King Coal, Long Besieged, Is Deposed by the Market
by James B. Stewart
Aug. 6, 2015 – In April 2005, President George W. Bush hailed “clean coal” as a key to “greater energy independence,” pledging $2 billion in research funds that promised a new golden age for America’s most abundant energy resource.
But a decade later, the United States coal industry is reeling as never before in its history, the victim of new environmental regulations, intensifying attacks by activists, collapsing coal prices, and — above all — the rise of cheap alternative fuels, especially natural gas.
This week President Obama slammed the industry with tougher-than-expected rules from the Environmental Protection Agency, limiting power plant carbon emissions, which will accelerate an already huge shift from coal to natural gas and other alternatives.
“Clean coal” remains an expensive and thus far impractical pipe dream.  Coal is the world’s biggest source of carbon emissions by far and the leading culprit in global warming.  Coal advocates like Mitch McConnell, the Kentucky senator and Republican majority leader, have accused the President of an out-and-out “war on coal.”
But it’s collapsing prices and heavy debt loads that are driving the industry into bankruptcy.  Alpha Natural Resources, the nation’s 4th-largest coal producer, after it doubled down on coal 4 years ago in acquiring Massey Coal for $7.1 billion, filed for bankruptcy protection on Monday.  It follows Walter Energy, which filed last month; Patriot Coal, which sought court protection in May; and numerous smaller mining companies.
The demise of the 2 biggest surviving publicly traded coal companies — Peabody Energy and Arch Coal, the nation’s 2 largest producers — may just be a matter of time, based on their recent stock performance.  Peabody shares, which traded at more than $16 less than a year ago, hit 99¢ this week.  Meanwhile, Arch shares have fallen to $1 from more than $33, making them among the biggest losers this year in the Standard & Poor’s 500-stock index.
“This has been a storm gathering for a very long time,” said Jeff Goodell, author of the 2006 book Big Coal: The Dirty Secret behind America’s Energy Future.  “When I wrote my book, coal looked indomitable.  But below the surface, you could see all these issues coming at them.  You can only hold off the larger forces of progress and science for so long.  The bottom line is that it’s a 19th-century fuel very badly suited for the 21st century.  There’s no way you can wash or scrub coal to make that essential fact go away.”
Market forces have accomplished in just a few years what environmentalists and social advocates have struggled for decades to achieve.  Coal prices have plunged about 70% in the last 4 years.  This year the number of underground and surface coal miners in the United States dropped more than 10%, to just over 80,000 workers.  There are now more than twice as many workers in the fast-growing solar power industry than there are coal miners.
Mountaintop removal, the poster child for environmental destruction, has all but ground to a halt, as coal companies continue to close mines, lay off workers, and slash capital spending on expensive new mining operations.  Meantime, natural gas production has soared and electric utilities have built up gas-fired generation to replace aging coal-fired power plants.
“It’s kind of the ultimate irony that market forces, and not the administration or environmentalists, have displaced coal,” said Jorge Beristain, head of Americas metals and mining equity research for Deutsche Bank.  “It’s human ingenuity that found a cheaper, cleaner way to skin the cat, which is by producing natural gas from fracking.  They’re both fossil fuels, of course, but burning natural gas puts out a lot less carbon than coal.”
Burning coal produces nearly twice as much CO2 as does natural gas, according to the United States Energy Information Administration.  Apart from gas leakage.
Anthony Young, a mining analyst at the Macquarie Group, agreed.  “There have been a lot of protests and animosity towards the coal industry, but lo and behold, it was the natural gas industry that has stopped many of the worst mining practices,” he said.  “There are concerns about fracking, but it’s way better than cutting down mountains.”
Environmentalists are starting to notice that financial arguments may prove more effective than moral or social ones, at persuading major investors to shun coal.  Stanford University, which announced last May that it would divest itself of direct investments in coal producers, looks at least as much like a shrewd investor as an environmental steward, given the subsequent plunge in coal prices and coal company stock prices.
Other big investors have taken notice.  In June, Norway’s government pension fund — considered the world’s largest sovereign wealth fund with $890 billion in assets, much of it generated from oil revenue — said it would divest itself of coal holdings.  A spokeswoman for the fund said this was a financial decision, not a political one, with the goal of “building financial wealth for future generations.”
“I think you’re seeing a generational shift, where the activists are getting more market-savvy,” said Mr. Beristain of Deutsche Bank.  “They’re targeting Wall Street and the analysts.  It’s becoming part of the environmental agenda to kneecap the coal sector at the source of its cash.”
Carbon Tracker, a London-based think tank, is among those trying to use financial data to affect climate change.  “We try to stay out of the political discussion,” said Luke Sussams, a senior researcher and co-author of “The US Coal Crash,” a report arguing that coal faces a long-term, and not just cyclical, decline.  “We look at it purely from a risk versus return perspective,” he said.  “Our stance is: It’s a bad investment.”
Environmentalists still have their work cut out for them.  The coal industry may be in dire straits, but it’s not going to vanish overnight.  In 2013 the United States produced 985 million tons of coal, although it was the 1st time in 20 years that production fell below 1 billion tons.  The United States consumed 924 million tons, 93% of it accounted for by the electric power industry, according to government statistics.  In 2011, the United States consumed 1.1 billion tons.
“It’s premature to say the industry is dead,” said Mr. Young, the Macquarie analyst.  He estimated the industry needs to shrink by about 25% to meet current demand, and more if electric utilities accelerate the shift to natural gas.  But as coal companies “go through bankruptcy, their assets aren’t going to shut down.  Mismanagement will be addressed, and their balance sheets will be restructured, but viable assets will re-emerge and be profitable.”
But it seems safe to say that the coal industry will never wield the enormous economic and political clout that it had even 10 years ago.  “In the aftermath of the Bush-Cheney administration, there was this resurgence of the idea that coal was the American rock,” Mr. Goodell said.  “America’s industrial strength was built on burning coal.  No politician wanted to mess with coal.”
But with the shrinking of the industry, coal interests “are losing their clout, and they’re not going to get it back,” Mr. Goodell said.  “It’s becoming clear where the future is going.  The politically smart thing is to jump on the renewables bandwagon.”
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