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Summary

Two years have passed since the understanding was presented that the Chinese economy entered a new growth stage
called the “new Normal.” China’s 13th Five-Year Plan (2016-2020) laid out the basic policies and measures for
overcoming the challenges that became evident during the bottom half of the 12th Five-Year Plan (2011-2015), such as
a declining economic growth rate, excessive supply in the main industries, and environmental pollution, and achieving
sustainable growth. The 13th Five-Year Plan for energy and the 13th Five-Year Plans for coal, electricity, and other

energy industries were also published.

This survey, entitled “Survey on the Impact of China’s 13th Five-Year Plan on Coal Operations, etc.,” focuses its
analysis on the most important issue in the plan—*‘supply-side structural reform.” The report consists of six chapters.

Chapter 1 evaluates the results of the 12th Plan and sets out the challenges. The growth rate of the Chinese economy
declined during the 12th Five-Year Plan, averaging 7.9% annually from 2010-2015. The economic growth rate in 2015
was 6.9%, the lowest since 2000. Primary energy consumption during the 12th Five-Year Plan grew at an annual rate of
3.6%, reaching 3.01 billion toe (4.30 billion tce) in 2015. Meanwhile, primary energy consumption grew at an annual
rate of 3.0%, reaching 2.53 billion toe. The proportion of coal in primary energy consumption declined from 70.2% in
2011 to 63.7% in 2015, while the proportion of non-fossil fuel energy rose to 12% in 2015.

Chapter 2 explains the key points of the 13th Plan and the future outlook for coal demand. The 13th Plan sets the
economic growth target for 2016-2020 at the annual rate of 6.5%. The 13th Five-Year Plan for Energy Development
presents the policy of raising the proportion of non-fossil fuel energy in primary energy demand and supply in order to
realize a low-carbon society. Primary energy consumption in 2020 will reach 3.5 billion toe, a projected increase of
3.0% per year from 2015-2020. The proportion of natural gas and non-fossil fuel energy is projected to rise to 10%
(0.35 billion toe) and 15% (0.53 billion toe) respectively by 2020. Meanwhile, primary energy production will reach 2.8
billion toe, a projected annual increase of 2.0% per year from 2015-2020.

The basic policy of the Coal Industry Development 13th Five-Year Plan is “consolidation and efficiency.” The main
goals for 2020 are: (1) coal production 3.9 billion tons; (2) coal consumption 4.1 billion tons; (3) optimization of
production capacity (reduce obsolete production capacity by 0.8 billion tons per year, increase advanced production
capacity by 0.5 billion tons per year, reduce excessive production capacity, etc.); (4) reduce the number of coal mines to
6,000; (5) reduce the number of coal companies to 3,000; and (6) raise the proportion of production from large coal

mines to 80%, etc.

The Chinese Economy Study Group forecasts that China’s primary energy consumption will increase to 3.38 billion toe
in 2020 and 3.72 billion toe in 2030, while the proportion of coal in primary energy consumption will decline to 60.0%
in 2020 and 49.0% in 2030. Meanwhile, the proportion of natural gas and non-fossil fuel energy in primary energy
consumption will rise from 5.9% in 2015 to 8.0% in 2020 and 12% in 2015 to 15% in 2020 respectively. The new
policy scenario in the International Energy Agency’s World Energy Outlook 2016 projects China’s primary energy
demand in 2040 at 3.89 billion toe, an annual increase of 0.9% per year from 2014-2040.



Chapter 3 surveys the production capacity of the Chinese coal industry. Raw coal production in 2015 fell for the second
straight year, to 3.75 billion tons, a 3.3% year-on-year decline. However, according to the China Coal Industry
Association, the total production capacity of the Chinese coal industry including regular and irregular mines, mines
under development, mines with suspended production, etc. as of the end of 2015 stood at 5.7 billion tons per year,
approximately 2 billion tons higher than the volume of production that year. Oversupply in the coal industry was not
resolved in 2015, and the coal inventory of the coal companies remained at high levels, while coal demand and coal
prices languished, such that the financial results of the main coal majors took big hits. The Chinese government slashed
the coal export tax rate from 10% to 3% with the purpose of eliminating excessive domestic demand and providing
relief to the coal companies. However, actually expanding exports into the international market requires a boost from

more export promotion measures (elimination of the export tax, resumption of the value-added tax rebate, etc.)

Chapter 4 surveys and analyzes trends in demand in the four industries that consume the largest amount of coal. The
four industries that consume the largest amounts of coal in 2015 collectively accounted for 3.45 billion tons of raw coal,
87% of the Chinese consumption of 3.97 billion tons. Of this amount, electricity (power generation and heat supply)
accounted for 2.03 billion tons (51.2% of total coal consumption), iron and steel for 0.62 billion tons (15.7%), building
material for 0.48 billion tons (12.2%), and coal chemicals (conventional and new) for 0.31 billion tons (7.8%). The
average growth rate of coal consumption for 2013-2015 was negative in all these industries except in coal chemicals.
The average for electricity in particular (at -3.4%) showed a greater decline than the overall figure (at -3.3%).
Eliminating excess capacity in the four major coal consumer industries is a major issue for the 13th Plan. However, we

assume that it will not be an easy task to fulfill, since the problem concerns local economies and employment.

Chapter 5 outlines the state of progress in the “supply-side structural reform” of the coal industry from the policy and
system perspectives. The key terms of the “supply-side structural reform” are “eliminate three, reduce one, supplement
one” (eliminate excessive production capacity, eliminate excessive inventory, and deleverage; reduce cost; and
supplement deficiencies) and “metamorphosis and upgrading” (transformation and enhancement). The National
Development and Reform Commission (NDRC) established “five systems™ concerning the “supply-side structural
reform” of the coal industry ((1) production capacity reserves system based on 276 operating days per year, (2) system
for reduced replacement for new coal mine construction and replacement quota trading, (3) mid-/long-term coal
contract system, (4) minimum and maximum coal inventory system, and (5) long-term mechanism for leveling

abnormal price fluctuations).

Chapter 6 outlines China’s economic and energy trends and issues in 2016. In 2016, China’s gross domestic product
(GDP) reached 74.4 trillion RMB (provisional, up 5.5 trillion RMB from 2015) with a real growth rate of 6.7%,
meeting the government target of 6.5-7.0%. Coal production in 2016 was 3.36 billion tons, marking the third straight
year of decline since 2013. In April 2016, the Chinese government changed the number of operating days from 330 to
276 days per year in order to restrain excessive supply, declining prices, and rising coal inventories. This led to a supply
shortage by autumn and coal prices reversed course. Therefore, the Chinese government issued an emergency circular
instructing certain coal companies to increase production. Although major coal companies are expected to have
returned to profit in 2016 through “supply-side structural reform,” the vast majority of coal mines remain in serious
financial difficulties. The 2017 Energy Work Conference set 2017 goals for the proportion of coal in primary energy

consumption at 60% more or less and the amount of coal production at 3.65 billion tons.

il



Based on these results of the survey, the “Conclusion” considers the impact of changes in China’s energy supply and
demand, particularly for coal, on Japan’s energy supply and the Japanese economy. If China’s coal supply and demand
stabilize, global coal supply and prices stabilize. There is no doubt that coal supply and demand and coal prices in China
are the greatest drivers in the global coal market. It is necessary to continue to accurately grasp coal supply and demand
and policy trends, etc. in China.

il
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