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What China’s ‘Two Sessions’ mean for the
climate and commodities

China's biggest political event of the year, the 'Two Sessions',
highlighted the need to enhance energy security - a new priority that
will come at the expense of the energy transition in the short term.
But the shift to renewables remains a key goal for the long term

Energy security in the spotlight

Food and energy security featured prominently in China's 'Two Sessions' as the Russia-Ukraine
war exacerbates concern over inflation and supply chain pressures.

On energy security, the government announced plans to accelerate the exploration and
production of oil, gas, and minerals. In the near term, we will likely see China increasing purchases
of crucial commodities from global markets in order to ensure adequate supply in the event of
further disruptions. Therefore, the tighter global supply dynamics we are currently seeing,
combined with potential Chinese stock building, suggest that commodity prices will remain well
supported in the short term.

With energy security now a higher priority, the government has not set limits on energy
consumption per GDP or coal production, signalling its intention to ensure flexibility in the event of
a severe energy shortage.
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Yet China is still doubling down on renewable energy. The Two Sessions highlighted the progress
that was made in reducing pollution last year, with the average concentration of fine particulate
matter in big cities dropping by 9.1% while the capacity of renewable energy power generation
exceeded 1 billion kilowatts.

And clean energy continues to be a key element of China's energy policies. For example, it

was confirmed that its wind and solar power programme will grow to at least 450 gigawatts in size,
larger than most countries’ total power fleets. And the Ministry of Finance has said it will provide
funding for new clean energy projects.

Clean energy continues to be a key element of China's energy
policies.

Plans mentioned during the Two Sessions include the construction of large-scale wind and solar
bases and improvements to the grid's ability to absorb renewable energy power generation. Green
energy will be measured by total carbon emissions and intensity. The government work report also
emphasised improving pollution control in important rivers, lakes and bays, and to continue to
control and prevent soil pollution, as well as strengthening the treatment of solid waste and new
pollutants in 2022. It also plans to replace clean coal with other clean power sources to save
energy and reduce carbon emissions.

Still, China didn't provide an update on its energy and climate-related targets during the Two
Sessions. Premier Li Kegiang only mentioned that China would “take orderly steps” towards its goal
of realising peak emissions by 2030 and carbon neutrality by 2060, while sticking to the Action
Plan for Reaching Carbon Dioxide Peak Before 2030 released last year prior to COP26. The current
targets are as follows:

2025 2030

Percentage of non-fossil fuel
consumption

Energy consumption per unit of GDP Reduce by 13.5%

20% 25%

CO2 emissions per unit of GDP (CO2 Reduce by 18% Reduce by 65%
intensity of GDP) compared to 2020 [[compared to 2005
Wind and solar capacity 1,200 GW

Are the targets achievable?

According to estimates from the International Energy Agency (IEA) and Carbon Action Tracker,
China is on track to meet its 2030 peak emissions target and could even achieve this goal in the
mid-2020s with current policies. Carbon neutrality is also within reach. The analysis sends a
positive signal but could also indicate that the country’s targets are not very aggressive and that
the policy being set is actually only keeping China on track to achieve the minimum targets. This
means that China will likely continue to face pressure from the international community to
strengthen climate goals, especially after it joined a last-minute intervention at COP26 to change
the wording of the conference's declaration from phasing out coal to phasing it down.

To attain the announced pledges, significantly higher spending will be required. The IEA forecasts
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that China's annual investment will need to climb to $640 billion in 2030 and $900 billion in
2060. These investments will add around two percentage points to GDP every year, and should
also lead to higher quality growth in the long term.

Climate investments will add around two percentage points to
GDP every year, and should also lead to higher quality growth in
the long term.

The challenge is more on green financing. As many economies have set their own CO2 emission
targets, the supply of green bonds and green loans is increasing. To keep up with the genuine
definition of “green”, issuers and borrowers must show that they can achieve the green targets.
This should crowd out the poor quality green finance but will take time.

Another challenge is that a shortage of semiconductors could delay the manufacturing of wind
and solar energy infrastructure and a more energy-efficient grid. We expect that these shortage
issues could be resolved in 2024 when big semiconductor producers have completed their new
plants.

Good COP, Bad COP: Separating heat from light at the climate summit

Still, more coal than clean energy

Last year highlighted the difficulties in managing the pace of the energy transition. This is evident
with the ongoing energy crisis we are seeing in Europe, while China had its own issues with energy
supply last year. The Chinese government had to take quick action to boost domestic coal

output in order to end an energy crisis. In 2021, domestic coal output in China hit a record 4.07b
tonnes, up almost 17% year-on-year.

China's coal production
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Given the concerns over energy supply this year and the resulting strength in global energy prices,
we are likely to continue to see coal output growing this year. China's NDRC has already said that it
will boost coal production in 2022 as well as increase coal reserve capacity. This approach appears
to confirm that China will take a more orderly approach when it comes to finding a balance
between ensuring energy security and limiting carbon emissions. This could potentially also mean
that natural gas will play a more important role in the transition for the power sector. Up until now,
natural gas has played a fairly limited role in the power mix.

Coal looks set to remain dominant in China in the short to
medium term

With no hard targets and rising energy security concerns, coal looks set to remain dominant in the
country in the short to medium term. Coal accounted for more than 60% of the country's
electricity generation mix in 2020, and the IEA estimates a similar contribution in 2024.
Nevertheless, annual coal capacity additions are projected to decrease in the next few years,
resulting in a slow greening of the power mix.

China's electricity generation by source
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Demand for metals from infrastructure

China is once again turning to infrastructure spending to stimulate the economy in 2022. However,
the focus of investment will be narrower than in the past, with less rampant investment in
speculative and unsustainable projects.

China is once again turning to infrastructure spending to
stimulate the economy in 2022.
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Officials have discussed plans for both old and new infrastructure projects, which should

boost demand for metals to varying extents. Traditionally, zinc is largely exposed to old
infrastructure though this has become less clear cut. Still, the metal's use in galvanised steel
should continue to benefit from old infrastructure projects. Copper, on the other hand, is set to
benefit from new infrastructure power projects such as Ultra High Voltage electric grids and the
charging infrastructure for electric vehicles, with both areas continuing to see substantial growth.
The UHV projects also mean more consumption of aluminium and steel. Other projects such as
railway, gas and oil pipeline projects could see increasing demand for stainless steel or special
alloys.

While the construction of infrastructure should boost demand for metals in China this year, overall
demand growth could vary depending on the individual exposure of metals to different sectors.

Impact on commodity prices

With geopolitical events forcing China to rethink the pace of its energy transition right now,
coal is likely to remain a key fuel for the foreseeable future. In addition, the potential for
natural gas to play a larger role as a transitory fuel would be supportive for global gas
markets. However, the bulk of electricity generation growth in the years ahead is still
expected to come from renewables. The expected growth of renewables in the power mix
will be supportive predominantly for metals, given that these projects are generally metal
intensive. Growth in renewables will also increase the need for storage solutions and so
provide a boost to demand for battery metals. This trend suggests that metal prices will
remain well supported, not just by the renewables push in China, but by the global push to
reduce carbon emissions. The positive demand backdrop comes at a time when the supply
side is looking tight, particularly given the potential disruptions we could see in key metals
from Russia in the near term.

A stronger price environment does have the potential to slow the pace of energy transition.
However, higher raw material prices/scarcity of supply would likely push industries to look
for alternative solutions. This is evident in the battery sector, where there is a real drive to
develop battery chemistries that rely less on scarce metals, for example, using batteries
that do not use cobalt and nickel. This is already evident in the Chinese electric vehicle
market, where lithium-ion phosphate batteries are a popular choice. This stands in contrast
to some other markets where lithium nickel manganese cobalt batteries are more heavily
used. Whether strong metal prices in the future delay the energy transition will also depend
on government policy. A well-functioning carbon market should ensure that we continue to
see a shift away from fossil fuels towards renewables. China last year launched its carbon
trading market.
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