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International finance for coal-fired
power plants

Since 2000, annual investments in coal-fired power plants worldwide have been
surprisingly robust. In recent years, the amount of funding for coal power has exceeded
that of gas and oil combined (see Figure 1). In China, large high efficiency low emission
(HELE) plants are being built at low cost partly to replace smaller, older, more polluting
plants. Elsewhere in Asia, Africa and the Middle East, coal is a desirable source of cost-
effective, stable baseload electricity.
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Figure 1 IEA World Energy Investment report, 2016

However, since 2013, some western finance institutions such as the World Bank and the
US Export-Import Bank have imposed stricter rules on lending to coal power projects.
Although these organisations carry some influence across the financial markets, the
reality remains that coal power is still a sound investment in emerging economies,

Recent studies have identified three major groups of institutions that supply project
finance for coal-fired power plants. These are: private-sector commercial banks; export
credit agencies, and multilateral development banks (MDB). Combined these institutions
provided USS$152 billion of financial support to the world coal power and mining sectors
in 2014. Data suggest that the commercial sector is the largest provider of finance to coal
operations compared with public financial institutions such as MDB and export credit
agencies, which accounted for less than 10% of the coal funding in 2014 (see Figure 2).
Nevertheless, the participation of these public institutions may still be useful to attract
private sector investment for some coal projects.

The current policies of most banks worldwide suggest that funding is still available for
coal power plants; few banks have openly withdrawn support for coal power. In the
coming years, 280 GWe of new coal capacity will be built in 37 countries —these plants
have been committed and funded; a further 600 GW is in the planning stage. The growth
regions for coal power are typically industrialising nations in need of stable, affordable,
baseload power. Middle income economies see good prospects for coal, where there is a
high growth in electricity demand in dynamic economies. Low income countries may seek
funding from western-led MDB, and perhaps more from the newly established Asian
Infrastructure Investment Bank, or AlIB.
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Most of the low and middle income countries looking to coal power as a future source of
electricity are also signatories to the Paris Agreement from COP21. Many of the targets
agreed involve cuts relative to business as usual scenarios, or GHG intensity. Without a
mandatory requirement to reduce their absolute emissions, some Asian countries may
include HELE coal technologies as part of the portfolio with other lower carbon solutions.
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Figure 2 Funding share of coal power and mine projects in 2014

While some western banks will now restrict their investments to a narrower range of
technologies, Asian banks are willing to lend to a wider range of projects, including
cleaner fossil fuel investment. Consequently, HELE coal is being adopted and supplied by
firms from China, Japan, Korea as well as western firms that are active in these regions.

Some Asian banks and export credit agencies can offer low-cost loans and flexible
repayments to projects, for example the Japanese Bank for International Cooperation and
the China Development Bank. However, the terms of lending may require a large
proportion of project contracts to be awarded to preferred manufacturers. For example,
a lender in Japan may expect Japanese firms to acquire a majority of the engineering and
procurement contracts. Similar conditions will be applied to loans from Chinese and
Korean banks. In other circumstances, a borrowing country may offer its natural
resources in return for repayment of funds. Some of the largest economies in Asia which
are deficient in oil, gas and other commodities will facilitate international loans to gain
access to these resources abroad.

The increasing role of Asian banks in global project finance has helped spearhead a
lucrative export business for Asian power technology. In doing so, China, Japan and Korea
appear to have ceased supplying subcritical steam systems for all but the smallest power
plants. It appears that Asian support for HELE technology is more or less consistent with
western MDB and credit agencies.

HELE investments boosted by Asian financial institutions will help economies in many
parts of the world avoid installing less efficient designs and will pave a way to a lower
carbon economy than would have otherwise been planned. Moreover, Asian banks could
build a fleet of HELE coal stations in non-OECD countries rarely seen in OECD North
America and Europe while simultaneously achieving development goals, energy security
and affordability for the world’s poor.
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