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PART I
Background

1. In Decision 25/34, the Executive Committee requested the Government of China, in co-
operation with the relevant implementing agencies, to prepare a sectoral strategy plan for the
polyethylene/polystyrene foam sub-sector, and that approval of future projects in the sub-sector
would be dependent on the preparation of such a plan.

2. UNIDO originally submitted to the Fund Secretariat a strategy for the entire foam sector
in China.  After discussions between the Fund Secretariat and the implementing agencies active
in this sector in China, the strategy was revised to meet, precisely, the terms of the decision.

3. China’s country programme, approved in 1993 estimated ODS consumption in the foam
sector in 1991 to be 18,000 ODP tonnes (including foam in refrigerators) and growth in the
sector to be 8 percent per year.  Funding of projects in the foam sector commenced in China in
1992 and since then the Executive Committee has approved the allocation of almost US $52
million for the implementation of 95 investment projects in the foam sector, including group and
umbrella projects, to phase out a total of some 10,000 ODP tonnes.

4. ODS consumption in China continued to grow throughout this period with the result that
after taking into consideration consumption in projects approved but not yet implemented, the
Government of China estimates in this strategy that an additional 16,987 ODP tonnes of annual
consumption remains to be phased out in the overall foam sector in China.

Discussion

5. The document submitted by UNIDO is not a sector phase-out plan like the plan for the
halon sector in China, in which a level of funding was agreed by the Executive Committee and
the Government of China guaranteed to complete the phase out of halons in a specific time-
frame.  Rather, this strategy document provides an overview of the polyethylene/polystyrene
(PE/PS) foam sub-sector in China, an indication of the project groups likely to be prepared and
submitted for funding, the proposed timescale for phase-out activities and an explanation of the
policy and institutional support measures proposed to be adopted.  It is predicated upon the
submission of group and umbrella projects.

Consumption

6. Figures for consumption in the sub-sector are presented for the various different project
types and numbers of factories and production lines. A list of all the enterprises which have not
yet been included in approved projects is appended. There is no explanation of the methodology
used to establish and verify consumption at the enterprise level and to separate out capacity
installed after July 1995.  The figures for the numbers of enterprises making PE foam and their
consumption do not seem consistent with the number and consumption of PE foam enterprises in
approved and proposed projects.
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Funding

7. The level of funding required if group and terminal umbrella projects are presented is not
discussed explicitly.  However it is stated that the average cost of conversion of enterprises is
US $6 per kg.  Investment projects approved for China in this sub-sector up to and including the
27th Meeting, have an average cost effectiveness of US $3.53 per kg.

Timeframe

8. In addition to the projects for individual enterprises, submitted up to the 22nd Meeting, the
strategy envisages the remainder of the PE/PS sub-sector being addressed through three group
projects and two terminal umbrella projects, one each for the polyethylene and polystyrene sub-
sub-sectors.  However it should be noted that the costs in the group projects submitted to date are
simply the sum of the conversion costs of each individual enterprise in the group.

9. The first group project was submitted in 1998, and two have now been approved.  A
further group project has been submitted to the 28th Meeting (for individual consideration in the
light of the Committee’s consideration of this strategy paper).  The last terminal umbrella project
is proposed to be submitted in 2001.  The proposed duration is not stated.  The Executive
Committee might consider whether two terminal umbrella projects in the same sub-sector, which
include cost-effectiveness concessions, is consistent with Decision 19/32 according to which a
terminal umbrella project can be submitted for the last project in a sector.

Technologies

10. There is no discussion on technologies.  However projects so far approved in this sub-
sector have all used hydrocarbons.

Industrial Rationalisation

11. Industrial rationalisation is discussed in Sections 3, 4 and 6.  The discussion is centred on
consolidation of production facilities through the relocation of production equipment.  However
there is no discussion on rationalisation of the capacity of the production facilities now in place
in this sub-sector.  The original strategy submitted by UNIDO indicated that the capacity of the
sub-sector is some 12,000 ODP tonnes.  The current production level is indicated in the strategy
now presented as 50 percent of this figure, that is 6,000 tonnes per year.  The Committee might
consider whether compensation for phase out ought to be based on current levels of production
rather than on the existing level of excess capacity.

Implementation

12. Considerable attention is paid in the general strategy to the problem of dealing with large
numbers of small enterprises (Section 4).  Industrial consolidation is proposed through the
acquisition of smaller less capable enterprises and relocation of their capacity.  A number of
initiatives including mutual consolidation among enterprises and the use of equipment leasing
are proposed.  The importance of using larger enterprises to mobilise project management and
supervision is stressed.  However, given the apparent high level of excess capacity now present
in the industry, there may be a need to consider whether some capacity ought to be retired in the
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process of consolidation, in which case not all the present capacity would be converted with
Multilateral Fund resources.  Additionally, it is questionable whether the proposed relocation and
retraining costs for the small enterprises are eligible for funding.

13. Group projects are proposed to be used for larger and more capable enterprises.  Terminal
umbrella projects are proposed to be used to achieve phase out in the smaller enterprises
remaining after the larger group projects have been undertaken.  The strategy recognises the need
for more flexibility in the formulation and implementation of terminal umbrella projects.  Not
considered in the strategy is the Fund Secretariat’s proposed new approach to SME project
formulation approved by the Executive Committee in Decision 25/50 paragraph (d).

14. The proposed institutional and technical support measures are presented in Sections 8 to
11 of the document.  They include production of product safety and quality standards,
international exchanges for information gathering, a technical service centre and an information
exchange centre.  Not all proposed activities might be eligible for funding.

Implementation Guidelines

15. The background to the appendix: implementation guidelines for PE foam umbrella
project, approved at the 25th Meeting, suggests that there will be great difficulty in implementing
the project, inter-alia because of “the large amount of money cut by the Secretariat of the
Executive Committee when examining the project”.  The review of the project (comprising 27
enterprises which were established during 1994-1995) was carried out to provide the necessary
assurances to the Executive Committee that the funding recommended was, indeed, eligible for
compensation and that the Committee was not being asked to approve funds that were not
eligible for funding.  National implementation was indicated as the preferred method of
implementation in the project document and the level of incremental costs assessed as being
eligible were discussed and agreed with the implementing agency, UNIDO, and confirmed as
adequate by the national implementation agency during the review process.
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