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Contemporary Chinese Energy Policy: 

 Quenching a Dragon’s Thirst 

  

The Middle Kingdom long has had a thirst for fossil fuels. It has been found that in 

Sichuan, during pre-modern times, natural gas ‚was transported through bamboo pipes and 

burnt in the process of extracting salt from underground wells<‛ (Howe 7). The contemporary 

character for oil ( 石油 [shíyóu] ) dates back over 900 years to the Song Dynasty (Howe 11). 

While China’s history with fossil fuels is long and complex, most in the West are only 

concerned about the period since 1993 – when China became a net importer of oil (Rosen 23). 

Concern only grew this year when the world learned that ‚China has passed the U.S. to become 

the world's biggest energy consumer‛ (Swartz). 

The People’s Republic of China is in many ways a global success story; over the course 

of the last fifteen years the last three decades the Middle Kingdom has transformed from a 

small, state controlled economy to the second largest economy in the world.  While this 

economic transformation has undoubtedly improved the lives of many, it has come at a great 

cost. China’s economic emergence has led them to become the world’s largest energy consumer, 

shaking global energy markets for every consumer in the world. Energy consumption in China 

is a complex issue, which is best understood by breaking it down into supply, demand, and 

implications. 
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  Currently mainland receives the majority of its electricity from Coal (about 80%), with 

the remaining power coming from hydropower (15%), oil (2%), gas (1%), and a mix of 

alternative sources (Nuclear Power in China). It is interesting to note that the makeup is 

drastically different when viewing the overall energy consumption of the country: coal (69.9%), 

oil (21.1%), hydro (5.8%), gas (2.7%), and nuclear (.8%) (Rosen 17). 
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The illustration of the data sets provided above depicts an interesting dichotomy that occurs 

when comparing the use of energy for electricity and overall needs. This results from 

transportation usage, among many other factors. 

 Coal is the primary fuel source for China’s decade and a half of double digit economic 

growth; this economic success has led to an energy dilemma. ‚Because of the heavy reliance on 

old coal-fired plant, electricity generation accounts for much of the country's air pollution<‛ 

(Nuclear Power in China). China, due in large part to coal power, is home to ‚20 of the world’s 

30 most polluted cities‛ (China Quick Facts).  This in turn has resulted in a number of health 

issues – respiratory illness is a leading cause of death (Cancer, Respiratory Illness< ).  The New 

England Journal of Medicine published an editorial debating how to classify certain diseases, 

which result from respiratory illness, to highlight the impact of lung disease on mortality.  
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(Wagner, Peter D. 875) 

The chart provided by the New England Journal of Medicine details a high amount of respiratory 

related illness, a byproduct of the coal industry.  

 Another shortfall of coal as a primary fuel source is the logistical issue it presents. 

‚<Nearly half the country’s rail capacity is used in transporting coal<‛ (Nuclear Power in 

China). While coal is abundant in China, it is found in the Northwest provinces; a majority of 

energy demand comes from manufacturing on the coastal region. This puts a huge strain on the 

rail network; and a reduction in coal usage would free up a clogged rail system and lower 

transportation costs for other businesses.  

 Coal causes a number of problems, but China will not stop using it until some other 

form or energy can easily replace it for a minimal cost. They have ‚world-leading coal reserves‛ 

(Garrison 129), and are installing coal fired ‚capacity comparable to the entire United Kingdom 

power grid each year‛ (Garrison 130).  Economic output, throughout the global recession, has 

continued to grow and sustaining the economic engine requires fuel. Coal is among the least 

expensive sources of energy available, and it is only over the last few years that coal has started 
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to increase in price. The Central Government has forced consolidation in the industry to try and 

create economies of scale to reverse the rise in the price of coal: 

 

 

(Rosen 6) 

 

 

 

 

 

 

 

 While coal remains the primary source of power, the Government is seeking other 

sources of energy. One resource that is being developed is natural gas. The recent ‘US-China 

shale gas initiative’ swaps ‚American knowledge in exchange for investment opportunities‛ 

(Natural Gas: an Unconventional Glut). While Chinese firms have ample amounts of capital, 

they lack the technical knowledge to develop the shale gas fields. The Central Government has 

a target of 10% of energy use coming from natural gas by 2020. 

 China is also developing nuclear technology to help meet demand. According to the 

World Nuclear Association, ‚Mainland China has 12 nuclear power reactors in operation, 24 

under construction, and more about to start construction soon. ‚  Their report projects that 

construction of nuclear plants will increase power production ‚to 80 GWe by 2020, 200 GWe by 

2030, and 400 GWe by 2050.‛ This huge increase in production will ease the strain put on China 
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by coal power, and will make China a leader in nuclear power. But even a dramatic increase in 

nuclear power, such as the one planned, will not be able to switch the country off of coal.  

 China is fast becoming a leader in other sources of ‘green power,’ such as hydro and 

wind. While hydropower accounts for fifteen percent of electricity production, with virtually no 

pollution (aside from construction), it has high personal costs. China has ‚displaced 23 million 

people‛ (Rosen 34) in the construction of large hydropower dams - such as Three Gorges.  In 

addition to relocation costs China faces water shortages, which ‚cause an annual loss of 11.2bn 

USD in industrial output‛ (Baldinger 11). This lack of water must be considered in planning the 

construction of a dam, as many border nations protest their construction due to drying river 

beds.  

 ‚China has the world’s highest wind energy potential‛ (Baldinger 11).  In Xinjiang 

province China has constructed the largest wind farm in Asia. While this wind farm is an 

impressive sight, transferring power to the areas where it is needed most – large coastal cities – 

is no easy feat. The 2005 renewable energy law is helping to make wind power a competitive 

energy alternative. China is one of the largest wind energy markets in the world, ‚adding 

1,000MW of capacity in 2006‛ (Rosen 27). But wind power is similar to nuclear power in that the 

added production does little to move China off of fossil fuels.  

 Transmission of power is another aspect of Chinese energy that requires much 

consideration.  Power outages are frequent and detrimental to the Chinese energy market. ‚In 

the first quarter of 2004, twenty-four of China’s provinces had power shortages and one-third of 

all the Chinese provinces has serious power deficits in the summers of 2003 and 2004‛ (Howe 4). 

Unstable power supply can be detrimental to the manufacturing base upon which China has 
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built its economy.  Many businesses have resorted to buying generators to ensure that business 

operations can continue despite a failure on the power grid.  It is estimated that China losses 

‚about twenty percent of its power generation through frequent power outages‛ (China’s 

Worldwide Quest 32). It is expected that the creation of a true national grid, shortly after the 

completion of the Three Gorges Dam, will drastically lower this figure (China’s Worldwide 

Quest 32). 

 Solar energy, while it officially accounting for less than 1% of the total energy and 

electricity production, is a popular means of energy production in other ways. A number of 

homes in the rural areas of the country have solar hot water heaters, which can boil a pot of 

water in less than 15 minutes on a clear day.  This saves them from having to use other fuel 

sources to purify water for drinking.  Many buildings throughout the country have solar water 

heaters atop them; ‚27 million rooftop solar water heaters‛ (Brown) have been installed in the 

country. These inexpensive devices have given many rural communities access to their first hot 

shower, and they are doing much to alleviate the power strain presented by water heating in 

urban areas. 

 China has also emerged as the largest producer of solar panels, indeed ‚half of the 

world’s production capacity is already in China‛ (The Rise of Big Solar). And large 

multinationals such as Applied Materials – which is the biggest supplier of machines to produce 

solar cells – are setting up research facilities in China. While many may not think of China as a 

green nation, it is investing hundreds of millions every year to build a green industry.  
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 While China currently disputes the claim that they are the largest energy consumer in 

the world, they will not be able to deny this title for ever. Their energy demands continue to 

grow, as the included chart reveals, at the fastest pace in the world: 
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What exactly is fueling this demand is a subject which requires careful consideration.  

 Factories undoubtedly consume a large proportion of China’s energy use. But the 

government is taking many steps to curb this demand. According to Pamela Baldinger, of the 

Woodrow Wilson Center, over 65,000 inefficient factories were shut down between 1995 and 

2000 by the Chinese Government. These small factories were heavy polluters and large energy 

consumers. And this is a trend that the government has maintained. To meet its eleventh five 

year plan, which called for a 20% reduction of energy consumption per unit of GDP, ‚the 

Ministry of Industry and Information Technology quietly published a list ‚<of 2,087 steel mills, 

cement works and other energy-intensive factories required to close by Sept. 30.‛ (Bradsher). 
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The Ministry said it would bar these companies from obtaining bank financing, and even shut 

off the power if necessary. While shutting down a relatively small number of factories will not 

meet the goals, it sets a precedent for other factories to try and meet efficiency targets or risk 

being shut down.  

 ‚Buildings are one of China’s largest energy ‘consumers’. Their day-to-day operational 

demands for lighting, air conditioning, heating, and appliances account for one-fourth of the 

country’s total energy use‛ (Fung 2).  Buildings account for a huge amount of the country’s total 

energy use; if China adopted even modest ‘green standards’ the Boston Consulting Group 

estimates it would have the same environmental impact as creating an area 4,000 times the size 

of Tiananmen Square with rain forests. (Modest is defined ‚as 5 percent of existing buildings 

and 60 percent of new buildings achieving < levels of energy consumption that are 50 percent 

lower than those of comparable buildings‛ (Fung 4).) Many cities in the Middle Kingdom are 

now enacting laws to push buildings to higher standards.  

 One area in which China’s central government is having a harder time curbing demand 

is from personal consumption. China’s consumers are gaining more wealth, and with this 

wealth they are purchasing consumer goods. Ownership of washing machines in rural China  
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increased by over 889% from 1985 to 1995. This staggering increase in appliance ownership has 

dramatically driven demand for electricity. The market for appliances has yet to reach full 

saturation; demand for electricity will only continue to rise over the coming years.  

 

A similar increase in vehicle ownership has occurred over the past decades. In his book, 

China Energy: a Guide for the Perplexed, Daniel Rosen included the above chart. In 2005 the 

country’s vehicle fleet had 37 million units, if his projections are correct it will include over 370 

million units in 2030. Anyone who has ever been in Beijing, or virtually any other Chinese city, 

during rush hour can testify to the amount of vehicles on the road today – traffic jams are 

measured in days. The prospect of the vehicle fleet growing by 1,000% is frightening, and not 

just due to an increase in oil consumption.  

  ‚Going from one of Asia’s largest energy suppliers to one of the world’s largest energy 

importers in little more than a decade, China is a major force at the margin in global oil, gas, 

and coal trade flows‛ (Rosen 28). On July 11, 2008 brent crude reached an all-time high of 
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$147.27, and sent a panic through global energy consumers as producers rejoiced. While it is 

disputed as to the exact reason for the rise in oil prices, Chinese demand definitely played a role.  

Analyzing how China plans to quench its thirst for oil is an interesting study of 

international relations. As recently as September energy security has caused China to act 

hostilely towards other nations; when Japan arrested a fishing boat traveling in disputed waters 

the Chinese Government unofficially ceased exportation of rare earth minerals to Japan. As 

China exports 94% of the world’s rare earth minerals this caused a number of Japanese 

manufacturing operations to slow or cease production – as many use just in time manufacturing. 

It is speculated by many global authorities that the real reason China acted in such a way was to 

out maneuver Japan and assert their stake on the chain of islands in question; as there are vast 

natural gas reserves underneath the island chains. China’s actions during this international 

scuffle show that they will do whatever is needed to secure their nations energy supply (China 

and Japan: Getting Their Goat). 

Chinese oil companies are involved in 

many countries throughout the globe, as the chart 

provided by Daniel Rosen highlights. China’s oil 

operations are truly a global affair – operating on 

every continent. The implications of this are vast. 

Aside from the obvious, it is interesting to note 

that ‚an estimated 80% of *oil+ imports arrive via 

vulnerable sea routes from the Middle East and 
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Africa‛ (China and the Middle East). A large portion of their oil from the Middle East comes 

from investments in Iran, which complicates its country’s political situation – as they are a 

member of the UN Foreign Security Council. Voting on sanction for Iran, China has to balance 

its own energy needs with the wishes of global powers (whom are large trade partners). 

Currently China is the only big power which opposes sanctions on Iran for its nuclear programs, 

which angers many other nations – some including other oil sources such as Saudi Arabia. To 

try and appease all parties involved, and prevent isolating any trade partners, China remains 

non-committal.  

 China’s involvement in African nations is also a matter which causes debate among 

many activists. As China has produced many weapons involved in the Sudanese conflicts 

(among countless others), international agencies and watch groups have criticized them. Daniel 

Rosen claims that ‚CNPC, Sinopec, and CNOOC have used political clout to get supportive 

high level state visits, access to subsidized capital, or development assistance money designated 

for infrastructure projects‛ (22). The assistance from the Central Government assists these 

companies in accessing the vast mineral wealth of Africa. Similarly, a large proportion of the 

international students at the University of International Business and Economics in Beijing 

come from African nations, many of them claim to be on scholarship from the Chinese 

Government. This may be one way that China is trying to win favor with future government 

and business leaders. 

 One factor which concerns many top energy analysts is the way that the Chinese 

Government would react to a shortage of oil. While at present the major Chinese Oil companies 
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do not favor domestic markets, but instead sell their product on the open market to the highest 

bidder, the potential for change in this policy worries many.  

This is a critical point. No one is concerned that when Shell signs an equity 

agreement somewhere in the world that the Netherlands is taking oil off the 

market and making everyone else less energy secure. That’s because we assume 

that Shell will sell its production to whoever is willing to pay the highest price. 

To date, Chinese oil companies appear to be doing the same and thus prioritizing 

profits over political considerations.    (Rosen 33) 

The potential for Chinese companies to act in a way which will impede upon other nations’ 

energy security is not a point to be taken lightly. As the government controls many aspects of 

business in this country (land grants, state owned enterprises, etc.), it is feasible that the 

government could exert their will through multinational companies.  

 While the government has yet to slow supply of oil to other countries, it is concerning 

that there is no true state committee on energy. China’s Energy Bureau has less than 100 people, 

and the State Energy Office employees between 30 and 40 people – but deals mostly with 

academic issues. The United States, by contrast, as over 110,000 employees in the Department of 

Energy; at least 600 of whom are responsible solely for statistical analysis of energy use and 

forecasting. China is in need of a single overarching national agency to monitor energy use, so 

they can more accurately predict future demand and develop alternative solutions to energy 

problems (Rosen 18).  

It is worrisome that China has yet to develop such a committee, especially as their 

‚<statistical system relies heavily on reports from local governments. [the] process is 

vulnerable to international manipulation< (Rothlin 93).  Accurate statistical data is necessary to 
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have a clear idea of global supply and demand. If the world’s largest energy consumer isn’t 

transparent about its energy use, it clouds the global energy market and affects all consumers.  

 China is a vast country, encompassing one fifth of the world’s population, four time 

zones, and 55 minority ethnic groups.  In less than two decades China has morphed from an 

energy exporter into the single largest consumer in the world, polluting it’s cities to fuel its 

breathtaking economic growth along the way. China is a decisive force in the global energy 

markets, and their influence continues to grow. As the most populated and polluted nation on 

this planet China has the responsibility to its own citizens and the world to wean themselves off 

fossil fuels. Demand cannot be curbed to an extent that would have a meaningful impact, so 

China must search for alternative methods of energy production to be viewed as a responsible 

global stakeholder.  
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