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Introduction: How Energy Fits into China’s Superpower Ascendance

China is the world’s largest consumer of energy and emitter of CO, emissions — nearly
double that of the United States2. Amidst global pressure to decarbonize its economy, China is
concurrently ascending as the world’s pre-eminent industrial superpower. The Chinese
Communist Party’s (CCP) 14™ Five Year Plan (2021-2025) makes binding directives to shrink
carbon emissions while also forecasting new energy requirements for “high-quality”
development and economic growth3. China made a monumental 2060 net-zero pledge that
stands as an ideal vision rather than a detailed roadmap, with specifics that will take years to
formalize, much less implement®. Along the way, China will have to reconcile its pledge with
being the world’s largest consumer of coal and second-biggest consumer of oil and gas.

These contradictions in China’s energy strategy are explained by the imperative for
China to maintain economic growth in order to sustain the CCP’s legitimacy. The Party set a
very optimistic GDP growth target of around 5.5% this year which they seem unlikely to meet®.
This will continue a trend of year-on-year growth slowing. If China wants to be the world’s
dominant power, it needs to continue to grow. And a growing economy, one on pace to
become the largest in the world by the next decade®, will require much more energy. Indeed,
China’s GDP growth remains tightly coupled with its energy consumption which puts pressure
on the CCP to acquire as many sources of energy as it can.

Figure 1: Forecasts of China’s energy mix, 2025, 2060
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The fundamental constraint for the Chinese today is that they are energy insecure. A
near term forecast as indicated by Figure 1 sees the CCP continuing to get these sources from
coal, oil and natural gas. China’s energy portfolio today is highly dependent on both high
polluting and imported energy sources — a vulnerability that has been well acknowledged by
Chinese policymakers for years. This has driven many of China’s flagship geostrategic projects
including the Belt and Road Initiative (BRI) which aim to secure maritime trade routes and
transportation infrastructure across Africa, Asia, and Europe to guarantee energy access’.
However, a green transformation is in the cards over the next 40 years. China’s overall
economic diplomacy and foreign policy will increasingly include discussions of energy and can
help relieve some of their constraints for relying on fossil fuels. The government has a familiar
playbook of interventions that is used to shore up its actual growth metrics and perceptions of
its strengths, using its economic heft for both business leverage and geopolitical gain.

Thus, this paper sets out to answer the question: how can China’s energy policy help
them meet their growth aspirations and achieve energy security while working towards their
emission reduction targets? There are four dimensions of China’s current plans for their energy
mix that will be analyzed to answer this question along with their geopolitical implications:
clean energy, critical minerals, oil and gas, and coal. These represent the principal levers
through which China will control their energy future. After framing the current state of these
energy sectors, policy recommendations are provided on how best they can leverage the clean
energy, critical minerals, and fossil fuel portfolios to achieve their triple aim of energy security,
economic growth, and emission reduction.

The Path to Net Zero: China’s Clean Energy Roadmap

Clean energy plays a central role in both China’s pledge to reach carbon neutrality by
2060 and plans to achieve domestic energy security. Today, China leads the world in
deployment of clean power with more than three times as much renewable energy capacity as
any other nation®°. However, this only represents about 16% of China’s overall energy mix, a
percentage it aims to get to 80% by 2060%°.

In its 14t Five Year Plan (14FYP), China has set a number of binding “green ecology”
targets to achieve between 2021-2025 to help achieve this lofty goal. These include: increasing
the share of non-fossil energy to 20%, reducing energy consumption per unit of GDP (energy
intensity) by 13.5%, and reducing CO; emissions per unit of GDP (CO; intensity) by 18%. The
fact that China has listed the latter two as binding targets indicates a level of seriousness from
the central government to commit to decarbonize its energy system over the coming years.

The primary method that China plans to achieve these targets with is through a
combination of environmental conservation and construction projects for a “modern energy
system” which China claims “will promote the energy revolution, build a clean, low-carbon,
safe, and efficient energy system, and improve energy supply assurance capabilities”**.China
has laid out five construction project domains: (1) large clean energy bases, (2) coastal nuclear
power, (3) power delivery channels, (4) power system regulation, (5) oil and gas storage and
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transportation capacity. This section will focus on the first four domains and their geopolitical
implications, while the fifth will be covered in the third section taking a closer look at China’s
reliance on oil and gas for energy security.

Large Clean Energy Bases: Global Sanctions and Supply Chain Constraints

China plans to build nine clean energy bases all across the country which will be
composed of primarily solar power, wind power, hydropower, and nuclear. Based on Figure 2,
they will be located in the upper and lower reaches of the Jinsha River, the Yalong River basin,
the upper reaches of the Yellow River and the Ordos Loop, the Hexi Corridor, Xinjiang, Hebei,
and Songliao. Offshore wind power bases will be off the coasts of Guangdong, Fujian, Zhejiang,
Jiangsu, and Shandong, while hydropower projects will be focused on the lower end of the
Yarlung Tsangpo River.

Mega clean-energy bases to watch over next 5 years

Nine large-scale clean-energy bases illustrated in China's 14th Five-Year Plan (2021-2025)
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Figure 1 - China's Clean Energy Bases

Source: Hu Yiwei and Hu Xuechen, “Graphics: Secret behind China's expansive grid
infrastructure, July 4th, 2021, https://news.cqtn.com/news/2021-07-04/Graphics-
Secret-behind-China-s-expansive-grid-infrastructure-11vPCWFfSSY/index.html.
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One interesting development in the 14FYP is that it first addresses wind and solar power
before hydropower and then nuclear. This contrasts to the 13FYP where hydropower was
addressed first, followed by wind and solar and then nuclear!?. The 14FYP also imbued a sense
of urgency where they declared that China would “vigorously increase” the scale of wind power
and photovoltaic power generation, compared to the 13FYP where they said they would
“continue to push forward” development of these resources. The change in sequence indicates
that wind and solar are taking the center stage in China’s non-fossil energy development, which
tracks with the progress those energy sources have made. For example, solar power overtook
hydropower in the last five years making it the largest contributor to China’s new power
generation capacity.

The geopolitical implications of this plan are felt in the potential supply chain constraints
for other nations to have access to key wind and solar power components, as well as global
sanctions against forced labor further putting pressure on that supply chain. By 2030, China
plans to build up to 1.2 terawatts of wind and solar capacity in these clean energy bases -
enough to meet all of America’s electricity needs today*3. Doing so will require a massive
investment in manufacturing and deploying the necessary components and parts for this
energy infrastructure. Luckily, China is home to 8 of the 10 largest solar companies in the
world*. IHS Markit found that China accounts for about 70% of the world’s solar panels and an
even higher percentage of solar PV cells manufactured each year'®. In the same vein, China
produces 56% of the components for wind turbines®. This has raised concern amongst all
nations about the extent of their dependence on China for green technologies and what that
means for their continued access in the event that China scales back its exports in order to
service massive domestic deployment of renewables.

An additional headwind are sanctions from the U.S. that target the use of forced labor in
Xinjiang to produce key components of the renewable energy supply chain, including solar
panels component polysilicon!’. These sanctions along with an investigation into tariff evasion
has the potential to halt up to 64% of U.S. solar installations planned this year!®. Sanctions can
threaten to spill over into access to wind turbine components as well as one of the sanctioned
entities, the Xinjiang Production and Construction Corps (XPCC)*?, is also linked to China’s
largest wind turbine manufacturer - Xinjiang Goldwind Science & Technology Co Ltd?°,

Coastal Nuclear Power: Nuclear Exports and Non-Proliferation Risks

China did not build its first nuclear reactor until 1991. In contrast, the U.S. built its first
nuclear reactor in 195121, However, China has added the most nuclear capacity in the world in
the last decade, building more than 35 reactors between 2011 and 2019, compared to one
being built in the U.S. over the last nearly 30 years?2. China has the third largest nuclear fleet in
the world at 45 GW behind France (63 GW) and the U.S. (98 GW). In the 14FYP, China is
targeting an installed nuclear capacity of 70 GW by 2025, with a plan to overtake the U.S. by
2030 with over 120-150 GW. Nuclear power plants are set to produce more than 15% of the
country’s electricity by 2050.



Geopolitics of China’s Energy Future Hebbale, Jha, Payne, Telley

To do this, China will build an additional 29 nuclear reactor units (Hualong One and
Guohe One models), conducting advanced reactor demonstrations such as modular small-scale
reactors, 600,000-kilowatt commercial high-temperature gas reactors (HTGRs), and offshore
floating nuclear power platforms, constructing low- and medium-level radioactive waste
disposal sites, and build spent fuel reprocessing plants?3.

China will not just be developing these advanced nuclear technologies for domestic
energy consumption; they will also be exporting them abroad. Nuclear power is “a nexus of
clean energy, economic incentives and international prestige” for the Chinese?. This has made
nuclear a particular focus of its economic and industrial strategy and driven the expansion of
nuclear energy exports under the Belt and Road Initiative. The BRI “virtually requires” China’s
nuclear state-owned enterprises to “aggressively pursue overseas marketing opportunities” and
is looking to export nuclear technology to countries “where installed energy capacity is limited,
economics weak, and industrial levels low, but have good relationships with China”?.

Right now, China is doubling down on its effort to become a leader in global nuclear
commerce by proactively pursuing export deals in Argentina, Brazil, the Czech Republic, Kenya,
Malaysia, Thailand, Turkey, South Africa, and Saudi Arabia. Thus far, however, the only host to
Chinese reactors is Pakistan, where China’s first reactor export came online in 2000. The lack of
success in building overseas reactors has largely been due to reactor construction costs. China’s
Hualong One reactor is estimated to cost at least $2,500 per kilowatt. By comparison, China can
generate solar energy at a cost of 2.5 cents per kilowatt hour?®. In order to bring these costs
down, China is actively working to establish an “independent and indigenous” nuclear supply
chain by localizing key electrical equipment like instrumentation and control (I&C) systems,
valve actuation devices and cables, combined with using foreign exchange reserves to depress
export costs?’.

The rise of China in the global nuclear commercial landscape raises safety and
proliferation concerns in light of growing interest in nuclear power generation from countries
with limited economic means and governance capacity. It's been reported that 28 BRI countries
have planned to develop nuclear power?® with China expecting 20 to 30 percent market share
in over 40 countries within the BRI?°. Though China has come to accept a variety of
nonproliferation principles in the recent years, the country is known for generally prioritizing
commercial benefits over values in much of its economic endeavors around the world3°. Thus,
China can expect the International Energy Atomic Agency (IAEA) to come knocking as it aims to
ramp up its nuclear export industry.

Power Delivery Channels: Aspiring for Global Grid Integration

In 2015, Xi Jinping debuted a proposal at the United Nations Sustainable Development
Summit to radically transform the world’s power grids - the Global Energy Interconnection
(GEI). The goal of GEI was to knit together dozens of fragmented electrical grids across Eurasia
into a global network, underpinned by ultra-high voltage (UHV) transmission lines to serve as
the backbone for clean energy grid. Such a super-grid would enable more efficient load
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balancing to transfer primarily solar and wind power to different locations where it may not be
sunny or windy on a particular day. From its origins, China has described GEl as not only a “a
personal project of Xi Jinping”, but also “a roadmap for combating climate change.3'”

China is a natural choice to lead an effort of this scale - the State Grid Corporation of
China (SGCC) which has been tasked with advancing this goal is the second largest company in
the world after Walmart with stakes in major utilities across Asia, southern Europe and Latin
America®?. China became the largest consumer of electricity in the world in 201133 and of the
27 UHV transmission lines that exist globally, 25 are in China34. China is investing $7 trillion in
new power grid construction, creating 200 million new jobs. In the 14FYP, China plans to move
massive amounts of clean energy produced at these energy bases through UHV transmission
lines crisscrossing the country going from Bailutan to the east coast, and the upper end of the
Jinsha river. In addition, China plans to implement the Fujian-Guangdong interconnection
network, Sichuan-Chongqing UHV exchange project, and research and demonstrate UHV
transmission from Longdong to Shandong and from Hami to Chongqing.

The goal of building these large networks will eventually be to put them at the periphery
of its neighbors, including Russia, Mongolia, South Korea, and other Southeast Asian countries.
Being able to connect to those grids would grant China leverage over a large economic swath of
land - highlighting the role of interconnected infrastructures to distribute political power in the
modern global economy. Would other countries allow that to happen?

Inevitably SGCC’s involvement in the GEI extends suspicions of a state-backed plot to
gain political leverage, but ultimately the world is desperate for transmission investments.
SGCC offers technical expertise and cheap capital to help strengthen grid systems to prepare for
the clean energy transition. Although there are risks involved, there is no comparable volume of
Western finance countering grid investments at this scale3°. However, there are still obstacles
for China’s to achieve its aims of a super grid — primarily in harmonizing regulatory standards
and building political support over a vast ecosystem of stakeholders in the power trade market
including national utilities, generation companies, civil society and communities affected by
transmission siting. Engaging in institution building amongst these stakeholders will need to be
a priority for China to construct a continental grid in the clean energy age.

Power System Regulation: Water Diplomacy with Mekong River Basin Countries

China currently stands as the largest hydropower market in the world and will stay that
way until at least 2030. Going forward, over half of all new hydropower projects in Latin
America, Southeast Asia and sub-Saharan African will be built, financed or partially owned by
Chinese firms3®. Specifically, China accounts for more than half of global pumped storage
hydropower in the world which makes up a core part of the 14FYP to build out energy storage.

Over the next five years, China plans to construct large-scale energy storage pumped-
storage projects through hydropower stations in Fuyu, Pan'an, Tai'an Phase Il, Hunyuan,
Zhuanghe, Anhua, Guiyang, and Nanning. They will complement this with innovative energy
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storage demonstration projects such as electrochemistry, compressed air, and flywheel
projects. One of the primary implications of this will be felt among the nations downstream of
the Mekong River Basin.

The Mekong is southeast Asia’s longest river where China has already built eight dams
and is planning to build another twenty. Unfortunately, China has a poor record in failing to
consult downstream countries on its dam-building projects and also regularly releases large
guantities of water from reservoirs with little advance warning, wreaking havoc downstream.
An influx of additional hydropower projects, along with climate change induced water conflicts,
will aggravate relations and fuel regional instability with these countries, including Cambodia,
Laos, Thailand, and Vietnam.

Recommendations for China’s Clean Energy Future

Recommendation #1: China should end the use of forced labor for clean tech manufacturing
and instead invest in automation and advanced wind and solar technologies.

Western sanctions on the use of forced labor will constrict the supply chain going
forward. If the U.S. is able to put pressure on its allies to join in the effort, it will put a
significant dent in China’s dominance in the clean energy export market which generates
substantial revenue every year®’. Instead, China should end these abusive practices and invest
in automation and advanced next generation technologies with higher efficiency and lower cost
to make up for the loss of human labor32.

For solar, China should invest in next generation “thin-film” solar panels with perovskite
minerals, cadmium telluride, copper indium, or amorphous silicon — these materials have lower
mineral intensity and higher efficiency. Additional innovations for solar that can reduce cost
include bifacial panels, n-type or half-cut cells, multi busbars, dual-glass modules and string
inverters3. For wind, China can invest in bladeless turbines and airborne turbines*® or
thermoplastic blade parts*! to further reduce cost and the environmental impact. By staking a
claim to these next generation technologies, China will be able to maintain its export
dominance in the clean tech space.

Recommendation #2: China should cooperate with IAEA safeguards on exports of civilian
nuclear technology and continue to push the envelope on next generation nuclear reactors
including thorium and fusion.

As China continues its plans to export its Hualong One reactor technology to nations
who are not party to the Nuclear Non-Proliferation Treaty (NPT) or the Nuclear Suppliers Group
(NSG), it should plan to both cooperate in and facilitate stronger IAEA international inspections
as a condition of supply for nuclear materials, equipment, and technology. Resistance to these
measures will not only engender international backlash and potential sanctioning of the supply
chain but will also increase the risks of potential reactor meltdowns, leaks, or covert attempts
by these nations to enrich uranium to weapons grade levels.
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In addition to the export market, China should build out its nuclear fleet with the aim of
supporting its decarbonization goals and retiring fossil fuel generators. To this end, China is
already testing out small modular reactors, HTGRs and offshore floating nuclear power. Further
innovations in this area could use more investment, including thorium reactors which produce
far less radioactive waste*?, or fusion reactors which produce no radioactive waste at all as it
doesn’t use uranium or plutonium*3,

Recommendation #3: China should coalesce a power trade working group with
national utilities, generation companies, and civil societies to develop rules of road for an
interconnection roadmap with the goal of global grid integration that can serve the backbone
for a clean energy economy.

Global energy interconnections and power trading requires a strong degree of interstate
political trust, engagement by national utilities, and support from civil society for generation
and transmission projects involved. At its core, the GEI’s interconnection vision will combine
domestic power sector reforms in countries that are not connected to China’s grid with
multilateral cooperation on how the power will be shared and distributed. China should take
the lead in forging consensus on these issues through a power trade working group with these
stakeholders that help establish rules of the road that guarantee there is no political
interference in power distribution and instituting a network of politically non-aligned or equal
national representation for system operators who manage load balancing.

If China takes the lead in rallying states around grid integration, it will be able to build
durable institutions in cross-border power trade and more effectively be able to deploy capital
towards socially responsible investments in interconnection that will enable clean energy
access to millions who are in energy poor areas.

Recommendation #4: China should engage in water diplomacy with Mekong Basin nations
and upgrade from a dialogue partner to a full partner in the Mekong River Commission.

As China plans to build out their pumped hydropower storage plans, they should consult
with Myanmar, Thailand, Laos, Cambodia and Vietnam through the Mekong River Commission
(MRC). Established in 1995, the MRC has served as a neutral consultation body between
member states on the development of hydroelectric, damming and water diversion projects
along the Mekong River and its many tributaries. China is currently only a “dialogue partner” of
the MRC rather than a full member and thus is exempt from any consultation requirements**.

China should upgrade to being a full member of the MRC for two primary reasons. First
it will be seen as a symbolic win and China will be perceived as a responsible international
partner in the region for developing advanced energy infrastructure. The second is that it will
give China and opportunity to use water diplomacy to shape the multilateral dialogue in a way
that is favorable to all parties®.

Water diplomacy will entail information sharing with a focus on river basin wide
development and integration across MRC nations, including tours of dams and hydroelectric
stations. This kind of multi-party verification will improve trust and reduce backlash among
downstream countries. Additionally, water diplomacy can include facilitating logistical and
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financial assistance for downstream countries on their own dam construction, water access,
and developing water sharing agreements.

On the Rocks: Vulnerabilities in China’s Control of Critical Minerals in the Energy
Transition

An energy system powered by clean energy technologies has different degrees of
reliance on a range of minerals, which in turn have different criticality profiles based on factors
such as price volatility and the stability of the supplier country.

e Lithium, nickel, cobalt, manganese and graphite are crucial to battery performance,
longevity, and energy density.

e Rare earth elements are essential for permanent magnets that are vital for wind
turbines and EV motors.

e Copper and aluminum underpin electricity networks, with copper being a cornerstone
for all electricity-related technologies.

There is a high level of regional concentration for each of these categories of minerals.
About 70% of the global supply of cobalt comes from the Democratic Republic of the Congo
(DRC), over 80 percent of the global supply of lithium comes from Australia, Chile, and
Argentina, and 60 percent of the global supply of manganese comes from South Africa, China,
and Australia. Most notably, over 85 percent of the global supply of rare-earth elements comes
from China®. Chile and Peru control upwards of 50% of the copper produced whereas China
and India lead are the world's largest aluminum producing nations.

Dominating the Value Chain: China’s Control of Critical Mineral Processing

Where China differentiates itself is in dominating the global critical minerals (CRM)
supply chain by strategically positioning itself as leader in the entire value chain of upstream,
midstream and downstream processing. China’s emergence as a major force along the clean
energy technology value chain is partly the result of its resource wealth, which is visible in its
dominance of global rare earths, where it has a near monopoly. Where it lacks in natural
resources, it has made up with its long-term vision in terms of its industrial policies, state-
sponsored investment in R&D, and targeted government support such as beneficial regulations,
tax incentives, subsidies, financing by public banks, and import-export quotas.

In an effort to gain a strategic advantage, China has heavily invested in mining projects
abroad. For example, Chinese enterprises have invested in cobalt mines and participate in
cobalt smelting projects in DRC to secure stable access to cobalt resources. As a result, China
accounts for 65 percent of the global cobalt refining capacity, as evidenced in Figure 3 below.
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At a macro level, China’s supply chain security gets reflected in its dominance of the two
core uses of these critical minerals in the energy domain: non-carbon emitting sources of
electricity and energy storage technology. Close to 89% of solar panel components come from
China and about 66% of EV batteries are assembled in China. Figure 4 below schematically
shows this dominance.

Clean Energy Mineral Supply Chains and Top Global Suppliers
Batteries, Wind, and Solar PV
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Figure 4 - China's Role in Clean Energy Supply Chains

Source: Created by lan Barlow based on data from European Commission, “Critical materials for
strategic technologies and sectors in the EU - a foresight study”, 2020,
https://www.csis.org/analysis/qeopolitics-critical-minerals-supply-chains.
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The Future of Critical Minerals: Exponential Demand with Supply Chain Risks

Looking to the future, supply chain security for the minerals and materials needed in
clean energy technologies has become a strategic issue for China, not only because it could
affect its pace of renewable deployment but also because clean energy technology has become
the latest frontier for geo-economic rivalry. A case in point is the dominance of China in the rare
earth minerals which it can exploit. China wants to leverage its hard-earned strength in the
critical minerals supply chain through years of strategic planning.

Some scenario building is in order to get a better perspective. At a global level, the IEA
estimates there will be a doubling of the demand for critical minerals by 2040, per Figure 5%’.
However, in a sustainable development scenario in line with the Paris goals, there would be
need for quadrupling the current production. This shows that China has to consider its own
huge appetite for minerals in building geopolitical strategies around the critical minerals.

Total mineral demand for clean energy technologies by scenario, 2020 compared to 2040
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Figure 5 - Total mineral demand for clean energy technologies by scenario, 2020 compared to
2040

Source: International Energy Agency, May 6%, 2021, https://www.iea.orqg/data-and-
statistics/charts/total-mineral-demand-for-clean-enerqy-technologies-by-scenario-2020-
compared-to-2040
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In 2020, President Xi Jinping announced that China would strive to achieve a carbon
emissions peak by 2030 and achieve carbon neutrality by 2060%8. As the entire power system is
the major contributor to national carbon emissions (41.6% in 2019)%°, it is critical to promote
the energy transition by replacing conventional fossil fuel-based energy with renewable energy.
However, the development of renewable energy highly relies on critical mineral resources,
which may induce concerns on potential minerals shortage and corresponding environmental
emissions. Since the supply chains of these minerals are vulnerable because most of these
minerals are highly concentrated in a few countries, China has to be alive to the geopolitical
dynamics aggravating such risks.

The rapid energy transition has enhanced the prospect of a huge increase in demand for
critical minerals well above anything seen previously in most cases which can put pressures on
both the availability and reliability of supply. For example, high concentration of production of
cobalt in DRC and huge Chinese investments there are subject to risks that could arise from
physical disruption or trade restrictions. Estimates say that in a scenario consistent with climate
goals, expected supply from existing mines and projects under construction is estimated to
meet only half of projected lithium and cobalt requirements and 80% of copper needs by 2030.

In addition, there are increased concerns with regards to environmental performance
and high exposure to climate risks to some of these mining assets. To maintain its dominance
China has to look at diversified sources of new supply, invest in technology innovation in the
entire value chain, and step-up recycling efforts. There are four overarching vulnerabilities that
China faces in the critical minerals space which are listed below along with possible solutions.

China’s Vulnerabilities: An Energy and Geopolitical Perspective

First is China’s huge burn rate. Burn rate or the reserves-to-production (R/P) ratio
represents the ratio of proven reserves of mineral commodities to the current levels of
domestic production®C. Alternatively, the burn rate is the estimate of the number of years that
the site of a natural resource will continue to be productive based on current production
rates>’. Needless to say, a lower ratio (meaning higher burn rate) is a matter of concern. Figure
6 shows that China is in the “red zone” for future supplies of nearly all crucial minerals facing a
rapid depletion of its local mineral resources.

Higher burn rate could lead to future shortages. Apart from strategic stockpiling, China
has its two resources, two market policy>?> wherein it distinguishes between domestic resources
and markets from foreign ones. Thereby trying to penetrate and exploit global markets and
production while keeping its resources at home fairly insulated.
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Figure 6 — China’s Burn Rate of Critical Minerals
Source: Vladimir Basov, “China is burning through its natural resources,” April 26, 2015,
https://www.mining.com/china-burning-natural-resources/.

Second is increased global environmental and social concerns. There is enhanced
scrutiny around some of the practices around critical minerals. The use of child labor in cobalt
mining in DRC is a case in point>3. From an environmental perspective, minerals such as copper
and lithium require very high quantities of water and have high exposure to climate risks®*.
China has to look at supply chain due diligence as there is a worldwide push for traceability and
transparency.

Third, is declining resource quality, Extraction from bad quality ore means more costs
and more energy consumption, leading to higher GHG emissions>>. This calls for innovation in
extraction technologies.

Fourth is a worldwide race for innovation. There is a push for reducing material intensity
in the clean technologies like EV batteries. For example, with technological innovation there is a
scope for 40-50% reduction in use of silver and silicon in solar cells®®. It is also essential for
China to improve the recycling rates through a circular economy>’. However, several challenges
exist since recycling activities are always associated with high costs and technological and
institutional barriers. China should prepare more feasible policies to facilitate the
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implementation of circular economy, such as financial subsidies, capacity building efforts,
research and development support, and information sharing.

From a geopolitical perspective, there is high geographic concentration of resources and
China should look at future diversification of supplies. Also, it is estimated that it takes about 16
years from discovery of a mine to production®®. So unlike fossil fuels, fast ramping up of
production is a challenge with minerals. In response, China’s national mineral resource plan for
2016-20°° called for establishing a range of capabilities including a warning mechanism for the
rare earths wherein the industry was called to safeguard against various causes for potential
disruptions and a more systematic demand supply analysis.

The export control law introduced in 20200 also aims to restrict exports of controlled
items to protect China’s interest and security. And finally with the U.S., E.U., Japan, and India
finally awakening to the importance of critical minerals, the stranglehold which China has may
not last for long. It is said that there are ample minerals to be found globally, it’s just that China
has moved fast and filled the financial gap in the past®?.

Recommendations for China’s Critical Minerals Future

Recommendation #1: China should intensify acquisition of critical minerals globally through
the BRI.

China explicitly recognizes the link between critical minerals on the one hand and its
geopolitical and climate goals on the other. China views its current strength of CRM supply
chains as a geopolitical leverage. The BRI has been a big driver of its search for minerals
specially in Africa. Chinese banks made up one fifth of all lending to resource rich countries lie
Angola, Djibouti, Ethiopia, Kenya, Congo and Zambia®2. The BRI initiative offers a win-win
partnership to some of these resources rich nations and is a reliable alternative to Western
funding which they (recipient nations) perceive as norm setting. The Chinese policy is also in
contrast to the Russian strategy, which is driven by military support to some of the
governments in Northern and Western Africa through mercenaries, in times of conflict, in
return for lucrative mining deals®3. However, now with the full force of Western sanctions on
Russia taking effect, China can look to occupy the space which Russia will cede in these parts.

China has also increased the BRI footprint to Latin American countries like Chile, Bolivia
and Brazil who are all warm to increased Chinese investment. Chinese companies are also
interested at Afghanistan’s untapped mineral abundance, including its estimated vast reserves
of copper and lithium®*, The Taliban is blocked by Western countries in using its foreign
currency reserves in international banks leaving them with hardly any other choice than to
deepen and expand their political-economic ties with China. For China, it offers the perspective
to expand its global dominance of the world’s most important CRM supply chains and reduce its
dependence on more vulnerable maritime supply routes for its CRM imports from Australia,
whose increased engagement with QUAD may prove to be a strategic barrier.
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Recommendation #2: China should leverage its strength in rare earths especially in light of
rising E.U. dependency.

China has yet to seriously flex its strategic advantage since it cannot currently afford to
alienate its top trade partners. However, there is increased competition over critical mineral
supplies and all major economies are re-examining the security of their supply chains. Countries
like the U.S. are looking at exploring mining globally akin to China, whereas E.U. and Japan are
focused on favoring innovation to drive the reduction, reuse, and recycling of materials®°.

China is aware of these developments and in April 2020, Xi called for the need to
enhance the dependence of the Western countries on China and simultaneously develop
powerful retaliation and deterrence capabilities against supply chain cut offs by foreign parties.
In line with this, China needs to keep the E.U. dependent on it as a strategic buffer against any
future sanctions planned to be imposed by the US. Europe represents just 5% of global mining
in 2020 and is the only region in the world with a declining mining industry®®. At present, China
provides 98% of the EU’s supply of rare earth elements, and around 62% for all its defined 30
CRMs as of 202067, This needs to continue.

Recommendation #3: China should invest in power projects in Africa and Latin America.

Chinese companies need to continue investing in wind and solar power projects in Africa
as part of its BRI initiative®®. Of the roughly $575 billion invested or promised under BRI for 2019,
nearly half has gone to energy projects according to the World Bank®°. This way China can apply
its renewables manufacturing muscle into deals that let its companies supply electricity in African
and Latin American countries. They can use the energy transition to their advantage by getting a
ready market for their renewable energy strength and at the same time getting access to the vast
resources in some of these regions. This lock-in relationship will provide them the necessary
security in the supply of critical minerals.

Recommendation #4: China should leverage its strength in critical minerals to extract better
terms on other energy or trade fronts.

China should strategically exploit their CRM supply chain strength with their other
energy needs. There is a global drive towards the energy transition and China can position itself
strongly in negotiations given its dominance in the critical minerals space. It can act as leverage
against the U.S. to roll back its protectionist policies like sanctions and tariffs in semiconductors.
The U.S. is pushing its “Chiplomacy”’? by building strategic partnerships around the globe in
semiconductor value chain. China can leverage its strength in minerals in building its own
strategic partnerships as China views semiconductors as a national security asset and not just
some benign electronic commodity.

As part of this effort, China can push for effective international partnerships that can
mitigate any supply chain risk for partner nations and also position China as a global force in
line with their long-term vision. Further developing their midstream and upstream processing
capacities will allow them to command the entire value chain for the foreseeable future
providing them virtually permanent leverage on other trade issues.
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Paying at the Pump: Oil and Gas Churns China Forward

At the end of 2021, China declined to mandate a hard energy target and has, instead,
emphasized the need to secure petroleum imports.’! That means Chinese oil consumption will
not peak, as predicted in the past—set for 2026—but continue to grow. 2 Even as China locks
down in the near term, in CCP’s economic mandate will require more oil and gas. This sector
will be the lynchpin of China’s plans for energy security at the expense of its transition goals.

China has three options (1) curtail domestic demand or look to domestic expansion, (2)
find and invest in new fields in emerging markets, and (3) increase imports from existing major
suppliers. The most likely is the third, featuring long-term contracts with Russia, through
“Teapot” refineries, and enlarged spot trading with the Gulf—a mix that will allow China to
exploit emerging market opportunities while mitigating high global prices. The major problems
with domestic production are currently low returns on investment and the risk of escalation in
disputed zones. For emerging markets, lag time to the arrival of the product and rising political
risk are the chief issues. Geopolitical action is required as demand-side policies are lagging.

Domestic Market: Lackluster Efficiency Measures and Limited Exploration Options

The CCP has already attempted to moderate the consumption of oil through efficiency
and substitution. The state has implemented high fuel efficiency standards, but progress has
been counteracted by increasingly popular SUVs and pick-up trucks. ’®> New capital controls
have curtailed increases in areas like rail, which would lessen some of these costs.”* Though
coal consumption peaked in 2013, oil has been rising and electric vehicles might not cap oil
demand until 2034.7° Also, large amounts of fossil fuels are consumed in places—like industry,
air transport, and commercial heating—that are currently outside of the energy transition
space, meaning that Chinese demand will continue while it ‘goes green.””® As of this writing,
COVID lockdowns are driving down demand for oil. However, there is no reason not to expect a
repeated surge in consumption as this wave of lockdowns wanes; China still looks to increase
year-on-year oil consumption for the foreseeable future.”’

China’s additional oil and gas is not likely to come from internal sources. The CCP has
tried to make up the shortfall domestically. In 2020, China’s National Oil Companies increased
their capital expenditures by 18 percent to boost domestic oil exploration and production, but
little seems to have come from it.”® China has a history of disappointing domestic petroleum
exploration.”® The primary “domestic” alternative locale that China could look at is the South
China Sea, which possesses large reserves but is fraught with escalation dangers. The CCP has
repeatedly tried to expand its drilling efforts there, creating tensions with neighbors like Japan
and Vietnam, but has not significantly expanded.

China’s National Offshore Qil Corporation (CNOOC) has been looking to expand in
offshore drilling for some time. Unfortunately for the CCP, the company is having trouble
finding partners, as they look to less risky areas and financing, as domestic debt markets
tighten. These factors combine in projections that show production in the coastal blocks
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expanding, optimistically, by only a third in the next decade.®° China must look to foreign
sources to power its growth. The CCP has managed a two-decade effort to diversify its energy
import suppliers as well as transit routes.8! CCP energy diplomacy has been largely successful in
securing the requisite supply chains for petroleum and the “green” technologies that will
replace it, especially in Africa.®? The result is that China is capable of foresight and flexibility in
foreign oil markets. This was demonstrated by Chinese firms snapping up oil at a bargain as the
COVID-19 crisis drove prices into the basement. 8 That kind of fire sale is not going to help
China out of today’s crunch as prices are currently stratospheric. With prices so high, the
choices for getting more oil will not be so much a question of diversification as one of
desperation—oil and gas from any source.

Emerging Markets: Long Timelines and Instability

China’s increased energy supplies are unlikely to come from emerging markets. Going
down the list of potential candidates shows increasing geopolitical risks and long lead times.
Venezuela is the case in point for China’s portfolio risk in terms of instability and the
requirement for long investment. Nigeria and Angola are classic Chinese partners but much of
the current shortfall in OPEC+ comes from these two, whether due to violence or corruption,
the risk here makes them less likely candidates.®* Iragi and Libyan oil flows are tenuously stable
but face serious challenges to expansions.8>

Offshore exploration offers a hedge against some geopolitical risk. Guyana and
Mozambique have offshore efforts underway, but these offer considerable risk as well as a lag
between investment and arrival of the commodity. Projects in Mozambique have been plagued
by instability in the country’s north. Foreign companies have evacuated workers and pressured
their governments to support the counterinsurgency effort whose opponents threatened
greenfield LNG investments. Though French and African Union efforts have disrupted the
militants, prospects for large expansions remain unclear.

There are other deposits, farther afield, which may hold more promise. In Guyana’s
Stabroek block, ExxonMobil has found a massive source of sweet crude which may eventually
produce over a million barrels per day.8¢ CNOOC has a $5 billion stake, about 25%, in the
project and took its first deliveries in early 2020.8” Unfortunately, Guyanese production has had
technical and geopolitical issues, and will take time to ramp up; even the most optimistic voices
have major production starting in 2025 and more realistic projections say 2030.%8

One might expect Iranian petroleum to be significant to China’s future, as that
relationship has blossomed recently. Even if a nuclear deal is (re)signed, Iran’s boatloads of
storage will only generate a temporary surge. Until Iran receives in the realm of $160 billion in
additional investment, no significant sustainable increases will occur.®? Emerging markets will
thus offer little short-term relief for China.
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Existing Markets: Working with the Gulf and Russia

The next, and best, option for China is to go with existing major producers. Though the
U.S. is an increasingly dominant producer, friction with multiple administrations and
Washington’s desire to send fuel to Europe amidst the current crisis, make American energy a
poor option. Russia has been China’s biggest source of oil since 2013, with over 60% of Chinese
imports from Russia coming in the form of oil and gas.’® Saudi Arabia was in the top spot before
2013 and very recently regained this position.’* Of the two, Russia is the cheaper but more
volatile and, ironically, harder to access option.

Russia has enormous proven oil reserves and the largest reserves of natural gas on
Earth, at 20% of the global total.®? Last year, China signed a record number of LNG term
contracts, up over 500%. Gas imports are already up 10 percent on those numbers, for this
year. Incremental volumes, flowing through the Russia-China natural gas pipeline, continue
despite the international condemnation of Moscow’s war in Ukraine.®®> China is increasing
pipeline imports of Russian gas, with further volume expansion expected as more pipeline
facilities come online.®* Given the ‘special relationship’ there is little need to expect something
different with oil and the war.

Given the deep discount on Russian oil resulting from Western sanctions, many experts
believed China would rush to take in cheap flows. With some Russian loads being discounted by
up to $35 per barrel against the Brent price, the Chinese were expected to reap a discount and
some sort of bilateral political guarantees.® However, that has not occurred, at least for the big
Chinese companies. China’s oil ‘majors’ have largely stayed away from increasing Russian
interaction. The notable, but discreet, increase in purchases of Russian oil are coming from
China’s independent refiners.%®

After the February invasion of Ukraine, caution abounded. In late March, Sinopec
suspended talks in Russia for major investments, heeding government calls for caution over
sanctions.’’ At the end of April, Shell was reported to have begun negotiations with a
consortium of Chinese state-owned firms to offload its 27.5% stake in the Sakhalin-2 LNG
project.”® Just two days later, the Chinese squashed the story with CNOOC’s CFO saying that no
new deal was in the offing.®® While still honoring existing contracts, China’s state-owned oil
companies have shied away from Russian cargoes and deals in order to avoid sanctions.'%

Quite notably, the sanctions concerns have not rattled China’s “independent” refineries,
so-called Teapots because of their small size relative to their state-owned peers. Teapots
emerged in 2015 and they grew remarkably, featuring more flexible business models and
higher operating rates than the national firms.1°! Teapot refineries are showing promise as a
conduit for China to take advantage of cut-rate Russian crude without risking the health of their
more international firms. These agile refiners are using alternate payment channels like
postdelivery settlement and cash transfers in yuan.'%? Teapot firms entered the Shanghai
International Energy Exchange in 2018, meaning their capital flows are more resistant to US
financial controls than the larger, national bank-reliant, state-owned firms.'%® However, Teapot
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refineries cannot change China’s flow issues. Although Russia and China share a long border, it
is not specifically well served by pipeline infrastructure to the degree China needs to build spare
capacity. In the long term, more pipelines and refining infrastructure will be needed to truly
exploit Russia’s failing commercial links to the West. In the meantime, Russian oil may provide a
stopgap for China, but it will not entirely answer the CCP’s requirements.

China’s dependence on imported petroleum is growing and, at least according to the
U.S. Energy Information Administration (EIA), China’s only credible source of its current level of
imports is the Middle East.1%* Historically, Saudi Arabia has maintained the greatest spare
capacity in the world, around 1.5 - 2 million barrels per day depending on management
decisions.'%> Notably, this spare capacity is quite movable, especially since China owns the
world’s second-largest tanker fleet.1%¢ The Saudis also are joined in spare capacity, but at much
lower amounts, by other Gulf producers like Irag and the United Arab Emirates.®’” Saudi Arabia
currently sells about 25% of its oil production to China and has hinted at allowing China to pay
oil in yuan, rather than dollars.

These are positive signs for the Gulf as a potential supplier for China’s expanding energy
needs. Where US and European officials have failed to convince the Saudis to boost production,
China may succeed. Perhaps, their answer will be to boost or discount Chinese arms transfers,
which had already tripled between 2016 and 2020.1% The presence of PLA forces in the region
could also influence the Gulf countries but might push the CCP uncomfortably past the norms it
established with counter-piracy efforts, as the opposing sides in the Persian Gulf are both
partners of China’s. Will China actually succeed in this effort? It remains to be seen, but it is
evident that the Gulf nations are unhappy with the Americans and with the right set of
incentives — say cheaper access to critical minerals for their green transition plans —they may
be willing to boost supply of oil for the Chinese in current tight markets.

Whatever negotiations are required, physical conditions suggest that Russian
petroleum, cut off from Western markets, and Gulf flows, with their immense spare capacity,
represent the most reasonable sources for China’s needs. Given some analysts’ expectation of a
downward trajectory for prices through the year, to perhaps $S60 USD per barrel, it is in China’s
interest to solidify spot buying privileges for Gulf products while also pursuing long-term
contracts for Russian oil and gas, while it is cheap.1®

Recommendations for China’s Oil and Gas Future

Recommendation #1: China will need to protect growing financial and diplomatic ties to the
major producers; consider adapting security relations with the Gulf and Russia.

Regardless of their lofty clean energy goals, its economic mandates give the CCP little
choice but to conditionally double down on oil and natural supplies from existing gas providers.
Stymied domestic production and the infeasibility of expanding emerging market production,
limit the China’s options in the short term. The CCP must protect its growing financial and
diplomatic ties to the major producers - the Gulf and Russia — who the most likely sources of
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China’s supply expansion. The CCP should consider adapting security relations with the Gulf,
using its critical minerals dominance as leverage for more access to oil, and supporting geo-
economic goals while edging out the West. Diplomatic support should help secure short-term
contracts that do not lock in the effects of global volatility.

Recommendation #2: China should employ “Teapot” refineries to bring in discount Russian
shipments while also protecting the larger National Oil Companies from sanctions risks

Teapot refineries are showing promise as a conduit for China to take advantage of cut-
rate Russian crude without risking the health of their more international firms. These agile
refiners are using alternate payment channels. Diplomatic support should help “private” actors
to lock in long-term contracts though additional infrastructure development, for the former,
and non-energy commitments for the latter, will be required.

Recommendation #3: China should engage emerging market economies like Iraq, Guyana,
and Mozambique for longer-term supplies.

Without infringing on imports and while waiting for domestic results, the CCP should
accelerate ties with up-and-coming producers like Irag, Guyana, and Mozambique who have
some instability and/or long lead times but proactive governments and security structures that
are less subject to great power politics. If the CCP continues Deng’s tradition of commercial and
political flexibility, China can easily meet its national mandate for energy.

Dirty Secret: Coal Continues to Drive China’s Future Energy Security

56% percent of China’s overall energy mix and 68% of China’s electricity generation
comes from coal''®. In 2021, China produced 5.7% more coal and imported 6.6% more coal in
order to meet its largest increase in total energy consumption in a decade!!?, partly induced by
the COVID-19 pandemic. Additionally, recent energy shortages lowered the production capacity
of energy-intensive industries such as steel, cement and aluminum, resulting in higher
commodity prices!?. The net effect was that China was mired in an energy crisis during which it
struggled to meet domestic energy consumption and thus facilitating coal’s reemergence as the
country’s critical energy source for achieving energy security in the near term.

China’s past year of struggling to reconcile its coal production with energy consumption
sheds light on a greater issue of imbalance within the coal sector. Recently, three new coal
mining projects in Shaanxi and Inner Mongolia were recently approved which Chinese
environmentalists quickly objected to as the plans to further treat coal as a fundamental energy
source in China undermines their climate goals'!3. As China aims to abide by its 2060 carbon
neutrality pledge by imposing power tariffs for coal usage leaving power plants with no
incentive to increase production knowing they will lose money for any coal turned into
electricity!'4. Nevertheless, in order to prevent further energy shortages, government agencies
continue to support policies to boost coal production which signals that coal may remain the
dominant energy source in the years to come. Indeed, the 14FYP strongly indicates China’s
continued reliance on coal to meet domestic energy demand.
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China's Skyrocketing Coal Power

- From 2005-2009, China added the equivalent
of the entire U.S. coal fleet.

- From 2010-2013 it added half the coal
generation of the entire U.S. again.

- China burns 4 billion tons of
coal a year; the U.S. burns
less than 1 billion; the
EU about 0.6 billion.

Figure 7 - China's Coal Use

Source: Climate Central, “China’s Growing Coal Use Is World’s Growing Problem,”
January 27t, 2014, https://www.climatecentral.org/blogs/chinas-growing-coal-use-

is-worlds-growing-problem-16999.

Overall, coal highlights a critical tension between China’s goals of energy security and
carbon neutrality. This tension is reflected between provincial governments and the central
government over coal-powered development!!>. While provincial governments want to boost
coal output to raise GDP, China’s central government is careful to favor policies in fear of

allowing the production of coal within low-efficiency power plants to continue.

Nevertheless, Xi asserted that “coal is the dominant energy source to ensure energy
security” and appears committed to participating in the energy transition - slowly?®. For now,
maintaining energy security through coal consumption and production is the path forward for
China, particularly as they are still on track to meet key energy and climate target pledges.
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Alternatives Are Heating Up: Renewables Outcompete Coal

As the world’s biggest carbon-dioxide emitter, China generates 49% of the world’s coal-
fired electricity. They do not appear to be falling into the projected trend of a decreasing
demand for coal overall'?’. However, with the rapid growth of renewables in China, it is now
cheaper to build new wind or solar capacity than continue to operate 60% of existing coal
plants*®. Accordingly, China is aiming to halt the production of coal within low-efficiency coal
plants and simultaneously retrofit the existing infrastructure for power storage and renewable
energy production.

While it is true that the wind and solar sectors throughout China are vast, the capacity
of their power generation is less than half of coal’s total'*°. This is perhaps why despite the
14FYP signaling to focus on limiting its carbon intensity, it also implies that coal will figure
strongly into China’s energy mix. Still other types of energy production continue to add to the
capacity of the electricity grid. As mentioned in the first section, 14FYP provides substantial
funding targets for research and technological innovation for clean power, nuclear power plant
components, and hydropower!?°,

Failure to Phase Down: China’s Enduring Reliance on Coal

The emphasis of the government to not restrict coal usage is indicative of the fact that
energy security is its main priority. While analysts predicted China’s phasing down of coal
production would accelerate, it appears that China may simply be transforming how they
facilitate coal production. Firstly, coal production appears to be shifting inland, closer to coal
fields where it is made into synthetic natural gas, coal-based gasoline, chemicals and
fertilizers®?!.

Moreover, China has been a net coal importer since 2009 which has greatly impacted its
relations with other countries. China may slowly be transitioning away from coal for domestic
power generation, but it is simultaneously facilitating a major expansion of coal power
internationally by funding coal power plants in countries such as the DRC and Chile'?2, Even if
coal use in China is expected to trend downwards, they are able to effectively export the coal
sector through their capital and expertise and subsequently re-import the coal to meet energy
demand.

The exportation of China’s coal production is a strategic investment on behalf of the
government to mitigate supply disruption and meet growing energy demand. It could act as a
tangible step towards achieving the 2060 Carbon Neutrality Pledge provided that importing coal
slows down overall coal use compared to domestic production??3. The net effect is that China is
knowingly becoming dependent on these countries’ coal exports to meet its energy demand.

If taken seriously, Xi’s comments allude to a soft transition from coal to more renewable
sources of energy and it necessitates the uninterrupted import of coal from abroad - an act that
is easier said than done. During a diplomatic dispute between Australia and China in 2020,
China banned Australian coal imports. Indonesia, another large source of coal for China, banned
their coal exports in 2020 as they faced energy security concerns themselves. Both instances
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caused China to boost domestic coal production to record levels in 2021 and highlight the
adverse effects of depending on coal imports to meet energy security.

Recommendations for China’s Coal Future

Recommendation #1: China should reduce its coal imports and overseas coal financing,
requiring a reframing of its bilateral trade relations with key importers.

Abiding by the 2060 Carbon Neutrality Pledge will require China to fundamentally
change its energy production and supply. Clearly, coal is currently the most prominent source
of energy for China as they try to achieve energy security. However, China has been a net coal
importer for more than a decade due to the fact its domestic coal consumption consistently
outpaces its domestic coal production capacity. Meanwhile, 17% of current overseas coal
projects are financed by China resulting in the Chinese facilitating other countries’ dependency
on coal abroad'?,

Due to COVID-19, Chinese energy demand reached an all-time high which required
China to increase their domestic coal production to an all-time high as well. Subsequently,
President Xi asserted that coal will remain a critical energy source into the future and called for
coal’s slow phaseout. Both coal’s slow phaseout and importance to China’s energy security are
reflected in their 14th Five Year Plan. As such, identifying several of the more prominent coal-
related goals within the plan itself will help to outline pertinent recommendations as to how
China can achieve energy security by slowly phasing out coal.

As China’s trade relations with countries such as Australia and Indonesia have been
primarily centered on coal, the country should explore alternative trade opportunities to
ensure those bilateral trade relations with important regional actors remain intact*?.
Specifically, replacing coal trade with renewable energy sources or critical minerals could act as
a viable next step.

Recommendation #2: China should institute a coal cap of roughly 30% of overall power
generation by 2030 in order to reduce overall dependence on coal imports and help ramp up
renewable energy to fill the gap.

Coal’s slow phaseout has been partly permissible due to the fact that China continues to
meet key energy and climate targets, such as in carbon and energy intensity per GDP126,
However, these climate targets will continuously be met as long as economic growth outpaces
emissions, a trend that does not look like it will change any time soon. While the plans to
improve the efficiency of coal production can help provide further energy security, details
regarding reductions in coal production or consumption are absent from the 14FYP.

As a result, China should implement coal consumption caps in order to 1) show its
citizens and the international community that it is committed to reducing its dependence on
coal and 2) act as a more instructive mechanism in reducing their dependence on coal through
concrete coal cap targets. An analysis by the IEA found that in order for China to meet its 2060

24



Geopolitics of China’s Energy Future Hebbale, Jha, Payne, Telley

net zero pledge would require a cap of total coal-fired generation of no more than 30%, nearly
halving today’s contribution, by 2030*%7.

Interestingly, China also plans to promote the concentration of coal production in
resource rich areas to help control the efficiency and pace of coal power construction which, in
line with Xi’'s comments, indicates that China is still focused on improving domestic coal
production and storage capacity to achieve domestic energy security. In the long term, China’s
ability to successfully meet coal demand through domestic coal production will directly
decrease its dependence on coal imports.

Recommendation #3: China should re-direct and retrofit its coal investments to heavily invest
in existing infrastructure for the energy transition.

The 14FYP seeks to entirely transform China’s power grid’s infrastructure. This goal is
dependent on China successfully promoting the flexible refitting of coal-fired power plants for
the construction of pumped storage power stations and new energy technologies'?®. Refitting
low-efficiency coal plants for storage and new energy technologies is a key input to achieving
China’s net zero plans. However, at the current rate, the number of these projects is limited,
and China may face consequences from the international climate community if their reluctance
to reduce the number of low-efficiency coal plants continues. Therefore, as China continues to
halt coal production it is critical to ensure that the existing infrastructure be re-used to increase
energy storage capacity or renewable energy production.

One method to do this could be its coal transportation network. One goal of the 14FYP
is to expand the coal transportation capacity of the Caofeidian Port, Zhoushan River Sea
Combined Transport Service Center, the Gulf of Tonkin International Gateway Port, and Yangpu
Hub Port!?°. This signals that China is expanding its capacity to import coal and thus may
continue to be dependent on coal imports in the near term, particularly those coming from
Australia. As China’s import dependency remains, it will be increasingly prone to geopolitical
tensions that adversely affect the country’s ability to keep up with domestic coal consumption.
As China looks to wind down its imports in the future, it can ensure that any expansion to coal’s
transportation capacity can be refitted in the future for the transportation of alternative energy
sources, such as hydrogen.

Similarly, BRI funds going towards financing overseas coal power projects, such as in the
DRC or Chile, must be halted. Alternatively, the funds going towards the BRI should be
reinvested in the development of domestic renewable energy sources to meet rising domestic
energy demand and consumption without coal as the primary energy source. At present,
Chinese companies are instead accelerating their construction of facilities to transform coal into
chemicals, a process which produces an immense amount of GHG emissions and uses a
considerable amount of water. The Central Environmental Inspection Team (CEIT) criticized
China for failing to adequately invest in transforming low-efficiency coal power plants as they
are removed from the grid'3°. Therefore, while the CEIT is an implementing body, its role should
be expanded, or a new leading group could be created, in order to coordinate policy planning
regarding how to reuse existing coal power infrastructure for energy storage or renewable
energy production in order to streamline the process.
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Conclusion

The next forty years are pivotal for China. In order to meet its 2060 Net Zero pledge
nothing short of a transformation of its energy sector is required. This transformation will be
occurring concurrently among competing demands for economic growth and energy security as
it aspires to displace the United States as the world’s leading superpower. Can China have it all?
This analysis lays out a potential roadmap for how they could do it.

If China has any hope of reaching net zero, it will need a massive domestic renewable
expansion sufficient that it can retire fossil fuel plants without the fear of rolling blackouts and
curtailing industrial capacity. At the same time, it needs to keep the rest of the world reliant on
China’s clean tech supply chain which will enable them to meet their targets for economic
growth from the export revenues. Ensuring a successful clean energy mobilization will require
China to end their use of forced labor for clean tech components, invest in next generation
solar panels, wind turbines and nuclear reactors, cooperate with IAEA safeguards on exporting
civilian nuclear technology, and forge consensus with its neighbors on global grid
interconnection and transmission line projects as well as engage in water diplomacy with its
downstream neighbors for new hydropower projects to make it win-win for the region.

While these steps will help it grow clean sources of power in its energy mix, it can use its
current dominance of the critical minerals market to drive future economic growth. Doing so in
the face of external competition for these resources will require China to intensify its
acquisition of mineral resources in Africa, Latin America, and Afghanistan while also investing in
power projects in those regions. While it retains this leverage, especially on the E.U. which gets
98% of its rare earth elements from China, it can expand its market power and extract
concessions on other issues like sanctions and tariffs.

Regardless of its lofty energy transition goals, energy security is also of paramount
concern for China. For this, China will need to conditionally expand consumption from its
existing providers of oil and natural gas. As domestic production is slow to come online and
instability risks preclude emerging market diversification, the expansion of supply is likely to
come from the Gulf and Russia. Notably, so-called “Teapot” refineries are emerging as a way to
exploit the market turmoil from the war in Ukraine.

Finally, a phaseout of coal, albeit slowly, is paramount. If China reinvests BRI funds into
domestic renewable energy production, ensures existing low-efficiency coal power plants and
transportation infrastructure can be refitted for power storage and renewable energy
production, and implements coal production and consumption caps; then, China will be able to
achieve energy security while slowly phasing out coal. Simply acknowledging that coal will
continue to play a critical role in China’s energy mix will allow for more substantive dialogue as
to how the country can effectively and responsibly reduce its dependence on coal without
risking energy security.
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