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Key messages

e There is growing international attention to the need to ensure universal energy access, but
large financing gaps remain a major obstacle to achieving that goal.

» Energy access interventions have received significantly less funding from the Green Climate
Fund than other types of energy projects that do not explicitly support the energy-poor.

o Energy funding by the Green Climate Fund is also largely neglecting “high-impact” countries
most in need of energy access, as well as low-income countries more broadly.

e The Green Climate Fund should enhance project tracking and reporting of energy access
projects, pursue targeted initiatives to remove institutional barriers, and provide greater
incentives for energy access projects.

Introduction

Access to energy lays the foundations of modern life and is necessary to escape poverty.
Yet 840 million people - over 11% of the global population - still lacked access to electricity
in 2019." Energy poverty hinders access to health care, reduces education opportunities,
increases gender inequality, and limits people’s ability to engage in the global economy.?

Populations lacking energy access are geographically concentrated: About 80% live in 27
countries® - referred to here as “high-impact” countries — mostly in sub-Saharan Africa and
South Asia.

The 2030 Agenda for Sustainable Development set universal clean energy access as a
development priority for 2015-2030.* Sustainable Development Goal 7 is “to ensure access
to affordable, reliable, sustainable and modern energy for all” by 2030. However, despite the
global attention this issue has received, large financing gaps pose a significant obstacle to
universal energy access.®

Public climate finance is currently a small portion of sustainable energy finance, but it is recognized
as an important catalyst to leverage additional public and private funds to close the energy gap.®
The Green Climate Fund (GCF), which became operational in 2015, is particularly important in this
context. It is the world’s newest and largest multilateral climate finance entity, with the mission to
support transformative change, including the explicit goal to increase low-emission energy access. It
thus has a direct and important role to play in reducing the energy access deficit.’

The GCF defines energy access interventions as those that “seek to increase household,
community or productive uses of energy by an off-grid, mini-grid or cooking system”.®
Advancing renewable energy access contributes to two core objectives of the Fund:
contributing to low-emission development, and aiding in building climate resiliency for the most
vulnerable populations.®

The GCF categorizes projects within two thematic windows — mitigation or adaptation - or as a
combination of both, considered to be “cross-cutting” projects. Though energy access projects
often have adaptation benefits, projects that are primarily energy-focused are evaluated

within the mitigation window. Improving sustainable energy access is one area of focus (called
“impact area”) within this window.

Based on an analysis of publicly available documents of all approved GCF Funding Proposals
from 2015 to July 2018, this briefing paper examines how much funding is directed to improving
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energy access. We find that energy access interventions have received significantly less funding
than other forms of energy projects that do not explicitly support the energy-poor. Furthermore,

energy funds in the GCF are largely neglecting the high-impact countries, which are most in need
of energy access, as well as low-income countries more broadly.

The sustainable energy gap

Decentralized renewable energy technologies are seen as vital to closing the energy gap. To reach
universal energy access by 2030 with the least-cost option, an estimated 70% of the households
that still lack electricity will need to be served by renewable, off-grid or mini-grid systems.”° These
technologies have advanced immensely since the turn of the century, but energy development is
still capital-intensive and thus limited by financial resources.

Estimates of the funding needed to achieve universal access to clean electricity vary greatly,
but average US$50 billion per year. This would only constitute 1.7% of annual global energy
investments - yet galvanizing financing for energy access is a significant obstacle.”

Over 90% of annual global energy investments are made through private sources,” which have
been slow to fund energy access for those in poor and rural countries, as these projects are seen
as low-return, high-cost and high-risk investments." High-impact countries in particular are largely
dependent on international public development finance for energy projects.”

Public development funds for energy, however, tend to focus on large-scale infrastructure

projects that benefit industry and urban population centres. These funds neglect small and rural
communities™ as well as high-impact countries more broadly. In 2015, total public development
finance to energy projects amounted to US$20 billion, and less than 20% of that went to projects
in high-impact countries.” Moreover, between 2011 and 2015, less than 10% of public development
funding to support energy access went to sub-Saharan Africa, where the electrification rate is only
43% and needs are thus greatest.®

There are several reasons for the slow progress on public financing for energy access. First, providing
energy access to rural areas is expensive and logistically difficult, which is why international
institutions tend to prioritize larger projects in urban areas. Renewables now account for a greater
share of new energy generation than fossil-fuelled projects, but the nature of the funded projects
means it is mainly urban populations who are getting electricity, while remote rural communities are
left behind. Only 6% of the new energy connections powered by renewables that were made between
2012 and 2015 were from off-grid or mini-grid systems that serve rural populations.”

Second, energy finance has prioritized renewable energy projects that maximize greenhouse gas
mitigation and meet urban energy needs. Rural communities with significant energy access needs
simply do not offer large mitigation benefits, as their emissions are relatively low. The same is true
of Least Developed Countries or high-impact countries more generally, as their existing electricity
use is limited and dispersed, and they do not have large, energy-intensive industries.? Mitigation
projects funded by institutions such as the GCF typically prioritize projects with large emission
reduction potential, leaving little funding for energy access projects in high-impact countries with
small carbon footprints.?'

Third, funders often cite corruption and a lack of institutional capacity in high-impact countries.
The World Bank has argued that the costs of petty corruption in relation to energy are likely to

fall disproportionately on the poor. In the cases of India and Bangladesh, losses due to corruption
have been blamed for how little funding is left to expand networks and improve access - and for
the resulting poor service, blackouts, and high tariffs that the poor cannot afford.? To offset losses
from corruption, state subsidies may be provided to households who already have electricity, to
reduce the cost, while poor households who lack energy access receive fewer social expenditures.
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Importantly, analyses of barriers to energy access funding have largely neglected factors within
international finance institutions that keep funds from reaching high-impact countries and
communities. This calls for a closer examination of the specific funding processes in institutions
such as the GCF as potential barriers to achieving universal energy access on the ground.

Despite the funding gaps, energy access trends for both electricity and clean cooking are
improving. Electrification rates have increased, from about 60 million new connections gained
per year from 2000 to 2012, to 100 million new connections annually from 2012 to 2014,% and
135 million new connections per year from 2014 to 2016.%*

Still, progress is not being made fast enough to achieve Sustainable Development Goal 7 by
2030. If current rates of electrification continue, an estimated 650 million people will still lack
access by 2030 - 9 in 10 of them in sub-Saharan Africa.? Furthermore, rural populations are
lagging far behind urban zones, with 87% of those without electricity living in rural areas.

Analyzing GCF support for energy access projects

We set out to understand how much the GCF and affiliated parties have supported energy
access initiatives, and which countries have received funds for energy access improvements.
We completed the analysis of the GCF’s 76 approved projects in the summer of 2018, reviewing
publicly accessible versions of project and program proposals available on the GCF’s website.

We performed text searches on all 76 funding proposals to determine whether they included
energy interventions, and found 51 that did. We then read the proposals for those 51 projects in
detail to identify the character and extent of energy interventions. Through this initial reading,
we identified three broad categories of energy interventions: large-scale renewable energy
installations intended to replace or upgrade traditional power generation and transmission
(“renewable energy generation”), energy efficiency upgrades of buildings, appliances or
community spaces (“energy efficiency”), and provision of new energy access (“energy access”).

We then coded the budget details according to the three categories, repeating the process
twice, once with a different researcher. For the purposes of this analysis, we counted only
approved funding from the GCF itself, not co-financing amounts or disbursed funds. Finally,
we compared the results in relation to country income data from the World Bank and country
energy access data from the International Energy Agency and the World Bank. This allowed us
to determine whether GCF funds were going to low-income and high-impact countries.

This analysis has limitations. First, because it is based on approved funding proposals, it does
not reflect whether, as projects were implemented, they were adjusted or cancelled. Second,
due to the vague and disaggregated nature of some project budgets and funding proposals

in general, the overall dollar amounts in this analysis are estimates, not exact figures. The
budgets in the proposals varied greatly in detail, with some component costs not specified by
line-item. If several interventions were present in one project component, but without specific
language detailing funding allocation, dollar estimates were equally distributed between the
interventions named. Dollars were not double-counted for energy interventions. We omitted
three projects with energy interventions from our budget analysis in which energy constituted
only a small part of the project, but was not specified with line-item costs.

Nine of the projects included in this analysis are multi-country programmes. Unless specific
budget allocations by country were explicitly stated within the project proposal, we categorized
all countries as receiving equal funds. We classified projects in urban areas that provide
renewable energy to existing electricity grids as energy generation and energy efficiency
projects. It is possible that these projects have energy access benefits that are not accounted
for in our analysis.
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Findings

Summary of energy proposals in the GCF

The GCF portfolio in July 2018 totalled US$3.7 billion in funding approved by the Green Climate
Fund Board, and an additional US$9.7 billion from co-financing. This amounted to US$13 billion
of combined financing for climate projects.?® GCF funding approved for individual projects
spanned a wide range, from USS$5 million (FPO75) to US$378 million (FP025), and averaged
US$50 million of GCF funds.

Of the 51 proposals that included energy interventions, the 48 project budgets included in the
analysis constitute about 80% of the approved portfolio. The energy interventions within the
portfolio varied greatly in scope, including - but not limited to - new construction of renewable
energy generation; large-scale dam refurbishment; financing mechanisms for renewable energy
market creation; solar pumps and solar powered irrigation for small farmers; capacity-building
and technical assistance for energy equipment; financial mechanisms for off-grid electricity
access; policy framework development; and programmes for energy efficiency measures on
public buildings.

We found a majority of the approved proposals with energy access interventions were within
adaptation projects rather than in mitigation projects, as shown in Figure 1.

Figure 1: Number of approved funding proposals with energy interventions by thematic area. Note that adaptation projects featured more energy
access interventions than mitigation or cross-cutting projects.

15

Number of approved proposals

Adaptation Cross-cutting Mitigation
GCF thematic areas

. All energy interventions Energy access interventions
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Renewable energy generation and energy efficiency

The gross value of energy interventions throughout the GCF portfolio was US$2.4 billion, about
65% of approved GCF funds. Renewable energy generation and energy efficiency interventions
received the vast majority of funding — almost US$2 billion, or 85% of GCF energy funds (Figure
2). Renewable energy generation interventions were approved for a total of US$1.17 billion, and
energy efficiency interventions were allocated US$885 million of GCF funds.

Energy efficiency interventions were included in 16 proposals, often combined with renewable
energy generation interventions. These projects tended to focus on middle- or high-income
countries that already have a developed energy sector and are focused on improving reliability
and reducing the carbon intensity of that system.

Several projects in the portfolio targeted energy efficiency measures as their primary goal,
and these centred on policy and financial interventions, rather than project development. For
example, project FPOO09 in El Salvador aimed to create an investment mechanism to help small
and medium enterprises (SMEs) undertake energy efficiency measures.

Three proposals combined energy efficiency and energy access interventions. All three aimed
to help agricultural communities by targeting the installation of decentralized energy sources in
combination with energy efficiency installations in productive and household energy applications.

Renewable energy generation interventions received the most funding, totalling US$1.17
billion (Figure 2). Ten of the 20 renewable energy generation proposals featured this type of
intervention as the primary energy focus, while the remaining 10 were more varied in project
goals and combined with either energy efficiency or energy access components.

Examples of renewable energy generation projects include FPO17 in Chile and FP0O39 in Egypt,
both utility-scale projects with clearly stated goals of large-scale renewable energy deployment
through centralized grid systems for greenhouse gas abatement and a pathway to low-carbon
development. These projects have strong fiduciary support in the GCF project portfolio and
represent numerous projects approved by the GCF Board. Similar to the trend seen in the
energy efficiency projects, these proposals tend to be in middle- or high-income countries with
power sectors that are already developed and are key to avoiding climate change.

Figure 2: Total dollar allocations for renewable energy generation, energy efficiency and energy access interventions.

Amount (US$ million)

88517

352.34

General energy generation or supply Energy efficiency Energy access

Energy intervention type
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Energy access interventions

Energy access interventions were included in proposals, but received by far the fewest
dollars - only US$352 million, or 14% of the total allocated to energy interventions (Figure
2), or 9% of the total project portfolio. Most interventions categorized as energy access
were grouped into three primary goals; 1) new electrification for the energy poor, 2) clean
cookstoves, and 3) improved agricultural equipment such as solar-powered water pumps.

Only four funding proposals were primarily concerned with energy access improvements
(FPOO5, FP027, FPO70, FPO81). The other 23 proposals that included energy access
interventions only presented them as portions of larger projects.

Which countries are receiving financing for energy projects?

Energy projects and interventions made up a significant portion of the GCF project
portfolio, but for the most part, the funds allocated to these energy projects are not
reaching the poorest or high-impact energy countries. Figure 3 illustrates the overall dollar
distribution of GCF funds for energy interventions in low-, lower-middle-, upper-middle-,
and high-income countries. Middle-income countries received by far the most funding for
energy interventions within the GCF portfolio, about US$1.8 billion. Energy efficiency and
renewable energy generation projects received almost equal funding in the two middle-
income country categories. The energy projects in high-income countries were mostly
for renewable energy generation interventions, and total almost US$353 million across
all energy intervention types. Low-income countries received the fewest dollars for these
interventions, a total of US$244 million.

Figures 4 and 5 detail the funds approved for high-impact energy countries versus all other
countries for energy interventions within the GCF portfolio. As shown by Figure 4, energy
funds allocated to high-impact countries tended to be for energy access purposes, but were
overall much lower than energy funds approved for other countries.

Figure 5 breaks down the dollars approved by energy intervention type for high-impact
countries vs. all other countries. As previously discussed, renewable energy generation

and energy efficiency interventions were the principal energy efforts supported financially
within the GCF portfolio, and overwhelmingly went to countries that are not high-impact.
This suggests the GCF has prioritized greenhouse gas mitigation over energy access. One
would not expect high-impact countries with low development and low emissions to require
energy retrofits, and these countries offer limited greenhouse gas mitigation benefits. High-
impact countries were only allocated US$369 million, or 15% of the energy intervention
dollars in the GCF portfolio. This amount accounts for merely 0.6% of the annual dollars
needed to achieve the Sustainable Development Goal of universal energy access by 2030.
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Figure 3: Dollars allocated to each income group for each energy intervention type. Country income data from the World Bank.?

433.05

. Energy access

Amount (US$ million)
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Figure 4: Funds to high-impact energy countries for each energy intervention category.?®
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Figure 5: Funding allocations for energy projects between high-impact countries versus all other in the GCF portfolio.?
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Conclusions and policy recommendations

The analysis finds that only 15% of approved GCF funding for energy-related projects, and 9%
of the total project portfolio from 2015 to 2018, focused on improving energy access. Moreover,
high-impact energy countries received only 14% of energy funds over that three-year period,
accounting for less than 1% of the funding needed annually to achieve universal energy access.

The distribution of energy funds by the GCF clearly favours non-high-impact countries, and is
mainly benefiting high- and middle-income countries. The analysis further suggests that despite
the GCF’s commitment to improving energy access, such projects are underrepresented in the
project portfolio. The GCF is doing relatively little to advance low-carbon development in the
large number of neglected communities that lack access to clean and affordable energy.

These findings are particularly striking because, as noted in the introduction, the GCF is

the largest of only two multilateral climate finance institutions that name energy access in
their results frameworks, and it is considered to be a leader in climate finance. A tension is
evident between prioritizing renewable energy and energy efficiency projects that can achieve
significant emission reductions, and those small-scale and decentralized projects that provide
energy to high-impact communities with low greenhouse gas mitigation potential.

Our analysis also found a lack of clear definitions in relation to energy access projects as well
as insufficient data to assess the expected energy access benefits. A majority of energy access
interventions were included within adaptation projects, and co-benefits were not highlighted.
Mitigation projects, meanwhile, included very few energy access interventions, suggesting that
energy access benefits are not highlighted properly within the GCF project categories. A lack
of focus on energy access within project categories can signal to affiliated project developers
that energy access is not a priority of the GCF.

All other countries

High-impact countries
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In addition, the smaller share of energy access projects within the mitigation thematic window
as compared with the adaptation window is likely due to inadequate performance metrics.
Specifically, with a focus on greenhouse gas reduction, the metrics neglect social and
economic contributions to energy poor communities with small carbon footprints.

We propose two main strategies that the GCF should pursue in order to address the current
energy access funding deficit, particularly in high-impact countries. First, the GCF should
enhance project tracking and reporting of energy access projects. Transparency regarding
funding to energy access is hindered due to a lack of project categorization definitions related
to energy access and insufficient information provided in project proposals and annual reports
to assess energy access benefits. The following measures would enhance transparency:

Establish a detailed and uniform definition for energy access projects, comparable to those
provided for other energy and adaptation project categories.

o Establish subcategories of distinct forms of energy access projects (grid vs. off-grid,
agricultural support, public buildings, etc.).

» Require funding proposals to detail any energy access benefits, consistent with definitions.

» Provide detailed data in annual reports on overall progress toward energy access targets,
project dollars supporting distinct energy access project types, and funding to projects in
high-impact countries.

Second, the GCF should pursue targeted initiatives to remove institutional barriers currently
inhibiting energy access finance, and provide greater incentives. Current institutional obstacles
include evaluation criteria in the mitigation and adaptation funding windows that do not
sufficiently reward energy access benefits.

Notably, some energy access projects will not significantly reduce emissions, particularly in
high-impact energy countries and rural areas. However, these energy access is still crucial

for equitable development, and these projects would ensure that it is provided by low-carbon
sources. Thus, they should still be encouraged by the evaluation criteria. However, the current
support structures and incentives for energy access proposal development are inadequate. We
recommend the following measures:

» Develop explicit requests for proposals for renewable energy access-focused projects,
including those with low greenhouse gas mitigation potential.

e Enhance support structures for renewable energy access proposal development, including
financial and capacity-building support.

e Conduct a review to evaluate the extent to which the criteria set in both the mitigation and
adaptation windows create obstacles for energy access projects, and evaluate potential
incentives to create greater balance between types of energy projects financed.

» Make related changes to facilitate more favourable evaluation of energy access projects,
including those that have limited greenhouse gas mitigation potential and that pose greater
financial, capacity or technical barriers.
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