
[image: image1.png]\V’ | Woodrow Wilson
International

Center

| for Scholars




                               [image: image2.jpg]



Municipal Financing for Environmental Infrastructure in China

An Initiative by the Woodrow Wilson Center’s China Environment Forum 

Generously funded by the U.S. Environmental Protection Agency

FINAL REPORT

Jennifer L. Turner (Wilson Center Project Coordinator )

Pamela Baldinger (Wilson Center Project Consultant)

Table of Contents

Part I. Introduction to the project (use previous intro docs that will describe both study tours and end of this section will describe outline of the report’s contents)

Part II. Status of Environmental Financing in China

Part III. Description of the Project’s two study tours

Part IV. Conclusions, Impact of the Project, and Potential Next Steps

APPENDICES

Appendix A. Reports and Memos to EPA Project Manager

1) Quarterly Reports to EPA Manager Bill Freeman during active months of project activities

2) Pam Baldinger Trip Report and interview notes to Bill Freeman

3) Revised budget that was submitted and approved in spring 2003

4) Data sheet on Treasury Bonds in China

Appendix B: China Study Tour Documents

1) Study tour agenda sheet 

2) Participants at Shanghai meeting in U.S. Commercial Services office

2) Full bios of the 5 U.S. participants (in English and Chinese)

3) Papers written by the U.S. finance experts (in Chinese and English)

4) Angela Chen’s power point presentation

Appendix C U.S. Study Tour Documents

1) Study tour agenda sheet

2) Full bios of Chinese participants

3) Document describing Institute of Spatial Planning & Regional Economy, National Development and Reform Commission

4) Participant Sheet for July 30, 2003 meeting at the Wilson Center

5) Papers (in Chinese) by Du Ping, Xu Xiaobo, and Zhou used in their presentations

6) Summary of talks the Chinese gave to the Wilson Center’s China Environment Forum July 30, 2003 

7) Contact information for key members of the Chinese delegation for future contacts for the EPA

8) Agenda for the study tour 

9) Bios of speakers who met with the study tour group

10) Power point presentations given by municipal financing experts listed in schedule.

Part I. The Woodrow Wilson Center’s Environmental Financing in China Project

Environmental Financing in China Phase I (August 2001-December 2002)

The U.S. Environmental Protection Agency provided the Woodrow Wilson Center’s (Wilson Center) China Environment Forum with a grant to support a project aimed at understanding the current status and challenges for environmental infrastructure financing. The research and study tour activities of this project were meant to identify some Chinese partners with which U.S. agencies and organizations could work and explore opportunities for developing sustainable systems of environmental financing in China. 

Pam Baldinger—Wilson Center consultant for this project—traveled to the U.S. west coast and China in late fall 2001 to: (1) gather information on how to focus this environmental financing project’s work (the EPA project Manager Bill Freeman suggested she do some investigation on the issue of bonds), and (2) to identify potential Chinese partners for the Woodrow Wilson Center who could not only help with this project, but become an important contact for the U.S. EPA to undertake later environmental financing projects. Pam Baldinger traveled to San Francisco, Hong Kong, Shanghai, and Beijing where she met with nongovernmental organizations (NGOs), government officials, private and financial sector institutions to evaluate their potential to contribute information on environmental financing and for partnership in this project. Upon Pam Baldinger’s return from China, she wrote a trip report and interview notes (See Appendix A), which were presented to the EPA project manager in February 2002 to discuss next steps for the project.

Following the recommendation of our EPA project officer Bill Freeman at this February 2002 meeting, the Wilson Center project coordinator Jennifer Turner and her consultant Pam Baldinger began to focus the project on the topic of bonds and municipal financing of environmental/energy infrastructure. Notably, the National Committee on U.S.-China Relations was beginning a similarly-themed initiative that spring and with EPA approval the Wilson Center joined forces with the National Committee to put together a team of five U.S. municipal finance experts to take to China. (Jack Fitzgerald at the EPA helped identify one particularly high quality and helpful team member Angela Chen from Iowa Department of Natural Resources, for which we were very grateful). In December 2002, the Wilson Center’s China Environment Forum and the National Committee on U.S.-China Relations set up a series of workshops and seminars on municipal finance in three Chinese cities (Beijing, Shanghai, and Hangzhou). At these seminars and workshops the U.S. team met with a wide range of central and municipal-level officials, including the Chinese National Development and Reform Commission (which sponsored a workshop for the team in Beijing), Ministry of Finance, Ministry of Construction, State Environmental Protection Administration, State Council Development Research Center, and municipal government officials. A more complete summary of this study tour in China is provided in Part III below and in supporting documents in the Appendix B.

Environmental Financing in China Phase II (January 2003-April 2004)

Following the December 2002 study tour, Jennifer Turner (WWC) and Pam Baldinger (WWC consultant) recommended to Bill Freeman (EPA), Jen Tai Yang (EPA) and Michael Curley (EPA consultant) at a February 2003 that the Wilson Center bring to Washington, DC a group key central government officials and researchers who participated in the Beijing and Shanghai workshops in China. The EPA participants in this meeting requested the Wilson Center include a finance official from the Tianjin municipal finance office in order to help the EPA Office of International Affairs office educate an official who would be working with them in an upcoming Hai River Basin Management and Financing project in Tianjin. This study tour was designed to provide Chinese officials with training on municipal bonds and other financing mechanisms for environmental infrastructure. The Wilson Center’s NDRC partner Du Ping was enthusiastic about the information our U.S. experts presented at the Beijing workshop. Du Ping was very interested in future cooperation with the Wilson Center and U.S. EPA on this issue, which made him the logical partner and leader of the Chinese delegation we brought to Washington, DC. The date for the Washington, DC study tour was set for July 29-August 1, 2003. It was agreed at the meeting with the EPA project manager and other EPA staff that the overall goal of the follow up study tour was to provide the Chinese delegation in-depth information on municipal bonds for environmental infrastructure projects—with a particular focus on: 

a) Role of central and local governments and the regulatory system regarding municipal revenue bonds;

b) Design elements—the various elements (fees, rates, etc.) that an issuer of a municipal bond must take into account; 

c) Comparisons of municipal systems and lessons learned (drawing on different country case studies); and,

d) Other types of financing mechanisms (revolving funds, grants, loans, and privatization). 

The discussions for the Chinese delegation were led by U.S. experts from government, the private sector, and academia, many of whom were brought to Washington from around the country in order to ensure a high-level of discussion. Members of the Chinese delegation also spoke at the Wilson Center about the municipal financing situation in China to help the U.S. experts better understand their challenges facing the Chinese government in financing environmental infrastructure projects. The Washington DC study tour is described more fully in Part III below.  

Since the conclusion of the Washington, DC study tour, the Wilson Center has been working on this report and talking with Chinese participants on their activities building on what they learned in Washington, DC. Jennifer Turner and Bill Freeman agreed in a discussion in December 2003 that the remainder of the project would be spent writing the final report. 

Drawing on the Wilson Center’s independent research and information gained from the study tours, Part II of this report provides a succinct overview of the status and challenges facing environmental financing in China. Part III provides details from the two study tours and Part IV highlights some examples of how this project has sparked other U.S.-China cooperation in this area and points out some potential opportunities for the EPA and other U.S. organizations to work with China on this crucial topic. 

Part II. Status of Environmental Financing in China

China’s Tenth Five-Year Plan (2001-2005) calls for environmental spending to reach 1.3 percent of GDP. The Plan’s environmental objectives will require investments totaling 700 billion RMB (approximately $85 billion)—the majority for basic urban environmental infrastructure, including sewage, solid waste, and hazardous waste treatment. 
  According to members of the Chinese delegation that participated in the Wilson Center’s Washington, DC study tour, the Chinese central government will provide 100 million RMB, while local governments are to come up with another 300 billion—an 80 percent increase over local spending in the previous Five-Year Plan.
  That leaves nearly half of the required amount to be raised by other methods. 

Mechanisms for Raising Funds for Environmental Infrastructure

Currently, the following mechanisms exist for raising funds for environmental infrastructure:

1. Central government treasury bonds—Beijing has issued over $147 billion in 2002 and 2003, a significant portion of which has been used for infrastructure spending. In terms of the economic impact, central government treasury bond sales, which have expanded by a record amount each year since 1994,
 outweigh China’s foreign-investment inflows, which exceeded $50 billion in 2003. However, Beijing has announced that future on-lending of central government treasury bonds will be limited to Western China. Moreover, there clearly are limits to how much more debt the government can accumulate in the near future.

2. Provincial/municipal/local government financing—Decentralization of the Chinese economy has put the onus for providing many municipal services on local governments, which are precluded from borrowing using their own credit  under the current Chinese Budget Law. Given constrained formal budgets, many municipalities are separating asset ownership from operation. By hiving off the assets into quasi-government urban development investment corporations (UDICs), local governments move much infrastructure investment activity “off budget,” and resort to bank lending and bond issues by the UDICs as a means of financing urban infrastructure.

3. Foreign sources—Foreign donors provided $5 billion in environmental assistance from 1996-2001, though this figure will likely decline in the current Five-Year Plan (2001-2005). 

4. Loans from policy and commercial banks—The China Development Bank offers long-term (i.e., 10-year) local infrastructure lending at subsidized rates, but only to projects of national significance (i.e., Three Gorges). Commercial banks also lend for infrastructure investment, primarily for 3-5 year terms. Loans must then be rolled over, as project-related revenues cannot pay back the loans so quickly. As most commercial banks are saddled with high rates of non-performing loans (primarily to state-owned enterprises) and multiple demands for rolling over loans, they may be reluctant to take on significant new infrastructure lending portfolios. 

5. Private investment—Legal issues surrounding ownership of urban environmental infrastructure are often unclear in China. Traditionally, all such infrastructure has been owned/provided by the government, but decentralization from the center to localities, coupled with new management/ownership structures, is transforming the sector. BOT and BOO schemes are becoming somewhat common in the water sector (primarily for municipal water supply), but the current policy environment is inadequate to spur sufficient  investment from either local or foreign investors.
 
6. Funds and securities—More than 20 provinces have set up environmental protection funds, and some 30 companies dealing with environmental protection are listed on Chinese securities markets.

Though China has been able to raise significant funds through these measures, there will likely be a considerable shortfall in the amount of funds cities are able to raise with current mechanisms compared to that needed for necessary investments. Greater use of domestic and international capital markets appears an obvious solution to Chinese municipalities’ investment shortfall.

China’s Enterprise Bond Market

As mentioned above, the Chinese central government has considerable experience in issuing treasury bonds, on both domestic and international markets. However, sub-national governments are prohibited from borrowing against their own credit (therefore, there is no equivalent of a general obligation bond). The Chinese government does permit sub-national entities to issue “enterprise” bonds in the domestic market, however. Enterprise bonds essentially are a Chinese amalgam of U.S. corporate and municipal revenue bonds, albeit with some significant differences. 

Chinese enterprise bonds were first introduced in the mid-1980s. From 1984 to1986, several enterprises issued bonds without formal regulations or standards. In March 1987, the State Council issued temporary regulations governing enterprise bonds, designating the State Planning Commission and the central bank as the supervisory bodies during that period. In 1992, the peak year for issuance of enterprise bonds, 30 billion RMB were issued. The State Council passed the Enterprise Bond Management Act in August 1993, permitting any enterprise with legal person status to issue enterprise bonds. China’s Corporation Law, passed in 1993, also stipulates that corporations and other enterprises can issue enterprise bonds.

In 1999, the State Council decided that all enterprise bonds should be overseen by the State Development Planning Commission (now renamed the National Development and Reform Commission, NDRC). It also decided to reform the 1993 regulations; now, any entity wishing to issue a new enterprise bond must obtain permission from the NRDC.  

While China’s experiment with enterprise bonds to date has helped raise 250 billion RMB for investment and provided Chinese companies an introduction to debt markets, their use has been constrained by inadequate policy and legal frameworks. Although the stock and bond markets started at about the same time in China, about 16 billion RMB is now traded daily in stocks, compared to just 30 million RMB in bonds. Only about a dozen enterprise bonds are exchanged in the Shanghai and Shenzhen securities markets. There is no over-the-counter exchange market and no secondary market. The terms of most bonds are only 3 to 5 years (though the first 15-year bond was issued in 2003), and interest rates are fixed within a small band by the central government.  Other obstacles include:

1) Lack of disclosure—issuers rarely if ever provide balance sheets, income statements, debt service obligations, etc. 

2) Dubious credit ratings—credit rating companies lack access to critical financial information, and generally do not provide credit ratings to the public (only to the issuer). Conversations with domestic credit rating companies revealed they are subject to considerable political pressure to yield positive ratings and cannot be genuinely impartial. 

3) No trustee acts on behalf of bondholders through indenture agreements.

4) Investors lack investment knowledge and understanding of risk, and the quality of service provided by intermediate institutions is low. 

5) Few or no provisions exist to handle cases of default or fraud, which means investors will look to the central government to bail them out in cases of default.

6) Bond issuers (in the case of UDICs) generally lack the ability to set rates/fees (that right rests with the municipal government). Thus, the issuer cannot clearly tie revenue stream to debt service coverage. 

7) There are no tax incentives to invest in bonds.

8) Approval for enterprise bond issuance is given on a case-by-case basis by the NDRC. The approval process is cumbersome and non-transparent.

9) Local government officials still yield considerable influence with Chinese banks and financial institutions, and use this clout to obtain loans for municipal projects (the loans, if they are paid back, may provide cheaper rates than bonds and do not require approval from Beijing).

Based on these observations, the Wilson Center, in consultation with its EPA project manger, set up a two-phase study tour to educate key Chinese counterparts on the U.S. municipal debt market. Phase I involved bringing a group of five U.S. experts to three Chinese cities. Phase II brought a select group of Chinese central and municipal government officials to the U.S. for more intensive training on regulatory, legal, and other aspects of the U.S. system. The goal of these study tours was to help the Chinese identify possible steps they could take to strengthen China’s municipal debt markets and to champion this cause in Chinese policy circles. The U.S. study tour also aimed to give U.S. EPA finance and OIA offices an opportunity to meet with the Chinese delegation to learn about China’s environmental finance challenges and potential areas for future cooperation and partnerships. 

Part III. Study Tours in China and Washington, DC

With guidance from the EPA finance office, the Wilson Center engaged in a setting up two training study tours to help inform Chinese officials and researchers on how U.S. municipalities have developed sustainable sources of financing for environmental projects. Phase I of the project consisted of a series of workshops to be held in China in December 2002. Phase II brought Chinese government officials to the United States for a study tour and further training in mid-2003.

A. China Study Tour: Promoting Exchange on Municipal Bonds in the United States 

Phase I of the project was conducted jointly with the National Committee on US-China Relations. Here are the relevant details of the Chinese partner, study tour agenda, and U.S. participants (full agenda, papers by U.S. team members and other documents from this study tour are in Appendix B):

· Our primary Chinese partner was the Institute of Spatial Planning & Regional Economy, which is under the National Development and Reform Commission’s Academy of Macroeconomic Research. This institute and the NDRC is in an excellent position to help coordinate and promote future cooperation on the issue of municipal finance for environmental infrastructure in China. Our Chinese partner invited relevant participants from the Ministry of Finance, Ministry of Construction, State Environmental Protection Agency, State Council, and other organizations to a large workshop held in Beijing.

· Following the workshop in Beijing, the Wilson Center and National Committee brought the U.S. delegation to Hangzhou to hold a small workshop with municipal officials and then to Shanghai to meet with municipal officials in a Shanghai utility, which is working on the Chinese equivalent of a revenue bond for a new wastewater treatment facility under a World Bank project.

· The U.S. delegation consisted of 5 experts (see below), as well as Wilson Center (Jennifer Turner and Pam Baldinger) and National Committee (Marilyn Beach) staff and a translator. 

· The Beijing workshop took place December 2-3 2002; workshops and meetings in Hangzhou were on December 5-7, 2002; and Shanghai December 9-11, 2002. 

· The U.S. participants wrote papers, which were translated into Chinese for distribution at the various workshops (See Appendix B).

Overview of Study Tour Agenda in China

· Day 1 in Beijing consisted primarily of presentations by the U.S. side to government officials and researchers at a workshop sponsored by the NDRC Institute of Spatial Planning & Regional Economy.

· Day 2 involved a half-day of discussion between the US delegation and Chinese researchers, as an interactive follow-up to Day 1 and to give the U.S. team a better understanding of the issues of concern to the Chinese.

· Day 2 also consisted of a visit with the Chinese National Olympic Committee’s to learn about plans for the 2008 summer games. Since Chinese officials have pledged to make the Olympics “green” they will have to invest massive amounts in new environmental infrastructure. 

· Day 3 in Beijing consisted of a site visit to a municipal waste facility in Beijing and a discussion of urban governance issues in China. 

· The Hangzhou meetings included a scaled down version of the workshop the group did in Beijing, this time with an audience made up of municipal government officials. The delegation also visited a municipal wastewater treatment center outside of Hangzhou.

· In Shanghai on day 1 the delegation held a meeting with the Shanghai Water Assets Operation and Development Company, Ltd. that focused on concrete issues surrounding the issuing of municipal bonds. That day the delegation also met with the Shanghai Environmental Protection Bureau to learn about the financing of air pollution and environmental improvement projects. 

· On day 2 in Shanghai the group gave a presentation at the U.S. Commercial Service to an extremely diverse group of government officials and researchers from within and outside Shanghai (see list of attendees in Appendix B).

Delegation Participants and Workshop Presentation Themes

Al Appleton—From February 1990 to December 1993 Mr. Appleton served as commissioner of the New York City Department of Environmental Protection (DEP). As commissioner, Mr. Appleton was also director of the New York City Water and Sewer System—the largest in the United States—and a member of the Municipal Water Finance Authority. During the workshops in China, Mr. Appleton discussed how his department utilized various financial measures to modernize New York’s sanitation system and bolster environmental protection of water resources while lowering costs to the city. 

Angela Chen—Dr. Chen is an executive officer for the Iowa Department of Natural Resources, supervising the Energy Planning and Technology Transfer (EPTT) programs. In China she discussed the Iowa Facilities Improvement Corporation, which issued a bond to obtain capital for energy efficiency improvements in state agency facilities. The projects funded by the initial bond issue realized 106 percent of projected energy savings, resulting in annual energy expenditure savings of $1,511,056, and the bond was retired early. The newly installed energy efficiency equipment also considerably reduced CO2, SO2, and NOx emissions in Iowa. 
Robert W. Doty—Mr. Doty is founder and president of the American Governmental Financial Services Company (AGFS), a private firm located in Sacramento providing financial advisory services to state and local governments. Drawing on three decades of experience in building legal and financial capacities in municipal financial markets, Mr. Doty gave presentations on risk mitigation, focusing on U.S. regulatory and legal requirements as they relate to municipal bond issues. 

Hyman Grossman—Mr. Grossman has 40 years experience in municipal debt markets, primarily as a credit analyst. In 2000, he won a lifetime achievement award from the Municipal Forum of New York, the largest and most prestigious organization of municipal finance professionals in the United States. Mr. Grossman’s presentations in China drew on his experiences at Standard & Poor’s, where he helped establish credit rating criteria for U.S. municipal issues and public finance in more than 10 countries, including China, Japan, Israel, France, and Germany. 

W. Bartley Hildreth—Dr. Hildreth is the Regents Distinguished Professor of Public Finance at the Hugo Wall School of Urban & Public Affairs and W. Frank Barton School of Business at Wichita State University. In Kansas, he serves on the five-member board that issues all of the state government’s non-transportation revenue bonds, including those that enable sub-state governments to access revolving loan programs for water and pollution control facilities. In his presentations he focused on tax issues and pooling mechanisms utilized by U.S. and Canadian bond issuers. 

B. Washington, DC Study Tour: Training Key Officials on Municipal Bonds for Environmental Infrastructure in the United States

Building on the foundation of the December trip, the Wilson Center executed phase II of the Environmental Finance initiative, which involved bringing a small group of Chinese to the United States for further study of municipal financial tools. Currently, most infrastructure projects in China are financed either by the central government through national bond offerings or by local governments through various forms of creative means including Build-Operate-Transfer (BOT) schemes.  None of these forms of financing can meet the demand of Chinese localities for a sustainable source of significant funds with which to construct environmental and other forms of infrastructure.  The cheapest form of financing for local infrastructure—municipal bonds—is severely circumscribed in China because the central government prohibits sub-sovereign units of government from issuing bonds or otherwise taking on debt. 

The arguments in favor of creating a municipal bond market in China are compelling and can be expected to gain ground as the limitations of the current system become more apparent.  Already there is significant unmet demand for more and better water supply and wastewater treatment, district heating, solid waste collection and disposal, energy supply, local and regional transportation, and education and social facilities. While there is little chance that the central government will permit Chinese municipalities to issue general obligation bonds in the near future, it has permitted limited use of a mechanism somewhat equivalent to a U.S. revenue bond. For this reason, the U.S. study tour focused primarily on municipal revenue bonds, as they are most relevant to our Chinese counterparts and could help highlight areas of future U.S. EPA assistance and projects in China. The tour also devoted some time to pooling mechanisms following significant Chinese interest in the December 2002 workshops.

The Chinese delegation was led by our primary partner, part of the NRDC’s Institute of Spatial Planning & Regional Economy in the Academy of Macroeconomic Research. All participants were especially selected by the Wilson Center and U.S. EPA as high-level individuals who would be able to utilize the information provided once they return to China, and who could help educate U.S. officials and professionals as to the state of environmental financing in China.

The affiliations of the seven Chinese study tour participants were:

· DU Ping, Director of the Institute of Spatial Planning & Regional Economy, National Development and Reform Commission (NDRC, formerly State Development Planning Commission)

· SHEN Bing, Deputy Chief, Institute of Spatial Planning & Regional Economy, NDRC

· XU Xiaobo, Vice-Director, Division of Finance, NDRC

· SHI Yulong, Associate Professor and Section chief of Urban Development in Institute of Spatial Planning & Regional Economy, NDRC

· ZHOU Hongchun, Division Chief, Development Research Center (State Council)

· FANG Zhi, Chief Program Officer, Department of Planning & Finance, State Environmental Protection Administration

· WU Jinghua, Director of Finance, Tianjin Municipal Government

Agenda for Washington, DC Study Tour

The Chinese delegation spent one workweek (July 28-August 1) in Washington, DC. During this time, they met with a variety of experts from around the United States to learn more about the US municipal finance system (See agenda in Appendix C). The core themes were as follows:

1) Risk mitigation: the current Chinese system is driven more by administrative control rather than reliance on a comprehensive legal system. Our participants were very interested in all issues of regulation and other measures that can minimize the risk of default.

2) Design elements: the various elements that an issuer of a municipal revenue bond must take into account.

3) Case studies and comparisons: We included a number of presentations that provided case studies of how various U.S. (and other) entities issued bonds. Through a visit to the World Bank we were able to include some comparisons between the United States and other countries (particularly India) in issuing municipal bonds.

Summary of the Washington, DC Roundtables and Meetings

Monday, July 28, 2003 
Opening Welcome

Jennifer Turner, Wilson Center & Dan Thompson, U.S. Environmental Protection Agency
Chinese Delegation’s Goals for the Trip

Du Ping & Shen Bing, NDRC

Brief Overview of Municipal Revenue Bonds 

Paul Ladd, Special Assistant for Finance and Management in the Bureau of Immigration and Customs Enforcement, Department of Homeland Security—provided a review key issues such as what are the different types of bonds, how are they issued, what are the requirements, and who buys the bonds.

Risk Mitigation: The regulatory system regarding municipal revenue bonds 

Du Ping, NDRC—gave a 15-minute overview of how environmental infrastructure financed today at the municipal level (detailed in his Wednesday talk in Appendix C).

Paul Maco, Attorney/former SEC official—provided an overview of federal government regulatory framework for municipal bond market, focusing on default.

Tim Firestine, Chief Financial Officer, Montgomery County, Maryland—introduced the role of state and county governments in regulating bond markets and preventing defaults. 

Tuesday, July 29, 2003 

Issuing a Municipal Bond 
George Leung, Moody’s/Citigroup—spoke on how credit ratings agencies assess municipal revenue bonds (e.g., types and significance of ratings, disclosure of financial information). Mr. Leung also highlighted the various elements an issuer of a municipal bond must take into account before issuing a bond (e.g., credit, rates, regulations, disclosure).

Eric Sandler, CFO, San Francisco Public Utilities Commission—Building on the overview provided by George Leung, Mr. Sandler provided a case study of how San Francisco has paid for its water and sewerage system with municipal bonds. He focused on some of the financial and political challenges of issuing a bond.

Chuck Boepple, Upper Occuquan Sewerage Authority—During this site visit to the world’s largest recycled sewerage for drinking water facility, Mr. Boepple discussed technology, watershed protection strategy, and financing of the facility. He was joined by the Occuquan Sewerage Authority’s financial advisors from Richmond. Our group was given a tour of the treatment plant after the presentations.  

Wednesday, July 30, 2003 

Challenges to Financing Environmental Infrastructure in China

Presentations by Chinese Delegation to Woodrow Wilson Center’s China Environment Forum 

1) Overview of how environmental infrastructure financed today at the municipal level (Du Ping, NDRC)

2) Overview of how enterprise bonds are working in China (Xu Xiaobo, NDRC)

3) Financing of wastewater treatment plants in China (Zhou Hongchun, DRC)

4) Comments by Mr. Wu from Tianjin after audience Q & A 

Energy Efficiency Financing in the United States

Steve Dunn, Policy Analyst, Office of Atmospheric Programs, Environmental Protection Agency—provided information on the various ways energy efficiency projects are financed in the United States.

Thursday, July 31, 2003

World Bank Municipal Bond Case Sudies: India, China, and the United States 

Keshav Varma, Urban Sector Director, East Asia and Pacific Department and Hiroaki Suzuki, Lead Operations Officer, EAP Urban Development Sector Unit (EASUR)—provided case studies of the Ahmedabad municipal bond issue and Tamil Nadu Urban Development Fund (India).

Mihaly Kopanyi, Senior Municipal Finance Specialist, Transport and Urban Development Department—provided a brief overview of World Bank's municipal finance activities. 

Mats Andersson, China Country Coordinator, EASUR; Songsu Choi, Lead Urban Economist, EASUR, and Rob Crooks, Senior Environment Specialist, EAP Environment and Social Development Sector Unit—discussed the World Bank Shanghai Urban Environment Project.

Keshav Varma and David Scott, Urban Sector Director, East Asia and Pacific Department—presented World Bank's East Asia Sub-sovereign financing study (China, Philippines, Indonesia).

Tomoko Matsukawa, Senior Financial Officer, Private Participation and Finance Department—introduced the World Bank’s potential instruments to assist sub-sovereign finance.  

New York City Case Study

Chris Ward, Commissioner of New York City Water Authority and Department of Environmental   Protection—presented case study of financial challenges of New York City’s water/sewage treatment system.

Friday, August 1, 2003

Pooling Mechanisms to Leverage Funds and Aid Small Borrowers 

Robert Lenna, President, Maine Bond Bank—presented a detailed case study of how a state bond bank works and explained how pooling of municipal revenue bonds is done.

Kit Farber, U.S. EPA—introduced how the EPA’s Revolving Loan Fund for wastewater management helps states finance construction of wastewater treatment facilities.

Final Discussion on Next Steps

Concluding discussion with Chinese delegation with Jentai Yang (U.S. EPA) in attendance. 

Part IV. Conclusions, Impact of the Project, and Potential Next Steps

Upon conclusion of the workshops in China and Washington, DC our Chinese colleagues clarified that despite the significant obstacles currently inhibiting development of municipal bond markets in China, there is considerable interest in reforming the sector as recognition of its potential grows. The Chinese identified the following steps as priorities for further development of the Chinese enterprise bond market for environmental infrastructure. Each step offers potential areas of U.S. government and private sector assistance and cooperation:

1. Adjust existing laws and regulations to encourage investors to enter the municipal bond market, especially regulation/supervision of issuing entities; rights/education of investors; and strengthening of intermediaries. 

2. Prepare policy recommendations, such as tax benefits to promote enterprise bonds. 

3. Establish nationwide standards in areas such as: (1) which local governments should be allowed to issue bonds and (2) what is the scale of such bonds. 

4. Create mechanisms and laws to minimize risks of municipal bonds. The Chinese noted they had some experience in risk management in terms of bank loans and stocks, but not in the municipal bond area.

The Chinese noted that the U.S. experience had given them ideas along all of the above lines, but that they needed to do further research to figure out how such ideas could be applied in China, given the significant differences between the two countries’ financial and legal systems and cultural traditions. The Chinese noted they would like further technical assistance from U.S. experts. Several of the Chinese participants stressed the need to choose a city for a pilot municipal bond; some thought the Olympics would make Beijing a natural choice, though other cities were also mentioned. The Chinese delegation was impressed with the quality of the study tour the Wilson Center organized and indicated the Wilson Center could be a good partner to help in future training. 

Impact of the Project

Some of the impact and opportunities created by this Wilson Center China Environment Forum project include: 

1) Spark TDA Support. The Wilson Center project has already resulted in technical assistance between the US and China on municipal debt markets. After completing her first research trip to China for this project, the Wilson Center’s consultant Pam Baldinger broached the idea with TDA officials of a feasibility study on using municipal bonds to finance environmental infrastructure in China, and then provided TDA officials with the contact information and relevant information on the World Bank’s Shanghai Urban Environment Project. As a result, TDA issued an RFA for a $500,000 feasibility study on the use of longer-term bonds as a means of financing the wastewater treatment investments in the Shanghai project. Awarded in 2003, the RFA was won by a team led by two of the Wilson Center experts--Al Appleton and Hy Grossman--who participated in the Phase I study tour (during which our team met with the relevant Shanghai officials). The World Bank may provide additional funds to extend the assistance once the TDA scope of work is completed.

2) Promote Collaboration on an EPA project in Tianjin. The U.S. EPA Office of International Cooperation requested the Wilson Center include Mr. Jinghua Wu, a finance department representative from Tianjin, to participate in the Washington, DC study tour. Mr. Wu is one of the Tianjin officials now working with the EPA on a new river management and financing project in Tianjin. His participation in the municipal finance study tour helped educate and prepare him for his collaboration with the EPA in Tianjin.

3) Information dissemination for U.S. and Chinese policy and research communities on municipal finance in both countries. In addition to the two study tours which provided numerous opportunities for U.S. and Chinese environmental and finance experts to exchange information, the Woodrow Wilson Center’s China Environment Forum will be launching a link on its web site  (www.wilsoncenter.org/cef) in May 2004 that will include much of the information provided in this report, as well as power points and papers presented by the U.S. and Chinese delegations. This web site aims to be a resource for those Chinese and U.S. researchers and policymakers interested in municipal finance issues in both countries. The China Environment Series (2004) Issue 7, which is distributed to 1,800 environmental and energy experts from the governmental and nongovernmental communities in the U.S., China, Japan, and Europe, will also include a short summary of this project’s final report. 

4) Professional development of Chinese government and research communities. The Chinese participants in both the China and Washington, DC meetings expressed considerable enthusiasm for the information and training our project provided. The Wilson Center hopes that the U.S. EPA staff who interacted with our Chinese visitors will take advantage of these contacts to create future training and exchange programs. As we have indicated throughout the cooperation with EPA, the Wilson Center’s China Environment Forum staff stands ready to continue helping to facilitate EPA and other U.S. government dialogues with any and all of the contacts we established throughout the course of this project. 

5) Enable the Wilson Center to undertake other financing projects. The Japan Foundation’s Center for Global Partnership awarded the Wilson Center’s China Environment Forum a grant on river basin governance, in which one area of research is financing. The Foundation cited the Wilson Center’s experience from this EPA-funded project as one factor that influenced its decision to award the grant. 

6) Possible input for the next Five-Year Plan in China. In conversations following the training, the participant Shi Yulong indicated he was discussing with colleagues the possibility of requesting some pilot projects for municipal bonds aimed at environmental infrastructure. This could present a very good opportunity for the U.S. EPA to pursue collaboration on creating financing pilot projects that could have positive impacts on water quality and global climate change in China. The Wilson Center staff is prepared to help the U.S. EPA or other U.S. agencies and organizations interested in working on environmental finance issues in China to make contact with the Chinese participants in this project. Please see contact information for key members of the Chinese delegation in Appendix C. 
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We would like to extend particular thanks to a number of EPA staff from the Office of Air and Radiation (OAR), Office of Water (OW), Office of International Assistance (OIA), and Office of Finance (OF) who took the time to help us shape the project, find participants, or participate in our workshops. It was wonderful that Jentai Yang and Kong Chiu came to the Wilson Center to brief the U.S. delegation on environmental challenges in China before they left for Beijing. Mark Heil and Jack Fitzgerald in OAR helped us identify Angela Chen, who was an incredibly effective member of our U.S. delegation to China in that she highlighted how municipal bonds could be used to finance energy efficiency projects. Prior to his departure from the EPA, OIA’s Hoai Huynh provide us enthusiastic support and his willingness to give us advice was quite heartening. Timothy McProuty (OF) was invaluable in providing us some names of speakers for the Washington, DC study tour, as well as useful reading material on all things bond related. We appreciated that OIA’s Dan Thompson and Jentai Yang met with the Chinese delegation in Washington, DC and that they, along with Kitty Siebold (OAR), helped circulate the invitation for the presentations by the Chinese delegation. The Chinese delegation thoroughly enjoyed the presentation on energy financing by Steve Dunn (OAR) and the discussion by OR’s Kit Faber of the State Revolving Fund. The EPA participation in the presentations by the Chinese delegation was very impressive and we are glad the following people were in attendance: Kong Chiu, Dale Evarts, Suzanne Giannini-Spohn, Hoai Huynh, Laura Miner-Nordstrom, Kevin Rosseel, Angelica Shamerina, Dan Thompson, Si-Wai Yan, and Jentai Yang
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