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Executive Summary

The multiple challenges of energy poverty and climate change are
daunting. Globally, more than 1 out of every 5 people lacks access to
electricity. Nearly 2 of every 5 still rely on wood and biomass for basic
cooking and heating. Many of the people without access to modemn
energy services live in rural areas of sub-Saharan Africa and Asia.
In many cases, these populations will be the same ones that face
disproportionate climate change impacts to their agricultural and natural
resource-based livelihoods.

Increasing clean energy access is key to confronting a host of development
challenges. The World Bank Group ("“the Bank”) is well-placed to address
energy access and support clean energy', but its current energy lending
portfolio remains heavily biased towards conventional fossil fuels instead
of on energy access, renewable energy, and energy efficiency.

To conduct this study, the authors completed an independent review of
the Bank’s fossil fuel lending for fiscal years 2009 and 2010. They also
requested and received from Bank staff the Bank’s own assessment of
which of their projects met their own definitions of improving access.
There is a high degree of congruence between these two studies, and the
analyses differ only in the classification of two natural gas projects.

This study finds that mone of the World Bank Group's fossil fuel
finance directly targets the poor or ensures that energy benefits
are reaching the poor. Specifically:

e None of the 26 fossil fuel projects independently reviewed clearly
identify access for the poor as a direct target of the project.

e The Bank and the authors agree that no coal or oil projects can be
classified as improving energy access. Note that this includes the
controversial Eskom loan earlier this year.

e |nFY2009 and FY2010, funding for upstream fossil fuel projects and
fossil fuel power plants dwarfed Bank spending on access projects
by 225 percent or $7.2 hillion compared to $3.2 billion for access
(according to the Bank’s own assessment, which includes two
questionable gas projects).

e Most often, the World Bank’s public project documentation does not
identify the intended consumer of the energy services.

e At least six fossil fuel projects identified industrial demand as a
direct target of the project.

e Qverwhelmingly, energy project documents do not indicate plans
to monitor the number of poor receiving energy services from the
project.

An institutional focus by development institutions on energy access
projects could begin to fill the financing gap to achieving universal energy
access. To meet the most basic energy needs of the world's population,
the International Energy Agency (2010) estimates $36 billion a year is
needed in additional financing. Renewable energy projects, like small
hydropower, solar, and biomass, are often the most effective solutions
for the rural areas where many of those who lack access live.

For the World Bank Group to take advantage of the opportunities around
clean energy access, it should:

e Prioritize investments that ensure increased energy access for the
poor, focusing on technologies that are cost effective and have
positive social and environmental impacts.

e End support for all fossil fuel projects (other than assistance with
transition such as mine closure) that do not have as their sole
purpose energy access for the poor.

e Require all energy projects to evaluate, track, and publicly report on
energy access for the poor.

e |Increase lending for small scale and large scale renewable energy,
which can help both improve access and shift to a low carbon
economy, and streamline energy efficiency across Bank lending,
inside and outside the energy sector.

e Work with countries and stakeholders to clarify the benefits and
develop plans for low-carbon, renewables-based, and efficient
energy development pathways.

As it has in the past, the World Bank Group has an opportunity to put
its grants, credits, and below-market lending towards projects with
positive social and environmental impacts. How the Bank chooses to use
its dollars can either support and incentivize energy access and clean
energy pathways in developing countries or continue countries on dirty
energy pathways that fuel climate impacts, undermining sustainable
development and poverty reduction goals.

. This paper is focused on the Bank’s energy portfolio as a whole and does not deal with the climate finance funds of the World Bank. The fact that the Bank’s port-

folio continues to heavily emphasize fossil fuel lending that is not targeted at the poor, however, does raise the question of whether the Bank is the most suitable

location for globally-agreed climate funds.
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EnergyAccess, Fossil Fuels,
and Climate Change

Worldwide, some 1.4 billion people, or over 20 percent of the world’s
population, still have no access to electricity and approximately 2.7
billion people rely on traditional biomass? as their primary source of
energy (IEA, 2010). The large majority of electricity-deprived people —
around 85 percent — live in rural areas of the developing world, mainly
in Sub-Saharan Africa and South Asia (IEA, 2010). Access to energy
has been shown to facilitate other development indicators, and the
United Nations has made clear that access to affordable, modern energy
services is essential for the achievement of sustainable development
and the Millennium Development Goals® (UN Millennium Project, 2005).
Clearly, there is an urgent and critical need for the development of energy
services for the poor.

The sources of energy utilized for energy access and the manner in which
energy services are produced and consumed are of crucial importance
to sustainable development and, in particular, to the poor. A number
of sources cite the greater suitability of renewable energy as compared
to conventional fossil fuel energy, particularly for decentralized, off-grid
and mini-grid uses (IEA, 2010; AGECC, 2010; Ballesteros and Nakhooda,
2010). Renewable energy is often a quicker and more affordable option
than extending the grid to remote, rural areas, and these projects often
have significant job creation and small business development potential.

A number of renewable energy technologies already in uses for remote
applications include: small hydropower or solar photovoltaics for local
electricity, small wind power for water pumping and local electricity,
biogas for decentralized cooking and electricity, and solar collectors for
water and space heating (REN21, 2005).

Conversely, fossil fuel sources, including oil, gas, and coal, have a
number of drawbacks that are often not considered in economic analyses
of projects. Fossil fuels are subject to price fluctuations and also have
hidden costs to public health and to the local environment from associated
pollution. They also contribute to climate change. Climate change caused
by fossil fuel use will disproportionately impact poor countries, as they
rely heavily on climate-sensitive sectors, such as agriculture and forestry,
and their lack of resources, infrastructure, and health systems leaves
them at greater risk to adverse impacts.

Low-carbon energy production is key to combating climate change, as the
combustion of fossil fuels (oil, gas, & coal) is responsible for more than
75 percent of the human-caused increase in carbon dioxide emissions,
the main heat-trapping greenhouse gas (GHG) (IPCC, 2007). The IPCC
further states that, “[o]ver the next half-century, climate change could
impede achievement of the Millennium Development Goals.”

2. Traditional biomass includes wood, agricultural residues and dung used for cooking and heating.

3. The UN Millennium Development Goals adopted in 2000, include: 1. Eradicate extreme hunger and poverty, 2. Achieve universal primary education, 3. Promote gen-
der equality and empower women, 4. Reduce child mortality, 5.improve maternal health, 6. Combat HIV/AIDS, malaria and other diseases, 7. Ensure environmental
sustainability, and 8. Develop a global partnership for develop ment. Specific targets were set for 2015.
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The World Bank Group: Opportunity
to Influence Energy Development

The World Bank Group occupies a unique position to influence the nexus
between low-carbon energy development paths and poverty reduction
in developing countries. The overall mission of the World Bank Group
is to fight poverty. The Bank provides low-interest loans and grants to
developing country governments and commercially attractive finance
(debt, equity and guarantees) to private sector actors on behalf of the
international community. In addition to direct project financing, the Bank
influences policies, regulations, and institutions that govern the power
sector through analytic and lending support for policy reform.

The Bank has made a commitment to increasing energy access and
supporting clean energy pathways in developing countries. As part of the
UN Secretary General's Advisory Group on Energy and Climate Change,
the World Bank Group called for commitment and concerted action on
the goals of universal access to modern energy services and improved
energy efficiency (AGECC, 2010).

Further, according to the World Bank Group (2009), the Bank's proposed
new energy sector strategy, which is currently under review, “will
articulate a way forward to help developing countries achieve the twin
objectives of:

e improving access and reliability of energy supply;and

e facilitating the shift to a more environmentally sustainable energy
development path.”

However, if the Bank continues to fund fossil fuel projects at current
rates, both of these objectives are at risk. In FY2010, the Bank provided
$13 billion to energy sector investments. Of this total, $6.3 billion went
to fossil fuel projects, including a record high of $4.4 billion to coal-
based generation, and $3.4 billion for new renewable energy and energy
efficiency projects, which also was a record for the Bank (Mainhardt-
Gibbs, 2010). In FY2009, the Bank provided $8.3 billion to overall energy
sector investments. Of this total, $3.0 billion went to fossil fuel projects,
including $966 million to coal-based generation, and $3.1 billion for new
renewable energy and energy efficiency projects.

Using the breakdown of Bank energy sector financing by fuel source?, in
FY2010 fossil fuels represented 63 percent, with coal alone representing
44 percent. This is troublesome given coal is the most carbon-intensive
source of energy; even high efficiency coal plants (e.g., supercritical) emit
more than twice as much carbon dioxide per MWh than combined cycle
natural gas plants. The Bank often contends that it needs to continue
to support coal projects because coal provides affordable energy for the
poor. The key unanswered question, however, is whether or not those
coal plants are actually benefitting the poor.

As a purveyor of low-interest loans, interest-free credits and grants, the
World Bank Group is inherently incentivizing certain development paths.
If the Bank is to use this influence to increase energy access for the
poor and shift developing countries to low-carbon pathways, its energy
portfolio cannot continue to be so heavily skewed towards fossil fuel
projects that in turn appear to be subsidizing dirty energy for industry or
for higher income consumers.

4. This represents only World Bank Group financing associated with specific fuel sources. Total World Bank Group contributions to the energy sector also include

financing for policy and institutional reforms that are not tied to a specific fuel.
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Energy Access:
Definitions and Indicators

While there is increasing interest in the topic of energy access for the
poor, there is still no generally accepted definition or list of indicators for
the term ‘energy access’. This section outlines some of the definitions
and important uses of energy by the poor that are treated in literature and
programs of organizations related to energy, development, and poverty.

According to the International Energy Agency (IEA), “individuals’ access
to electricity is one of the most clear and un-distorted indications of a
country’s energy poverty status.” The IEA further breaks down energy
access into incremental levels of 1) basic human needs; 2) productive
uses and 3) modem society needs. ‘Basic human needs’ is the level
that is used for forecasts of costs for universal energy access. This
includes “electricity for lighting, health, education, communication and
community services (50-100 kWh per person per year)” and “modern
fuels and technologies for cooking and heating (50-100 kgoe of modern
fuel or improved biomass cook stove),” (IEA, 2009).

The AGECC report makes the case for ‘productive uses’ to be included in
energy access. This would include “electricity, modern fuels and other
energy services to improve productivity,” “agriculture: water pumping
for irrigation, fertilizer, mechanized tilling,” “commercial: agricultural
processing, cottage industry,” and “transport: fuel.”

World Bank Group Energy Financing: Energy for the Poor?

UN Energy (2005) uses the term ‘energy services’, which refers to “the
benefits produced by using energy supplies,” and that, “the poor obtain
energy services by gaining access to modern fuels, electricity and
mechanical power.” UN Energy compares traditional fuels that provide
low quality energy services with “good quality heating and lighting,
modern fuels and electricity” that “provide mechanical power for agro-
processing, refrigeration for clinics, motive power for transport and
telecommunications for education and public awareness.”

The World Bank Group publicly defines access projects as “projects
aimed at increasing access to electricity services. For IDA countries,
these include all generation, transmission and distribution projects, as
they are all needed for increased electrification. For IBRD countries, only
projects specifically aimed at increasing electricity access (e.g., rural
electrification projects) were included.” (World Bank Group, b.)



World Bank Group Energy Access
Assessment: Purpose and Methodology

As described above, the current reliance of the World Bank Group's
energy sector on fossil fuels in and of itself has negative implications for
climate change and the poor. The following study focuses on whether the
Bank's fossil fuel investments are in fact focused on the positive goal of
increasing access to energy services for the poor.

First, the study independently evaluates Bank financing for fossil fuel
projects in FY2009 and FY2010 to determine whether or not projects
directly targeted energy access (project-by-project results are provided
in the Annex). Second, the study reviews and compares the independent
evaluation to the Bank’s own assessment on energy access over for the
same time period. Although the study focuses on fossil fuel projects,
large hydropower projects and a handful of new renewable energy
projects are also included for comparison.

The study starts by evaluating three questions for each project:

1. What technologies and energy fuel sources were
being developed?

2. What purpose is the power or fuel source destined for?
3. Does the project target energy access for the poor?

In order to determine whether or not a project targets energy access for
the poor (Question 3), a set of indicators was used. Since a generally
accepted list of indicators on energy access for the poor was not available,
indicators were developed by compiling definitions and important uses
of energy by the poor from reviewing literature and organizational
programs from various institutions including: the International Energy
Agency, the United Nations Energy Program, the World Bank Group, the
World Resources Institute, and developing country submissions to the
World Bank Group’s Energy Sector Strategy Review (please see previous
section).

The following indicators were used by the study to evaluate projects for
addressing energy access for the poor:

1. The project focuses on a targeted number of new electricity
connections or energy services to low-income households.

2. The project focuses on electricity for services important to the
poor, such as health clinics, schools, or telecommunications.

3. The project focuses on improving the reliability of electricity
services in an area that largely serves low-income households
and/or electricity services important to the poor and currently
has intermittent or unreliable access.

4. The project focuses on provisions to make energy affordable
for the poor — e.g., effective, transparent safety nets to ensure
that poor people can afford energy for basic needs, such as
subsidies targeted at access, not consumption (as opposed to
only having measures aimed at cost recovery — such as tariff
increases).

5. The project involves power grid extension to new peri-urban or
rural areas (as opposed to simply feeding into the existing grid
system).

6. The project involves rural, off-grid solutions for providing
energy Services.

While indicators 1) and 2) include the most basic energy services, the
improvement of reliability to low-income households and communities
(indicator 3) and provisions for making energy affordable (indicator
4) are also important in achieving a base level of energy access for
all. Indicators 5) and 6) do not reflect energy access per se, but these
indicators provide a proxy for initiatives that are likely to improve access
when looking at projects.
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Summary of Findings

Overall, the study finds that the majority of World Bank Group energy
sector finance does not directly target the poor or ensure that energy
benefits are reaching the poor, such as through monitoring project
results. Ingeneral, the public documents available for World Bank Group
energy projects typically do not identify the intended consumers, i.e.,
direct project beneficiaries. Instead, project documents claim that they
address a “development need” of a given country often stated in broad
terms. Frequently, there are general statements on providing energy to
the country and how this will help poverty reduction, but these claims
appear to be unsubstantiated.

Specifically, the independent assessment finds that none of the projects
aimed at developing fossil fuels as an energy source directly targeted
energy access for the poor (please see Annex for details). The only
targeted end-users indicated for fossil fuel projects are industrial
or commercial consumers. Moreover, there are no provisions to make
either connections available to the poor or energy services affordable for
the poor.

According to the Bank's own assessment of its energy access financing,
in FY2010, only $1.0 billion of $13.0 billion in overall energy financing
went to energy access and in FY2009, $2.2 billion went to energy access
of $8.3 billion in total energy financing (World Bank Group, a.). Although
the Bank does not point this out, the Bank's own assessment reveals that
none of the coal plants or oil projects financed during these two years
qualified as promoting energy access, even though the rhetoric of energy
access was used in urging some of the projects’ approvals (e.g., the $3.05
billion South African Eskom coal power project). Just the spending on
these coal plants alone dwarfs the Bank's spending on projects aimed at
access by 66 percent or $5.4 billion compared to $3.2 billion respectively
(according to the Bank's assessment).

There were only two fossil fuel projects classified by the World Bank
Group's analysis as “access” projects — both of them for natural gas: one
in Nigeria and one in Bangladesh. However, the independent evaluation
found the Bank’s access classification for both projects questionable.
Given these projects planned to supply gas power to existing urban-based

electricity systems and there were no measures to ensure or track that
the additional gas generation would reach any poor, the projects were
determined to only “potentially” provide access or increase reliability
of energy to the poor (please see Box 1 and the Annex). The Bank's
approach to energy in IDA countries makes it a foregone conclusion that
any electricity generation or transmission project translates into access
for the poor. Such an approach is highly vulnerable to perpetuating an
energy scenario consisting of access only for industry and the well off —
potentially leaving the poor yet again in the dark.

The World Bank Group would be able to better gauge its progress on
energy access for the poor, if it required projects to clearly identify
targeted consumers (direct beneficiaries) for energy projects. In some
cases, this could potentially stimulate more direct benefits to the poor,
such as having an energy project include additional provisions that
provide energy services to the poor, aside from the planned industrial or
existing grid-provided services.

Specific findings of the assessment include (please see Annex for
details):

e None of the 26 fossil fuel projects independently reviewed clearly
identified access for the poor as a direct target of the project.

e The Bank and the authors agree that no coal or oil projects can be
classified as improving energy access. Note that this includes the
controversial Eskom loan earlier this year.

e |nFY2009 and FY2010, funding for upstream fossil fuel projects and
fossil fuel power plants dwarfed Bank spending on access projects
by 225 percent or $7.2 hillion compared to $3.2 billion for access
(according to the Bank's own assessment, which includes two
questionable gas projects).

e Most often, the World Bank’s public project documentation does not
identify the intended consumer of the energy services.

‘E’szrrI:yBLZ?.I; i(:rgoup FY2009 FY2010 FY09&10
(OBVaer:E lzla:sneesgéi:)d " $8.3 billion $13 billion $21.3 billion
(Eé];r:%:ggz:rsnfnnt?mg $2.2 billion $1.0 billion $3.3 billion
ok & opendont sosoemon |90 0 %
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At least six fossil fuel projects identified industrial demand as a
direct target of the project.

Overwhelmingly, energy project documents do not indicate plans
to monitor the number of poor receiving energy services from the

expected to receive energy services from the project.

project.

Box 1. Is it Energy Access for the Poor?

The World Bank Group (2010a) classifies two fossil fuel projects in FY2009 as energy access projects. However, whether
energy services will actually reach the poor is questionable in both projects as described below.

1.

IDA-financed & -guaranteed Nigeria Electricity and Gas Improvement Project — The Bank qualifies this as an access proj-
ect because the project “allowed gas to continue to flow to critical power generation facilities.” According to project
documents, the project involves a $400 million IDA Partial Risk Guarantee (PRG). It is believed that the PRG will ensure
a regular and sufficient supply of gas, which in turn will increase power generation from existing public sector power
plants because the PRG will “back-stop the payment obligations of the public power utility under proposed Gas Supply
and Aggregation Agreements with oil companies.” In addition, $180 million of IDA-finance will partially go to “reinforce
distribution networks to increase electricity supply in selected cities.” It is unclear from the project information whether
increased generation from urban-based existing power plants will provide access or increased reliability of energy
services to the poor.

Moreover, the Bank project documents point out that “[g]iven the low access rates and given that around 50 million
people in the rural areas are living in darkness, it is critical that the Bank supports Government's efforts to expand rural
electrification. Promating use of renewable energy is equally important given the need to diversify energy resources and
high costs associated with extending the grid to hitherto unconnected areas. These can be addressed in a future opera-
tion exclusively designed to address these issues...” This Bank statement seems to suggest that future operations, not
the current gas project, will specifically target Nigeria's energy poverty issues.

IDA-financed Bangladesh Siddhirgan] Peaking Power Project - The Bank qualifies this as an access project because the
project “ provided 300MW of natural gas-fired power to help close Bangladesh's nearly 2,000MVV daily power shortage.”
According to project documents, the project involves construction of a simple cycle gas turbine power plant at an exist-
ing power generation site to the southeast of Dhaka (the capital and largest city in Bangladesh). It will also finance a 60
km natural gas pipeline from Bakhrabad to Siddhirganj that will improve the reliability of gas supply to the Siddhirgan]
power plant, and an 11 km electricity transmission line so that power from the plant can be distributed to consumers.

Given there are no planned new connections to the Dhaka grid that the plant feeds into or a specified part of the city
to be served, it is difficult to determine if any poor will benefit. The power generation could be to serve industrial de-
mand in Dhaka or the new growth in middle class high-rise apartment buildings. Although these energy needs may be
important, the point stands that the increased energy generation does not necessarily result in access for the poor. The
current assessment rated this project as potentially providing access or increased reliability of energy services to the
poor. The Bank-supported gas project would need to be monitored to determine actual benefits to the poor.

World Bank Group Energy Financing: Energy for the Poor?

In addition, only three of the projects independently assessed, one large
hydropower and two new renewable energy projects, appear to meet
at least one of the five access indicators. A biofuel project in India was
the only project to clearly indicate how many rural poor households are




Recommendations
and Conclusion

Based on the findings above, the Bank's role in financing increased energy
access for the poor, and the importance of increasing renewable energy
and energy efficiency to combat local pollution and climate change, the
World Bank Group should:

* Prioritize investments that ensure increased energy access
for the poor, focusing on technologies that are both cost
effective and have positive social and environmental
impacts. The Bank's energy projects need to directly target the
poor not simply assume that providing additional power will result in
benefits to the poor or increase access. In addition, it is clear from
the Bank’s own lending that new renewable energy projects can help
increase energy access. The Bank should focus on these investments
over other projects in its energy portfolio.

e End support for all fossil fuel projects (other than assistance
with transition such as mine closure) that do not have as their
sole purpose energy access for the poor. The Bank's continued
subsidization of fossil fuels is not addressing energy access and is
harming local environments and the climate. The climate impacts
from fossil fuel emissions are already undermining development
efforts in developing countries. Fossil fuel lending must stop unless
it is solely geared at energy access for the poor.

* Require evaluation, tracking and public reporting of energy
access for the poor. The Bank does not consistently evaluate,
track and report project results on energy access. The Bank should
increase its transparency around the intended targets of its energy
investments and track how these projects improve the lives of the
world's poorest.

* Increase lending for small scale and large scale renewable
energy, which can help both improve access and shiftto a low
carbon economy, and streamline energy efficiency across
Bank lending, inside and outside the energy sector. Shifting to
cleaner means of producing energy globally will be key to meeting
climate challenges moving forward. The Bank is in a position to help
cover the incremental costs of investments in renewable energy and
should use its subsidies to help developing countries shift to clean
energy pathways. Energy efficiency is often the lowest cost way to
increase the reach of existing energy investments. Energy efficiency
should be incorporated across the Bank’s lending portfolio — inside
and outside the energy sector — to decrease the impact of the Bank's
lending on energy use and climate change.

e Work with countries and stakeholders to clarify the benefits
of low-carbon, renewables-based, and efficient energy
development pathways and develop plans that focus on the
best energy options. Governments and project developers will
often approach the Bank at the last minute for support for large
energy projects that are not clean options nor are they the least cost
options. The Bank should work with governments and stakeholders
to carefully weigh needs and options to meet countries’ energy
needs while reflecting the true costs of possible energy sources.

As an international development institution with a mission to fight
poverty, the World Bank Group must expand its support of energy access
for the world’s poorest. Further, the institution can no longer ignore the
climate impact of its fossil fuel lending, which will clearly undermine
development goals. In order to live up to its rhetoric around energy
access and climate change, the World Bank must shift its energy lending
focus towards these goals.
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