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Executive summary 
 
Achieving sustainable and inclusive growth – or ‘green growth’ as it is defined in this working 
paper – is an urgent and challenging task. Creating new sources of income and employment 
that reduce poverty and are environmentally sustainable is the new global imperative. There is 
a great need for guidance and practical examples of successful policy interventions to help 
achieve this goal.  
 
While no single country has yet achieved green growth, many emerging economies – including 
China, India and Brazil – are implementing or experimenting with innovative policy approaches 
and have succeeded in stimulating considerable amounts of associated investment and 
innovation by business as a result. So there is enormous scope to identify emerging lessons in 
real time, as policies are rolled out, to generate the policy and practical recommendations 
needed to promote green growth in other emerging and low-income countries.  
 
ODI (Overseas Development Institute), GIZ (Gesellschaft für Internationale Zusammenarbeit) 
and IPRCC (International Poverty Reduction Center in China) have been developing a 
collaborative, research, policy engagement and knowledge exchange programme to promote 
more informed policy-making by identifying and disseminating lessons for governments, donors 
and the international policy community. The programme aims to provide robust evidence of 
effective ways to promote green growth by unleashing business investment and innovation, 
and it will assess the economic, social and environmental impacts of key selected policies and 
initiatives. The programme will not only undertake assessments of the impact of existing 
policies and initiatives but also facilitate lesson learning in real time, as new policies are 
implemented, by establishing a baseline and monitoring outcomes and impacts over time, so 
that policies can be adapted as necessary, providing lesson learning for other countries as early 
as possible.  
 
An inception and scoping phase has been undertaken in China and India, in order to better 
understand the drivers for sustainable and inclusive growth and the related policy environment 
in each country, and to identify existing or new policies and initiatives that could provide 
valuable case studies. This working paper summarises the findings from the scoping phase, and 
sets out the case studies that are proposed as the focus for the ongoing research programme. 
We would welcome feedback on the selected case studies and proposed approach.  
 

Progress towards green growth in China 
In the more than 30 years since the beginning of its reform and opening-up period in 1978, 
China has achieved economic growth and transformation on an unprecedented scale, combining 
high rates of growth with rapid, if incomplete, industrialisation. This has brought about 
tremendous economic and social change in both rural and urban areas. These reforms have 
promoted economic development and reduced the size of poor rural populations, but have 
tended to promote forms of industrial development associated with environmental 
deterioration, thus dealing a huge blow to water, land and other natural resources. Except for 
the development of basic environmental protection legislation in this period, environmental 
protection and resource management have not kept up with economic progress sufficiently to 
bring about green growth. 
 
Between 1992 and 2000, the Chinese economy industrialised and urbanised further, leading to 
increased productive capacity and incomes. Poverty continued to decrease, partly because of 
targeted interventions that improved well-being among the rural poor, though the benefits of 
growth were distributed unevenly across social and spatial groups. Environmental pollution and 
ecological damage intensified as demands on natural resources increased, though early efforts 
to control worsening environmental pollution did see some success, with emissions of some 
major pollutants decreasing in key areas. Since 2000, China has made more significant 
achievements in environmental protection.  
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After meeting most emission-reduction targets under the 11th Five-Year Plan in 2010, the State 
developed a 12th Five-Year Plan with three main objectives: transformation of the economic 
development model, scientific progress and social harmony. In order to meet these objectives, 
the government set energy-efficiency and emission-reduction goals, and evaluated the 
performance of local governments partly on their achievement of these metrics. The Ministry of 
Environmental Protection now appraises local government performance every year according to 
the stated emission-reduction goals and should publish the outcomes regularly.  
 
In 2010, China issued its National Development Priority Zones Plan with the aim of identifying 
the major functions of different geographical areas in light of their carrying capacity of 
resources and environment, their current development intensity and their growth potential. 
Based on this assessment, the plan then aims to clarify a contextually appropriate development 
orientation for the area in question, thus improving development policies and controlling 
development intensity. With the introduction of a range of management measures like priority 
development zones, areas that are poverty stricken yet rich in resources cannot continue to 
rely on resource extraction for economic development. The question of how underdeveloped 
areas can avoid the pattern of ‘treatment after pollution’ growth strategies and develop low-
carbon, green poverty-reduction programs has become one of the key challenges in today’s 
efforts to alleviate poverty.  
 
Given increasing recognition of the interaction between and interdependent nature of these 
three areas, part of the answer to this question can be seen in Chinese efforts to date. The 
country has shifted from a conceptualisation of development based simply on increasing 
farmers’ income, to more comprehensive measures aimed at solving a range of economic, 
social and environmental issues. Since signing the Kyoto Protocol, China has introduced, 
refined and localised the Clean Development Mechanism (CDM), green credit, green securities, 
carbon sink and other advanced international policies, thus unleashing innovative ecological 
protection mechanisms and developing green, low-carbon poverty relief strategies in 
impoverished areas.  
 

Progress towards green growth in India 
While India has emerged as one of the fastest-growing economies in the world in the post-
reform era, this has been accompanied by widening social inequality. India’s economic growth 
has been unevenly distributed socially and spatially, with almost 30% of its population living on 
less than US$1.25 per day. A large share of the population still lacks basic access to affordable 
and quality services in health care, education, housing, energy, water and sanitation. 
Therefore, achieving more inclusive growth is an important political goal. 
 
Indian policy-makers have recognized that economic development and natural-resource 
management are interdependent and that with economic growth, resource depletion will 
intensify. India has some of the most fragile ecosystems in the world; they are extremely 
vulnerable to the impacts of environmental changes, including climate change. As a country 
with most of its population living in rural areas, India is heavily dependent on natural capital 
and its sustainable utilisation for socioeconomic development and growth. Yet rapid 
industrialisation is responsible for a substantial rise in emission levels over the years, and 
India’s dependence on fossil fuels for energy generation has contributed significantly to air 
pollution. Although regulatory measures have been introduced, to restrict environmental 
degradation from resource extraction, the impact of these measures has been minimal. 
  
In sum, India is facing a multitude of challenges at the same time: it needs to grow, to address 
unemployment and poverty, and to handle the current economic and fiscal crisis as well as its 
environmental challenges. The growing population will continue to exert additional strain on 
non-renewable and agricultural resources, and the demand for food, water and energy will put 
pressure on scarce natural resources (UNCTAD, 2012), further pushing prices upward. The 
effects of rising food prices are already apparent; poor households are feeling the strain. 
Against this background, bringing India onto a sustainable and inclusive growth path is vital. 
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While the Indian government takes a leading role in setting the development path, the private 
sector has become a key actor in recent years; this is due to its growing share in the economy, 
influencing the development agenda of the country. Some of India’s large businesses are 
helping to drive the green growth agenda of the country and employ sustainability practices 
beyond compliance. Businesses like ITC, TATA and Mahindra are increasingly acknowledging 
the business case and are beginning to integrate sustainability into their business models and 
management practices. Growing environmental concerns and adoption of international best 
practices have led to an improved environmental governance apparatus in the country. 
 
Integration into the world economy has obliged export-oriented private-sector companies to 
comply with international environmental and social standards and adopt more sustainable 
business practices. The establishment of subsidiaries by Indian companies in countries 
relatively more advanced in implementing environmental and social standards exposes the 
companies to better environmental and social governance practices. 
 
Taking India to a green or sustainable and inclusive growth path requires integrated and 
coordinated action across different ministries and other key stakeholders, such as the private 
sector. Unlike other countries in Asia such as Vietnam, which is currently developing a green 
growth strategy as a basis for restructuring its economy and growth model, India lacks a 
coherent and comprehensive policy framework, and efforts are often uncoordinated or taking 
place in political silos. However, different framework policies exist, providing an orientation for 
sustainable and inclusive growth in India. 
 
India’s 12th Five-Year Plan, titled ‘Faster, Sustainable and More Inclusive Growth’, explicitly 
emphasises sustainable growth for the first time, reflecting a shift in the development priorities 
of the country. The Indian economy has been steered by five-year plans (FYP), which are 
developed, executed and monitored by the national Planning Commission, since 1951. While 
poverty reduction and growth have been on the agenda for a long time, environmental 
concerns and social inclusion featured as a priority only in the current plan. Compared to China, 
where the focus has moved away from the rate of growth towards the quality of growth, India’s 
FYP is still focused on realising a high rate of growth (9% or above).  
 

Proposed case studies for analysis 
As the paper shows, many policies and initiatives are in existence or are being introduced in 
both China and India that could potentially contribute towards achieving more sustainable and 
inclusive growth. During the inception phase, a number of specific policies and initiatives have 
been identified as areas for potential lesson learning, either by looking back on the experience 
of policy implementation and impact to date, or by monitoring the impact of newly introduced 
policies over time.  
 
In some cases, the two countries are tackling similar problems in different ways, thus offering 
scope for direct comparison of the pros and cons of different approaches. Some of the case 
studies will facilitate this direct comparison, while others will generate lessons about broader 
approaches, such as the use of industrial development policies to promote particular new green 
sectors, or the use of voluntary approaches or industry-led initiatives to encourage greener 
business behaviour. The proposed case studies are listed in Table 1. 
 
Table 1: Proposed case studies 
 
China 
 

India 

Top 10,000 Programme 
Scheme to promote energy efficiency in key 
industries  
 

Perform-Achieve-Trade Scheme 
Energy-efficiency trading scheme to reduce 
energy consumption across key industries 
 

Pilot Emissions Trading Schemes in five cities Green Buildings 
 

Measures to promote renewable energy, Measures to promote renewable energy, 
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e.g. wind or solar e.g. wind or solar 
 

Forest-related compensation mechanisms 
 

National Rural Employment Guarantee Act 
(NREGA) 
Employment scheme focused on environmental 
preservation 
 

Ecological model country The E-waste rules 
Rules to encourage the proper recycling of 
electronic waste and attributing responsibility to 
the producers 
 

Measures to promote new energy vehicles 
One of the strategic emerging industries 
identified in China’s 12th Five-Year Plan 

Innovation Cluster Initiative 
Promoting technological upgrading and better 
operational practices to improve energy 
efficiency in the foundry sector 
 

Top 100 Green Companies 
Private sector-led index showcasing greenest 
companies in China 

Star rating and labelling programme 
Energy-efficiency rating scheme for electrical 
appliances and buildings 
 

Carbon Trust certification scheme 
Monitoring carbon emissions  

Bombay Stock Exchange – GREENEX 
Benchmarking of the carbon footprint of listed 
companies 
 

China Greentech Initiative 
Private sector-led market planning to 
promote business and sustainability goals 

Private sector-led green initiatives,  
e.g. the Indian conglomerate ITC’s Social and 
Farm Forestry Programme 
 

 Environmental Fiscal Reforms 
 

 

Conclusion 
China and India are both large emerging economies that have been enjoying fast economic 
growth on the back of market liberalisation but are now facing challenges associated with 
achieving more socially inclusive and environmentally sustainable forms of growth. Both are 
now recognising the importance of finding ways to achieve this goal, and are innovating with 
policies and mechanisms to incentivise these new forms of growth. It is clear that there will be 
many valuable lessons to be learned from this innovation, both within China and India 
themselves and in other countries. 
 
The research will particularly focus on understanding the intersection between government and 
business in terms of their respective contributions to achieving sustainable and inclusive 
growth. As both countries move away from command and control models of economic 
management, towards market-based approaches which incentivise business activity rather than 
direct it, there will be much to learn from the success or otherwise of the mechanisms that are 
put in place to incentivise and alter business activity to bring it into line with the wider goals of 
sustainable and inclusive growth.  
 
We would welcome feedback on the selected case studies and proposed approach.  
 





1 

 
 

 

1 Introduction 
Achieving sustainable and inclusive growth – or ‘green growth’ as it is defined in this working 
paper – is an urgent and challenging task. Creating new sources of income and employment 
that reduce poverty and are environmentally sustainable is the new global imperative. There is 
a great need for guidance and practical examples of successful policy interventions to help 
achieve this goal.  
 
While no single country has yet achieved green growth, many emerging economies – including 
China, India, and Brazil – are implementing or experimenting with innovative policy 
approaches and have succeeded in stimulating considerable amounts of associated investment 
and innovation by business as a result. So there is enormous scope to identify emerging 
lessons in real time, as policies are rolled out, to generate the policy and practical 
recommendations needed to promote green growth in other emerging and low-income 
countries.  
 
ODI (Overseas Development Institute), GIZ (Gesellschaft für Internationale Zusammenarbeit) 
and IPRCC (International Poverty Reduction Center in China) are collaborating to have been 
developing a collaborative, research, policy engagement and knowledge exchange programme 
to promote more informed policy-making by identifying and disseminating lessons for 
governments, donors and the international policy community. The programme aims to provide 
robust evidence of effective ways to promote green growth by unleashing business investment 
and innovation, and it will assess the economic, social and environmental impacts of key 
selected policies and initiatives.  
 
It will examine five overarching questions: 
 

• What policy and/or donor interventions are succeeding in incentivising or 
supporting business to invest and innovate in technologies, industries and 
business models that support green growth? 

• Where is business undertaking such investment of its own accord (without 
specific policy support) and why? 

• What impact can this investment have on incomes, poverty, jobs, and the 
environment/carbon emissions? 

• Where has policy failed to achieve desired goals, and why? What are the 
drivers and constraints to successful policy implementation? 

• What can be done to promote successful policies and approaches in emerging 
and other countries? 

 
The programme will not only undertake assessments of the impact of existing policies and 
initiatives but also facilitate lesson learning in real time, as new policies are implemented, by 
establishing a baseline and monitoring outcomes and impacts over time, so that policies can be 
adapted as necessary, providing lesson learning for other countries as early as possible.  
 
An inception and scoping phase has been undertaken in China and India, in order to better 
understand the drivers for sustainable and inclusive growth and the related policy environment 
in each country, and to identify existing or new policies and initiatives that could provide 
valuable case studies. It involved: 
 

• a review of the evolution of relevant policies in China and India over recent decades, 
and the main drivers and constraints to reform; 
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• review and categorisation of existing policies and private sector initiatives that could 
potentially contribute to the achievement of more sustainable and inclusive forms of 
growth; 
 

• consultation with a range of experts and stakeholders in both the public and private 
sectors; 
 

• workshops in both countries to identify and discuss key the most interesting case 
studies for analysis. 
 

This working paper summarises the findings from the scoping phase and sets out the case 
studies that are proposed as the focus for the ongoing research programme. The case studies 
have been selected on the basis of the following criteria: 

• The policies or initiatives identified have the potential to deliver, or indeed may already 
demonstrate, ‘triple wins’ in the form of economic, environmental and social 
improvements.  (Although the achievement of triple wins does not need to be the 
stated goal of the policy or initiative in question – indeed the review of policies shows 
that is a rare occurrence.)  

• The policies or initiatives identified are likely to generate useful lessons either in terms 
of the policy process itself and / or the implementation mechanisms.  

• The proposed case studies are also likely to be relevant to other countries, particularly 
other emerging economies, in order to maximise the potential for wider lesson learning 
and knowledge exchange.  

• Finally, we selected case studies which provided an interesting angle on the role of the 
private sector in achieving these triple wins. 

It is envisaged that in undertaking the case studies, the methodology would involve: 

• Reviewing the policies that have been used to incentivise innovation / investment / new 
business models (as appropriate) in that sector 
 

• Reviewing the response from the private sector to those policies e.g. investment that 
has occurred, energy efficiency measures adopted etc. 

 
• Consulting with business about the incentives and constraints they face in responding 

to those objectives or developing that industry, and the extent of the opportunity they 
think exists if conditions were right. 

 
• Reviewing the evidence base on the impact of that business response / investment, in 

terms of economic, social and environmental outcomes. 
 

• Then if we have enough information from existing evidence, we would be able to 
identify lessons learned and implications for policy, but if not (or if it is a very new 
policy or initiative being assessed), then we would develop a plan for monitoring and 
evaluation that would facilitate the identification of lessons over time.   

 
We would welcome feedback on the selected case studies and proposed approach.  
 
The working paper is structured as follows: In the first section, we briefly set out the central 
tenets of a green growth paradigm. In section two we present the findings from the scoping 
phase in India, looking first at the evolution of thinking on green/sustainable and inclusive 
growth in India and associated drivers and challenges, and then at the current policy 
environment, before setting out the specific policies and initiatives that are proposed as case 
studies for further analysis and impact assessment. In section three, we present the findings 
from the scoping phase in China in a similar format. In section four, we conclude by discussing 
the potential for cross-learning between China and India, and for lesson learning in other 
countries. 
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2 The central tenets of a green growth paradigm 
 

2.1 What is green growth? 
 
Green growth1 emphasises the necessity and opportunity of an economic trajectory that 
‘improves human well-being and social equity while simultaneously reducing environmental 
risks and ecological scarcities’ (UNEP). The concept of green growth identifies opportunities for 
economic growth by utilising mutually reinforcing positive effects between economic, social and 
environmental sustainability – the triple win – as well as by engaging in fast-growing green 
sectors, such as renewable energies and resource-efficient technologies. Moreover, green 
growth calls for a structural change, a move away from a resource- and emission-intensive 
business-as-usual model to a model of long-term environmental, social and economic benefits. 
While governments need to establish an enabling framework for green growth, the business 
sector must contribute long-term investments and unleash innovation for structural 
transformation.  
 
 

2.2 Why green growth? 
 
Though faster and sustained economic growth and development is the main objective for most 
emerging and developing countries, ‘the last few decades have made it clearly evident that 
economic development can no longer be viewed in isolation from environmental protection and 
social progress’ (MoEF, 2011:9). Fast economic expansion and population growth in emerging 
and developing countries revealed the limited environmental carrying capacity and the social 
burden of a ‘grow first, clean up later’ growth pattern, as well as the dangers of not taking into 
account environmental scarcities and social imbalances. Global crises (financial, food, water, 
energy and climate) have also highlighted the need to look for a new growth paradigm. 
Spiralling scarcity and prices of resources make securing access and affordability a priority for 
governments and businesses alike. It becomes clear that current ‘business as usual’ practices 
will ultimately deteriorate the foundations of future development and prosperity under existing 
resource constraints. In some emerging countries, such as India, the disparity of income 
widened during economic expansion and left many people in poverty, threatening social 
stability and peace.  
 
At these crossroads there is a pressing need to redefine economic growth to include and 
benefit from environmental sustainability and social inclusion. The transition to such a ‘green 
and inclusive’ economy requires structural changes, which can only succeed if governments as 
well as the private sector contribute significantly. While this requires a paradigm shift in the 
way that governments, the private sector and consumers think about the utilisation of 
resources, there is a need for new policy frameworks, support mechanisms and appropriate 
institutions that incentivise and support the business sector to substantially contribute to the 
transition. The creation of new market mechanisms that put a price on natural capital might be 
an answer, but strong leadership from governments is required (WAVES, undated). 
 
While the green growth model requires certain specific policies and institutions to be in place, 
it is also an opportunity to achieve (1) higher competitiveness; (2) new sources of income and 
jobs; (3) low-carbon emissions, reduced environmental degradation and resource exploitation; 
and (4) contributions to broader societal goals of sustainable development, including social 
inclusion. Accordingly, identifying innovative policy instruments and support mechanisms that 

                                          
 
1 While globally ‘green growth’ is the dominating terminology to describe the discourse around economic, environmental 
and social aspects of sustainable growth, in India ‘sustainable and inclusive growth’ is used. Green growth and 
sustainable and inclusive growth are hence used interchangeably in this paper.  



4 

 
 

create incentives for businesses to adapt a green growth business model promises to improve 
a country’s long-term economic, social and environmental development. 
 
A majority of emerging and developing countries are faced with similar challenges: fostering 
economic growth, alleviating poverty and improving social inclusion, achieving a sustainable 
use of natural resources, and obtaining a reliable as well as affordable energy supply. While 
developing countries around the world raise concerns that the green growth paradigm might 
slow down their growth and lead to job losses, the examples of Germany and South Korea 
suggest that much of the cost-benefit debate might be misguided. The estimated US$43 billion 
invested as part of South Korea’s ‘Green New Deal’ is expected to have created 960,000 jobs 
between 2009 and 2012, including jobs in an environmentally friendly transportation network, 
water management and river rehabilitation, clean energy, green information technologies and 
waste-to-energy (UNEP, 2012). According to the German government, employment in the 
renewable energy sector alone increased by 129% between 2004 and 2010, amounting to 
367,400 jobs (BMU, 2011). Beyond these examples, the reality of assumptions of traditional 
growth models in a resource-constrained, competitive global economy is very questionable. 
More research on policy impacts is therefore needed to provide inputs for evidence-based 
policy-making and to inform the ‘green growth policy agenda’. 
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3 Green growth in India  
 
India’s 12th Five-Year Plan sketches the country’s national priorities of reaching ‘Faster, 
Sustainable and More Inclusive Growth’, outlining a strategy of addressing some of the 
country’s biggest challenges, above all the economic slowdown, social imbalances and poverty, 
as well as energy security and natural resource management (GOI, 2011a). While the 
economic slowdown is partly related to the global economic and financial crisis, India has not 
yet succeeded in effectively decoupling its economic growth from resource use and emissions, 
to alleviate poverty and to achieve a spatially as well as socially equitable development. Today, 
India has a population of 1.2 billion, of which 30% (300 million people) live below the poverty 
line2 (GOI, 2012). Currently, 70% of India’s population rely on natural resources for 
sustenance (UNDP, 2011), underlining the importance of preserving natural resources for 
growth, welfare and social security. It is against this background that the Indian dilemma of 
reaching ‘triple bottom line’3 objectives becomes visible and the need for questioning existing 
growth patterns becomes evident. The following sections sketch the challenges and drivers of 
change to frame the discussion on green growth policies in India. 
 

3.1 Growth, poverty reduction and environmental protection in India 
The complexity of sustainable development and the linkages between economic development, 
social inclusion and environmental protection is a recent development on the national policy 
agenda, even though environmental concerns have been part of the national debate since the 
1970s and promotion of ‘Inclusive Growth’ has dominated the political debate in recent years. 
This section outlines the development of the discourses and political priorities with regard to 
economic development and growth, environmental conservation and social inclusion in India 
over the last three decades, tracing the evolution of the ‘Sustainable and Inclusive Growth’ 
discourse as it is present in India today. 

 

Economic growth  
 
While India has experienced Gross Domestic Product (GDP) growth rates of 8.5% in the past 
eight years, 2012 marks the beginning of an economic downturn, with the growth rate 
dropping to 5.3%, high inflation rates and a balance-of-payments deficit. The major factor 
behind the economic slowdown is a poor performance of the manufacturing and agricultural 
sector, while currency depreciation is inflating the import bill. India’s exports declined 4% in 
May 2012 from US$26.79 billion to US$25.68 billion year-on-year, reflecting a slowdown in 
production and manufacturing (Gupta and Jain, 2012). The service sector lost momentum, 
with growth falling from 7.9% to 6.9%; the deceleration was even steeper in trade services, 
implying that consumption is slowing down materially (ET, 2012). These data pose a dilemma 
for policy-makers as the room to stimulate growth with fiscal expansion is constrained by high 
inflation and high fiscal deficit (FICCI, 2012), raising doubts about the country’s capability to 
achieve its growth objectives. 
 
Nonetheless, impressive economic progress has been achieved since the beginning of India’s 
economic liberalisation in 1991. At that time, central economic planning and the increase of 
world oil prices had led to the Indian economic crisis of 1990-1991 with a fiscal deficit 
amounting to 8.4% of GDP (Gupta, 2012). This shock evolved into a ‘tipping point’ in India’s 
economic history, starting a reversal of government intervention and regulation. India 
undertook a systemic shift to a more open, market-based economy, allotting a greater role to 
the private sector, redefining the role of the government, emphasising export orientation and 
foreign direct investment as major pillars of its growth model, and creating a more 
investment-friendly environment for businesses (Ahluwalia, 2002). Since then the Indian 
                                          
 
2 The poverty line is 28.65 Rupees per day as per Government of India, Planning Commission definition 
3 The term ‘triple bottom line’ was first introduced in 1994 by John Elkington, who emphasised that the (economic) 
bottom line needs to be extended by environmental and social dimensions. Accordingly, the ‘triple bottom line’ approach 
refers to the economic, environmental and social value added generated by a company. 
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economy has witnessed a transformational change, becoming one of the fastest-growing 
economies in the world and the third largest economy after the US and China in purchasing-
power parity with a GDP of US$4.46 trillion in 2011 (WB, 2012).  
 
Since the post-reform era, the private sector in India has assumed an important role in 
economic development, now contributing almost 75% of GDP (CRISIL, 2012). Over the years 
the trend in private-sector investment has rapidly evolved, moving from investments in 
transport, social services and the financial sector to manufacturing, infrastructure, agricultural 
products, and information technology and telecommunication (Assocham, 2012). For some 
sectors the growth expectations are enormous. For instance, the pharmaceutical industry, 
which was practically non-existent prior to the reform era, grew at 15.7% in 2011 and is 
expected to value at US$74 billion in sales by 2020, up from the current US$11 billion (CCI, 
2012). The retail sector witnessed growth that placed it fifth globally, contributing to over 20% 
of India’s GDP in 2009 (Gupta et al, 2010). At the same time, public-sector GDP growth 
remained stagnant at 6% in the two decades since 1990, whereas private-sector GDP growth 
went up to 7.7% in the 2000s from 5.7% in the previous decade, with a record rate of 9.7% in 
2007-2008 (CRISIL, 2012). 
 
With economic liberalisation, increased foreign direct investment (FDI) came into the country. 
According to UNCTAD’s World Investment Prospects Survey 2010-2012, India has become the 
second-most lucrative destination for FDI in the world and ranks sixth as an investor, carrying 
out large-scale investments in other countries (UNCTAD, 2010). However, the recent economic 
slowdown and the resulting decrease in investor confidence have led to a 41% decline of FDI, 
from US$3.12 billion in 2011 to US$1.85 billion in 2012 (ET, 2012). The causes of this sharp 
deceleration could be multiple, including the slump in the global economy and trade, tighter 
monetary policy, and higher nominal interest rates, which are crucial to combat high inflation. 
The unexpected large budget deficit in 2011 and a growing sense of what is commonly referred 
to as ‘a national policy paralysis’ due to political parties’ inability to agree on important 
economic reforms further fed uncertainty among investors. 
 
As a first response to the increasing pressure, the Indian government announced key economic 
reforms in September 2012, hoping to regain investor confidence, including the opening up of 
the multi-brand retail sector and the aviation industry to FDI (ET, 2012). Pressure is mounting 
on the government to curtail inefficient spending and to cut subsidies in order to keep the 
current balance-of-payments problems under control and to manage the fiscal crisis. As a first 
step, the government announced its decision to cut fuel subsidies in September, triggering a 
12% increase in diesel retail prices and restrictions on the sale of cooking gas (ToI, 2012). It is 
estimated that subsidising retail prices of diesel, kerosene, liquefied petroleum gas (LPG) and, 
to a lesser extent, gasoline in the fiscal year 2010-2011 amounted to $9.6 billion (TERI, 
2012b). With the elections due in 2014, and considerable political and social furore subsequent 
to the announcements, Prime Minister Manmohan Singh’s government faces the challenge to 
introduce a mix of policies that cope with unwanted regressive side effects of the phase out of 
subsidies while further stimulating private-sector investments, innovation and industrialisation 
and improve the economy’s competitiveness. 
 
While the reforms might indicate the end of the policy paralysis and boost investor confidence, 
they may still be repealed because of concerns raised by the general public and the opposition. 
These concerns relate to the fear that social disparities might increase as a consequence of 
reforms, challenging the social inclusion agenda. The policy dilemma around conflicting policy 
objectives becomes visible with the recent development of the Trinamool Congress Party 
pulling out of the coalition government. If other parties do not back the Congress, the 
Congress will be in the minority. Meanwhile, the opposition – the Bharatiya Janata Party, the 
Communist Party and various regional parties – vowed to block the change. Until these 
economic reforms are undertaken, domestic and foreign investors will remain uncertain about 
India’s economic future. The prospects for innovation and investment by the private sector, 
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including the country’s 26.1 million4 micro, small and medium enterprises (MSMEs), will 
remain low. 
 
Social Inclusion 
 
While India has emerged as one of the fastest-growing economies in the world in the post-
reform era, the growth story is also of widening social inequality. India’s economic growth has 
been unevenly distributed socially and spatially, with almost 30% of its population living on 
less than US$1.25 per day (WB, 2011). A large share of the population still lacks basic access 
to affordable and quality services in health care, education, housing, energy, water and 
sanitation. This underlines the rising importance of economic governance towards inclusive 
growth and a stronger role in rural areas for MSMEs, which employ an estimated 59.7 million 
persons5 in the country already.  
 
Figure 1: Population living on less than US$1.25 per day 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: The Guardian, 2010. 

 
Reasons for the uneven distribution of income in India are the country’s specific economic 
structure and a growth pattern that has led to a rapid rise in labour productivity rather than an 
expansion in employment (ILO, 2012). While India’s exports were dominated by labour-
intensive sectors such as textiles and agriculture in 1995, the share of the service sector 
increased from 30% of GDP in 1950 to almost 60% today, rising at an accelerating pace as the 
period progressed. Manufacturing represents just 15% of the economy, much the same as in 
the 1960s (see Figure 2), employing only 9% of the population (GOI 2011b). Unlike China, 
India is missing the opportunity of a thriving industrial and manufacturing sector that can drive 
exports and absorb the abundant labour force that is leaving the agricultural sector, which 
itself needs to become more efficient. 
 
                                          
 
4 Ministry of Micro, Medium and Small Scale Enterprises 
5 Ministry of Micro, Medium and Small Scale Enterprises 
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Figure 2
 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 Source: Econo
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While different stakeholders debate whether India should focus on economic development of 
urban or rural areas to sustain growth, worsening economic conditions and social challenges 
are calling for the integrated development of both. ‘India has chronically underinvested in 
cities, resulting in gridlock, slums, poor provision of public services and sustained under par 
urban economic growth’ (MGI, 2010). India’s urban population grew from 290 million in 2001 
to 340 million in 2008 (MGI, 2010), and the country also saw an increase in the number of 
slums, with 17% of global slum dwellers residing in India (UN Habitat Report, 2006). The 
increasing number of slum dwellings from 27.9 million in 1981 to over 40 million in 2001 
(WaterAid, undated) reflects both the limited capacity of local governments to accommodate 
swelling urban populations and the constrained absorption potential of the private sector. 
Fostering labour-intensive economic activities and reducing the informal economy could help to 
raise average incomes and reduce slum dwellings while improving the lives of urban poor. 
 
While a shift towards a green growth paradigm might offer job creation in certain labour-
intensive sectors such as construction and renewable energies, the extent of long-term job 
creation heavily depends on the level of private -sector engagement. Certainly, the effect of 
green growth policies on job markets is debatable and heavily depends on a country’s resource 
endowment, institutions and industrial structure, as well as the specific policy design. 
However, the real strength of green jobs lies in the realisation of synergetic investments that 
have both positive environmental and labour market effects. Given the importance of 
environmental concerns, along with the relative labour intensity in at least some green 
investment, activities that promote the development of green sectors as well as skill 
development, vocational education and training are required (WB, 2012). 
 
Environmental Protection 
 
Indian policy-makers have recognised that economic development and natural-resource 
management are interdependent and that with economic growth, pressure on resource 
depletion will intensify (GOI, 2011). While all natural resources such as forests, soils, water 
and fisheries are increasingly put under stress, insufficient fresh water may become the most 
severe challenge over the next decade. Agriculture, industry, households and energy 
generation, among others, compete for and are dependent on this scarce resource. The over-
exploitation of ground water is already critical in Delhi, Punjab, Haryana and Rajasthan 
(Kapoor, 2012). Water shortages have already been experienced in these states. The summer 
of 2012 saw wide protests in the National Capital Region over acute water-supply shortages 
followed by protests against power cuts that continued despite a hike in electricity tariffs (India 
Today, 2012). A study by the World Resource Institute (WRI) found that India faces most 
concern for water constraints, which also has direct bearing on the potential for energy 
generation. Concerns arising from water scarcity/water constraints are a pressing issue due to 
the direct bearing it has on energy generation. This concern is hardly a contentious issue with 
73% of the capacity (62% of existing and 79% of new capacity) of  the three largest power 
generation companies — NTPC, Tata Power, and Reliance Infrastructure (including Reliance 
Power) — located in water-scarce or stressed areas (WRI, 2010). With an expected increase in 
the demand for water, careful planning is needed for replenishment, recycling and a 
responsible utilisation of ground water. Environmental degradation – due to rising emissions by 
industries and individuals, and continuous exploitation of natural resources – is already 
deteriorating the livelihoods of the rural population and threatening the health of the urban 
population especially (UN). Economic expansion has led to land degradation and deteriorated 
food security, a freshwater shortage that exacerbates water stress, and steadily increasing 
emissions. The consequent loss of biodiversity, melting of glaciers, extreme weather events 
and flooding of low-lying areas threaten to cause severe social and economic disruptions 
(Sathaye et al, 2006).  
 
India has some of the most fragile ecosystems in the world; they are extremely vulnerable to 
the impacts of environmental changes, including climate change. With only 2.4% of the world’s 
land area, India accounts for 7-8% of the earth’s plant and animal species. It is one of 17 
mega diverse countries in the world, with ten different biogeographic zones, three global 
biodiversity hotspots and a high degree of endemism (Mittermeier et al, 1997). India ranks 
28th of 193 countries rated as being exposed to ‘extreme risk’ by Maplecroft’s Climate Change 
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Vulnerability Index (CCVI), which assesses the vulnerability of countries to adverse effects of 
climate change and compares it to adaptive capacities. Several Indian cities are rated ‘extreme 
risk’ or ‘high risk’, including Calcutta, Mumbai, Delhi and Chennai. The impacts could have far-
reaching consequences, not only for local populations but also for business, the national 
economy, and the balance sheets of investors, particularly as the economic importance of 
these urban centres is set to increase dramatically (Maplecroft, 2012). While the Indian 
government has taken various measures to counter environmental degradation and to promote 
protection, their success is debated. For instance, the government has set up state and central 
pollution control boards, imposing fines and promoting cleaner technologies for prevention and 
abatement of industrial pollution. Despite these regulatory and legislative measures, reports of 
contaminated ground water and chemical-laden industrial waste being discharged into water 
bodies continue to make headlines.  
 
As a country with most of its population living in rural areas, India is heavily dependent on 
natural capital and its sustainable utilisation for socioeconomic development and growth. 
According to studies by The Economics of Ecosystems and Biodiversity (TEEB), almost half of 
the GDP generated by India’s poor is provided by ecosystems (TEEB for Local and Regional 
Policy Makers, 2010). Moreover, ecosystems and biodiversity are providing essential inputs to 
businesses and economies as a whole. Since the market for the valuation of natural resources 
and ecosystem services is non-existent, these resources are invariably over-exploited and 
degraded, treated as public goods, and subject to the ‘tragedy of commons’. The development 
of a framework for the pricing of natural capital might be a solution. However, this also 
requires more research on how externalities and natural assets must be priced, and in turn 
how to report on the way companies use natural assets such as water and biodiversity.  
 
While rapid industrialisation is responsible for the substantial rise in emission levels over the 
years, India’s dependence on fossil fuels for energy generation has contributed significantly to 
air pollution, with 65% of the country’s total power generation coming from non-renewable 
sources (Kapoor, 2012b). Furthermore, subsidies on various non-renewable resources promote 
their excessive use. With ongoing economic expansion, a constantly increasing population and 
millions without access to energy, finding alternative energy sources to secure supply is 
crucial. The expansion of renewable energy sources as well as an increase in energy efficiency 
is key to addressing energy scarcity, as well as addressing climate change by moving the 
economy onto a lower carbon path. Moreover, there is a strong need to effectively incentivise 
the private sector to acquire, adapt and further develop renewable energy and energy-
efficiency technologies. 
 
Despite regulatory measures to reduce environmental degradation from resource extraction, 
the impact of these measures has been minimal. Environmental degradation, especially by 
extractive industries, not only has impacts on the environment but also has implications for 
biodiversity and the communities located there. Greenpeace India is widely campaigning 
against the mining sector because of its impact on biodiversity. Specifically, the campaigners 
have concerns about the threat of coal mining to tiger habitats and the fragmentation of tiger 
reserves (Greenpeace, 2012). Furthermore, mining activities led to the displacement of at 
least 2.55 million people in India between 1950 and 1990 (IGNOU 2001 as taken from 
Downing, 2002). By contaminating land and soil, mining causes losses in productivity of rural 
areas and leads to water scarcity by lowering the water table, which also directly affects the 
socioeconomic conditions of the affected communities. Efforts to contain environment 
degradation are rendered ineffective due to corruption, illegal development activities and 
misuse of the law (Planning Commission, 2012). An Indian multinational company engaged in 
mining was charged with environmental damage and complicity in human rights violations in 
the form of abuse and forced eviction of tribal communities in its bauxite mine in Niyamgiri, 
Orissa. (Amnesty, 2010)  
 
In sum, India is facing a multitude of challenges at the same time: It needs to grow, to 
address unemployment and poverty, and to handle the current economic and fiscal crisis as 
well as its environmental challenges. The growing population will continue to exert additional 
strain on non-renewable and agricultural resources, and in turn, the demand for food, water 
and energy will put pressure on scarce natural resources (UNCTAD, 2012), further pushing 
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prices upward. The effects of rising food prices are already apparent; poor households are 
feeling the strain. Against this background, moving India onto a more sustainable and inclusive 
growth path is vital.  
 
 
 
Understanding the Drivers of Change in India 
 
Both the Government and the private sector increasingly recognise the importance of aligning 
economic, social and environmental objectives. While it is still the Ministry of Environment and 
Forests (MoEF) that drives India’s sustainability discourse, especially internationally, other 
ministries increasingly recognise their role in the sustainable and inclusive growth agenda. This 
section elucidates what stakeholders are shaping this agenda. It sketches how powers are 
allocated, exploring the dynamics that lead to prioritising development goals (economic 
growth, social inclusion, environmental protection) while relatively neglecting others. The 
authors acknowledge that the factors cited are limited. However, our aim is to focus on the 
drivers for change that are relevant for understanding the context of the case studies set out 
in chapter 5. 
 
Policy Drivers 
 
The complexity of the Indian political system poses challenges for policy coherence and 
coordination of policies that promote sustainable and inclusive growth. Politics in India follow 
the framework of a federal Westminster-style parliamentary democratic constitutional republic 
(Kothari, 2012). Federal and state elections take place in a multiparty system, making India 
the largest democracy in terms of citizenry. The central government exercises broad 
administrative powers; however, the power of policy implementation is increasingly shifting to 
the state governments, who have their own elected governments. This setting makes the 
implementation of national-level policies, including many of the guiding policy frameworks 
related to sustainable and inclusive growth, difficult due to the lack of capacity of urban local 
bodies, different political ideologies, lack of will, and difference in priorities of states.  
 
While MoEF is leading international discussions and is responsible for conducting environmental 
impact assessments and granting environmental clearances to businesses, other governmental 
actors have also started to introduce innovative policy instruments to incentivise the private 
sector to adopt more sustainable practices. Figure 4 highlights some milestones that illustrate 
the shift towards a broader and a more integrated understanding by the government of the 
role of business in the sustainability agenda and sketches the complexity of the policy 
apparatus. 
 
Environmental Impact Assessments have been an important instrument since the 1990s. 
However, some government actors aim to promote a more holistic understanding of 
businesses’ environmental, social and economic responsibilities. Nevertheless, policy coherence 
on ‘sustainable and inclusive growth’ is lacking: Different governmental actors pursue 
disparate policy objectives on national, state, district and municipal levels, and sometimes 
efforts conflict with each other. Different ministries and agencies fulfil their own institutional 
logic and self-interest and often apply short-term strategies, making it difficult for a common 
agenda to evolve. These dynamics are especially important when trying to develop and 
implement extensive and overarching reforms.  
 
A lack of policy coherence and coordination leads to uncertainty and confusion among private-
sector players. While there are efforts by different government actors such as MoEF, the 
Ministry of Corporate Affairs (MCA) and regulators such as the Securities Exchange Board of 
India (SEBI), the capital market regulator, to bring the sustainability agenda forward, a lack of 
coherence and contradictory messages between and within ministries lead to irritation among 
businesses and investors. For example, the draft Companies Bill (2011) mandates businesses 
to spend 2% of three years’ average profit in Corporate Social Responsibility (CSR) activities, 
which it conceptualises as community investment and philanthropic contributions. This stands 
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in sharp contrast to the National Voluntary Guidelines on the Environmental, Social and 
Economic Responsibilities of Businesses, released by MCA in 2011, which promotes the holistic 
conceptualisation of CSR in terms of the integration of environmental, social and governance 
aspects in businesses’ core operations and practices. Private sector, investors and civil society 
alike hence lack trust in the seriousness of the agenda.  
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Domestic Drivers 
 
The domestic factors driving Indian actors towards increased political commitment to a more 
sustainable and inclusive growth agenda include, above all, energy security and social stability. 
 
Against the background of the country’s growth objectives, constrained domestic energy prices 
and high world energy prices, India’s energy needs pose a challenge for future energy supply. 
The government is aware of that deficit and accordingly, the 11th Five-Year Plan targeted 
creation of 78.7 GW of additional on-grid generation capacity. However, current realisation 
may not exceed 50 GW, apparently largely on account of poor project implementation, 
inadequate domestic manufacturing capacity, shortage of power equipment, and slowdown due 
to lack of fuel, particularly coal. With more than 80,000 MW of new power capacity already 
under construction, the 12th plan is targeting 100,000 MW of new power capacity during the 
next plan period (GOI, 2011). While the targeted capacity is ambitious, failure to realise it will 
escalate the energy crisis in India, adversely affecting economic development. 
 
It is projected that for a 9% growth rate, India requires energy supplies to grow at 6.5% to 
7.0% per year (GOI, 2011). Import dependence on petroleum has always been high and is 
projected to be 80% in the 12th Five-Year Plan (2012-2017); the same holds true for coal. At 
the same time, India is suffering from severe power shortages of nearly 10% in average 
energy generation and almost 17% in terms of peak demand (TERI, 2009), negatively 
affecting the business sector especially. The recent blackout in Delhi and large parts of North 
India due to a grid failure, which left 300 million people without energy for hours, highlights 
the infrastructure woes of the country. In order to sustain adequate levels of growth and to 
improve social development, access to energy – in adequate quantity and stability – is a 
prerequisite. 
 
India’s energy mix comprises both non-renewable (coal, lignite, petroleum and natural gas) 
and renewable (wind, solar, small hydro, biomass, cogeneration bagasse, etc.) energy sources. 
Even though coal dominates the Indian energy mix, contributing over 50% of the total primary 
energy production (Coal India, 2012), and is expected do so in the future, the promotion of 
renewable energy in India is gaining importance. This can be seen with the announcement of 
the National Action Plan on Climate Change, which calls for strengthening the share of 
renewable contribution to energy generation from 2% to 5% with specific emphasis on 
significantly increasing solar (IECC, 2011). The necessity to move away from largely fossil-
fuel-driven energy generation to clean and renewable energy results not only from 
environmental concerns but from increasing scarcity of fossil resources, a rising dependency 
on imports, and the need for additional and reliable power generation capacities. This is 
intensified by the fact that India’s success in establishing new oil reserves and effectively 
exploiting its natural gas reserves has been limited.  
 
Wind energy is seen as the renewable energy source with the most potential, followed by 
biomass and small hydropower. The wind energy sector expanded heavily in recent years, with 
an installed capacity of more than 14,158 GW in 2011, now ranking fifth in the world. With the 
current level of technology, the on-shore potential for utilisation of wind energy for electricity 
generation in India is estimated to be four times higher (INWEA, 2012). Nevertheless, it is 
predicted that the share of renewable energy in India’s energy mix will be around 16% over 
the 2020-2030 period, with coal remaining the major source at about 48% in the next 20 
years (BP, 2012). The discussion around green energy hence also needs to include a discussion 
around making thermal power generation cleaner. 
 
India’s energy policy provides a good illustration of the complexities of policy-making and the 
challenge to create policy coherence: While the Planning Commission provides an overarching 
framework through its Integrated Energy Policy, various ministries are responsible for different 
energy sources, e.g. petroleum, coal, power, water resources (in the case of hydroelectricity), 
atomic energy, and new and renewable energy. Several other ministries are also involved in 
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determining policies that affect energy demand (Transport, Urban Development, Industry, 
Steel, etc.) and the Finance Ministry determines tax rates for different fuels. Policies applicable 
to different energy sources hence need to be consistent with each other, and the overall 
framework for energy must be consistent with achieving the objective of inclusive growth 
(Planning Commission, undated). In many areas, policies relevant to energy are in the hands 
of state governments, e.g. urban transport, city planning, building codes, etc., and these 
policies also need to be made consistent with the overall energy policy at a national level. 
 
‘Land acquisition’ has become a theme of escalating contention between rural and 
industrialised India. Widening economic disparities pose a risk to social stability, calling for 
serious efforts for an inclusive growth. With the increasing alternative economic uses of land – 
like agriculture, industry and infrastructure – farmers and traditional livelihoods are 
increasingly challenged. Land that is well connected to markets is scarce in India. In addition, 
communities are increasingly under pressure to give up their land for developmental activities 
like mining. Land acquisition by the state for developmental purposes is currently conducted 
under the Land Acquisition Act of 1894, a law of colonial origin that is often blamed for 
conflicts over land. Much debated in the discussion around the new bill is the question what is 
‘just’ compensation and a fair price for land. The challenge that the government is facing is 
how to allocate a scarce resource such as land, which also has multiple uses, in an 
environmentally sustainable fashion.  
 

International Drivers 
 
While domestic drivers are most influential in shaping the new growth paradigm, India’s 
integration into the world economy and international commitments and negotiations are 
playing a significant role in pushing India towards an alternative development path. India is a 
part of the G-20 and the BRICS and contributes to shaping the global governance agenda. 
Since India wants to be recognised as a regional power and global player, it is a signatory to 
many treaties and negotiations on climate change, such as the United Nations Framework 
Convention on Climate Change (UNFCCC). These commitments also affect the domestic policy 
agenda and environmental, as well as economic, reforms in the country. India’s priorities are 
influenced by a set of interlinked factors, especially concerning energy and climate change. 
Although India’s per-capita emissions of 1.5 metric tons are by far lower than the global 
average of 4.49 tons (World Bank, 2008), it must be taken into account that around 404 
million people in India have no access to energy and hence the per capita emissions of those 
who do is much higher (IEA, 2010). While India’s environmental performance may have 
international impacts, especially since its rapid economic expansion in the last decades, the 
country has to meet its growth objectives. MoEF acknowledges that ‘the rapid pace of 
economic integration has led to interlinked world markets and economies, requiring a degree 
of synchronisation of national policies across a number of issues.’ The failure to address 
adverse environmental spillovers of India’s economic expansion poses a risk for its neighbours 
and the international community (Esty and Ivanova, 2004).  
 
While most sustainability challenges are not new, globalisation has directly or indirectly 
exacerbated many challenges, for instance climate change and food prices, to a degree where 
they are now dealt with as matters of global and national security. It is estimated that the 
production of paddy will fall by 6.48% to 85.59 million tonne, while output of coarse cereals is 
estimated to fall by 18.38% to 26.33% (Business Standard, 2012). The shortfall from the 
supply side would push prices upward by encouraging speculative buying and hoarding, hitting 
hardest the poorer sections of the society. Furthermore, the current international crises, 
India’s downturn, and stiff international competition reveal the need for India to reposition 
itself in regional and global markets and to develop dynamically its competitive advantage.  
 
 
 
 
 



16 

 
 

Private Sector Drivers 
 
While the Indian government takes a leading role in setting the development path, the private 
sector has become a key actor in recent years due to its growing share in the economy, 
influencing the development agenda of the country. As a primary driver of economic growth 
and employment creation, the private sector plays a central role in reducing poverty. In recent 
years, India has witnessed many companies becoming innovators of products, processes and 
business models that integrate sustainability into their business DNA: While large corporations 
like ITC or TATA seem to be leading in this race, many MSMEs are also successfully developing 
solutions that address social or environmental challenges (GOI, 2011). For instance, Jain 
Irrigations has successfully brought irrigation systems to rural farmers, thereby raising their 
incomes through the efficient use of water, energy and fertilisers.  
 
Efforts to promote innovative businesses with a sustainable outlook are also undertaken by the 
National Innovation Council (NInC), Centre of Excellence for Sustainable Development of the 
Confederation of Indian Industry (CII-ITC-CESD) and other initiatives, such as the recently 
launched Millennium Alliance by USAID and the Federation of Indian Chambers of Commerce 
and Industry (FICCI). They aim to strengthen such sustainable and inclusive innovations, e.g. 
through helping innovative businesses to access seed and venture capital. For small business, 
integration into international supply chains and factors such as standards and buyer 
requirements are key drivers for adopting sustainability practices. Some of the larger 
businesses, such as ITC and TATA Group, have adopted sustainable business models 
motivated by their own initiative, as a factor to gain competitive edge, spurring innovation and 
creating a market for products (CII, 2007). Economies of scale have also benefitted the larger 
businesses in terms of costs savings (on the risk management side) and exploring and 
investing in new markets (on the opportunity side). 

Domestic Drivers 
 
Growing environmental concerns and adoption of international best practices have led to an 
improved environmental governance apparatus in the country. Until now, India has heavily 
relied on regulatory instruments, such as inspections, clearance certificates and emission cuts, 
to ensure compliance. India has an elaborate legal framework with over 200 relating to 
environmental protection. While MoEF gives ‘green clearances’ to businesses, since 2010 a 
National Green Tribunal has been responsible for effective disposal of cases relating to 
environmental protection and conservation of forests and other natural resources, including 
enforcement of any legal right relating to environment and giving relief and compensation for 
damages to persons and property. The media and civil society are also increasingly monitoring 
the environmental and social impacts of the private sector. Consumer awareness, however, is 
still in a nascent stage in India. Despite some degree of progress, monitoring of compliance 
remains a major challenge, especially with regard to the MSME sector, which is currently 
contributing about 70% of the industrial pollution (MoEF).  
 
Some of India’s large businesses drive the green growth agenda of the country and practice 
sustainability practices beyond compliance. Businesses like ITC, TATA and Mahindra 
increasingly acknowledge the business case and integrate sustainability holistically in their 
business model and management. The Indian companies who report according to Global 
Reporting Initiative’s sustainability reporting framework show that businesses see a value of 
managing, monitoring and reporting on their sustainability performance. While improved brand 
reputation is cited as the most common reason for adoption of new sustainable models, 
stakeholder consultations also revealed numerous other reasons. Among the other benefits 
cited were increased competitive advantage, better innovation of products and services as well 
as business models and processes, and reduced costs. Besides internal drivers for adopting 
sustainable business practices and performance, companies are seeking to meet a variety of 
stakeholder demands for increased transparency and sustainability. A recent study provides 
evidence that consumers prefer ethically certified products over non-certified alternatives and 
are willing to pay a price premium for such products (Sequiera, et al., 2011).  
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International Drivers 
 
Integration into the world economy has obliged export-oriented private sector companies to 
comply with international environmental and social standards and adopt more sustainable 
business practices. To access markets and capital, companies have to meet the listing 
requirements of international stock exchanges, and increasingly these exchanges are 
influencing sustainability practices of the companies. MSMEs with links to global value chains, 
for example in the textile sector, realise that international buyers increasingly look for 
sustainability performance and compliance to international social and environmental standards 
(e.g. ISO 14000, REACH). The influx of FDI, mostly by large multinational companies, often 
stimulates increased attention to environmental issues amongst domestic businesses, 
particularly where the latter undertake subcontracts that encourage or require them to comply 
with certain practices. As a recent trend, banks and investors look for non-financial 
performance, assessing risks related to the company’s environmental, social and governance 
performance. 
 
The establishment of subsidiaries by Indian companies in countries relatively more advanced in 
implementing environmental and social standards exposes them to better environmental and 
social governance practices. This exposure enables them to implement similar practices at 
home, which might also lead to an overall improvement in the environmental and social 
governance apparatus. Spillover effects of the adoption of such practices and environmentally 
friendly technologies may reduce adverse impacts on the environment and improve working 
conditions, potentially having a multiplier effect on socioeconomic conditions in general. 
 

3.2 The current policy environment 
 
This section presents an overview of the current high-level policy guidance provided by the 
central government. In a federal country like India, which is characterised by its diverse 
structure, central-level policy-making relies in large part on state and local administrative 
levels to develop and implement strategies. Accordingly, national policies require customised 
implementation strategies at regional and local levels. Therefore, practical implementation of 
national policies differs between different Indian states. To ensure that regulations lead to their 
desired outcome, specific road maps for implementation that are tailored to the conditions of 
individual states could be an answer, taking into account the specific political processes of each 
individual state (see Bennett 1991: 229). Hence, other aspects, such as policy conditions, 
public opinion, the role of experts, and resource constraints, also need to be analysed (Pande, 
2001).  
 
Umbrella Policies 
 
Taking India to a green or sustainable and inclusive growth path requires integrated and 
coordinated action across different ministries and other key stakeholders like the private 
sector. Unlike other countries in Asia, such as Vietnam, which is currently developing a green 
growth strategy as a basis for restructuring its economy and growth model, India lacks a 
coherent and comprehensive policy framework, and efforts are often uncoordinated or taking 
place in political silos.  
 
However, different framework policies exist, providing an orientation for sustainable and 
inclusive growth in India. This section introduces the umbrella policies governing the green and 
inclusive growth agenda in India. The authors recognise that the set of policies discussed 
below are limited, and the aim is not to analyse each one in depth but rather to understand 
the policy landscape in order to identify and select case studies that will be thoroughly studied 
subsequently. 
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Specific issues identified towards environmental management are 

• Increasing the share of new and renewable energy to 15% by 2020; 

• Securing ecology of watersheds and catchments; 

• Obtaining Cumulative Environmental Impact Assessments (CEIAs) for vulnerable 
regions; 

• Carrying capacity studies in selected river basins;  

• Maintaining acceptable water quality and quantity by controlling pollution of water 
resources; 

• Restoration of wetlands and lakes; and  

• Managing wastewater discharge from industrial and commercial establishments. 

In order to develop a road map for a transition to a low-carbon economy, the Planning 
Commission set up an Expert Group on Low Carbon Strategies for Inclusive Growth. The 
recommendations provided to the Planning Commission in an interim report focus on power, 
transport, industry, buildings and forestry (GOI, 2011). To combat climate change and to 
reduce effectively India’s emission intensity over the years, the 12th FYP stresses the need for 
action on the following: 

• Research and Development (R&D). Increasing spending on R&D from the current 
0.9% to 2% of GDP by the end of 2017, recognising the importance of research for 
breakthrough innovation in key sectors like energy, water management, farm 
production, medical research, and waste disposal; 

• Promoting the development of clean energy sources. On the supply side, the focus 
is on developing hydropower as well as solar, wind and second-generation biofuels, 
as well as adopting supercritical technology in coal-based thermal power 
generation. On the demand side, accelerating the adoption of super-efficient 
appliances through a combination of market and regulatory approaches is 
emphasised;  

• Expanding and improving efficiency of public transport systems and promoting fuel 
efficiency in vehicles through regulatory and market-based approaches. Improving 
efficiency of rail freight transport and completing a dedicated rail corridor; 

• Developing financing mechanisms that are transparent and equitable to enable 
existing energy-intensive, small and medium plants in industries like iron, steel and 
cement to adopt green technology at an accelerated pace; and 

• Developing agro-climatic zone-specific water harvesting and management 
technologies to enable rural communities to become resilient to the effects of 
climate change. Another measure is the development and genetic improvement of 
agricultural crops to develop a flexible portfolio of plant varieties that can thrive 
under extremes. 

 
National Action Plan on Climate Change, 2008 

 
In response to international trends and negotiations, in 2008 India launched the National 
Action Plan on Climate Change (NAPCC), its plan on mitigation and adaptation. The plan 
includes India’s voluntary commitment to reduce by 20-25% the emissions intensity of its GDP  
by 2020, which also will help in achieving its energy goals (CDKN, 2012). Together with the 
12th FYP, the NAPCC creates the broader framework for sustainability-oriented policy 
measures. The NAPCC outlines the government’s overall strategy for confronting the 
challenges posed by climate change. Within the NAPCC, the government identifies eight 
targets called the National Missions, which form the core programme to ‘achieve national 
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growth objectives through a qualitative change in direction that enhances ecological 
sustainability’. The eight National Missions are 

• National Solar Mission; 

• National Mission for Enhanced Energy Efficiency; 

• National Mission for Sustainable Habitat; 

• National Water Mission; 

• National Mission for Sustainable Himalayan Ecosystem; 

• National Green India Mission; 

• National Mission for Sustainable Agriculture; and 

• National Mission for Strategic Knowledge for Climate Change. 

The implementation of the National Missions is a cross-cutting task that requires several 
ministries to work in coordination. This poses a real challenge given the lack of effective 
coordination between ministries on climate change issues so far. In fact, the governance 
structure of some Missions already mirrors this need for a cross-sectoral approach. For 
example, the National Solar Mission is steered by an inter-ministerial steering group, chaired 
by the Minister for New and Renewable Energy and composed of representatives from all 
relevant ministries and other stakeholders.  

Under the NAPCC each state is also required to draft and submit its own State Action Plan on 
Climate Change (SAPCC). This provides an opportunity for every state to identify pertinent 
issues with respect to climate change and subsequently act on them. In this context, Himachal 
Pradesh became the first Indian state to embark on a road to becoming carbon neutral by 
2020 after negotiating a large (US$450 million) loan on sustainable environmental growth and 
climate change with the World Bank.  

 

Integrated Energy Policy (IEP), 2006 

 
The Integrated Energy Policy (IEP) developed by the Planning Commission and adopted by the 
Indian government in 2006 draws up an energy policy for India with a view to reliably meeting 
the demand for energy services of all sectors at competitive prices and hence lays out India’s 
energy strategy for the next 25 years. The IEP assumes that a GDP growth rate of 8-10% is 
necessary to alleviate poverty, involving a significant increase in the demand for energy from 
all sectors. It identifies that coal shall remain India’s most important energy source until 2031-
2032 and possibly beyond. In this context it emphasises setting up clean coal combustion 
technologies and pursuing new coal extraction technologies given the increasingly high 
demand for coal. However, it stresses that the country would need a paradigm shift for the 
energy sector as a whole, in view of the social, economic and environmental impacts of fossil 
fuels and their limited availability. Therefore, the approach of the Commission is directed to 
realising a cost-effective energy system and meeting the increasing energy demand through 
safe, clean and convenient forms of energy at the least cost in a technically efficient, 
economically viable and environmentally sustainable manner. The IEP gives recommendations 
with a focus on efficiency improvement, Demand Side Management (DSM), correct pricing of 
energy, R&D on alternative energy forms, equity in energy availability to the poor, and Energy 
Service Companies (ESCO). It presents four strategies as responses to India’s energy-related 
challenges: (1) energy diversification and efficiency; (2) catalysing investment in energy 
diversification; (3) energy by a combination of market competitiveness, regulatory 
intervention, energy pricing changes and effective subsidies, strengthening diplomacy; and (4) 
demanding accountability for environmental externalities. In sum, the IEP provides a 
comprehensive set of energy policy recommendations for the government to achieve economic 
growth and to address adverse environmental impacts and security concerns. 

In the context of securing energy supply, the IEP recommends increased use of traditional and 
alternative sources, such as oil, liquid natural gas, nuclear and renewable energy. The 
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emphasis is still on coal use, which the IEP indicates may provide most of India’s energy needs 
even beyond 2030. In addition to deepening traditional energy production, the IEP underlines 
the increased importance of renewable energy and energy efficiency. While it suggests the 
utilisation of time-bound subsidies to spur investment in renewable energy, policies to 
minimise energy intensity are further stressed. The IEP also proposes additional measures, 
such as energy-efficiency labelling, public transport development, production of fuel-efficient 
vehicles, and increased R&D in technological innovation by funding educational institutions 
(GOI 2006).  

The government has been partially successful in achieving some of the IEP goals. Substantial 
efforts were undertaken to increase the alternative and renewable energy generation capacity. 
Additionally, the National Electricity Policy, 2005, and the Tariff Policy, 2006, promote 
renewable energy investment by pricing it competitively with conventional energy. The IEP 
also led to further policies that resulted in the introduction of labelling requirements and 
building codes in an effort to reduce energy intensity and the energy-efficiency trading scheme 
‘Perform, Achieve, Trade (PAT)’ further elaborated on below. 

 
National Environment Policy (NEP), 2006 
 
The National Environment Policy (NEP), 2006, creates an integrated approach for 
environmental conservation, livelihood protection and the integration of environmental 
concerns into economic and social development. Building on earlier policies, the NEP shows the 
government’s commitment to improving environmental conditions while promoting economic 
prosperity nationwide. Its key environmental objectives include conservation of critical 
environmental resources, intra-generational equity, livelihood security for the poor, integration 
of environment in economic and social development, efficiency in environment resource use, 
environmental governance, and enhancement of resources for environmental conservation. 
The MoEF is responsible for implementing the NEP, which promotes mainstreaming of 
environmental concerns into all development activities, advocating important environmental 
principles and identifying regulatory and substantive reforms. With respect to regulatory 
reforms, the NEP recommends revisiting the policy and legislative framework, including 
application of a mix of civil and criminal sanctions, adoption of innovative economic 
instruments, and public-private partnerships in strengthening environmental compliance and 
enforcement. While the NEP acts as a key policy document that lays down the principles for 
sustainable development, it does not give orientation for an economic restructuring and 
integrating of environmental concerns into socioeconomic policy-making, but has a focus on 
environmental conservation (Singh, 2009).  

 

National Manufacturing Policy (NMP), 2011 

 
While MoEF is seen as the primary authority for sustainability concerns, sustainability 
measures are slowly being integrated in policies of other Ministries as well. The National 
Manufacturing Policy (NMP) announced by the Ministry of Commerce and Industry (MoCI) in 
2011 targets a 25% share of manufacturing in GDP until 2025 (MoCI, 2011). The emphasis is 
on ecological sustainable manufacturing, ensuring environmental sustainability through the 
utilisation of green technologies, improving energy efficiency, improving utilisation of natural 
resources and restorating of degraded ecosystems. The policy promotes the integration of 
sustainable production into business practices for India’s 27 million MSMEs, which are 
extremely important for both the Indian economy and society. However, it remains silent on 
how MSMEs are supported in making this transition. Limited access to capital and technology, 
underdeveloped infrastructure, inadequate R&D opportunities and the lack of awareness of 
technological alternatives constrain MSMEs to acquire environment-friendly technologies. To 
enable a sustainable transformation of the sector, incentives and support mechanisms to 
upgrade technologies will be needed. Although it is still too early to analyse the success of 
implementation and impacts, embedding ecological concerns in the NMP of 2011 reflects the 
rising importance of sustainability in economic policies.  
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Regulatory approaches 
Regulatory approaches require government agencies to restrict or direct the activities of 
regulated parties using terms and conditions within statutory and regulatory instruments, 
operating permits, licences, approvals or codes of practice. A regulatory approach to 
environmental management is more prescriptive in nature, e.g. capping pollution levels or 
mandating the use of a type of equipment to meet certain requirements. Such measures 
include technology standards or performance-based standards. These may be specified for a 
whole sector or for an industrial process that is used across several sectors. While the 
effectiveness of such a regulatory or ‘command and control’ approach is strong in theory, 
much depends on its implementation and the strength of the regulatory body and its control 
mechanisms and institutions. 

 

Environmental Impact Assessments (EIAs)  

 
A key instrument set up by the Indian government to counter environmental degradation and 
adverse impacts of development on society is the Environmental Impact Assessment (EIA). 
The purpose of EIAs is to identify, examine, assess and evaluate the likely and probable 
impacts of proposed projects on the environment and, thereby, to work out action plans to 
minimise adverse impacts. If the adverse effects of an investment project outweigh the 
proposed benefits, clearances should not be granted, and the project should be relocated or 
terminated. EIAs were introduced in India based on the Environmental Protection Act, 1986. 
This made mandatory EIAs and environmental clearance from the central government for a list 
of projects in 29 categories. By integrating environmental concerns in developmental activities 
at the time of initiating and preparing the feasibility report, an EIA aims to identify any adverse 
environmental impacts of a project and the appropriate countermeasures right from the start. 
The EIA also considers implications of the investment for local communities potentially or 
actually impacted. By contaminating land and soil, investments might cause loss in 
productivity, leading to water scarcity by lowering the water table, which also directly affects 
the socio-economic conditions of the impacted communities.  

Despite a sound legislative, administrative and procedural set-up, EIAs have not yet evolved 
satisfactorily in India, since they are often used as a project-justification tool rather than a 
project-planning tool to achieve sustainable development. Reports of scams and corruption, 
illegal development activities and misuse of the law have rendered efforts to contain 
environment degradation ineffective. For instance, despite imposing EIAs and mandating 
businesses to obtain clearances, the mining industry in the country has continued to displace 
communities and threaten livelihoods, biodiversity and ecological sustainability. An appraisal of 
the EIA system against systematic evaluation criteria revealed inadequate capacity of EIA 
approval authorities, deficiencies in screening and scoping of clearances, a poor quality of EIA 
reports, inadequate public participation and weak monitoring mechanisms. While these 
shortcomings are challenging, MoEF is continuously working on removing the existing 
constraints (Panigrahi and Amirapu, 2012). 

 

Star rating and labels 
 
The Bureau of Energy Efficiency (BEE) was established under the Energy Conservation Act, 
2001, with one of its key functions to develop minimum energy performance standards and 
labelling systems for equipment, appliances and buildings. The star-based rating system, 
which focuses on energy efficiency, awards one star for the least energy efficient and five stars 
for the most energy efficient. Star Labels provide standardised energy-efficiency ratings for 
different electrical appliances and indicate energy consumption under standard test conditions. 
This initiative has played an instrumental role in providing information on energy performance, 
enabling consumers to make informed decisions when purchasing appliances with a focus on 
simultaneously saving energy and costs. The star-labelling programme offers an interesting 
case for learning, when compared against the performance of other labels, such as the 
‘Ecomark’, which was launched in 1991 by MoEF, and helps in understanding how incentive 
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mechanisms for such labels should be structured to achieve maximum impact. Another area 
for research would be to look at the potential for labels to spur innovation by making 
businesses compete for better but also affordable technologies. 

 
Guidelines on Sustainable Development for Central Public Sector Enterprises (CPSEs), 2012 
 
The Ministry of Heavy Industries and Public Enterprises recently introduced guidelines that 
oblige Central Public Sector Enterprises (CPSEs) to contribute to sustainable development. The 
guidelines specify the mandate and scope of activities to be performed by CPSEs, obliging 
CPSEs with a net profit of less than US$18 million after tax to invest at least 0.5% of that 
profit in activities and projects to improve sustainability, and CPSEs with profits exceeding $18 
million after tax to invest US$90,000 plus 0.1% of those profits (GOI, 2012). A list of 
suggested activities and projects to be performed by the CPSEs includes measures on emission 
reduction, low-carbon strategy development and implementation, greening the supply chain, 
and sustainable development training for employees (GOI, 2012). The compulsory reporting 
could have a catalysing role in improving environmental performance of some of the most 
polluting industries, such as coal and steel. 

 
E- Waste (Management and Handling) Rules 

 
The E-Waste (Management and Handling) Rules provide an example of the government’s 
attempts to strengthen market development of green services such as recycling. Rapid product 
innovations and replacements combined with the rise in digital technology have resulted in 
growing e-waste streams. The framework brings focus on the fulfilment of extended producer 
responsibility and the need for environmentally sound processes through authorised recyclers. 
Waste management is a sector in which more private sector engagement is required to solve 
India’s challenges; however, functioning markets are needed. As per the rules, the e-waste 
generated by any individual, institution or bulk consumer needs to be disposed through 
organised recyclers approved by the Central/State Pollution Control Board. These rules apply 
to every producer, consumer and bulk consumer involved in the manufacture, sale, purchase 
or processing of electronic equipment or components. Producers and manufacturers of 
electrical and electronic equipment will be responsible for recycling of e-waste arising from 
their products. Currently, recycling is largely done in a rather unorganised manner. If 
implemented correctly, new formal employment opportunities could be created leading to 
green jobs in the formal recycling sector. Producers have to make consumers aware of the 
hazardous components present in the product and provide instructions for handling the 
equipment after its use along with the do’s and don’ts. As many different interests are involved 
in making the implementation of this policy work, a political economy analysis would  result in 
a better understanding of incentive mechanisms, from where recommendations for 
implementation could be developed. 

 
Market-based approaches 
 
Market-oriented, or market-based, approaches create financial incentives for the private sector 
to incorporate environmental concerns and pollution abatement into production or 
consumption decisions and find innovative solutions to continuously reduce abatement costs. 
They can differ from more traditional regulatory methods in terms of economic efficiency (or 
cost-effectiveness) and the distribution of benefits and costs. They include taxes, subsidies and 
cap-and-trade systems. Economists generally favour market-based policies over more 
traditional regulatory methods because they tend to be less costly, place a lower information 
burden on the regulator, and provide incentives for innovations. However, the role of market-
based instruments is still limited in India. There have been certain experiments but the scope 
and potential impact of these instruments remains unexplored. 
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Environmental Fiscal Reform 

 
Environmental fiscal reform (EFR) creates price signals for producers and consumers, which 
encourage them to reduce pollution as well as energy and resource use. It encompasses the 
phasing out of environmentally harmful subsidies as well as the introduction of environmental 
taxes, charges and fees, which ensure that polluters pay for adverse environmental effects, 
incentivising a shift to more environmentally friendly behaviour. EFR can reduce abatement 
expenditure of negative environmental impacts, generate revenues, spur innovation and 
improve competitiveness and technological upgrading of businesses. 

Although the NEP recognises the importance of economic instruments in achieving 
environmental goals, and the current 13th Finance Commission is emphasising the importance 
of incentivising green fiscal policies (FC, 2009), the use of fiscal instruments to promote 
environmental objectives in India has remained limited. A case study could undertake a 
broader political economy analysis of EFR, focusing on selected examples of EFR 
implementation in the Indian context. At the same time it could study how EFR may play a 
decisive role in improved implementation of certain legislations, for instance solid waste 
management and enhancement of resource efficiency. 

 

Fossil fuel subsidies 
 
The government of India recently began rolling back fossil fuel subsidies with a view to 
containing India’s fiscal deficit. The government spent over US$9 billion in 2010-2011 on 
subsidising fuel products: diesel, kerosene, LPG and, to a lesser extent, gasoline. Together 
with food and fertiliser subsidies, the government’s total subsidy expenditure in 2011-2012 
represented an increase of nearly 27% and significantly contributed to the deterioration of 
India’s fiscal balance (IISD 2012). The government has announced its goal of reducing total 
subsidy expenditure to 2% of GDP in 2012-2013 and further reducing it to 1.75% in following 
years. While the key factor behind these efforts is lack of funds, this cut in subsidies will have 
positive effects for the environment and the dependency of India’s economy on fossil fuels. 
Price increases are also expected to impact production costs and may spur energy efficiency in 
enterprises and incentivise adoption of alternative sources of energy. A concern of the current 
ad hoc reduction, however, is the lack of a structured approach to the phasing out of fossil 
fuels and the implications this may have for the future. The impact on the poor and MSMEs, in 
particular, as well as possible measures to reduce unwanted adverse social and economic 
effects should be analysed. 

 

Trading schemes 
 
Trading schemes have been launched recently in India and are meant to play an important role 
in achieving reduced emissions and low-carbon development in the most energy intensive 
sectors in India. The rationale behind emission-trading schemes is that they cap emissions at a 
given rate and allow emitters to trade emission rights among themselves in a market, leading 
to an efficient allocation of emissions. With similar logic, performance-related trading schemes 
set benchmarks – for energy savings, for example – and require underperformers to buy 
certificates (or pay fines) while producers that exceed the benchmark receive tradable 
certificates they can sell to underperformers. Being fairly new in India, little is known about the 
impact of these programmes. However, they do have the potential to contribute significantly to 
the concept of green growth. 

Perform Achieve and Trade Scheme (PAT), 2012 
The PAT is a performance-related trading scheme introduced by BEE under the Ministry of 
Power in 2012 to enhance energy efficiency in energy-intensive large industries. In March 
2007 BEE identified as Designated Consumers, for this purpose, industrial units and other 
establishments consuming energy more than the threshold in nine sectors, namely Thermal 
Power Plants, Fertiliser, Cement, Pulp and Paper, Textiles, Chloride-Alkali, Iron and Steel, 
Aluminium, and Railways. These Designated Consumers account for 25% of the GDP and about 
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‘Green finance’ – financing sustainable and inclusive growth 
 

India has implemented a number of initiatives that attempt to address sustainability concerns 
through market mechanisms. Fiscal instruments under the National Mission on Enhanced 
Energy Efficiency include tax exemptions for the profits made from energy-efficiency projects 
by ESCOs and Venture Capital funds, as well as a reduced VAT for energy-efficient equipment. 
A Partial Risk Guarantee Fund, a risk sharing mechanism, has been set up to provide 
commercial banks with partial coverage of risk exposure against loans made for energy-
efficiency projects. The fund charges a small fee on all projects seeing the risk guarantee. The 
Ministry of New and Renewable Energy, which is responsible for these instruments, aims to 
increase the availability and reduce the costs of investment capital for energy-efficiency 
investments; however, there are no quantitative targets. In addition, to accelerate 
investments in energy efficiency and to support the PAT scheme, India’s Renewable Energy 
Development Agency (IREDA) has financing schemes for nine areas.7 IREDA financial services 
include direct project financing, equipment financing, business development financing, loans 
for manufacturing facilities of energy-efficient equipment, and loans to banks and financing 
institutions for on-lending. These financial services are partly funded by the state budget. No 
information on impacts, costs and benefits is available on these instruments.  

 

Voluntary and information-based initiatives 
 

Voluntary and information-based initiatives are neither explicitly regulatory nor market-
oriented and are increasingly used in practice. Often, these approaches combine elements of 
regulatory and market-based incentive policies. Examples of such measures include 
requirements for disclosure of environmental, social and governance aspects and performance. 
Disclosure requirements aim to minimise inefficiencies in regulation associated with 
asymmetric information, improving market transparency. Collecting environmental 
performance information and making it publicly available allows investors, government 
agencies and consumers to be better informed about the environmental and social 
consequences of their production and consumption decisions. Such instruments may 
encourage more environmentally and socially benign business practices. Without monitoring, 
however, information disclosure might not result in an efficient outcome. 
 

National Voluntary Guidelines on Social, Environmental and Economic Responsibilities of 
Business (NVGs)  
 
The NVGs released by the Ministry of Corporate Affairs in 2011 promote responsible behaviour 
as a core business strategy beyond philanthropic activities and call on companies to integrate 
environmental, social and governance concerns into their core business practices. NVGs 
provide businesses a framework that enables them to move towards responsible decision-
making and urges them to adopt the ‘triple bottom line’ approach. 

The national voluntary guidelines consist of nine core principles, namely 

• Principle 1: Businesses should conduct and govern themselves with Ethics, 
Transparency and Accountability; 

• Principle 2: Businesses should provide goods and services that are safe and 
contribute to sustainability throughout their life cycle; 

• Principle 3: Businesses should promote the well-being of all employees; 

                                          
 
7 The nine areas covered are: Small hydro power, medium and large hydro projects above 25MW, wind energy, bio-
energy, solar energy, energy efficiency and energy conservation, biofuel/alternative fuel, new emerging technologies, 
and development activities/new initiatives. 
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• Principle 4: Businesses should respect the interests of, and be responsive towards 
all stakeholders, especially those who are disadvantaged, vulnerable and 
marginalised; 

• Principle 5: Businesses should respect and promote human rights; 

• Principle 6: Business should respect, protect, and make efforts to restore the 
environment; 

• Principle 7: Businesses, when engaged in influencing public and regulatory policy, 
should do so in a responsible manner; 

• Principle 8: Businesses should support inclusive growth and equitable development; 
and 

• Principle 9: Businesses should engage with and provide value to their customers 
and consumers in a responsible manner. 

One objective of the guidelines is to encourage the adoption of sustainability reporting and 
mainstream disclosure of environmental, social and governance policies, practice and 
performance of companies. The NVGs argue for a business case for the adoption of sustainable 
business practices. They put forward the view that this leads to enhanced revenue growth and 
market access, cost savings, increased access to capital, better risk management and 
improved brand value and reputation (MIT Sloan, 2009).  

These guidelines were developed in a multi-stakeholder process and are supported by a 
number of Indian stakeholders, contributing to a consensus among public and private entities 
with regard to sustainable growth of the country. Since the release of the guidelines in July 
2011, a number of other ministries and public bodies have created further policy instruments 
on the basis of the NVGs, like the Securities Exchange Board of India (SEBI) mandate 
mentioned below. While sustainability-oriented investors have welcomed this development, it 
remains to be seen whether a significant share of companies will voluntarily adopt and report 
according to the guidelines. 

 

Environmental, Social and Governance (ESG) reporting, 2011 
 
In 2011, the Indian capital market regulator, the Securities Exchange Board of India (SEBI), 
announced its intention to mandate the top 100 listed companies by market capitalisation on 
the Bombay Stock Exchange (BSE) to disclose information on measures undertaken to cover 
the key principles of the NVGs as part of their annual reports. More recently, in August 2012, 
SEBI published a circular formally setting out this mandate and requiring the inclusion of 
Business Responsibility Reports (‘BR reports’) as part of the Annual Reports for the top 100 
listed entities (SEBI, 2012). This is to make sustainability performance information available 
for investors to refer to in order to support their investment decision-making process (GIZ, 
2012). With this development, financial markets and investors become important actors to 
monitor businesses’ sustainability performance. 

 

Companies Bill, 2011 
 
The MCA recently proposed the Company’s Bill 2011, bringing the traditional understanding of 
CSR and philanthropy into the broader policy framework. While not mandating specific 
spending on CSR, it encourages companies with an investment of over $92 million or turnover 
of over $184 million of net profits to spend at least 2% of annual net profit on CSR activities 
(GOI, 2011). The CSR Policy under the Company’s Bill indicates the scope of activities to be 
undertaken; it includes those with a focus on ensuring environment sustainability and social 
business, while also stressing gender quality, employment-enhancing vocational skills, etc. 
While the bill does not penalise non-compliance, it does mandate companies to disclose 
reasons in cases of non-compliance. 
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GREENEX 
 
The Bombay Stock exchange launched the GREENEX index in 2012 that benchmarks the 
carbon footprint of companies. It identifies the top 20 companies based on estimated 
greenhouse gas emissions; free-float market capitalisation and turnover are included. The 
listed companies are relatively energy efficient and are meant to be further encouraged by the 
GREENEX to work towards improving their environmental sustainability. The index is targeted 
at retail as well as institutional investors, such as asset managers and pension funds, looking 
for investments in companies with strong long-term prospects and a low carbon footprint. 
GREENEX is expected to enable investors to take more informed investment decisions on 
companies according to their economic performance as well as carbon intensity. This responds 
to an increasing shift of investors’ interests away from just the fiscal aspect of quantitative 
growth and towards more (environmentally and economic) sustainable business models. 
Accordingly, the BSE GREENEX aims to create a market-based response mechanism for 
businesses and investors to use quantitative and objective performance based signals, to 
assess ‘carbon performance’. The index is expected to promote responsible business practices 
among other companies that pursue a listing in the GREENEX. This might in turn lead to a 
broader effect of the GREENEX, also within value chains of listed companies. The impact of 
such initiatives on investor decisions, their influence on consumer behaviour, and their effect 
on business’s long-term strategic orientation provide a promising case for further in-depth 
research and lessons learnt.  

 

Non-government initiatives 
 
These initiatives are directed at specific sectors, industries and target groups to achieve 
environmental, energy-efficiency and green growth objectives in general through (1) requiring 
the private sector to set specific environmental or social goals, (2) raising private sector 
awareness and encouraging process improvements, (3) publicly disclosing private sector 
participation, and (4) labelling environmentally and socially responsible products. These 
methods are not mutually exclusive. 

 

ITC Limited 
 
As one of the most cited examples of a business that incorporates sustainability into its core 
business, a review of ITC (formerly known as the Imperial Tobacco Company) offers insight 
into how a business model can be socially inclusive as well as environmentally responsible 
while generating significant inputs and revenue for the company. For instance, ITC’s Social and 
Farm Forestry Programme organises wasteland owners into forest user groups who are trained 
in silviculture, land development and plantation maintenance. Extension services support them 
with a package of loans and supplies of high-yielding, disease-resistant clonal saplings 
developed at ITC’s R&D Laboratory at Bhadrachalam (ITC, 2012). The programme sets up a 
village development fund from the loans that are repaid from revenues and utilises the same 
to develop infrastructure, such as watersheds. It has provided 40 million person-days of 
employment, particularly among tribal and marginal farmers. Effectively feeding a social and 
environmental dimension to its business case, ITC has planted 365 million saplings to provide 
pulpwood for ITC’s paper mills (ITC, 2012). While ITC is facing a lot of criticism, the initiative 
might be a good example of a company combining its need to improve and diversify its supply 
structure with environmental conservation and livelihood creation. 

 

Green building movement  
 
The concept of ‘green buildings’ is an approach to improve energy- and resource-efficiency in 
buildings, combining an array of practices and techniques to save water, energy and materials 
in the construction and operation of buildings. With an ever-increasing demand for commercial 
and residential space, environmental concerns in the building sector have given rise to India’s 
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green building movement. Selected private sector actors in India are interested in pushing this 
agenda forward even without government intervention. The objective is to create a market to 
reduce the operating cost of buildings as well as the adverse impact of buildings on 
environment and health. Internationally, voluntary building-rating systems have been 
instrumental in raising awareness and popularising green buildings. 

India currently has two major rating systems for green buildings, largely driven by the private 
sector. The Leadership in Energy and Environment Development (LEED) India, run by the 
Indian Green Building Council, mainly focuses on energy-efficiency measures in air-conditioned 
(AC) buildings. The Green Rating for Integrated Habitat Assessment (GRIHA), a system 
developed by The Energy and Resources Institute (TERI) and the Ministry of New and 
Renewable Energy, attempts to account for India’s agro-climatic conditions and in particular 
the predominance of non-AC buildings. Accordingly, it is a ‘green building design evaluation 
system’, meant to suit all kinds of buildings in different climatic zones of the country. The 
green building movement in India began with a modest 6,000m2 of green buildings in 2003, 
and today stands at more than 300,000,000m2 with 1,400 registered green buildings projects, 
making India second in green building after the US (IGBC). Currently, the green building 
market is growing at a rate of 30-35% per year (CII-GBC, 2011). 

The green building impetus has also resulted in significant cost reductions: whereas in 2004-
2005 a ‘Platinum’ rated building used to cost 15% more to build than a regular commercial 
building, this premium fell to only 5% in 2011. Considering the savings in operating green 
buildings, the break-even point of investing in green buildings may be reached much earlier 
now. 

Table 4: The Indian green building rating systems  
 

LEED India Certification Levels TERI-GRIHA Certification Levels 

Certification 
Levels 

Points required Rating Points required 

LEED Certified 26-32 One Star 50-60 

LEED Silver 33-38 Two Stars 61-70 

LEED Gold 39-51 Three Stars 72-80 

LEED Platinum 52-69 Four Stars 81-90 

  Five Stars 91-100 

 
Source: Indian Green Building Council/The Energy Research Institute. 

 
Since the construction sector is very important for MSMEs, it would be interesting to analyse 
the impacts of the green building movement on innovation and employment especially in 
MSMEs. 

 
Selco Incubation Centre for South Asia 
 
Social enterprises increasingly contribute to sustainable and inclusive solutions, for example in 
the field of renewable energy. Under the framework of Indo-German bilateral cooperation, the 
Indo-German Energy Programme (IGEN) is helping the Small Scale Sustainable Infrastructure 
Development Fund (S3IDF) set up an incubation centre to support social enterprises that 
deliver clean energy services to the poor. The centre supports replication of successful rural 
energy enterprises’ business models in different underdeveloped states of India by providing 
business development services and facilitating peer-to-peer learning. The Bangalore-based 
solar lighting company SELCO represents the first model to be replicated in selected states of 
India. While it is difficult to quantify the total investment amount and turn over expected, the 
incubation centre expects participating entrepreneurs to receive seed funding, mostly grants, 
with the potential to generate revenue within only six months of investment. Selco Incubation 
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Centre estimates that two to three entrepreneurs would be ready for scaling up their business 
model by the end of two years.  

Incubators support market development by helping entrepreneurs to engage in new markets 
successfully and to explore niches, finally incentivising other players also to enter the market. 
Accordingly, the intention is to shift away from a grant-based approach to a commercial 
approach, creating a market for the development and supply of clean energy solutions in 
various parts of the country. Apart from replacing fossil fuels through clean energy 
technologies in rural areas, the project has the potential to create employment opportunities in 
new markets for the economic ‘bottom of the pyramid’. The programme expects medium 
enterprises to reach an average of 500 households per enterprise in the second year and 5,000 
households per enterprise after five years. Similar models could be replicated in other green 
sectors. This pilot project could provide lessons learnt on setting up a decentralised structure 
to provide clean technologies as well as on business models that address the ‘triple bottom 
line’.  

 

Promoting energy-efficient technologies in small scale industries  
 

Due to the importance of MSMEs for India’s economy, initiatives on sustainable and inclusive 
economic development need to address and be appropriately designed for smaller industries, 
too. The following case could potentially generate significant learning as to how environmental 
concerns (energy and resource efficiency) could be incorporated into MSMEs without putting a 
financial burden on entrepreneurs. Under the framework of Indo-German bilateral cooperation, 
the Indian Institute of Corporate Affairs (IICA) and GIZ, funded by the Federal Ministry for 
Economic Cooperation and Development (BMZ) along with the Foundation for MSME Clusters 
(FMC), launched a pilot to embed and integrate best practices for ‘Responsible 
Competitiveness and Inclusiveness’ in MSMEs in 2010. Using energy efficiency as an entry 
point, the project focuses on strengthening cluster development and facilitating the adoption of 
energy-saving measures in foundry units across three foundry clusters in North India. These 
foundry clusters are usually very energy intensive and rely on inefficient production processes 
that have both negative environmental impact (pollution, air, water, land and noise) and social 
consequences for the MSMEs.  

The project helped to introduce better technologies, leading to energy savings and carbon 
emission reduction in the three clusters. Cluster associations were supported with capacity 
building and started to play a significantly increasing role in (1) undertaking socially, 
environmentally and economically relevant cluster initiatives, (2) linking regional and national 
level initiatives to promote collective development goals, and (3) creating an enabling 
environment. The intervention reported an impact on workers’ health and safety, with a 
reduced number of accidents, and increased revenue due to the enterprises’ use of better 
technology, which led to a substantial reduction in the required quantity of coke. Beyond 
reducing the carbon footprint of the cluster, the estimated coke savings stand at 2,900 tonnes 
per annum. The carbon saved from energy-efficient practices can potentially be sold in the 
form of Certified Emission Reductions through CDM. 

The success of the intervention is reflected in the scaling up of the project with funding by the 
European Union. It is expected that this upscaling will further reduce the carbon footprint 
significantly, improve competitiveness and provide demonstration for further upscaling among 
similar clusters in India and other developing countries.  

 

Subsidised government programs 
 
Besides the overarching and more specific policies mentioned above, the government of India 
also provides sector-, industry- and target group-specific incentives, subsidies and guidelines. 
Among these, the Mahatma Gandhi National Rural Employment Guarantee Act (MNREGA) is 
probably the most renowned with also a lot of attention from the international sustainability 
discourse. 
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Mahatma Gandhi National Rural Employment Guarantee Act (MNREGA), 2005 
 
MNREGA is a job guarantee scheme that provides a legal guarantee of employment for up to 
100 days per year to adult members of rural households willing to perform manual and 
unskilled public work at the statutory minimum wage of now approx. US$2.47. The objective is 
to promote job creation and skill development, to improve purchasing power of poor 
households in rural areas, particularly of women and minorities, and to contribute to 
environmental protection at the same time. Permissible activities focus on environmental 
preservation, predominantly water and soil conservation, afforestation and land development 
works. MNREGA is regarded as a best practice of ‘Green Economic Policies’ by the United 
Nations Environment Programme (UNEP) (Sukhdev, Stone, & Nuttall, 2010). Nevertheless, the 
scheme is debated controversially. While positive assessments claim environmental effects of 
the scheme in Karnataka and the generation of more than 3.5 billion days of work reaching on 
average 30 million families per year, the scheme is often criticised for bad implementation, 
corruption and ineffectiveness. The overall effect of MNREGA on poverty, job creation, skill 
development, wages and rural development as well as environmental protection could offer 
interesting lessons for such programs. Especially the long-term effectiveness of such a purely 
governmental approach should be assessed as well as how MNREGA could be enhanced by 
involving the private sector to deliver better quality, offer long-term employment opportunities 
and promote market-oriented skill development. 
 

3.3 Proposed case studies for further analysis 
 
Based on the policy mapping of the previous section, this section suggests case studies that 
could be of interest for a more detailed analysis of policies and instruments and testing of the 
‘triple win’ hypothesis, i.e. economic growth, social inclusion/poverty reduction, and 
improvements in environmental sustainability. The policy mapping has shown that there are 
only a few policies that aim to meet growth and inclusion objectives at the same time. In 
addition, while the 12th Five-Year Plan, titled ‘Faster, Sustainable and More inclusive Growth’, 
serves as a framework for policy-making, no green growth strategy exists and hence policy 
coordination is low. The current kaleidoscope of initiatives is initiated by government actors 
that tend to operate in silos. Hence, there is no single policy that aims to restructure the 
current growth trajectory but rather a number of initiatives of which some focus more on 
environmental aspects while others emphasise either the need for increasing inclusiveness or 
economic performance in the country.  

Few policies exist that explicitly aim to address economic, social and environmental aspects 
simultaneously. However, one example of a policy that does do this is the new NMP, which 
aims to boost the manufacturing sector while at the same time promoting sustainable 
production and inclusion of MSMEs. The next year will show how this policy is being 
implemented and what lessons can be drawn.  

However, a number of policies or initiatives might still have the potential to deliver, or indeed 
may already demonstrate, these ‘triple wins’. While most of the policies are aimed specifically 
at achieving just one or two of the three objectives of interest, we made an initial assessment 
of their potential to impact on all three of the objectives, when we were selecting the case 
studies for inclusion. We also selected case studies based on the extent to which it seemed 
there were particularly useful lessons to be learnt from the policy process or implementation 
mechanism. We also assessed the relevance of the case studies to other countries, particularly 
other emerging economies like China, in order to facilitate the comparison of different 
countries’ approaches to similar problems, and to maximise the potential for wider lesson 
learning and knowledge exchange. Finally, we sought to identify case studies which had an 
interesting angle on the role of the private sector in achieving these triple goals. 

Accordingly, the following list of policies and initiatives constitutes the proposed focus for the 
main research phase that is planned as the next step in this programme. The selection of the 
cases has been made on the basis of desk research and consultations with a view to 
generating valuable lessons to inform policy. The main research phase will entail in-depth 
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analysis of a selection of these case studies, to assess their impact to date or to set up a 
baseline and monitoring framework that will enable us to undertake impact assessment and 
lesson learning in real time, as the policies or initiatives are introduced and implemented. This 
will also enable the research to feed into policy development and adjustment, thus generating 
real practical value for policy-makers in the countries of focus, as well as lessons of relevance 
for policy-makers in other countries.  

 The two overarching questions for further research are 
 
• What policy interventions have succeeded in incentivising or supporting business to 

undertake investment and innovation in green technologies and industries and 
greener business models? 

• What impact has this had on incomes, poverty, jobs and the environment/carbon 
emissions? 

 

                                          
 
8 https://www.recregistryindia.in/pdf/REC_india.pdf 

Identified Case 
Studies 

            Overview 

Generation Based 
Incentives for 
Wind Energy:  

To encourage investment in wind power generation, 
the Ministry of New and Renewable Energy (MNRE) 
introduced financial incentives for all new projects 
commissioned since December 2009, including 
generation-based incentives, accelerated depreciation 
and indirect tax benefits. Wind energy is regarded as 
an opportunity to provide cheap, non-polluting energy 
solutions in rural areas where grid-connected 
solutions are not feasible. 

Renewable 
Energy 
Certificates:  

 
 

To further promote renewable energy generation, 
MNRE has been issuing Renewable Energy Certificates 
(RECs) since 2011. The projects eligible under this 
scheme are technologies in the field of wind, solar 
photovoltaic (PV), solar thermal, biomass and hydro 
power. RECs are to be issued for 1 MWh of electricity 
injected into the grid from renewable energy sources. 
These certificates, which remain valid for a year, can 
then be traded, on Central Electricity Regulatory 
Commission (CERC) approved power exchanges, to 
obligated entities or voluntary buyers to fulfil their 
Renewable Purchase Obligation/Social 
Responsibility8(Soonee, et al., undated). 

The Perform 
Achieve and 
Trade (PAT) 

The Energy Efficiency Trading Scheme was introduced 
by the Bureau of Energy Efficiency under the Ministry 
of Power (MoP) in 2011 with the aim to reduce energy 
consumption in industries across India. The scheme 
currently affects designated consumers (DCs) in the 
following nine sectors: Power (Thermal), iron and 
steel, cement, fertilisers, railways, textile, aluminium, 
pulp and paper, and chloral and alkali. The scheme is 
a market-based mechanism to enhance cost 
effectiveness of improvements in energy efficiency of 
DCs, through certification of energy savings that could 
be traded. (Dube, et al., 2011).  

The E-waste 
(Management 

The rules were introduced in 2011 by the Ministry of 
Environment and Forests (MoEF), recognising the 
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9 http://bcas.du.ac.in/Conference_proceedings.pdf 

and Handling) 
Rules 

necessity of proper recycling of electronic waste 
and attributing the responsibility to the producers. 
According to recent data by the Manufacturers’ 
Association for Information Technology (MAIT), India 
generates about 380,000 tonnes of e-waste per 
annum, of which only 5% is recycled by formal 
recyclers; the remaining 95% is recycled in the 
informal sector.9 The Ministry expects that the rules 
that came into effect in May 2012 will encourage 
companies to spearhead recycling initiatives and to 
promote sustainable consumption. 

Innovation 
Cluster Initiative 
in the Foundry 
Sector 

The Department of Science and Technology (DST) 
supported technology innovation in select foundry 
clusters (Faridabad, Samalakha and Kaithal) through 
its Innovation Cluster initiative in 2010. Since the 
foundry sector is one of the highest emitters of 
carbon, the initiative is targeting a sector with major 
environmental impact by MSMEs. This pilot initiative 
contributed to technological upgrading and better 
operational practices in at least 100 cupola-based 
foundries. Cluster-based associations have been 
involved to sustain initiatives in the areas of 
technology upgrading, product development, waste 
management and recycling, market development 
initiatives, and leveraging development initiatives with 
international partners. Measures to improve energy 
efficiency through better practices and technologies 
have led to annual savings of 4,300 tons of coal in 
these units and annual savings estimated at Rs. 5 
crores (approx. €700,000). 

Star Rating and 
Labelling 
Program 

The Bureau of Energy Efficiency (BEE) launched the 
star labelling programme in 2006 as an energy-
efficiency rating scheme for electrical appliances and 
buildings. Labels have been created to standardise the 
energy-efficiency rating of various electrical 
appliances and indicate energy consumption under 
standard conditions. The star-based rating scale 
ranges from one star for the least energy efficient to 
five stars for the most energy efficient. The focus is 
also to encourage informed consumer decisions based 
on energy efficiency during electrical appliances 
purchases. The programme has seen considerable 
success and enabled the creation of a market for 
energy-efficient equipment.  

Selco Incubation 
Center for South 
Asia 

Under the framework of Indo-German bilateral 
cooperation, the Indo-German Energy Programme 
(IGEN) as part of its Renewable Energy Component 
(IGEN-RE) is supporting the Small Scale Sustainable 
Infrastructure Fund (S3IDF) to set up an incubation 
centre to help social enterprises deliver clean energy 
services to the poor. The centre will make use of the 
expertise of successful rural energy enterprises. In 
turn it will support replication of these existing 
business models in underdeveloped Indian states by 
providing business development services and 
facilitating peer-to-peer learning. Entrepreneurs will 
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work towards creating a market mechanism for the 
development and supply of clean energy solutions in 
the country. The programme is geared towards 
supporting social entrepreneurs promoting clean 
energy solutions.  

Mahatma Gandhi 
National Rural 
Employment 
Guarantee Act 
(NREGA) 

The MNREGA was launched in 2005 with the objective 
to enhance livelihood security of households in rural 
areas of the country by providing at least 100 days of 
guaranteed wage employment in each financial year 
to every household whose adult members volunteer to 
do unskilled manual work. The target group for the 
act is the Below Poverty Line population. MNREGA 
also aims to provide employment particularly for 
marginalised groups encompassing women and 
Scheduled Caste/Scheduled Tribes (SC/ST) groups. 
The works permitted under the act focus on 
contributing to environmental preservation. Works 
financed by the scheme seek and have to fall under 
either one of the work schedules or any other work, 
which may be notified by Central Government in 
consultation with the State Government. A positive 
assessment of the environmental effects of the 
scheme has been made in Karnataka and is currently 
being rolled out to other states. In the first two-and-
a-half years of operation, NREGA generated more 
than 3.5 billion days of work reaching on average 30 
million families per year. 

Green Building 
Movement 

With an ever-increasing demand for commercial and 
residential space, environmental concerns in the 
building sector have given rise to the green building 
movement in the country. Green buildings are 
considered to be resource efficient as they use less 
water, optimise energy use, conserve natural 
resources, generate less waste and provide healthier 
spaces for occupants, as compared to a conventional 
building. The green building movement in India has 
witnessed increasing numbers in built space that 
confirm to two different certification types. 249 
buildings have been ‐certified in line with an 
international green building called Leadership in 
Energy and Environmental Design (LEED), which is an 
internationally accepted benchmark for the design of 
such buildings. Complementing these efforts Green 
Rating for Integrated Habitat Assessment (GRIHA) 
has been developed as the National Rating System of 
India, conceived by TERI and developed jointly with 
the Ministry of New and Renewable Energy. It is a 
green building ‘design evaluation system’, suitable for 
all kinds of buildings in different climatic zones of the 
country. 

BSE-GREENEX The Bombay Stock Exchange (BSE) launched the 
GREENEX index in 2012 to benchmark the carbon 
footprints of listed companies against each other. The 
top 20 companies based on estimated greenhouse-
gas numbers, free-float market capitalisation and 
turnover are included. The aim is to create a market-
based response mechanism for businesses and 
investors to use quantitative and objective 
performance-based signals to assess ‘carbon 
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performance’. 
Environmental 
Fiscal Reforms 
(EFR) 

The government has implemented a programme on 
fiscal reforms to free up economic resources and/or 
generate revenues while helping to reach 
environmental goals. Using a number of fiscal 
instruments like cutting subsidies, levying taxes and 
duties, providing economic incentives to correct 
market failure in the management of natural 
resources and the control of pollution, EFR can reduce 
abatement expenditure of negative environmental 
impacts. EFR can address key concerns arising out of 
environment degradation that may threaten economic 
and health conditions of the poor, particularly in 
developing and least developed countries, improving 
resource efficiency of key economic activities, 
including sustainable use of natural resources. In this 
context a focus on effective phasing out of fossil fuel 
subsidies gains importance.  

Private sector 
engagement 

A selection of Indian conglomerates have adopted 
new business models designed to demonstrate and 
develop their competiveness and sustainable business 
practices in order to better meet the challenges of the 
21st century. One such example is ITC, an Indian 
conglomerate; it has established a Social and Farm 
Forestry Programme, which covers a total area of 
90,681 hectares. The programme claims to have 
provided 40 million person-days of employment 
among the disadvantaged, particularly tribal and 
marginal farmers. Effectively feeding a social and 
environmental dimension to its business case, ITC has 
planted 365 million saplings to provide pulpwood for 
ITC’s paper mills.  
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4 Green growth in China 
 

4.1 Growth, poverty reduction and environmental protection in China 
 

The current status of economic development, environmental protection and poverty 
reduction in China 

Economic development 
The basic shape of China’s recent economic development is now well documented. In the more 
than 30 years since the beginning of its reform and opening-up period in 1978, the country 
has achieved economic growth and transformation on an unprecedented scale, combining high 
rates of growth and rapid, if incomplete, industrialisation.  

In 1978, China’s GDP was just US$157.72 billion, a figure that reached US$3.54 trillion in 
2011 (constant 2000 US$) (WDI, 2012). A simple average of growth rates during that period 
gives a rate of 9.69%, substantially higher than both the global growth rate and the rates of 
other major developing countries (Figure 6) (WDI, 2012). In 2010, China overtook Japan to 
become the second largest economy in the world. 

 

Figure 5: Selected countries’ GDP growth rate, 1978-2011  

 
 

 

 

 

 

 

 

 

 

 

 
Source: WDI (2012). 

 

Per capita growth rates has been similarly impressive (Figure 7), with per capita GDP 
increasing from US$164.95 in 1978, and then jumping to US$2,634.71 by 2011 (constant 
2000 US$), a simple average growth rate of 8.8% per year (WDI, 2012). In 2011, China’s per 
capita GDP stood at US$5,429.61 (current US$), placing the country in the World Bank’s 
middle-income country classification (WDI, 2012). 
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Figure 6: Selected countries’ GDP per capita growth rate, 1979-2011 
 

 
Source: WDI (2012). 

 
However, despite rapid growth, China remains at the primary stage of a socialist market 
economy, featuring reliance on high-volume, low-value-added manufacturing; relatively low 
levels of scientific and technological innovation; and an environment heavily contaminated by 
high-polluting and resource-intensive businesses. Against the backdrop of ongoing 
industrialisation and urbanisation, many of the environmental and social problems that 
emerged only slowly in today’s developed countries have manifested themselves in China in a 
scope and concentrated timeframe that are also historically unprecedented.  
 
The question of how to balance economic growth and environmental protection, and in doing 
so to maximise the benefits of the poor in the growth process, is among the most significant 
challenges currently faced by the country. Its attempts to overcome this challenge are further 
complicated by contextual features including the ongoing impacts of economic crisis, increasing 
employment pressures, widening urban-rural gaps, global climate change concerns and other 
uncertainties. 
 
The unsustainable nature of the current model of economic development has become 
increasingly apparent, and since the inception of the 11th Five-Year Plan period (2006-2010), 
the Chinese government has been advocating approaches to economic development that 
prioritise economic restructuring and transformation. 

Environmental protection 
During the 11th Five-Year Plan period, the country made a number of notable achievements in 
terms of environmental protection. In 2008, China’s Ministry of Environmental Protection 
(MEP) was established, marking a change from an approach to environmental protection that 
depended largely on scattered administrative measures put in place within and across various 
government ministries, to a more comprehensive approach. This move also appears to reflect 
an increased level of attention at the highest levels of government to environmental concerns. 
 
Over the same period, government financial inputs into environmental protection increased 
significantly. In 2009, the State invested 452.5 billion RMB in environmental control and 
improvement, up 89.5% from 2005; the ratio of investments to GDP increased from 1.30% in 
2005 to 1.33% in 2009 (MEP, 2011a). In the same year, a total of 251.2 billion RMB was spent 
on urban environmental infrastructure, an increase of 94.8% compared to 2005 (MEP, 2011a). 
Standardisation of environmental monitoring stations in more than half of the nation’s counties 
and districts was completed, and investments in additional environmental monitoring, including 
an automatic network monitoring pollution sources, were initiated. Environmental issues were 
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also incorporated into development objectives, with the reduction in total emissions of major 
pollutants included as a binding target for economic and social development. 
 
Despite these recent actions, environmental deterioration has not been fundamentally 
contained. The MEP’s 12th Five-Year Plan suggests environmental protection legislation remains 
deficient, inputs insufficient, enforcement power weak, and supervision capacity relatively 
backward (MEP, 2011b). The nation continues to face a wide variety of environmental 
challenges. A brief summary of key issues noted in the literature include10  
 

• High levels of pollution in key watersheds and bodies of water; 

• Severe atmospheric pollution of some regions and cities, with emissions of 
major pollutants in many regions continuing to exceed environmental 
capacity; 

• Problems related to heavy metal, chemicals and persistent organic pollutants 
;  

• Oil and underground water contamination; 

• Serious ecological damage in some regions, resulting in degraded ecosystem 
function and vulnerable ecological environment;  

• Global environmental pressures such as biodiversity protection. 

 
In short, pressures on the environment, including a growing population, advancing 
industrialisation and urbanisation, suggest increasing energy consumption and generation of 
pollutants have both become important factors threatening human health, public security and 
social stability, and have the potential to act as environmental constraints on economic growth 
(MEP, 2011b). 
 

Poverty Reduction 
Since the inception of the reform era, economic growth has lifted many Chinese people out of 
poverty. According to the official poverty line, the number of Chinese poor was reduced to just 
26.88 million in 2010 from 250 million in 1978 (Information Office of the State Council, 2011), 
making China the first country to reach the UN Millennium Development Goal of halving its 
poverty rate.11 Progress was particularly impressive in rural areas, where the ratio of the rural 
poor to the total rural population was reduced from 30.7% to 2.8% (Information Office of the 
State Council, 2011). In 2011, in light of development needs, the Chinese government raised 
the poverty line in terms of average annual per capita net income from 1,196 RMB in 2009 to 
2,300 RMB in 2011 (constant prices in 2010), thus expanding coverage of poverty-relief 
programmes based on the official poverty line to 122 million recipients (NDRC, 2012). 

Alongside increases in income, the national social security system targeting poor populations 
has also been improving. Systems for pension support, health care, unemployment insurance 
and protection from the impact of work-related injuries as well as maternity coverage have 
developed and expanded to provide coverage for most of the urban population. In rural areas, 
pilot projects of the new rural social pension insurance scheme were launched in 2009 and 
have expanded the original financing channels of rural pension insurance. The new schemes 
have gained more fiscal support from the central and local governments, enabling a greater 
proportion of the target population (poor elderly people living in rural areas) to share in the 
benefits of national economic growth.  

Pilot projects of the ‘new rural cooperative health care’ system were initiated in 2003 and have 
expanded to provide coverage for the vast majority of rural residents nationwide. Up to the 

                                          
 
10 A full review of the current state of the environment in China is well beyond the scope of this review. For more 
information, see World Bank, 2011. 
11 While less austere international poverty lines unsurprisingly indicate a larger number of poor, they indicate a no less 
impressive reduction over time. 
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end of 2010, 93.3% rural households in key counties of the national development-oriented 
poverty alleviation plan have participated in such projects (NBS, 2011a). Primary health-care 
coverage has been achieved in rural areas through the formation of a three-tier health-care 
service network involving county-level health-care facilities, township hospitals and village 
clinics. As an effective supplement to public health care, numerous public-benefit and 
international organisations have made significant contributions to the reduction of endemic 
disease, maternal mortality and the mortality rates for infants and children under five in 
impoverished areas. 

With respect to the focus of this paper, it is worth noting that despite the Government’s 
remarkable achievements in providing basic health-care services and medical care for the poor 
in recent years, there remain serious concerns regarding environmentally related health 
problems in poverty-stricken areas. Notable concerns include the impact of air and water 
pollution (including, for example, heavy-metal contamination of agriculture), which has the 
potential to cause great damage to the health and property of poor people, especially 
members of already vulnerable groups like the elderly, women and children. 

The geopolitical characteristics of poverty are increasingly clear. After 16 years of large-scale 
and organized development-oriented poverty alleviation, China’s poor populations are mostly 
concentrated in central and western regions, living in rocky and extremely cold mountainous 
areas; deserts, both arid and semi-arid; and areas with other adverse natural conditions and a 
fragile ecological environment. In 2011 the State identified 14 destitute areas that lie in 
contiguous stretches, areas that can be divided into three categories according to their 
potential for ecosystem services and the status of the local ecosystem: First, remote and 
isolated poor areas with rich ecological services, such as regions inhabited by minorities in 
Sichuan and Yunnan; second, areas with rich ecological services but a fragile ecology, such as 
central Inner Mongolia; third, areas with inadequate ecological services and a gravely 
degraded ecosystem, such as Loess Plateau (Jin, 2011). 

 
The developmental stages of green growth in China 
 
In this section, we put the development of thinking about green growth in China in historical 
perspective and shed some light on the interaction between three areas of consideration. 
 

Phase 1 (1978-1992): Economic revival, poverty reduction, and environmental deterioration 
In 1978, as China began its reform and opening up, the household contract responsibility 
system replaced the collective management system of the people’s commune period in rural 
areas. As a result, ordinary rural households could use means of production (e.g. land) that 
could previously only be used collectively, and could make their own decisions on planting and 
management. This significant change in production and allocation practices is credited with 
motivating farmers’ enthusiasm for production and improved unit output of land. Subsequent 
reforms, including changes in farm produce pricing, the marketisation of township enterprises, 
and the introduction of rural finance and labour markets, further empowered farmers. Factors 
of agricultural production flowed increasingly freely, and rural China was rejuvenated. 

In this period, the incomes of rural residents increased sharply. The per capita net income of 
farmers increased from 160.2 RMB in 1979 to 784 RMB in 1992, an increase of nearly five 
times (NBS, 2002a). Agricultural production structures were enhanced, and diverse market-
oriented planting models replaced the simple model of planting grains that had prevailed prior 
to reform. Reform was not limited to traditional agriculture, with forestry, animal husbandry 
and fisheries all enjoying development, though to different degrees and with variations in the 
institutional arrangements created in these sectors during reform.  

Infrastructure and basic services (e.g. health and education) in rural areas also improved. 
Moreover, the Chinese government established the ad hoc State Council Leading Group Office 
of Economic Development for Poor Areas, in 1986 (renamed the State Council Leading Group 
Office of Poverty Alleviation and Development, in 1993), which was responsible for organising, 
leading and coordinating development-oriented poverty alleviation in poor areas. Since 1986, 
poor populations have dropped sharply, and poverty headcount was cut from 30.7% in 1978 to 
8.8% in 1992 (NBS, 2004). 
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However, alongside the improvements in material well-being and social development 
associated with the diversification of management models described above, the prevalence and 
severity of environmental problems in rural areas began to increase. In the 1980s, township 
enterprises were expanding rapidly, injecting vitality into rural economic development; 
however, most were backward in craftsmanship, extensive in management, and short of 
pollution-treatment equipment (especially water and air pollution), and they wreaked havoc on 
the rural environment. The vast majority of township enterprises were scattered across rural 
China, and many were pollution-intensive enterprises (for example, those in paper 
manufacturing, cement, textile, and food-processing industries) that were either started in or 
shifted to rural areas. 

In urban areas, market reforms also incentivised economic development. Under Deng 
Xiaoping’s ideological guidance of ‘allowing some people to get rich first’ and ‘fording the river 
by feeling for the stones’, reform first started in south-east coastal areas. The establishment of 
special economic zones like Shenzhen and Zhuhai contributed to increases in foreign direct 
investment, attracting more and more rural surplus labour to eastern coastal areas, 
supplementing the demand for labour force in the process of industrialisation and urbanisation.  

Gradually, the manufacturing and processing industry became the dominant part of the 
national economic development pattern. As the reform and opening-up process deepened, the 
Pearl River Delta growth pole expanded to the Yangtze River Delta, radiating influence on the 
whole country, not least through demands for labour in the east and the resulting remittance 
flows back to the centre and west of the country. While bringing about economic benefits, the 
economic growth pattern also caused damage to the environment. Air, water and soil pollution 
worsened, with 78% of river stretches passing cities deemed unsuitable as a source of drinking 
water and 50% of urban underground water contaminated (China Environment Net, 2008).  

In response, the early years of the reform period saw an increase in the drafting of 
environmental protection legislation that would provide the basis for a system of 
environmental laws and standards better adapted to a market economy. In 1979, The 
Environmental Protection Law of the People’s Republic of China (for Trial Implementation) was 
promulgated, which put environmental protection onto the legislative track and expedited 
development of environmental protection. In 1986, Management Regulations of Environmental 
Protection for Construction Projects was enacted, which further specified pollution treatment 
for the projects under way. The establishment of the National People’s Congress Environmental 
and Resources Protection Committee lent further momentum to the legislative process, 
accelerating the development of environmental protection legislation in the 1990s. In 1994, 
the Guideline for Environmental Impact Assessment was issued, which clarified environmental 
assessment standards for project construction.  

In summary, the decade and a half following the inception of large-scale reforms in 1978 
brought about tremendous economic and social change in both rural and urban areas. These 
reforms promoted economic development and reduced the size of poor rural populations, but 
tended to promote forms of industrial development associated with environmental 
deterioration, thus dealing a huge blow to water, land and other natural resources. Except for 
the development of basic environmental protection legislation in this period, environmental 
protection and resource management did not keep up with economic progress sufficiently to 
bring about green growth. 

 

Phase 2 (1992-2000): Industrialised economic development and environmental degradation 
accelerate; poverty-environment linkages are acknowledged 
In 1992, with the 14th Party Congress as the turning point, the emphasis of economic system 
reform was shifted to the establishment of a ‘socialist market economy’, signalling the gradual 
adoption of markets as the organising principle for much of the country’s economic activity. As 
a part of this shift, the State introduced a series of policies fostering and supporting the non-
public economy, which brought about a surge in the opening of individual private enterprises, 
boosting the non-public economy and contributing to further increases in national income. 
Measured according to Basic Criteria of National People’s Moderate Prosperity Living Standards, 
in 2000, 95.6% of people nationwide were moderately well off, and the living standards of 
urban and rural residents met the basic criteria of moderate prosperity.  
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The processes of industrialisation and urbanisation that underpinned this improvement in well-
being brought with them significant changes in the use of land and other natural resources. 
Large quantities of farmland were converted to non-arable land, which, in conjunction with the 
impacts of environmental pollution and ecological degradation, resulted in continued reductions 
in the quantity of available farmland resources in rural China. With the development of 
industry, the demand for energy rose at an accelerated pace. As is the case today, coal 
constituted the majority of China’s energy mix, and while use of coal resources increased from 
13.93 million tons of coal exploited in 1979 to just 20.65 million tons in 1992, by 1996 nearly 
1 billion tons of coal were being exploited annually (NBS, 2002b; Shanxi Coal, 2002). In 
Shanxi province alone, 6,250 township coal mines were reported to the State in 1998, 56.3% 
of which were productive mines (Zhang, 2000). This figure excludes an unknown (though 
thought to be large) number of illegal small-scale mines, which have tended to use traditional 
exploitation and processing approaches that damaged surface water, soil and air. Such mines 
are often important sources of employment and income for nearby impoverished households, 
but they carry significant livelihood risks due to poor production conditions and frequent 
accidents. 

After 1990, controls on food prices were further loosened, leading to additional increases in 
farmers’ incomes. The per capita net income of rural households jumped from 708.6 RMB in 
1991 to 2253.4 RMB in 2000, an average annual increase of 4.8% in real terms (NBS, 2008). 
Per capita living expenses increased over the same period, from 619.79 RMB in 1991 to 
1670.13 RMB in 2000, eroding some of the poverty reduction effect of income gains; however 
the Engel coefficient (a measure of the proportion of income spent on food) fell from 57.6% in 
1992 to 49.1% in 2000 (NBS, 2008).  

During this phase of China’s reform-era development, the country’s poverty reduction efforts 
began to take new forms. In 1994, on account of changes in the distribution of the poor 
population, the Seven-Year Program to Help 80 Million People Out of Poverty specified that the 
State would amass human, material and financial resources, mobilise all sectors of the society, 
and try to ensure food and clothing availability for all poor rural residents within seven years. 
This programme was the first development-oriented plan of action to aid the poor with clear 
objectives, targets, measures and a deadline. By the end of 2000, its objectives had largely 
been fulfilled, with poor populations reduced to 94.22 million and poverty headcount to 10.2% 
(Information Office of the State Council, 2011). By the turn of the millennium, the spatial 
characteristics of the growth process and the policy responses to poverty had resulted in a 
context in which remaining poor populations were largely concentrated in areas with adverse 
natural conditions, fragile ecology and weak infrastructure. 

The outstanding features of this period with respect to the environment and sustainable 
development were the continued aggravation of ecological problems associated with the 
prevailing model of economic development and the expansion of public sector approaches to 
environmental protection. By the 1990s, policy-makers at the national level had realized the 
urgency of environmental protection and were increasingly making links between 
environmental concerns and national development, explicitly pointing out the need for a 
‘sustainable development path’. The State promulgated key documents, including the Ten Key 
Responses to Environment and Development of China and China’s Agenda 21: White Paper on 
China’s Population, Environment and Development in the 21st Century, along with other more 
specific implementation rules, in an attempt to put forward overall sustainable development 
strategies suited to the realities of population, environment and development. These strategies 
highlighted areas such as pollution treatment and ecological protection, and they envisioned 
the gradual enhancement of enforcement. Large-scale clean-up initiatives (e.g. of major river 
basins) were carried out in conjunction with pollution abatement measures that included 
shutting down, suspending, and rectifying pollution-intensive enterprises, though pollution 
treatment was relatively more effective in urban areas than in rural areas. Through projects 
aimed at controlling desertification and returning cultivated land to forests, ecological 
degradation was preliminarily contained. In rural areas, integrated management of small 
watersheds helped to ease problems of soil erosion. 

In summary, the period from 1992 to 2000 saw the Chinese economy further develop with 
industrialisation and urbanisation, leading to increased productive capacity and incomes. 
Poverty continued to decrease, partly because of targeted interventions that improved well-
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being among the rural poor, though the benefits of growth were distributed unevenly across 
social and spatial groups. Environmental pollution and ecological damage intensified as 
demands on natural resources increased, though early efforts to control worsening 
environmental pollution did see some success, with emissions of some major pollutants 
decreasing in key areas.  

 

Phase 3 (2000-Present): Integrating economic development, environmental protection and poverty 
reduction 
Since 2000, China has made enormous achievements in environmental protection. At the end 
of 2001, China entered the World Trade Organisation, which provided a new driving force for 
economic development. Average annual GDP growth rates hit 10% between 2001 and 2008. 
Despite the slowdown caused by the global financial crisis in 2008, the growth rate remained 
around 9-10%, though that figure fell to under 8% in the first two quarters of 2012 as the 
continued weakness of European markets for Chinese exports affected growth figures (New 
York Times, 2012). Optimism regarding levels of growth since 2000 has been tempered 
somewhat by concerns regarding the distribution of that growth.12  

In this period, the phenomena of uncoordinated regional development, urban-rural income 
inequality and widening income gaps caused by unequal economic growth have become more 
evident (NBS, 2011b). While official data on China’s Gini coefficient are scarce, media reports 
suggest the figure crossed the 0.40 international warning line sometime around 2000, with 
estimates for current coefficients ranging from 0.438 to as high as 0.46 or 0.47 (Wall Street 
Journal, 2012; Bloomberg, 2012; China Daily, 2010), indicating a relatively large income gap. 
Reports suggest that while 2011 and 2010 both saw slight decreases in the income ratio 
between urban and rural residents relative to the previous year, the 2011 figure (the latest 
available) remains fairly high at 3.13:1 (NBS, 2012). Currently, there is no authoritative data 
on the income ratio between city dwellers and residents of designated poor areas. In a bid to 
ease the widening income gap, the State has introduced a series of policies to balance regional 
development, including the Western Development Strategy, the Rise of Central China Plan, and 
the Rejuvenation Strategy for Northeast China’s Rust-belt Industrial Bases. 

In order to better coordinate urban and rural development and increase farmers’ income, the 
Government has placed three rural issues, the san nong – agriculture (nongye), the 
countryside (nongcun) and farmers (nongmin) – high on its agenda. Since 2004, the 
Government’s ‘No.1 document’ has highlighted this set of issues, and numerous preferential 
policies for farmers have been adopted. The Government has cancelled taxes on animal 
husbandry, hog slaughtering, agricultural specialties and forestry. Direct subsidies have been 
provided to grain growers, along with improved crop strains, agricultural machinery and tools, 
and other means of agricultural production. As described above, a more effective rural social 
security network has been gradually established and improved. Infrastructure construction 
supporting expanded access to clean drinking water, electricity, roads and methane as well as 
the renovation of dilapidated rural houses has been carried out by the State. While much of 
the social spending remains the responsibility of local government (see Section 3), fiscal 
spending by the Central Government on rural-related issues increased from 214.42 billion RMB 
in 2003 to 857.97 billion RMB in 2010, an average annual increase of 21.9% (Government of 
Guiyang, 2010). 

Since reform and opening up, rural labour has flowed increasingly freely to urban areas, with 
the number of rural migrant workers increasing from just 2 million in 1983 (Government of 
Guiyang, 2010) to 252.78 million in 2011 (China Development Gateway, 2012), an increase of 
over 126 times. This phenomenon has been credited with making a critical contribution to total 
factor productivity growth in the reform era. Yet, in the period since 2000, as the number of 
internal migrants has continued to expand, policy challenges related to rural migrant workers 
have become more acute. In addition to concerns regarding the rights and interests of rural 
migrant workers themselves, problems caused by those left behind in rural areas are 
increasingly viewed as serious social concerns (Gong et al. 2008). Women, the elderly and 
                                          
 
12 Here we provide only a selection of descriptive statistics indicating distributional concerns. For further detail and policy 
implications, see among others Lin, 2008.  
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children have become key players in rural China, with important implications both for their 
well-being and for rural agricultural production as some advanced technologies have proven 
difficult to popularize, leading to some farmland being left uncultivated. 

As issues of agriculture, countryside and farmers became the priority of national governance, 
China’s poverty alleviation also reached a new stage. Since the beginning of 2000, the State 
has issued The Outline for Development-oriented Poverty Reduction for China’s Rural Areas 
(2000-2010) and The Outline for Development-oriented Poverty Reduction for China’s Rural 
Areas (2011-2020), and designated 14 poverty-stricken areas that lie in contiguous stretches 
as the key battleground for development-oriented poverty reduction during 2010-2020. Since 
2000, through special poverty reduction programs, poverty reduction by industries, east-west 
coordination and targeted assistance programmes, the government has strengthened 
infrastructure in rural areas, developed industrialized management, guided non-farm 
employment, gradually enhanced farmers’ ability to withstand shocks, and reduced their 
disorderly and extensive utilisation of natural resources. In the meantime, projects such as 
Build a New Socialist Countryside, Welfare-to-Work, Grain for Green, Ecological Compensation, 
and Renewables Popularization have been launched by other agricultural-related government 
agencies and have also contributed to the improvement of ecosystems and the environment in 
rural areas.  

The State has also relocated impoverished populations from areas with harsh living conditions 
and natural-resource-poor areas. Some impoverished areas have combined such poverty-relief 
relocation with the construction of county seats, central towns and industrial parks; the 
conversion of cultivated land back to forests and grasslands; and migration for ecological 
purposes and disaster prevention, in an effort to improve public services while promoting the 
employment of impoverished farmers in urban areas and sectors outside agriculture. Even so, 
development-oriented poverty reduction in the past still focused on economic development 
while neglecting ecological protection, pollution treatment and the negative impact of climate 
change on poverty relief. Therefore, The Outline for Development-oriented Poverty Reduction 
for China’s Rural Areas (2011-2020) underlined the need for ecological protection in poverty-
stricken areas to be intensified, environmental pollution controls in rural areas improved, 
ecological compensation mechanisms favouring poor areas to be established, and biodiversity 
protection in poor areas emphasized. 

After meeting the majority of emission-reduction targets under the 11th Five-Year Plan in 2010, 
the State made transformation of the economic development model, scientific progress and 
social harmony the main objectives of development of the 12th Five-Year Plan. In order to 
meet these objectives, the Government set energy-efficiency and emission-reduction goals, 
making achievement on these metrics part of the performance evaluation for local 
governments. MEP now appraises local government performance every year according to the 
stated emission-reduction goals and should publish the outcomes regularly.  

In 2010, China issued its National Development Priority Zones Plan with the aim of identifying 
the major functions of different geographical areas in light of their carrying capacity of 
resources and environment, their current development intensity and their growth potential. 
Based on this assessment, the plan then aims to clarify a contextually appropriate 
development orientation for the area in question, thus improving development policies and 
controlling development intensity. With the introduction of a range of management measures 
like priority development zones, areas that are poverty stricken yet rich in resources cannot 
continue to rely on resource extraction for economic development. The question of how 
underdeveloped areas can avoid the pattern of ‘treatment after pollution’ growth strategies 
and develop low-carbon, green poverty reduction programs has become one of the key 
challenges in today’s efforts to alleviate poverty.  

Given increasing recognition of the interaction between and interdependent nature of these 
three areas, part of the answer to this question can be seen in Chinese efforts to date. The 
country has shifted from a conceptualisation of development based simply on increasing 
farmers’ income, to more comprehensive measures aimed at solving a range of economic, 
social and environmental issues. Since signing the Kyoto Protocol, China has introduced, 
refined and localised the CDM, green credit, green securities, carbon sink and other advanced 
international policies, thus unleashing innovative ecological protection mechanisms and 
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developing green, low-carbon poverty relief strategies in impoverished areas. These 
mechanisms and others are explored further in the sections that follow. 

 

4.2 The current policy environment 
 
In this section, we provide a typology of the various components of the current policy 
environment for green growth in China. Given that the final set of policies included in this 
scoping phase review was necessarily limited, we hope that providing a typology will help to 
frame future discussions and guide the identification and selection of detailed case studies at 
the workshop planned for the close of the inception phase. 
 
Umbrella policies: high-level policy guidance and local implementation 
 
This subsection presents an overview of the current high-level policy guidance provided by the 
Central Government. As described in Section 3, central level policy-making relies in large part 
on local administrative levels to develop and implement strategies. We focus here on the way 
in which the policy environment influences economic actors, facilitating them (or not) to 
achieve green growth. 

The 12th Five-Year Plan 
China’s economic development has been steered by a series of five-year plans (FYP) which 
began in 1953 and are set out by the Communist Party of China. China is currently in its 12th 
plan, which will run from 2011 to 2015 and emphasises ‘higher quality growth’ as well as 
‘inclusive growth’. The plan sets a number of objectives in regards to green growth within the 
Chinese economy, and the main binding targets include 

• Reducing water consumption per unit of value-added industrial output by 
30% by 2015 

• Increasing the percentage of non-fossil fuel usage in primary energy 
consumption from 8.3% in 2010 to 11.4% in 2015. KPMG (2011a), through 
expert interviews, believes that the Chinese Government may push for an 
increase (above its binding target) to 15%. 

• Decrease energy consumption per unit of GDP by 16% by 2015 

• Decrease major greenhouse gas (GHG) emissions by between 8% and 10% 
by 2015 

• Increase the forest coverage rate from 20.36% in 2010 to 21.66% in 2015 

• Two new pollution-reduction goals: decreasing both nitrogen oxide and 
ammonia nitrogen by 10% each 

 
Policy outlines also include the need to promote and develop diversified and clean energy 
sources within the country and improve the efficiency & effectiveness of current energy 
production. The 12th FYP goes into detail about a number of sectors of the economy; the 
following policies are related to green growth: 
 

1 Restructure Key Industries: Key manufacturing industries will be restructured by 
promoting R&D and increasing the value added of the resulting products (through 
technological upgrading). Specifically for the transport sector, there is greater emphasis 
on increasing the energy efficiency of parts being built in-country. For smelting and 
building materials, also, there is an increased focus on conserving energy during the 
production process, and there should be reduced negative environmental impacts across 
all sectors. 
 

2 Incentivise Innovation; in terms of green growth, three sectors are pertinent: 
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a Energy conservation and environmental protection industries: Implement major 
demonstration projects in energy conservation and environmental protection; promote 
the industrialisation of efficient energy conservation and of advanced environmental 
protection and resource recycling techniques. 

b Renewables (including nuclear): Construct new nuclear power plants; build large wind 
power generating sets and their components; assemble new and efficient solar power 
generation and heat utilisation plants; invest in biomass energy conversion and 
utilisation technologies and intelligent power grid equipment; and implement large-
scale marine power, wind power, solar power and biomass energy projects. 

c Renewable energy promotion in the automobile industry: Conduct R&D and large-scale 
commercialisation and demonstration projects for plug-in hybrid electric vehicles and 
pure electric vehicles. 

 
3 Promote the development of clean energy sources: Develop hydropower plants 

respecting ecological conservation, and develop solar, biomass and geothermal energy 
sources. Coal is used to generate about three-quarters of China’s electricity and is likely 
to remain the dominant fuel for electric power production in the foreseeable future. 
However, significant and growing amounts of electricity are being generated by natural 
gas, hydropower and nuclear power: 

 
a Hydropower generates a sixth of China’s electricity, and hydroelectric capacity could 

double by 2020 to 170 GW, exploiting 45% of China’s hydro potential. 
b Nuclear power also seems likely to assume an important role, as plans are in place for 

construction of 25 GW of new nuclear generating capacity by 2020.  
c Natural gas is being promoted due to its low emissions of atmospheric pollutants and 

carbon dioxide. 
 

4 Prioritise Public Transport: Develop urban public transport systems and increase the 
proportion of public transport in overall traffic. Develop efficient inter-urban and intra-
urban railway networks. 

 
5 Accelerate the adoption of information technology (IT) services and the construction of IT 

infrastructure such as broadband networks in order to create an ‘ultra-high speed’ data 
transmission network. Develop e-business and promote e-government. 

 

Strategic emerging industries 
The 12th Five-Year Plan lays out seven strategic emerging industries. The Climate Group 
(2011a) has gathered preliminary data on the Strategic Emerging Industries plans (SEIs) that 
the Chinese government is formulating, on which the follow discussion is based.  

SEIs are being pushed as the strategic sectors of growth for the Chinese economy and follow a 
three-step road map: 

a Industrial value added from all SEIs contributes to 8% of GDP by 2015. 
b Industrial value added to contribute 15% of GDP by 2020. High-growth and mature-

development-stage SEIs are expected to be ‘pillar industries’ in the economy. Pre-
commercial SEIs are to be leading growth industries. 

c SEIs to be ‘international leaders’ by 2030. 
 

Within the process that China intends to follow in order to stimulate the growth of SEIs, a 
number of key technologies will be aimed at enhancing low-carbon growth. Table 5 shows the 
main technologies: 
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Table 5: Main Strategic Emerging Industries (SEI) technologies  
 
SEI Low Carbon 

Technologies 
Expected Gross 
Industry Output 

Expected Public & 
Private Investment
 

All SEIs Not applicable Not applicable  10 trillion RMB over 
five years 
 

Energy Saving and 
Environmental 
Protection 

Efficient appliances, 
efficient motors, 
waste to heat boilers, 
ESCOs, recycling 
 

 4.8 trillion RMB 
($700 billion) per 
year 

Na 

New Energy Nuclear, Hydro, 
Solar, Thermal, 
Photovoltaic, Wind, 
Biomass and 
Biofuels, Smart Grid, 
Clean Coal 
Technologies 

15 trillion RMB ($2.3 
trillion) up to 2020 

All new energy: 5 
trillion RMB 
($760 billion) by 
2020. 
All renewables: 2-3 
trillion RMB 
($300 billion - $460 
billion) by 2020. 
 

New Energy 
Vehicles 

Electric vehicles (EV) 
Plug-in hybrids 
(PHEV) 
Fuel cell vehicles 
(FCEV) 
Energy-efficient 
vehicles 
Advanced batteries 

New-energy vehicle 
targets for 2015: 
500,000 new-energy 
vehicles (EV, PHEV 
and FCEV) on the 
road (set by MIIT). 
1 million new-energy 
vehicles (EV, PHEV 
and FCEV) on the 
road (set by Ministry 
of Science and 
Technology (MOST)). 
 

Government funds to 
be provided 
by 2015: 
50 billion RMB ($7.6 
billion) for 
R&D and 
industrialisation. 
50 billion RMB ($7.6 
billion) 
in subsidies for 
consumers and 
infrastructure. 

New Materials LED Lighting 30% annual growth 
rate from 2008 
to 2015; 300 billion 
RMB ($45 
billion) p.a. by 2013 
for Guangdong 
Province alone. 
 

Na 

Next Generation 
ITC Technology 

Smart meters 
Digital virtualisation 

Cloud computing 
technology: market 
value estimated 60.7 
billion RMB 
($9 billion) by 2012. 
ICT: 249 billion RMB 
($37 billion) 
investment for the 
construction of the 
IT service system for 
video content 
and 439 billion RMB 
($67 
billion) for IT 
services and final 
end-user 

Smart Grid: 1 trillion 
RMB ($150 
billion) by 2020; 
384.1 billion 
RMB ($58.48 billion) 
by State Grid 
from 2009 to 2020. 
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consumption (2011-
2013) 
 

 
Source: The Climate Group (2011a). 
 
SEIs will also be supported through a number of different policies that are aimed at improving 
their competitiveness (The Climate Group, 2011a): 
 
 
Table 6: Policies to support Strategic Emerging Industries (SEIs) in China  
 
Theme Policy 

 
Innovation & R&D 
Support 

R&D funding for both national engineering laboratories and 
engineering centres within enterprises under the government’s 863 
and 973 research programs. 
The establishment of an industry technology innovation alliance. 
Provision of a general technology service platform for SMEs with a 
number of geographic centres. 
A hi-tech sector platform including R&D, information and 
entrepreneurship services, as well as a series of technology 
exchanges. 
 

Commercialisation 
Support 

Pilot programs (similar to those already in place for electric vehicle 
deployment). 
Building up infrastructure for electric vehicles and new energy 
applications. 
 

Demand Side 
Incentives & 
Standards 

Extending the application of consumer product energy-efficiency 
labels. 
End-user subsidies, including direct consumer subsidies, and tax 
exemptions for enterprises purchasing SEI products. 
Government preferential procurement policies for SEI products. 
Enforcing renewable-energy portfolio standards for new energy. 
 

Market Mechanisms Promotion of new business models (including energy service 
companies, recycling and re-use of waste products). 
Reforming renewable energy and resource pricing mechanisms. 
Accelerating the development of carbon and pollutant trading 
schemes. 
 

Tax & Fiscal 
Support 

Preferential tax rates for SEI companies, both domestic and 
foreign, across all SEI sectors. 
Enhanced fiscal support through the establishment of specific 
funds. 
Guidance for financial institutions to establish a loan-management 
and review system which could support the development of SEIs. 
A few large-scale commercial banks have already established a task 
force on expanding loans to SEIs. 
Promoting innovation in financial services, including provisions for 
IP hypothecation. 
Continued development of the equity market, bond market, and 
VC/PE industries. Extending access to SEIs to private investors. 
 

 
Source: The Climate Group (2011a). 
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The Outline for Development-oriented Poverty Reduction for China’s Rural Areas (2011-2020) 
As explained in Section 2, in 2011 the National Development and Reform Commission (NDRC) 
and the State Council Leading Group Office on Poverty Reduction and Development (LGOP) 
created the Outline for Development-oriented Poverty Reduction for China’s Rural Areas (2011-
2020). This policy document provides national guidelines for rural poverty alleviation in China. 
Compared with previous poverty reduction strategies, this paper sets more numerous and 
more detailed targets with respect to environment protection. It points out that the main 
target for China’s rural poverty reduction has shifted from simply ensuring people’s economic 
livelihoods to helping poor people improve their level of well-being more quickly, improving the 
ecological environment, enhancing developmental capacity and narrowing emerging 
development gaps. The emphasis on energy and environmental protection has been heighted, 
with targets set in several areas other than economic achievement; however, other than the 
requirement that forest acreage in 2020 will be 3.5% more than at the end of 2010, no 
quantitative metrics for success are provided. 

 
Administrative/regulatory approaches 

Environmental impact assessments (EIAs) 
The EIA is the main regulatory instrument for environmental protection in China and a 
requirement for all development projects under the EIA Law 2002. All construction firms are 
required to obtain approval for environmental impact assessment of their projects before 
starting construction and, during the construction period, to implement the environmental 
protection and impact mitigation measures detailed in the assessment. EIAs are regulated by 
MEP and checks occur on an annual basis. 

The effectiveness of pollution monitoring and compliance has, however, been questioned, with 
the World Bank’s recent China 2030 report noting ‘environmental regulations remain relatively 
weak and there has been inconsistent enforcement’ (World Bank, 2012: 263). Similarly, Wang 
and Wang (2012) conclude, ‘Ineffective enforcement of environmental and resource laws is 
endemic in China’ (2012: 165). 

Permits and fees 
Permits and fees include a system of charging fees for pollutant and waste discharge, a 
discharge permit system (DPS) to limit the quantity and concentration of pollutant discharge, 
and a tax and subsidy structure geared towards environmental improvements. Implemented in 
nearly all counties and cities in China by 1996, the system includes discharge fees on major 
pollutants, urban sewerage, urban solid wastes, and hazardous wastes. Of these collected 
funds, 80% are returned to enterprises for pollution control investments.  

Clean energy quotas 
Recent media reports have suggested that China is considering the implementation of a 
nationwide quota system to incentivise investments in renewable energy. Components of the 
system could include quotas for renewable energy use as a portion of total electricity 
consumption, the quantity of electricity acquired by each grid company, and the total number 
of renewable energy power plants. According to Ren Dongming, director of the Center for 
Resource Solutions, Centre for Renewable Energy Development, Energy Research Institute, 
National Development and Reform Commission, implementation could come as early as 2012.  

Ecological functional areas 
Introduced under the 11th Five-Year Plan, but largely unimplemented, the development of 
ecological functional areas constitutes an attempt to differentiate developmental priorities in 
accordance with the ecological characteristics of specific locations. Under the State Council’s 
2010 Main Functional Area Development Plan, all land in China will be categorized as one of 
four types: 

1 relatively affluent, industrial, urbanised areas where development should be ‘optimised’ 
to solve existing environmental problems;  

2 key areas for future development;  
3 areas where development should be limited; and  
4 areas where development is prohibited. 
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The intention is that this centralised initiative will be able to establish more stringent 
environmental regulations than might otherwise be put in place locally, thus necessitating 
those regions to follow alternative paths to development (DRC in World Bank, 2012). This 
strategy was given a prominent position in the 12th Five-Year Plan13. 

 
Market-based approaches 
 
As noted in the section above, given the weaknesses of administrative approaches to 
regulating and otherwise incentivising green growth, there has been increasing interest in 
alternative approaches.  

Taxation 
One such approach that has generated considerable discussion is the use of fiscal policy to 
affect pricing in such a way that environmental externalities are internalised at some stage of 
the supply chain. 

China has implemented a resource tax for oil and gas resources, which was initiated in 
Xinjiang, and then rolled out nationwide from 1 November 2011.. Jointly issued guidance from 
the Ministry of Finance and the State Administration of Taxation (Decree No. 66 (28 October 
2011)) places the provisional rate of the tax for oil and gas resources at 5%, and ‘extend[s] 
the use of the ad valorem method for crude oil and natural gas that previously applied for 
Xinjiang and the western region of China to all of China, with the tax rate ranging from 5% to 
10%’ (KPMG, 2011b). The Government has suggested that the price of oil and natural gas will 
not be affected (People’s Daily, 2011), but rather that the adjustment might bring down the 
profits of oil producers, suggesting a supply-side focus that avoids putting upward pressure on 
prices faced by consumers (and the consumer price index). Therefore, if there is to be a 
positive impact on sustainability, it is not likely to be through an incentive mechanism based 
on changing consumption patterns, but rather through incentivizing alternative energies. It is 
not clear what the magnitude of this effect might be, or that of poverty reduction effects, as 
the policy has been viewed by some as a mechanism to return some revenue to cash-strapped 
local governments (not least in the restive but resource-rich north-west) (Reuters, 2011). 

In addition to this tax, which is now in place, policy-makers have debated the implementation 
of other fiscal instruments that attempt to internalise negative environmental externalities. 
Following a number of years of preparatory work by, among others, the Research Institute for 
Fiscal Science at the Ministry of Finance, the Chinese Academy for Environmental Planning, 
and the Energy Research Institute under NDRC, a number of well-placed sources suggest that 
a pilot carbon tax initiative is likely to be implemented under the 12th Five-Year Plan. Whilst 
the level of such a tax would initially be relatively low (the World Resource Institute’s Deborah 
Selighson estimates the tax could be somewhere in the range of 10-20 RMB per ton of CO2), 
research suggests that a carbon tax could have significant impact not only on emissions levels 
but, given its uneven cross-sectoral impact, on industrial transformation more broadly (Wang 
et al., 2010; Zhou et al., 2011). 

Aizawa and Yang (2010) note that discussions have also taken place among MEP, the Ministry 
of Finance, and the State Administration of Taxation, regarding the potential for an 
environmental tax system. Discussed during the 2010 lianghui (National People’s Congress 
Conference and National Committee of the Chinese People’s Political Consultative Conference), 
the new tax system would reportedly rely on adding an environmental component to existing 
taxes (He, Han, and An, 2010 in Aizawa and Yang, 2010).  

Advocates suggest that the use (and reform) of existing fiscal systems in the implementation 
of a carbon tax or a broader environmental tax could help to reduce the transaction costs 
associated with regulatory approaches and potentially bypass the need for an expansion of the 
bureaucratic apparatus charged with environmental protection (Authors’ Interview, Beijing, 
May, 2012). However, proposals to differentiate the level of the tax across industries, 

                                          
 
13 For more detail, see Chapter 19 of the 12th Five Year Plan, available in the English translation at: 
http://cbi.typepad.com/files/full-translation-5-yr-plan-2011-2015.doc. 
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products, and pollution levels, whether for goals of progressivity or to fine-tune the cross-
sectoral impact, raises important challenges of measurement, reporting and verification (MRV). 
Some work has been done in this area with respect to MRV as an Element of a Global Climate 
Change Agreement (e.g. Teng et al., 2009), which would also be highly relevant to the 
effectiveness of domestic legislation. 

Green finance 
China has implemented a number of other policy initiatives that attempt to address 
environmental concerns through market mechanisms. 
 
Green insurance: 
The MEP and the China Insurance Regulatory Commission (CIRC) issued a green insurance 
policy in 2007, which presented a road map for establishing an environmental liability 
insurance system in China by 2015. 
 
Green securities: 
In 2008, the MEP created a green securities policy, which made an environmental audit one of 
the prerequisites for IPO or refinancing through the securities market by enterprises in thirteen 
heavily polluting industries and required environmental information disclosure by listed 
companies. 
 
Green credit: 
In 2007 the MEP, the People’s Bank of China (PBOC) and the China Banking Regulatory 
Commission (CBRC) jointly issued a green credit policy aimed at curbing pollution and 
improving energy-saving and emission-reduction projects. The three main components of the 
policy include  
 

1 Strengthening commercial banks’ management of environmental performance, by 
ensuring that financial institutions consider environmental performance criteria in lending 
operations. New projects that fail to meet performance criteria under EIAs (see section 
4.2 above) required by law, or indicate that  they will be excessively energy intensive or 
highly polluting, should not be extended credit, whereas projects that demonstrate 
energy-efficiency and/or emission-reduction potential should be supported. Similar 
restrictions apply to the provision of working capital to existing enterprises (Aizawa and 
Yang, 2010). 

2 Promoting sharing of environmental information between the relevant environmental 
authority – namely the local environmental protection bureau (EPB) – and the financial 
sector. The PBOC and the CBRC will respectively assist in the incorporation of 
environmental information into existing credit systems and supervise bank practice 
(Aizawa and Yang, 2010). 

3 Establishing responsibilities for violation of the green credit policy. Liability can be 
imposed on EPBs at both the individual and organisational levels and on banks that grant 
loans to projects with environmental violations or that are otherwise in violation of the 
green credit policy (Aizawa and Yang, 2010). 

Emissions trading 
Emissions trading schemes continue to play an important role in the set of policies and 
programmes intended to achieve low-carbon development in China under the 11th and 12th 
FYPs (Table 7). While little is known about the impact of such programmes, we include a brief 
overview here due to their potentially significant role in green economy approaches. 

Initial efforts to establish domestic carbon market mechanisms began with voluntary 
initiatives, including the establishment of the Panda Standard in 2009 and the China Green 
Carbon Foundation (CGCF) scheme in 2010. Limited in their reach by regulatory uncertainties 
and the lack of voluntary demand, these mechanisms have largely served as lesson learning 
exercises regarding the involvement of local experts, the collection of data, and the 
development of the market infrastructure necessary to support early demonstration activities 
(Kossoy and Guigon, 2012). 

Government interest in emissions trading has largely taken the form of support for a series of 
Pilot Emissions Trading Schemes (ETS) in five cities (Beijing, Tianjin, Shanghai, Chongqing, 
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and Shenzhen) and two provinces (Guangdong and Hubei). Coming on the back of the July 
2010 launch of a broader programme of ‘Low-carbon Pilot Development Zones’ in five 
provinces and eight cities, which ‘called on local authorities to implement measurement and 
reporting of GHG emissions data and to establish low-carbon development plans. In addition, 
authorities were encouraged to explore complementary policies, including market mechanisms’ 
(Kossoy and Guigon, 2012). Led by the NDRC’s Department of Climate Change, the Pilot ETS 
appear to be intended to be functioning by 2013 in order to support the subsequent 
development of a national ETS prior to the end of the 12th Five-Year Plan in 2015 (NRDC in 
Kossoy and Guigon, 2012). 
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Table 7: Emissions trading in China, 11th and 12th five-year plans 
 

  11th FYP (2006-2010) 12th FYP (2011-2015) 

Global 
goals 

Key indicators 2010 
targets 
(from 
2005 
levels) 

Results Supporting 
tools and 
measures 

2015 
targets 
(from 
2010 
levels) 

Additional 
supporting 
tools and 
measures 

Existing pilot 
market 
initiatives 

Decreasing 
emissions 
of carbon 
and other 
pollutants 
with 
energy 
conservati
on 
and clean 
energy 

Energy 
consumption 
intensity 

20% 19.06%
(-630 
million 
tce, 
-1.46 
billion 
tCO2e) 

Elimination 
of backward 
production 
capacity. 

‘Ten Key 
Energy 
Conservation 
Projects’. 

‘Top-1000 
Enterprises 
Energy-
Consuming 
Enterprises 
Program’. 

‘Energy-
efficient 
products for 
the benefit 
of people’. 

Installation 
of flue-gas 
desulphurisa
tion systems 
on coal 
plants 
-Energy 
Management 
Companies 
(ESCOs) 
355. 

8.7 
tce/thou
sand 
RMB 
from 
10.3 
(-16%) 

Market 
mechanisms
: 
Voluntary 
market 
Pilot ETS 
Low-carbon 
city plans 
Energy 
Management 
Companies 
(ESCOs) 
Existing 
initiatives 
are 
maintained 
or expanded 
in scope 
(e.g., Top 
1000 to 
10,000 
Enterprises), 
higher 
standards 
are set 

Pilot energy-
efficiency 
scheme in 
Tianjin 
Municipality 
 

SO 2 trading 
in Jiangsu Emissions 

of major 
pollutants 

10% SO 
2 
(15.49 
from 
22.95 
million 
tons) 
-10% 
COD 
(12.73 
from 
14.14 
million 
tons) 

14.29%
SO 2 
 

12.45%
COD 

-8% SO 
2 
-8% 
COD 
-10% 
NOX 
-10% 
NH3 

CO2 emission 
intensity 

New to 12th FYP 17% 

Share of 
non-fossil 
fuels in 
primary 
energy 
consumption 

Up at 
10% 
from 
7.5% 

8.3% 
(up 
3.1%) 

Feed-in 
tariffs. 
Indicative 
tariffs.  
‘Mandated 
market 
share’ 
(similar 
to 
Renewable 
Portfolio 
Standard). 

No 
official 
target 
to date 

Continuation 
of the same 
supporting 
measures 
(higher 
standards) 

None 
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Increasing 
carbon 
sequestrat
ion 

Forest cover Up to 
20% 
from 
18.2% 

20.36%
(+25.29
million 
ha) 

Afforestation 
programs 
Forest 
Conservation
Restoration 
of desertified 
lands 

21.66%
(+12.5 
million 
ha) 

Continuation 
of the same 
supporting 
measures 

Panda 
standard 
(AFOLU offset 
certification 
scheme). 
China Green 
Carbon Fund 
by the State 
Forestry 
Administration
. 

Forest stock New to 12th FYP 14.3 
from 
13.7 
billion 
m³ 

 

 

Government transfer payments: compensation, subsidies and procurement 
Ecological compensation mechanisms: 
The government has invested significantly in ecological compensation mechanisms designed to 
compensate households for the provision of ecosystem services (also referred to as 
environmental services). There is extensive literature on these issues, covering programmes 
operating in a number of different areas of environmental protection, including watershed-
related programmes, forest-related programmes, soil conservation programmes, and erosion 
prevention programmes and eco-agricultural programmes. 

 
Table 8: Ecological compensation mechanisms, 2008  
 
Target Programme/Policy Size 

 
Water 
Quality and 
Quantity 

Watershed Eco-
compensation 
Programs 

Total budget of 14.6+ billion RMB, 703+ 
million RMB already spent, plus annual 
payments of 288+ million RMB. 
 

Water Use Rights 
Transfers 

Total estimated project costs of 2.777 billion 
RMB, 1.149+ billion RMB invested so far. 
 

Forest-
related 

Conversion of Cropland to
Forests and Grassland 
Program (CCFG) 

Total budget of 337 billion RMB (of which 
130.1 billion RMB has been spent during 
2000-2006). 139 million mu (9.27 million 
ha) of cropland enrolled and 205 million mu 
(13.67 million ha) of wasteland afforested. 
 

Central Government 
Forest 
Ecosystem Compensation
Fund (FECF) 

A total of 1.578 billion mu (105.2 million ha) 
of national-level key public benefit forest 
area enrolled by the end of 2007. 
Cumulative total investment of 13.34  billion 
RMB by the end of 2007 (3.34 billion RMB in 
2007 alone). 
 

Provincial-Level FECF 
(complementary to 
central 
government FECF) 

Apart from national key public benefit forest 
area, 1.15 billion mu (76.7 million ha) of 
provincial-level public benefit forest area 
enrolled by the end of 2007. Subsidies of 1.2 
billion RMB in 2006. 
 

Natural Forest 
Protection Program 

Total targeted forest area of 1.023 billion mu 
(68.2 million ha), of which 846 million mu 
(56.4 million ha) is designated as natural 
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forest area. Total budget for 2000-2010 is 
96.2 billion RMB, of which the central 
government will provide 78.4 billion RMB. 
 

‘Three-Norths’ 
Shelterbelt Program 

Completed afforesting 367 million mu (24.47 
million ha), and is controlling desertification 
on over 450 million mu (30 million ha) and 
soil erosion on 300 million mu (20 million 
ha) of land. Total estimated budget for the 
current period of the programme (2001-
2010) is 35 billion RMB, of which 25 billion 
RMB will be from the central government. 
 

Beijing-Tianjin Sandstorm 
Source Control Program 

Total programme budget is 50 billion RMB, of 
which Beijing is to invest 3.9 billion RMB. By 
the end of 2007, 47 million mu (3.13 million 
ha) of land has been afforested, and total 
expenditures have been 19.9 billion RMB. 
 

Forest Vegetation 
Restoration Fee 
 

8.044 billion RMB during 2003-2005. 

Soil 
Erosion 

‘Four Wastelands’ policy Size of the programme is likely to be huge 
both in terms of land area and revenue 
generated for local governments and 
participating farmers, and in terms of 
imputed labour costs of soil erosion 
prevention. 
 

Soil Erosion Control Fees 
and Soil and Water 
Conservation Installation 
Compensation Payments 

No available information, though likely huge 
in terms of revenue generated and land area 
involved, since this policy encompasses all of 
China. 
 

Yangtze River Upper 
Watershed Water and 
Soil Conservation and 
Key Prevention Program 
 

As of 2004, more than 15.929 billion RMB 
spent for management of soil erosion on 
over 8 million ha. 

Eco-
agricultural 

National Green and 
Organic Foods 
Certification System 
 

Large and growing, though exact numbers 
are not readily available. 

Dalian City, Liaoning 
Province, Green 
Agriculture Support 
Subsidy  
 

Numbers on the program’s total budget, or 
the number of farmers that have benefited 
from these subsidies, are not available. 

Shanghai Organic 
Fertilizer Subsidy  

Size of the programme has expanded from 
use of 15,000 tons of organic fertilizer on 
100,000 mu (6,667 ha) in 2004, to 120,000 
tons of organic fertilizer on 600,000 mu 
(40,000 ha) in 2006. From 2004-2006, total 
of 56.25 million RMB in subsidies spent. 
 

Beijing Organic Fertilizer 
and Safe Pesticide 
Subsidies 

20 million RMB invested in 2007 for 
subsidising the use of 75,000 tons of organic 
fertilizer used on 200,000 mu (13,333 ha) of 
grain fields in 13 counties in Beijing. 
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National VAT Tax 
Exemption for Organic 
Fertilizer Use 

Numbers on the size of total tax exemptions 
unavailable. 

Rural Biogas 
Development 

Central government investments of 12+ 
billion RMB from 2003 through 2008. 
Provincial and local government investments 
of 1.5 billion RMB in 2006 alone. Program 
activities during 2004 through 2008 
encompassed counties and 98,600 villages, 
with 10 provinces issuing 
complementary policies. A cumulative total 
of 26.23 million household biogas stoves 
installed by the end of 2007. The programme 
aims to have a total of 40 million household 
stoves installed by the end of 2010. 
 

Promoting Conservation 
Tillage 

Central government investment of 170 
million RMB from 2002 through 2007, with 
matching local government investments of 
1.78 billion RMB. Enrolment of 30.62 million 
mu (2.04 million ha) of conservation tillage 
area, and almost 100 million mu (6.67 
million ha) of no-tillage area. Project 
encompasses 15 northern provinces. 
 

 
Source: Bennett (2009). 
 
While there is variation in the detail of the compensation mechanisms currently in place, 
interviews suggest there are some questions as to the strength of the incentive effects of 
levels of compensation in such programmes. For example, recent documentation suggests 
investments of 365 billion RMB (US$55 billion) have been made on afforestation programs, 
‘providing cash payments and other incentives for farmers to engage in such activities as 
restoring marginal lands in fragile watersheds, planting shelterbelts to protect against 
sandstorms, and protecting natural forests’ (World Bank, 2012: 263-4). Interviews suggest 
compensation levels may be too low to prevent forest owners from continuing logging 
practices, which raises important questions about the poverty reduction potential of such 
policies. For example, the compensation rate for national ecological forest is 10.00 
RMB/year/mu14, of which, apart from a 2.25 RMB/year/mu administration fee, the 7.75 
RMB/year/mu is given to the farmer (Author’s interview, Guizhou, June 2012). This constitutes 
a limited contribution to attempts of raise household incomes, and in practice it may not 
provide a sufficient incentive for people to stop damaging the environment, or make a 
significant contribution to inclusive growth. This, however, is an empirical question that 
deserves investigation. 

Resource rights: 
While a complete review of property rights is beyond the scope of this initial review, interviews 
suggest that (partial) ownership rights have played an important role in determining the extent 
to which rural residents have benefitted economically from environmental legislation. Reforms 
introduced in 2009, which extended the contract period for household forest rights to 70 years 
and allowed households to mortgage their rights, strengthened the incentive for rural people to 
invest in sustaining forests. Up to 2012, demarcation has been completed for 2.6 billion mu 
out of a total of 2.7 billion mu of state owned forests. The full registration project has been 
completed for 2.265 billion mu, with 83.97 million farmers obtaining new registration forms 
(PRC, 2012). 

                                          
 
14 Note, 1 mu is equivalent to 666 2⁄3 m², ~797.3 square yards, or ~0.1647 acres 
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Subsidies: 
To expand the usage of various forms of clean energy and green industry, the State has 
provided subsidies. While some forms of environmentally oriented financial support have 
historical roots dating back several decades (e.g. subsidies for agricultural water saving 
programmes (which aim at building irrigation systems) have been funded since 1996), China’s 
subsidy system has been built up substantially since 2000. 

 

Table 9: Selected green subsidies 
 
Green 
vehicles 

Government promotion of green vehicles has included the use of subsidies for 
71 hybrid, electric and fuel-efficient models made by 16 different firms, 
including BYD, Hyundai Motors’ Chinese venture, Shanghai General Motors 
Company, and the Changan-Ford-Mazda joint venture. The subsidy scheme 
provides 3,000 RMB ($441) per fuel-efficient vehicle (only vehicles with 
engines no bigger than 1.6 litres). The 2010 national scheme has in some 
cases been complemented by city-level pilot schemes promising ‘subsidies 
worth up to 50,000 RMB ($7,400) for plug-in hybrids and up to 60,000 RMB 
($8,800) off the purchase price of full electric vehicles’ (Business Green, 
2010). 
 

Biofuels Biogas subsidies have been provided in some form since 2003, including 
support to farmers as detailed in the section on ecological compensation 
above. In 2007, new flexible subsidies were made available to biofuels 
producers. As described by Campbell (2010 12: 
 

‘Farmers were authorized a subsidy of $405 for each hectare of forest 
used for biofuels production, and a subsidy of $365 for each hectare 
growing biofuel crops. China controls transportation fuel prices, and 
sets the price of ethanol at approximately 91% of the price of gasoline. 
The five licensed producers of ethanol in China are eligible for support 
in the form of direct output-linked subsidies, tax exemptions and low-
interest loans, and they are the beneficiaries of mandatory blending 
programs for ethanol with gasoline in ten provinces. Contrary to the 
highly controlled ethanol industry, the biodiesel industry is dominated 
by small scale producers who use waste cooking oil and animal fats as 
feedstock. Producers sell biodiesel direct to users without taxation or 
direct fuel subsidies. Total support for ethanol and biodiesel is expected 
to rise to $1.2 billion by 2020, excluding the subsidy support to 
farmers mentioned earlier.’ 
 

Renewable 
energy 

Fees used to subsidize renewable energy were increased from 0.014 cents per 
kwh to 0.029 cents per kwh in 2007 and are charged to all electricity users in 
China. Fees for industrial users doubled in 2009 and now constitute 0.8% of 
their electricity bill (Campbell, 2011). ‘The fee goes to the companies which 
operate the electricity grid and must buy the renewable power from project 
developers’ (Campbell, 2010: 11).  
 

Solar Campbell (2011) notes solar power projects benefit from an investment 
subsidy of 50% under the central government’s Golden Sun program. 
Additionally, feed-in tariffs for the solar industry announced in August 2011 
provide a degree of stability for potential investors. Adding a significant 
domestic component to the demand for Chinese solar infrastructure could 
prove critical for the industry, given weakening demand from Europe in the 
wake of fiscal considerations and the associated end of subsidy regimes 
abroad. Potential economic and poverty reduction impacts are likely with 
respect to both production and installation of relevant energy infrastructure 
(New York Times, 2011). 
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R&D 
Under the direction of the Ministry of Science and Technology, China has established a series 
of programs promoting R&D in areas relating to green growth. The three main reform-era 
initiatives include 

1 The Key Technology R&D Program. ‘Initiated in 1982 to address major science and 
technology issues in economic and social development, this was China’s first national 
R&D program supporting innovation for environmental pollution control and efficient 
resource utilization for energy and water. Almost $1 billion was invested between 2001 
and 2005’ (Campbell, 2011). 

2 The 863 Program15, also known as the National High-Tech Development Plan. ‘The 
program focuses on boosting innovation in strategic high technology sectors so that 
China can gain a foothold in world markets. Its initial objective was to make China 
independent of financial obligations for foreign technologies, and to diversify research 
efforts away from purely military themes to civilian and dual-use technologies such as 
satellites, computers, robotics, biotechnology, and energy and space exploration. The 
program invested $3 billion in research from 2001 to 2005’ (Campbell, 2011). 

3 The 973 Program, also known as The National Basic Research Program. Aimed at 
strengthening basic research (as a complement to the 863 Program) and founded by the 
National Science and Technology Committee, the 973 Program has funded 382 projects 
between 1998 and 2008, with a total investment of $1.3 billion (Campbell, 2011). 

 
An additional $585 million was approved in 2008 jointly for the 863 and 973 R&D programmes 
(Campbell, 2011). 

 

Green procurement 
Given the size of government expenditure in China, government purchases of goods and 
services from outside bodies have been an important tool in the Government’s policy toolbox.16 
Since the promulgation of the Government Procurement Law in 2002, the State has 
increasingly codified regulations covering procurement, with government actors at both the 
national and local level increasingly adopting green procurement practices (e.g. setting 
environmental requirements for each category of procurement and giving priority to the 
purchase of products with environmentally friendly labels (Aizawa and Yang, 2010). Qiao and 
Wang (2011) denote three stages of development of green procurement in China (Table 10). 

  

                                          
 
15 Chinese government programmes are occasionally known by numbers indicating the timing of their creation. In this 
case, the 863 Programme was created in March of 1986, thus named 863. The 973 programme is similarly named. 
16 ‘Some key infrastructure projects on-going in China arguably reflect the real size of China’s public procurement 
market: the planned expenditure of the project channelling water from Yangtze River to Yellow River is US$59 billion; the 
budget to lay seven thousand kilometres of new railway tracks is US$42 billion; the spending for Beijing 2008 Olympic 
Games is US$34 billion’ (Lague, D., 2003:25 in Wang and Zhang, 2010: 3). 



59 

 

 
 

Table 10: Phases of green public procurement and relevant legislation  
 
Phase Policies/laws 

Embryonic stage (1993-2003) • Government Procurement Law  
• Clean Production Law of the People’s Republic of 

China 
Promotion of green public 
procurement in response to the 
concept of scientific 
development (2004-2007) 

• Notification on Resource-saving Activities by the 
State Council Office 

• Opinions of Implementing Government Procurement 
of Energy-saving Products 

• Decision on Carrying Out Scientific Development 
Concept by Strengthening Environment Protection of 
2005 

• Opinions on Implementation of Government 
Procurement for Environmental Labelling Products of 
2006 

Comprehensive development 
stage (2007—present) 

Effective 1 January 2007 central and provincial 
government departments must comply with all 
procurement requirements, including  
• National Environment Protection in 11th Five-Year 

Plan 
• Energy Saving and Expulsion Reducing Scheme and 

Energy Saving Law 
• Circular Economy Promotion Law 
• Public Organs’ Energy Saving Regulations (2008)  
• State Council Office Notice on Forcefully Establishing 

Government Procurement System for Energy Saving 
Products  

• Notification on Public Purchasing List of Adjusting 
Environmental Labelling Products 

From 1 January 2008 government actors at all levels 
are regulated by this policy 

 
Source: Qiao and Wang (2011). 
 

Information-based approaches 
The third form of policy and programmatic intervention designed to support various elements 
of a green economy are information-based approaches. These approaches are intended to 
resolve signalling and information asymmetries that contribute to environmentally destructive 
market failures. Underpinning these approaches is the assumption that better-educated 
consumers (whether they are end users of goods and services or consumers of intermediate 
goods somewhere along the supply chain) are willing and able to provide incentives for 
greener more inclusive forms of growth by demanding goods and services from ‘responsible’ 
producers. Such initiatives can be instigated by governments, NGOs or businesses themselves. 
Several initiatives of this type are currently underway in China, a number of which are detailed 
below. 

Measurement, standards and certification 
Several international organisations have worked with domestic partners to develop and 
implement certification standards for environmental criteria (e.g. levels of greenhouse gas 
emissions). Initiatives identified during the scoping phase include the recent (November 2011) 
launch of the Corporate Value Chain (Scope 3) and Product Life Cycle Standards in China by 
Greenhouse Gas Protocol. These standards were co-developed by the World Business Council 
for Sustainable Development and the World Resources Institute, with eight Chinese firms 
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involved in road testing.17 The standards are intended to provide better information to 
businesses about the climate impacts across the value chain and thereby to identify 
opportunities to improve efficiency. 

Recognition and ‘green’ branding (industry-led) 
Driven by the reputational incentives faced by businesses, some economic actors have made 
moves to develop a positive image or association with green practices. One such initiative, the 
Top-100 Green Companies list, produced by the China Entrepreneurs Club, provides an annual 
list of companies, including State-owned enterprises (SOEs), joint ventures and international 
firms that are recognised for environmentally friendly practices and which, in theory, should 
serve as an example for other companies within China. Interviews suggest that industry-led 
initiatives of this type are often greeted with scepticism, though little impact analysis has been 
carried out. This case study is of particular interest in order to assess whether the 
sustainability efforts of these major companies propagates further down the supply chain into 
the smaller companies within their supply chain. A study of the supply chains for the top 
companies in the list could highlight the propagation mechanisms (or lack thereof) of 
sustainability practices in major companies. 

The China Greentech Initiative (CGI) aims to improve Chinese companies’ position in the green 
technology market. The platform revolves around cooperation between multiple private sector 
representatives and aims to improve China’s position in the global green technologies market; 
Chinese firms are already major players in the photovoltaics segment. The CGI uses expertise 
across 100 companies to formulate market strategies, with the 2012 plan looking at five key 
areas: ‘next generation energy value chain; energy, water and waste in the built environment; 
electric vehicles; low carbon zones; and sustainability’18. These plans have a dual aim: to 
promote the achievement of Chinese environmental targets by 2015 and to provide greater 
commercial opportunities for the CGI partner members. 

Monitoring programmes (non-industry-led) 
In complement to industry-led initiatives to publicise and take credit for performance against 
environmental criteria, there are also several external monitoring and information 
dissemination programmes intended to provide better information regarding environmental 
performance of businesses. In some cases, standards and measurements initiatives of the type 
described above have been linked to certification programmes designed to provide 
independently verified public recognition of a firm’s improved environmental practices. 
Examples include collaboration between the Carbon Trust and CTI International Certification 
Company, an independent certification body based in Shenzhen, China, to audit and certify 
Chinese businesses to the Carbon Trust Standard. 

However, there is a broader push for improved monitoring of environmental performance of 
businesses and the dissemination of such information. Internationally supported programmes 
include the European Union Program on Environmental Information Transparency. Domestic 
initiatives include the Green Choice Alliance, designed and implemented by the Institute of 
Public & Environmental Affairs, a Beijing-based NGO. 

  

                                          
 
17 The eight firms are Baosteel Group Corporation, Lenovo China, Quanta Computer, PricewaterhouseCoopers China, 
Swire Beverages, Lianye Garment-making (Dongguan) Co., Ltd, Shanghai Zidan Printing Co., Ltd, and KunshanTaiying 
Painting Co., Ltd. 
18 http://www.china-greentech.com/about 
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can simultaneously contribute to economic growth, social inclusion/poverty reduction, and 
improvements in environmental sustainability. 

We also selected case studies based on the extent to which it seemed there were particularly 
useful lessons to be learnt from the policy process or implementation mechanism. We also 
assessed the relevance of the case studies to other countries, particularly other emerging 
economies, like India, in order to facilitate the comparison of different countries’ approaches to 
similar problems, and to maximise the potential for wider lesson learning and knowledge 
exchange. Finally, we sought to identify case studies that had an interesting angle on the role 
of business in achieving these triple goals. 

Accordingly, the following list of policies and initiatives constitutes the proposed focus for the 
main research phase that is planned as the next step in this programme.  

 

Table 11: Initial shortlist of recommended case studies for further analysis 
 

Proposed case study Overview 

State-led sustainable 
development 
initiatives: Top-
10,000 Programme 

Following the success of the Top-1000 Enterprises programme, 
which targeted reduced energy consumption by enterprises in nine 
energy intensive industries, the Top-10,000 programme, which 
expands the number of targeted enterprises, has been viewed as a 
policy mechanism with significant potential to improve the 
sustainability of growth. A significant amount of evaluation has 
been carried out over the life of the Top-1000 programme and this 
could provide the basis for future research (including collaboration 
with identified local partners). While the available literature to date 
has focused primarily on environmental variables (e.g. the 
reduction of energy consumption), further research, under the 
expanded programme, could widen the focus to include real-time 
evaluation of growth impacts (e.g. through competitiveness 
effects) and poverty reduction effects. 

Private sector 
initiative I: China 
Greentech Initiative 

The China Greentech Initiative is a collaborative effort between 
representatives of more than 100 private sector companies in 
China and aims to improve their position in the global green 
technologies market. The CGI focuses on market planning in five 
core areas including renewable energy, sustainability, low-carbon 
zones and natural resource management in urban areas,  and aims 
to improve commercial opportunities for its members as well as 
help achieve Chinese national sustainability targets. As this is one 
of the best-organised private sector green initiatives, a case study 
here could explore the ways in which the private sector is 
responding to state incentives and helping to shape the green 
agenda. A better understanding of the coordination mechanisms 
underpinning the initative as well as the incentives among 
participating competitive enterprises may prove useful in 
addressing the so-called ‘race to the bottom’. 

Private sector 
initiative II: Top-100 
Green Companies 

The annual cross-sector index of the top 100 greenest companies 
in China, compiled by the Chinese Entrepreneurs Club, was created 
to showcase the companies as examples for other Chinese 
companies to emulate in terms of sustainability practices. The 
index shows sustainability trends in major Chinese companies and 
identifies which companies are new to the index and which have 
improved (or worsened) their position. While some informants 
interviewed during initial scoping activities viewed the list with 
scepticism, there is little evidence available on the impact of this 
initiative, suggesting a case study might be useful. 

Strategic Emerging Identified as a strategic emerging industry in the 12th FYP, new 
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Industries case study 
I: New energy 
vehicles 

energy vehicles offer a discrete case that will give researchers the 
opportunity to better understand the ways in which large-scale 
investments in R&D and large-scale commercialisation function in 
practice. Such supply-side initiatives could be considered alongside 
demand-side subsidies for plug-in hybrid electric vehicles and pure 
electric vehicles. Focusing on a specific product would also allow for 
more detailed value chain mapping and decomposition to assess 
the extent to which investments in strategic emerging industries 
allow firms to move away from simple manufacturing into higher 
value-added activities at either end of the value chain.  The 
poverty reduction impact could also be assessed. 

Strategic Emerging 
Industries case study 
II: Renewable energy

Growth in renewable energy sources has been a widely publicised 
feature of the Chinese approach to sustainable development, and it 
is a key component of strategies under the 12th FYP, as efforts to 
increase the share of non-fossil fuels in primary energy 
consumption continue. A focus on wind power would generate 
interesting lessons as substantial generating capacity, component 
construction activity and policy support (e.g. feed-in tariffs) are 
already in place. Such a case study also has the potential to shed 
light on key cross-cutting issues, including coordination issues (e.g. 
between construction of generating capacity and necessary 
investments in grid capacity) and international trade dynamics. 
Similar dynamics in the solar sector suggest the potential for a 
comparative case study, though the choice to pursue solar, wind or 
both will likely depend on practical considerations. 

Ecological 
compensation 
mechanism I: Forest-
related compensation 
mechanisms 

There is, as yet, little understanding of the impact of ecological 
compensation mechanisms on poverty in China. Interviews 
suggested that they are a key area of interest (e.g. for the World 
Bank). There are a wide range of such mechanisms across a 
variety of ecological targets. A number of potentially 
complementary ecological compensation initiatives have been 
implemented in the area of forest management. Two of these 
which may be of particular interest in future case study work are 
the Central Government Forest Ecosystem Compensation Fund 
(FECF) and the Provincial-Level FECF. These mechanisms are 
designed and implemented differently, but with a view to 
complementarity. Assessment of their impact (either alone or in 
combination) across the three dimensions of green growth would 
add significantly to the literature on ecological compensation. 

Administrative unit 
case study: Ecological 
model county 
(specific location 
TBD) 

One option for future detailed case study work is to narrow the 
research focus geographically (and administratively) while still 
considering the impact of a complete basket of specific policies, 
umbrella policies and institutional features. The scoping visit was 
limited to Beijing, and therefore the selection of an appropriate 
case study location would be entirely dependent on the knowledge 
of researchers contracted to carry out subsequent case studies and 
partner organisations. Given the emphasis of the research 
programme on cases from which lessons might be learned about 
successful strategies for achieving green growth, a focus on 
ecological model counties is likely to prove useful.  

Monitoring initiative 
I: Carbon Trust/CTI 
certification scheme 

Given the interest in the potential for demand from consumers or 
producers further down the supply chain to incentivise change, we 
suggest a case study that examines one of the information and 
signalling initiatives that seem to be proliferating in the Chinese 
context. One such initiative is the Carbon Trust/CTI programme, 
which provides independently verified public recognition of a 
Chinese firm’s improved environmental practices through auditing 
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and certification to the Carbon Trust Standard. Although this 
initiative is not private sector-led, it would be a useful case study, 
as it would allow a better understanding of companies willing to 
engage in such a certification scheme when it falls outside of 
government policy. The rigor of the scheme, its standards and its 
monitoring practices could be considered, as could the advantages 
certification brings to participants. 

 

5 Conclusion] 
China and India are both large emerging economies that have been enjoying fast economic 
growth on the back of market liberalisation but are now facing challenges associated with 
achieving more socially inclusive and environmentally sustainable forms of growth. As this 
study has shown, both are now recognising the importance of finding ways to achieve this 
goal, and are innovating with policies and mechanisms to incentivise these new forms of 
growth. It is clear that there will be many valuable lessons to be learned from this innovation, 
both within China and India themselves and in other countries. 
 
In some cases, the two countries are tackling similar problems in different ways, thus offering 
scope for direct comparison of the pros and cons of different approaches. Some of the case 
studies will facilitate this direct comparison, while others will generate lessons about broader 
approaches, such as the use of industrial development policies to promote particular new 
green sectors, or the use of voluntary approaches or industry-led initiatives to encourage 
greener business behaviour. The proposed case studies are listed in Table 12.  
 

 
Table 12: Proposed case studies 
 
China 
 

India 

Top 10,000 Programme 
Scheme to promote energy efficiency in key 
industries  
 

Perform-Achieve-Trade Scheme 
Energy-efficiency trading scheme to reduce 
energy consumption across key industries 
 

Pilot Emissions Trading Schemes in five cities Green Buildings 
 

Measures to promote renewable energy, 
e.g. wind or solar 

Measures to promote renewable energy, e.g. 
wind or solar 
 

Forest-related compensation mechanisms 
 

National Rural Employment Guarantee Act 
(NREGA) 
Employment scheme focused on environmental 
preservation 
 

Ecological model country The E-waste rules 
Rules to encourage the proper recycling of 
electronic waste and attributing responsibility to 
the producers. 
 

Measures to promote new energy vehicles 
One of the strategic emerging industries 
identified in China’s 12th Five-Year Plan 

Innovation Cluster Initiative 
Promoting technological upgrading and better 
operational practices to improve energy 
efficiency in the foundry sector 
 

Top 100 Green Companies Star rating and labelling programme 
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Private sector-led index showcasing greenest 
companies in China 

Energy-efficiency rating scheme for electrical 
appliances and buildings 
 

Carbon Trust certification scheme 
Monitoring carbon emissions  

Bombay Stock Exchange – GREENEX 
Benchmarking of the carbon footprint of listed 
companies 
 

China Greentech Initiative 
Private sector-led market planning to 
promote business and sustainability goals 

Private sector-led green initiatives, e.g. the 
Indian conglomerate ITC’s Social and Farm 
Forestry Programme 
 

 Environmental Fiscal Reforms 
 

 
The research to date has shown that the private sector has played an increasingly important 
role in both China and India since liberalisation, and is itself beginning to innovate.  First by 
developing new markets that are likely to enjoy fast growth in a greener international 
economy, and second by promoting more sustainable and inclusive business models, 
responding to an increasingly clear business case that this is likely to contribute to long-term 
commercial success and market leadership. Measuring the impact of this innovation, both for 
the businesses themselves and for wider society, will help to promote a better understanding 
and awareness of the business case for such investment. Understanding the opportunities and 
constraints faced by business will be another key aspect of learning that can be used to inform 
policies that will help create an enabling environment for such investment.  
 
We have also found that, as both countries move away from command and control models of 
economic management and towards market-based approaches that incentivise business 
activity rather than direct it, mechanisms are being put in place to incentivise and alter 
business activity to bring it into line with the wider goals of sustainable and inclusive growth. 
There will be much to learn from the success or otherwise of these mechanisms. Future 
research should thus help to develop an understanding of the intersection between 
government and business in terms of their respective contributions to achieving sustainable 
and inclusive growth. 
 
The programme can also foster a better understanding of how successful economic 
management can be achieved in large countries like China and India, which set the overall 
policy direction nationally but which must implement policies at the state or provincial level 
given enormous differences in conditions across the country. The institutional mechanisms 
used by both countries to achieve this goal warrant further analysis.  
 
Finally, the research to date has shown that the political economy of reform should be a key 
aspect of future analysis, as that can be one of the main determinants of policy success or 
failure. This should be a consideration at the micro level, including analysis of stakeholders 
who are likely to win or lose from greener growth patterns, thus contributing to a better 
understanding of the likely drivers and constraints for reform, and in turn informing the 
development of more influential policy-engagement strategies. Political economy analysis 
should also be undertaken at a macro level, in terms of understanding the overarching political 
context and its implications for both business incentives and public engagement on these 
issues, and how these help or hinder government in effecting the necessary long-run economic 
changes that will facilitate the transition to a green growth trajectory. 
 
We would welcome feedback on the selected case studies and proposed approach. 
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