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2.2 The problem of low investment efficiencyDue to the growing demand for financing, and despite inefficiencies
nationwide, China hasstarted to introduce market-based approaches for pollution prevention and control. The
lowefficiency of environmental investment in China is mainly reflected by inefficiencies andproblems in the
construction, operation, and management of urban wastewater treatment andsolid waste disposal facilities as well as
in industrial pollution treatment facilities.For years, in the field of urban environmental infrastructure, the
government has been the mainsource of funding for construction of these facilities, with non-profit organizations5
responsiblefor their operation and management. This type of government monopoly excludes institutional
competition, which in turn contributes to the problem of low investment efficiency. In this regard,similar situations
have occurred in the past in developed countries and in some cases still exist.But the problems formed under the
planned economy are especially complicated and severe. Inindustrial pollution control, China implemented a
single basic policy that states that the polluteris the one responsible for treatment, and, subsequently, all polluting
enterprises built andoperated their own treatment facilities. Little consideration was given to leaving pollution
treatment to specialized enterprises through a levy mechanism, which could bring about efficiencies in the division
of labor and economies-of-scale into full play. Because of this,implementation of the "polluter treats pollution”
policy caused investment inefficiencies for SMEs. The emergence of this situation in China was clearly associated
with the development process of the environment-related service sector.With the advancing reforms of the market
economy system and the ongoing development of the environmental service industry, a pattern of so-called
"marketization"6 emerged in China for pollution treatment at the end of the 1990s, based on international trends
favoring practices suchas PPP and PFI7 In the field of urban environmental infrastructure, marke tization
iscontributing to a break-up of the government’s monopoly structure.
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