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4 astonishing signs of coal’s
declining economic viability
Coal is now a loser around the world.
David Roberts Mar 14, 2020, 9:50am EDT

Going ... going ...

Shutterstock

There has been no more dramatic story in the world of energy over the last
20 years than the rise and fall of coal.

In the early 2000s, coal fueled China’s rapid growth. From 2000 to 2013,
coal consumption in the country grew at a ludicrous pace of 12 percent a
year on average, from 1.36 billion tons annually to 4.24 billion. For a while,
China was burning over half of global coal output. Coal producers across
the world flourished and many believed the “economic miracle” would go on
forever.

It didn’t. In the early 2010s, China’s manufacturing-driven boom began
slowing, cheap fracked gas took off the in the US, the world woke up to
climate change, and renewable energy began its unstoppable march down
the cost curve.

The result has been an extraordinary reversal of fortunes for coal at a time
when it’s clearer than ever that we must stop using fossil fuels as soon as
possible.

Related

Coal left Appalachia devastated. Now it’s doing the same to Wyoming.

https://www.vox.com/authors/david-roberts
http://shutterstock.com/
https://www.brookings.edu/blog/up-front/2016/08/04/the-end-of-coal-fired-growth-in-china/
https://chinapower.csis.org/energy-footprint/
https://www.vox.com/energy-and-environment/2019/7/9/20684815/coal-wyoming-bankruptcy-blackjewel-appalachia
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Just how bad has it gotten? For that, we turn to the Carbon Tracker
Initiative, a research nonprofit. It maintains the Global Coal Power
Economics Model, or GCPEM, “a proprietary techno-economic simulation
model which tracks ~95 percent of operating, under-construction, and
planned coal capacity at boiler-level.” (The raw coal plant data is gathered
and maintained by Global Energy Monitor.)

Basically, Carbon Tracker monitors the finances of all the world’s operating
and planned coal plants. It has just released a comprehensive report on
the health of the global coal power market.

The gif that keeps on giving.

The results reveal that in the US and across the world, coal power is dying.
By 2030, it will be uneconomic to run existing coal plants. That means all
the dozens of coal plants on the drawing board today are doomed to
become stranded assets.

But while coal has lost its economic advantage, it still retains considerable
social and political power. Let’s dive in.

Two key metrics to understand the results

https://carbontracker.org/
https://globalenergymonitor.org/coal/global-coal-plant-tracker/
https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
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First, two key metrics and two key thresholds to keep in mind.

The first metric is the long-run marginal cost (LRMC) of energy from a
power plant, which is the value of the energy it produces minus the ongoing
costs of running the plant, i.e., fuel costs, variable operating and
management (O&M) costs, fixed O&M costs, and any carbon costs that
might be imposed by policy.

The second metric is the levelized cost of energy (LCOE) from a power
plant, which is the value of the energy it produces minus the costs of
running it (LRMC) and the capital cost of building it.

If you’re thinking about whether to continue running a power plant you
already own, you’re thinking about LRMC. If you’re thinking about whether
to build a new power plant, you’re thinking about LCOE.

With that in mind, the first key threshold is the point at which the LCOE of a
new renewable energy power plant (solar or wind) falls below the LCOE of a
new coal plant — in other words, when it becomes cheaper to build new
renewable energy than it is to build new coal.

The second key threshold is the point at which the LCOE of a new
renewable energy power plant falls below the LRMC of a coal plant — in
other words, when it becomes cheaper to build new renewable energy than
to run existing coal.

These thresholds will arrive at different times for different renewable-
energy technologies in different markets, of course. Carbon Tracker’s
analysis charts out the numbers for each region.

4 remarkable facts about coal’s declining health
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So let’s walk through the four big findings.

1. It is already cheaper to build new renewables than to build new coal
plants, in all major markets.

Just two years ago, in 2018, Carbon Tracker did a similar analysis and
concluded that new renewable energy would undercut new coal in all major
markets by 2025. “Using updated data from publicly available sources,” it
concludes in this year’s report, “we now believe these conclusions are too
conservative.”

In fact, they say, new renewables are cheaper than new coal plants in all
major markets ... today.

Carbon Tracker

2. Over half the existing global coal fleet is more expensive to run than
building new renewables.

The second threshold, Carbon Tracker finds, has been crossed by about 60
percent of the global coal fleet, which now has a higher LRMC than the
LCOE of new renewable energy.

“This trend is most pronounced in the EU, which has a strong carbon price
and has benefited from years of investment in renewable energy,” the report
says. “The US, China, and India are not far behind the EU due to excellent
renewable energy resources, low capital costs, and least-cost
policymaking.”

In markets where this threshold has not been crossed, like Turkey and
Japan, the blame generally falls on unsupportive policy and unreliable
markets.

https://carbontracker.org/reports/coal-portal/
https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
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Carbon Tracker

3. By 2030, it will be cheaper to build new renewables than to run
existing coal — everywhere.

This is the real mind-blower: even in laggard markets, Carbon Tracker
projects that coal power will cross the second threshold by 2030 at the
latest.

In other words, within ten years, virtually every coal plant in the world will be
uneconomic, producing power more expensive than what could be
generated by new renewables. (And Carbon Tracker doesn’t even take into
account the enormous costs of decommissioning and cleaning up after
dead coal plants.)

Carbon Tracker

4. Investors stand to lose over $600 billion on doomed coal plants.

Coal plants are long-term investments, built to last 40 or 50 years. There
are coal plants running in the US that are over a century old. Investors’
capital recovery is typically 15 to 20 years.

According to Carbon Tracker, 499 gigawatts worth of coal-power capacity
is “announced, permitted, pre-permitted, and under-construction
throughout the world.” (By way of comparison, the current global coal
fleet is about 2,000 GW.) That adds up to about $638 billion worth of
investment.

If Carbon Tracker’s analysis is correct, all of those plants will be
uneconomic either upon being built or shortly thereafter. They will become
stranded assets — and $638 billion is a lot of stranded assets.

https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
https://www.washingtonpost.com/business/economy/a-dilemma-with-aging-coal-plants-retire-them-or-restore-them/2014/06/13/8914780a-f00a-11e3-914c-1fbd0614e2d4_story.html
https://www.carbonbrief.org/mapped-worlds-coal-power-plants
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Carbon Tracker

It is not economics propping coal up

All of this raises the question: if more than half of current coal plants are
uneconomic, and virtually all future coal plants will be, why are people still
investing in them? How is coal defying market gravity, staying up despite
the economic forces dragging it down?

Because most energy markets aren’t particularly market-like. They tend to
be centrally planned and highly regulated, though they do range in the
degree of regulation. The most competitive markets — “deregulated”
markets where there is something akin to open competition among energy
resources — are generally found in the EU. In the US, there is a mix of semi-
regulated markets (with some competition) and fully regulated markets,
wherein the entire electricity supply chain is controlled by monopoly
utilities. The situation is similar in Asian countries, a mix with even more
barriers to markets.

Related

Why the world’s third-largest economy is still betting on coal

What’s notable is that, across the world, coal’s fortunes vary inversely with
the degree of market competition. Where there is more competition, there
is less coal. Where there is more corporate welfare, more monopolistic
utilities, more lobbying of lawmakers and capture of regulators, more
socioeconomic resistance from areas dependent on fossil fuel plants for
local revenue, there is more coal.

Coal is kept alive by path dependence, political influence, and distorted
markets. Killing it off for good is the capitalist thing to do.

https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
https://www.vox.com/2020/2/18/21128205/climate-change-japan-coal-energy-emissions-pikachu
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4 ways policymakers can avoid a coal disaster

Carbon Tracker concludes with four recommendations.

The first it directs to China, though it could equally well be directed to any
country. COVID-19 has dealt a serious blow to China’s economy and will
deal more serious blows to other economies across the world before it is
done. In doing so, it has slowed economic activity and reduced
greenhouse gas emissions.

Hard-hit countries are certain to turn to economic stimulus to get their
economies going again. It is important for climate change that such
stimulus not trigger a corresponding spike in emissions.

According to Carbon Tracker, “around 70% of China’s operating coal fleet
costs more to run than building new onshore wind or utility-scale solar PV.”

Carbon Tracker

“Despite this,” the report says, “China has 99.7 GW of coal-fired capacity
under-construction and another 106.1 GW of capacity in various stages of
the planning process.”

It is vital that China not go forward with ill-advised coal investments in order
to stimulate the economy. It should divert those investments to clean
energy, kickstarting its new economy instead of its old one. (Similarly, it is
important for the US to avoid the oil and gas bailout Trump is said to be
contemplating.)

Second, governments need to take the risk of stranded coal assets
seriously and stop incentivizing and underwriting new coal projects. It
sends an irresponsible signal to markets. Governments and investors should

https://www.politico.com/news/2020/03/13/climate-advocates-hit-political-turbulence-127649
https://carbontracker.org/reports/how-to-waste-over-half-a-trillion-dollars/
https://www.huffpost.com/entry/trump-oil-bailout-coronavirus_n_5e699cafc5b6bd8156f149cb
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“urgently reconsider these coal projects in light of prevailing economics,”
Carbon Tracker says.

Third, policymakers should move toward more lightly regulated, competitive
energy markets, with more “price discovery” through regular interaction of
buyers and sellers. In regulated and semi-regulated markets, investment
decisions are often based on long-term power purchase agreements (PPAs)
influenced by backroom lobbying and other sociopolitical pressures. More
competitive markets would allow renewables to translate their superior
economics into superior market performance, driving coal out.

Finally, policymakers should devise a phase-out schedule for existing coal
plants. Leaving uneconomic plants on the market suppresses power prices
and investment in new renewable capacity, slowing the clean-energy
transition. Shutting down uneconomic coal plants removes slack from the
system and makes markets more competitive, driving more innovation and
(clean) investment.

In the US and across the world, coal power is a dead man walking. It
stumbles on because, though it has completely lost its economic
advantage, it still retains considerable social and political power. It survives
on sheer momentum, market distortions, long-established political
relationships.

The tidal force of economics will erode those advantages eventually, but
policymakers would be smart to use the current downturn, and the need for
stimulus, as an occasion to hasten that transition.


