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OVERVIEW:IEA forecasts increased Asia-Pacific coal trade; 

markets unmoved by climate announcements 

 Modi’s ambitious development plan underpinned by coal 

 IEA projects high coal demand in China over medium term 

and Asia-Pacific coal trade to increase 60% to 2040 

 Markets unchanged after US-China climate announcement  

 UN meeting to yield no binding measures on fossil fuels 

 IN DEPTH: The costs of ill-conceived climate risk 

management  

 

Modi’s ambitious development plan underpinned by coal 

Indian Prime Minister, Narendra Modi, has vowed to provide 24-hour electricity 

to all citizens by the end of 2019 – the bulk of which will be provided by coal.  

At present, 53 million homes in India are not connected to the grid and many 

businesses rely on costly diesel generators for electricity during lengthy black 

outs. The number of Indians without access to electricity is about equal to the 

entire population of the United States.  

About 60 percent of India’s power generation capacity is based on coal. 

According to the International Energy Agency (IEA), coal’s share of total 

primary energy supply is expected to reach 51% in 2035 (up from 46% today) 

whilst maintaining its ~68% hold on electricity generation.  

The last 10 years, however, have seen regular blackouts as a result of conflicts 

between Indian power producers and state-owned Coal India, which produced 

about 80 percent of the nation’s coal output in 2013-14. As of June this year, 

50 percent of India’s coal-fired power plants had reached critical supply 

thresholds with only seven or fewer days’ worth of coal stocks in reserve.  

Mr Piyush Goyal, India’s minister for coal and power, recently announced the 

new Government’s plan to increase electricity output and deliver on Mod’s 

election promise. The plan seeks to broaden the mix of power sources and 

double the total output from Coal India over the next five years.  

While the plan is simple, successful execution will depend on the government’s 

ability to overcome myriad institutional and technical hurdles, including reform 

of Coal India. Transitioning the state run behemoth into a more successful and 

efficient enterprise will be difficult.  

Minister Goyal believes that most of Coal India’s issues can be fixed and that 

keeping the company intact will improve its stock market valuation, as well help 

“synergy of operations, moving talent and expertise” from state to state as 

http://www.ft.com/intl/cms/s/0/36b37c48-657e-11e4-aba7-00144feabdc0.html#axzz3IKaUoy3f
http://www.worldcoal.org/bin/pdf/original_pdf_file/cornerstone_v2i3_wca%2829_09_2014%29.pdf
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needed. In reality, doubling the nation’s coal output demands much more 

dramatic policy action.  

For instance, an end to Coal India’s near monopoly on output, including a 

complete restructuring and break up into smaller components. It also requires 

change to the Minerals and Mine Development Act and the Nationalization of 

Coal Act in order to combat excessive red tape, land acquisition protests, 

environmental approval delays, and to encourage private players to enter the 

domestic market.  

India’s ability to improve near term coal output should also be tempered by the 

fact that it needs more capital intensive underground mining, which has 

stagnated. India’s underground coal output also requires a quantum jump in 

productivity from 0.50 to 2.7 tonnes per man per year. Indian coal is also 

generally of low quality and low sulphur content, leading to reduced energy 

efficiency.   

Given these political, institutional and economic hurdles, it is no surprise that 

State-run NTPC, the country's biggest power generator and thermal coal 

consumer, is looking to acquire large equity stakes in coal mines abroad in 

order to secure long term fuel supplies for its power plants. Some analysts 

expect Indian coal imports will double by 2020 to 300 million tonnes, whilst the 

IEA, in its latest World Energy Outlook, predicts India will become the world’s 

largest coal importer by 2020.  

 

IEA: Medium term peak in Chinese coal demand unlikely 

The International Energy Agency (IEA) expects China’s medium-term coal 

demand to increase to 2019 and beyond, according to a preview of its 

upcoming Medium-Term Coal Market Report (MTCMR).  

For the report, the IEA has considered the various scenarios under which 

Chinese thermal coal demand would peak by the year 2019.  

 First, Chinese gross domestic product (GDP) growth would have to 

slow to 3 percent per annum from 2015 onwards, which is less than 

half of the currently assumed growth rate of 7 percent per year (note 

that the lowest GDP growth rate seen in China since 1978 is 3.8 

percent in 1990). 

 Second, GDP and electricity growth would have to decouple by 4.5 

percentage points per year, as a result of improved energy efficiency. 

The average annual rate of decoupling has been 0.4 points over the 

last five years. For the sake of comparison, the maximum five-year 

annual average rate of decoupling in Japan, between 1980 and 2010, 

was only 1.4 points.  

 Third, China would need to manage to produce an additional 2 500 

terawatt hours (TWh) of power from gas, nuclear or renewables. This 

extra output is equivalent to four times global wind generation or 18 

file://ITSMEL03/Shared/Jordan/MCA/SRI%20Newsletter/November/•%09http:/www.forbes.com/sites/judeclemente/2014/11/09/india-will-be-using-and-importing-more-coal/2/
http://articles.economictimes.indiatimes.com/2014-11-19/news/56265348_1_imported-coal-coal-mines-gross-calorific-value
http://www.miningaustralia.com.au/news/glencore-predicts-strong-market-ahead-for-thermal?utm_source=SRI+October+2014&utm_campaign=SR+Investment+October&utm_medium=email
http://www.iea.org/ieaenergy/issue7/peak-coal-in-china-may-happen-in-the-medium-term-but-dont-count-on-it.html
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times global solar PV generation in 2013. Alternatively, China would 

have to raise natural gas consumption by 250 percent or commission 

300 additional nuclear reactors by 2019. 

The IEA notes that this scenario analysis is static and does not consider the 

effect of variations on other factors. For example, if GDP growth were to 

decrease significantly, the assumed diversification through renewables, 

nuclear or gas may not be pursued. The European experience suggests that in 

times of declining growth, subsidies to renewables are among the first 

expenditures to be cut. 

The scenario analysis demonstrates that a peak in Chinese coal demand by 

2019 necessitates either significantly lower economic growth or dramatic 

changes in power generation or energy intensity. In this regard, the IEA 

concludes that: “while of course past performance is no guarantee of future 

results, neither development has been observed, not even closely, in recent 

history”.  

 

IEA World Energy Outlook forecasts growth in global coal trade 

The International Energy Agency’s (IEA) 2014 World Energy Outlook (WEO) 

forecasts that the global coal trade is expected to grow 40 percent by 2040; 

thanks to strong Asian demand, particularly in India. It also states Chinese coal 

demand is unlikely to peak until the year 2030. 

The IEA expects China to consume more coal than the rest of the world put 

together over the next two decades.  China’s share of world coal demand only 

falls below 50 per cent after 2035.  Coal-fired electricity generation continues to 

grow in China throughout the projection period – increasing by almost half – 

albeit at a decreasing rate.  The IEA projects that coal-fired generation capacity 

is projected to increase by 420 GW by 2040 – around 40 per cent more than 

the entire existing US coal generation capacity. Moreover, China’s imports in 

2040 remain above current levels, accounting for 18 per cent of world coal 

trade. 

China, together with other developing Asian economies, is expected to account 

for nearly all of the growth in coal demand across non-OECD countries, with 

Chinese demand peaking around 2030. At that stage, India is expected to 

become the largest source of incremental non-OECD coal demand. India is 

also expected to become the world’s second largest coal consumer by the end 

of the decade.  

http://www.iea.org/w/bookshop/477-World_Energy_Outlook_2014
http://www.iea.org/W/bookshop/477-World_Energy_Outlook_2014
http://www.eia.gov/electricity/annual/html/epa_04_03.html
http://www.iea.org/W/bookshop/477-World_Energy_Outlook_2014
http://www.iea.org/W/bookshop/477-World_Energy_Outlook_2014
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Chart 1: Global coal demand by key region (IEA) 

The global coal trade is expected to grow by 40% to 2040 – a bigger increase 

than the 15% increase in global coal demand – as many Asian countries use 

imports to satisfy a domestic production gap. By 2040, the IEA expects 40% of 

global coking coal production and 21% of steam coal production to be traded 

internationally; compared with 30% and 17% in 2012, respectively. 

Chinese coal imports are expected to level off around 2025 but are expected to 

remain above current levels in 2040. At just over 250 Mtce, Chinese coal 

imports will make up 18% of global trade - 80% of which will be for steam coal.  

Indian coal imports are expected to more than triple by 2040 reaching 430 

Mtce, or 30% of global coal trade. The IEA expects Indian coal output will be 

unable to keep up with the pace of domestic demand and by 2040 India’s coal 

import dependency will reach nearly 40%, compared with 25% in 2012. The 

IEA notes that Indian power generators and steel mills are increasingly looking 

to invest in Australia and Indonesia to secure reliable coal sources.   

 

Chart 2: Global coal trade by major importing regions in the New Policies Scenario (IEA) 

Australia’s Bureau of Resources and Energy Economics (BREE) points out 

that most analyses of future energy and coal demand – including the ‘stranded 

http://www.bree.gov.au/files/files/publications/req/REQ-2014-09.pdf
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assets’ argument – focus purely on China and overlook the impact of India, 

‘which is a large market that will have a considerable effect on world energy 

developments and their future appears heavily entrenched in coal.’ 

Coal imports from other Asian non-OECD countries (including Malaysia, 

Thailand, Taiwan, Bangladesh and Pakistan) are also expected to nearly triple, 

collectively, by 2040 to over 290 Mtce. Notably, this is larger than the figure 

projected for total Chinese coal imports in 2040.  

Among the coal-exporting countries, Australia and Indonesia are forecast to 

see the largest increase in absolute terms and remain the leading exporters 

over the Outlook period. Notably, the IEA expects Australia to become the 

largest OECD coal producer by 2035, as a result of continued export growth.  

 

Chart 3: Share of world coal trade by type and producer country in the New Policies 

Scenario 

Notably, under the IEA’s Current Policies Scenario – an outlook in which 

governments do not go beyond the policies formally enacted as of mid-2014 – 

world coal demand would grow by an average of 1.5% per year to 2040. Coal 

would also then become the world’s leading fuel by 2025 and remain the 

leading source of electricity generation in 2040, with a share of 40%.  

 

Markets unswayed by China-US climate announcement 

Markets were unperturbed by the recent joint announcement by the US and 

China on emissions. The announcement was made by President Obama and 

President Xi and coincided with APEC Leaders’ Week.  

The joint announcement stated that the US will aim for a 26 to 28 percent 

reduction in emissions by 2025, using 2005 as a base year. The emissions 

target reduction is marginally smaller than that put forward by the US in 2009 

at the UN climate conference in Copenhagen, which aimed for a 30 percent 

reduction in 2025.  
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The media reported this as a ‘deal’, however both parties re-stated domestic 

targets. Both countries have a long record of resisting binding international 

emissions targets.  

China’s goal is to ‘achieve the peaking of CO2 emissions around 2030’; it 

intends to increase the non-fossil fuel sector’s share of primary energy 

consumption – including nuclear and hydro – to 20 percent.  

The IEA has revised its projections for the peaking of coal demand, pushing it 

from around 2025 to about 2030.  

The US Energy Information Agency (EIA), however, forecasts electricity 

generation from coal to continue to grow after 2030. This highlights the 

distinction between primary coal energy demand (e.g. low grade coal going 

into local furnaces heating buildings) and electricity generation. The former is 

the major source of pollution in China’s cities; Australian exporters supply into 

the latter. Indeed, the EIA projects that electricity generation from coal in China 

will increase past 2030.  

In the week of the announcement stocks in Rio, Glencore and Peabody – three 

of the world’s largest exporters to China – were flat. Spot prices for US coal 

also remained unchanged.  

 

BRICS positions bode poorly for climate deal 

Looking beyond joint statements by the US and China, emerging economics 

appear unconvinced on Western strategies for a global emissions treaty.  

Although the US-China announcement (see above) has been widely 

represented as a new cornerstone for a global agreement, a US submission to 

the UN body in September indicates that the US was unable to push China 

towards a 2025 commitment date. China instead held to its 2030 position.  

This further indicates that many emerging economies – particularly the BRICS 

(Brazil, Russia, India, China and South Africa) -- will resist any binding 

commitments for emissions reductions or, at the very least, make the process 

more complicated.  

India recently called for a system in which national emissions are tallied using 

domestic emissions and ‘embedded emissions’ from imports. Similarly Brazil 

has called for a ‘sliding scale’ for developing countries and emerging 

economies and their level of responsibility in reducing emissions.   

Indications so far are that an agreement will be completed, but countries will be 

able to determine any greenhouse emissions cuts via domestic policy. How 

any commitments are enforced or verified remain unclear.  

In previous negotiations, wealthy nations have generally used the promise of 

financial assistance to induce developing economies into signing climate 
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agreements. The two largest developing country emitters – China and India – 

do not accept international aid.  

The recent establishment of the BRICS’ National Development Bank (NDB) 

and the Asian Infrastructure Investment Bank (AIIB) indicate that developing 

economies are seeking aid which depends less on environmental outcomes, 

such as that provided by the World Bank.  

This is likely to include less stringent lending conditions on developments such 

as fossil fuel electricity generation. 

 

IN DEPTH: the costs of ill-conceived climate risk management  

Local Government Super (LGS) attracted attention recently for introducing a 

new screening policy, which excludes coal companies and other “high carbon 

sensitive activities”.  

LGS is advised by Impax Asset Management; a London-based fund manager 

that specialises in resource scarcity and clean energy. Impax Director Bruce 

Jenkyn-Jones claims that climate risks can be measured and that Australian 

investors must confront potential “stranded assets” in their portfolios.  

Jenkyn-Jones has used the analogy of a frog slowly boiling in a pot of water to 

describe the investment community's attitude toward climate risk. The financial 

and economic realities, however, suggest otherwise.  

Firstly, such climate risks encompass both the assumed physical impacts of 

climate change, as well as the financial consequences of future policy 

changes. Most of the assumed physical impacts are well beyond the 

investment horizon of even the most prudent investors. Thus, the primary 

challenge for investors is to estimate the most likely climate policy outcomes 

and to allocate capital accordingly. 

Predicting specific climate policy outcomes is riddled with uncertainty, as much 

depends on macro-economic circumstances, political status and public will. 

Nonetheless, it is quite clear that the probability of ‘stranded assets’, resulting 

from aggressive emissions reductions, is highly unlikely given the difficulties 

experienced by previous international climate change initiatives.  

Governments have been reluctant to enact strict carbon limits because there is 

no cost-effective pathway for reducing emissions. The complexity of climate 

science and the conditional nature of its projections further reinforce a cautious 

stance by policymakers.    

Secondly, any prospective climate policy is likely to embody a long term policy 

‘ramp’; i.e. modest emission cuts to begin with, followed by progressively 

deeper cuts over the medium to long term. The impact of such a policy ‘ramp’ 

on the earnings of fossil fuel companies will, necessarily, be largely discounted 

at present valuations.  

http://www.investordaily.com.au/36590-asset-owners-slow-to-act-on-climate-change
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Jones’ analogy of the frog gradually boiling in a pot of water therefore ignores 

one of the basic tenets of finance (the time value of money). Not only do 

prospective climate policies have minimal impact on present valuations, but 

investors are likely to be rewarded in the interim for bearing such policy risks.  

In other words, prudent institutional investors must balance the long term and 

gradual nature of purported climate policy risks against the likely cash flows to 

accrue over that same period.  

Environment activists have also argued that LGS-type screening policies are 

still justified on the basis of moral and political criteria. The inference is that 

fund managers have a ‘social responsibility’ beyond maximizing returns and 

are obligated to consider sustainability issues, such as climate change, in their 

investment decisions.  

Responsible investment advocates have similarly argued that a nexus exists 

between “the economic and the social”, which requires trade-offs on the basis 

of “wisdom and judgement”. This is a profoundly inaccurate characterisation of 

a fiduciary’s obligations.   

Australia’s prevailing statutory and common law framework of fiduciary duty, 

however, is clear. Super trustees and fund managers are only permitted to 

make investment decisions on the basis of non-financial considerations if they 

have already received the explicit consent of their members or beneficiaries. 

Traditional notions of corporate social responsibility (CSR) are instead soundly 

grounded in the idea that profits partly depend on a company’s reputation for 

fair dealing and good treatment of employees. Responsible investment has, 

therefore, primarily focused on what is most cost effective at the margin and 

maximizes returns. 

The call for super funds to invest in alternative and renewable energy sources, 

on the basis of mitigating climate change, fundamentally departs from these 

accepted notions of CSR. Instead, it encourages fund managers and trustees 

to effectively assume the responsibility of governments to determine and 

implement public environmental policy. 

Divestment advocates nonetheless argue that climate change is a problem too 

urgent to wait for governments. This simply demonstrates that activists have 

failed to persuade a majority of people to adopt their preferred environmental 

policies and are instead seeking to attain them by other means.  

A perfect example of this misguided approach is the Norwegian pension fund 

KLP, which recently divested all companies with substantial revenues from 

coal production. This is despite recognising that: there is no evidence to 

support the ‘stranded assets’ theory; that total fossil fuel divestment would 

increase its risk profile; that the ethical arguments for divestment are tenuous 

and; there is no evidence that divestment produces leverage over companies.  

It instead justified the decision under the broad ‘social responsibility’ of 

attempting to contribute to a ‘2-degree global warming scenario’. 

http://www.businessspectator.com.au/article/2014/11/24/policy-politics/future-fund-falling-behind-divestment-curve
http://theconversation.com/anu-might-be-distorting-markets-but-markets-are-distorting-society-33082
http://english.klp.no/polopoly_fs/1.29116.1416490227!/menu/standard/file/Karbonutredning%20ENGELSK%20oppsummering%20ENG181114.pdf
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The IEA concluded in 2013 that even under its 450 Scenario — which is 

broadly consistent with the 2ºC Scenario assumed by Carbon Tracker – no oil 

or gas field currently in production would shut down prematurely and only the 

oldest and least-efficient coal mines would close.  Of the fossil-fuel power 

plants that are retired early, idled or retrofitted with carbon capture and 

storage, only 8 per cent (165 GW) would fail to recover their investment costs 

fully.  The danger of stranded assets for the coal industry is therefore ‘limited’. 

The IEA’s World Energy Outlook 2014 (released earlier this month) makes no 

reference to ‘stranded assets’ in any of its 748 pages.   

  

http://www.worldenergyoutlook.org/media/weowebsite/2013/energyclimatemap/RedrawingEnergyClimateMap.pdf
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ABOUT ITS GLOBAL 

ITS Global specialises in public policy in the Asia Pacific region. Its expertise 

include: trade, economics and investment; environment and sustainability; aid 

and development; and corporate social responsibility and risk. It enables 

clients to assess implications of policy; develop and implement strategies to 

manage policy impacts; and to improve policy formulation. 

ITS Global has clients in manufacturing, services, agriculture, forestry and 

mining sectors. 

ITS Global is recognised for the quality delivery of its services by clients in 

government and business. Clients include the Asian Development Bank (ADB), 

AusAID, the OECD, the Department for International Development of the UK 

(DFID), the Ministry of Economy Trade and Industry of Japan (METI), the 

Australian Department of Foreign Affairs and Trade (DFAT), the United Nations 

Development Program (UNDP), the ASEAN Secretariat, the APEC Secretariat 

and private sector organisations. 

 

DISCLAIMER: Content from ITS Global. Information provided on this fact sheet 

is general in nature and does not constitute financial advice. Every effort has 

been made to ensure that the information provided is accurate. You must not 

rely on this information to make a financial or investment decision. Before 

making any decision, we recommend you consult a financial planner to take 

into account your particular investment objectives, financial situation and 

individual needs. Correct as at 30 November 2014. 


