- government and businesses - must work in the short term
to create trust by committing to be fair and uphold their
promises. In the long term, we need new systems.

Firstly, strict implementation of environmental impact
assessments is essential. Nimby protests are closely
linked with government behaviour, particularly public
policy decisions. The fairness of policy making and
implementation must be ensured. We need transparency
when decisions are being made, when environmental impact
assessments are being carried out and when construction is
under way. All legal procedures must be followed closely,
and vested interests not be allowed to interfere in policy
decisions.

Secondly, we need an effective method of public
participation. We must strengthen communication between
government and the people, solicit public views, protect
residents’ right to know and participate and create norms for
public participation. This will prevent disorderly behaviour
and loss of political control.

Finally, we need to establish multilateral mechanisms
for communication. The government should have a
procedure for responding to questions from the public,
without censoring the truth. Public education work should
be emphasised in similar cases, so the public can understand
what a PX project involves. Routes for the public to
participate should be provided, and the opinion of third
party experts given weight. When necessary, environmental
compensation should be paid to residents, after effective,
open discussion.

Such positive social mechanisms need to be built on a
foundation of trust. In Taiwan, the nimby movement has
been active for over 30 years, but today it rarely takes to the
streets. Sustained public pressure has forced the
establishment of positive tools for communication between
the people, government and business, better publicity about
projects and improved oversight. It is not just the
government that must learn from Taiwan — so too should the
public and business.. &

Tang Hao is a professor at South China Normal University
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NGOs crowdfunding for

green

initiatives in China

New methods of fundraising are helping to support a range

When an earthquake hit rural Sichuan on April 20 2013,
the community of Baoxing County was one of the worst
affected. Dozens of villagers died and the destruction
threatened the livelihoods of the survivors.

These desperate circumstances led the Global
Environmental Institute (GEI), a supporter of Baoxing’s
Fengtongzhai Honey Cooperative, to turn to an innovative
fundraising solution. In May, the non-profit launched a
campaign on crowdfunding websites in a bid to raise the
£8,500 (81,000 yuan) needed to buy new hives and help the
150 beekeeping households rebuild their lives.

In the last few years, crowdfunding has rapidly gained
traction in Europe and North America. In 2012, around £1.8
billion (18 billion yuan) was raised, almost doubling 2011’s
total, according to research firm Massolution.

Crowdfunding describes the collective effort of
individuals to financially support initiatives through online
platforms such as Indiegogo and Kickstarter, sometimes
with a small non-monetary return on their investment,
such as a t-shirt or their name in film credits. It is a sector
expected to mushroom: some predict it will be worth £320
billion (30 billion yuan) when mature.

Crowdfunding is proving particularly suitable for
green initiatives. Clean energy and sustainable development
projects have raised more than £320 million (3 billion yuan)
worldwide. There are entire platforms dedicated to green
causes, such as Kiva and GlobalGiving, which use an array
of funding models including money-for-goods or equity.

of environmentally sustainable enterprises in China

Nicola Davison

Yet in China, the industry is still small. Less than six
million yuan has been crowdfunded to date on the two
largest platforms, Demo Hour and Dreamore.

For GEI, the bee campaign ran risks. “We weren’t sure
whether or not it would flop”, says Aimee Bailey, a Henry
Luce scholar hosted by GEI. “But it was a project that
didn’t have funding this year, so if we didn’t look for the
money there would be no bee hives.”

Bordering Baoxing is the Fentongzhai National Nature
Reserve, a place of global ecological significance in terms
of biodiversity, and the natural habitat for endangered
species including the snub-nosed golden monkey and giant
panda. Beekeeping offers a profitable livelihood that isn’t
labour intensive.

“We’ve been building the beekeeping industry to try to
provide an alternate livelihood”, Bailey says. “There aren’t
many opportunities to earn money in this region, so many
people have to resort to illegal forestry in order to make a
life for themselves.”

GEI launched two concurrent campaigns on Indiegogo
and Demo Hour aiming to raise $10,000 (£6,400) and
20,000 yuan (£2,100) respectively. They offered participants
rewards, such as a photo of the beneficiaries with their bees,
and updated them regularly. It is this personal engagement
that encourages people to get involved. By the end of the
campaigns, GEI had raised 27,000 yuan or 135% of their
target on Demo Hour, and US$10,350 or 104% of their goal
on Indiegogo.

www.chinadialogue.net
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Charity and good causes in China

The success of crowdfunding in China was not always
guaranteed. “We felt anxious when we started building
Demo Hour, as most of the people we consulted told us
that Chinese society is not the same as the US”, says Peter
Chang, a founder of Demo Hour. “Although China became
the world’s second largest economy just a few months
before we opened the website, the concept of donation was
not popular.”

Philanthropy is a burgeoning movement in China.
Many credit the Sichuan earthquake of 2008 as the sector’s
watershed moment. Just as the government has taken a more
active role in its charity support, microblog platforms such
as Sina Weibo have heightened awareness of social and
environmental issues. Public donations rose from 3.2 billion
yuan (£330 million) in 2007 to 25 billion yuan (£2.6 billion)
in 2011, according to government statistics. Since Demo
Hour launched in April 2011 the company has received
7,000 applications. “In retrospect, I realise the worries were
unnecessary,” Chang says.

Companies, too, are beginning to explore crowdfunding
to facilitate corporate responsibility. Last September
Tencent, the internet giant, launched its We Love scheme.
So far the company has helped raise 4.7 million yuan
(£500,000) for 114 social enterprises and NGOs. Proposals
are uploaded onto social networks and with every retweet
or share the beneficiary is credited £0.06 from Tencent’s
charity foundation, once a minimum number is reached.

Though not strictly adhering to established
crowdfunding principles — the donors have minimum
involvement and don’t get a free t-shirt — Tencent’s scheme
shares a similar ethos. “I can’t think of another market
where you can introduce a crowdfunding platform like
Tencent and get such a scale of response so quickly”, says
Mairi Mackay, director of society at the British Council in
Beijing.

Yet crowdfunding in China isn’t all rosy. In particular
there is a lack of legal clarity. “In China there’s still a
discussion ... about whether it’s possible to have something
that is a charitable cause and a commercial model at the
same time,” says Mackay. (Most crowdfunding platforms
charge for hosting, though Demo Hour waives its usual
10% fee for sustainable projects.) “It has implications in
the way the legal framework is developed because people

www.chinadialogue.net

need to make decisions about basic definitions before they
legislate,” adds Mackay.

Fundraising is already difficult for NGOs and
sustainable enterprises in China — they can’t solicit
donations from the public, for instance. There are calls
for the government to update legislation: in a white paper
GEI is drafting, one of the policy suggestions is that the
government should explicitly legalise crowdfunding.

Public trust is another barrier. A lack of transparency
and accountability about how donated funds are used has
done little to credit the charity sector, with recent scandals
at the Red Cross Society of China making the problem
worse.

Demo Hour has taken steps to assuage participants’
fears. There is an initial identity verification process for
applicants, followed by a “warm-up step” in which website
users vote for or against a project before official launch.
Thirdly, sustainable project applications, if created by
individuals or unofficial groups, must partner with an
established institution to ensure credibility.

There is room on crowdfunding platforms for more
sustainable projects. Chang says that green initiatives
account for just 10% of applications to Demo Hour at
present. Yet they are often successful. “In this era of
personalised media, the de-centralisation of communication
is revolutionising things,” says Chang. “The proliferation
of social media [in China] certainly helps greatly. What
crowdfunding needs is the ‘crowd’.”

Chen Tongtong, a student at Beijing Normal University,
chose to crowdfund to help establish a handmade soap
cooperative in rural Jiangxi. The area’s tea tree oil industry
was struggling as younger generations moved to cities for
work. Chen’s month-long Demo Hour campaign raised
nearly 11,000 yuan (£1,200) from 99 supporters, and has
allowed her to educate locals about tea tree soap production,
legal rites and sustainability.

Chen and her team are currently researching six other
projects that they plan to crowd fund.“It’s accessible to
grassroots organisations like ours. Our goals are not too big.
What we really need is a starting point to kick them
off.? &

Additional reporting by Xia Keyu

Nicola Davison is a freelance journalist based in Shanghai
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How NGOs forced China’s biggest
coal company to back down

Sustained pressure from Greenpeace forced Shenhua to commit to
major changes at a coal plant in the Mongolian grasslands

Feng Jie

China’s biggest coal firm, Shenhua, has been forced to
commit to changes in its operations in Inner Mongolia
after sustained pressure from Greenpeace, in what has been
described as a model for civil society action in support of
the environment.

In April 2014, the local government announced that
Shenhua would stop pumping groundwater over the course
of the year. Since pumping started in 20006, the grassland in
the region has seen falling groundwater levels, decreasing
vegetation, and the destruction of sand dunes.

Shenhua’s coal to liquid fuel plant in Ordos, in Inner
Mongolia, became the subject of scrutiny in 2012, when
Greenpeace published its “Thirsty Coal” report, detailing
how expanding coal chemical operations in the west of
China were competing with locals and the ecology for water
resources.

During this period, another Beijing-based NGO,
the Centre for Legal Assistance to Pollution Victims, got
involved in the case. Hu Shaobo, one of the lawyers on the
team, said that “legally speaking I wasn’t very optimistic.”
Article 55 of the recently revised Civil Procedure Law
allowed for public interest environmental litigation, but
there were no detailed rules on how it should be done, he
said.

11

Hu’s assessment turned out to be accurate. Both
Beijing’s Dongcheng District People’s Court and the Inner
Mongolia Intermediate People’s Court refused to hear the
case.

Part of the problem for Greenpeace was finding experts
willing to make environmental-impact assessments, as
most didn’t dare speak out for fear of reprisals. But in mid-
July 2013, Hu and another lawyer accompanied Xie Yan, a
researcher at the Chinese Academy of Sciences’ Institute of
Zoology, and another scientist employed by a State Forestry
Institute, on a trip to Ordos.

According to Xie, “It’s very hard to carry out
environmental investigations in cases like this, so we
experts should help out and provide scientific support.”

In their environmental impact assessment, Xie and the
others said: “We believe waste-water dumped by Shenhua
CTL near the plant may pollute the soil, and that pumping
has led to a significant drop in groundwater levels.”

Their conclusion was echoed by Greenpeace’s report that
appeared at the end of July 2013.

The giant responds

Shenhua arranged an urgent meeting with Greenpeace

The herders don’t believe the pumps will stop running in the near future, and
not simply because it will be hard to find an alternative source of water quickly.

www.chinadialogue.net
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the afternoon that the report was launched. In an interview
with the newspaper Southern Weekend, Zhang Jiming,
president of Shenhua’s Coal to Liquid and Chemical
Company, recalled that “there were disagreements within
Shenhua after that first meeting”.

“They aren’t our superiors, or law enforcement, or
the media,” Zhang said. “Is there any need for us to keep
talking? After consideration we decided to communicate via
Greenpeace what we’d done, what the problems were and
what further action we were going to take.”

After that meeting, Shenhua dispatched its own
investigators to Ordos and in August 2013 provided an
explanation of the company’s groundwater extraction and
its environmental impact, as requested by Greenpeace.
Eight days later, again in response to Greenpeace requests,
it provided another document on its release of waste-water.

Accused of over-extraction of ground water, illegal
dumping of waste-water and damaging the grasslands
environment, Shenhua admitted that there was “no doubt”
extraction of groundwater harmed the environment, that
groundwater levels had fallen at five out of 22 pumping
stations, and that vegetation coverage had reduced — but
rejected Greenpeace’s claim that this was due to Shenhua’s
water extraction.

On the most crucial matter, excess groundwater
extraction, Shenhua responded that “no actual excess
extraction of groundwater was found, either in legal or
technical terms.”

According to data provided by Shenhua, in the six
years from 2006, when trial operations started, to 2012, the
CTL project extracted an average of less than 20,000 cubic
metres of water per day, “less than the permitted amount”
of 36,000 cubic metres for which it is licensed, and much
less than the 80,000 cubic metres surveys have judged an
acceptable level.

After Greenpeace published both text and images
exposing illegal dumping of waste-water, Shenhua pointed
out that in April 2013, prior to publication of the report, it
had been fined by the environmental authorities and ordered
to make changes. However it denied deliberate pollution,
saying that the water was “stored temporarily” due to
technical problems.

Zhang Jiming explained that Shenhua had, in
accordance with the demands of the environmental
authorities, treated and reused the three to four thousand
tonnes of waste-water, at a cost of 120 yuan per tonne.

The pond bed was then cleaned and restored to its former
appearance.

Despite Shenhua’s efforts, Greenpeace was
unconvinced. Shenhua was asked to explain why that
temporary storage was in place for over two years and why
the pond was not sealed. Nor was there an explanation of
why the waste-water was found to be in breach of pollution
standards, and whether or not use of that temporary storage
pond was included in the environmental-impact assessment
report.

Zhang also claimed to be surprised that Greenpeace
found several pollutants, including aromatic hydrocarbons
and phenol in that water. As with other industrial operations,
Shenhua only carried out three tests: chemical oxygen
demands, ammonia and phosphates. “We were shocked they
found it, and we’re going to continue testing for aromatic
hydrocarbons,” said Zhang.

Greenpeace’s investigation finally bore fruit in April
2014, when the local government told herders living near
water sources in Haolebaoji Township that they would be
paid 20,000 yuan (US$3,200) per person, plus 20,000 per
household, as compensation for loss of water resources to
industry, to be paid over three years. It was also confirmed
that Shenhua’s pumping stations were to be shut down.
However, Zhang Jiming said that a simplistic view of this as
an “NGO victory” devalues a change arising out of a hard-
fought negotiation between the two sides.

The villagers in the region are also more cautious about
the verdict. A representative for some of the herders recalled
that, since Shenhua installed pipes in 2005, the Wushen
Banner government has twice proposed a wholesale
relocation of the herders, but it has never happened. Apart
from annual compensation paid by the local government
of 8,000 yuan (US$1,280) a year from 2012, none of the
promises made to the herders by the local government has
been kept.

The herders don’t believe the pumps will stop running
in the near future, and not simply because it will be hard to
find an alternative source of water quackly. They are sure
that the government, from the provincial-level downwards,
will do its best to figure out how Shenhua can keep pumping
groundwater: according to a 2010 article on a local official
website, the Ordos government had to fight to get the
Shenhua CTL project, and one of the promises made to win
that fight was to supply plenty of water. &

Feng Jie is a reporter at Southern Weekend, where a version of this article

was first published
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China’s largest chicken producer
opens up to smart phone users

As fears over food safety grow in China, companies are letting customers trace
their products via WeChat, the country’s most popular messaging app

Wang Yue

Han Jia-Hwan is schooled in the ways of WeChat. But
the 58-year-old chairman of China’s largest chicken meat
processor, Dachan Food (Asia), isn’t interested in using the
popular messaging app to chat. He has a grander scheme.
It starts with a simple swipe of a smart phone. Dachan,
which slaughters 180 million chickens every year, plans to
show customers its entire supply chain by assigning each
product a QR code, a complex pattern that can be scanned
by the messaging app.
“By scanning the code, customers can immediately see
in WeChat which farm produced the chicken, how it was

- “ﬂ'_lih‘"ll\lwhlu ﬂl\lum ‘I|| i |Ilﬁl

fed and who processed it,” Han said. “We control every step
and now we are letting everyone see it.”

Dachan is not the only food company laying bare
its production process. As anxiety grows in China over
environmental degradation and its potential impacts on
the food chain, big Chinese companies are using similar
schemes to prove the safety of their products.

China’s top diary producer, Meng Niu, also lets
customers trace its products via WeChat. Meng Niu saw its
sales suffer after the 2008 tainted baby formula scandal. Its
profit declined 21% in 2012 when a batch of milk was found

L

“By scanning the code, customers can immediately see in WeChat which farm produced the chicken, how it was fed and who processed it”

www.chinadialogue.net
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to have been contaminated with aflatoxin, a carcinogenic
mould found in corn grown in humid climates.

The poultry industry faces equally big risks. Dachan
and its peers were hit by last year’s outbreak of H7N9
influenza, while the high prices of corn and soybean animal
feed have added to its woes. At a time of weaker demand
and higher production costs, the Taiwanese company
reported a net profit of 310 million yuan from its mainland
China operation in the first half 0of 2013, a 10.2% decline
from the same period in 2012.

Could the QR code-scheme help? Ma Ji, an economist
at China Agricultural University, said the public was
likely to see it as a marketing stunt. Ma said it is hard for
consumers to assess a product’s quality via the traceability
system and, if they scan the codes at all, they are probably
doing it for fun.

“A food traceability system is very costly,” he told
chinadialogue. “But do consumers really care to know
which farm produced their food and the name of the farm
owner?”

“People just want their food to be safe. If a traceability
system helps to improve a company’s overall management,
then it is a good thing. If it is used for marketing, then it
doesn’t help to increase consumers’ confidence.”

A “Chinese Whole Foods”

The official launch of Dachan’s WeChat plan is
scheduled for the second half of 2014. The new scheme
is designed as an improvement of the company’s current
traceability platform, where consumers have to manually
type codes into Dachan’s website to locate the producers
and see pictures of their farms.

“China is catching up in food safety,” he said. “We
want people to feel safe via our traceability system. We plan
to incorporate footage of the production sites as well.”

“The internet is changing a lot of things,” he added.
“Hopefully consumers’ confidence will change as well.”

Dachan also aims to launch an online market where
only traceable food will be sold, according to Han, who
said the market would be open to any supplier able to trace
his production process. The goal is to build the site into a
Chinese version of Whole Foods, the largest organic retailer
in the United States with 265 stores nationwide.

“Vegetable, fruits...everything in this market shares the
same DNA. Every product is traceable,” he said. “Dachan
will be the biggest supplier of eggs, meat and milk.”

Han said development of the e-commerce site would be

gradual. If everything works out well, he said, the site may
eventually evolve into an individual company.

The biggest challenge in China is how to make people
care more about traceable food, according to Han, who said
Dachan is working on presenting the health impact of its
production process in a better way.

“We want to be very, very specific,” Han said, without
disclosing the exact cost of the company’s food traceability
system. “We are thinking about how to communicate better
with consumers as well.”

More inspectors needed

The Chinese government also wants to address
the country’s vexing food safety issue by rolling out
various traceability mechanisms. It has built somel5 trial
programmes in different cities and is encouraging big
companies to take the lead.

Huang Rungqiu, a representative of the southwestern
Sichuan province, proposed during China’s parliamentary
meetings in March that the system be expanded nationwide
to allow the origin of any food safety problem to be traced.

But Ma said the system might not be the best way to
guarantee food safety. Rolling it out across the country
would be very expensive, and the cost may eventually be
borne by consumers, who are already seeing food price
inflation.

It would be better to establish regional food traceability
systems to cover major production bases, according to Ma,
who said the task would require much more coordination
among local governments.

The central authorities also need to train more
professional inspectors to put a stop to high profile food-
safety incidents such as cadmium-tainted rice and rat meat
sold as lamb, according to a report published by the Beijing-
based nonprofit group, Forum on Health, Environment and
Development. It says that the state regulator — China Food
and Drug Administration — needs another 40,000 people to
do a proper job.

Eventually, food safety comes down to China’s soil and
water. In a country where years of breakneck growth have
left the environment heavily polluted, protecting food safety
is long-term work. Ma said: “Ecological safety is paramount
to food safety. No matter how tough the food safety laws
are, food will not be safe if the ecology is damaged.” &

Wang Yue is a former reporter in chinadialogue s Beijing office
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Chinese companies
still guilty of greenwashing

Better monitoring is needed to make sure Chinese

companies stick to their environmental commitments

Chris Marquis
Yang Chen

Over the past three decades, a global movement for social
and environmental sustainability reporting has catalysed
companies to be more open and transparent in documenting
their social and environmental impacts. For instance, both
the UN Global Compact (UNGC) and Global Reporting
Initiative (GRI) have developed internationally accepted
frameworks for companies to follow when measuring and
reporting on their environmental and social performance.

By encouraging information disclosure, companies
become more aware of their impacts and also more open
to monitoring by interested stakeholders (such as the
government, civil society and even investors).

Recently, Chinese companies have increasingly
embraced this trend. According to a recent report by
Syntao, a leading sustainability consulting company in
China, 1,722 Chinese companies issued Corporate Social
Responsibility (CSR) reports in 2012, a large increase
from just one in 2006 - State Grid. According to Syntao, in
2012, 22.6% of central government-led enterprises issued
CSR reports compared to only 9.4% of private enterprises,
suggesting that this trend is being driven by central
government influence on State Owned Enterprises (SOE).
Yet, significant questions remain about the quality of these

11

Our findings were that only firms
that were monitored ended up
implementing substantive reporting
and that without monitoring, reports
were mainly symbolic.

3

www.chinadialogue.net

reports and whether this trend truly indicates increased
transparency or just an elaborate form of “greenwashing”,
whereby firms aim to present a sustainable image while not
actually being sustainable in practice.

The growth of CSR in China

Since 2006, the central government’s focus on “Building
a Harmonious Society” has led to greater focus on CSR and
sustainability, with a focus on increasing overall information
disclosure standards. For example, some Shenzhen and
Shanghai exchange listed companies are required to issue
sustainability reports and the Shenzhen exchange even
provides training on data collection and report writing for
listed companies. In 2008, the Chinese Academy of Social
Sciences established a set of corporate social responsibility
reporting guidelines which is now highly recommended by
central government officials.

Large Chinese firms have increasingly adopted CSR
reporting, and there are many examples of well-known
companies, particularly SOEs, even being lauded for their
reporting. For example, COSCO, the Chinese shipping
giant, was awarded Model Practice Company by Global
Compact in 2010.

Just because Chinese companies are now issuing
reports does not mean that these reports are presenting a full
and accurate picture of the firm’s operations. Research on
the globalisation of environmentalism suggests that much
environmental reporting may simply be greenwashing. For
example, with regard to China, we have found that the top-
down, governmentally driven process China has followed
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may have the advantage of leading to rapid construction of
policy and regulatory framework, but one weakness is that
it does not necessarily lead to better behaviour, owing to a

lack of supervision and high monitoring costs.

Anecdotal evidence also suggests that some of the same
companies that were lauded for their reporting work were
not necessarily following through with more responsible
actions in the rest of their enterprises. For example,
Baogang Group, a steel company located in Inner Mongolia,
claims to have invested tens of millions of dollars a year in
environmental protection and waste processing, and has also
been recognised for its CSR and sustainability activities.
But in early 2013, the company was reported to emit large
amounts of heavy metals and other chemicals into the air,
which leak into surface and ground water. Official studies
carried out in Dalahai, one of the worst affected villages,
confirmed there were unusually high rates of cancer along
with high rates of osteoporosis and skin and respiratory
diseases and the radiation levels are ten times higher than in
the surrounding countryside.

As a further example, on November 29, 2013, China
National Petroleum Corporation (CNPC), which has
received a number of awards for its outstanding performance
in CSR reporting, was sued by All-China Environment
Federation (ACEF) because its emissions polluted soil and
underground water in Jilin province. These two examples
and many others suggest that there may be significant
greenwashing among Chinese companies — while they are
lauded for some areas of environmental performance and
their sustainability reporting, in fact, their actual activities
may be less than environmentally responsible.

While China has taken a good first step in introducing
and promoting adoption of corporate sustainability
reporting, the government needs to focus much more on
creating monitoring mechanisms monitoring in order
to eliminate greenwashing. For example, we found that
only firms that were monitored ended up implementing
substantive reporting and that without monitoring, reports
were mainly symbolic. We recommend that companies
should be encouraged to incorporate global standards more
effectively, and the government should develop a better
grassroots monitoring system.

Closer adherence to international standards

CSR reporting aims to increase transparency and
bring companies under public scrutiny. After all, as former

US Supreme Court Justice Louis Brandies famously
noted, “sunshine is the best disinfectant.” But in our
examination of many CSR reports, greenwashers tend to
issue complicated reports with obscure criterion, which
just confuse their readers. We suggest that Chinese CSR
reports adhere more closely to international standards that
make them verifiable for stakeholders, both domestic and
overseas.

A few leading CSR companies in China have already
adopted internationally accepted frameworks. For example,
Baosteel, a state-owned iron and steel company based
in Shanghai, has disclosed information according to
GRI standards since 2006. Moreover, as a high energy
consumption enterprise, it also reported information related
to energy consumption, water consumption, greenhouse gas
emissions and wastewater discharge, which are beyond the
standard requirements. But based on Syntao’s report, among
2012 reports, only 17% supplied such critical information.

Role of NGOs

Many other countries have relied on active non-
governmental sectors to effectively monitor corporations.
However, in China most influential NGOs are established
by or dependent on government agencies, often executing
administrative functions. Recently we have argued that,
given the tremendous increase in corporate power over the
past decades, China needs to develop independent NGOs in
order to apply greater checks on this power and allow the
social and economic system to run more smoothly.

The Communiqué of the Third Plenum, released in
November, highlights the urgency of building a
comprehensive system for ecological protection. The
Communiqué demonstrates the government’s commitment
to sustainable development, and there’s no doubt that more
attention will also be placed on CSR activities. Facing
increasing pressure both at home and overseas, companies
will find it increasingly costly to be socially and
environmentally irresponsible. Perhaps, in the first stages of
ecological commitment, greenwashing is a stepping stone,
but to overcome China’s environmental crisis, more needs
to be done to make sure Chinese companies adhere to their
environmental commitments. &

Chris Marquis is an associate professor at Harvard Business School

Yang Chen is an associate professor at Shanghai Maritime University
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Recycling lead batteries blocked by
cheaper, more polluting methods

lllicit recycling of lead batteries is blocking more environmentally-friendly methods of disposal

Zhang Chun

Less than 30% of the 2.6 million tonnes of old lead-
acid batteries discarded in China every year are properly
recycled, according to a new report by the Ministry of
Environmental Protection and the US NGO National
Resources Defence Council (NDRC).

This is much lower than the 95% figure seen in
developed countries. But the problem is not a lack of
recycling capacity — firms such as Jitianli in Shanxi can
handle 100,000 tonnes of lead-acid batteries a year, yet
receive only 15,000 tonnes.

Where do the rest go? According to the report about
80% are bought up by individual traders who sell onto
illegal recyclers. This means legitimate firms can’t obtain
the batteries they need to operate normally.

The methods used to disassemble lead batteries by
illegal recyclers pollute the air, soil and water. Wang Ying,
an NRDC consultant on the management of chemicals, said
that “any illegal recycling will be polluting, they all dump
the sulphuric acid.” She added that one-third of the weight
of a battery is sulphuric acid — the traders dump it for easier
transportation, and some recyclers say openly that they only
want the lead plates.

Yang Xiaoming, senior engineer at the Policy Research
Center for Environment and Economy (PRCEE), said that
old lead-acid batteries are listed as a type of hazardous
waste: there are strict standards for storage and disposal. “But
in practice there’s no supervision, so illegal operations do
exist and compete with the legitimate firms.”

Yang added that there were many policy loopholes
and regulatory failings, and dealing with the problem will

www.chinadialogue.net

require facing up to issues within the entire production, use
and recycling system: unclear responsibilities, obstacles

to setting up a legitimate recycling system, high licensing
barriers, the cross-provincial operations of illegal recyclers,
and a lack of joined-up enforcement.

These problems all give rise to the biggest problem
faced today — the legitimate recyclers can’t get the batteries.
Wan Xuejie, deputy president of Jitainli, explained that
his company spent 200 million yuan on importing and
upgrading top of the range equipment from Italy. That
machinery can extract the acid and metals from the battery,
but is costly to run — to earn a profit the company needs to
buy in batteries at less than 4,000 yuan a tonne. But smaller
operations can pay 7,000 yuan and still make money, so
Wan’s firm is losing out.

Yang told chinadialogue that when Shanghai was
unable to collect enough batteries to make recycling
worthwhile, it had to send those batteries it had obtained
to Zhejiang and Jiangsu provinces. But Zhejiang will no
longer take them, and they have to be sent to Anhui. “And
now Shanghai’s worried Anhui won’t want them either.
There are too many of the smaller traders stopping the
batteries reaching the legitimate recyclers.”

At the bottom of the chain, Wan explained, are car
repair shops and sales lots — they will buy an old battery for
150 yuan and sell the customer a new one. The old one is
sold on at a profit to a trader who will in turn sell it on to an
illegal recycler.

David Lennet, an attorney to the NRDC, explained that
the US once faced the same problem. Under the US system,
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US consumers get a discount on a new battery if they hand their old one in

he said, consumers get a discount on a new battery if they
hand their old one in. The retailers pass those batteries back
to the manufacturer, in return for a cheaper price on new
stock. The manufacturers then pass the batteries onto a
recycler — who sells the recovered lead back to the

© Lanacion

manufacturer at a discount. Operating costs throughout the

chain are cut, and everyone benefits. &

Zhang Chun is assistant editor in chinadialogue s Beijing office
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Do China’s polluting firms
deserve better treatment?

Yang Zhaofei, deputy chair of the China Society for Environmental Sciences, argues that
local authorities need to engage with polluting companies more constructively

Fong On Kei

When Guangxi’s He River was polluted by thalium and to no effect.

cadmium, the downstream province of Guangdong became Local governments often shut down polluters in
concerned about its water supply. According to China.com. response to public complaints or emergency situations, a
cn, the source of the pollution is most likely smelting and practice that is increasing.

ore dressing plants upstream. The local government has shut In 2012 Beijing shut down 200 polluting or energy
down 112 illegal mining firms along the river and is taking inefficient firms, with a similar number to be closed this
samples for testing. Hezhou deputy mayor Bi Haidong year. In Taiyuan 118 firms were shut down in the first half

pointed out that the firms had been punished previously, but  of the year. The companies closed were mostly producing

T ST
] |
¥ | T

Local governments often shut down polluters in response to public complaints or emergency situations

« 36+ www.chinadialogue.net
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construction materials, chemicals, or were foundries and
electroplating plants. These sectors are often responsible for
pollution and carbon emissions; shutting them down will
certainly have a positive environmental impact in the short-
term.

But Yang Zhaofei, deputy chair of the China Society
for Environmental Sciences and formerly chief engineer
at the Ministry of Environmental Protection, believes that
simply ordering polluting firms to shut down will fail to
resolve environmental problems. The real question is how
to responsibly help the companies cease operations or
change sector.

Yang told chinadialogue that “when faced with public
anger the government often shuts down the firm without
even thinking about its circumstances — i.e. is it a legal
business, what investments have been made, etc.”

Whilst it’s hard to argue that a firm breaking
environmental laws should be allowed to continue
operating, many companies are caught between the prongs
of incoherent and contradictory policies. Industries may
be offered incentives to locate in an area, and then receive
little environmental oversight until they are closed down.
Last year’s attack on the deputy head of a Shandong
environmental burecau was an example of how businesses
can be backed into a corner. The operator of an illegal iron
foundry, closed down a year earlier by the deputy head,
burst into her office and badly wounded her. In court the
attacker said, “If she won’t let me live, I won’t let her.”

According to Yang the environment does require
protection — but the rights of investors must not be
ignored. The government should take responsibility for

the management of all polluters, illegal or otherwise.
“Local governments can’t encourage firms to start up to
boost GDP and then later just shut them down because of
environmental problems.”

He suggests the government draws up a plan for the
elimination of polluting firms, looks at the background
of the companies, and talks with the owners to come up
with solutions. Those that can be upgraded or shifted to
a different sector should be provided with technological
support and other assistance.

Yang also argued that if a firm must close, the owner
should be informed well in advance. Companies should be
given compensation in line with the number of employees,
amount of land, and value of equipment involved. Even
illegal firms should be given time to prepare.

Though it’s debatable whether polluting firms warrant
such extensive compensation, it’s important to consider
constructive forms of engagement with local industries. A
plan to relocate stone processing plants from Dalian’s
Donggang district, due for completion this year, is a good
example. These firms tend to be small and polluting, and in
Donggang present a particular threat to water supplies as
they are close to the city’s Rizhao reservoir. The
government met with company bosses and persuaded 190
of them to change sector or quit. The government will
provide £2.65 million in subsidies for those that cannot
afford to move. &

Fong On Kei is a former intern at chinadialogue s Beijing office

www.chinadialogue.net
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Has China’s solar power
sector risen again?

Lack of investment and unfair competition may hinder the

Last year the Chinese solar sector was in crisis — many
Chinese firms, including sector leader Suntech, were in a
dire financial situation due to over-capacity. The sector was
built on exports to the European Union (EU), and in many
cases heavily locked into long term contracts for various
components. In 2012 trade dried up because of recession
and the end of Feed in tariffs (which aim to encourage
investment), leaving many Chinese companies with no other
siginificant revenue stream. But only a year later, there are
already claims of a recovery in the sector.

At the start of December Liang Zhipeng, deputy head
of the National Energy Administration’s (NEA) New and
Renewable Energy Department told reporters that “solar PV
is green energy, and [despite its problems] represents the
direction for the future.”

One potential source for optimism is that the EU has
produced a new strategic document on environmental and
energy subsidies, and plans to include renewable energy
development in overall energy plans. Solar PV firms, like
the now insolvent Suntech, could benefit by exporting
panels to European countries if there were new subsidies.
In addition, China is working to help its renewable energy
firms expand overseas. This includes wind and bio-energy,
but the main effort will be with solar PV.

The China Minsheng Bank, the Industrial and
Commercial Bank of China and the Agricultural Bank of
China have all followed the China Development Bank’s
lead in supporting renewable energy firms expanding
overseas. Bao Yudong of the Minsheng Bank’s trade and
finance department told chinadialogue that there was no
limit to the bank’s funding for solar PV.

recovery of China’s solar photovoltaic (PV) sector

Zhang Chun

The recovery is due to a combination of factors,
according to Xing Yiteng of the NEA’s New Energy
Department. One is that companies now have more robust
supply chains and are more resilient. Another is increasing
demand in the EU, US and Japan. Also, the NEA sent an
important policy signal in July, with a State Council circular
on promoting development of the solar PV sector.

“National plans already included installed solar
capacity of 21GW by 2015, but this was increased to 35GW
— a large increase,” said Xing.

Wang Zhijun of Baysolar said that there is money
to be made at all stages of the solar PV cycle — project
development, construction and ongoing operation. Therefore
many international companies are happy to invest.

Even so, some are still cautious. Lu Chuan, deputy
president of Zhejiang Astronergy, isn’t sure about talk of
a recovery — he thinks policies have improved, but it’s too
soon to decide if the market has recovered. According to
Liang Zhipeng, China’s solar PV sector still faces four
challenges: a lack of government coordination, with the
companies working alone or even competing unfairly;
funding difficulties; lack of international presence; and high
investment risks.

Liang added that firms are not familiar with the laws,
policies and standards of other nations, and it is time-
consuming for them to learn. To this end the NEA has set
up a new body to provide relevant services, as well as a
platform for information on overseas laws and

~

policies. ©

Zhang Chun is assistant editor in chinadialogue's Beijing office
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Taxpayers to bear costs
of polluted Hunan soil

The cost of cleaning up metals pollution in Hunan, south China, will outstrip tax

revenue from the smelting industry, says Greenpeace campaigner Wu Yuxiu

Wau Yixiu, head of toxics campaigns at Greenpeace,
talked to chinadialogue about the findings of their soil
pollution survey and heavy metal contamination in
Hunan Province, south China.

Luna Lin (LL): What do you make of the Chinese
government’s national soil survey, released in April,
which revealed that the country is suffering from severe
soil pollution?

Wau Yixiu (WY): In terms of openness of information,
this publication is a positive move by the Ministry of
Environmental Protection. In the past such reports have
remained undisclosed, classed as state secrets.

But at the same time, only very limited information
has been made available. This was a seven-year, nationwide
survey, and only a five-page PDF document has been
published so far.

The data published does not say where the polluted
sites are, what types of pollution were found, or where
the pollution comes from. We’ve called for more detailed
information to be released, including the locations of
sampling sites and pollution.

We also suggest a comparison between the baseline
established by a 1995 national survey and the new data, so
we can see what the trends are.

Overall, more openness would help academics carry
out related studies and also increase the public’s awareness
of what soil pollution is and how to protect themselves.

Luna Lin

LL: Hunan may have a high background level of
heavy metals in its soil. Did your survey take this into
account?

WY: We accounted for that factor. We took control
samples from a site 10 kilometres away from the industrial
zone, and those control samples did not breach national
standards. The government also says that heavy-metal
pollution in some regions is up 50% on the 1995 baseline.
That shows that the contamination is coming from industry
and external sources.

LL: Hunan is a major producer of metals. How
can the province balance the needs of industry with
environmental demands?

WY: The conflict between economic growth and the
environment remains, but a more efficient and compliant
metals industry would minimise future environmental risks.
First, out-of-date processes should be eliminated, and high
thresholds for market entry put in place, along with strict
monitoring of emissions and more careful supervision of the

1

At present, the provincial government
may make a loss. Clean-up costs far
outstrip tax income.

3
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industry. The soil pollution problem in Hunan is the legacy
of widespread building of small-scale smelters using out-of-
date technology.

Adopting advanced pollution-control techniques could
also help to cut heavy-metal emissions. Meanwhile smelting
firms should be monitored and encouraged to report
pollution data, in order to allow for better public oversight.

It’s not that we can’t have metals production.

But it needs to be properly planned in order to reduce
environmental harm.

LL: You say that the industry in Hunan will require
considerable investment if it is not to harm the
environment. Is it a good financial investment?

WY: At present, the provincial government may make a
loss. It once calculated that it would spend 400 billion yuan
(US$675 billion) in the next two decades just on cleaning
up the Xiang River. In 2011, the non-ferrous metals sector
contributed just 35 billion (US$59 billion) in taxes to the
province. Clean-up costs far outstrip tax income.

Developing the sector will drive GDP and increase tax
income. But the government needs to take a longer-term
view, and we’ve seen a failure to do that in Hunan in recent
years. Rampant expansion of metals production has created
environmental debts that will take years to pay back.

The provincial government has started to realise this,
and has mentioned the need to control this sector and shut
down smaller firms as part of the Xiang clean-up. But we
hope they can do better: close down the smaller plants, but
also plan better for the development of the sector.

LL: Does China’s soil pollution pose a threat to its
food security?

WY: More detailed surveys are needed to assess how
much farmland around the country has been polluted.
Hunan has carried out such a survey, although the results
have not been published. However the provincial authorities
did announce that 19.4% of farmland sampling sites
breached standards.

Soil pollution affects both the quantity and quality
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of crops: yields are lower — farmers in Hengyang county
reported a drop of 50% — and cadmium levels are high
enough to endanger health if those crops reach the market.
Pollution across such large areas of farmland will inevitably
impact food security. Hunan is China’s biggest rice-grower
— pollution there would be a heavy blow.

LL: Do you agree with academics who have
suggested that switching crops would resolve the soil
pollution problem?

WY: Planting different crops to absorb the pollution
is one idea, but we need to avoid a situation where crops
that absorb high levels of heavy metals simply move the
pollution elsewhere. And if we do change the crop structure,
we need first to be clear on what pollution is present, and
tell the local farmers what they shouldn’t plant.

This will inevitably result in reduced rice harvests, so
it won’t help food security. Rice is China’s staple food; we
can’t rely too much on imports.

LL: Who should pay to clean up China’s soil
pollution?

WY: It isn’t actually reasonable to expect the
government to pay. Internationally, the “polluter pays”
principle is often used.

The EU’s soil pollution directive establishes this
principle in its very first article. In the UK, two principles
are applied: first, identify the source of pollution. If it’s
industrial, the polluter pays. If the source can’t be identified,
then the user of the soil pays the costs of remediation.

Overall, the costs are incurred by those who damaged
the soil, or those who use it. I think that’s the right
approach.

Very often in China, the government picks up the bill
for corporate pollution, meaning all taxpayers pay for the
environmental and economic harm those companies inflict.
There is no pressure on the companies to change. ©

Luna Lin is a reporter in chinadialogue’s Beijing office
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China’s environmental
standards are higher overseas

Latin America expert Kevin Gallagher, professor of International Relations at Boston
University, speaks to chinadialogue about Chinese overseas investment.

chinadialogue: How important is Chinese investment in
Latin America?

Kevin Gallagher: China is by far the most important
lender in the region. In 2010, Chinese institutions committed
$37 billion in loans, which was more than the World Bank,
the InterAmerican Development Bank and the US Export-
Import Bank combined. The Chinese Development Bank
was responsible for 81% of those loans, whilst the Chinese
Import/Export Bank and Chinese Industrial and Commercial
Bank contributed 12% and 6% respectively. Whilst loans
from Western and International institutions cover a range of
governmental, social and environmental projects, Chinese
loans are focused on infrastructure and heavy industry.
They tend to be either to a Chinese company to do a project
in Latin America, or directly to a government in the region.
For example, Ecuador is in charge of hydroelectric plants
for which they borrowed money from the Chinese to build.

CD: How would you rate Chinese financial
institutions’ efforts to integrate environmental
accounting into their lending practices?

11

Even though their guidelines
require that they do an ex-ante
environmental impact statement,
nobody | know has ever seen one!

7

Gervase Poulden

KG: I would say they deserve a B+ on paper; especially
given where they are in terms of GDP per capita. When
the United States was at US$5,000 GDP per capita we still
had 9-year-old boys in coalmines and did not think about
environmental standards. The Chinese are trying and they
are publishing guidelines, such as the requirement for ex-
ante environmental impact statements for all projects
they finance. On paper these folks are doing great and it’s
great that they are thinking about these things. But if you
look at the individual scores for everything they do, the
one thing they are falling very short on is transparency
and accountability. Even though their guidelines require
that they do an ex-ante environmental impact statement,
nobody I know has ever seen one! A key component of
environmental accounting is that it is supposed to be a tool
for the company to identify risk and mitigate costs but it is
also supposed to be a tool for the public and the government
to do the same. But Chinese environmental assessments
are not being shared with the host government or local
communities so that is impossible. That is starting to cause
some civil society concern in many countries.

CD: How are international financial institutions
different from Chinese banks in their approach?

KG: When the World Bank lends you money to build
a hydroelectric plant, they say “we are not going to lend
you money to build a dam that is going to divert water
supplies from people’s irrigation or where indigenous
people have lived for a long time”, and there will need to be

www.chinadialogue.net
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an Environment Impact Assessment to secure the funding
for that project. The assessment goes on their webpage

and there is time for comment and dialogue with local
communities and governments. In the Chinese case they
are lending money to big hydroelectric projects and it’s not
clear that the monitoring process is there.

CD: Does China simply adhere to the environmental
laws of another country rather than impose its own
standards?

KG: The Chinese do have their own environmental
standards, but they are not up to the global norm. It is
clear that in almost every case China is willing to meet the
requirements of host governments. The criticism of the
US and World Bank used to be that we had high standards
at home but did not apply them when we went abroad.
Environmentalists were able to say to US companies, “we
know you know how to do this, you do it in California, so
now do it abroad.” What is fascinating about the Chinese
case is that they have low standards at home and they have
higher standards when they go abroad. When the Chinese
first went abroad there were ready-made civil societies and
regulations that they were breaking. Other development
banks and large lenders felt like they were losing ground
to the Chinese who were able to lend money more easily
as they operated with less rigorous environmental and
consultative processes. Organisations like the IMF and
World Bank therefore reached out an olive branch to the
Chinese, trying to share their best practises and help them
avoid the problems they were having. If China can learn
this abroad, maybe they can take the lessons back home.

CD: Where does the pressure on Chinese financial
institutions to raise their standards come from?

www.chinadialogue.net

KG: A lot of major international NGOs now have full
time staff that are looking at the environmental impact
of Chinese investment abroad because there have been
so many local environmental problems. Most of the
international NGOs work with local partners in developing
countries to pressure the Chinese in those host countries. In
China, there is just the beginning of domestic pressure on
China’s overseas investment. But the focus is much more
on domestic projects. Since Chinese overseas investment
is really only a 10-15 year phenomenon not a lot of
Chinese people know it’s happening as fast as it is and the
environmental community is not so focussed on this. There
are also a couple of international NGOs with offices directly
in China working on this, such as the Global Environment
Institute, which did a translation of these institutions’
guidelines into English, but they are few and far between.

CD: Will the pressure for ensuring Chinese loans go
to environmentally friendly projects ultimately need to
come from Latin American countries?

KG: Yes. I see the China question as 90% of Latin
America’s challenge. There is a great opportunity here with
Chinese investment at a time when US and European
investment is sluggish at best. But they need to be careful
because what the Chinese want, at their current stage of
development, is very national resource-based stuff as they
are in the process of industrialisation. Latin America needs
to put in place the policies and incentives to use this new
growth pole to channel diversified growth in a sustainable
manner or in 15 to 20 years they might have a lot of holes
in the ground and a lot of angry people! &

Gervase Poulden is a former intern at chinadialogue
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Chinese energy giant
acquires Amazon resources

China National Petroleum Corporation (CNPC) is on the brink of taking on oil and
gas rights across more than one million hectares of Peru’s Amazon region

David Hill

China’s largest oil and gas producer, China National
Petroleum Corporation (CNPC), is set to take over more
than one million hectares of Peru’s Amazon if a US$2.6
billion deal is approved.

The deal — announced last month by PetroChina,

a listed company in which CNPC is the controlling
shareholder, and Brazil’s state oil and gas company,
Petrobras — is already arousing concerns about its potential
impact on indigenous peoples, the environment and future
control of resources in the region.

According to company statements, the deal must be
approved by both Peruvian and Chinese governments and
it involves the sale by Petrobras’s Peru subsidiary of 100%
stakes in one oil and one gas concession and a 46% stake in
another gas concession to two PetroChina subsidiaries.

The oil concession, Lot X, is in Peru’s northern desert
region which, according to Perupetro, the state agency
promoting oil and gas operations, was the second most
productive oil concession in the country in 2012. It is
extremely close to two other concessions operated by
another CNPC subsidiary, Sapet, which were acquired in the
early 1990s, marked CNPC'’s first foreign oil production,
and together were Peru’s fifth most productive concession
last year.

By contrast, the two gas concessions are both in the
south-east of the country in the Amazon rainforest. The
concession in which PetroChina will have a 100% stake is
Lot 58, a 340,133 hectare area where Petrobras announced
it had made a discovery last year.

The other concession, Lot 57, is majority-owned

www.chinadialogue.net

by Repsol where, according to a 4 December Perupetro
statement, production will begin “in the next few weeks.”
Lot 57 and Lot 58 are contiguous and in a highly
sensitive Amazon region inhabited by indigenous peoples
including the Ashaninka, Caquinte, Machiguenga and Yine.
Immediately to the east are two other concessions,
Lot 88 and Lot 56, both run by Pluspetrol and together
known as the Camisea gas project. These two concessions
constitute Peru’s biggest ever energy development and plans
are currently afoot to expand operations in Lot 88, despite
serious criticism of social and environmental impacts such
as forced contact with indigenous peoples in “voluntary
isolation’, gas leaks, declining fish stocks, alcoholism, and
the arrival of new illnesses including HIV/AIDS.
“PetroChina’s challenge is to help create truly
sustainable development in the indigenous communities
in Lots 57 and 58, implement transparent policies of
compensation and negotiation, and continue to support and
strengthen their environmental monitoring programmes,”
said Vanessa Cueto, from Peruvian NGO DAR. “The
company must participate actively in dialogue organised
by the state, and broaden its social responsibility policies

Lk

CNPC'’s expansion in Peru is part of
a rapid, much wider expansion by
Chinese firms in Latin America and
the world.

g
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CNPC is already involved in at least two other concessions in Peru'’s Amazon region

to meet the needs and cultures of local people. It must

be aware that their main needs revolve around health
and education, and it must apply the highest social and
environmental standards in a region of such high cultural
and biological diversity.”

China’s Amazon pipeline plans

CNPC is already involved in at least two other
concessions in Peru’s Amazon, Lot 1-AB and Lot 8, both
of which are run by Pluspetrol and were two of Peru’s most
productive oil concessions in 2012. CNPC has held 45%
stakes in both lots since 2003, meaning that if the Petrobras
deal is approved, CNPC will operate across more than one
million hectares of Peru’s Amazon and it will be running or
participating in four of the country’s five most productive
oil concessions.

It has also been reported, by Peruvian newspaper
Gestion, citing an anonymous source who “was in contact
with PetroChina representatives during a recent visit to
Lima”, that PetroChina could buy a consortium called
Kuntur Transportadora de Gas which has a contract to build
a pipeline network from the Amazon to Peru’s coast.

“That looks like a Chinese strategy to control the entire
process, from the exploitation, to the transportation and the

processing,” says Carlos Aquino, an economist at Peru’s San
Marcos University. “China wants to secure supplies of raw
materials and is on track to become the biggest producer of
oil and maybe of gas in Peru. We have very close economic
ties and in Chinese eyes Peru is a relatively easy country in
which to do business, although that’s not to say there aren’t
problems.”

Environmental concerns

Although companies have operated in Lot 1-AB and
Lot 8 for many years before CNPC became involved, the
government declared three “environmental emergencies”
in three river basins this year after “life threatening levels
of heavy metals and hydrocarbons were found in soil
and water sources”, as Peru-based NGO Alianza Arkana
described it.

In addition, there have been over 100 spills in the
last five years, according to a collective of indigenous
federations called PUINAMUDT, and Pluspetrol was
recently fined more than US$7 million for environmental
damages.

“I’ve personally witnessed the serious environmental
problems that exist in this region as a result of oil activity,”
the UN’s Special Rapporteur on Indigenous Peoples, James

www.chinadialogue.net « 53 ¢



« 54«

EFr#LfA China and the world

Anaya, told a press conference in Lima on 13 December
after a brief visit. “This includes the contamination of
water and soil used by the indigenous people and which is
affecting their health and food sources.”

Monopoly fears

CNPC'’s expansion in Peru is part of a rapid, much
wider expansion by Chinese firms in Latin America and the
world, and the oil and gas industry in particular. According
to Reuters, Chinese oil firms “have spent some US$100
billion [since 2009] to buy oil and gas fields, in Latin
America and elsewhere” and in Peru’s neighbour Ecuador
they have established a “near monopoly control of crude
exports”, with “state-controlled firms. . . allocated 83%
of Ecuador’s oil exports” in mid-2013 and “about 60% of
these oil shipments. . . handled by PetroChina.”

Indeed, China’s power is so extensive that some argue
Ecuador has compromised its own sovereignty following
a deal allowing China “to seize almost any assets short
of military equipment in the event that Ecuador falls into
arrears with payments”, according to Analytica Investment.

A key reason for China’s expansion is its growing
domestic need for raw materials, but as Reuters’ research
shows, oil bought by Chinese firms doesn’t necessarily end
up in China:

“Although China’s oil imports are rising - they reached
around 6.3 million barrels per day in September - several
of its state oil firms now trade more oil abroad than they
import to China, an official told Reuters last month. . . It is
perfectly legal for PetroChina, the world’s No. 2 publicly-
traded oil firm, to enlist traders to market Ecuador’s crude,
little of which is shipped to China.”

“At one level there’s a raw need for resources
because China has become the world economy’s industrial
powerhouse,” said Stephen Diamond, associate professor

www.chinadialogue.net

of law at Santa Clara University in the US. “But there’s

a geopolitical piece to this too. They’re either trying to
exploit alliances with certain types of regimes, or they

have a motivation for strengthening those regimes. It’s no
surprise they’re working with [President Rafael] Correa in
Ecuador. If the Chinese can build up a strategic alliance,
they can offer an alternative sales outlet for their oil and
technologies and help move Ecuador away from the USA or
Europe. That would benefit China’s economy beyond just
raw materials.”

PetroChina and CNPC controversy

Both CNPC and PetroChina have also attracted
considerable controversy for their domestic conduct recently
— with one announcement that PetroChina will be sued
for illegally disposing drilling waste in Jilin province, and
another that CNPC has been found guilty of environmental
misconduct by China’s Ministry of Environmental
Protection. In addition, PetroChina has found itself at the
heart of a domestic corruption scandal, which led to three
senior officials resigning in August and a lawsuit being filed
against the company in the US.

“Petrochina’s a true giant of the corporate world and
has been at the forefront of the Chinese government’s ‘going
out strategy’ over the past decade,” said Lizzie Parsons,
from NGO Global Witness. “It operates in several high risk
countries such as Niger, Chad, Iraq and South Sudan, and
in some cases it operates according to the best international
standards.”

Petrobras declined to comment on its sale to
PetroChina, and neither PetroChina, CNPC nor Peru’s
Ministry of Mines and Energy could be reached. &

David Hill is a freelance journalist based in South America
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Coca-Cola in Myanmar
— a model for others?

As pressure grows on Chinese companies operating overseas,
does Coca-Cola’s approach in Myanmar offer a way forward?

The Coca-Cola Company recently submitted its first report
on its Myanmar operations to the US State Department
under the Responsible Investment Reporting Requirements
required of all US companies investing more than
US$500,000 in Myanmar.

In recognition of Myanmar’s reform efforts, the US
government eased sanctions but established reporting
requirements for newly authorised investment in the
country. The State Department has said the reports are
intended to help companies address impacts and empower
civil society to monitor investment in Myanmar and work
with companies to promote responsible investment.

The US reporting requirements cover key areas of
business operations in Myanmar including land acquisition,
labour rights, grievance mechanisms, stakeholder
engagement, anti-corruption, communications with the
military, and environmental policies and procedures.
Companies are due to submit reports 180 days after meeting
the US$500,000 investment threshold, and annually
thereafter.

A model for overseas companies?

So how does the Coca-Cola report match up with those

k€

Donna Guest

submitted thus far, and should it be seen as a model for
others?

First, it should be said that Coca Cola’s report is by far
the most substantive and comprehensive of the six reports
which have been made public since the requirements came
into force in May 2013. The Institute for Human Rights
and Business (IHRB) commends Coca-Cola for publicly
reporting not only on the positive steps it has taken but also
ongoing human rights challenges it faces.

Second, the report serves as a rare example of a
company reporting transparently on how it has undertaken
human rights due diligence in line with the UN Guiding
Principles on Business and Human Rights.

It is important to note that this process appears to
be driven not by regulatory requirements but to meet the
company’s internal policies and to figure out how it would
do so in a high-risk environment like Myanmar. This is
probably the most important message from the report
— not how to do the minimum to meet the US reporting
requirements, but instead an apparently thoughtful and well-
structured due diligence process that supports the company
in doing business in high risk environments in a manner
that is aligned with the content and spirit of the UN Guiding
Principles on Business and Human Rights. At the same

With the country opening up to foreign investment and land prices escalating,
the risk of land rights abuses has increased.

7
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time, the report sets an important precedent for subsequent
reporters under the US Reporting Requirements.

Coca-Cola’s report sets out a description of the
company’s due diligence processes that will provide useful
tips for other businesses. The company used independent
experts and auditors to conduct an initial risk assessment
and engaged with a broad range of stakeholders. The
company has prioritised the prevention and elimination of
facilitation payments, another welcome step.

With regard to corruption, and human and workplace
rights, employees can make complaints about violations
of these policies through several mechanisms. Coca-Cola
also makes clear that it expects its suppliers to establish
grievance mechanisms.

The report goes on to provide details about the results
of human and workplace rights assessments in the two plants
Coca-Cola acquired. Some of the findings include gender
discrimination, with women being paid approximately 11%
less than male colleagues; overtime above the legal limits
and overtime payments either incorrectly calculated or not
provided at all; and the discharge of untreated wastewater
from facilities. A plan for corrective action was developed
on these and other issues.

As part of training efforts, the Myanmar Centre for
Responsible Business (IHRB’s joint initiative with the
Danish Institute for Human Rights) worked with Coca-Cola
on an initial training session for its suppliers on business
and human rights, and arranged for a briefing by a local
trade unionist.

Environmental due diligence was conducted by an
independent external expert and a corrective action plan was
put in place, which Coca-Cola recognised was crucial given
the weak environmental legal and regulatory frameworks in
Myanmar — although an Environment Law was adopted in
2012, no regulations are yet in place covering issues such as
water pollution and air quality.

The company has developed a wide stakeholder
engagement program to address the high risk of adverse
human rights impacts in Myanmar, and we hope that
Coca Cola’s next reports will highlight how this is being
developed, what issues are being raised and how they are

www.chinadialogue.net

being addressed. One particular aspect to focus on will be
what complaints and grievance mechanisms Coca-Cola is
using with non-employee stakeholders.

Land grabs

The report explains that the company did not acquire
any land during the reporting period. Coca-Cola’s
investigations were not able to establish how the land
had originally been acquired from the government, which
highlights a major concern with regard to land tenure in
Myanmar. Land laws and regulations are complicated and
not properly harmonised and it is difficult to establish the
history of legal tenure. Moreover land grabs and forced
evictions in both rural and urban areas in Myanmar have
been ongoing for decades. With the country opening up to
foreign investment and land prices escalating, the risk of
these land rights abuses has increased.

In this regard, IHRB welcomes Coca-Cola’s recent
commitment of zero tolerance for land grabs globally.

As Coca-Cola starts to source more local inputs, and in
particular if it switches to sourcing Myanmar sugar, land
grabs will be a key risk. While there may be no obvious
land risks related to current plants, it will be interesting to
learn how Coca-Cola is addressing land grabs and other
risks that will arise as it builds a local supply chain.

Coca Cola’s first report on its operations in Myanmar
has set a high bar for other companies to meet. This report
and Coca Cola’s approach to responsible business conduct
will be a useful resource for Myanmar companies who face
similar challenges and for international companies investing
in the country, but also for companies entering other
“frontier markets”. Perhaps most importantly, Coca Cola’s
report has also provided a helpful starting point for
Myanmar civil society and community-based organisations
to engage with it and other companies on these important

~

issues. ©

Donna Guest is a senior advisor at the Institute for Human Rights and

Business
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Can China break its carbon lock-ins?

Rising fossil fuel prices, logistical problems and growing public

opposition can help re-direct China towards low-carbon development

It has become impossible to deny the urgency of China’s
carbon emission challenge. Already the world’s largest
energy consumer, China’s energy demand is predicted

to double between 2007 and 2030, according to the IEA.
As power generation continues to be 70% reliant on coal,
this expansion is associated with an enormous increase in
carbon emissions. China became the world’s largest emitter
in 2006, and is expected to contribute three-quarters of the
growth of global emissions until 2030.

China’s leadership has adopted a number of ambitious
low-carbon goals in response to these trends. The most
recent Five-Year-Plan (FYP) incorporated mandatory
energy standards and emission targets, primarily for
industrial units and the power generation sector, which have
led to significant progress. However, the extent to which
China’s low-carbon efforts may be successful is limited;
fossil fuel systems are difficult to change because they
are already embedded in society. This resistance is often
referred to as “carbon lock-ins”, a concept that describes
how high-carbon technologies, infrastructural systems
and economic and social structures are interconnected and
mutually reinforcing. Carbon lock-ins are created on three
dimensions: physical systems, rules and actor interests.

Carbon lock-ins

The first set of lock-ins consists of investments into
high-carbon infrastructure. In China, such lock-ins are
considerable — the largest consist of investments into coal
plants. China’s 11th FYP included a strategy of improving
the efficiency of the power sector through shut-downs and

Linda Westman

retrofits of small, inefficient plants. However, the continued
need for coal power generation required investments into
new plants that will be active decades into the future. The
operation of these coal plants over a normal economic
lifetime accounts for locked-in emissions of over 85
gigatonnes until 2035. This is an amount larger than the
total locked-in emissions of the US over the same period.

Similar lock-ins exist in the industrial sector. Industry
accounts for about two-thirds of China’s energy use, out of
which the majority is consumed by electric generation. As
a large proportion of industrial machinery operates below
optimum energy standards, further adoption of efficiency
measures may contribute to reduced emissions. However,
such upgrading will likely only raise efficiency by a few
percentage points. Due to the large and rapid investments
into the industrial sector over the past decades, the
International Energy Agency (IEA) estimates that around
44 gigatonnes of carbon emissions is locked into industrial
equipment until 2035. This is equivalent to the estimated
total size that global emissions are allowed to reach in
2020, for global temperatures not to rise above two degrees
Celsius.

Material carbon lock-ins also exist in the built

Lk

These dynamics may hold the
promise of a low-carbon future to
come hand-in-hand with economic
development.
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environment. The share of energy consumed by buildings
remains comparatively limited in China and locked-in
emissions amount to only about 8 gigatonnes until 2035.
However, large investments into the construction sector
contribute to a rapidly deteriorating carbon footprint. Out
of China’s increase in emissions between 2002 and 2007,
around 60% was created through capital investments,
with investments into large construction projects acting
as a key driver of emission growth. The expansion of the
construction sector and its supply chain (e.g. steel and
cement) thus fuels the growth of carbon-intense industrial
activities. Many rapidly growing cities in China are also
beginning to display tendencies towards urban sprawl,
which may lock cities into unplanned urban shapes that are
not optimal in terms of energy use.

The second form of carbon lock-in consists of rules that
support and reinforce high-carbon systems. This includes
regulative rules (legislation, market rules), cognitive rules
(habits and routines), and normative rules (ideals and
values).

In China, this includes existing contracts with high
energy using units, such as contracts signed with large
industrial enterprises and their legal agreements with
suppliers and staff. It also includes market-based factors,
such as subsidies for fossil fuels, although these are
being gradually phased out. A crucial market barrier is
made up of prohibitively high costs of adopting low-
carbon technologies. Private actors in the industrial and
construction sectors tend to opt for cost-efficient solutions
that often exclude green development. For example, the
cost of installing environmental protection equipment
or industrial recycling technologies is often too high for
small factories. Similarly, green construction and eco-city
building are often seen as high-cost options rather than
common building standards.

In relation to this issue, habits that create a barrier
to low-carbon developments include the experience of
planners, engineers and designers. Their lack of experience
in the adoption of low-carbon technologies, for example
ways to construct energy saving buildings, prevents the
spread of low-carbon practises.

GDP growth is still king

Ideals and values contribute to carbon lock-ins in China
through the over-arching priority attached to economic

www.chinadialogue.net

growth. These growth ideals are closely related to the last
form of lock-ins, made up of actor interests. Research
shows that vested interests of powerful actors, such as
industrial units and energy enterprises, tend to act as a
barrier to low-carbon development. In China, the influence
of such organisations is thought to be considerable, but it
remains opaque, due to the lack of transparency of policy-
making processes. It has been suggested that the influence
of national oil companies (NOCs) and local industry has
been visible through their success in influencing prices of
oil (to protect producers) and electricity (to protect end
users), supporting continued production and consumption of
fossil fuels.

Moreover, the development interests of key decision
makers tend to be based on economic priorities that support
high-carbon development. This is, firstly, because China’s
performance evaluation system primarily rewards local
leaders for creating economic growth. Although energy
efficiency has been turned into a “hard” performance
target, local leaders continue to prioritise growth over
environmental performance. Secondly, as China’s financial
system limits local government income, local leaders are
incentivised to support activities that expand their tax-
base and create off-budget income. These priorities lead to
encouragement of rapid, revenue-creating activities, which
tend to be high-carbon development options: industrial
expansion, land development and construction.

Research on sociotechnical change suggests that over
time, carbon lock-ins can be broken when pressure for
change rises and responses begin to develop in multiple
sectors of society. In China, pressure for change is caused
by issues related with fossil fuel use, such as rising
prices, logistical problems, environmental damage and
growing public opposition. Responses to these pressures
include policies that encourage the adoption of alternative
energy sources and economic restructuring towards low-
emission sectors, as well as popularisation of low-carbon
technologies.

These dynamics may hold the promise of a low-carbon
future to come hand-in-hand with economic development.
But current development priorities and planning practises
determine the carbon lock-ins of tomorrow. These need to
be re-framed today, to avoid further closure of low-emission
windows of opportunity. &

Linda Westman is a PhD candidate at University College London



China and the world E R A

LIPS IISEAY NS AP Y S|
T8, AT —FIREEREW, 5
Wy FEE TR, B “5gHk
f7 Ky, IR Eas 5 EEA
STk T . RB—izsh AN
S 0 T HORBAR A
S 5 R MEE 8 & A L ]
XA E W TR, He
PR AR .

BHRAMEH, WHEGFTFHSR
07 AN A, A ARER
(IR IO IR R BT L

AT, Rk A A S
7RO B R R BT
N DIAEA 25 K B A5 2] 1
Rl 2 (S FF, HrP A SR
W1 T 3 ST W 5% Y56 e ol 1 185
Nw], ABATE T R A IR
GBI & EBUN « AEXAE—
MR RGP R EEAT B AR B
it AR 58 A A A A BA]
CATFGe. Xk FoR UL, JR3R 2 5F
G N ZARE T HE SR 2 IR
i, MRS AN R

“PEI TS BATH Pk
FEAT & X2 0 R AE Rl

TP AE AR 5% U6 1

ETEWH AR~ mARNEIRRG, 22T
A O AR AR BR & FI A FE R RSkt 22 B ol B9 B BK

AR T A0 SRR R B AR R
Bl P, AR WAL R R A A R P
W, B KOR$E = AR R 2
KKFFARRRIEAK IR, I B
W52 I (o S (D B e
[ “PEIRZHF100” T H 35 2l
« BRI
CRRATTRT S A e 85 A i
B 3-104F [ s b (HORLAFF 72, 98 LA
FHLEH N, & B0 HE AT DU i
IR 2255 1 SRR R B AN 18
k65001236 0. b, —fRaUEEE
FHHIR T AR, (Han o
— B, A AT LAY
BT RATH, AR EATER
Jl— M P e XN 2 80 A R R
A, HHBEHA. 7 S
SEBBEIER AT TN
B « WERIE I, R K
WIN B ARG B4, (H

1

BAMAEEE L= S Es T Ll 2
HREHR AT K. | s
SR SR 38 Jim %o [ A 7 A R
k. A3 BT EE R A
W, ZUH O & S5 E A
H] R 21T T AR A&
M, EFERAREEIHCH T
J7, Eh YR B A R U [ i )
PETHIHDPESRE, It BOaL HERR
158 MR 2% 2 ] 1e) G4 3k A 5K BE [RT WAL
i

TG - SR, BEAA
FE A U R 2R KB, i
ERNT RIFMAFLRFR. i, &
W LE H AR Bl R R0 5] T G
NS, AT BT R AR R
IKRIRR 7 5% 5 28 5 22 S B 1 F R
Fo “ABATAT DA IR 2 DU AR A
HHNE RR R 2, RIH
R RE . FIRER, BRA R IELE

SREIEK. BERFNSHRRRERIFE T E | WIHERE

BIaARITNE  FERRE

NS

73

www.chinadialogue.net + 63 ¢



EFr#LfA China and the world

-
g -

© darthitec

RUEMTHART, EHREH O BT 2MNE, TR R 87 &

TRKE AT ATE, DR
E B R BT A (BT AT S P9 0 47 B 2
HRRC IR B = % I QC/IE = SN
FIE@EMEERE WEERKTF
ol AR AR L P BT AT
FHILA SRR 1 A SCBLFL 200707 i
a7 i “ XL RG]
FENCE WG JTH, X LS
ABER [l 4R B AT AR (K .

2 )e « IR EER UL, XAk
Y, OB AT R B 7 S A
FEARMEL LA BEAFE AR — AN BT 7 i S
NG Dy Bk A R kA
“ B E T A BCUE [ BARATT 5 L
PN FER R AL T 5 B R
o EEET, XERWEILERZS
(7 40— A A= iy AR A A 7 ot — 2
S, BE A, R R
HppAr m A, FREH g Bl
B 7 AU, (kD) ZRBLA
ARG 7, ZR “BiE
PR EREL” o “HERDAM

*+ 64« www.chinadialogue.net

BT 7 ZE R 08 5 LU K77 S I 48
S ACRAT BN . AR A
S, BUE SRR IXFE, AMNE
K R PRI L2 IR, 7

B o BKAAREA & Turntoo
AT FERBINLH, XK LA
R IR G B R R S 3 1 e M A
Ko Me, PEHLH I ESET
AR, AR S AT L. Turntoo
AN FEAMES R AU N 3B 2257
Jifi 5 (L B B — 2 T T A BR & T A
. “YERAUMBPAZE, HE. b
RN R B AAE N — TR 55 KA+ 2
KR A A A TR %, BT
AT S AT IR B, BRI R i
A FLEDYT . BN RGN T4
X B HEsh CRAGH ¥ AERE
PR, XFEMTAT —F M6
Vo FRATSCATE B H RS, HoAh
#HefA1 s, 7 KRN A E B AT
EFEZGHE “HRU RS 1%
&, SEbR bR e 3k 1S e B

79 . a7 2L EE ) IE R Desso A m) Al
K iSteelcase/A F tHET ik
CRI”ORT “PRE” MES, ¥
e NN EL Qi 8 ik
A=,

288 « MERTEH, WE
B CRFETFRHAIEFTEL)
(WEEE, i W] i &b P2 P& 55 41
B SEBUMN LA T 5 A
MV AEHR 2 S B WSOM R e 0 A 75
FERR B JZ T b, B E 7 )RR AL
CEZWIHES) My &, i
Xof B B FA 7 il PR AP AT S
S TR R, s <3
B F B R yEME s TR
LA, BRCBE R R A A
RAIZIE BT, IRE85%M AT
NZ AT B, 25k T AR
o, JEHRAEREFM L HArid
R RE, A T2 B i T 1Bl
o 53408 BAZ AR = AR A BT HE 57
B BB, X R RS Dok H B
TRE RN AR R . 7

X — AN M A A = i
] N7 A E K, 5IEH AT
FHAE S 2 B R U AU 2
MM H. “3X g — A~ b [ D6 A SRR R
TEI 2GR SR I BE . BT
PR R 7= B o 3 BOAT PR I 5 U5 5E
K. T, fEREIX —E %,
AT T4 v 202 A AR 2 D R
S EHEM, XERE B Sk,
BrE AR AR A G A
FoR P B L2 R K.
BUAEAK  RE IR AN e ) R A 7™
#H, LWHHRAREIRARNIE, A
A RMENES. 7 ©

BERE - F, HHERA



China and the world E R A

What is the circular economy?

An economy based on recycling and upgrading products is already attracting the support
of a growing number of global businesses, including Coca-Cola and Unilever

If you have ever hired a city bike, joined a car club, shared
garden tools within your neighborhood or “swapped”
clothes, you have taken part in the circular economy, a
movement that aims to replace the linear “take, make and
dispose” culture of consumption with a radical new way of
consuming not necessarily less, but better.

The idea is backed by a growing number of
multinationals anxious to capture new markets but
threatened by exposure to resource scarcity, and by
governments forced to contend with rising pollution and
carbon emissions. In such a closed-loop system, products
are designed to mimic nature, with parts manufactured to
be totally recyclable or upgradable. What is most appealing
about the circular economy, for businesses, is that its focus
is on economic benefits; gains for the environment are
simply a by-product.

“The circular economy is not incompatible with our
consumer culture because if products and materials can be
kept in the technosphere, and biological materials placed
back into the biosphere in a regenerative way, there is a
vastly more efficient use of materials, much lower demands
on energy and water, and less carbon impact,” says Andrew
Morlet, who runs the circular economy 100 programme at
the Ellen MacArthur Foundation.

“We did research into medium-life complex goods,
those with three to 10 year life spans such as mobile
phones and computers and found that in Europe there is an
estimated US$650 billion of value that could be captured
through circular economic substitution of materials. For
example, smart phones that are glued together on the inside
are inseparable at end of life, but by shifting to a design

Matilda Lee

using clips or screws or ways of separating components, you
can upgrade rather than making them single use products.
These don’t add to the cost of production but enable end of
life reuse,” says Morlet.

How businesses can get involved

Changes in the design stage are foremost, but
businesses throughout the value chain can join the circular
economy, says Jonny Hazell, who works on the circular
economy Task Force at the Green Alliance. Manufacturers
can increase demand for recycled, or reused goods through
procurement requirements. He points to the UK’s Closed
Loop Recycling which got funding to build their plant
through a 10-year contract from Marks & Spencer and
Coca-Cola to buy their recycled PET and HDPE plastic

~ ©Samsung Tomorrow

Circulation doesn t add to the cost of production but enables end of life

reuse
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bottles, and with Veolia Environmental Services to provide
the recycled bottles from households.

Andrew Morlet says that multinationals making a
shift to the circular economy are driven by profitability,
rather than good PR. Renault is aggressively exploring
remanufacturing in its drive trains and engines, he says,
recovering 75% or more of the embedded energy, water and
carbon.

“They are able to sell these remanufactured parts in cars
at a lower cost and make a greater profit. Equally, Unilever
is looking at sector-wide initiatives that will ensure a better
supply of recycled polypropylene in packaging. Kingfisher
[Europe’s largest home improvement retailer| aim to make
1,000 of their products circular by 2020 through leasing,
returning, product design, and using different types of
plastics.”

“The business case is compelling,” he adds. “Earnings
and shareholder returns have been very positively impacted
by these investments.”

A hiring economy

An even more significant barrier for companies than
designing sustainable products is the business model
predicated on, “selling someone a new product every year,”
says Jonny Hazell. “Businesses are taking on a radically
different relationship with consumers as the responsibility
of ownership leads back to them. In practice, this means
selling a long-lasting product with a repair contract, or
leasing a product, or even buying back and remanufacturing
it and selling it on in a new market,” he says.

The lack of uptake in leasing and hiring is due to a
“lack of compelling customer propositions”, he says. “There
are very few leasing packages today that work out less
expensive to consumers over the term of the lease that are
actually cheaper than buying the product. It’s still the case
that you lease only if you can’t afford to buy, because in the
longer term you are worse off,” he adds.

Sabine Oberhuber, co-founder of Turntoo, a Dutch
company which develops and implements new business
models for the circular economy, says the focus should
be on the performance of, rather than ownership of, a
product. Turntoo’s first assignment was the interior of RAU
architects developing Circular Economy concepts together
with the suppliers

“At the RAU office, the lighting, carpeting and
furniture is paid for as a service. Royal Philips installed

www.chinadialogue.net

the lighting, and as they are paying the lighting bills, the
system was designed to minimise light use through LED
lightbulbs, sensor systems and floating “ceilings” over
workplaces. This led to a 50% energy reduction. We pay a
fixed monthly fee, they are responsible for everything else,”
says Oberhuber.

Royal Philips is currently rolling out this “light as a
service” concept, where consumers essentially pay to access
light. Dutch carpet manufacturer Desso and furniture maker
Steelcase have introduced decomposable and recyclable
office furniture on lease to the office on a “performance”
basis.

Government legislation, such as the EU’s Waste
Electrical and Electronic Equipment Directive (WEEE),
which defines how waste materials are handled, in some
instances works against companies’ ability to recover
materials at end of life, says Jonny Hazell.

On an EU level, the Ecodesign Directive, which dictates
products’ energy efficiency, should be expanded to include
durability, reparability and recyclability requirements for
electronics and more, he says. “We’ve seen this kind of
legislation drive change in the car industry The EU’s End-
of-Life vehicles directive requires cars to be 85% recyclable
by weight, which led to changes, particularly in the kinds of
plastics used in car parts and their labeling, making it easier
to send off to recycling. There also needs to be higher taxes
on materials, rather than on labour, to disincentivise waste
stemming from resource intense business models,” he says.

A circular economy in China

Is the circular economy feasible in a country like
China, as it evolves from export to domestic consumption?
Morlet says it is not only feasible, but it is a compelling
reason why it needs to be explored fully. A significant new
consumer base will drive up pressure and prices on limited
resources. As this happens there will be increased interest in
models that drive greater efficiency.

For the consumers themselves, there is a tremendous
opportunity for new ownership models, products made to be
reusable, and new industries to emerge. China, with its
significant water, energy and pollution issues needs to find
solutions that address the cause rather than just dampen
consumption. &

Matilda Lee is a freelance journalist
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Unilever and the case
for sustainable business

Can businesses like Unilever ever be sustainable if they keep

After committing to phasing out non-certified palm oil and
giving unsustainable paper the chop, the launch last year of
Project Sunlight marked the latest effort by Unilever, one of
the world’s oldest multinational corporations, to burnish its
green credentials.

The cross-brand initiative aims to encourage its
customers to become more aware of their environmental
footprint and how to improve it it by using Unilever’s
products.

The corporation is banking that with its reach and
influence — Unilever products are sold in more than 190
countries — it can create greener consumers, helping it meet
the ambitious targets set out in its Sustainable Living Plan
in 2010.

Key among them is the pledge to double revenues and
halve negative environmental impacts by 2020 — to “achieve
absolute reductions” across the lifecycle of the goods it
sells, halving “the environmental footprint of the making
and the use of our products”.

But critics suggest it is impossible for an enterprise so
vast, and predicated on profit, ever to be truly green. And
the company has yet to quantify precisely the carbon cost
of manufacturing each of its hundreds of product lines, let
alone that of their consumption and disposal.

Most observers agree that it has already taken huge
steps forward, certainly in comparison to its competitors.
For example, it has developed concentrated cold-water
detergents and introduced smaller compressed aerosols to
its deodorant ranges, helping to save the equivalent of one
million tonnes of CO2 since 2008.

trying to get people to consume more products?

Eifion Rees

Operational changes are also positive: Unilever has
reduced energy, materials and water use in its factories;
improved waste disposal; fitted CHP (combined heat and
power) systems and biomass boilers, and created regional
transport hubs to cut down on vehicle emissions.

Still the claim to be able to “decouple growth from
environmental impact” — to harm the environment less
while making more money — sounds a false note for many.

“The logic of halving environmental impact while at
the same time doubling revenue appears to suggest there
will be no real change,” says sustainability expert Jules
Peck, a founding member of communication consultancy
Jericho Chambers. “Unilever’s argument is that other
companies are not as efficient, therefore growing its market
share at their expense will drive down the carbon footprint
of its customers. The bigger its market share the better, is
the argument. This is highly questionable.”

Ben Kellard, head of sustainable business at Forum
for the Future, a UK-based NGO, supports Unilever’s
efforts. He underlines the fact that all businesses will need
to take a longer-term strategic view of challenges such as
resource scarcity and climate change. He says the scale of

1

But critics suggest it is impossible for
an enterprise so vast and predicated
on profit ever to be truly green.

7
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the challenge it has set itself shouldn’t be underestimated,
likening it to “turning a supertanker” onto the path of
sustainability.

“Consumers want sustainability. Retailers want it. It
drives innovation and cuts costs. Companies like Unilever
are recognising the growing risks and opportunities that
sustainability mega-trends are presenting to business. As
governments prevaricate they are deciding to step in and
benefit from ‘first-mover advantage’.

“Unfortunately, too many businesses are focused on
the short term, so much so that they are risking their ability
to adapt to future challenges that could fundamentally
undermine their business model,” says Kellard.

Stephen Howard, chief executive of London-based
Business in the Community, says businesses have a “huge
opportunity” in terms of encouraging their customers
to change their habits, improving both the financial and
environmental bottom lines. And in an increasingly
connected world “any action business can take, however
small, will travel further and faster than ever before,
influencing greater behaviour change”.

Despite its more “sustainable” products and attempts
to engage with and alter the behaviour of its customers,
what Unilever (and other businesses too) is not doing is
committing to manufacturing fewer products. The one habit
it doesn’t want people to kick is shopping.

Instead, it intends to build new factories and attract new
consumers in countries like China. By 2020 the corporation
expects developing markets to account for 70% of its total
sales (the figure currently stands at 57%). In this context,
any claim to be able to limit negative environmental effects,
let alone decrease them, seems implausible.

“What Unilever is categorically not doing is saying,
‘Do you need this?’” says Jules Peck. “Until it is actively
communicating the need to use less, it will have no overall
impact on consumption and thus on sustainability. And with
a vast market like China opening up, it has a responsibility
not to manufacture need and encourage the same pattern of
consumption as we see in the West.”

www.chinadialogue.net

In terms of sustainability and climate, geared as it is
towards profit, neither it nor any other company is going far
enough, he adds.

“In terms of climate change, to keep temperatures
globally within a ‘safe’ threshold, a rise of no more than
2C, by 2050, then we need an 11% per annum reduction
in the energy intensity of every global dollar of economic
output. The energy footprint of every unit of economic
output should fall by 11% every year, year on year, by 2050.
Does Unilever’s commitment to halving its environmental
footprint by 2020 equate to that — let alone factoring in
increased production? It doesn’t. Are any companies
currently equal to what’s required? No.”

So is Project Sunlight just a higher grade of greenwash,
asking consumers to become more eco-minded in order to
ply them with a proliferating number of “eco” products?

Gideon Middleton, senior lecturer in business and
climate change at the UK’s University of East Anglia, says
it’s difficult to tell at this stage: “If a company did seriously
want to help catalyse a change to a more sustainable world
then this is the type of action they would be taking.

“Paul Polman, Unilever’s chief executive, seems very
committed and actively engages and promotes corporate
responsibility internally and externally, and the Unilever
programme seems to be following the principles of the
circular economy and shared value [addressing social
problems that intersect with the business], which is
spreading fast and being adopted by lots of organisations.”

For Peck, it is governments that ultimately have the
responsibility to change consumer behaviour, however:
“The problem currently is that too many people have given
up on governments and let them off the hook, thus putting
pressure on companies — but in reality companies are just
slaves of the market and it is government that sets the
rules.”

Unilever were asked to comment on the issues raised in
this piece, but declined the opportunity. ©

Eifion Rees is a freelance journalist based in London
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Should China replicate the US
factory farming model?

Chinese officials continue to emphasise the importance of replicating a US style
of meat production, despite growing environmental and health costs

The scale of growth in China’s meat production over the
past three decades is staggering. Today, one-third of the
world’s meat is produced in the country and half of all pigs
live there. While per capita consumption may still be below
the US and Europe — for now at least — it still managed to
jump from 4kg to 61kg between 1961 and 2010.

Unlike the US though, China must produce this meat
with a comparative scarcity of resources. For example
its water availability per capita is around 2,000 cubic
metres (cm), according to the World Bank, compared to
9,000cm, 22,000cm and 82,000cm respectively in the US,
Australia and Canada — all countries with major agricultural
surpluses.

Although China’s leadership has been wary, until
recently of admitting it, the country’s long-standing
self-sufficiency policy in key food crops has become
unsustainable. Huge increases in grain and meat production
have not been enough to prevent a growing food trade
deficit, which stood at US$31 billion in 2012, according to
the OECD.

A shift towards greater imports of commodities such
as wheat and soyabeans may relieve pressure on China’s
land and water resources, but not, as officials have been

13

Tom Levitt

indicating, if it is accompanied by a hike in the domestic
production of meat and dairy.

China has already paid a high price for its rapid
increases in meat production, with livestock now the main
source of both soil and water pollution, according to data
released by China’s Ministry of Environmental Protection
in January. China can ill-afford to lose more of its scarce
resources, with Wang Shiyuan, a government official,
admitting in December 2013 that around three million
hectares — or an area roughly the size of Belgium - was now
too polluted to grow crops.

While environmental officials are pointing the finger of
blame for livestock-related pollution at large-scale farms,
these same operations are expected to take over the vast
majority of meat production within China over the next
two decades. As the takeover of Smithfield Foods, the
world’s biggest pork producer by Shuanghui International
(recently renamed WH Group) last year showed, Chinese
companies are keen to tap into US expertise in intensive
meat production. “There are those that say China is not cut
out for the highly polluting US meat industry model which
it seems to be embracing,” says Shefali Sharma, from the
Institute for Agriculture and Trade Policy (IATP) and co-

While environmental officials are pointing the finger of blame for livestock-related
pollution at large-scale farms, these same operations are expected to take over the
vast majority of meat production within China over the next two decades.
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author of a report published this month on the intensification
of China’s livestock sector.

The report warns of the emergence of new problems for
China from replicating the US model of meat production,
including a rise in antibiotic resistance (nearly 50% of
antibiotics produced are already used by the livestock sector
in China) and dietary-related diseases.

The adoption of western diets high in meat and
processed dairy has been linked to an emerging epidemic
of diabetes in China, with 50% of the population showing
a prevalence of pre-diabetes and 11% already diabetic (up
from 1% in 1980).

“Chinese policymakers see the US intensive pork
production model as the solution to China’s food safety
problems. Yet it is precisely this system of factory farming
that has led to drastic environmental, public health and
animal welfare problems in the US,” says the IATP report.

Ma Jun, director of the Institute of Environmental and
Public Affairs, a Beijing-based green NGO, said China was
wrong to try to follow a western model of excessive meat
consumption.

“In some cities, excessive consumption does exist
amongst some people whose income is higher than average.
This can affect the environment and is not beneficial for
human health. China should not model itself on western

www.chinadialogue.net

countries and promote this kind of consumption.”

However, the IATP report goes on to warn of a new and
powerful agri-business lobby in China, led by companies
such as WH Group, blocking any restraints on the livestock
sector.

Sharma said there was a “symbiotic relationship”
between the meat industry and officials, which was likely
to be giving so-called “Dragon Head Enterprises”, tasked
with promoting new forms of intensive agriculture, a strong
influence in policy making.

“The government supports the formation and
strengthening of dragon heads and the dragon heads support
the policy direction China is heading, which is further
consolidation and control of agribusiness over the food
system,” she said.

Jeff Zhou, the China representative of Compassion in
World Farming, agreed. “I think at a governmental level
— the think tanks and officials — are aware of the
environmental costs, but still the priority is to feed the
people. They [agribusinesses] have been leading the
development of the industry for many years and are
considered as successful models by other followers, as well
as the government.” &

Tom Levitt is managing editor in chinadialogues London office
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The future for transport
iIs mobility, not cars

Our cities are destined to have dramatically fewer cars,

says Zipcar founder Robin Chase in an interview with chinadialogue

Olivia Boyd

Robin Chase is co-founder and former CEO of Zipcar, the
world’s largest car club with more than 10,000 cars in
the US, Canada and Europe. She now runs Buzzcar, a
peer-to-peer car sharing service.

Olivia Boyd (OB): Did environmental concerns
motivate you to develop Zipcar and Buzzcar?

Robin Chase (RC): Yes there was a social and
environmental benefit. But for me personally that was
not the primary reason. It was a service I wanted to have
and I could see there was a business model. I would say
that Zipcar made renting a car as easy and convenient as
owning your own car. In people’s minds, renting a car was
an arduous annoying long process, so you would never
do it for just an hour or two. Now a bunch of people have
realised that it’s cheaper to be a member of a car club than it
is to own your own car.

OB: What does car clubbing offer the environment?

RC: A well-used shared car is used by anywhere
between 30 and 60 people. And 40% of those people have

11

said that they were able to avoid buying a car, or sold a car,
because of it. That means that each one of these well-used
shared cars is replacing 15 personal cars. What’s interesting
about those 15 cars is that every time you put a car into a
city, you have to have three parking spaces associated with
it. So when you take out the one car, there are three parking
spaces that don’t need to be created.

Each Zipcar is making 30-60 people satisfied with one
car. And the most important attribute is that when people
pay by the hour for cars, they turn out to drive about 80%
less. That’s because when you drive your own car, you’re
only thinking of the price of fuel, and sometimes parking.
But when you rent by the hour and the day, in real time,
right in front of your face, you’re having to say is this trip
worth $10, $20, $100? And 80% of the time, no it’s not
worth that.

So the most important thing for me that car sharing
and car clubs do is make you rationalise your car use within
your transportation options. When I own my own car and
I want ice cream, I jump in the car and go buy ice cream.
When I don’t own my own car and I want ice cream, I think
wow that will be $10 an hour to go buy it, ’'m going to
get it on my way home from work. It forces you to choose

Like any company you have to stay on the edge and evolve to meet your customers’
needs and pay attention to how those needs are changing. The companies that

don’t, in general have really hard crashes.

www.chinadialogue.net
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rationally between whether you should walk, take the
subway, bike, take a taxi, or bundle all your trips together.

OB: Might car clubs simply hook more people into a
car-centric lifestyle?

RC: Very deep research shows that it does the exact
opposite. It doesn’t induce more driving. The average urban
dweller drives around 7,500 miles a year. But when we
put 50-60 people on that car it’s only going 16,000 miles.
Another interesting side effect is that once you start driving
less, driving becomes annoying. It’s very high stress and
it’s scary when you go fast. Once you stop using a car, it’s
a higher hurdle for you to go choose a car for that errand
rather than all your other choices.

More people are living in dense urban areas. The future
is urban, the future is primarily dense urban and there’s
no way in hell we can move and store cars the way we do
today. New York City is the US’s densest city. Right now in
New York, only 40% of households own a car. Then look at
the density of Asian cities. What does the future hold? The
future holds dramatically fewer than 40% of households
owning cars.

I think we will have motorised transport and that
motorised transport will always be shared because that
minimises the storage issue, and those cars will be filled to
capacity. You will get a very tiny car, or a motorcycle or an
electric bike to move your own body and when you need
to move four people, you’ll be four people in a car. But
the idea of one person driving in a big car is not part of the
future. Right now in the US, something like 92% of trips
are done by car. The future will be the reverse.

OB: But a lot of cities are still being constructed with
the car in mind.

RC: I think that is the nightmare of our times, that
there’s a lag between people’s understanding of what the
future demands and what people want. In the US, there’s
a lot of recent studies that say we’ve passed peak car and
peak miles travelled.

I think in China it’s a horrible nightmare that they’re
building cities with this expectation and those cities will
fail and be miserable like many cities in the world. In
Shanghai, I was contemplating the huge number of very
high-rise residential buildings that had gone up but were not
yet populated and are built with parking underneath. And I
was struck by the fact that when they are fully populated,

Research shows car club membership doesn t induce more driving

when those households come in with their cars, Shanghai
will come to a complete standstill. I was just in Mumbai
and it was the exact same thing happening but on a more
cataclysmic scale.

OB: What should governments do? Subsidise car
sharing schemes?

RC: I think key in all of these cities is to make sure
that the price of parking reflects the cost of real estate. In
Boston, you can get a residential parking permit and park
for free for a year. Yet to buy a monthly parking pass in a
private parking garage is US$300. One open air parking
space in a very fancy part of Boston sold for US$225,000.
And the city government is giving that away for free day
in day out. So when we talk about subsidies for transport, 1
think let’s just remove every subsidy associated with cars.
That’s a logic that feels more powerful to me.

Enrique Pefalosa, who used to be mayor of Bogota,
said something that I think applies to China precisely —
for Bogota he was saying “only 3% of my population
owns cars. Why am I spending 95% of my transportation
infrastructure for those 3% of people?” I feel China can be
making that compelling argument. Enrique built amazing
bike paths, amazing pedestrian ways, fabulous transit,
because he said this reflects my population’s needs.

And once you get parking that’s expensive and make
streets that provide the right balance between humans and
cars then driving is even more annoying and expensive.

OB: What else would you recommend to Chinese
policymakers?
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RC: My biggest piece of advice around ride sharing —
that’s the peer to peer sharing — is to make it legal. We need
to make it legal for personal car owners to be able to accept
money on their cars, to give someone a ride or to rent
someone their car. In my mind, the future is clearly going
to be comprised of these kinds of peer-created companies
and it’s a very solid and good future. It really dramatically
minimises the investment required to get these things to
work and it makes more people satisfied on fewer cars. We
know that cars in the US and Europe are used 5% of the
time and sit unused for 95% of the time. It’s the second
most expensive asset people ever buy and yet they’re letting
it sit around for 95% of the time.

That said, in transportation, there’s this new thing
looming and that’s the autonomous car that Google is
producing and it’s coming out really, really fast. I think
that’s actually going to be a huge game changer if we do
it the right way. We can share the car and we can share the
trips and we can get to about 10% of the number of cars we
have today.

OB: What does that mean for your business model?

RC: Like any company you have to stay on the edge
and evolve to meet your customers’ needs and pay attention

www.chinadialogue.net

to how those needs are changing. The companies that don’t,
in general have really hard crashes. One of the things that’s
fascinating to me about the auto industry is that it has been
very propped up by government support world around. And
they’ve been very adamant about not changing all sorts of
things. I think when you’re very rigid it sets you up for a
very precipitous plunge.

I know that the big car companies — Ford in particular
— are trying really hard to figure out how to turn themselves
into a mobility company and not a car company. But
it’s very challenging for legacy companies because they
have tens of thousands of employees and factories doing
something we don’t want anymore. It’s hard to transition
those individual employees into a new way of doing things.
It’s definitely a hard path for them and I am not eager to be
in their shoes.

Avis just bought Zipcar and I have every expectation
that they will think of it 100% as a car company, and they
will miss that transition. They could have thought of
themselves as a sharing economy company, as a connected
vehicles company. They could have gone many other paths,
but that’s not what they saw. &

Olivia Boyd is deputy editor at chinadialogue
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Anti-Chinese sentiment
on rise in Myanmar

Chinese companies are struggling to come to terms with a new culture of protest in Myanmar

Beth Walker

The Shwe pipeline shaves an angry bald strip across

the red clay hills and disappears into the morning mist.

A sign hanging above an area cordoned off by bamboo
fencing warns in English, “Severe punishment on pipeline
destruction”.

“Families were forced to move,” says Omar, a 31-year-
old Palaung village chief based just outside Hsipaw town in
northern Myanmar on the road to China. “They were given
some money but left with nowhere to grow crops.” No one
has attempted to sabotage the pipeline here, he says, but
further north fighting between Burmese troops deployed to
protect the energy project and various armed ethnic groups
have forced thousands of people to flee their villages. In
Arakan State to the south, 17 locals working on the pipeline
were arrested for setting fire to a warehouse.

The USS$5 billion Shwe pipeline is a Sino-Burmese
project intended to bring imported oil and gas from the
Indian ocean across Myanmar to China’s south-west. It is
strategically important for China, which aims to reduce the
country’s dependence on energy transported by ship through

ké

For villagers in northern Myanmar,
China’s image is a complicated one.
Omar said, “We can’t live without the
Chinese, but we don't like it.”

3
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the pirate-infested Strait of Malacca. But there has been
fierce opposition in Myanmar — over land expropriation,
soil erosion and pollution, enflaming longstanding conflicts
between ethnic groups and the Burmese military.

The Shwe scheme is one of a slew of controversial
Chinese investment projects in Myanmar that have run into
trouble in recent years. Since the civilian government came
to power in 2011, rolling up the red carpet previously laid
out for China and opening the way for a newly assertive
civil society, the country has become a more difficult
place for Chinese companies to operate. A flood of cheap
Chinese goods and people across the border has meanwhile
fomented broader anti-Chinese sentiment across the country.

In spite of these challenges — and the level of
investment at stake — Chinese companies have taken little
meaningful action to address concerns. Instead, their
failures to appease local communities have made them a
focus of protest for Myanmar’s conflicted and ethnically
diverse population to rally around.

Growing resentment

“The move away from reliance on China is growing,”
says Vicky Bowman, director of the Myanmar Centre
for Responsible Business in Yangon and former British
ambassador to the country. “The government is welcoming
western companies as a deliberate policy to diversify.”
President Thein Sein’s liberalisation in 2011 was in
part fuelled by elite concerns that Myanmar had become
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too dependent on China, and his government reform
programme sought to rebalance Chinese influence with
Western investment and political relations. As a result, there
has been a sharp drop in Chinese investment in Myanmar
since 2011, though China remains an important presence in
hydropower, oil and gas, and mining.

At a popular level, anti-Chinese resentment abounds.
Travelling around Myanmar, I spoke to many who said they
felt the Chinese had trampled over local interests, propped
up the unpopular military regime and pillaged the country’s
natural resources.

The Chinese-backed Myitsone dam on the Irrawaddy
River — suspended in 2011 amid widespread popular unrest
— has been one of the few issues to unite the ethnically
diverse country, argues Bowman. “Although environmental
damage is the concern most prominently voiced by
opponents to the dam, it is not the only reason they fight it.
It is also the cultural significance of the area.”

Citizen action

That significance cannot be overstated. The 6,000-
megawatt dam was planned for the source of the Irrawaddy
— a sacred place for local Kachin and also considered the
founding place of Burmese civilisation. Pictures of the
iconic Myitsone hang in tea houses and small eateries across
the country. The dam, which rekindled fighting between
Burmese and ethnic Kachin armies after a 17-year-long
ceasefire, has been suspended until after the next elections
in 2015, but many people believe it will never go ahead.

Attempts by the company building the dam, China
Power Investment Corporation (CPI), to woo local
communities with piecemeal promises failed. It’s well
known that almost all the hydropower will be exported to
China’s Yunnan province and local people will see little
benefit.

In a recent interview with the Irrawaddy, Jiang Lizhe,
CPI’s director of public affairs, spoke of his determination
to resume the dam project. “Local people are, in fact, not
against this project. They just misunderstand it because they
don’t know the reality, and because of rumours and wrong
information,” he said.

But the company is still not listening to public opinion.
“CPI just don’t seem to get that people don’t want the dam,
or why,” says Bowman.

Burmese NGOs are now coordinating action against
unpopular projects, including Myitsone. One coalition is
working to identify gaps in the existing environmental

impact assessment for the dam, with support from more
experienced Chinese NGOs in Yunnan province.

The Letpadaung copper mine in central Myanmar
offers another example of increased citizen action against
Chinese projects. A joint venture between Wanbao Mining
(a subsidary of the Chinese arms manufacturer Norinco)
and a company controlled by the Burmese military, the
project went into lockdown at the end of 2012 after farmers
complained of the environmental and health problems
caused by acid waste.

A protest camp — mainly of monks — was violently
suppressed by Burmese security forces using phosphorous
grenades, transforming a local dispute into a national cause.
The project restarted months later only after the company
was forced to renegotiate the contract giving 2% of revenue
to the local community.

But this wasn’t enough. “The company hoped to satisfy
the community with schools and tree-planting, but that
won’t address their concerns,” says Bowman. Tensions
erupted again in March this year as people rallied against
Wanbao’s removal of an important religious building
to make way for further mine expansion. The company
has now invested in a new environmental and social
impact assessment, conducted for them by an Australian
consultancy, and available on their website — a first for any
Chinese company in Myanmar.

Chinese companies also appear to have a poor track
record compared to international competitors. China
National Petroleum Company (CNPC) has employed far
fewer local workers along the upper section of the Shwe
pipeline than the Indian company, Punj Lloyd, who built the
lower section.

A recent investigation by Chinese NGO Green
Watershed revealed similar discrepancies. Although Korean
companies provide some schools or health services, the
Chinese companies do not. Even where Chinese companies
do provide services, they do not get the credit because they
do so through the unpopular government, or do not really
benefit local people, according to Green Watershed.

“Almost all the controversial projects are Chinese
projects,” says Bowman.

Immigration and cheap goods

Resentment is not new — Chinese were targeted in
riots in Yangon in 1967 and faced scvere disciimination
during the 1970s. Ethnic Chinese have, in fact,
had a presence in Myanmar for centuries, with waves of

www.chinadialogue.net « 85



EFr#LfA China and the world

* 86 °

immigration under British rule, and the end of the Chinese
Civil War in 1949. Some are also members of the ethnically
Chinese Kokang group who straddle the border.

But Chinese immigration and economic dominance
have grown exponentially in recent decades, and current
anti-Chinese feeling has to be understood against that
backdrop.

The two countries are linked by the famous Burma
Road — built in the 1930s to supply vital provisions for
Chinese Nationalist forces battling the Japanese imperialist
army. It has been the lifeline for an otherwise isolated
Burmese regime since western sanctions were imposed in
the 1980s. Trucks loaded with Burmese gems, jade, teak
and food pour across the border into China — often illegally
— and rumble back with cheap consumer goods.

These goods have flooded the market in a country
whose manufacturing industry has yet to take off, causing
inevitable resentment. As the local saying goes, “When
China spits, Burma drowns”.

A common complaint among the residents of Mandalay
— the ancient religious capital in the north of the country —
is that the influx of Chinese money, goods and people has
inflated the prices of real estate and living, forcing locals
out of the city centre. Almost half of the city’s million or
so inhabitants are now Chinese. It has also grown with the
massive influx of drug money from wealthy ethnic Chinese
Kokang heroin traffickers. These concerns have become a
political issue ahead of national elections in 2015.

Ethnic Chinese have preferred to keep their heads
down and make money, rather than get involved in politics,
as eminent Chinese historian Qin Hui noted after a trip to
Myanmar in 2012. The growth in trade between Myanmar

www.chinadialogue.net

and China has provided plenty of opportunities to get
wealthy.

When it comes to Chinese companies operating in
Myanmar today, optimists believe they just need a little
public relations boost. Gao Mingbo, former head of the
political section at the Chinese Embassy in Yangon, has
been spearheading efforts to repair the image of Chinese
companies working in Myanmar. “The companies must
retain the support of the local communities. That has been
the consistent message of the embassy: to be open, to be
engaged,” he said. He created the embassy’s Facebook
page; although Facebook is blocked in China, Chinese
officials in Yangon are using this to reach Burmese citizens.

But these messages are yet to permeate corporate
culture. The Chinese-owned North Mining Investment
Company, which is developing a US$480 million nickel
mine in western Myanmar’s Chin state, appears to be
repeating past mistakes. The company has no office in
Myanmar, website or public face and relies exclusively
on government contacts. Unrest is now brewing as the
company carries out surveys for the open-top mine and
refinery without giving any information to local people.

For villagers in northern Myanmar, China’s image is a
complicated one. Omar’s ethnic Palaung village — some 15
kilometres uphill from Hsipaw town — got electricity for the
first time last year, after Chinese-made solar panels were
installed on top of straw roofs. “We can’t live without the
Chinese, but we don’t like it,” he says. &

Beth Walker is chinadialogue s culture editor. She is also editor of

thethirdpole.net
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Edited by Sam Geall
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A new book from chinadialogue provides access to
stories of environmental activism in China.

Sixteen of the world’s 20 most polluted cities are
in China. A serious water pollution incident occurs every
two to three days. China’s breakneck growth is causing
great concern about its global environmental impacts,
as others look to China as a source for possible future
solutions to climate change. But how are Chinese people
really coming to grips with environmental problems?
This book provides access to otherwise unknown stories
of environmental activism and forms the first account of
China and its environmental tensions.

The book includes an introduction by chinadialogue
editor Isabel Hilton and a chapter by Beijing editor Liu
Jiangiang.
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