Coal Industry Waits For Market to Turn
by Jacob Barker
Feb. 1, 2015: St. Louis – The coal industry has spent 3 years waiting for the market to turn.  It may still be waiting through the new year, as one of the industry’s worst downturns continues to drag on.  Global oversupply, the growth of U.S. natural gas production, and concern over climate change cast a long shadow over the energy source that fueled industrialization.  “In general, the fundamentals are unfavorable for coal,” said Stewart Glickman, an analyst at S&P Capital IQ.  “It’s kind of hard to find near-term positives.”
It’s within that context that Greg Boyce points out Peabody Energy, the company he leads as CEO, was tapped as Platts’ 2014 Energy Company of the Year.  Picking the largest company in an industry whose prospects seem more uncertain than ever might seem odd, but coal will continue to dominate world energy markets for years to come.  Boyce, in an interview this month from his office overlooking downtown St. Louis, argued that Peabody is in the best position among U.S. producers to take advantage of it.  “I think they look at the strategy that we set out about 10 years ago to become a global player in the industry, the portfolio that we built - which are the low-cost U.S. assets, along with a major Australian platform,” Boyce said of the award from Platts, which also named him Energy CEO of the Year.  “I think it’s also a recognition of what we’ve been doing during this down period.”
Like its peers, Peabody has had to watch its spending, cut production at higher-cost mines, and use the downturn to make itself “lean and mean.”  But Boyce said it has also made sure to have mines ready for what he says is an inevitable upturn in coal prices, as the market rebalances.
“We know that transition is going to take place,” he said.  “It has historically and it always will - and it will in the future.  Whether it happens this year remains to be seen, based on the level of economic activity.”
Peabody’s exit from Appalachian coal mining leaves it lighter than other producers still weighed down by the region’s high-cost mines.
It has huge reserves in the Powder River Basin in Wyoming, where low-sulfur coal, which has become the fuel of choice for many coal plant operators, can be easily scooped out of surface mines.  It has holdings in the resurgent Illinois Basin, where demand is growing for the dirty coal, now that most power plant owners have scrubbers cleaning their emissions.
Perhaps more important are its Australian operations, which give the miner closer proximity to growing Asian markets than its domestic peers.  That’s where Boyce said he sees growth taking off, and that’s where he said Peabody is especially making sure it’s prepared.  “We’re trying to make those prudent investments, to position ourselves to be able to move forward more quickly than others,” he said.
The Australian portfolio puts Peabody ahead of peers without global reach, because the U.S. picture is dim.  “Domestically, we’re not expecting any growth in coal,” said Jeff Archibald, a senior technical specialist at consulting firm ICF International.  “There’s no new coal plants coming online.  The domestic market is flat to down.  There’s no rosy picture at the end of the tunnel.”
Internationally, though, ICF predicts coal consumption will grow at 2.5% to 3% a year through 2020, and China has said its carbon emissions won’t peak until 2030.  “That’s still a lot of time and a lot of potential growth,” Archibald said.
Boyce acknowledged that coal growth will be different in different parts of the world, particularly as industrial economies shift to service economies.  But it is an essential component to economic growth, he said.  “If we want to have growing economies, we need to have access to affordable and available energy,” he said.  “Coal has to be a foundation for that.  Always has been and always will be.”
The International Energy Agency predicts global coal growth at around 2.3% a year.  But it warned that is not sustainable.  “We have heard many pledges and policies aimed at mitigating climate change, but over the next 5 years they will mostly fail to arrest the growth in coal demand,” IEA Executive Director Maria van der Hoeven said last month, after the agency released its coal market outlook.  “Although the contribution that coal makes to energy security and access to energy is undeniable, I must emphasize once again that coal use in its current form is simply unsustainable.  For this to change, we need to radically accelerate deployment of carbon capture and sequestration.”
Within 10 years, Boyce is optimistic the price of carbon capture can be brought down enough to make it viable in the market.  But to do so will require international collaboration, he said.  “I think it’s important for policymakers to begin to focus on technology solutions, rather than regulatory solutions that will penalize economic development,” he said.
Limits on carbon emissions are expected in many developed economies, including the United States.  No new coal plants are expected to be built in the U.S.  In the next 2 years alone, ICF predicts 62 GigaWatts of coal power will go offline domestically.  Remaining plants should ramp up closer to full power, offsetting the decline, but more of them are nearing ages where utility owners are willing to retire them.
The commodity cycle and dim outlook have driven shares down from a height of more than $70 in the spring of 2011 to less than $7 in recent weeks.  Peabody’s shares have fallen 42% in the last 3 months.
Kris Inton, an analyst with Morningstar, said the recent sell-off, at least, is an overreaction.  “There really hasn’t been anything from the end of November till now to warrant that,” he said.  “I think it’s overall just trading with the energy sector and oil.”  [Rejoinder: China’s coal use in 2014 was less than in 2013; it is expected to fall further in 2015.]
There are bright spots.  Rail service should continue improving, easing backlogs of Western coal sales and helping prices.  Eventually, ports in the Pacific Northwest might open up western coal to Asian markets.  While more U.S. mines may have to cut production because of the global supply glut, Inton said Peabody’s Australian operations keep it in better shape relative to other domestic miners.  “The Australian operations are still attractive, and I think Peabody’s in particular aren’t the ones that have to shut down,” he said.  “A lot of those are probably in the U.S., given how far away they are from the Asian markets.”
Those markets are likely being eyed by other U.S. miners, Boyce said.  He expects them to follow Peabody’s lead when they can.  “I think they’ll look at our model and say, ‘Yeah, we need more exposure to the international markets,’” he said.  “We moved early back in the last decade to try and position ourselves to do that, and that’s what’s really sustaining us at this point in time.”
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