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Foreword

Occasional Papers is a monograph series established as an avenue for the publication
of policy analysis and operational research undertaken in the Bank. As the activities and
experiences of the Bank broaden and deepen, there is greater scope for such policy analysis
and operational research, as a basis for the discussion of issues and the formulation of new
operations and policies.

Occasional Papers is meant mainly for distribution within the Bank. However, papers
under the series are also available on request to interested readers outside the Bank.

Occasional Papers is the fifth in the Economics and Development Resource Center’s
research monograph series program. Other series and titles in each series are shown at the
end of this paper.
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Chief Economist
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Abbreviations

ADF = Asian Development Fund

CAS - Chinese Academy of Science

CFCs - chlorofluorocarbons

CO, - carbon dioxide

CRAES - Chinese Research Academy of Environmental Sciences

EIA - Environmental Impact Assessment

EPB - Environmental Protection Bureau

EPC - Environmental Protection Commission

EPL - Environmental Protection Law

ESCAP - Economic and Social Commission for Asia and the Pacific

GDP - gross domestic product

GHG = greenhouse gases

GNP 2 gross national product

ha - hectare

kg - kilograms

m’ - cubic meters

NEPA - National Environmental Protection Agency

MARPOL = International Convention for Prevention of
Maritime Pollution

PPP - Polluter Pays Principle

PRC = People’s Republic of China

50, - sulphur dioxide

Tar - total suspended particulates

TVEs - Township and Village Enterprises

UNESCO - United Nations Educational, Scientific and
Cultural Organization

UNDP - United Nations Development Programme

Us - United States

Currency Equivalent

Currency unit — Yuan (Y)

Y1.00 = US%0.17
USH1.00 = Y5.74

For purposes of this document, an average indicative exchange rate of US$1.00 : Y5.74 was
used. This approximates the Government's official exchange rate.
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[. Introduction

Due to its geographical characteristics and its large population size, the People's
Republic of China (PRC) is prone to natural resources degradation. Environmental problems
have been accelerated by the rapid economic growth of recent years (about 9.5 per cent per
annum over the past decade), high intensity of energy use, particularly in the industrial
sector, and economic and pricing policies that did not take into account the intrinsic market
value of the resources. These factors combined to cause over exploitation of natural
resources. As the PRC aims to double its GNP by the year 2000, there is increasing concern
that continued rapid growth will further exert severe pressure on the country’s natural
resources and the environment’s assimilative capacity.

To remedy the situation, the PRC has steadily increased ils investment in environment
protection. Investment has increased from Y17 billion in the Sixth Five-Year Plan Period
(1981-1985) to Y30 billion in the Seventh Plan (1986-1990) and Y80 billion in the Eighth Plan
(1991-1995). Since late 1970s, the country has also built up a fairly well developed legislative,
regulatory, administrative, and policy framework directed towards proper environmental
management. Economic policies consistent with environment protection are being introduced
and the need for public awareness about the environment importance is being emphasized.

This paper shows that the steps that have been undertaken by the PRC Government
are in the right direction. At the same time, given the country’s severity of the
environmental problems, the paper emphasizes that the reform process aimed at containing
degradation of natural resources need to be further intensified. Strict enforcement of policies
15 required to arrest farmland damaged by soil erosion, desertification and salinization.
Policies must address atmospheric pollution problem caused by, among others, carbon
dioxide and sulphur dioxide from massive coal burning, and water pollution caused by
discharge of industrial wastes. The pricing policies of natural resources must reflect proper
economic and scarcity values, and the country’s level of science and technology need to be
upgraded to effectively deal with environmental concerns.

The paper emphasizes the need for the Bank to support these efforts of the Government
and to ensure that rapid economic growth will be ecologically sustainable. The paper
concludes that apart from providing capital assistance, the Bank needs to help the country
in establishing an appropriate policy environment that will encourage efficiency in the use
of natural resources and help build up the institutional capabilities of agencies engaged in
environmental protection and improvement.

The paper comprises six chapters. Following the introduction, Chapter II provides an
overview of the state of the natural environment in the PRC. Chapter 1II focuses on the
institutional, legislative and administrative framework for the environment and discusses
its appropriateness. Chapter IV presents the PRC's strategy for the environment as spelled
out in the Eighth Five-Year Plan. The role and scope for the Bank assistance to support the
environmental protection in the PRC are dealt with in Chapter V, while Chapter VI provides
a critical assessment of the Bank's approach to the environment protection in the PRC,



II. The State of the Environment in the PRC

Environmental degradation and resource depletion in the PRC compares with the
situations that exist in other developing countries with large population and scarce arable
land, water and forest resources. However, environmental degradation has been accelerated
in the PRC by several factors: (i) the post-1949 industrial strategy, characterized by the rapid
build-up of a heavy industrial base founded on energy- and resource-intensive production
processes; (ii) the policy of industrial self-reliance that led to isolation and limited transfer
of technology; (iii) the recent pace of industrial and urban growth; (iv) the heavy reliance
on coal as primary source of energy; and (v) economic policies that led to inefficient use and
over-exploitation of natural resources.

A. Agriculture Land and Population

With more than one billion people living in the PRC (23 per cent of the world's
population), per capita shares of water, land and other basic natural resources are very low.
Relative to its large population, the country has only 7 per cent of the world’s arable land,
resulting in severe pressure on cultivable land. Mountains, hills and arid regions cover about
65 per cent of the PRC’s land area, such that only 10 per cent of the land (96 million
hectares) is suitable for farming. At the same time, land distribution is uneven, with almost
all cultivable land and half of the forest land being concentrated in the north and the
southeast. Cultivated land per capita is 0.085 ha, less than half of the per capita cultivated
land available in the 1950s (0.18 ha) and one-fourth of the world’s average (0.36 ha). The per
capita average wooded land is 0.12 ha and that of grasslands 0.32 ha, both below world
average (0.77 ha and 0.61 ha respectively).

The PRC’s population is increasing by 17 million per year, while on average the
nation’s cultivated land is shrinking. Farmland is being rapidly converted into residential
and industrial use such that the remaining land needs to generate greater production. The
State Land Commission estimates that by the year 2050, food for a projected 1.5 billion
people will be produced from only about 100 million ha of agricultural land. Large areas of
marginal land have already been brought under cultivation and cropping has been
intensified. Additional 120 million ha of underdeveloped land, two-thirds of which might
be suitable for afforestation and one-third that could be used for growing crops or for
livestock, is expected to be put into use. However, returns on such land are not only low but
land use practices result in additional problems. Water losses and soil erosion threaten
almost one-third of the nation’s cultivated land and according to the PRC’s Commissions
for Environmental Protection, about one-sixth (1.5 million ha} of the total territory in the
PRC is already alfected by soil erosion. The most degraded areas are the red soils, the loess
plateau, the northern grasslands and the northeast plains,

Desertification and salinization are spreading rapidly despite the efforts made in the
last 40 years to contain these effects. About 3.93 million ha of farmland and 4.39 million ha
of pasture land are facing desertification. Almost 15.5 per cent of the total land area is now
atfected by salinization and alkalization. The salinization phenomenon can be attributed to
natural processes only for one-third of the affected area, while for the rest the causes can be
attributed to overstocking and to excessive conversion of marginal land to crop land. Since
the late 1950s, about 6.7 million ha of grasslands has been converted into agricultural use






