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 U.S. power plants expected to burn 16% more this year

 Increase is a setback for efforts to curb global emissions

The world’s three biggest consumers of coal, the
dirtiest fossil fuel, are getting ready to boost usage
so much that it’ll almost be as if the pandemic-
induced drop in emissions never happened.

U.S. power plants are going to consume 16% more
coal this year than in 2020, and then another 3% in
2022, the Energy Information Administration said
last week. China and India, which together account
for almost two-thirds of demand, have no plans to
cut back in the near term.

This means higher emissions, a setback for climate
action ahead of international talks this year intended
to raise the level of ambition from commitments
under the Paris Agreement to reduce greenhouse
gases. In the U.S., the gains may undermine
President Joe Biden’s push to reestablish America as
an environmental leader and raise pressure on him to
quickly implement his climate agenda.

“We’re going to see a really marked increase in
emissions,” with coal consumption at U.S. power
plants returning almost to 2019 levels, said Amanda
Levin, policy analyst at the New York-based National
Resources Defense Council. But if Biden implements
green-energy policies as expected, “we could
actually see changes pretty quickly.”

Coal Hunger
China, India and the U.S. remain the world's largest
consumers of coal
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Source: BP Statistical Review of World Energy
Data shows 2019 share of global coal consumption

The U.S. increase stems from
higher natural gas prices and
the recovery from the
pandemic. For China and
India, it’s a reflection of rising
electricity demand that’s
keeping coal as the dominant
source of power generation
even as they add vast
amounts of solar and wind
capacity.

While Biden’s Covid stimulus
didn’t focus on green energy,
a pending infrastructure bill is

expected to include plans to fulfill his campaign
pledges on climate change, making the U.S. best
poised to salvage progress in reducing global
emissions. Biden has said the U.S will target carbon
neutrality by 2050, and is convening an April meeting
that’s expected to include China and India.

Read more: Biden Is Betting His Whole Climate
Agenda on Infrastructure

China’s President Xi Jinping surprised the world with
his promise last year to achieve net-zero emissions
by 2060. India has yet to make any similar
commitment.

In China’s latest five-year plan announced March 5,
Premier Li Keqiang didn’t set a hard target for
emissions reduction, and said coal would remain a
key component of the electricity strategy. More
detailed energy plans to be published later in the
year could include specific steps on curbing fossil
fuel consumption.

While Beijing has reduced coal’s share in the nation’s
energy mix in recent years, total power consumption
has risen, so its usage has also climbed.
Complicating the picture is that China also has the
world’s biggest fleet of coal-fired power plants, and
more than half of them are less than 10 years old.
Because they can run for several more decades, it’ll
be tough to shift to alternatives.

“All of that installed capacity doesn’t go away
overnight,” said Dennis Wamsted, an analyst for the
Institute for Energy Economics and Financial
Analysis.

Read More: China’s Race to Net Zero Emissions
Gets Off to a Slow Start

Though a recovery in energy-intensive sectors like
construction and metal production is currently
boosting short-term coal demand, consumption will
fall in the years ahead as China acts on climate
promises, said Tang Daqian, an associate director at
Fitch Bohua.

India too is a very long way from a clean grid, even
as Prime Minister Narendra Modi said  this month
he’s ahead of schedule for meeting the initial carbon-
reduction pledges under the Paris Agreement,
reducing emissions intensity 33% to 35% from 2005
levels by 2030.

While the country has implemented an ambitious
rollout of solar power, coal continues to account for
around 70% of its electricity generation.
Consumption at power plants will rise 10% this year,
and is set to increase every year through at least
2027, according to Bloomberg Intelligence.

Rebound
U.S. power plants are expected to burn more coal
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In the U.S., coal is rebounding after the coronavirus
pandemic curtailed electricity usage and cut demand
for the fuel by 19% last year. It’s also the result of
gains in natural gas prices, which are up more than
40% from a year ago. When gas gets more
expensive, utilities will often start burning more coal
to bring down costs, even though it puts out twice
the emissions. The EIA expects gas prices to remain
high into 2022, pointing to strong demand for coal
next year.

In the longer term, coal’s prospects are bleaker.
While top users’ consumption might be rising in 2021,
emerging markets that once seemed like the
brightest spot for long-term demand are turning their
back on the fuel as financing becomes more difficult
and alternatives like gas and renewables are getting
more accessible and cheaper. Bangladesh is
abandoning almost all of its planned projects and the
Philippines last year declared a moratorium on new
coal-fired power plants.

“The trend is down, down and continuing to go
down,” said IEEFA’s Wamsted.

But first, the fuel is poised for a revival that’ll lift
overall global demand this year after two successive
annual declines, according to the International
Energy Agency. Its projection for a 2.6% increase in
consumption this year reflects expectations for a
pickup in every region of the world.

Coal India, the world’s largest producer, expects
consumption will be boosted as industries including
steel, cement and aluminum return to pre-virus levels
of output. The company this month approved more
than $6 billion in investments in new mines and
expansions.

“There are climate-change issues about coal, but
India’s energy needs won’t allow it to dump the fuel
instantly,” said Binay Dayal, the firm’s technical
director.
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(Michael Bloomberg, the founder and majority owner
of Bloomberg LP, the parent company of Bloomberg
News, has committed $500 million to launch Beyond
Carbon, a campaign aimed at closing the remaining
coal-powered plants in the U.S. by 2030.)

— With assistance by James Thornhill, Rajesh Kumar
Singh, Dan Murtaugh, Ronan Martin, and Krystal Chia
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 The government is considering a tax on light-cycle oil imports

 Import boom has boosted Korean suppliers, irked China refiners

Sign up for Next China, a weekly email on where the
nation stands now and where it's going next.

One of the fastest-growing corners of China’s
energy market is facing a potentially devastating
blow as Xi Jinping’s government increases scrutiny
of high-emission fuels.

Chinese regulators are considering a new tax on
imports of so-called light-cycle oil, a low-quality
petroleum product that’s blended into diesel and fuel
oil, and have asked energy companies and
government agencies to provide feedback on a draft
plan, people with knowledge of the matter said. The
levy could take effect as soon as the first half of
2021 if approved, the people said.

Taxing LCO imports would upend the economics of
a market that ballooned to $7 billion last year from
almost nothing in 2014. Demand has soared in part
because LCO’s exemption from China’s fuel
consumption tax means it can be used to make
diesel and fuel oil at cheaper prices than those
charged by state-owned Chinese refiners including
Sinopec and PetroChina.

LCO imports -- mostly from
South Korean suppliers like
SK Innovation and GS Caltex
-- hit a record in 2020 as
China ramped up
construction and industrial
production to revive its
Covid-battered economy,
stoking demand for diesel
and other fuels.

While Chinese refiners have
long lobbied for an end to the
LCO tax exemption, their
pleas are gaining more
traction after Xi vowed in

September that China would become carbon neutral
by 2060. Emissions from LCO consumption are
larger than standard diesel products because of the
oil’s higher sulfur content, density and carbon
residue.

China’s Ministry of Finance and General
Administration of Customs didn’t reply to faxed
requests for comment.

LCO is currently exempt from fuel consumption tax
because it’s considered a petrochemical feedstock,
not a finished fuel. Extending taxes for gasoline and
diesel to oil-products known as blendstocks -- such
as LCO and mixed aromatics -- was proposed  by
a Sinopec official during the annual Chinese
congress meeting this month.

Uncertainty over whether that will change has
caused some importers to temporarily halt LCO
orders, according to FGE, a London-based energy
consultancy. Overall imports will probably slip from
as much as 450,000 barrels per day -- or about two
million tons a month -- at the end of last year to as
little as 300,000 in March and April, before
recovering in the middle of 2021 due to seasonal
factors, FGE said in a March 16 report.

But other importers may decide to accelerate LCO
orders to build up inventories before any tax comes
into effect, said Michal Meidan, director of the China
Energy Programme at the Oxford Institute for
Energy Studies. Imports have historically been
dominated by independent refiners known as
“teapots” as well as small fuel distributors in eastern
and southern China, though some state-owned
refiners have also been known to buy.

Applying China’s existing fuel consumption tax to
LCO imports would raise the cost by more than
$200 per ton, making them less attractive relative to
alternative diesel feedstocks.

LCO’s impact on pollution levels was one factor
behind the tax proposal, in addition to lobbying from
state-owned refiners, said the people familiar, who
asked not to be identified discussing private
information. The draft proposal has received support
from refiners, but some government officials have
raised concerns over the complexities involved in
changing customs codes and taxation categories,
the people said.

The proposal is also likely to face resistances from
end-users of LCO-blended fuel, who would face
higher costs for powering everything from fishing
ships and barges to construction and agricultural
machinery.

While some observers are skeptical of China’s
emissions pledges, the country’s top leaders have
vowed to make the fight against climate change a
priority despite the potential short-term economic
drag. Speaking at China’s most important political
event of the year last week, Premier Li Keqiang said
the world’s biggest energy user and polluter plans to
reduce carbon emissions per unit of gross domestic
product by 18% through 2025 and cut energy use
per unit of GDP by 13.5%.

— With assistance by Alfred Cang, and Sarah Chen

(Adds Sinopec proposal on LCO tax in 7th paragraph)

READ MORE ABOUT LCO IN CHINA:

China Feasts on Obscure Oil to Dodge Taxman Amid Demand
Gain

China’s Snapping Up a Little-Known Oil Product for Ship Fuel

Oil Trader Gunvor Pursued by China for Allegedly Evading Tariffs

Oil Traders Go on Fuel Binge Before China’s Taxman Spoils Party
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