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Introduction

Energy poverty is a major development issue: nearly 1.2 billion people, or close to one-fifth of
the world’s population, have no access to electricity. Close to 85 per cent of them live in rural
areas (Banerjee et al. 2013). Electrification is seen as central to poverty reduction efforts.
Electricity improves users’ quality of life and can enable income generation when used for
productive activities, hence supporting an escape from the poverty trap. Where generation
comes from renewable sources, it also makes a positive contribution to low-carbon
development.

While increasing the supply of electricity can create significant effects on poverty, these are
not automatic. Firstly, once electricity is generated, it needs to be reliably fed into the system.
Off-grid solutions need to provide a durable and sufficient level of access to electricity.
Secondly, this additional supply must be made accessible and affordable for the poor.
Thirdly, increased electricity consumption then needs to be used in ways that translate into
poverty reduction. Fourthly and finally, increased electricity supply can also indirectly reduce
poverty by boosting economic growth.

When planning electrification projects, decisions can be taken at each of these four steps
that should lead to greater impacts on poverty. However, it is far from inevitable that these
decisions will be taken. Drawing on the results of a robust review of the evidence (Pueyo et
al. 2013), we propose a policy tool to integrate poverty concerns into the planning process of
electrification projects. The tool can be of use for development and climate finance
institutions funding renewable energy projects, and keen to enhance the poverty impacts of
these projects.

Policy tool

The proposed policy tool is organised into six steps. For each of the steps required to
achieve poverty reduction through electrification, questions are posed, methods to answer
them are proposed, and indicators are defined to appraise the project performance related to
each specific issue. Some of the proposed indicators are easy to gather; some others would
require a significant effort. Practitioners may wish to apply each step of the framework in full.
While this would be likely to lead to the greatest poverty impacts, there are also costs in
terms of time and resources that need to be balanced against this. In other cases, there may
be a more selective focus on a few of the elements that seem most important.

In all cases, however, thinking through the issues set out in this report is likely to lead to
better project design. By ‘better’, we mean projects that both increase the supply of
renewable energy, and achieve the maximum possible poverty impacts in the process. The
more that this can be mainstreamed into the standard practices of key agencies, the greater
these developmental and environmental impacts will be.



A graphic summary of the policy tool is presented below.

SEEEEEEEEEEEEEEENEEENEENEN, SEEEEEEEEEEEEENEEENEENy SEEEEEEEEEEEEEEEEEEENENEEN,
“ % “ .. “ ..
* . @ . o 3

o QUESTION METHODS "y INDICATORS

*
s ®

Number of additional users

kWh/y
Will planned generation capacity On-grid: power systems kW or kWp
enable an increase in the number of reliabilit&/ analysis Loss of load expectation
electricity users, their potential Off-grid: technical Expected forced outages and duration
consumption and/or the reliability of performénce data + Technical losses of the T&D system (%)
supply? Availability (hrs/day)

Quality of electricity supplied

Expected life of the system

Step 2: Communities that will benefit from improved service

« Off-grid: explicit community » Proportion of direct beneficiaries that
selection criteria are poor

« On-grid: national electrification «  Community services
strategy (if available)

Will increased access enabled by new
generation capacity directly target the
poor?

Step-3: Financial sustainability vs affordability

* Internal rate of return (IRR)
Financial appraisal « Affordability of tariffs for the poor
Affordability analysis « Affordability of upfront costs for the poor
Willingness to pay (WTP) * WTP for electricity services
Estimation of subsidies « Subsidies required for positive IRR
required and its equity » Equity: share of the subsidy that will be
captured by HH below the poverty line

« Will the project be financially
sustainable?

*  Will the electricity be affordable for
the poor?
How much subsidies will be
required? Are they equitable?

Step 4: Behavioural factors

Which behavioural aspects could Lab-ln-the-ﬁgld e)fperlments L) Pre-defined assumptions on poor people
understand risk, time preference,

prevent higher connection and fructand-culturalibehavioural discount rates, risk attitude, pro-social

consumption rates? inertia behaviour and trust

Step 5: Productive uses

+ Productive potential of beneficiaries

+ Complementary development
programmes (i.e. credit, transport and
telecom infrastructure, local economic
development, etc.)

Assess the productive potential of
Will electricity be used for productive beneficiaries on the basis of
activities? criteria (market access, pre-
existing industry...)

Step 6: Expected benefits for businesses and.households

Pre-defined assumptions of benefits for
Use previous (robust) evidence to households and businesses: education,
predict impacts productivity, employment, health, women

empowerment, safety, etc.

What will the poverty impacts be if an
appropriate consumption level is
achieved?

Source: Authors’ own.

Next steps

Our expectation is that this tool will be used by investors and funders of renewable electricity
projects that consider poverty reduction as a key aspiration. We believe that it comes at a
timely moment, when many climate and SE4ALL-related funds are in their infancy and can
still be guided in a pro-poor direction.

The next step of our work will involve testing the tool in real renewable energy
project/programme portfolios to assess their poverty reduction potential. Its application will
show the actual level of effort required to collect indicators, issues around data availability
and the potential trade-offs between the different indicators.
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