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Abstract

Addressing climate change is a broad consensus reached by the international
community. The function of carbon sequestration in ecosystems has major potential
in adapting to climate change. Faced with escalating environmental challenges,
countries around the world are increasingly taking nature-based solutions (NbS) as
a holistic approach to collaboratively address multilateral agendas ranging from
climate change to biodiversity loss. It is estimated that by 2030, the implementation
of NbS in all ecosystems can remove at least 5-11.7 billion tons of carbon dioxide
equivalent per year. Countries around the world, especially developed ones, have
developed a series of management measures in the process of utilizing the carbon
sink of ecosystems, and multinational corporations are also active in NbS
investment. The demand for emission reductions from enterprises worldwide has
continued to increase, driving the rapid growth in annual demand for global
voluntary carbon credits, and an upward trend of the production of NbS carbon
credits in forestry, agriculture, and land use. It is expected that the global voluntary
carbon market will provide trading allowances of 2.6 billion tons of carbon dioxide
equivalent per year in 2030.

China has made positive progress in improving the function of ecological carbon
sinks. Giving full play to the ecological carbon sink function provides cost and
technical advantages in achieving the “Dual Carbon” goals. In 2021, China issued
the Action Plan for Carbon Dioxide Peaking Before 2030, and consolidating and
enhancing carbon sink capacity of ecosystems was listed as one of the top ten
actions for carbon peaking. At present, the total area of China’s woodlands,
grasslands, and wetlands 1s 6.05 billion hectares and the forest and grassland
coverage rate is 55.11%. The total carbon storage of forests and grasslands is 11.443
billion tons, and the annual carbon sink is 1.28 billion tons. China has improved its
forest carbon sink function through three paths: increasing area, reducing losses,
and improving quality. With “double growth” in both forest area and forest stock
volume for 30 consecutive years, China has become the country with the fastest and
largest growth in forest resources in the world. China has promoted the integrated
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protection and restoration of mountains, rivers, forests, farmlands, lakes, grass and
sand, and has created a large number of good practices with ecological, economic
and social benefits, represented by Saihanba Forest Farm, turning lucid waters and
lush mountains into mountains of gold and silver, and promoting climate change
response, biodiversity conservation, and economic and social development. China
has also actively cooperated with the international community to create
demonstration cases for the world and jointly promote the mainstreaming of NbS.

Going forward, China can consolidate and improve the carbon sink function of the
ecosystem from three aspects to better achieve the “Dual Carbon” goals. First,
China can optimize natural resource management policies and motivate business
entities for production and operation relative to natural resources. The first is to give
priority to the carbon sink value of state-owned forests by improving the
management system of state-owned forest farms, and promote the effective
protection and scientific utilization of forests. It can deepen the reform of the
collective forest rights system, clarify the ownership relationship between forest
property rights and forestry carbon sink property rights, and set up a reasonable
benefit-sharing mechanism for carbon sink trading. The second is to optimize forest
and grassland resource development policies, improve forest harvesting
management, promote the moderate-scale management of forest land, improve the
value realization mechanism of ecological products in the forest and grass industry,
and improve sustainable operations. The third is to comprehensively increase
scientific and technological support for the forest and grass industry, enhance
forestry and grass industry mechanization, promote the development of large-
diameter timber and high-quality grass, develop wood and bamboo processing,
forestry biomass energy and other industries, and explore greater space for the
diversified development of the forestry industry.

Second, China can improve the design of the carbon offset mechanism and create
an internationally leading voluntary emission reduction market. The first is to
accelerate the standardization of ecosystem MRYV, apply satellite and other
information technologies, improve regional-scale ground surveys, gradually align
national ecological carbon sink accounting with international standards, and
improve the credibility of the voluntary carbon credit market. The second is to
strengthen the supervision and information disclosure of carbon sink projects,
improve the disclosure standards for enterprises to participate in carbon offsets,
strengthen the informatization of carbon sink projects, and introduce third-party
assessment agencies to improve the transparency of the voluntary carbon market.
The third is to encourage the Belt and Road countries to jointly build a large-scale
voluntary carbon market with high transparency and high liquidity, form a stable
price mechanism, and avoid potential market risks.

Third, China can fully mobilize non-governmental capital to support investment
and financing of ecological carbon sink projects. The first is to introduce innovative
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fiscal and financial support policies by developing bonds, insurance and other green
financial products and financial instruments relative to forest and grass, and explore
models such as public-private partnerships. The second is to guide enterprises and
financial institutions to improve relevant rules and standards by considering
incorporating carbon credits into the net-zero goals of the institutions, enriching the
ESG evaluation system, and reducing financing for activities with a negative impact
on nature. The third is to deepen international cooperation in green finance, include
more NbS projects in the green finance catalog, encourage developing countries to
explore NbS paths and practices suited to their respective national conditions, and
clarify the relationship between the participation of developed countries in NbS
project investments and their responsibility to finance climate change mitigation.
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Addressing climate change is an international consensus. Under the Paris
Agreement, countries have set emission reduction targets and implementation paths,
not only to control carbon emissions in key sector such as energy, industry and
transportation, but also to give full play to the role of ecosystems in reducing
emissions and increasing sinks. As the cost of reducing remaining carbon emissions
from high-emission sectors such as energy and industry becomes increasingly high,
the ecological carbon sink function is considered to an indispensable and cost-
effective means of carbon removal to achieve the “Dual Carbon” goals. Nature-
based solutions (NbS) are regarded as the main measure to improve the carbon sink
function of ecosystems and are an important part of the overall strategy and actions
to achieve global climate change goals. They are important for carbon emission
reduction, climate change risk reduction, and enhancing climate resilience.

1. International progress in leveraging the carbon sink function of

ecosystems

The carbon sequestration in ecosystems has major potential in adapting to
climate change. Land and oceans are sources of natural carbon sinks for Earth’s
ecosystems. Terrestrial ecosystem carbon sinks are often called “green carbon”, of
which forests dominate. Well-managed grasslands, wetlands, and soils can also
become carbon sinks. Carbon captured by marine activities and marine organisms
is often called “blue carbon”. NbS is a direct means to leverage the carbon sink
function of the ecosystem. It can also be referred to as a supply-side measure. NbS
refers to actions taken to protect, sustainably manage and restore natural or
improved ecosystems to effectively and adaptively respond to social challenges and
enhance human well-being and biodiversity gains. It is estimated that NbS projects
implemented in all ecosystems could remove at least 5 billion tons of carbon
dioxide equivalent per year by 2030, with a maximum estimate of 11.7 billion tons
of carbon dioxide equivalent per year; this will rise by 2050 to at least 10 billion
tons of carbon dioxide equivalent per year, with the highest estimate being 18
billion tons of carbon dioxide equivalent per year. About 62% of the contribution
will come from forest-related solutions, and about 24% from grassland and
farmland solutions. The basic idea of NbS mainly includes three aspects: first,
protecting the ecosystem from conversion to other uses, which is also the top
priority; second, addressing ecological degradation from the source or driving
factors; third, restoring the ecosystem. Accordingly, there are three ways to increase
sinks: The first is protective measures, that is, to prevent forestland, grasslands,
wetlands, coastal wetlands, etc. from being converted into other uses. The second
is management measures, including sustainable management of natural forests, fire
management, and mixed agriculture and forestry operations, rotational grazing and
conservation farming. The government can take measures such as providing
subsidies, providing training and introducing land property rights reform to promote
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the sustainable management of ecosystems. The third is restoration measures, such
as afforestation and reforestation.

NbS have gradually become a holistic approach to global collaborative
solutions to multilateral agendas such as climate change and biodiversity loss.
In 2008, the World Bank released the Biodiversity, Climate Change and Adaptation:
Nature-based Solutions from the World Bank Portfolio, which for the first time
proposed that NbS can be used as a new solution to protect biodiversity and improve
sustainable livelihoods while mitigating and adapting to the effects of climate
change. In 2009, the World Conservation Union (IUCN) proposed in its
recommendation report submitted to the 15th Conference of the Parties of the
United Nations Framework Convention on Climate Change that it would actively
promote NbS as a key component of broader overall plans and strategies for climate
change mitigation and adaptation, and further clarified the concept and content of
NbS in 2016. In 2019, at the initiative of the United Nations Secretary-General,
NbS was listed as one of the nine important global actions to address climate change
by the United Nations Climate Change Conference. In 2023, the 28th Conference
of the Parties to the United Nations Framework Convention on Climate Change
reached the UAE Consensus to encourage the use of NbS and other methods to
mitigate the impact of climate on ecosystems and biodiversity. In 2022, the total
annual funds flowing to NbS reached USD 200 billion, a year-on-year increase of
11%, of which public finance accounted for 82% and private financing accounted
for 18%. At the same time, every USD 1 million invested in NbS will create up to
40 jobs, which is almost 10 times the employment opportunities provided by
investment in fossil fuels.

Countries around the world, especially developed ones, are actively leveraging
the carbon sequestration potential of forests and other ecosystems. Major
countries and regions are actively promoting the inclusion of NbS in national
governance, climate action, and policy tools. In 2015, the European Union included
NbS into the Horizon 2020, its official funding program for research and innovation.
In 2022, the Biden administration released the Nature-Based Solutions Roadmap to
guide the United States to fully unleash the potential of NbS and address climate
change, natural loss, and inequality, and committed more than USD 25 billion in
funding to support NbS implementation. The USAID Climate Strategy 2022-2030
published by United States Agency for International Development emphasizes NbS
as a key tool for carbon sequestration, reducing disaster risks, supporting
livelihoods, and improving food and water security. Canada’s first officially
implemented National Adaptation Strategy specifically mentions the use of NbS to
enhance climate resilience and maximize co-benefits. Multinational corporations
are also active in NbS investment. In 2019, Australia’s BHP Billiton announced that
it plans to invest USD 400 million in the next five years to support the research,
development and deployment of emission reduction technologies to reduce carbon
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emissions in the group’s operations and by downstream companies using BHP
Billiton resources during production, and that it will drive investment in NbS. In
2022, BHP Billiton funded three blue carbon projects in Australia. It plans to
provide more than AUD 5 million over three years to support marine emissions
reductions.

A variety of voluntary emission reduction mechanisms have been established
around the world to promote the quantitative certification and trading of
ecological carbon sink effects. Carbon markets are mainly divided into three
categories: the international carbon mechanism established under the Kyofo
Protocol and the Paris Agreement, the locally established carbon mechanism, and
the non-governmental independent carbon mechanism. International mainstream
carbon mechanisms include the Clean Development Mechanism (CDM) , Verified
Carbon Standard (VCS), Gold Standard (GS), China’s Certified Voluntary
Emission Reduction Mechanism (CCER) , American Carbon Register (ACR), and
Climate Action Reserve (CAR), REDD+ Trading Framework (ART), and Global
Carbon Council (GCC). Among them, the VCS is currently the largest independent
carbon mechanism and the largest issuer of forest protection, sustainable
management and forest carbon sink increase (REDD+) and forestry carbon credits.
Most of the other carbon sinks participate in the voluntary emission reduction
market through afforestation/reforestation. By voluntarily purchasing carbon
credits, companies or organizations can offset unavoidable greenhouse gas
emissions. As the demand for corporate emission reductions continues to increase
globally, the global voluntary carbon market is developing very rapidly, driving the
annual demand for global voluntary carbon credits to grow rapidly. According to
the World Bank, the number of carbon credits issued by the world’s three major
carbon credit supply mechanisms in 2021 reached 478 million tons of carbon
dioxide equivalent. The World Economic Forum states that by 2030, the global
voluntary carbon market will provide carbon trading allowances of 2.6 billion tons
of carbon dioxide equivalent per year. Currently, renewable energy projects are the
main source of carbon credits. The generation of NbS carbon credits such as forestry,
agriculture and land use is showing an upward trend, with 54% of new project
registrations in 2022 being forestry and land use activities. In 2022, the global
voluntary carbon market attracted USD 1.2 billion in investment. The U.S.
Environmental Protection Agency predicts that the size of the global voluntary
carbon market in 2030 is conservatively estimated to be between USD 5 billion and
USD 30 billion, and may even reach USD 50 billion.
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Figure 1 Forest-specific Voluntary and Compliance Carbon Market
Transactions

Note: 1. Voluntary carbon market transaction values in the forestry and land use category.

2. The data for forest specific compliance markets includes value data for the New
Zealand ETS, the Australian Emissions Reduction Fund, the Colombian Carbon
Tax, the Korean ETS, the California-Quebec ETS, the Alberta ETS, the British ETS
and the China sub-national ETS programs. It does not include other active ETS and
compliance mechanisms, likely resulting in an underestimate for total global forest-
based compliance transactions. No data is available for 2020 and 2021.

Source: Center for Global Development (2023)

2. China’s practice in promoting the realization of carbon sink

functions in ecosystem

China has kept improving the national greenhouse gas voluntary market with
the China Certified Emission Reduction mechanism as the main body. The
China Certified Emission Reduction (CCER) refers to the greenhouse gas emission
reduction results in renewable energy, forestry carbon sinks, methane utilization
and other projects in China that are quantitatively certified and registered in the
national registration system for voluntary greenhouse gas emission reduction
transactions. The China Certified Emission Reduction program is a supplementary
mechanism to the compliance carbon market. Emission-control enterprises may
purchase allowances or Certified Emission Reductions (CERs) to offset emissions
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when their allowances are insufficient!. In 2012, the National Development and
Reform Commission (NDRC) promulgated the Interim Measures for the
Administration of Voluntary Greenhouse Gas Emission Reduction Trading (the
Interim Measures) and the Guidelines for the Validation and Certification of
Voluntary Greenhouse Gas Emission Reduction Projects. Since 2013, the regional
carbon trading pilots have been launched, creating a stable and large-scale demand
for CCER by including the carbon offset mechanism in CCER projects. In 2017, as
the NDRC initiated the revision of the Interim Measures, the registration and
approval of CCER projects and the issuance of CERs were suspended, but the
trading of the CCERs already registered was not affected. In 2023, the Ministry of
Ecology and Environment (MEE) and the State Administration for Market
Regulation (SAMR) jointly issued the Administrative Measures for Voluntary
Greenhouse Gas Emission Reduction Trading (for Trial Implementation). At the
beginning of 2024, the national voluntary greenhouse gas emission reduction
trading market was officially relaunched.

China has leveraged the cost and technical advantages of the ecological carbon
sink function. Carbon sink supply is the basis for carbon sink market transactions.
At present, the total area of China’s woodlands, grasslands, and wetlands is 6.05
billion hectares, with a forest and grassland coverage rate of 55.11%. The total
carbon storage of forests and grasslands is 11.443 billion tons, and the annual
carbon sink is 1.28 billion tons. Specifically, forest resources have a big advantage
in promoting the ecological carbon sink function. China has improved its forest
carbon sink function through three paths: increasing area, reducing losses, and
improving quality. In terms of area increase, China has increased a large amount of
forests through afforestation projects such as the Three-North Shelterbelt Project,
the Returning Farmland to Forest and Grassland Project, the Beijing-Tianjin Wind
and Sandstorm Source Control Project, the forestry industry base construction
project based on fast-growing and productive timber forests, and the National
Reserve Forest Project. Among these projects, the Three-North Shelterbelt Project
covers more than 95% of the sand-hazard areas and 40% of the water and soil
erosion areas. In the past 40 years, the forest area in the project area has increased
by 21.56 million hectares net, and the forest coverage rate has increased from 5.05%
to 13.57%. The cumulative carbon sequestration has reached 2.31 billion tons of
carbon dioxide equivalent, equivalent to 5.23% of the country’s total industrial
carbon dioxide emissions from 1980 to 2015. At present, China’s forest area is 231
million hectares, with a stock volume of 19.493 billion cubic meters. With “double
growth” in both forest area and forest stock volume for 30 consecutive years, China
has become the country with the fastest and largest growth in forest resources in the

! In order not to discourage enterprises from reducing emissions, it is stipulated that the offset ratio shall not
exceed 5% of the carbon emission allowances to be cleared.

22



world. It is estimated that in 2050, provided that the forest coverage rate increases
from 24% to 28% and the stock volume per unit area stays at world average, China’s
additional annual carbon sink capacity will reach about 1-1.5 billion tons of carbon
dioxide equivalent. In terms of controlling reduction and degradation, China has
reduced the number of forest fires, the number of casualties, and the amount of
disaster-affected areas to historical lows through such projects and initiatives as
natural forest protection projects, desertification prevention and control projects,
building an integrated system for forest and grassland fire prevention and
suppression, and forest and grass pest control projects. At the same time, China has
also stepped up policies for the prevention and control of forest pests and diseases.
In addition, China has effectively improved the resource quality of forests,
grasslands, and wetlands through low-yield and low-efficiency forest rehabilitation
projects, forest resource quality improvement projects, grassland reward and
subsidy policies, and wetland protection and restoration projects, providing an
effective supply of ecosystem carbon sinks.

Table 1 Main Indicators of Global Forest Resources
Carbon stock

Forest area Forest cover Forest unit chande per

(thousand stock ge p

hectares) rate (%) (m3/ha) area (Mg

C/halyr)
Worldwide 3999135 30.7 131 1.04
China 220446 22.96 94.83 1.22
New 10152 38.6 392 1.05

Zealand

USA 310095 33.8 131 0.94
Germany 11419 32.8 321 1.68
Japan 24958 68.5 196.3 1.59

China has leveraged the ecological, economic and social co-benefits of Nature-
based Solutions. In 2021, China issued the Action Plan for Carbon Dioxide
Peaking Before 2030, listing consolidating and enhancing ecological carbon sink
capacity as one of the top ten actions for carbon peaking. China pursues a holistic
approach to the integrated protection and restoration of mountains, rivers, forests,
farmland, lakes, grasslands and deserts, to improve the quality and stability of
ecosystems, and enhance ecological carbon sinks. The implementation of the work
focuses on three types of ecosystems: forests, grasslands and cultivated land, with
a priority on protection and restoration measures, mainly including precise forest
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quality improvement projects and cultivated land quality improvement actions, as
well as other measures with multiple benefits such as returning farmland to forests.
Measures to improve carbon sink capacity such as forest management can not only
provide carbon sinks that generate ecological benefits, but can also increase the
income of forest operators and create more jobs through the development of under-
forest economy, forest health care, and forest tourism, thus achieving ecological,
economic and social co-benefits and transforming lucid waters and lush mountains
into mountains of gold and silver. This not only helps achieve the “Dual Carbon”
goals, but is also of great significance for consolidating the results of poverty
alleviation, achieving rural revitalization, and promoting common prosperity. Three
generations of the Saithanba people have successfully created the world’s largest
artificial forest with a total area of 1.12 million mu (or 74,667 hectares) and a forest
coverage rate of 80%. The project generates an ecological service value of RMB
14.2 billion every year, delivers 137 million cubic meters of clean water to the
Beijing-Tianjin area, and releases 570,600 tons of oxygen and sequesters 814,100
tons carbon dioxide, serving as an important ecological barrier guarding Beijing
and Tianjin. At the same time, Saihanba National Forest Park receives more than
500,000 tourists every year, directly provides about 15,000 temporary jobs, and
drives the development of such industries as rural tourism, special mountain
products, handicrafts, and transportation in the surrounding regions, and generates
a gross community income of more than RMB 600 million. The Bamboo Forest
Carbon Sequestration Project in Anji, Zhejiang uses forest land management rights
as pledge and applies for green loans from banks to address forestry financing
difficulties. By establishing a whole chain system of “forest land transfer - carbon
sink collection and storage - base management - platform transactions - return of
profits”, it explores a “enterprise + cooperative + forester” business model and
profit-sharing mechanism and takes full advantage of the short growth cycle and
strong carbon sink capacity of bamboo forests to generate sustained and stable
carbon sink benefits.

China has actively cooperated with the international community to jointly
promote the mainstreaming of Nature-based Solutions. In 2019, the United
Nations Climate Action Summit identified China and New Zealand as co-leads of
the NbS Coalition to jointly release the outcomes of the coalition, including the NbS
for Climate Manifesto and the Compendium of Contributions Nature-Based
Solutions - Climate Action Summit 2019. In 2021, the Ministry of Natural Resources
of China worked together with IUCN to jointly release the Chinese versions of the
IUCN Global Standard for Nature-Based Solutions and the Guidance for Using the
IUCN Global Standard for Nature-Based Solutions, and selected 10 representative
cases nationwide in conjunction with China’s major projects and practices in
ecological protection and restoration, including the Guanting Reservoir watershed
management project, the Helan Mountain ecological protection and restoration
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project, the Yunnan Fuxian Lake watershed management project, the Inner
Mongolia Wuliangsuhai watershed protection and restoration project, the Qiantang
River source area protection and restoration project, the Jiangxi Wuyuan rural area
construction project, the protective use of black soil in Heilongjiang, the urban
renewal in Chongqing, the coordinated ecological restoration of land and sea in
Beihai of Guangxi, and the mangrove wetland restoration in Shenzhen Bay, as a
good demonstration and reference for NbS localization in China and around the
world. In 2021, on the eve of the 26th Conference of the Parties to the United
Nations Framework Convention on Climate Change, China submitted its Mid-
Century Long-Term Low Greenhouse Gas Emission Development Strategy to the
UNFCCC Secretariat. In the strategy, China lists NbS as one of the ten strategic
priorities and policy directions and proposes to actively leverage the potential of
NbS in greenhouse gas emission reduction and sink enhancement, form a territorial
spatial layout and ecosystem for emission reduction and sink enhancement, promote
the green and low-carbon transformation of agriculture, and strengthen ecosystem
protection and restoration and carbon storage. In May 2023, the Ministry of Natural
Resources of China and IUCN signed an agreement to jointly establish the Nature-
based Solutions Asian Hub, aiming to pursue sustainable development and
ecological civilization, a notion embraced by the Chinese government that promotes
harmonious coexistence of humanity with nature, through NbS research, practices
and international cooperation.

3. China’s future prospects for consolidating and improving the

carbon sink function of ecosystems

As China’s carbon emission reduction process advances, the technology potential
for emission reduction narrows and emission reduction costs continue to rise.
Nature-based Solutions can rely on ecological functions to increase carbon sinks to
offset carbon emissions, which will help stimulate more efficient use of resources
and promote synergies in addressing climate change, biodiversity conservation,
economic and social development, reduce the social cost of carbon emission
reduction, improve climate resilience, and contribute to carbon neutrality.

First, China can optimize natural resource management policies
and stimulate the carbon sequestration potential of forest carbon
sinks.

Currently, China has a large area of forests (the fifth in the world in area and sixth
in storage), grasslands (the second in the world), and wetlands (the fourth in the
world). Policies related to forestry and grassland resource management can be
further improved to better balance the effective protection and scientific utilization
of forest and grassland resources, achieve in a coordinated manner the high-quality
development and high-level protection of the forest and grass industry, and unleash
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more carbon sink space of forestry and grassland resources.

China can deepen the reform of property rights and systems in the forest and grass
industry, and motivate forestry and grassland operating entities for production and
operation. Given that the quality of forest resources in state-owned forests is higher
than that of scattered collective forests?, China may consider to give priority to the
value of carbon sinks in state-owned forests, and improve the management system
of state-owned forest areas and state-owned forest farms, set flexible fiscal policies,
strengthen local government policy support for forestry operations, raise the budget
for production and operating activities, formulate an incentive salary system,
encourage the development of forestry carbon sink projects, and promote the
effective implementation of forest protection and utilization policies. China can
deepen the reform of the collective forest rights system and promote the separation
of the collective forest land ownership, contract rights, and management rights. The
ownership relationship between forest property rights and forestry carbon sink
property rights should be clarified in legal form, and a reasonable carbon sink
transaction benefit-sharing mechanism can be set up to protect the sharing of profits
among operating entities.

China can optimize forest and grassland resource development policies and
improve the value realization mechanism of ecological products. Forest harvesting
limits can be reasonably opened up to meet the reasonable harvesting needs in forest
management. New forestry operating entities and production bases can be
cultivated and forest land can be managed on a moderate scale to make forest
management more efficient and scientific. A sound ecological protection
compensation mechanism that reflects the value of carbon sinks should be
established and perfected to compensate both non-commercial forests and
commercial forests for their positive externalities. Education and training on the
development and utilization of ecological carbon sinks at the local level needs to be
strengthened, and professional service organizations can be introduced and
cultivated to avoid the potential risks and pitfalls of carbon sink projects. The
system for managing forest ecological product labeling and product tracing need to
be improved to create higher added value of forest products and enhance the
sustainable management of forest and grass resources.

China can comprehensively increase scientific and technological support for the
forest and grass industry and open up space for the diversified development of the
forest industry. China can improve the mechanization of the forest and grass
industry, promote the development of large-diameter timber and high-quality grass,
give full play to the carbon sequestration, material substitution and energy

2 According to the results of the Ninth National Forest Inventory, the stock volume of collective forests, which
account for 61.34% of the national forest area, is equivalent to 68.51% of the stock volume of the state-owned
forests.
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substitution effects of woody forest products, create higher returns for the forest and
grass industry, and achieve win-win outcomes for the economy and ecology. China
can accelerate the development of green and low-carbon industries such as wood
and bamboo processing and forestry biomass energy, promote the integration of
modern forestry industry with other industries, and improve the entire industry
chain of forest product processing and forestry resource development and
utilization. It can encourage the research and development of new types of wood,
develop timber frame construction, increase the diversified development of forest
products, and effectively meet the market demand for various types of wood.

Second, China can improve the design of the carbon offset
mechanism and create an internationally leading voluntary carbon

market.

The voluntary emission reduction trading market is an important market mechanism
to help countries and enterprises achieve carbon neutrality. It is an important tool to
promote the deepening development of the carbon offset market and achieve low-
cost emission reduction, with positive implications for encouraging the whole
society to participate in emission reduction. Institutional mechanisms such as
ecological carbon sink monitoring and accounting can be further improved, the
credibility, transparency and connectivity of the carbon credit offset mechanism can
be increased, and the activity and effectiveness of the voluntary emission reduction
market can be enhanced.

China can accelerate the standardization of ecosystem MRV and improve the
credibility of the voluntary carbon market. At the regional level, ecological carbon
sink accounting should strive to be accurate, adopt a small regional scale, apply
information technology such as satellites, and improve ground surveys to ensure
the accuracy of basic data. At the national level, China can gradually align
ecological carbon sink accounting with international standards, comply with IPCC
accounting principles, and ensure that accounting results are internationally
comparable. It can actively participate in the formulation of international standards
for ecological carbon sink trading in various fields. Ecological carbon sink
monitoring, reporting, and verification (MRV) at regional and national levels should
be interconnected to ensure that carbon sink accounting results at different levels
are harmonized to make carbon sink monitoring more reliable.

China can strengthen the supervision and information disclosure of carbon sink
projects and improve the transparency of the voluntary carbon market. China can
strengthen the guidance of regulatory agencies on the activities of the voluntary
carbon markets, improve the monitoring of the entire process of corporate
participation in carbon sequestration projects, improve the transparency of project
implementation, and comprehensively improve the quality of carbon credit
approval and verification. It can encourage companies to announce their voluntary
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carbon trading status and improve the disclosure standards for corporate
participation in carbon offsets to avoid the risk of corporate “greenwashing” and
strengthen relevant supervision. It can establish a national carbon sink database for
forests, grasslands, oceans and other ecosystems, strengthen the informatization of
ecological carbon sink projects, and promote the sustainability of carbon sink
development and trading. China can bring in third-party evaluation agencies to
avoid distortions caused by companies’ self-evaluation and improve the fairness of
transactions.

China can gradually promote the joint construction of a global voluntary carbon
market and improve the connectivity of voluntary carbon markets. The construction
of the international voluntary carbon market is in the ascendant, and China can seize
the opportunity to participate in the formulation and improvement of relevant
international rules and standards. It can encourage Belt and Road countries to
jointly build a voluntary carbon market, optimize the scattered and small-scale
status of the existing carbon offset mechanisms, facilitate the establishment of a
large global voluntary carbon market with high transparency and high liquidity, and
form a stable price mechanism in favour of developing countries and help
developing countries avoid potential transaction risks in the carbon market. China
can consider proposing a Voluntary Carbon Market Integrity Initiative to strengthen
international cooperation in the field of climate change through a carbon credit
mechanism and to increase its voice in the international climate arena.

Third, China can fully mobilize non-government capital to support

investment and financing of ecological carbon sink projects.

Carbon sequestration projects in ecosystems, especially forests, will provide new
forces for mitigating climate change and are a beneficial way to explore the
harmonious development of man and nature. There is currently a huge funding gap
in the climate field. China should encourage more non-government capital to flow
to the NbS field, facilitate actions by public and private actors, and maintain close
coordination.

China can innovate fiscal and financial support policies to create a sound policy
environment for non-government capital participation. It can explore green credit
products based on carbon sink equity, develop green financial products such as
forest carbon sink bonds and forestry insurance, and promote the standardized
application of green financial instruments that support the development of forestry
carbon sinks, such as forest rights mortgage and forest ticket pledge loans. China
can explore models such as public and private partnership (PPP), give full play to
the guiding and driving role of government investment, and provide corresponding
tax preferences for participating enterprises. It can explore the pilot construction of
an inclusive platform for forestry carbon finance, innovate diversified personal
carbon products, and encourage public participation in the carbon market.
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China can guide enterprises and financial institutions to improve rules and standards
and cultivate more green investors. China can guide international financial
institutions and large multinational corporations to improve the standards
development of net-zero goals, consider incorporating carbon credits into the
institutions’ net-zero goals, and enrich the ESG evaluation system. Businesses and
financial institutions can be encouraged to reduce the financing of nature-negative
activities, transform unsustainable business models, and enhance information
disclosure. NbS is highly consistent with China’s notion of ecological civilization.
China should encourage more of its businesses and foreign-funded enterprises to
explore local NbS implementation plans, benchmark international discourse on
NbS and publicize useful experience and practices, and lay a practical foundation
for relevant policy systems.

China can deepen international cooperation in green finance and improve financing
plans for international multilateral mechanisms. China should further leverage the
role of multilateral mechanisms such as the Network of Green Finance of Central
Banks and Regulators (NGFS) and the International Platform for Sustainable
Finance (IPSF), include more NbS projects in the green finance catalog, and
encourage developing countries to explore NbS paths and practices suited to their
respective national conditions. Regarding the blurred boundary between NbS
project funds and funds to address climate change and protect biodiversity, China
can promote the joint development of scientific financing calculation methods
under various multilateral agendas and clarify the relationship between developed
countries’ participation in NbS project investments and their funding
responsibilities for climate change mitigation®.

“Dual Carbon” Research Group of the Center for International Knowledge on
Development (CIKD)

8 This report is a deliverable under the project of Carbon Emission Peak and Carbon Neutrality: China’s
Strategy and Global Outlook supported by partners such as BHP Billiton.
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