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Executive Summary

Introduction

The EPRD-led consortium has been selected by the EU Delegation (EUD) in China with
two evaluators for the final evaluation of the project “Platform for Policy Dialogue and
Cooperation between EU and China on Emission Trading" (hereinafter also called EU-
China Emission Trading System (ETS) project or programme). The evaluated Action has a
budget of about EUR 10 million, it started in October 2017 and it is due to be completed by
June 2021. The programme is the follow-up of the programme from 2013-2017 supporting
emission trading in China, which was funded by the European Commission (EC) Directorate
General for Development Cooperation (DG DEVCO). The initial political counterpart of the
current project in China was the National Development and Reform Commission (NDRC). In
2018, the Chinese government was restructured and climate change-related policies were
transferred to the Ministry of Ecology and Environment (MEE). The project contractors are led
by ICF Consulting, with partners SinoCarbon, SQ Consult B.V., MWH, and Ecofys Netherlands
V.B. and others.

As required, the evaluation team (ET) assessed the project performance by using the
standard five Organisation for Economic Cooperation and Development’s Development
Assistance Committee’s (OECD DAC) evaluation criteria, i.e. (1) relevance, (2) efficiency,
(3) effectiveness, (4) impact, and (5) sustainability, and two EU specific evaluation criteria,
i.e. (6) EU value added, and (7) coherence of the Action in the evaluation process. The Terms
of Reference (ToR) also required the ET to consider (8) cross-cutting issues (particularly
gender equality and social inclusivity, the rights-based approach and the Leave-No-One-
Behind principle).

The formal start of the final evaluation project was 11" January 2021. The Inception Phase
was finished by 22" January, while the Desk Phase with in-depth document analysis, some
initial interviews, and the methodological design of the Interview Phase was completed by 9"
February. Following the first two phases, in February, March and April, there were briefings
and in-depth interviews with the EC Directorate General for Climate Action (DG CLIMA) and
the Service for Foreign Policy Instruments (FPI), the MEE in China, the project team (PT) led
by ICF Consulting and other stakeholders benefiting from the project actions. These interviews
were held in online-meetings. An online survey was also distributed to the stakeholders
benefiting from the project actions (results are provided in Annex 8). At the end of the Interview
Phase, there was an online debriefing with DG CLIMA and FPI. Tangible outputs delivered by
the ET were the Inception Report, the Desk Report, the Intermediary Report and the Final
Report (this report). The overall evaluation assignment was completed in May 2021. The
detailed methodology followed by the final evaluation is included in Annex 3.

Background

An important instrument for China to achieve its long-term greenhouse gas (GHG)
emission reduction target of reducing its gross domestic product’s (GDP) COz-intensiity
(CO2 emissions per unit of GDP) by 60 to 65% by 2030 is the establishment of a domestic
ETS. The ETS is meant to become a major climate policy tool to help China realise its
Nationally Determined Contributions (NDC) to the Paris Agreement on climate change and its
long-term low-carbon strategy.

The first discussions on a national ETS in China started in 2011, and in 2013 pilot
projects were initiated, including actual emissions certificates trading. By August 2020,
China’s pilot ETSs covered nearly 3,000 industrial emitters in seven regions. Since 2013, 406
million tonnes of CO- equivalent GHG have been traded (Reuters, 2020). In October 2020, the
Chinese government announced that it is targeting the launch of a nationwide emissions
trading scheme during the 14" Five-Year Plan from 2021 to 2025 (Reuters, 2020). There
are still obstacles to implementing a fully-fledged ETS at the provincial or municipal level due
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to a lack of personal capacity, although the central government took steps to train industry and
government experts to be ready for real-time trading.

The Chinese ETS (also referred to as CN ETS in this report) aims to be a cap-and-trade
approach similar to the EU ETS. Currently, it is still intensity-based or a baseline-and-trade
system. In the baseline-and-trade system applied in China, baseline emission benchmarks
(CO2/kWhe)) are politically defined, e.g. for conventional coal-fired power plants. In the CN ETS,
the companies buy emission allowances, if they need additional emission rights, while
companies with surplus allowances sell them. The resulting ETS is allocation-efficient, i.e.
through trading, those actors with the lowest reduction costs can take over the emissions
reduction of those companies for which the reduction would be very expensive.

The Intervention Logic or Theory of Change

Against this background and in order to support this process, in 2017, the EC,
represented by DG CLIMA and FPI, funded the “Platform for Policy Dialogue and
Cooperation between EU and China on Emission Trading.” According to the project’s ToR,
the overall objective of the Action is to enhance cooperation with China on climate change by
continuing to support China in building up a nationwide ETS contributing to reducing its GHGs.
More specifically, the EU-China ETS project serves two main objectives:

o Establishment and reinforcement of a policy dialogue between China and the EU
on the development of emission trading in both constituencies. The aim is to
increase the mutual understanding of relevant developments affecting the
effectiveness and efficiency of emission trading systems in the EU and China.

e Support China in building its national ETS. The project intends to support the
Chinese counterpart in building the technical and regulatory capacity of emission
trading to authorities, industry representatives and verifiers in China.

In order to achieve these results, according to the ToR, the project has four components with
different activities:

a) Policy Dialogue (Component A): Serving the goal of increasing the mutual
understanding of relevant developments affecting the effectiveness and efficiency of
emission trading systems in the EU and China, the project supports:

o The establishment of an EU-China Platform for Policy Dialogue on Emission
Trading. Its main activity is an annual political dialogue event.

o The setting-up of a network of Chinese ETS experts and joint research (JR)
and internship activities between the EU and China.

b) Technical Training of Local Authorities (Component B): In order to support the
Chinese counterpart in building technical and regulatory capacity on emission trading,
the Action provides for direct training (rather than, as initially designed, a training-
of-trainers (ToT) approach) to a critical mass of provincial-level officials mainly
from Environmental Protection Bureaus (EPBs) to improve their understanding of
the CN ETS and their capacity to support ETS-related administrative and regulatory
activities.

¢) Industry Capacity Building (Component C): In order to establish a critical mass of
industry representatives that are able to handle day-to-day requirements of a national
ETS, direct, screen-based training of industry representatives has been held
throughout China.

d) Other Activities (Component D): In order to provide a sufficient amount of flexibility
to react on changes in the implementation of the national ETS and/or international
developments, space is left for additional measures such as study tours, other forms of
knowledge sharing etc.
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Based on the above, the Intervention Logic or Theory of Change (ToC) of the project
appears to have been well-structured and supported by adequate assumptions.

Answers and findings to the evaluation questions

A summary of the main findings in relation to the evaluation criteria and questions is
provided below. The full list of evaluation questions is provided in the Evaluation Matrix in
Annex 4. In Annex 9, a summary of the answers to the evaluation questions (EQs), judgement
criteria and indicators is provided.

EQ1 — PROBLEMS AND NEEDS (RELEVANCE): TO WHAT EXTENT THE EU-CHINA ETS PROGRAMME
ADDRESSES IDENTIFIED PROBLEMS AND NEEDS?

According to the Memorandum of Understandings (MoU) on ETS signed between the
EC and the MEE in 2018, there is need for enhanced cooperation between the two parties
against the background of the roll-out of the national ETS in China and the revisions of the EU
ETS in order to combat climate change. Both sides acknowledge the urgency of addressing
global climate change and the importance of the 2015 Paris Agreement. Both parties regard
emissions trading as a cost-effective tool to contribute to a low-carbon economy and to induce
related innovations and deployment of low-carbon technologies (EU Commission and MEE,
2018). Moreover, in November 2019, the MEE issued “China’s Policies and Actions for
Addressing Climate Change (2019)”. Relating to the ETS, the MEE stated that measures
have to be taken further to steadily push forward the construction of a national carbon market.

During his speech to the UN General Assembly on 22 September 2020, the Chinese
President Xi Jinping announced two elements in the fight against climate change: (a) to
aim to have CO; emissions peak before 2030; and (b) to achieve carbon neutrality before
2060. Soon after the pledge, in early November 2020, the MEE released a draft of the National
Carbon Trading Management Measures for public comment, which was ultimately published
in January 2021.

This positively evolving political context shows that the EU-China ETS programme is
highly relevant to the needs of the Chinese government to reduce GHG emissions in a
cost-effective way.

During the implementation of the programme, there were four main changes in external
factors or context during the programme implementation which (a) positively or (b) negatively
impacted the relevance of the programme for its key stakeholders and target groups. These
are:
¢ Change in leadership of the Climate Change Department (CCD) of the NDRC
coupled with the shift of responsibilities in the Chinese government on climate
change (including ETS) issues: In November 2017, one months after the signature
of the contract, there was a change in the leadership of the CCD of the NDRC. The
new CCD’s Director General requested to move from ToT to direct training. The need
for direct training was emphasised by the repercussions of the government
restructuring initiated in March 2018, which moved climate change from the NDRC to
the MEE. In fact, at the local level, only about 2/3 of the former local DRC staff went
to the EPBs (formally under the MEE), whereas 1/3 remained at the local DRCs. This
development led to a considerable loss of capacity in the local EPBs with regard to
climate change related issues, especially on ETS issues. Within this context, the
relevance of the project substantially increased as it provided crucial capacity
building support to the EPBs as demonstrated by the large-scale training carried out
in 2019.

o The pledge of the Chinese government to achieve a carbon neutral economy in
China by 2060: President Xi’'s announcement in September 2020 remarked on the
importance of the establishment of a domestic ETS as a cost-efficient tool to achieve
the carbon neutrality goal. Against this background, the relevance of the
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programme has increased as the programme supports China in implementing the
system in an effective way.

e The COVID-19 pandemic: Although COVID-19 had a certain impact on the political
priorities and hence on the relevance of the ETS in China for some time, the impact
was limited due to the relatively quick recovery in China.

The development of a national ETS is a tremendous amount of work involving different
stakeholders including national and local government authorities, industry, third-party verifiers,
research institutes and financial entities. With its different components, the EU-China ETS
project is addressing the following stakeholder groups:

¢ National and local government authorities;

e Research Institutes as trainers of relevant ETS-related skills;
e Industry representatives and sector associations as trainees;
e Third-party verifiers;

¢ Financial entities such as emission trading platforms.

The evaluation confirms that they are the relevant target groups to be addressed by the
EU-China ETS programme intending to (a) establish and enhance a regular political dialogue
and scientific cooperation, and (b) support China in developing an effective ETS by building
effective capacities on emission trading in the country.

EQ2 — SOUND MANAGEMENT AND VALUE FOR MONEY (EFFICIENCY): TO WHAT EXTENT IS THE
RELATIONSHIP BETWEEN PROGRAMME INPUTS AND OUTPUTS TIMELY, COST-EFFICIENT, AND TO
EXPECTED QUALITY STANDARDS?

EQ2 looked at the cost-effectiveness and cost-efficiency in financial and project
management. Cost-efficiency is the ability of a programme to convert its financial resources
into outputs, whereas cost-effectiveness looks at the ability of the programme to use its budget
as a means to achieving the intended outcomes and impact.

According to the information gathered by the evaluation, the project has been using the
available resources in a cost-effective way. In particular, the high level of flexibility in
managing the reallocation of the budget between project components to address changes in
context and implementation circumstance was one of the keys to the success of the project.
For instance, in the extension proposal, the EU Delegation granted the PT’s request to
reallocate unspent budget and unused Non-Key Expert days to fulfil activities for almost nine
additional months at no extra cost, which is allowing the programme to provide needed support
to the Chinese government in the crucial phases leading to and right after the actual start of
the national ETS. Another example of cost-effectiveness — but not of cost-efficiency — enabled
by FPI’s financial flexibility is the transfer of about one third of the incidental expenditure budget
to the fee budget at short notice in order to respond to a request by the Chinese government
for large-scale training at the end of 2019.

The evaluation also confirms that the project has been managed cost-efficiently. Some
examples have been provided by interviewees in this regard. For example, the ratio of
trainers to trainees was higher at the beginning and, after careful evaluation, it was reduced
in time. However, the main example of cost-efficiency provided was about savings in training
cost due to the transfer of certain costs to the Chinese government. Based on ICF’s
estimations, it was assumed the transfer of some training costs to China have saved
roughly EUR 130,000 to the project budget over 14 training interventions delivered under
Component B during the period from October 2020 to January 2021. The EU Delegation
expects that in the future, e.g. in the next EU-China ETS project, the EU budget will only cover
costs related to the trainers, while all organisational costs, including meals and venues, will be
paid by China. These provisions should be agreed upon between EU and China before the
beginning of the EU-China ETS Project Phase Il.
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Furthermore, there are two instances to be reported that can generally be considered
cost-effective because they indeed served well the pursuit of the project goals, but not
very cost-efficient because they either involved major revisions to the budget or a
disproportionate attribution of costs to the project. The first case, as mentioned above, is
the transfer of a large amount of incidental expenditure budget (about EUR 1.35 million out of
EUR 4 million of total incidental budget) to fees at short notice to replenish the exhausted fee
budget, due to the need for large-scale training from the Chinese counterpart during October-
November 2019. In general terms, transferring incidentals to fees or vice-versa is a procedure
that should be exceptional and of minor entity, but on this occasion, it was substantial, and an
urgent addendum to the service contract had to be prepared. The evaluators understand the
different needs of FPI and DG CLIMA, respectively of a high degree of certainty in the financial
management and planning, and of an effective use of resources to pursue the technical and
political goals of the project. Flexibility has certainly been one of the keys to the success of this
programme and FPI has been demonstrated to be a flexible instrument (see also above).
However, even flexibility needs to be limited to a reasonable degree. A lesson for Phase Il of
the project could be to limit the budget allowed to be used under Component D to
increase certainty in the financial management. Nonetheless, the cap needs to be
carefully set in close discussion with DG CLIMA and in light of the negotiations about
financial reciprocity between the EU and China, so that enough funding is allocated for
use in demand-driven activities.

The second instance concerns the fact that some expenses for the large-scale training
in late 2019 were shared by the EU with other donors. Although cost sharing could have
been considered positive evidence of cost-efficiency, here the EU appears to have covered
roughly 80% ' of the whole financial effort for the large-scale training, which is
disproportionately high compared to what other donors have provided. Therefore, although
covering a higher share of the training budget than other donors reflected the importance of
the EU as key strategic ETS partner of China (i.e. cost-effectiveness), from a financial
management perspective, the outcome cannot be considered highly cost-efficient for the EU
and more reciprocity should be sought in the future (including in Phase II).

The programme management structure appears to be adequate to support the
achievement of the goals of the project. There is clear and appropriate division of roles and
responsibilities among the three PT Key Experts (KEs) according to the Project Components
A-C and the lead of DG CLIMA on steering the contents of Project Component D, which is fully
demand-driven. There is also evidence that the PT has worked closely with DG CLIMA and
FPI as well as with the MEE, and that it benefited handsomely from having a liaison officer
between MEE and the project.

The evidence confirms that the monitoring and reporting arrangements of the EU-China
ETS programme seem to be useful and practical. In addition, The EU expressed its
satisfaction with ICF as a reliable and very professional contractor. Despite that,
recurrent delays of ICF in submitting interim reports were reported, something that needs
to be urgently reversed by the PT to improve the project accountability towards the EU.

The project team, the EU and the Chinese counterpart all confirm that the quality of the
outputs and the services delivered by the project has been high. Some evidence of this
is provided by:

e The very positive feedback received by trainees in post-training surveys (over 90% of
satisfied respondents);

e The fact that none of the Non-Key Experts proposed by the project team were rejected
by the EU, which is evidence they were technically qualified.

" This figure is anecdotal and could not be verified by the ET, although evidence point to the fact that the EU
covered the majority of the large-scale training costs.
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Furthermore, the interview with MEE representatives highlighted that the fact that there is
continuity of support by the EU on ETS has been seen as very helpful. They recognised
the consistent support provided by the previous (DEVCO-funded), the present and the future
project, which they have seen as building on each other.

The replication potential of the project has been rated high. In particular, the
establishment of two communities of trainers (under Component B and C) and
researchers (under Component A) has been seen as a very important legacy for the future,
including further continuation of JR and training in the Phase Il project. Related to the
replication potential, the ToT approach appears to be a recommendable solution to
scaling up the training activities to a scale relevant to the national ETS in China. ToT is
currently present in the Action Fiche for Phase Il, but this will likely work only if the Chinese
government believes in it too. Perhaps, now that there is an established network of ETS
trainers, the MEE will be persuaded of the efficiency and effectiveness of ToT compared to
direct training.

EQ3 — ACHIEVEMENT OF PURPOSE (EFFECTIVENESS): TO WHAT EXTENT HAS THE PROGRAMME
DELIVERED INTENDED OUTPUTS AND ACHIEVED OUTCOMES (BOTH INTENDED AND UNINTENDED)?

Effectiveness is about the ability of the programme to deliver its outputs and their
contribution to its intended (and unintended) outcomes. In the Executive Summary, only
the achievement of the outcomes is treated and we refer to Section 2.3.1 for details on the
delivery of outputs.

The evaluation highlighted evidence showing that the programme has been achieving
all its intended outcomes, which are:

e Outcome 1: To contribute to strengthening the political dialogue between China
and the EU on the development of ETS. Interviews show evidence that the political
dialogue between the EU and China has been strengthened during the period of the
project. The MEE confirmed it is very satisfied with the EU-China policy dialogue on
ETS that the project supported. They were very pleased with the level of commitment
by the EU to cooperate on climate change and they also praised the good level of
communication with the project team, the EU Delegation and DG CLIMA at both bureau
(technical) and political levels. Likewise, interviewees from DG CLIMA confirmed that
the project has been very successful in positively sustaining the bilateral political
dialogue on ETS.

e Outcome 2: To support China in building and operating an effective ETS through
the consolidation of an active network of experts. MEE stressed how they believe
the project “played a very important role” in building the capacity of local authorities on
the ETS. They mentioned they were very pleased with the ability to respond to their
need for large-scale training in 2019 and they emphasised the added value of this
project of covering all Chinese provinces. The same is true for local authorities’ trainees
interviewed, who, during the evaluation, consistently claimed that they now felt
confident to both explain the importance of the ETS and to support its operations. They
all linked their confidence to the training received by the project. At the central level,
there is evidence that the project team was respected by the MEE’s CCD staff and
helped strengthen their capacity on technical matters related to the ETS. Finally, many
interviewees believe that the project contributed to integrating elements “borrowed”
from the EU ETS, but recalibrated to meet the Chinese context. Examples regularly
cited were the MRV guidelines and allowance allocation mechanisms (benchmarking).

e Outcome 3: To enable most industrial enterprises to be covered by national ETS
to participate in market with stronger willingness and capacity. The MEE
expressed its satisfaction with the design and implementation of the training events
targeting local industry representatives. They appreciated that they covered both policy
areas as well as the day-to-day operations linked with the functioning of the ETS,
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including helpful practical exercises. The interviewees from the private sector (Chinese
energy companies and emission exchanges) consistently confirmed that after the
training they felt confident to explain the importance and the functioning of the CN ETS.
Moreover, when asked if they would be able to operate confidently on the ETS, all
interviewees answered positively.

Some evaluation questions concerned the positive and negative influence of context-related
factors on the effectiveness of the programme. In terms of external factors influencing the
EU-China political dialogue on ETS (Outcome 1), the ones identified are:

Changes in leadership: During project implementation, leaderships at the helms of
both the European Commission and the NDRC / MEE changed. Especially, in late
2017, the Director in charge of the ETS at the NDRC (later to be moved to the MEE)
changed. Although these changes implied some revisions of the original work plan, in
particular concerning the preference for direct training in spite of ToT, the political
dialogue between the EU and China did not seem to have suffered by such change in
political leadership. The reason can be found in the fact that a well-working Chinese
ETS is of mutual interest.

Policy changes: Similarly, the launch of the European Green Deal on the one hand,
and the Chinese announcement about the 2060 carbon neutrality target on the other
hand strengthened mutual interests in supporting a strong Chinese ETS even more.

COVID-19 and government restructuring: In terms of key barriers to the promotion
of political dialogue, the transfer of climate change responsibilities to the MEE and
COVID-19 appear to have been the main ones. The government restructuring caused
serious delays to the project during 2018 and 2019, which led, infer alia, to the
cancelling of the Policy Dialogue event in 2019 (see Section 2.3.1.1). The pandemic
impeded regular travel of EU officials to China and was the main cause for not holding
the Policy Dialogue event in 2020. Nevertheless, the use of virtual meetings and of
other venues outside China (e.g. in Spain in 2019) were adequate solutions to
maintaining the momentum of political dialogue. This was also fostered by the
knowledge exchange brought about by the JR component, which interviews confirm
was highly appreciated by the Chinese political stakeholders and researchers.

Concerning the external factors influencing capacity building (Outcomes 2 and 3), these

were:

Government restructuring: The government’s restructuring was definitely the main
external factor that influenced the project implementation. The restructuring slowed
down the ability by the project to identify the local trainees and their training needs, as
some of the key stakeholders’ roles and responsibilities concerning ETS changed. In
addition, as discussed above, the shift in climate change responsibilities created a
massive capacity gap in local and regional EPBs. In turn, this required substantial
additional resources to be directed to training activities, as is shown by the budgetary
changes required to carry out large-scale training in 2019. Nevertheless, the project
structure proved to be solid and flexible enough, and the planned training interventions
were delivered successfully. Ultimately, the evidence shows that the direct training
format was conducive to a good outcome being achieved in strengthening the capacity
of local authorities nationwide, irrespective of the fact that a successful ToT approach
is thought to be more effective in the longer term.

COVID-19: the public health crisis appears to have only halted the capacity building
activities during the first half of 2020, but the successful containment of the pandemic
in China allowed the programme to accelerate the training subsequently.

Geographic differences: The evaluation interviews also probed if geographical origins
influenced the effectiveness of training events. The evidence collected shows that, as
expected, trainees from those cities which were part of ETS pilot schemes generally
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felt more confident in understanding and operating in a national ETS. This is also true
for power sector companies, which were the main operating companies in pilot ETSs
and are the first ones to be included in the national ETS.

The evaluation interviews highlighted that the project team has been very effective in
promoting knowledge exchange both within the programme and with other initiatives.
The communication within the JR component seems to have been effective although it was
affected by COVID-19. The project also organised inter-group knowledge exchanges between
JR groups, although they appear to have been mainly limited to the sub-group under the same
JR topics. In terms of external knowledge exchange, the project team has been very proactive
in talking and engaging with others supporting China in ETS. They are a very active member
of a core group of ETS-supporting initiatives including the World Bank, ADB, GIZ, Norway,
EDF CIFF, NCSC, which regularly share with each other updates on the implementation of
their projects and activities. The exchange of information with the other initiatives appears
to have been broadly effective in avoiding duplication of work and wasting of resources.

EQ4 — ACHIEVEMENT OF WIDER EFFECTS (IMPACT): WHAT EVIDENCE IS THERE THAT THE
PROGRAMME HAS CONTRIBUTED TO ITS INTENDED IMPACT?

As said, the domestic ETS could become a major climate policy tool to help China realise
its NDC and its long-term low-carbon strategy to achieve carbon neutrality by 2060. The
project has positively contributed to the appropriate design of the ETS and the building
of the national capacity to run the CN ETS as it, inter alia, has supported China to:

e Determine appropriate allocation mechanisms with feasible baselines in power
generation, iron and steel, pulp and paper industries;

¢ Determine effective monitoring, reporting and verification of the achieved CO2-emission
reductions; and

e Supporting the formulation of relevant legislation and regulation of the ETS market.

A functioning CN ETS will help to achieve the NDCs and China’s long-term low-carbon strategy
to achieve carbon neutrality by 2060. The CN ETS starts only with power generation, later
including other economic sectors such as iron and steel, chemical industry, pulp and paper
industry etc. Coal-fired power plants account for about 50% of China’s CO, emissions from
fossil-fuel combustion. Reducing emissions from coal-fired power plants will therefore be
essential in reaching China’s low-carbon goals, and these plants will be the key sources
covered by the ETS.

Furthermore, during the project implementation period, the EU-China ETS programme had
a positive impact on maintaining a regular policy dialogue on emission trading between
China and the EU and facilitating joint research of Chinese and European experts on
issues related to the nationwide roll-out of the Chinese ETS. According to the new EU
strategy on China, depending on the policy field, China is seen as a negotiating partner,
competitor or systemic rival (EU Commission, 2019a). As for climate change and ETS, China
and the EU are strategic partners, and the ETS is at the top of climate change priorities.

Also, in the EU-China ETS programme, European experts and selected Chinese experts
undertook joint research. Their goal is to combine the in-depth knowledge they have of
carbon markets both in Europe and worldwide with an understanding of China’s regional ETS
pilots and the overarching domestic political and economic context. A broad group of
stakeholders have also been consulted during the research. Based on this work, they provided
policy recommendations on critical issues relating to the transition from regional pilots to a
national ETS. In this sense, e.g. the EU-China ETS programme research on the determination
of benchmarks for different technologies and different installation sizes is an important support
for an effective allowance allocation in the national ETS. The findings and outcome of the
research activities have been submitted to MEE, the main ministry responsible for the
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ETS and increased its understanding of relevant issues on the roll-out of the domestic
ETS.

According to interviews with Chinese and European researchers, there was considerable
impact provided by the programme to promote EU and/or international standards and
regulations relating to the climate sector and ETS. According to information provided by
the PT, it includes:

e ETS Pilots Registry and preparation for the establishment of a national ETS registry
(operation, maintenance and security related aspects);

e ETS Pilots MRV Systems and preparation for the establishment of a national MRV
system (monitoring plans);

e ETS Pilots Allocation System and preparation for a national ETS allocation system
(benchmarking allocation + auction);

o Coverage of aviation sector;
e Discussions about market stability reserve (MSR) mechanisms.

All'in all, the project contributed to integrating elements from the EU ETS, but recalibrated to
meet the Chinese context, e.g. MRV guidelines and allowance allocation mechanisms
(benchmarking).

EQS5 - LIKELY CONTINUATION OF ACHIEVED RESULTS (SUSTAINABILITY): WHAT IS THE LIKELIHOOD
THAT THE OUTCOMES WILL BE SUSTAINED AFTER THE END OF THE PROGRAMME’S FUNDING PERIOD?

Strong evidence exists that the outcomes of the Programme will be sustained after the
end of its funding period in 2021 and even beyond due to the following observations:

e The EU-China ETS project team and the EU programme representatives agreed on a
No-Cost Extension work plan until June 2021;

¢ A second phase of the Platform for Policy Dialogue and Cooperation between EU and
China on Emissions Trading is planned to run from the end of 2021 to the end of 2023;

e There are various ETS issues to be worked on during China’s 14™ Five-Year Plan
(2021-25) and a need for sustained political dialogue and there is evidence of a
clear political commitment to ETS by the Chinese government at a high level.

e As sound research co-operation seems to have been established between the
European and Chinese researchers in the field of ETS, JR activities are likely to be
sustained in the future, further deepening and expanding scientific cooperation
between Europe and China;

e The technical trainees of the EU-China ETS programme seem to be able to
maintain their capacities to operate a nationwide ETS, and capacities of the
Chinese industry and industry association representatives to handle day-to-day actions
seem to be sustained.

EQ6 — EU VALUE ADDED: \WWHAT ADDITIONAL VALUE HAS THE PROGRAMME PROVIDED COMPARED
TO SIMILAR ACTIONS CARRIED OUT BY EU MEMBER STATES?

The evaluation investigated the EU Value Added by asking questions on two main aspects: (a)
the EU added value compared to having the project delivered by single EU Member States;
and (b) the EU added value within the EU-China ETS project compared to other donor-funded
initiatives supporting the Chinese ETS.

The EU Value Added is particularly evident in this project and it is mainly related to:

e The clear value from learning from the EU ETS: First of all, as the EU ETS is run at
regional level and not at Member State level, this project has a very high level of
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credibility in the eyes of China. From the Chinese perspective (sources PSCs’ minutes
and interviews), it is evident that, since the national ETS is so central in the Chinese
climate change strategy, the possibility to learn from the EU’s experience in designing
and delivering the different phases of the EU ETS is considered highly valuable by the
Chinese government. Secondly, some of the Chinese researchers appreciated the
possibility of producing cutting edge research based on the EU ETS experience.

e The size of the EU compared to single Member States: The size of the EU enhanced
the authoritative voice of the political dialogue compared to single Member States. In
fact, the EU may sometimes be conceived by Chinese (and other countries) as the
United States of Europe. Moreover, the multi-level governance of the EU ETS, that has
a system run at the EU level over very diverse national markets, is similar to what will
happen with the Chinese ETS in relation to the nationwide system to be operated over
very diverse Chinese provinces. Finally, in more practical terms, the size of the EU is
also closer to the size of the Chinese market than any other single EU Member State.

¢ The availability of a larger pool of ETS experts and expertise: This is reasonable
to expect because of the pioneering role of the EU in global carbon markets for almost
20 years and the much bigger size of the EU compared to its Member States. In
particular, Chinese researchers confirmed that having the EU as scientific counterpart
gave access to a larger base of experts and expertise compared to what would have
been possible with a national project.

e The centrality of the European Commission in EU climate diplomacy: The EU
climate policy is developed and decided in Brussels, not at the Member State level.
The same can be said for EU climate diplomacy. In fact, the EU speaks with a single
voice at the UNFCCC. Therefore, the European Commission is a more credible
international interlocutor on climate change than single Member States.

¢ The high political relevance of this project for both the EU and China in the
context of broader international relations: Indeed, China and the EU have both been
taking bold steps towards climate change mitigation (e.g. EU 2030 Strategy, EU Green
Deal, China’s 13" and 14" Five-Year Plans, China 2060 carbon neutrality
announcement) and they seem to be using climate change to tighten their broader
political collaboration. This project has particular value for the EU because it is
consistent with the EU goal of taking a leadership role in global climate action,
particularly since the last US administration had decided to leave the Paris Agreement.
The project has been central to ensuring China is in a position to achieve its mitigation
goals, which is crucial to addressing climate change globally. Moreover, the Chinese
government can gain value from learning from the political discourse in Europe around
the EU ETS role in the European Green Deal.

The evaluation underscored some traits of this EU-funded project that added value
compared to initiatives funded by other donors. First of all, there seem to be a basic
difference between this project and other projects funded by Multilateral Development Banks
(MDBs) (e.g. World Bank, ADB). These institutions tend to run North-to-South type projects,
e.g. delivered through direct payments in the form of loans or grants, and the classic
consultancy model whereby international experts deliver their support or knowledge to the
receiving country. Unlike MDBs, this FPI project is based on a partnership delivery model,
involving principles of financial reciprocity, joint research between EU and Chinese
researchers, peer-to-peer political dialogue, the use of national trainers. Another key difference
from this project and other initiatives funded by MDBs is that the EU is an ETS implementer,
so it can provide first-hand ETS experience to China, which changes substantially the
credibility of the source of knowledge. Furthermore, when compared to the others, this project
has been the only national scale project supporting an ETS in China. All other projects
have been reported to have had a much narrower geographical focus. Finally, this is the only
ETS project that involves peer-to-peer joint work between western and Chinese experts.
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In fact, while in other projects (for example in the Norwegian one), the Chinese side is the one
that usually delivers the research, in this project both sides have been intensively involved in
it.

EQ7 — COHERENCE OF THE ACTION: HOW COHERENT AND COMPLEMENTARY IS THE PROGRAMME
WITH OTHER INTERVENTIONS IN CHINA IN THE ETS AREA?

The EU-China ETS programme is coherent with the EU policies regarding climate
change mitigation, including the evolvement of the EU ETS against the background of
enhanced GHG emission reduction goals as included in the European Green Deal and the
revised EU ETS Directive. In addition, in April 2019, the 8™ China-EU Energy Dialogue was
held, and China’s National Energy Agency (NEA) and the European Commission signed a
Joint Statement on the implementation of China-EU Energy Cooperation, emphasising the
significance of clean energy cooperation for the implementation of the Paris Agreement (MEE,
2019). The EU-China ETS project is coherent with that joint statement.

The EU-China ETS programme is also complementary to programmes / projects of single
EU Member States in China in the field of ETS. The largest programme of this kind is the
German GIZ programme “Capacity building for emissions trading schemes (ETS) in
China”, which was implemented during 2012-2019 and was commissioned by the German
Federal Ministry for the Environment, Nature Conservation, and Nuclear Safety (BMU). The
main objective of the Action was to enhance the key Chinese institutions’ knowledge,
resources and political leverage required to develop and operate an emissions trading scheme
at local and national level. During the Interview Phase, additional projects have been
identified from EU Member States. The main ones are the following:

e Carbon Pricing Survey funded by the Norwegian Embassy in Beijing, the
Environmental Defence Fund (EDF) and Energy Foundation China, which is
implementing the China Carbon Forum;

e Carbon Market study project funded by the Norwegian government;

e The UK government used to fund some activities on emission trading in China under
its Prosperity Fund, although these were terminated around 2015 (see Section 2.6.1).

The EU-China ETS programme is also coherent with and complementary to ongoing
non-EU programmes / projects in China in the field of ETS. The most prominent donor was
the World Bank. From 2013 to 2020, the World Bank’s Partnership for Market Readiness
(PMR) supported the design of China’s ETS by mobilising international experience and
expertise. Among the research topics, the PMR analysed whether China should allocate
allowances using an absolute or a rate-based approach (sector benchmarks). Phase 2 under
the World Bank Partnership for Market Implementation (PMI) programme is also supporting
China in the design and improvement of its carbon market development policy portfolio. The
Asian Development Bank (ADB) also funded a Carbon Market Study Project named
“Improving the Design of the National Carbon Emissions Trading System” during the
period October 2018 — September 2021. Carbon market capacity building and researches were
also funded by the Children’s Investment Fund Foundation (CIFF) implemented jointly by
EDF China and SinoCarbon.

Finally, the EU-China ETS programme is coherent with domestic Chinese efforts to fully
establish a national carbon market by (a) the acceleration of the construction of a national
carbon trading system in terms of establishing and perfecting an institutional system,
constructing a basic support system, and carrying out capacity building; (b) continuing to
deepen the construction of pilot carbon markets; and (c) proactively promoting reform in the
trading mechanism for CCER of GHGs (MEE, 2019).

EQ8 — CROSS-CUTTING ISSUES: TO WHAT EXTENT HAS THE PROGRAMME CONSIDERED AND
SUCCESSFULLY CONTRIBUTED TO CROSS-CUTTING ISSUES, SUCH AS GENDER, SOCIAL INCLUSION
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AND THE SUSTAINABLE DEVELOPMENT GOALS (SDGS), AND ADHERES TO THE PRINCIPLE OF LEAVE
NoO-ONE BEHIND AND THE RIGHTS-BASED APPROACH METHODOLOGY?

As requested by its ToR, the final evaluation assessed the relevance and mainstreaming
of cross-cutting issues, which are the three universal values underpinning United Nations’
2030 Agenda defining the Sustainable Development Goals (SDGs) (United Nations, 2021a),
in project design and implementation. These are: gender equality and women’s empowerment
(broadly related to the concept of gender equality and social inclusion (GESI)), the human
rights-based approach (RBA), and the principle of Leave No-One Behind (LNOB).

In reference to the SDGs, there is a direct link between the programme and SDGs 13
(Climate Action) and 7 (Sustainable Energy). The PT clearly showed that they understand
these links as they explicitly refer to the SDGs and the Paris Agreement in the training material
prepared.

GESI was not taken into consideration in the project design by either the EU or the
project contractors, and it played a very limited role in project implementation.
Nevertheless, interviews with ICF highlighted how the project team is conscious of the
importance of the topic and the need to do more about it. ICF showed a broad
understanding of the GESI concept in general, and in relation to the project. Indeed, the
evaluation found evidence that the PT has actively discussed and considered GESI
mainstreaming in the project. ICF Consulting provided a number of examples in which they
showed attempting to mainstream GESI considerations in this and especially other projects,
for instance by trying to give public visibility to the high profile of EU and Chinese women at
both technical and political levels. The key examples provided about this project are the
organisation of a panel discussion, which was the first all-female panel discussion on the ETS
(although the moderator was a male), and the visibility given to female leaders and researchers
during respectively the Political Dialogue and the JR groups.

Lessons learnt

Lessons learnt aim at generalising findings and translating past experiences into relevant
knowledge that should support decision making, improve performance and promote the
achievement of better results. The most important ones identified by this evaluation are:

L1: The changes in the EU strategy on China, which now also include aspects of system
rivalry and economic competition, did not have any impact on the relevance of the EU-
China ETS programme to address the problems and needs of China to implement and
further develop a national ETS.

L2: A shift of political responsibility from NDRC to MEE in 2018 resulted in a considerable
demand for capacity building.

L3: The rolling-out of a national ETS will induce a huge additional demand for well-trained
ETS experts from industry to handle the day-to-day business of a domestic emission
trading system.

L4: The COVID-19 pandemic had a minor impact on implementation of the EU-China ETS
programme especially the training activities.

L5: The programme benefitted from its flexibility and demand driven approach. The
programme was able to quickly react to changes in the framework conditions.

Conclusions

Overall, through the above analyses based on the OECD/DAC and EU evaluation criteria as
well as the cross-cutting issues, the project’s final evaluation team can conclude that the
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EU-China programme is a successful project. In particular, the following conclusions can
be made:

C1: Relevance: The EU-China ETS programme is highly relevant for the climate change
mitigation policy in China and the EU strategy for China.

C2: Efficiency: The EU-China ETS programme has generally been managed in a cost-efficient
manner, generating evidence of value for money for the EU, and delivered in a timely and high-
quality fashion. Improvements should be brought nevertheless as regards the reciprocity of
costs between the EU and China (linked to R8) and budget management principles / flexibility
allowed in the frame of the project itself (linked to R9).

C3: Effectiveness: The EU-China ETS programme was effective in delivering its intended
outputs, which, in turn, have contributed handsomely to the attaining of sought outcomes.

C4: Impact: The EU-China ETS programme has already produced a positive impact on the
design and implementation of the ETS in China, particularly through the training of ETS
experts, research and policy dialogues, and is expected to generate more impacts for China
in the ETS sector.

C5: Sustainability: Strong evidence exists that the outcomes of the Programme will be
sustained after the end of its funding period in 2021 and even beyond.

C6: EU Value Added: The EU-China ETS programme delivered EU Value Added compared
to alternatives funded either by single EU Member States or MDBs.

C7: Coherence: The EU-China ETS programme is coherent and complementary with other
interventions in China in the ETS area.

C8: Cross-cutting issues: ICF showed an understanding of the link of the programme to the
SDGs and they are referred to in the training material. However, GESI — which is related to
LNOB and RBA — was not taken into consideration in the EU-China ETS programme design,
and it played a very limited role in project implementation. However, the project team
demonstrated a broad understanding of GESI and has actively discussed and considered its
mainstreaming in the project. Based on all the evidence gathered, it is the view of the
evaluators to assess the EU-China ETS project somewhere between Level 0 — Non-
compliance and Level 1 — Minimum compliance on the GESI mainstreaming scale presented
in Figure 7 in Section 2.8.2.

Recommendations

The key recommendations are intended to improve the Action in the framework of the cycle
under way and to prepare the design of a new programme for the next phase (2021-2023). We
refer to Section 3.3 for more details and guidance on each recommendation.

Recommendations for the Project Team

R1:  Increase the interaction with the other on-going initiatives (GlZ, Norwegian government,
World Bank, ADB etc.).
R2: Increase the speed of reporting.

R3:  Try to integrate some of the lessons about mainstreaming GESI aspects from other
projects into implementation of the programme.

Recommendations for the EU Commission (EUD, FPI and DG CLIMA)

R4: Intensify the focus of the policy dialogue and research in Component A on the
requirements that absolute caps in the national ETS evolve to a cap-and-trade system.

R5:  Agree with the Chinese counterpart that the ToT approach will be implemented in
Phase Il of the programme.
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R6:

R7:
R8:

R9:

R10:

R11:

R12:

Continue with the direct training approach in the short-term, in parallel with agreeing
sufficient reciprocity of financial contribution with the Chinese government (see R8).

Enlarge the training of Components B and C to cities in line with the ToT approach.

Ensure there is clarity in the definition of the financial responsibilities between the EU
and China based on the principle of reciprocity before the beginning of Phase II.

Consider adding a cap to the budget allowed to be used under the equivalent of
Component D in Phase Il. The cap needs to be carefully set in close discussion with
DG CLIMA and in light of the negotiations about financial reciprocity between the EU
and China (see R8).

Consider requirement for more coordination with similar EU-programmes on ETS in
Asia and other parts of the World in the next phase.

Provide more coordination of activities by the EU and other donors on the promotion of
renewable energy in power generation.

Explicitly state the importance of GESI mainstreaming and the level of ambition aimed
at by the EU in this regard by including specific provisions in the ToR of the Phase Il
project.

Recommendations for the Chinese government (both central and local)

R13: Include the discussion on absolute targets and the inclusion of other greenhouse gases
of the national ETS in the political dialogue with the Commission.
R14: Include the discussion of the implications of the national ETS on competition for
different economic sectors in the political dialogue with the Commission.
R15: Include research and discussions on lessons learnt from the EU on the division of GHG
mitigation targets and strategies between the EU and Member State level.
R16: Consider a step-by-step approach starting to give more priority to raising awareness at
the city level and, in a second step, villages may also be included.
R17: Recognise the importance of the community of ETS trainers established by the
programme by providing formal “national ETS trainer” certifications.
R18: Acknowledge the need to move towards a ToT approach in the longer-term in order to
reach the scale required by the size of the Chinese ETS.
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1. Introduction

1.1. Background

Climate change is one of the most important challenges of the 21t Century. With 11.2 billion
tons in 2018 (BP, 2020), China is the world’s largest emitter of carbon dioxide (CO3), the most
abundant greenhouse gas (GHG). This represents about 30% of total CO, emissions in the
world. With 58%, China’s primary energy supply is still largely coal driven. However, this share
already dropped significantly compared to about 72% ten years ago. In 2015, China also
signed the UNFCCC Paris Agreement to limit global warming well below 2 degree Celsius and
as close to 1.5 degree Celsius as possible.

To fulfil its obligations, China committed itself to reduce its gross domestic product’s (GDP)
COq-intensiity (CO- emissions per unit of GDP) by 40-45% compared to 2005 levels by 2020
(target overachieved) and by 60 to 65% by 2030. During his speech to the UN General
Assembly on 22" September 2020, the Chinese President Xi Jinping announced two elements
in the fight against climate change: (a) to aim to have CO, emissions peak before 2030 and
(b) to achieve carbon neutrality before 2060.

One important mile-stone to achieve its long-term GHG emission reduction target is the
establishment of a domestic emission trading system (ETS). The ETS is meant to become a
major climate policy tool to help China realise its Nationally Determined Contributions (NDC)
to the Paris Agreement on climate change and its long-term low-carbon strategy.

The first discussions on a national ETS in China started in 2011, and in 2013 pilot projects
were initiated, including actual emissions certificates trading. The Chinese ETS (also referred
to as CN ETS in this report) aims to be a cap-and-trade approach similar to the EU ETS.
Currently, it is still intensity-based. The national trading system was originally pledged by
China’s President Xi Jinping ahead of the Paris Climate Accord in 2015. In December 2017,
China announced the launch of the CN ETS, designed to include all major industrial sectors.
In January 2021, relevant regulations have been issued, inter alia concerning Monitoring,
Reporting and Verification (MRV) of the sectoral emissions, the initial allocation of the emission
certificates etc. in the power sector.

The approach of a cap-and-trade ETS is based on the concept developed by John H. Dales
(1968). The baseline-and-trade system currently applied in the CN ETS works quite similarly.
In the baseline-and-trade system applied in China, baseline benchmarks (CO./kWhe) are
politically defined, e.g. for conventional coal-fired power plants. Initially, according to the project
team (PT), eleven benchmarks for different technologies and power generation capacities had
to be defined. In the course of the pilot phase, however, the number of benchmarks was
reduced to three. High default benchmarks for coal-fired power plants as in the Chinese ETS
tend to lead to an over-allocation of emission allowances (IEA, 2020). Since these certificates
are freely tradable on Environmental Exchanges, the price for these certificates is determined
by their supply and demand. Therefore, the emissions of the entities subject to the cap have
to be effectively monitored. Emissions which are made without emission rights have to be
subject to an effective penalty to prevent from illegal emissions. In the Chinese baseline-and-
trade system, the companies buy allowances, if they need additional emission rights.
Companies with surplus allowances sell them. In the pilot phase, there were different regional
Environmental Exchanges. According to the PT, now there is only one national trading platform
in Shanghai.

The resulting cap-and-trade ETS is allocation-efficient, i.e. through trading, those actors with
the lowest reduction costs can take over the emissions reduction of those companies for which
the reduction would be very expensive. As a result, this means that, assuming complete
competition, a desired reduction amount can be achieved cost-effectively (economic minimum
principle). From the point of view of the economic theory, emissions trading is even more cost-
efficient than an environmental tax. It is usually much more efficient than regulatory or planning
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instruments of environmental policy, because the state usually does not have the necessary
information about avoidance costs for companies to carry out regulatory interventions at the
optimum level.

China’s power and heat generation to a large extent relies on coal fired power plants. Hence,
to start the domestic ETS in the power sector seems to be the right approach. According to the
International Energy Agency (IEA) (2020), installed coal power capacity has more than
quadrupled since 2000 from 222 gigawatts (GW) to 1,007 GW in 2018, mainly driven by the
deployment of additional and larger coal plants since 2005, which are using the more efficient
supercritical and ultra-supercritical technologies. As a result, average coal plant efficiency
improved from 30% in 2000 to 39% in 2018, making China’s coal fleet one of the World’s most
efficient. Since 2000, efficiency improvements in the sector rapidly decreased COz-intensity,
though the trend has slowed recently. The chosen ETS allowance allocation, which is output-
based and reliant on benchmarks, will create incentives to increase the efficiency of existing
coal-fired power plants.

By August 2020, China’s pilot ETSs covered nearly 3,000 industrial emitters in seven regions.
Since 2013, 406 million tonnes of CO. equivalent GHG have been traded (Reuters, 2020). In
October 2020, the Chinese government announced that it is targeting the launch of a
nationwide emissions trading scheme during the 14" Five-Year Plan from 2021 to 2025
(Reuters, 2020). There are still obstacles to implementing a fully-fledged ETS at the provincial
or municipal level due to a lack of personal capacity, although the central government took
steps to train industry and government experts to be ready for real-time trading.

Against this background and in order to support this process, in 2017, the European
Commission (EC) represented by the Directorate General for Climate Action (DG CLIMA) and
the Service for Foreign Policy Instruments (FPI) initiated the "Platform for Policy Dialogue and
Cooperation between EU and China on Emission Trading" (hereinafter also called EU-China
ETS project or programme) with a budget of about EUR 10 million, due to be completed by
June 2021. It is the follow-up of the programme from 2013-2017 supporting emission trading
in China. The initial political counterpart in China was the National Development and Reform
Commission (NDRC). In 2018, the Chinese government was restructured and climate change-
related policies were transferred to the Ministry of Ecology and Environment (MEE). The
project contractors are led by ICF Consulting, with partners SinoCarbon, SQ Consult B.V.,
MWH, and Ecofys Netherlands V.B. and others.

The project start was 9™ October 2017 with a project duration of 36 months and received an
extension to June 2021. Subsequently, the final evaluation of this project covers the time
between 9" October 2017 to date (i.e. the end of March 2021). Since 2010, the EU and its
Member States implemented different projects related to climate change issues in China from
different perspectives. Importantly, the China-EU summit in July 2018 saw the signature of a
Memorandum of Understanding (MoU) on ETS cooperation between the two entities. Finally,
it is important to mention that the EU has published an Action Fiche for a Phase Il of the current
project, which makes the learning aspects of this final evaluation particularly useful for the
design of the next phase.

The EU ETS started in 2005 and initially covered power plants (>20 MW), iron and steel
smelting, coking plants, oil refineries and cracking plants, cement and lime production, glass,
ceramic and brick industry, as well as paper and cellulose production. In 2013, emitters from
other economic sectors were included. Operating for such a long time, the EU ETS provides
for good practices with regard to the establishment of a domestic ETS in China.

According to the Terms of Reference (ToR) of the project, the focus of the final evaluation of
“Support the platform for policy dialogue and cooperation between EU and China on Emission
Trading” programme is on the “assessment of achievements, the quality and the results of
Action in the context of an evolving cooperation policy with an increasing emphasis on result-
oriented approaches and the contribution towards EU foreign policy objectives” as well as to a
political dialogue on climate change, especially on ETS. The EU Strategy on China directs the
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EU to find practical ways to engage China in its policy reform process (to achieve mutual
benefits in political, economic, trade and investment, social, environmental, and other
relations). Foreign policy objectives, inter alia, include reciprocity, a level playing field and fair
competition across all areas of cooperation to be strengthened. As the biggest emitter in the
world, China is an essential partner of the EU in international negotiations on climate change.
Following the 2015 EU-China Joint Statement on climate change, the EU aims to pursue
further joint efforts with China to speed up the implementation of the Paris agreement of 2015.
Specifically, the EU aims to work together with China to establish or deepen cooperation in
areas such as renewable energy production and energy efficiency, carbon markets such as
the national ETS, low-carbon cities, and hydrofluorocarbons. From this perspective, the
evaluation should “look for evidence of why, whether or how these results are linked to the EU
intervention and seek to identify the factors driving or hindering progress and results. The final
evaluation should provide an understanding of the cause and effect links between: inputs and
activities, and outputs, outcomes and impacts. The evaluation should serve accountability,
decision-making, learning and management purposes”. The results of the final evaluation shall
enable the stakeholders to ex-post assess the success of the Action relative to its objectives
and provide for key lessons learned, conclusions and recommendations in order to improve
future Actions.

The EPRD-led consortium has been selected by the EU Delegation (EUD) in China with two
evaluators for the final evaluation of the EU-China ETS project. As required, the evaluation
team assessed the project performance by using the standard five Organisation for Economic
Cooperation and Development's Development Assistance Committee’s (OECD DAC)
evaluation criteria, i.e. (1) relevance, (2) efficiency, (3) effectiveness, (4) impact, and (5)
sustainability, and two EU specific evaluation criteria, i.e. (6) EU value added, and (7)
coherence of the Action in the evaluation process. The ToR also required the evaluation team
to consider (8) cross-cutting issues (particularly gender equality and social inclusivity, the
rights-based approach and the Leave-No-One-Behind principle).

The formal start of the final evaluation project was 11" January 2021. The Inception Phase
was finished by 22" January, while the Desk Phase with in-depth document analysis, some
initial interviews, and the methodological design of the Interview Phase was completed by 9"
February. Following the first two phases, in February, March and April, there were briefings
and in-depth interviews with DG CLIMA and FPI, the MEE in China, the PT led by ICF
Consulting and other stakeholders benefiting from the project actions. These interviews were
held in online-meetings. An online survey was also distributed to the stakeholders benefiting
from the project actions (results are provided in Annex 8). At the end of the Interview Phase,
there was an online debriefing with DG CLIMA and FPI. Tangible outputs delivered by the
evaluation team (ET) were the Inception Report, the Desk Report, the Intermediary Report and
the Final Report (this report). The overall evaluation assignment was completed in May 2021.
The detailed methodology followed by the final evaluation is included in Annex 3.

1.2. Reconstruction of the Intervention Logic

This section presents a summary of the project’s logic and components.

According to the ToR of the project, the overall objective of the Action is to enhance
cooperation with China on climate change by continuing to support China in building up a
nationwide ETS contributing to reducing its GHGs. More specifically, the EU-China ETS project
serves two main objectives:

o Establishment and reinforcement of a policy dialogue between China and the EU
on the development of emission trading in both constituencies. The aim is to
increase the mutual understanding of relevant developments affecting the
effectiveness and efficiency of emission trading systems in the EU and China.

Specific Contract No. 300010881 — Page 3
PSF-2019-1254 EPRD

Policy & Development



Final Report May 2021

e Support China in building its national ETS. The project intends to support the
Chinese counterpart in building the technical and regulatory capacity of emission
trading to authorities, industry representatives and verifiers in China.

According to the ToR of the project, the expected results of the EU-China ETS project are
the following:

Result 1: Establishing and maintaining a regular policy dialogue on emission trading including
the establishment of an alumni network to facilitate the exchange of experience gained from
training, capacity building and knowledge sharing sources; and facilitating joint research of
Chinese and European experts on issues related to the roll-out of the CN ETS.

Result 2: Significantly enhanced capacity of China to operate a nationwide ETS through
capacity building, training as well as sharing knowledge and experience with Chinese emission
trading experts that are in charge of building up the necessary capacity among government
officials and industry representatives to run the CN ETS (training-of-trainers).

Result 3: Sufficiently enhanced familiarity of Chinese industry representatives to handle day-
to-day actions required under an ETS by developing tailored-made software responding to the
country needs and training a critical mass of industry users.

Consolidated annual meetings of the Project Steering Committee (PSC) are to be held to guide
and steer the capacity building, training and knowledge sharing components of the project
including the necessary coordination with other activities carried out under the project, and a
review mechanism allowing flexibility and resource reallocation according to the actual needs
of Chinese stakeholders.

In order to achieve these results, according to the ToR, the project has four components with
different activities:

e) Policy Dialogue (Component A): Serving the goal of increasing the mutual
understanding of relevant developments affecting the effectiveness and efficiency of
emission trading systems in the EU and China, the project supports:

o The establishment of an EU-China Platform for Policy Dialogue on Emission
Trading. Its main activity is an annual political dialogue event.

o The set-up of a network of Chinese ETS experts and joint research (JR)
and internship activities between EU and China.

f) Technical Training of Local Authorities (Component B): In order to support the
Chinese counterpart in building the technical and regulatory capacity on emission
trading, the Action provides for direct training (rather than, as initially designed, a
training-of-trainers (ToT) approach) to a critical mass of provincial-level officials
mainly from Environmental Protection Bureaus (EPBs) to improve their
understanding of the CN ETS and their capacity to support ETS-related administrative
and regulatory activities.

g) Industry Capacity Building (Component C): In order to establish a critical mass of
industry representatives that are able to handle day-to-day requirements of a national
ETS, direct, screen-based training of industry representatives has been held
throughout China.

h) Other Activities (Component D): In order to provide a sufficient amount of flexibility
to react on changes in the implementation of the national ETS and/or international
developments, space is left for additional measures such as study tours, other forms of
knowledge sharing etc.

Inputs to the Action are: (a) A full-time core project team based in Beijing, that is provided
by the project contractors; (b) Technical expertise from Key Experts, Non-Key Experts,
national trainers, and Chinese and EU researchers; (c) Political capital from the EU (mainly
DG CLIMA and FPI) and the Chinese government; and (d) Financial resources. According to
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the 4" Interim Report (August 2020), the financial resources allocated amounted to EUR
9,999,907 to cover the total costs of the project. Up-to date numbers on the actual spending
until August 2020 have to be gathered during the Interview Phase.

Based on the above, the Intervention Logic or Theory of Change (ToC) of the project
appears to have been well-structured and supported by adequate assumptions. As the
project team has not produced a graphical representation of the ToC, the ET has done so. The
graphic reconstruction of the programme’s ToC is provided in Figure 1 without key
assumptions for space reasons. The full ToC with key assumption is included in Annex 5.

Figure 1: Summary of the Intervention Logic

OVERALL To enhance cooperation with China on climate change by continuing to support China in
OBJECTIVES / building up a nation-wide emission trading system contributing to reduce its GHG emissions
IMPACT
Outcome 1: To contribute Outcome 2: To support China Outcome 3: To enable most
SPECIFIC to the strengthening the in building and operating an industrial enterprises to be
OBJECTIVES / political dialogue between effective ETS through the covered by national ETS
OUTCOMES China and the EU on the consolidation of an active participate in market with
development of ETS network of experts stronger willingness _and capaci
Component C: Capacity of a Component D: Flexible
Component A: Mutual Component B: ETS-related P pacity poner X
critical mass of local industry reaction to changes in
understanding of relevant technical and regulatory
OUTPUTS representatives to handle implementation of the ETS
developments influencing the capacity of provincial ;
day-to-day ETS-related and/or government’s need
of ETSs :
activities strengthened carried out
Component A: Annual political dialogues, Project
Vs_tf"e""g com,'"'"ee meetings, Joint Research Component B: Training of provincial authorities
activities, thematic events, website development and
update, communication and dissemination activities
ACTIVITIES °
Component D: Flexible work plan according to the
Component C: Training of local industry project and government'’s needs (e.g. study tours,
representatives large-scale training, attending international events
and meetings)
Full-time core Political capital from Technical expertise from Key Experts, Non- Financial resources to cover for fees and
INPUTS project team based the EU and Chinese Key Experts, national trainers, and Chinese incidental expenditures, e.g. travel,
in Beijing government and EU researchers subsistence, accommodation, events

In recent years, China and the EU have both been taking bold steps
towards climate change mitigation and they are using climate change to
tighten their broader political collaboration. Moreover, the EU has run
its ETS since 2005 and there are clear opportunities for China to learn
from the EU ETS experience.

NEEDS/PROBLEMS TO BE ADDRESSED OPPORTUNITIES

Climate change is one of the most important challenges of the 21 Century. China is the World’s
largest emitter of GHGs and its primary energy supplyis still largely coal-driven. There is a need for
China to internalise the environmental and socio-economic impact of carbon emissions into its
economy. Because of this, China has been planning to establish a nationwide ETS.

Source: Evaluation Team.
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2. Answers and findings to the evaluation questions

Below, a summary of the main findings in relation to the evaluation criteria and questions is
provided. The full list of evaluation questions is provided in the Evaluation Matrix in Annex 4.
In Annex 9, a summary of the answers to the evaluation questions (EQs), judgement criteria
and indicators is provided.

2.1. Problems and needs (Relevance)

EQ1 — PROBLEMS AND NEEDS (RELEVANCE): TO WHAT EXTENT THE EU-CHINA ETS PROGRAMME
(HEREAFTER “THE PROGRAMME”) ADDRESSES IDENTIFIED PROBLEMS AND NEEDS?

Evaluation sub-questions: To what extent are the programme priorities in line with the sectoral
policies and the programming / strategy documents adopted in the EU and China in the climate
sector and in particular on emissions trading? To what extent is there coherence and
complementarity with the MoU on ETS signed between the EU and China? Are the activities
and outputs of the programme consistent with respectively the overall and specific objectives
of the programme? Were the key stakeholders and target groups selected for institutional
capacity building relevant to address the programme’s priorities? To what extent did external
factors or context changes during the programme implementation (a) positively or (b)
negatively impact the relevance of the programme for its key stakeholders and target groups?

2.1.1. Relevance to the needs and priorities of China

21.11. Overarching relevance

China is the world’s largest emitter of CO2. (BP, 2020). With 58%, China’s primary energy
supply is still largely coal driven. However, this share already dropped significantly compared
to about 72% ten years ago. Looking at the regional disaggregation of CO, emissions over
time, Figure 2 below shows that China’s share in global CO; emissions steadily increased
since the late 1970s. Only over the last few years, China’s share has started to stabilise.

Figure 2: Development of CO; emissions and their regional disaggregation (1750-2018)

Annual total CO2 emissions, by world region

This measures CO: emissions from fossil fuels and cement production only — land use change is not included.
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Source: Carbon Dioxide Information Analysis Center (CDIAC); Global Carbon Project (GCP)

Note: 'Statitistical differences' included in the GCP dataset is not included here.

OurWorldIinData.org/co2-and-other-greenhouse-gas-emissions « CC BY

Source: Our World in Data.
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Since the United Nations Conference on Environment and Development (UNCED) in Rio in
1992, one of the main difficulties in reaching global environmental agreements has been
the role of developing countries, in particular China, in climate change mitigation. In
fact, although historical emissions were largely caused by industrialised countries, an
increasing share of current and future emissions are largely caused by developing countries,
with China on top. For example, the initial exclusion of developing countries for quantitative
emission reduction targets was one of the key reasons that led to the United States’ refusal to
ratify the Kyoto Protocol in 1997.

It took more than 10 years, until 2014, for China to agree to make commitments on the limitation
of its GHG emissions, paving the way for the Paris Agreement of the UNFCCC in 2015. In
January 2010, as a party to the UNFCCC Copenhagen Accord, China committed to reducing
its carbon intensity by 40-45% below its 2005 level by 2020. In 2015, this goal was updated to
60-65% by 2030. In June 2015, China formally submitted its Intended Nationally Determined
Contribution (INDC) to the global climate agreement in December 2015 in Paris. In detail,
China committed itself to the following actions by 2030:

e Peaking of CO, emissions around 2030 and making best efforts to peak early;
e Lowering COzintensity by 60 to 65% from the 2005 level,

¢ Increasing the share of non-fossil fuels in primary energy consumption to around 20%;
and

e Increasing the forest stock volume by around 4.5 billion cubic meters from the 2005
level.

In order to achieve these goals to reduce CO. emissions, China needs effective
environmental policy instruments. A cost-effective way to reduce GHG emissions is the
establishment of a domestic ETS.

According to the MoU on ETS signed between the EC and the MEE in 2018, there is need
for enhanced cooperation between the two parties against the background of the roll-out of
the national ETS in China and the revisions of the EU ETS in order to combat climate change.
Both sides acknowledge the urgency of addressing global climate change and the importance
of the 2015 Paris Agreement. Both parties regard emissions trading as a cost-effective tool to
contribute to a low-carbon economy and to induce related innovations and deployment of low-
carbon technologies (EU Commission and MEE, 2018).

More specifically, in order to effectively and efficiently implement a national ETS in China,
various elements and capacities are needed to be in place, inter alia:

o Determination of baselines or benchmarks for different technologies and
installation sizes in various sectors of the economy (power and heat generation,
iron and steel, chemical industry, pulp and paper etc.). Regulation and market-based
measures could be mutually supportive ways to reduce CO2 emissions significantly in
the medium- to long-term. China’s national ETS, and particularly its monitoring rules,
should dramatically improve the availability and quality of emissions data, which in turn
can improve plant operation and emissions management overall (IEA, 2020).

o Effective monitoring, reporting and verification of the emission reductions against
the benchmarks and central/regional registration of the allowances.

e Administration of the allocation and management of allowances and other issues
related to the operation of a CN ETS at the local level, e.g. in provincial/local EPBs.
The chosen allowance allocation, output-based and reliant on benchmarks, will create
incentives to increase the efficiency of existing coal-fired power plants. In the short
term, the ETS creates an incentive for high-emission coal plants to further improve their
CO2-emission factor, for example by investing to improve efficiency or by burning
higher-quality coal. It could also encourage companies to shift generation from less
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efficient to more efficient plants within their portfolio. In the longer term, the ETS will
motivate companies to shift investments from subcritical (or even less efficient) plants
to supercritical and ultra-supercritical plants. In addition, the ETS would favour the
phase-out of smaller and less efficient circulating fluidised bed (CFB), high pressure
and subcritical coal plants (IEA, 2020).

e Familiarity of Chinese industry representatives to handle day-to-day actions
required under an emission trading system.

In November 2019, the MEE issued “China’s Policies and Actions for Addressing Climate
Change (2019)”. Relating to the ETS, the MEE stated that measures have to be taken further
to steadily push forward the construction of a national carbon market through:

(@) The acceleration of the construction of a national carbon trading system in terms of
establishing and perfecting the institutional system, constructing a basic support
system, and carrying out capacity building;

(b) Continuing to deepen the construction of pilot carbon markets; and

(c)  Pro-actively promoting reform in the trading mechanism for Chinese Certified
Emission Reduction (CCER) of GHGs.

Generally, as stated in the document, the basic capabilities to address climate change are
being improved and have to continue to be improved (MEE, 2019) by further enhancing the
construction of a GHG statistical and accounting system, and strengthening scientific and
technological support and disciplined construction.

During his speech to the UN General Assembly on 22 September 2020, the Chinese President
Xi Jinping announced two elements in the fight against climate change:

(a) To aim to have CO; emissions peak before 2030; and
(b) To achieve carbon neutrality before 2060.

Soon after the pledge, the MEE committed to starting the national carbon market ‘as soon as
possible’. In early November 2020, the MEE released a draft of the National Carbon Trading
Management Measures for public comment. This regulation sets out the responsibilities of
municipal-level environmental bureaus, the maximum ratio of offset credits which can be used,
penalties for non-compliance, and that the costs of emissions verification will be borne by the
government (Slater et al., 2020).

This development further increased the relevance of the EU-China ETS programme for
the Chinese government to reduce GHG emissions in a cost-effective way (in detail see
Section 2.1.1.2 below).

The IEA suggested that the priorities for China’s national ETS implementation should be the
following (IEA, 2020):

1. Launch the first compliance period of the ETS for the power sector in 2020, with more
stringent benchmark levels and with a single benchmark for conventional coal.

Collect unit-level data and encourage units to monitor their CO; fuel factors.

3. Adjust and strengthen the benchmark values, taking into consideration 2020 data,
including changes in monitored units for the next compliance period.

4. Integrate auctioning to create a useful revenue stream, and use targeted measures to
address distributional issues and to guarantee power and heat security and
affordability.

5. Define the ETS role, and develop a roadmap and timeline for a multi-step approach to
merge benchmarks including other power technologies (Carbon Capture Use and
Storage (CCUS), low-carbon and renewables); define CO, absolute cap trajectory; and
integrate more advanced ETS flexibility mechanisms.
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The EU-China ETS programme addresses these needs in China as the programme
priorities are the following:

(a) Increase of the mutual understanding of relevant developments affecting the
effectiveness and efficiency of emission trading systems in the EU and China.

(b) Support of the Chinese counterpart in building the technical and regulatory
capacity of emission trading to authorities, industry representatives and verifiers
in China.

2.1.1.2. Changes of external factors during the programme implementation impacting its
relevance

During the implementation of the programme, there were four main changes in external
factors or context during the programme implementation which (a) positively or (b) negatively
impacted the relevance of the programme for its key stakeholders and target groups. These
are:
¢ The changes in the preferences of the Climate Change Department (CCD) of the
NDRC from ToT to direct training;

e The shift of responsibilities in the Chinese government on climate change
(including ETS) issues. In 2018, they were transferred from NDRC to MEE;

o The pledge of the Chinese government to achieve a carbon neutral economy in
China by 2060; and

e The COVID-19 pandemic which has had a major impact on political priorities all over
the world.

In the following these aspects are assessed in detail.

Changes in_the preferences of the CCD to direct training and changes of the
responsibilities in the Chinese government on climate change (including ETS) issues

When the programme was designed and the NDRC was the political counterpart of the EU
Commission, a ToT approach was foreseen in order to scale up the effectiveness of the
programme.

In November 2017, one months after the signature of the contract, there was a change in the
leadership of the CCD of the NDRC. In a meeting between the new Director General of the
CCD, Mr LI Gao, and the Director General of DG CLIMA in December 2017, following a short-
notice cancellation of the PSC meeting envisaged for the same month, the priorities of the
project were re-defined from the original ToT approach to direct training. The proponent of this
change was Mr Li.

In 2018, the Chinese government was restructured and the responsibilities for climate change
policy were transferred from the most powerful government institution in China, the NDRC, to
the MEE. At the central level, the CCD of the NDRC simply went to the MEE. However, at the
local level, this did not entirely work. In fact, only about 2/3 of the former local DRC staff went
to the EPBs (formally under the MEE), whereas 1/3 remained at the local DRCs, possibly
because they did not want to leave China’s most prestigious government authority for another.
This development led to a considerable loss of capacity in the local EPBs with regard to climate
change related issues, especially on ETS issues. Because of this, the new CCD’s Director
General advocated for changing from the ToT approach in favour of a direct training of staff of
authorities relevant to the CN ETS, e.g. in EPBs.

The EU-China ETS programme adapted their activities accordingly:

¢ Direct training was made for more than 14.000 Chinese experts from local government
authorities and industrial associations, enterprises etc. in different sectors;

Specific Contract No. 300010881 — Page 9
PSF-2019-1254 EPRD

Policy & Development



Final Report May 2021

o Due to the local needs, the trainings were held locally. Consequently, 60-70 trainings
have been held by trainers from Beijing (Tsinghua University etc.) as well as from local
institutions in almost every province in China.

Pledge of the Chinese government to achieve a carbon neutral economy by 2060

In 2020, the Chinese government announced to aim to have CO. emissions peak before
2030 and to achieve carbon neutrality before 2060. To achieve this goal is not only relevant
for China’s credibility on the international stage, but also for the mitigation of global climate
change. Under current policies, according to the Intergovernmental Panel on Climate Change
(IPCC) (2014, 2018) the world would be about 2.7 degrees Celsius warmer by 2100 compared
to pre-industrial levels (current temperature increase: 1.1°C). If China were to achieve its
new goal, that trajectory would be flattened by 0.3 degrees (EEAS, 2020). Based on the
discussion with the EUD in the Interview Phase, the following reasons for the sudden move of
the Chinese government were discussed:

¢ Raising ambitions: The move may not be the result of a scientific or technical
assessment, but rather a political move motivated by China’s desire to accelerate its
economic development, but at the same time realising that to align with the most
efficient development model a change from high energy- and carbon-intensive to a low-
carbon path is required.

¢ Political intentions: The Chinese government wants to show China is mature as a
global super-power, it can deal with global challenges (such as climate change) and
can make partnerships. The partnership with the EU is important, even more important
since the deterioration of the relationship with the US.

o Windfall profits: A low-carbon economy is also an economy with low local pollution.
In the short-term, abandoning coal combustion leads to an improvement of local and
regional air quality and environment. Probably, the government would have taken these
steps even without the pledge related to global GHGs to tackle these other issues.

The establishment of a domestic ETS is a cost-efficient tool to achieve the carbon neutrality
goal. Against this background the relevance of the EU-China ETS programme for the
priorities and needs in China has even increased as the programme supports China to
implement the system in an effective way. The EU ETS, which has been successfully operating
since more than 15 years, brings about a valuable role-model for the CN ETS. Therefore, the
programme is largely demand-driven and effectively reacts on changes of the needs in China.

COVID-19 pandemic

In 2019, first cases of a new Corona virus were identified in December 2019 in Wuhan, China.
Official publications from the World Health Organisation (WHO) reported the earliest onset of
symptoms as 8" December 2019. Human-to-human transmission was confirmed by the WHO
and Chinese authorities by 20" January 2020. Since then, the pandemic spread over the world
in different waves. By 24" April 2021, the Johns Hopkins University counts more than 145
million infections and more than 3 million COVID-19 related deaths in the world.

The Chinese government took massive steps to contain the spread of the virus, e.g. through
isolating and quarantining the entire City of Wuhan and other mega-cities. These measures:

e Onthe one hand, massively impacted the daily life and substantial rights of the Chinese
population, but

¢ On the other hand, led to a quick containment of the viral infection and the economic
and social recovery in China relative to other parts of the world.

Due to the relatively quick recovery in China, COVID-19 had a certain impact on the
political priorities and hence on the relevance of the ETS in China for some time, but
the impact was limited.
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2.1.2. Suitability and relevance of the key stakeholders

The development of a national ETS is a tremendous work involving different stakeholders
including national and local government authorities, industry, third-party verifiers, research
institutes and financial entities. With its different components, the EU-China ETS project is
addressing the following stakeholder groups (Figure 3):

e National and local government authorities;

e Research Institutes as trainers of relevant ETS-related skills;
e Industry representatives and sector associations as trainees;
e Third-party verifiers;

e Financial entities such as emission trading platforms.

The evaluation confirms that they are the relevant target groups to be addressed by the
EU-China ETS programme intending to (a) establish and enhance a regular political dialogue
and scientific cooperation, and (b) support China in developing an effective ETS by building
effective capacities on emission trading in the country. Among other, the EU foreign policy
objectives include reciprocity, a level playing field and fair competition across all areas of
cooperation. The more technical aim of the programme is to enhance the capacities to
administer and operate a national ETS in China on a day-to-day basis.

Figure 3: EU-China ETS project stakeholder map
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In the programme, the stakeholders are addressed by different components:

e Component A: Policy dialogue. The MEE (NDRC until 2018) and other relevant
entities at various levels of the Chinese government represent the overall partner of the
projects. They work as the competent high-level government authorities to build
emission trading across China and having the policy dialogue together with the EC (DG
CLIMA / FPI) and the EUD as the relevant contracting authorities.
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Universities / research_institutes are the relevant providers of research inputs and
outputs. They are in close consultation with the MEE and local government authorities
as recipients of the research results. The Chinese and European experts were the
appropriate target group to facilitate joint research on issues related to the roll-out of
the CN ETS. Annual workshops were held with members of the JR network to discuss
the research results on ETS-related issues such as benchmarking, registration or
allowance allocation.

The annual Project Steering Committee co-chaired by MEE and EUD / DG CLIMA is
the relevant authority in charge of steering the effective and value adding
implementation of training activities. The PT is acting as PSC meeting Secretariat and
is responsible for the organisation of PSC meetings and prepare presentations and
meeting documents. According to the project interim reports, the implementation of
follow-up actions decided by the PSC meetings is also done by the PT in close
cooperation with the MEE.

Component B: Technical training. Chinese emission trading trainers, e.q. from
universities / research institutes, third party verifiers, local government authorities such
as local and provincial EPBs, and financial entities such as environmental exchange
platforms are actively involved in the project in the direct training approach. Chinese
ETS experts as technical trainees include all business sectors and officials from the
Chinese administration. They have identified needs for technical training from Chinese
emission trading trainers. Furthermore, contents of the training covered all the key
building blocks of an ETS, for example cap setting, free allocation, auctioning, trading,
MRV, registration as well as presentation and communication skills.

Component C: Industry capacity building. Representatives from industrial
companies and sectoral associations to be included in the CN ETS are the main target
group in this component. They also have identified needs for capacity building to
improve the day-to-day handling of the ETS. The capacity building enhances their
knowledge of operational tasks of the national ETS.

Component D: Other activities. Competent authorities from any government level as
well as representatives from the industry included in the CN ETS were targeted in
accordance with needs and requirements indicated by the MEE (NDRC until 2018).
Their relevant needs were addressed as identified during the project implementation.
For example, during the 3" reporting period, the CCD suggested to assign two experts
from the PT to attend the 3™ Carbon Market Workshop under the Florence Process.
The project team assigned the Key Expert 3 and mobilised one Non-Key Expert to
participate in the related workshop on behalf of the PT in Florence in March 2019.
According to the 4" Interim Report, the programme’s Non-key Expert Prof. Duan
Maosheng presented on the progress of China’s national ETS in Shanghai during the
visit of the EC Vice President H.E. Mr. Maro$ Sefovié¢ in April 2019. The large-scale
training of more than 4,600 people in 2019 was also financed through this component
by shifting budget from Components B&C.

The project contractors are led by ICF Consulting, with partners SinoCarbon, SQ Consult
B.V., Ecofys Netherlands V.B. and others. They are appropriate project implementers as
they have relevant key qualifications and experiences in the field of climate change,
especially in ETS:

ICF Consulting: ICF is an international consulting company. The ICF headquarter is
in the US, but it has about 70 offices over the world, including one in Brussels and one
in Beijing. ICF builds capacity in governments and train businesses to understand
carbon pricing strategies and green finance options. Apart from the EU-China ETS
programme, ICF also lead the EU programme on ETS in South Korea. The programme
directors from China and Korea regularly exchanged their experiences. Very
importantly, ICF also led the predecessor of the EU-China ETS programme funded by
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the EC DG Development Cooperation (DEVCO), which supported China in establishing
the regional ETS pilots.

e SinoCarbon: SinoCarbon was founded in 2010 in Beijing and is a leading think-tank in
the low-carbon, energy and environmental protection field in China. The company
provides services related to policy and standards development to both central
government ministries and more than 120 municipal governments. It has engaged in
international cooperation projects from both foreign governments and multilateral
organizations, including the EU, World Bank and Asian Development Bank. Moreover,
as the top emission verification body in China, SinoCarbon has conducted third-party
verifications for enterprises regulated under the regional ETS pilots and provided low-
carbon and green development strategic management advisory services to numerous
large state-owned and multinational groups. As SinoCarbon has various offices all over
China, the technical training in Components B and C profited much from this
cooperation.

e SQ Consult B.V.: Founded in 2009, SQ Consult is a Dutch consultancy firm with a
strong international focus. Their experts work on climate, energy and sustainability and
combine policy, legal, technical, economic and financial expertise. The company
addresses climate change issues at the global, national and local level and its expertise
covers carbon market mechanisms, and supporting the international climate
negotiations and the resulting implementation provisions, including technology
development & transfer and climate finance. It offers good insights into the interactions
between different policies and markets and has a strong track record in addressing the
needs of diverse stakeholders (public, private, civil, environmental).

e Ecofys Netherlands V.B.: Ecofys Netherlands was established in 1984 and started as
aresearch and consultancy firm for energy saving and sustainable energy applications.
Since then, Ecofys has carried out numerous research and projects for energy
companies, housing corporations, construction companies, governments and end
users. With more than 200 employees, it is one of the largest consultancy firms in
Europe in the field of energy saving, sustainable energy and climate issues.

2.1.3. Appropriateness of project design and implementation approaches

The EU-China ETS programme is very relevant to the EU strategic relations with China as
climate change is one of the important EU dialogue fields between the two entities. In the 2019
Communication to the European Parliament, the European Council and the Council “EU-China
— A strategic outlook”, the EC states that “China is a strategic partner on climate change and
the clean energy transition, with whom we need to continue developing a strong relationship,
given the sheer size of its emissions (about 27% of global emissions), which continue to rise.
Our partnership is essential for the success of global climate action, clean energy transition
efforts and ocean governance” (EU Commission, 2019a).

In order to fight climate change more effectively, the EU calls on China to peak its emissions
before 2030, in line with the goals of the Paris Agreement. The document stated that “a
commitment by China to peak its emissions before 2030 would give new impetus to fighting
climate change in line with the Paris Agreement and [....] the EU and China should strengthen
their cooperation on sustainable finance, to channel private capital flows towards a more
sustainable and climate-neutral economy” (EU Commission, 2019a).

For both, the EU and China, especially emissions trading is an important tool to reduce GHGs
in a cost-effective way. For China, the effective and efficient implementation of the national
ETS and, consequently of the EU-China ETS programme, has become even more relevant
since the government’s 2020 carbon neutrality pledge of the Chinese economy -
meaning China’s net carbon emissions will reach zero - by 2060.
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After the announcement of the 2060 Chinese carbon neutrality target, the MEE is speeding up
the development of the CN ETS, with release of a new draft of ETS regulation, as well as other
related official documents, for public consultation. As a response, regional governments are
raising more actively their demands on capacity building, in particular more municipal EPBs
are asking support for capacity building at city-level because their roles have been added into
the new draft of the ETS regulation drafted by the MEE.

As for the implementation of the project, the activities and outputs of the programme with its
four components (A, B, C, D) are consistent with respectively the overall objective to
“enhance cooperation with China on climate change by continuing to support China in building
up the CN ETS to reduce its GHG emissions” and specific objectives of the programme to
(a) establish and continue regular policy dialogue and joint research on ETS, (b) enhance
capacity of China to operate the national ETS, (c) to enhance industry capacity to handle ETS
day-to-day actions and (d) to hold consolidated annual meetings of the Project Steering
Committee (Figure 4).

Figure 4: Key project components and activities flow diagram
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Source: Project Team, Second Interim Report.

Particularly, it was a good design decision to include a Component D in the programme to
be able to adapt to unexpected developments and changes in the framework conditions of the
programme. As stated in the ToR, resources initially allocated but not used up under
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Components B and C will be made available to Component D, if there is a clear need for
training, knowledge sharing, capacity building or exchange of experience that cannot be
addressed by Components B and C. For example, this was the case of the large-scale
training in 2019.

2.2. Sound management and value for money (Efficiency)

EQ2 — SOUND MANAGEMENT AND VALUE FOR MONEY (EFFICIENCY): TO WHAT EXTENT IS THE
RELATIONSHIP BETWEEN PROGRAMME INPUTS AND OUTPUTS TIMELY, COST-EFFICIENT, AND TO
EXPECTED QUALITY STANDARDS?

Evaluation sub-questions: Is the implementation of the programme activities cost efficient? Are
the modalities in place for programme management and implementation efficient, especially
considering the Contractor set up, the location of the programme team, as well as the sub-
contractors involved? Are the arrangements in terms of monitoring of the activities
implemented and of the project overall satisfactory (i.e. useful and practical)? Was the pace of
implementation of the project satisfactory according to the budget, timeframe and
circumstances prevailing? Considering the inputs used, were the outputs delivered by the
programme of the appropriate quality standards? To what extent was the project efficient in
increasing dissemination, replication potential and knowledge transfer?

2.2.1. Cost-effectiveness and cost-efficiency in financial and project management

This section presents the evaluation findings about cost-effectiveness and cost-
efficiency of the programme. The definitions of “effectiveness” and “efficiency” in this case
are taken by the discipline of Value for Money (VfM) assessment, which views cost-efficiency
as the ability of a programme to convert its financial resources into outputs, whereas cost-
effectiveness looks at the ability of the programme to use its budget as a means to achieve the
intended outcomes and impact.

According to the information gathered by the evaluation, the project has been using the
available resources in a cost-effective way. The MEE confirmed it has had very good
communication with the project team and the overall project management has been effective
to their point of view. In particular, the high level of flexibility in managing the reallocation
of the budget between project components to address changes in context and
implementation circumstance was one of the keys of success of the project. Indeed, the
project team recognised this had a positive impact on their ability to meet the needs of the
Chinese counterpart and the project overall. For instance, in the extension proposal, the EU
Delegation granted the PT’s request to reallocate unspent budget and unused Non-Key Expert
days to fulfil activities for almost nine additional months at no extra cost, which is allowing the
programme to provide needed support to the Chinese government in the crucial phases
leading to and right after the actual start of the national ETS. Another example of cost-
effectiveness — but not of cost-efficiency — enabled by FPI’s financial flexibility is the transfer
of about one third of the incidental expenditure budget to the fee budget at short notice in order
to respond to the request by the Chinese government of large-scale training at the end of
2019. This example is treated in more detail below, in the part concerning cost-efficiency
aspects.

The evaluation also confirms that the project has been managed cost-efficiently. Some
examples have been brought up by interviewees in this regard. For example, the ratio of
trainers to trainees was higher at the beginning and, after careful evaluation, it was reduced
in time. However, the main example of cost-efficiency provided was about savings in training
cost due to the transfer of certain costs to the Chinese government. It was reported that, from
the beginning of the project, there was no clear provision of which party would cover which
expenses and this led to the project budget being used to cover all training costs, including
accommodation, meals, and transportations of government officials and industry
representatives attending training events. However, from the EU-budgetary perspective, this

Specific Contract No. 300010881 — Page 15
PSF-2019-1254 EPRD

Policy & Development



Final Report May 2021

was not cost-efficient. More reciprocity in expense covering was needed. Therefore, it was
mutually decided that, since October 2020, EU expenses would only cover venue and expert
costs. The evaluation team asked ICF to provide an estimation of the savings incurred due to
this change. As they had no information on the price of accommodation and travel of personal
trainees in each training, ICF could only give a fairly rough estimation referring to previous
trainings paid with EU funds. Based on ICF’s estimations, it was assumed the transfer of
some training costs to China have saved roughly EUR 130,000 to the project budget
over 14 trainings delivered under Component B during the period from October 2020 to
January 2021. The EU Delegation expects that in the future, e.g. in the next EU-China ETS
project, the EU budget will only cover for costs related to the trainers, while all organisational
costs, including meals and venues, will be paid by China. These provisions should be agreed
upon and clearly stated in a MoU between EU and China before the beginning of the EU-China
ETS Project Phase Il.

Furthermore, there are two instances to be reported that can generally be considered
cost-effective because they indeed served well the pursuit of the project goals, but not
very cost-efficient because they either involved major revisions to the budget or a
disproportionate attribution of costs to the project. The first case, as mentioned above, is
the transfer of a large amount of incidental expenditure budget (about EUR 1.35 million out of
EUR 4 million of total incidental budget) to fees at short notice to replenish the exhausted fee
budget, due to the need of large-scale training from the Chinese counterpart during October-
November 2019. In general terms, transferring incidentals to fees or vice-versa is a procedure
that should be exceptional and of minor entity, but on this occasion, it was substantial, and an
urgent addendum to the service contract had to be prepared. In hindsight, the original decision
by the EU to allocate a high share of the budget to incidental expenditures proofed to be cost-
effective as this allowed the programme to have enough flexible financial resources to be used
for this large-scale demand-driven activity, which otherwise would have not been possible. In
fact, from an administrative point of view, it is our understanding that it possible to move
incidentals to fees but not vice versa. The evaluators understand the different needs of FPI
and DG CLIMA, respectively of a high degree of certainty in the financial management and
planning, and of an effective use of resources to pursue the technical and political goals of the
project. Flexibility has been certainly one of the keys of success of this programme and FPI
