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Abstract

In recent decades, China's economic growth rate has been high, but the environmental
cost has been high. At this time, the study of China's green finance is of great significance
to social development. However, there is uncertainty about how green finance can be
developed most effectively. Therefore, this paper studies the development trend of
green finance and analyzes it by province. To this end, we collect unique datasets from
multiple sources; analyze the development of green finance in China; and propose
several potential solutions to further improve green finance. This paper provides an
insightful commentary on the above analysis, with important policy implications for
governments, foreign and domestic households. We greatly advance the understanding
of how the government should provide some useful guidance for further improving
green finance in China.
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1. Introduction

China's financial system plays a key role in supporting sustainable development by minimizing
environmental damage and facilitating industrial upgrading from low-end manufacturing to
higher-end, higher productivity, and higher value-added manufacturing industries. To achieve
this goal, China has implemented a series of policies to support sustainable economic
development, such as establishing green finance, promoting green investment, and enforcing
environmental regulations.

Green finance, which aims to support sustainable economic development by financing
environmental protection projects, is an important part of China's financial system. China's
financial system has established a series of financial instruments to support green finance, such
as green bonds, green loans and green insurance. Green bonds are used to finance
environmental projects, including renewable energy, energy efficiency and sustainable
transport. Green insurance helps mitigate risks associated with environmental damage, while
green loans are provided to companies undertaking environmental projects.

In addition to green finance, China also promotes green investment as a means to promote
sustainable development. The government has formulated a series of policies and initiatives to
encourage investment in environmental protection projects, such as tax incentives, subsidies
and investment funds. For example, the National Development and Reform Commission has
developed a “Green Project List” that sets out the conditions for environmental protection
projects that can receive government funding.

China's financial system has also played a key role in promoting industrial upgrading from low-
end manufacturing to high-end, high-productivity, and high-value-added "three high"
industries. The government provides funding, incentives, and even partial assistance to
companies conducting research and development in key industries such as robotics, aviation,
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and renewable energy. This investment helps to improve the efficiency and quality of the
manufacturing process and reduce environmental damage.

In order to reduce damage to the environment, the Chinese government has listed a series of
environmental regulations that companies must abide by: strict standards for air and water
pollution, waste disposal and other environmental issues. If a company fails to comply with
these regulations, it could face fines, legal action and reputational damage. This approach helps
reduce environmental damage and ensures that companies are held accountable for their
actions.

In conclusion, China's financial system plays a key role in supporting environmentally
sustainable development by minimizing environmental damage and facilitating industrial
upgrading from low-end manufacturing to high-end, high-productivity, and high-value-added
industries. The Chinese government has formulated a series of policies and initiatives to
support green finance and green investment to fund environmental protection projects. In
addition, the government has enforced strict environmental regulations to ensure that
companies operate in an environmentally responsible manner. Through these efforts, China is
working towards a more sustainable economic future that is efficient, environmentally
responsible and economically competitive.

The remainder of this paper is organized as follows. Section 2 briefly reviews the relevant
literature on green finance. Section 3 presents the background and data of this paper. Some
suggested solutions are included in Section 4. The final section discusses some policy
implications and provides some concluding comments.

2. Literature Review

Green finance has become an increasingly important area of research in recent years. Scholars
have focused on various aspects of green finance, including its overall development index,
status quo, and development trends, as well as the impact of green financial policies on
environmental protection and economic development.

Lv (2021) reported that China's green finance development index is increasing, but the overall
level is not high. Zhang et al. (2019) summarized the status quo and development trend of green
finance, while Zhang et al. (2021) illustrated the positive impact of green credit in both eastern
and western regions, but the policy effect in the central region is not obvious. Lee et al. (2020)
found that the implementation of green financial policies can enhance the impact of green
financial development, while Ren et al. (2020) proposed ways to improve the implementation
effect of green financial policies and expand non-fossil energy consumption.

Moreover, Zhou (2020) demonstrated that green finance can significantly improve the
relationship between economic development and the environment, creating a win-win
situation. Muganyi (2021) reported that the development of fintech can help reduce sulfur
dioxide emissions and positively impact environmental protection investment initiatives. He et
al. (2019) analyzed that green financial development can curb excessive investment in
renewable energy by reducing bank credit issuance. Wang (2021) suggested that future
research on green bonds could be carried out by combining financial technology, big data, and
blockchain.

Finally, Akomea-Frimpong et al. (2020) studied the relevant determinants affecting bank green
finance policies, including environmental and climate change policy, interest rates, religion, risk,
social inclusion, social justice, and bank regulation. These studies contribute to the
understanding of green finance and provide insights into future research directions.
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3. Data

The Provincial Green Finance Index, a composite indicator that measures the level of green
finance development in each of China's provinces, is based on data from various sources. The
data comes from the "China Statistical Yearbook," "Statistical Yearbook" of each province, and
the "China Insurance Yearbook." The time span for the index is 2001-2020, covering all
provinces in the country. The index is calculated based on several indicators, including green
credit, green bonds, green insurance, green funds, and green equity. It provides a
comprehensive overview of the state of green finance in each province, highlights areas for
further development, and can be used to compare the performance of different provinces over
time. The Provincial Green Finance Index is an essential tool for identifying best practices and
promoting the development of green finance in China.

Table 1. Indicators of Green Finance Index in China
Indicators Characterization index Indicator description
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Figure 1. Time trend in national development of green finance in China

4. Proposed Policies

The fact that China has been the world's largest emitter of greenhouse gases for the past decade
or so has become a major focus of global efforts to combat climate change. China's heavy
reliance on coal to meet its energy needs is an important factor in this problem, as coal accounts
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for more than 50% of its energy mix. The impact of this unique energy mix on the greenhouse
effect is obvious to all, and will Air and water pollution affects public health and the
environment, contributes to global warming, and causes long-term damage to the planet. The
Chinese government has clearly recognized the seriousness of the situation and has taken major
measures to resolve this issue.

One of the ways China is addressing this problem is through the use of green finance. The
Chinese government issued guidelines for the development of a green financial system in 2016.
These guidelines aim to develop financial products that support environmental projects and
can help reduce the country's carbon emissions. The Green Finance Committee established
after the release of the guidelines is responsible for formulating standards and guidelines for
green financial products and supervising to a certain extent whether the operation of
enterprises complies with the regulations.

One of the main green financial instruments in China is green bonds. These fixed-income
securities will be used to fund environmental projects such as renewable energy, energy
efficiency and sustainable transportation. China has emerged as the global leader in the green
bond market, with issuance exceeding $30 billion. The market continues to grow, with total
issuance reaching US$42.8 billion in 2019, making China the largest green bond issuer in the
world. The widespread popularity of green bonds in China is attributed to the government's
commitment to promoting sustainable development and reducing carbon emissions. In
addition, green bonds provide investors with an investment option that contributes to society
and is responsible. The low risk and relatively high return on investment made it an attractive
option for investors.

Another very important green financial tool in China is green loans. These loans, which are also
used to finance environmental protection projects, often offer lower interest rates than
traditional loans, greatly increasing the likelihood that borrowers will consider green loans at
the moment of lending. The Chinese government has been promoting the use of green loans
through a series of policy measures, such as requiring banks to use part of their loans for green
projects and offering tax incentives to borrowers who use green loans. These measures have
helped to increase the use of green loans in China and effectively encouraged investment in
green projects.

In addition, China has set up some green funds to finance sustainable projects. These funds are
usually issued, managed and supervised by government agencies or state-owned financial
institutions, and are also used to invest in a range of projects with needs such as renewable
energy, energy efficiency and sustainable transportation. The Government has invested heavily
in these funds and they are a stepping stone in supporting the country's transition to low-
carbon economic operations.

Finally, China is building exchanges dedicated to green securities trading. The Green Stock
Exchange will focus on companies that meet specific environmental and social criteria, such as
reducing carbon emissions, improving energy efficiency and supporting sustainable
development. The establishment of the Green Stock Exchange will provide investors with a
platform to support environmental protection projects and enterprises, further promoting
China's green and sustainable development.

In conclusion, China's heavy dependence on coal resources and the resulting series of
environmental problems have been a major challenge for the country. However, the Chinese
government has recognized the seriousness of the situation and has taken a series of major
green measures to address the problem. The use of green financial instruments such as green
bonds, green loans and green funds has played a vital role in supporting sustainable
developmentin China. The establishment of the Green Stock Exchange will also further promote
investment in environmental protection projects and companies, help reduce the country's
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carbon emissions, and make a distinctive Chinese contribution to global efforts to combat
climate change.

5. Conclusion

China's green finance policy not only helps to solve environmental problems, but also provides
opportunities for China's economic growth. Analysts predict that under the trend of
environmental protection, the green financial market is expected to usher in rapid growth. By
2022, the global green bond market may reach 1 trillion US dollars. With its large population,
rapidly increasing wealth and potential for economic development, China is well positioned to
capitalize on this growth, as will demand for sustainable products and services.

In addition, China's green finance policy is not limited to domestic initiatives, but also extends
to the international arena. In 2017, China launched the Belt and Road Initiative (BRI), a friendly
strategy for global infrastructure development linking Asia, Europe and Africa. The BRI has
significant environmental implications, given the potential impact of infrastructure projects on
ecosystems and greenhouse gas emissions. In order to solve these problems, the Chinese
government has also specially formulated the "Belt and Road Development Green Investment
Principles”, which provides guidelines for green development for countries that promote the
common development of "Belt and Road" projects, and provides a "win-win" for global
economic development and environmental protection. "s solution.

Overall, China's green finance policies are an important part of the country's efforts to achieve
sustainable economic growth and mitigate the effects of climate change. The financial market
policy measures adopted by the Chinese government have resulted in substantial investments
in environmental protection projects, and the growth of the global green finance market is
expected to accelerate in the next few years. As China continues to promote sustainable finance,
it has the potential to become a global leader in this area and make an important contribution
to the transition to a more sustainable global economy.
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