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Preface

Energy market, which is the trading place for a variety of energy that are taken as
commdities, includes maket players (producers and consumers) , market objects (all va-
rieties of energy products) and market behaviers cpricing, trading and energy finance
ete. China is the largest coal trading market in the world, and China holds the important
decisive power in the world’s coal market. With an increase of China’s demand for pe-
troleum and natural gas, the import volume of petroleum and natural gas has been con-
stantly expanding, which is important to the world’s petroleum and natural gas market,
Meanwhile, energy market. as a kind of strategic resource, differs from other commodi-
ties; and the importance and influence on energy market are more profound.

From the perspective of market structure, energy market possesses the same
elements with other commodity markets, such as market subject, market object, and
market behavior. The subjects of Chinese energy market are the consumers and suppliers of
energy. The supply of petroleum and natural gas in China mainly relies on the produc-
tion and import of three domestic companies (China National Petroleum Corporation,
Sinopec Group, and China National Offshore Oil Corporation). There are a lot of coal
suppliers which are the leading enterprises in the coal industry, such as China Shenhua
Energy and China National Coal Group Corporation. Their market concentration rate is
relatively lower than that of petroleum and natural gas.

Since June 2015, the significant devaluation of RMB contributes to the higher coal
price and leads to the reduction of coal import volume and the increase in coal export
volume. Although China’s current coal import largely exceeds the export and faces the
domestic overcapacity, China may become the coal net exporter again when depreciation
of RMB exchange rate reaches a certain degree. In addition, the growth is slowing
down, which conforms to the economic development law. The past traditional development
pattern of extensive and high energy consumption shall be further improved, and conse-
quently, the low-carbon transformation of industrial structure is realized. Under the back-
ground of China’s economic rebalance, the connotation of energy ‘new normal’ repre-
sents itself in a slow growth of total energy demand, accelerating structure transforma-
tion, improvement of energy efficiency, low-carbon and clean energy consumption struc-
ture, etc. The interest rate, as the important tool of monetary policy, tends to marketi-
zation, and it will shock the energy price, while fiscal taxation policy can effectively
support the energy market. Meanwhile, renewable energy is popularized in the field of

architecture and automobile industry. Therefore, to further promote the energy market
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reformation and to improve the leading role of market in the energy supply field possess
the imprtant strategic and practical significance for elevating the sustainable economic
growth.

“China Energy Report (2016): Energy Market Research”, as the sixth installation
of the CEEP’s report series. is expected to provide policy support for both public and
private decision makers. This report will involve the following issues based on energy
economic analysis.

(1) Possibilities of the global as well as China’s energy market development are
comprehensively summarized and systematized. Since the release of “China Energy Re-
port (2014): Energy Poverty Research”, the world economic growth pattern is changed
significantly, and the situation is listed as follows: United States’ economy is optimis-
tic; China is experiencing a downturn; Europe is recovering; Japan carries out economy
painstakingly; Russia is undertaking a heavy hit; US dollar goes strong; and the price
of bulk commodity falls greatly. It's worth noting that China’s economy enters into the
‘new normal’ which enters into a relatively low. unstable and loose stage. China is im-
portant to the international energy market in the aspects of proportion of production,
consumption, trade volume, increment (margin), expectation and its change. Under
the above backgrounds, the report summarizes the basic characteristics of the world’s e-
conomic development and the energy market, the new change of the world’s energy pat-
tern, the new changes and new challenges faced by China's energy market.

(2) Characteristics of supply and demand of the China’s energy market are analyzed.
The behaviors and characteristics of suppliers and consumers are discussed respectively
from the different energy species. The report shows that the supply in China still gives
priority to coal. In recent years. the share of clean energy is rapidly increasing, and the
energy consumption structure is constantly being optimized. Meanwhile, requirements
for market access, market concentration rate, and pricing situation of each energy are
different. The industrial energy consumption is the largest, which accounts for about
70% of the total energy consumption. Residential energy consumption ranks second. In
recent years, the overall energy consumption structure of residents has been changed,
and the consumption structure difference between city and countryside is evident.
Followed by transportation, the energy consumption increase of warehousing and postal
service is higher than the total energy consumption.

Meanwhile. the history of cost accounting and pricing mechanism of the main energy is
systematically summarized. The inadequacies of energy cost accounting methods are
proposed, and simultaneously, the reformation direction of the energy cost accounting
and pricing is also pointed out. The energy industry is the relative special industry, and
it is greatly controlled by the government’s macroscopic readjustment and control. In

today’s energy market. the role of the government needs to be further clarified and it is
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time for Chinese energy enterprises to perform separation on operations from adminis-
tration.

(3) The influence of macropolicies on energy market in the context of ‘new normal’
is discussed. Under the background of Chinese economic rebalance, the connotation
expression of energy new normal is with slow growth of total energy demand, accelera-
ting structure transformation. improvement of energy efficiency, low-carbon and clean en-
ergy consumption structure, etc. It is required to strictly control the growth of high car-
bon industry and emphasize the improvement of energy efficiency. RMB devaluation will
reduce the coal import, and China may become the coal net exporter again because of the
RMB depreciation. An empirical analysis on the influence of the change of the RMB ex-
change rate to Chinese petroleum import and export trade is conducted in this report. As
the monetary policy tool, the interest rate impacts the energy price, and it mainly influ-
ences the investment of renewable energy sources and the overseas investment of Chi-
nese enterprises. It proposes that we shall fully utilize the interest rate lever and pro-
mote the development of energy market. The fiscal taxation policy can effectively sup-
port the development of energy market. For resource tax, the gradual model scheme of
“walk small steps” shall be adopted. Renewable energy sources are popularized in the
field of architecture, and it becomes increasingly important to develop new energy auto-
mobile industry. Currently, over capacity is the important cause of supply side structur-
al reform, and supply side structural reform lays emphasis on improving the supply
quality and total factor productivity. The report proposes that supply side structural re-
form based on “new supply economics” influences the energy market from four aspects,
and summarizes the characteristics of “de-capacity, de-stocking, de-leverage, cost re-
duction, and short slab repair” and the new trend.

(4) Establishing a stable and healthy energy market has become an essential part of
the economic and social development in all countries around the world. Energy market is
not a separate entity, and it is jointly influenced by consumers’ behaviors, financial mar-
ket and the government’s policies. Therefore, the risk prevention of energy market is
especially important for the formulation of the government’s policies, the goals setting
of enterprise producers, and the strategic planning of investors. This report mainly
starts from three categories of factors influencing the whole energy market: firstly, the
transmission mechanism of macroeconomic fluctuation to the energy market is analyzed,
and the different risks faced in the energy market are also analyzed from the perspectives
of supply and demand; secondly, it pays attention to spillover effects in the short term
of the global capital market crisis to the energy market, and consequently, the risks of
energy supply and demand are influenced; lastly, it states that products supply and
demand and price of different types of energy may be impacted because of the energy

policy transformation of all countries. The corresponding policy suggestions are pro-
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posed aiming at the corresponding risks in macro, meso and micro levels,

(5) The current situation, existing problems, and development tendency of Chinese
energy futures market are analyzed. The energy futures market is the subject of Chinese
current energy financial market, and it is the product of the permeable {usion between
energy spot market and the financial market., Trading products include petroleum and
coal, and the listing of crude oil and natural gas is actively promoting. In the future. the
development mode of new ‘internet plus’ strategy for energy futures will powerfully
support the platform upgrading, market expansion, pricing power and speaking right
fighting.

Research on the domestic petroleum future market shows that, currently the market
price discovery mechanism of fuel oil and petroleum asphalt gives priority to the prompt
goods, and the pricing function of futures market is extremely weak, which is difficult
to provide the effective risk aversion means for the energy enterprises. In consideration
of the unsound Chinese petroleum futures system, the hedging demand of the market
subject can not be satisfied; the imperfect settlement system, access system and contract
design lead to low trading liquidity and low market participation. In addition, in the
market supervision, there is also the dilemma of maintaining the market vitality and
avoiding excessive speculation.

(6) Nowadays. coal, electricity, petroleum and gas are the main energy which Chi-
na depends on with uneven geographical distribution. Coal, petroleum, and gas re-
sources present the characteristics of “a few in south but much in north” overall, while
the electric power presents the electricity generation structural characteristics of “ther-
mal power is given priority and hydroelectric power is supplemented”. Resource endow-
ment possesses the concentrative distribution characteristics, while the provinces of
great energy demand are mainly centralized in the east and central industry developed re-
gions. The mismatching of energy production and consumption on the space promotes
China to develop the transregional energy trade. At the present stage, the current situa-
tion of Chinese energy trading presents the coal trade led by “transport coal from west
to east China and transport coal from north to south China”, the electric power trade led
by “transmission of electricity from west to east China”, the petroleum trade led by
“transport petroleum from north to south China, and transmission of petroleum from
west to east China”, as well as the natural gas trade led by “transport the natural gas
from west to east China”. In order to promote the energy transregional trading, the
country increased the construction in transportion network and energy infrastructure.
Aiming at the problems of high external dependency of petroleum gas mineral resources,
the country energetically proposes the Belt and Road Initiative, deepens the communica-
tion and cooperation with the countries in Central Asia, South Asia, and West Asia,

and further strengthens the energy safety in China. Under this background, the space
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configuration optimization to the existing energy trading problems in China is implemen-
ted in this report through investigating the distribution endowment of energy resources
and the development situation of energy trading; meanwhile, the trading structure and
change tendency among energy markets in big areas under the background of the Belt
and Road Initiative are analyzed.

(7) Since the founding of new China, Chinese coal industry has been promoted
rapidly, which takes a leading position in energy production and consumption structure
for a long term; meanwhile, it also guarantees the rapid development of Chinese economy.
However, since the second half of 2012, influenced by the slow economic growth,
severe environment and carbon dioxide emission reduction constraint, the domestic coal
demand is weak, and the price declines constantly; the excess supply is prominent and
the coal industry situation is severe. Based on China’s national condition, the supply and
demand characteristics of Chinese coal market are analyzed emphatically; the pricing
mechanism and driving factors of four stages (complete plan, multi-level plan, dual-
track price system and coal price mechanism marketization) experienced in the coal mar-
ket are comprehensively investigated; the current coal industry development’s problems
and challenges faced in the market, environment, and safety and other fields are investi-
gated; the corresponding suggestions in the aspects of Chinese coal market operation
and establishment, industry layout and planning and the international coal market status
improvement, etc. are proposed.

(8) The characteristics and influence of Chinese electric power market from oligop-
oly pattern to market-oriented reform are discussed. Research results show that firstly
all countries in the world pay high attention to the electric power market reform; coun-
tries select the reasonable market mode according to their national conditions, construct
transregional electric power market and promote the resource optimization allocation by
taking safety, high efficiency and clean as objective; the electricity price is the core of e-
lectric power market construction, and the demand is an important means of market reg-
ulation; secondly, through several rounds of reform in raising money for electricity,
separation of enterprise from administration, and separation of plant and grid, etc. ,
Chinese electric power market has achieved significant results in the aspects of optimiza-
tion of energy resources allocation, adjustment of market relationship between supply
and demand, and promotion of the sustainable development of electric power industry.
A new electric transformation has been started facing the ecological civilization construc-
tion and coping new target of climate change, guaranteeing the national energy safety,
and promoting electric power industry to improve quality and effectiveness. Giving pri-
ority to “regulation in the middle, open at both ends”, the core of reform is still the
electricity price reform. The latest round of electric transformation is beneficial to the

unified, open, and orderly competitive electric power market system construction, and
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promote the energy structure adjustment and new energy industry development.

(9) In the context of slow growth in international oil prices, characferistics of
China’s oil industry development are explored. Since July 2014, the petroleum price has
kept at a low level shock. Under the background of low petroleum price. because of dif-
ferent sensitive degrees of different links of China’s petrochemical industry chain to the
petroleum price fluctuation, the petroleum market starts to present the characteristics of
diversified development: exploration and development field is directly impacted with the
greatly declined performance oilfield service industry still depends on stock with the slo-
wing earnings growth ; refining and chemical industry is benefit from petroleum prod-
ucts floor price setting and low cost with the slightly increased profit; the performance
of sales industry is steady through improving the inventory management; while the per-
formance of integrated companies (China National Petroleum Corporation and Sinopec
Group) is differentiated because of the different business ratio of each plate. In terms of
the importance of petroleum to Chinese economy development, the petroleum safety also
becomes the emphasis we concerned when the petroleum market develops steadily. In
recent years, Chinese petroleum trading scale has been enlarged, and the import chan-
nels become more diversified, but the overseas investment risk is big, and the safety sit-
uation is still complex and can not be ignored. In virtue of the opportunity of low petro-
leum price, petroleum products pricing mechanism reform and mixed petroleum and
companies ownership reform in China have been promoted constantly. Al'though the
outlook in many ways positive, major challenges still remain. Its orderly, steady, and
healthy development requires the coordination and cooperation of all parties’ efforts and
all kinds of mechanisms.

(10) At the end of “Twelfth Five-Year Plan”, China’s natural gas consumption
growth fell sharply, and the main driving factors were changed from economic growth
and price advantage to the ecological civilization construction, but there is still a huge
development potential. It is predicted that by 2020, the national natural gas consumption
will reach about 270 billion cubic meters, while in 2030, it will reach 390 billion cubic
meters, and the substitute coal is the main development direction. From the perspective
of supply, China’s natural gas resource is very rich, and the development of unconven-
tional natural gas especially the shale gas has made big breakthrough, and there is still a
big development space in the future, while the coal gasification project is faced with
massive problems. During “Thirteenth Five-Year Plan”, the import pipeline gas and im-
port LNG will be risen rapidly, but the problem of excess resources is there and it is
still growing.

Through more than 30 years of reform and development, China’s natural gas’
pricing mechanism has been perfected constantly, but there is still the gap compared

with the mature “gas for gas competition law” market-based pricing model in European
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and American areas. Net back value pricing method needs to be further perfected, and
the natural gas trading system shall be the emphasis of development. Currently. the natural
monopoly and administrative monopoly are coexisted in China’s natural gas pipe network
field, and storage and transportation infrastructure ability is severely inadequate; more-
over, the uncertainty of policy restricts the development of natural gas pipe network. It
is suggested to start from the perspectives of problem-orientated, systematic thinking
and step-by-step, to speed up the improvement of the natural gas industry management
system and mechanism. and to establish the fair. open and free competitive market rules
and order.

Currently, certain results are achieved in the process of Chinese energy marketalization.
For example, the coal price has experienced complete planning stage, multi-level plan-
ning stage, dual-track stage, and marketization price formation stage since the initial
stage of the founding of new China. In December 2012, the State Council issued Instruc-
tion on Deepening Reform of the Coal Market. which marked that coal dual-track
pricing system of 16 years and “coal ordering meeting” for decades officially seceded in
2013, and the coal price fully realizes marketization. In the electric power market, the
feed-in tariff is mainly formulated by the government. Starting from the objects of
resource optimization allocation and energy efficiency improvement, the market pricing
mechanism is started to explore; transmission distribution electricity price is divided into
three levels of trans-regional, trans-provincial and provincial power grid according to
electric power network composition and electrical network enterprise operation and man-
agement system; the selling electricity price is formulated by the government, and it is
divided according to the electrical property and purposes. The policies and countermeas-
ures of China and other countries in promoting the energy marketization are summa-
rized. which can more rationally judge the rationality and scientificity for China establis-
hing market economy in the energy field, and moreover. the references for Chinese
government's future function orientation and the market-oriented policy formulation of
the related resources products are proposed. Nowadays. energy market develops unceas-
ingly, and some challenges become more and more urgent. Coal plays the dominant role
in China’s energy consumption structure. However, with the slowing Chinese economic
growth in recent years, the coal production ability has been expanded constantly. The
supply and demand pattern in Chinese coal market has been changed greatly, and the
problem of overcapacity becomes increasingly important, which makes the coal industry
in trouble. In the petroleum market, China’s large state-owned petroleum companies oc-
cupy a monopoly position. Therefore, In the case of the stunning fall in international oil
prices resulting in a loss of domestic oil companies, the government participates in oil
pricing with administrative means to ensure the safe and stable development of China’s

oil market. However, it is exactly because of this kind of “protection mechanism” that



