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Can China find a new way to go out?

China is genuinely going green. As of the end of 2019, it is well ahead 
of its Copenhagen conference committed targets. China said that 
it would have more than 15% of its energy coming from something 
other than fossil fuels, and its carbon intensity falling by more than 
45%. Both have occurred. Non-fossil fuel energy (renewable + nuclear 
power) has taken 15.7% of primary energy consumption, while solar 
and power together generated more than 8.5% of total electricity. And 
China’s carbon intensity has fallen 48% from 2005, the target year.

But it is what comes next that has the world most excited. Chinese 
President Xi Jinping announced the goal of reaching peak carbon 
emissions and carbon neutrality at the United Nations General 
Assembly September 2020. This goal was re-emphasised recently by 
China’s premier economic meeting. China aims to reach peak carbon 
emissions by 2030 and be carbon neutral by 2060.

How would this be possible? China would have to develop a more 
circular economy. Existing equipment would need to be in use for 
longer and become more productive. Waste would be reused in various 
ways, especially steel and cement. China will also need to build better 
as well as electrify the nation. Waste, buildings, and infrastructure 

must be managed far better. Vastly improved insulation, heating, and 
cooling will be used. China’s energy standards must be enforced.

Is this real? Yes. But what perhaps may be more important is how it will 
happen. It will require strict enforcement of green targets, led by the 
Communist Party in Beijing, under the name of Xi Jinping. Going green 
will happen through the Party stick as much as the market carrot.

Green carrots

There are enormous incentives to go green in China.

It starts at the top. Xi Jinping listed pollution as one of his “three wars”. 
Premier Li Keqiang argued that environmental concerns must be baked 
in to China’s economic plans, as it “cannot exchange for economic 
growth with high energy consumption & high pollution”.

Chinese ministries and local governments have made policy plans 
for carbon emissions and neutrality. As the head of China’s economy 
puts it, despite a “tough battle”, China “must ensure” it reaches peak 
emissions (2030) & carbon neutrality (2060) on time. Planners are 
scrambling to keep up. Aluminium sector bodies’ plan lists peak 
carbon by 2025 (five years ahead of current targets), and to cut 
emissions from peak by 40% in 2040. Ministry statements say that 
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Executive summary
China’s actions to boost their environmental and social governance activities are exciting and of global significance.

We see two major barriers to ultimate success: minimising new and writing off old investment in coal; and coordinating 
the many millions of actors who must pull together to meet China’s ambitious goals.

For the rest of the world, there will be questions as to whether we can accept Communist Party leadership and 
ownership of China’s reforms. The stakes are monumental.
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steel production this year must decline and “to reduce steel production 
is an important step towards reaching peak carbon emissions and 
carbon neutrality”. It is easy to dismiss these plans as mere rhetoric; 
we think you should take them seriously. This round of regulation could 
be as aggressive as the 2015 announcements that led to 10% cuts to 
steel capacity and 20% cuts to coal.

But cuts to steel and coal from above will not be strong enough a 
signal to also reform energy, transportation, industry, construction, 
and agriculture. Rather, based on the outcome of pilots, it seems most 
likely China will put a price on carbon. A carbon tax would affect not 
only China’s government and private sectors, but also global business 
and financial interests. As more and more money flows into China, a 
price on carbon would shift portfolios significantly.

There will be some sector shifts in energy, too. If China wants 50% of 
its energy to come from non-fossil fuel sources by 2030, then wind and 
solar power usage will need to more than double every year until the 
end of this decade.

Markets are already responding; green shots are rising in green 
financing. Chinese state-owned utilities and infrastructure companies 
issued the nation’s first batch of carbon-neutral bonds. These were 
oversubscribed, and the promised yield lower than expected, hinting 
at a potential “greenium”; the SOEs in return committed to use those 
funds to invest in photovoltaics, wind power, hydropower, and green 
buildings. There will be significant private sector opportunities. China’s 
central bank estimates that it will take hundreds of trillions of yuan to 
reach peak emissions in 2030 and carbon neutrality in 2060.

Heat from the Coalface

The biggest problem to China meeting green goals is coal. The energy 
sector currently accounts for about 70% of China’s greenhouse gas 
emissions. Coal-fired power plants are China’s single largest CO2-
emitting sector.

The necessary changes would come locally at lower levels of 
government, but there is an incentives problem. Local governments feel 
like they need coal power. For starters, they will be held accountable 
should there be shortfalls or shortcomings in economic growth. Local 
businesses need reliable energy, and China’s grid remains patchy or 
expensive in places.

Secondly, China’s local governments and industry are still building 
coal-fired power plants despite central decrees forbidding such plans. 
Energy-intensive sectors know that local leaders need their support 
and tax revenues and are often keen to build their own power plants. 
One company alone built 17.5GW of coal-fired installed capacity in 
2020; there were only 11.9GW of coal-powered plants commissioned 
in the entire world in the same year. This is both economic stimulus 
package and energy need. (There’s also some less savoury reasons: 
state-owned energy companies are often good at getting loans, and 
energy projects can breed graft. One famous case saw so much corrupt 
cash found in a senior regulator’s house that one-quarter of the 
currency counters quit their jobs due to “burn-out”.) So there is still a 
plethora of projects under planning or construction.

Red sticks

Making China green will involve local governments bearing enormous 
costs. China’s model pushes down considerable powers to local 
governments, but in return forces them to raise many of their own 
revenues to meet Beijing’s wishes. This makes it very hard to convince 
a local leader that they should be gung-ho on green activities instead 
of local growth. 

Already, the biggest problem with environmental enforcement is that 
it is hard to hold local governments to task. For example, despite 
all economic and environmental plans, Hunan province announced 
12GW of new coal-fired plants by 2025 in response to power supply 
shortages. 

There are two ways around this problem. The first is to transfer energy 
more efficiently. China is the world leader in Ultra High Voltage (UHV) 
lines. This is because the most energy-demanding areas are in the 
south and the eastern seaboard, but energy resources are in the west 
and northwest. Better transmission allowed China to greatly increase 
its wind and solar generation numbers, as the centre can mandate 
giant power plants away from local governments in urban areas. 

The second reason is more nuanced. Beijing thinks it can force change 
through enforcing the rules better. They have given environmental 
inspectors far greater powers. Now, if local officials fail to meet 
the environmental targets, they receive a punishment that remains 
throughout their career, and that can be retrospective. 

Much of the greater enforcement is coming through the Communist 
Party. Party inspectors or Party special offices have far greater clout 
than regulators. They assess not only if one has met one’s indicators, 
but also look at moral issues. If there is any corruption, or anything 
that can be seen as not being “clean” (such as, say, having an affair), 
then the Party can punish any member strictly. Hence, Party inspectors 
are far better for scaring people into action.  

This is exactly how China is trying to bend local governments to their 
will. Rather than using the ministries that are meant to crack down 
on wrongdoers, instead, the Party is inspecting the inspectors. A 
special inspection unit has been set up by the Party to make sure that 
everyone is doing what they should. This makes local governments see 
that ESG goals will no longer be treated as business as usual. Even 
if local leaders can get around the traditional regulators, marked in 
pink in Figure 2 overleaf, then there will be special inspectors sent to 
make sure they do their jobs (see the “central level” overleaf). There are 
severe capacity problems to this: there is no way to send inspection 
teams out to regulate everyone. But the very existence of these teams 
and the fearsome powers they possess may itself act as a useful check 
and balance. 

Xi Jinping himself also stepped in. In early May he told all local 
governments that they must put forward clear timetables, roadmaps, 
and work outlines to ensure that emission targets are met, and said 
that they must “resolutely take down energy-intensive and high-
polluting products”.

What comes next

These regulatory changes may look like merely policy window dressing 
to the main game of letting markets rip. They are not. They are led by 
the Party and can only be enforced by the Party; they will, however, 
make a large difference to global ESG efforts. Acknowledging China’s 
efforts will also require acknowledging that they are Party-led.  

There are, however, important market implications. Under Chinese 
law, the environmental protection ministry must choose who to 
determine as “important national polluter” companies, based on Figure One: Commissioned coal-fired power plant capacity 2016-2020 

Source: China Brief
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Figure Two: How China ensures environmental enforcement 
Source: Silverhorn Research

reports filed upwards from their local bureaux. Should a listed 
company be named and shamed, they will need to file regular public 
reports with the onshore stock exchange. There are also green credit 
and IPO regulations that make it harder for named polluters to raise 
monies. Indeed, the market penalties are much greater than the formal 
administrative punishments handed out to those who pollute. This 
means that there will be many games between firms and regulators as 
to who is termed a major polluter and who is not. 

Investors will also need to balance out carrot and sticks when they 
assess how China’s efforts will affect their activities. ESG is moving 
to be a central part of business balance sheets. But it also can bring 
problems of false legibility — the idea that ESG can be measured, and 
that everything made read. Calculating how true or false ESG data 
may be is difficult. In China there is the added layer that domestic 
actors often do not report accurately above, let alone overseas. We see 
ESG impacts as best treated as the core of investment, rather than as 
something standalone.

The mixed nature of the regulatory regime also shows some likely 
winners and losers in the next decade of China going green. Most of 
this has been put on the record by the central government. Electric 
Vehicles (EV) for example are clearly a national priority, being relatively 
simple to manufacture and reducing air pollution and oil imports. Even 

Chinese real estate conglomerates now have an electric vehicle arm 
— aided no doubt by the 30% government subsidies. And this EV push 
is helping other markets such as batteries, renewable power mineral 
miners, and China’s 5G providers such as Huawei. 

Outside of markets, two other fields seem very attractive and likely to 
be pursued. The first is in electrifying buildings and industry to block 
firms from making their own captive coal power plants. There is also 
a role for government investment in building production capacity and 
ensuring cheap financing for consumers. Public goods like charging 
networks, desalination plants, zero-waste solutions, ecosystem 
restoral, carbon removal, and building seawalls are all going to be vital 
for China in the next two decades. 

The other area is in financing China’s green goals. Private capital and 
green bonds will greatly speed up the allocation of capital. China’s 
capital needs are such that a portion of this is going to come from 
overseas. However, overseas investors that wish to be a part of China 
going green will need to accept the need to deal with China’s ruling 
Communist Party. In the current environment, such associations are 
being questioned regularly. What has yet to be determined is whether 
people can deal with a green China that is led by a red political party. 
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Disclaimer
This document, and the information contained in it, is prepared 
by Silverhorn Investment Advisors Limited (“Silverhorn”) and 
is strictly confidential. As such, this document must not be 
issued, circulated or distributed to any other person other than 
the intended recipient under any circumstances without prior 
written consent of Silverhorn. 

This document is not directed to any person in any jurisdiction 
which (by reason of that person’s nationality, residence or 
otherwise) is prohibited by law to access such information.

For investors in Hong Kong: Any products and services 
contained and described in this document are intended only 
for “professional investors” as defined in Part 1 of Schedule 
1 to the Securities and Futures Ordinance (Chapter 571 of the 
Laws of Hong Kong). 

For investors in Singapore: Any products and services 
contained and described in this document are intended 
only for “institutional investors” and “accredited investors” 
as defined in section 4A of the Securities and Futures Act 
(Chapter 289 of the Laws of Singapore).

For investors in Switzerland: This marketing communication 
and any products contained and described in this document 
are intended for “qualified investors” as defined under Article 
10 of the Swiss Federal Act on Collective Investment Schemes 
(Collective Investment Schemes Act, CISA) of 23 June 2006 
(SR 951.31) and the FINMA Circular 2013/9. The offering 
document, the articles and the annual report of the fund(s) 
listed in this document may be obtained free of charge from 
the Swiss representative. 

For the purposes of Title 5 of the Swiss Federal Act on 
Financial Services (Financial Services Act, FinSA) of 15 June 
2018 (SR 950.1), in relation to distributing the fund(s) listed in 
this document, Silverhorn is affiliated with Finanzombudsstelle 

Schweiz (FINOS), Talstrasse 20 CH-8001 Zürich, Switzerland. 
Investors have the rights to initiate mediation proceedings 
through FINOS pursuant to Article 79 of FinSA.

Not intended for U.S. Persons: Any products and services 
contained and described in this document are not intended for 
any U.S. Person under Regulation S of the U.S. Securities Act of 
1933, as amended.

This document is provided for information purposes only 
and does not constitute an offer to anyone, or a solicitation 
by anyone, to make any investments in securities. Such 
offer will only be made by means of a personal, confidential 
memorandum. The content of this document has not been 
audited or reviewed by any regulatory authority in Hong Kong, 
Singapore or elsewhere. 

All information contained in this document is subject to 
copyright with all rights reserved.

Investing involves risk
You should remember that the value of investments can go 
down as well as up and is not guaranteed. Past performance 
is not a guide to future performance and may not be repeated. 
The actual performance realised by any given investor depends 
on, amongst other things, the currency fluctuations, the 
investment strategy invested into and the classes of interests 
subscribed for the period during which such interests are 
held. Emerging markets refer to the markets in countries that 
possess one or more characteristics such as certain degrees 
of political instability, relative unpredictability in financial 
markets and economic growth patterns, a financial market 
that is still at the development stage, or a weak economy. 
Respective investments may carry enhanced risks and should 
only be considered by sophisticated investors.

No liability
This document is intended for information and discussion 
purposes only and is not intended to be promotional material 
in any respect. The views and opinions contained herein 
are those of the author(s), and do not necessarily represent 
and may differ from the views of Silverhorn as expressed or 
reflected in other communications and promotional materials. 
Information contained herein is believed to be reliable, but 
Silverhorn does not warrant its completeness or accuracy.

Nothing contained in this document constitutes financial, 
legal, tax, investment or other advice, nor should any 
investment or any other decisions be made solely based on 
this document. This document does not provide any advice or 
recommendation as to whether any securities or investment 
strategy referred to in this document is suitable for the 
intended recipient.

Although all information and opinions expressed in this 
document were obtained from sources believed to be reliable 
and in good faith, no representation or warranty, express 
or implied, is made as to its accuracy or completeness and 
no liability is accepted for any direct or indirect damages 
resulting from or arising out of the use of this information. 
All information as well as any prices indicated are subject to 
change without notice. Any information on asset classes, asset 
allocations and investment instruments is only indicative. 
Before entering into any transaction, investors should consider 
the suitability of the transaction to their own individual 
circumstances and objectives. We strongly suggest that you 
consult your independent advisors in relation to any legal, 
tax, accounting and regulatory issues before making any 
investments.

Contact Silverhorn
If you have any enquiries concerning the document, please 
contact your Silverhorn client advisor for further information. 
Any communications with Silverhorn (including telephone 
conversations) may be recorded.

investments@silverhorngroup.com 
silverhorngroup.com

Silverhorn Investment Advisors Limited 
Incorporated in Hong Kong with registration number 1456284 
and licensed by the Securities and Futures Commission under 
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