China's Coal Usage Targeted in New Energy Plan
by Brian Robins
March 9, 2015 - The gloom pervading the coal industry is set to deepen, with the Chinese government outlining plans to further wind back the use of coal, as it seeks to boost the use of non-fossil fuel energy and tackle the country's chronic air pollution.
The new program comes as China's coal imports slumped in January with the introduction of tighter environmental controls, which have already resulted in imports being blocked.  Coal accounts for about 2/3 of China's entire source of energy.
A new mid-term energy policy was released at the latest National People's Congress in Beijing last week.  It aimed at taking the mounting sting out of rising domestic criticism over poor air quality in China's larger cities.  Reflecting political sensitivities, an online video highlighting the issue was blocked late last week, after being seen an estimated 300 million times.
According to the new energy policy, China is lift its use of non-fossil fuels, such as renewable and nuclear energy sources, to 15% of its total energy use by 2020.  If achieved, this could slice coal use by an estimated 160 million tonnes a year by 2020, which equals around 40% of present import volumes.  The impact on coal exporters to China is expected to be muted, due to anticipated growth in demand from other Asian markets such as India, traders said.
But compared with China's annual coal consumption of an estimated 3.4 billion tonnes of coal, its prospective decline in use is small.
The new policy came as China's coal imports in January fell more than 50% from a year earlier, declining by another 33% in February, according to customs data.  These falls came in the wake of a 2.9% decline in coal usage in 2014.
The lower consumption of coal came as tighter quality controls, aimed at blocking imports of coals with high ash and sulphur content, took effect from January 1.  Also, a 6% duty was imposed on imports of thermal coal and 3% on foreign coking coal in the final quarter of 2014, to assist domestic coal miners.  Shipments of some lignite from North Korea were blocked, due to elevated levels of mercury, according to media reports.
The cost for the steel industry alone to comply with the new controls is estimated at up to $US18 billion.  While there have been a series of reports of blast furnaces closing in some areas, these have not been verified.
"Clearly the environment is top of the agenda for China's leadership," said Wood McKenzie senior analyst Rohan Kendall.  The latest measures are expected to apply more directly to companies operating coal-fired boilers, which are typically inefficient with limited emissions controls, he said.  "Australia's thermal coal exporters supply the power stations, which are not large contributors to pollution, so we would expect the fallout for Australia would be limited."
Late last month, Glencore said it would cut exports from its Australian coal mines by 15% in 2015, amid ongoing soft coal demand.  On Monday, Goldman Sachs slapped a "sell" recommendation on Whitehaven Coal, due to concerns the weak coal price will continue to weigh on its performance against a rising level of borrowings.  
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