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Third Party Evaluator’s Opinion on
Shanxi Hejin Thermal Power Plant Construction Project (1)(2)

Professor Yushi MAO
Executive Board
Unirule Institute of Economics

Relevance

China’s power market has been fluctuating, declining in the years 1997 and 1998,
thriving again since 1999. The elasticity of power consumption to GDP had been around
0.8, but decreased to 0.55 and 0.36 in 1997 and 1998, resumed to 0.87 and 1.17, 1.26 in
succeeding years. The local power market experienced a serious shortage before the
construction of the Hejin power plant. Even after the commissioning of the Hejin Power
Plant, which almost doubled the local capacity, there are still some outrages of power
supply, though much fewer than before. The local people are expecting the next project
of 2X300MW power plant, which started construction early this year.

Power shortage is the bottleneck of the local economy. Because of the additional
power supplied by Hejin Power plant, some power consuming factories have expanded
their production capacity, such as Guanlu Aluminum Electrolysis Factory, Haixin Steel
Making Factory, Fengxi Chemical Fertilizer Factory, and Hejin Yangguang Group,
Zhenxing Coking Factory. Less power outrages improve the day-to-day life of the local
people, and also raise the quality of products, lower the cost of other industries.

Hejin Power Plant not only supports the local economy, but also generates profit
and value added by its own. Before the adjustment of power price, Hejin Power plant
was running marginally at loss, as the price of power was RMBO0.164/kWh and the cost
without capital interest payment was 0.14/kWh. When the yen appreciated relative to
RMB during 2002, the remaining surplus is not enough to pay the interest. At the end of
2002 power price was adjusted to 0.225/kWh, a 37% increase and close to national
average, thus the profit is much more than enough to pay capital interest. Hejin Power
Plant paid RMB72 million yuan tax in the year 2002.

Hejin Power Plant is indirectly connected to north China grid, so the strengthening
of local grid will help ease the recent power supply shortage in north China.

In general, the Hejin Power Plant is a very good project in terms of local and
national economic development.

Impact

Hejin Power plant generates not only power but also job opportunities, especially for the
ordinary non-skilled labor. The daily consumption of coal is 6,500 ton, mostly come from small coal
mines, for which more than two thousand miners are employed. To transport the coal 150 trucks are
required, which supports loading and unloading, maintenance, catering, and other related industries.
For tree planting and greening hundreds of workers were employed at the ash deposit field and in the
Plant. A cement factory using coal ash as raw material was put into production recently, which
employed hundred workers as well.

Though low sulfur coal is used, about 10,000 ton of sulfur is added to the atmosphere every
year. CO, emitted by the Plant adds green-house-gas too. These negative environmental impacts
produce limited damage to the local people, but it is a social cost at large.

The Power Plant consumes a large amount of water, which comes from deep water well of more
than 100 meters. Competing for water consumption caused the underground water level goes deeper,
that is also a social cost.

In the light of serious shortage of power supply in Yuncheng District, Hejin Power Plant
should have been constructed earlier. But in fact, the construction was lagged behind

schedule for two year
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