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Summary
The OECD is aiming to agree a new framework to restrict the use of
export credit finance for the construction of new coal power plants. G7
countries must work together to secure a robust deal. This should align
international financial rules with the structural shift away from coal that
is already underway in six of the G7 member countries.
To achieve this, Japan must join with its peers in accepting the need for consideration
of the lifetime emissions of power plants, not just their efficiency. Japan is isolated in
respect to its domestic performance on coal policy. By taking a further step forward to
agree a strong OECD deal, Japan can begin to re-engage as a climate leader rather
than a remaining a laggard. Securing a strong OECD agreement now will help address
the dual risks of stranded assets and climate damage. It will also provide a foundation
for further action by other countries and international financial institutions, including
China and the Asian Infrastructure Investment Bank.

G7 progress on coal phase out
On 8th June 2015, G7 members agreed that the decarbonisation of the global
economy should be completed by the end of this century; that this requires deep cuts
in CO2 emissions; and that it must include a transformation of their own energy
sectors by 2050. The G7 communiqué did not mention any particular fossil fuel, but
the implication is clear: there is no future for unabated 1 coal in a world that is acting
to avoid dangerous climate change.
As a means of benchmarking performance and tracking efforts by G7 countries to act
on these commitments, E3G published a G7 Coal Scorecard in October 2015. 2 Our
analysis found that all G7 countries apart from Japan have already moved away from
domestic investments in new coal power plants and are beginning to accelerate the
retirement of existing coal power plants, as illustrated in Figure 1 below.
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Figure 1: G7 coal dynamics

While domestic action is at the heart of coal phase out efforts, G7 countries also have
a significant influence on coal-fired electricity generation internationally. Through a
combination of private sector investment and government finance they have direct
impacts on the construction and use of coal power plants and related infrastructure.
Overall, our scorecard analysis found that G7 countries were performing most poorly
in respect to their international influence. This is in large part due to the
entanglement of private sector interests with government bodies focused on the
promotion of domestic economic advantage without consideration of climate change
impacts. The continued use of export credit finance and government guarantees for
coal investments is a visible example of this entanglement. It presents a direct
challenge to the commitments made by the G7 at their 2015 summit, and undermines
their ability to define global standards and norms for financial flows that will have
broader impact and influence on the transition to a low-carbon global economy.

Time to reach a deal with OECD partners
As a consequence, the E3G G7 coal scorecard highlighted that a priority action for G7
countries must be for them to work together to secure a broader agreement to
restrict export credit support for coal power plants ahead of the upcoming UN climate
negotiations. The OECD committee on export credits 3 has been debating the issue for
over a year without success. This has mainly been due to opposition from Japan as it
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has sought to continue its promotion and financing of new coal-fired power plants
overseas.4
Pressure is now building for a deal to be reached during OECD negotiations that will
be held in Paris during the week of 16 November 2015. Recent initiatives by the USA
have seen China5 and South Korea6 make political commitments that they will restrict
their financial support for carbon intensive investments, increasing international
pressure on Japan.7 As a consequence, Japan has started to shift position. Media
reports indicate that the USA and Japan have reached a common position which
increases the potential for an overall agreement.8 We return to this below.

Technology exports versus stranded asset risk
In the majority of OECD member countries, there is now an extremely limited market
for new coal power plants, with no new plants likely in Europe 9 and North America.10
This has meant that there is no domestic market for manufacturers of coal power
plant equipment, who are instead looking abroad for sales opportunities.11
Export credit support is used by governments (notably ministries of trade or economy,
and not those with responsibility for energy or international development) to help
secure export opportunities for ‘their’ companies. But when used to enable the
construction of coal plants this is done at the expense of locking in high-carbon
infrastructure in recipient countries. Moreover, this short-sighted boost to demand
for exports carries an increasing financial risk: new coal plants are at risk of becoming
stranded assets unable to recover the original investment costs.
It is important to note that there are multiple potential causes of asset stranding. Coal
plants now face a potent set of factors including policy risks, carbon pricing,
regulatory shifts (e.g. on air pollution), technology advances (e.g. via Best Available
Technology mandates). These all relate to the direct economic impacts resulting from
structural shifts in electricity markets driven by the increasing deployment of
renewable technologies. The financial risk of stranded assets is already visible in the
case of recently-constructed coal plants in Germany, with utilities suffering billiondollar impairments and the plants themselves now unlikely to recover the original
investment costs.12
Export credits have historically been considered a low-risk means of providing project
finance, with ‘guaranteed’ repayments to the lender. This should no longer be
assumed to be the case for coal plants, given the scale of capital investment and the
(assumed) long operating lifetimes. The sheer scale of the carbon risks associated with
each power plant means that coal plants will face continued scrutiny and operational
pressure over the coming decades, raising the risk levels for any new investments
undertaken now.
It is therefore in the self-interest of providers of export credit finance to limit their
exposure to this increasingly risky lending landscape. As government institutions, their
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support for any coal plants that become stranded assets will result in losses that
ultimately need to be picked up by taxpayers.
Notably, this concern is shared by the OECD itself, with Secretary General Angel
Gurría stating:
“Governments need to be seriously sceptical about whether new coal
provides a good deal for their citizens. If we muster the political will to set
ourselves on a 2°C trajectory today, not all coal assets will be able to run for
their full economic lifetime. Unsurprisingly, if we delay action, we will have to
strand much more capacity overall, as steeper reductions will be required.”
[…]
“Some aid donors and multilateral development banks are now providing
support for coal-fired power only when there are no feasible alternatives.
These cases must really be exceptional.”13
This timely warning sets a clear challenge that governments must respond to in the
impending OECD negotiations. To be effective, the export credit framework must be
robust in respect to the financial risks of investment in new coal plants and in
ensuring that technology options eligible for export credit support are compatible
with climate change objectives.

The climate challenge to coal: efficiency is not enough
The coal industry is under increasing pressure internationally. As noted above, E3G’s
G7 coal scorecard found that across all G7 countries except Japan there was a clear
structural shift away from coal already underway – and even Japan can still avoid
locking in large scale investments in new coal plants. This dynamic is also visible
beyond the G7, with coal companies going bankrupt; utilities facing massive losses
from recent coal investments; mainstream banks ending financing for both mining
projects and new coal plants; and a clear slowdown in Chinese coal consumption and
imports.14
In response to this pressure, the coal industry is finally acknowledging the reality of
climate change. But it is still seeking to delay action through the promotion of ‘Clean
Coal’ technologies,15 also referred to as ‘High Efficiency, Low Emission’ (HELE) coal
plants.16
The coal industry is fond of its repeated claim that an increase in global average plant
efficiencies from the current 33% to 40% would save 2GT of CO2 per annum. However
it has failed to support policies that would require the wholesale retirement of
inefficient units in parallel to the construction of any new ones. In Europe, the coal
sector is seeking to keep old coal plants open for as long as possible, as it grapples
with the realisation that there will not be any new coal plants constructed. 17
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More fundamentally, a focus on plant efficiencies alone fails to recognise that climate
change is driven by the overall stock of CO2 emissions in the atmosphere, not the rate
at which they are emitted. The key consideration in respect to the potential
compatibility of any new coal power plant with climate change objectives (or,
conversely, the risk of asset stranding) is therefore the ‘committed emissions’
associated with their intended lifetime of operation.18 19
In an attempt to wriggle out of this challenge, the World Coal Association (WCA)
claims that “Deploying high efficiency, low emission (HELE) coal-fired power plants is a
key first step along a pathway to near-zero emissions from coal with carbon capture,
use and storage (CCUS).” 20 While the WCA correctly acknowledges that CCS will
ultimately be required on all remaining fossil fuel uses, this ‘pathway’ approach
pushes back CCS deployment to being what it describes as a “longer term” option
rather than for immediate deployment. But there is no guarantee that a new HELE
coal power plant will be able to retrofit and operate CCS technology in future unless it
has been appropriately designed and located.
In order to address this, a number of governments have attempted to proactively
manage the risks associated with new high carbon infrastructures by requiring new
fossil fuel plants to be ‘capture ready’ in respect to plant configuration and
technology choices.21 22 But even this approach leaves major doubts as to the future
application of CCS without confirmation that the power plant is able to access suitable
geological formations capable of sequestering the huge volumes of CO2 that would
need to be captured over the lifetime of the plant. 23 While the theoretical availability
of CO2 storage is high, its accessibility is currently severely limited in practice. This
reflects a lack of investment in the detailed characterisation of plausible geological
storage formations and the absence of CO2 transportation infrastructures.
As a consequence, it would be foolhardy of governments to permit the construction
of new coal plants without having prior confirmation that they can indeed be fitted
with CCS and the CO2 stored.24 In the absence of specific requirements for ‘capture
readiness’ and access to CO2 storage, continued coal sector pleading for financial
support for the deployment of HELE coal plants on the basis of a vague suggestion of
future CCS deployment is only a distraction tactic and not a climate mitigation
strategy.25 If the coal sector wants to deploy CCS it must accept strict requirements
that ensure that this does indeed take place.

Potential outcomes from the OECD negotiations
It is in this context that we can begin to consider the extent to which a potential OECD
agreement on export credit support for new coal plants addresses the risk of lock in to
CO2 emissions, and the respective positions taken by different countries to date. It
must be noted that the existing OECD guidelines already provide preferential
treatment for CCS projects. 26 The strongest outcome would therefore be to restrict
export credit support only to coal power plants with operational CCS, with all
unabated coal plants ineligible for support, irrespective of their relative level of
efficiency.
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Indeed, in E3G’s presentation to the OECD export credit meeting in November 2014,
we highlighted that countries promoting continued financial support for unabated
coal also have domestic manufacturers offering CCS technologies. Moreover, Japan is
already actively supporting a CCS project under construction in the USA via the Japan
Bank for International Cooperation, while South Korea had offered export credit
finance to a previously proposed CCS project in the UK (which was ultimately not
taken forward in the UK government’s CCS programme). China has also offered export
credit finance to two proposed CCS projects – one in the USA and the other in the UK.
OECD countries therefore already have an opportunity to use the existing export
credit arrangements to help build a market for CCS technology deployment, should
they wish to do so. 27
Unfortunately, the OECD negotiations during 2015 to date appear to have ruled out a
restrictive policy of ‘no new coal without CCS’, with discussion now centred on how
lending policies may be differentiated on the basis of relative power plant
efficiencies.28 Given the importance of addressing the risk of lock in to CO2 emissions
over plant lifetimes, we concentrate our analysis here on proposed requirements for
operational CCS or ‘CCS readiness’ criteria.

Country positions on export credits and coal power plants
>

France has taken a strong position during 2015, with President Hollande and
Environment Minister Royal taking a proactive role in limiting any future export
credit support to coal power plants that integrate operational carbon capture and
storage technology (CCS), and instead prioritising support for renewables.29

>

In March 2015, the USA and UK proposed that the OECD should limit support to
plants that meet an Emissions Performance Standard of 500gm/kWh, thereby
requiring the integration of operational CCS from the outset. This was opposed by
other OECD members. This is a missed opportunity, but this approach will
undoubtedly come back for reconsideration in the near future as part of the
intended review of the new lending criteria.

>

Canada has played a constructive role within OECD negotiations on export credits,
and has proposed that financial support should be limited in most cases to coal
plants able to integrate CCS technology in future, with exemptions limited to Low
Income Countries.

>

The EU has agreed a common position that would similarly limit financial support
to the most efficient plants and require them to be ‘capture ready’ for CCS retrofit
in High Income Countries. While this does not go far enough in limiting support
for new unabated coal plants in Middle- and Low Income Countries, Germany has
agreed to this position, having previously been obstructive.

>

Prior to October 2015, Japan promoted the large-scale provision of financial
support for unabated coal power plants. The common position reportedly now
agreed with the USA would restrict this to the most efficient ‘ultra supercritical’
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plants with some exceptions for poorer countries, but would not require any new
coal plants to be able to fit CCS technology in future.
Additionally, an OECD deal also needs to secure support from countries that have
been backing coal interests during the negotiations to date:
>

Australia has previously sided with Japan and South Korea and resisted any coal
financing restrictions. Latest indications are that Australia is now proposing that
‘CCS-ready’ plants would be eligible for a two-year extension of any lending
period, without any such requirement for any of the other lending categories. As a
consequence this weak proposal turns ‘CCS readiness’ into a voluntary option,
even for High Income Countries – which is clearly not appropriate. Australia is also
continuing to promote financial support for less efficient ‘super critical’ coal
plants.

>

South Korea has resisted coal finance restrictions at the OECD as it is one of the
world’s largest public financiers of coal plants overseas.30 Instead it argues that
more favourable terms should be given to a larger range of coal technologies
without any requirement for CCS to be applied in future. South Korea must now
show that it will deliver on its commitment to work with the USA to agree an
‘ambitious outcome’…’to limit export credit finance for new coal plants’. 31

Getting a good deal for the climate
Overall, OECD members appear to be increasingly aligned around some basic
elements for any agreement on export credits for coal power plants, including:
>

the need for coal lending policies to ensure that recipient countries have a climate
and energy policy in place;

>

the need for renewables and energy efficiency to be prioritised within this; and

>

that alternative power generation options have been considered and found not to
be commercially viable.

These must all be priority elements of any deal reached at the OECD negotiations.
There may also be scope for the review period of the proposed new policy to be
shortened to enable further improvements to be made ahead of 2020.
There is, however, a significant likelihood that any compromise deal will focus on the
relative lending terms available for different categories of power plant efficiency. If
so, this risks excluding criteria that could enable the future application of CCS, even
for coal plants in High Income Countries. This reflects Japan’s refusal to apply CCS
requirements to its own domestic coal power plants; the weak position being taken
by Australia; and continued opposition by South Korea. Yet this is in stark contrast to
Canada, the UK and the USA all implementing policies of ‘no new coal without CCS’
and the EU requiring capture readiness provisions for both coal- and gas-fired power
plants over 300MW in capacity since 2009.
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In our view, if governments, utilities, and the coal sector want to continue to use coal
then they must carry the cost of using CCS technology. Strong policies such as
Emissions Performance Standards that require operational CCS offer a potential way
forward for technology exporters while minimizing the risk of stranded assets and
climate damage.
We therefore consider that the OECD agreement should expressly address the
challenge of cumulative lifetime emissions. If necessary, this could be done on a
differentiated basis according to country income levels:
1. For high income countries, there should be a requirement for any new coal plant
to have operational CCS integrated from the outset. This could be implemented
via an Emissions Performance Standard in the OECD guidelines, or by requiring
national regulations to be in place, as is already the case in Canada, the UK and
the USA.
2. Any new unabated coal plants in middle income countries must be constructed as
‘capture ready’, as should the largest high-efficiency plants in low income
countries.32 Project developers must be required to report on intended CCS
retrofit options prior to the agreement of funding. Similarly, recipient countries
should also be required to incorporate an appraisal of CO2 storage options and
capacities within their national energy and climate plans, prior to approval of
export credit support.
3. To provide a benchmark for national assessments of CO2 storage requirements,
the OECD should produce a study on realistic CO2 storage accessibility in those
countries intending to construct new coal power plants with export credit
support. This study should be completed for middle income countries during
2016, with low income countries considered during 2017. These studies should be
included as a key input to the intended review of the new lending guidelines. In
order to provide a robust evidence base they must not only include an
assessment of the likely accessible CO2 storage resource in the period prior to
2050, but should also consider alternative CO2 sources that may need to be
prioritised for access to CO2 storage space.

Conclusion
The impending OECD negotiations offer an important opportunity to restrict the
provision of export credit support to coal power plants. A significant and positive
structural shift away from coal is already underway internationally, and the OECD
agreement must reflect this.
G7 countries in particular must act in accordance with their commitments at their
2015 summit and use the OECD agreement to push forward global norms that can be
taken on by other International Financial Institutions and bilateral lenders, including
China and the new Asian Infrastructure Investment Bank. To do this, the agreement
must be coherent with climate change objectives and reduce the risk of stranded
assets for recipient country and lender alike.
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Japan appears to have taken some positive steps forward over recent weeks in
agreeing a joint position with the USA. However it appears to continue to insist on the
exclusion of any criteria requiring the integration of operational CCS, or even to the
future retrofit of CCS via ‘CCS readiness’ approaches. This is contrary to the domestic
policy positions of all other G7 countries. Japan must take a further step forward and
accept the inclusion of additional criteria to address this risk. Japan must match the
efforts already taken by its peers, not seek to pull them backwards.
Beyond the G7, Australia and South Korea must also face up to their international
responsibilities. Both countries must respond to the structural shift away from coal
that is already underway. A first step towards this would be to agree an effective
OECD deal that limits the risk of stranded assets and climate damage.
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