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EXECUTIVE SUMMARY 

 

With only about 6% of global freshwater resources, China has to manage water 

supply to 20% of the worldõs population, as well as the unprecedented growth of 

its manufacturing based economy and traditional agricultural needs. All of these 

factors have brought enormous challenges to Chinaõs water sector. 

 

Å The per capita water volume in China is only one-fourth of the world 

average. 

Å 400 out of 600 cities in China are facing water shortages to varying 

degrees, including 30 out of the 32 largest cities. 

Å Groundwater tables are depleting rapidly at a speed of about 1 meter/year 

due to overexploitation. 

Å Lack of municipal wastewater treatment is still a big driver of water 

pollution throughout China. 

Å 20.8% of rivers in China are worse than grade V, which is not suitable for 

any usage; 71% of lakes and 50% of urban groundwater is also heavily 

polluted. 

Å Chinese water prices do not reflect its scarcity and are significantly below 

prices in countries with adequate water per capita. 

 

To cope with these challenges, the Chinese government has expended a great 

deal of resources and effort to seek solutions to expand water supply, improve 

water use efficiency and promote environmental protection and enforcement in 

China. Water sector policymakers are increasingly looking to economic tools such 

as proper pricing mechanisms and the elimination or modification of subsidies to 

support the sustainable management of Chinaõs limited water resources.  

 

For example, in the municipal wastewater treatment sector, China has invested 

enormous sums of money to build new facilities across China over the past 20 

years (with significant acceleration in the past 5 years), and according to the 

national plan, China will continue this investment momentum for at least another 

10-15 years. 

 

 

 

 

 

Total 

investment 

1991-2005 

Estimated 

investment 

2006-2010 

Currency 
USD 

billion 

RMB 

billion 

USD 

billion 

RMB 

billion 

Water supply 25 200 20 160 

Wastewater 29 230 34 270 

Total 54 430 54 430 

 

 

These investments and the continuous upward adjustment of water prices have 

caused Chinaõs water sector markets to increase dramatically over the past few 

years. Although the markets may be very fragmented due to the nature of the 
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water sector, foreign players have gained reasonable market shares as providers 

of technology, equipment and service in China.  

 
ǒ ǒ ǒ 

 

To summarize the potential market opportunities for Israeli companies, we 

classify the market in the following sectors: 

 

Water supply (extraction, treatment and distribution): Chinaõs municipal water 

supply has stabilized to around 50 billion m3 /year in the past few years. As a 

comparatively mature market sector, the major opportunities here will be linked to 

the technologies, equipment and services in daily operation and maintenance, 

such as: 

Å Integrated monitoring systems; 

Å Network leakage detection and repair; 

Å Advanced water measuring technologies; 

Å High efficiency pumps; 

Å Water quality control systems; and 

Å GIS-based water monitoring systems. 

 

A major point of growth will likely be linked to efforts to expand water sources 

(mainly for industrial usage). For example, the desalination industry has great 

potential for a market boom in the next few years. In 2009, Chinaõs desalination 

capacity was about 240,000 tons/day; the government target for 2020 could 

potentially be as high as 4 million tons/day. 

 

Water use: Another comparatively mature and fragmented market, the main 

opportunities in this sector will be in areas such as: water-saving technologies and 

equipment for both industrial and residential use, and advanced irrigation 

technologies and equipment. 

 

Wastewater treatment and recycling: The wastewater treatment sector will see 

strong continuous market growth with a projected market growth rate of 20%. 

Many new wastewater treatment plant (WWTP) projects for municipal and 

industrial use will create increased opportunities for wastewater treatment 

technologies and equipment, including: 

Å Biological denitrification and phosphorous removal technologies; 

Å Immobilized microbe technologies; 

Å Membrane manufacturing technologies; and 

Å Sludge treatment and disposal equipment. 

 

Wastewater recycling is still in its infancy in China. With Chinaõs water recycling 

rate at only about 5%, there is great market growth potential in this sector for 

advanced treatment technologies and equipment such as membrane separation 

devices. 

 

ǒ ǒ ǒ 
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The key influencing stakeholders and potential customers of Israeli technologies, 

equipment and services are: 

Å Ministry of Water Resources; 

Å Water bureaus/ authorities at the provincial and municipal level; 

Å Ministry of Housing, Urban and Rural and Development and its local 

surrogates at the provincial and municipal level; 

Å Ministry of Environment Protection and its local surrogates; 

Å Urban construction entities; 

Å Top-tier international and local water companies operating in China; and 

Å Selected industrial clients in sectors such as power generation, iron and 

steel, etc. 

 

Chinaõs procurement process for water projects usually consists of three phases:  

Å Feasibility studies and government approval;  

Å Project design, which is typically done by the local design institute; and 

Å Selection of a construction company, equipment suppliers and engineering 

supervisors through tender or appointment.  

 

Israeli companies have several options to sell technology and equipment in China, 

including:  

Å Direct export; 

Å Representative offices; 

Å Trading companies and local agents; 

Å Chinese subsidiaries as wholly-owned branch for marketing/sales or local 

manufacturing purposes; and 

Å Technology licensing. 
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GENERAL WATER SECTOR OVERVIEW 

 

1.1. MARKET CONTEXT 

China has an estimated 2,812 billion m³ 

(BCM) per annum of naturally-available 

water from surface and underground 

sources, ranking it sixth behind Brazil, 

Russia, Canada, Indonesia and the U.S. 

On a per capita basis however, Chinaõs 

naturally available water flow per annum 

is one of the lowest levels in the world 

and is only one-fourth of the world 

average. 

 

With its population and urbanization growth as well as economic development, 

Chinaõs supply of fresh water has been put under increasing pressure in the past 

three decades. From 2000 to 2007, Chinaõs per capita water resources 

decreased from 2,194 m³ to 1,900 m³, and it is projected that by 2030 this figure 

will drop by an additional 20%. The water shortages are most severe in northern 

China, where surface water diversion is excessive and groundwater is being 

depleted. 

 

Despite the implementation of the one-child 

policy in China, the population continues to 

grow, with the countryõs total population 

expected to exceed 1.4 billion by 2010. 43% 

of the population was urban in 2008, and 

this percentage is expected to continue 

growing over the next decade. This will lead 

to an increased need to develop more 

effective methods of providing water for 

consumption to this population, as well as 

techniques for treating sewage and other 

wastewater. 

 

The record-setting rate of economic growth in China has lead to a spike in 

demand for water for industrial use as well, including areas such as fabricating, 

processing, washing, diluting and cooling, to name a few.   

 

Over the next two decades, agriculture will continue to utilize the majority of 

Chinaõs water resources. Currently, agriculture accounts for 65% of Chinaõs total 

demand for water. However, industrial and domestic water usage will account for 

the majority of demand growth over the same period, with agricultureõs share of 

water use projected to decline to 50% by 2030.  

 

However, supply has not kept up with demand and is not expected to in the future. 

Over 400 cities in China face water shortage issues, with the nationõs largest 

cities, such as Beijing and Tianjin, often subject to the most severe shortages. 
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Projections have estimated that Chinaõs demand for water may reach 832.3 

billion m3/year by 2030 exceeding the countryõs theoretical maximum supply by 

48%. The World Bank has estimated that water shortages cost China about 1.3% 

of its annual economic output, with a further 1% lost to water pollution. This 

indicates an immediate need to develop more efficient water distribution and 

wastewater treatment systems as one way to combat ongoing water shortages.    

 

Additionally, Chinaõs rising use of water on all three fronts, domestic use, 

industrial use, and agricultural use, directly translates to higher volumes of 

wastewater that require treatment and makes the òquality adjustedó supply-

demand gap even worse, Chinaõs industrial and domestic water users annually 

discharge in excess of 50 billion tons of wastewater into Chinaõs lakes, rivers and 

reservoirs.  Much of this wastewater continues to be inadequately treated, leading 

to as much as 70% of those water bodies suffering dangerous levels of water 

contamination, 21 percent of available surface water resources nationally are 

unfit even for agriculture, and leaving up to 300 million people without access to 

safe drinking water.  

 

As China has been increasingly paying attention to its water scarcity, which leads 

to increasing supply-demand gaps as well as the environmental issues associated, 

more effective water monitoring, management, extraction, treatment and 

distribution as well as wastewater treatment technologies are coming into great 

demand.   

 

 

1.2. MARKET DRIVERS 

Chinaõs water technology sector is driven largely by the countryõs growing demand 

for more efficient means to access, deliver and dispose of water. This has grown 

as a result of increased demand for water for consumption, industrial and 

agricultural uses, as well as the governmentõs recognition that it is essential to 

develop systems that can more effectively deal with the dual issues of water 

scarcity and water pollution.   

 

As direct market drivers, the Chinese governmentõs 11th Five Year Plan (FYP), 

which ran from 2006-2010, the anticipated 12th FYP (2011-2015), and the 

economic stimulus package after the 2008 world financial crisis all contain 

elements aimed at increasing government spending in the water industry. 

In 2008, Chinaõs tap water production and supply industry, which includes the collection 

and purification of natural raw water (extraction), treatment, and supply of treated water to 

residents, corporations, and other end-users (distribution), recorded total revenue of USD 

9.687 billion. A total of 1,629 enterprises were reported to be engaged in these sectors. 

 

In 2008, the sewage treatment, processing, and recycling industry (wastewater treatment) 

sector recorded total industry revenue of USD 1.137 billion, with a total of 1,050 

enterprises engaged in this sector. 
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The 11th FYP laid out an estimated RMB 1 trillion total investment from 2006 to 

2010. Included in this was RMB 300 billion investment in sewage and water 

reclamation projects, and RMB 100 billion for the upgrading of the current water 

supply network infrastructure. The plan also made way for larger investments in 

projects designed to divert water to cities experiencing water shortages. 

 

In late 2008 the Chinese government unveiled its RMB 4 trillion stimulus 

package, created to combat the impact of the global slowdown on Chinaõs 

domestic economy. The package included RMB 20 billion for rural water 

conservation projects aimed at reinforcing water reservoirs, conserving key 

irrigation areas and improving drinking water safety. RMB 370 billion was 

earmarked for rural infrastructure, which includes water supply, and RMB 350 

billion was earmarked for environmental protection projects, including municipal 

water and wastewater treatment projects.   

 

Currently the government is in the process of drafting its 12th FYP, which will run 

from 2011-2015. Government investment in the water industry is expected to 

remain strong. Current estimates put total spending on environmental protection 

to more than double under the plan, reaching over USD 450 billion. This increase 

will certainly benefit the water industry, specifically the wastewater treatment 

sector.  

 

Meanwhile, the Chinese government is also in the process of drafting a Strategic 

Emerging Industry Development Plan to promote sustainable development. 

Environment protection and clean water supply will be one of the government-

endorsed strategic growth sectors for which the government will introduce more 

incentive policies, such as tax exemptions, to boost sector development. 

 

Last but not the least, the government began a new round of water price 

adjustment in 2009 . At the beginning of the year, major cities such as Shanghai 

and Tianjin raised water prices. Many other cities plan to follow suit and have held 

public hearings on the issue. According to the National Development and Reform 

Commission (NDRC), the central government agency in charge of controlling water 

prices, this increase in water prices is an effort to promote water conservation 

and the sustainable use of water resources. Rationalizing water prices will 

definitely have a positive impact and boost Chinaõs water sector development. 

 

1.3. REGULATORY OVERVIEW 

Chinaõs water industry spans a broad value chain, impacting a range of areas in 

Chinese society, including health issues, pollution, natural resources, budgets, 

and more. As such, the industry is regulated by a range of government organs, 

both at the national and sub-national level.     

 

The below diagram illustrates the key regulators of the water industry, and their 

relevant responsibilities  
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The water industry is subject to a number of laws that impact the extraction, 

distribution, use, and treatment of water in China. A summary of the key laws is 

provided below: 
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In addition to the above laws, a wide range of regulations, and other legal 

instruments, orders and standards issued by various central and local ministries 

and government agencies guide water sector actors in the implementation of 

high-level policies. A non-exhaustive list of these regulations is provided below: 

 

Å Regulations for Water-taking Licensing and Water Resource Fees; 

Å Water Volume Allocation Method (Temporary); 

Å Several Comments on Water Right Transfer by Ministry of Water Resources; 

Å Temporary Administrative Method of Water Volume Allocation; 

Å Implementation Details of the Water Pollution Control Law; 

Å Regulations on Huaihe Basin Water Pollution Control; 

Å Regulations on Yellow River Basin Water Pollution Control; 

Å Regulations on Preventing Sea Pollution From Land Pollution Sources; 

Å Regulations on Natural Reservation Area Management; 

Å Regulations on Medical Waste Management; 

Å Quality Standards for Drinking Water; 

Water Law (2002)

ωClarifies water rights 
belong to the state

ωPrioritizes municipal 
water supply over water 
for agricultural and 
industrial use

ωSpecifies ministries and 
ǊŜƎƛƻƴŀƭ ƎƻǾŜǊƴƳŜƴǘǎΩ 
roles and responsibilities 
in water resource 
management

Clean Production Law 
(2002)

ωDefines means of clean 
production

ωSets forth incentives for 
clean production, in the 
forms of tax cuts and 
subsidies

Appraising Environmental 
Impact Law (2002)

ωMakes environmental 
impact reporting and 
mitigation planning a 
mandatory prerequisite 
to receiving approval for 
urban-rural planning and 
construction projects.

Urban Rural Planning Law 
(2007)

ωMakes water source 
planning and water 
systems planning a 
compulsory element of 
general urban and rural 
planning

ωGives water supply and 
sewage systems the 
highest priority in rural 
town construction

Water Pollution Control 
Law (2008)

ωHighlights local 
government and 
enterprises accountability 
for pollution

ωFormalizes the national 
water quality mechanism

ωRequires local 
governments to establish 
centralized municipal 
wastewater treatment 
facilities

Circular Economy Law 
(2009)

ωEstablishes requirements 
for quantitative water 
use management and 
water saving facilities in 
industrial plants

ωEstablishes the principles 
of encouraging water 
conservation in mining, 
construction, and 
irrigation, utilizing tax 
cuts

Laws Relevant to Chinaõs Water Industry 
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Å Quality Standards for Surface Water; and 

Å Quality Standards for Municipal Water Supply. 

 

1.4. MARKET CHALLENGES 

 

1.4.1. Water Pricing Mechanism 

Chinaõs water pricing mechanism is far from market-oriented, and water prices 

have been kept artificially low, which industry experts agree generally limits the 

healthy growth of the industry. 

 

Furthermore, the individual components of water prices do not include all the 

components present in more developed countries. In the late 1980s, Chinaõs 

water tariffs were solely comprised of water supply fees. In 1997, a wastewater 

treatment fee was added, and a water resource fee was added in 2002. Currently 

however, water distribution, sewage and water management costs are not 

explicitly covered by Chinaõs water end-user payments. 

 

However, China has seen a general trend of water price hikes over the past year. 

In January 2010 Beijing raised residential water rates by 8%, following proposed 

or implemented water price hikes in Shanghai, Lanzhou, some cities in 

Heilongjiang, and others. China is continuing to study ways to establish the 

optimal water pricing mechanism in order to more effectively manage water 

scarcity. 

 

1.4.2. Geographic Disparity 

While China as a whole faces severe water scarcity problems rooted in rapid 

industrialization, its solution to the water problem must be explored at the basin 

or sub-basin level due to Chinaõs huge geography and extreme regional 

differences. 

 

In southern Chinaõs Yangtze and Pearl River basins where there is sufficient 

surface runoff, surface water levers that can help capture the areasõ plentiful 

resources will dominate as water supply solutions. In northwest and northeast 

China, groundwater levers will be the main drivers of supply, although over-

extraction in the regions has already put pressure on groundwater supplies. In the 

most water-scarce regions, the Hai, Huang and Huai basins will require significant 

water transfers (from Southern China), wastewater recycling and seawater usage 

solutions to fill the demand gap. 

 

Case study 

 

South-to-North Water Transfer Project: Northern China is home to 538 million, 

one-fourth of the countryõs grain production and half of its produce production, 

but only 20% of Southern Chinaõs water resources per capita. In comparison, 

areas south of the Yangtze River, which account for only 36.5% of the countryõs 

total territory, have 80.9% of its total water resources.   
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To solve the problem, the government 

is building a massive project to 

artificially divert water from regions 

along the Yangtze River to northern 

China. This water diversion project 

includes three routesñeastern, 

central and western. The nearly 

1,500-kilometer-long eastern route 

runs from Jiangsu to Shandong 

Province. The central route is more 

than 1,400 kilometers long, and 

stretches from Hubei Province to 

Beijing and Tianjin. The western route, proposed to run through the Qinghai-Tibet 

Plateau, is still being researched and assessed due to potential negative 

environmental impacts. The terms of the original plan approved by the State 

Council in 2002 specified that water from the Yangtze River should flow along the 

eastern and central routes by 2007 and 2010, respectively. But in 2008, project 

officials postponed the deadlines until 2013 and 2014 based on further 

evaluation. 

 

Starting this year, the government will speed up construction of the project over 

the next three years. This year alone, more than RMB 50 billion will be invested in 

the project. (The government has already pumped more than RMB 60 billion, 

about USD 9 billion, into the project as of the end of 2009.) 

 

But some experts say the water diversion project will not fundamentally solve the 

water shortage problem. They believe that the country should also put more effort 

into water conservation and preventing water pollution because the diverted 

water may be not economical to useñthe water that will be diverted from the 

Yangtze River to Beijing will cost about RMB 5-6/m 3, while purified wastewater 

costs only RMB 3/m 3. 

 

1.4.3. Wastewater Treatment Woes 

Wastewater treatment plants are generally paid on the basis of water volume 

intake only, with little quality control over the degree to which the wastewater is 

effectively treated. This current system encourages wastewater treatment plants 

to take in as much wastewater as possible and perform the minimum treatment 

required. 

 

Generally speaking, the wastewater treatment sector continues to be 

unprofitable, which further discourages investment in the sector and limits the 

introduction of much-needed technologies that could improve the overall quality 

of service in the sector. 

 

1.5. MARKET TRENDS AND OPPORTUNITIES 

Because the greatest drivers of water demand growth in China are industrial and 

urban demand, Chinaõs major solution to deal with the water supply-demand gap 
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should be based on managing rapidly growing demand from industrial and urban 

sources and improving water usage efficiency in industry and municipal systems.  

 

In the Chinese agricultural sector, the high demand for water is driven in part by 

Chinaõs use of flood irrigation as the main irrigation approach. Sprinkler and drip-

irrigated farms make up less than 5% of the total for wheat, corn, vegetable and 

oil crops.  

 

Hence, cost effective innovation in water technology ð everything from supply 

(such as desalination) to industrial efficiency (such as more efficient water 

recycling) to agricultural technologies (such as crop protection and irrigation 

controls) could play a major role in closing the supply-demand gap. 

 

In order to introduce new technologies and expand project-funding channels, the 

Chinese government began to explore cooperation with private corporations and 

financers, including foreign players, in 2000 . Water officials have explicitly 

encouraged foreign participation in Chinaõs water markets, especially in 

wastewater treatment projects. 

 

In order to expand the water supply, China is also beginning to explore 

desalination as a source of coastal water supply. Large facilities have been 

proposed along the coast of cities and provinces such as Tianjin and Zhejiang.  

 

The government promulgated a regulation in 2004 to prohibit new thermal power 

stations from using underground water for cooling in Chinaõs coastal regions, 

which has became one of the major drivers for the boom in desalination projects 

in recent years. 

ǒ ǒ ǒ 
 

In 2007, a large wastewater treatment plant developed as a òpublic-private partnershipó 

opened in Guangzhou. This plant was built by the Guangzhou Wastewater Treatment Co., 

Ltd, a partnership between the provincial government and Earth Tech, a subsidiary of Tyco 

International. The plant was built as part of a broad effort to reduce the ÿow of untreated 

sewage into the Pearl River and is a build-operate-transfer (BOT) agreement in which the 

plant will be transferred to the government in 17 years. 

 

Veolia, another leading international water company, has been aggressively seeking joint 

ventures in China and now has more than 20. They have announced that their Asian 

business, which currently accounts for less than 2% of its global activities, could grow to as 

much as 20% in coming years. Veolia projects are being developed in Beijing, Shanghai, 

Tianjin and Shenzhen. One project, a renovated water supply plant in Tianjin, now supplies 

drinking water to 1.8 million people. In another agreement, Veolia set up a joint French-

Chinese venture to build a series of water projects, including urban and industrial 

wastewater treatment plants, desalination facilities, water treatment equipment, and water 

management services in Teda Economic Development Zone. The joint venture, called the 

Tianjin Teda Veolia Water Co., Ltd., is aimed at providing the Chinese with management 

expertise and project financing. Total expenditures may grow to nearly RMB 2 billion. 

 

ǒ ǒ ǒ 
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Although there are still many economic subsidies in China that encourage water 

inefficiency, many Chinese cities have begun raising the price of water 

significantly since 2009. The government also announced that rationalizing water 

price will be one of the top priorities for its resource price mechanism reform 

agenda in the next 2-3 years in order to encourage more efficient water use. 

There are therefore vast opportunities to provide technologies and equipment to 

improve the efficiency of water use in China. 

 

Case study: 

In China, there is significant need to reduce municipal water leakage. With a 

technical potential of 9.2 billion mб per year, the market size could be as large as 

$1.8 billion per year. With a 22% rate of return, this opportunity to improve 

efficiency will be attractive for municipal utility entities. The biggest constraint to 

broader network rehabilitation and pipe replacement is currently a lack of 

awareness among utilities of the benefits of leakage reduction. 

 

Any innovative technologies or equipment aimed at detecting and repairing leaks 

should be welcomed by utility companies in China, especially since these 

solutions are becoming cheaper and easier to implement. Utility companies may 

particularly open to service providers that offer them solutions for a share of the 

achieved savings, rather than through fixed technology and equipment payments. 

 

Meanwhile, the Chinese government has also been actively introducing more 

severe rules and penalties to change the status quo, adapting new water 

standards and enhancing its environmental law enforcement. All of these moves 

will drive market demand for new technologies and equipment in the wastewater 

treatment sector. Membrane technology, for example, is still 2-3 times more 

expensive in China than traditional treatment technologies, but as the need for 

high-quality water treatment increases, especially for potable or high-quality 

industrial use or recycling, low pressure membrane technology could develop a 

market potential of up to 85 billion mб by 2030, 56 times its volume in 2005. 

 

  

ǒ ǒ ǒ 
 
The desalination plant proposed for Xiangshan, Zhejiang province is to be the largest in 

China, with a production capacity of 100,000 m3/ day. Unlike most desalination plants 

currently in development, which use reverse osmosis membranes, the Xiangshan facility 

will use multi-stage ÿash distillation, using heat from an existing power plant. 

 

Initial estimates are that the plant will cost RMB 1.1 billion and the cost of water will be 

around RMB 6/m 3. The water will be blended with local water supplies and will be sold for 

RMB 2.5/m3, with the government bearing the cost of the subsidy. 

 

ǒ ǒ ǒ 




