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The Role of Public/Private Partnerships in tackling the problem of improving access by poor communities in developing countries to modern energy services 
May I start by saying thanks to Rice University, the James Baker Institute and the Environmental and Energy Systems Institute for hosting the launch of the Shell Center for Sustainability; and for welcomng the new Center into the Rice University family and offering the sort of supportive yet challenging intellectual environment that will be critical to allowing the new Centre to find its feet and carve out a unique path to achieving its objectives. 

May I applaud also Shell Oil Foundation for providing funding to get the center started and the architects of the “Listening and Learning” nature of this launch event.  Proactive engagement with outside views is a key feature of Sustainable Development and I am sure the Center WILL be well served by its efforts to learn from the insights offered by the distingusihed participants at todays conference and tomorrow workshops

We’ve already been privileged to hear some of that wisdom and I am not sure I have much additional wisdom to offer but I have been asked to add some thoughts of the “lessons learned” type as these relate, according to the speakers notes, to the “global challenge of promoting innovative solutions to energy supply - with emphasis on the role of technology, the private sector and Public – Private partnerships. 

That’s a pretty broad topic so I’d like to narrow the focus a bit further and concentrate my comments specifically on the role of public-private partnerships (P/PPartnerships) IN promoting modern energy supply to poor communities, households and enterprises in developing countries – Which I’ll refer to, as I go along, as the Energy/Poverty Problem for short 

This focus best suits my own background, one that has allowed me to see the P/PPartnership and Energy/poverty issue from all sides.

first as a Development Professional working for two decades in various publicly funded institutions across the world…ranging from senior positions in universities, to bi and multi-lateral organisatons and NGOs

and more recently from within the private sector, where i have spent the last 6 years with Royal/Dutch Shell as designer and now Director of the UK based, Shell Foundation – a major new (private sector) social investment initiative, by the Shell Group, with a global charitable remit to promote Sustainable Development, and through which – in addition to work on the environment, transport, consumption and biodiversity, we have 20 or so ongoing initiatives targeting the Energy/ Poverty problem and all involving some kind of P/P Partnership. 

The Biggest Lesson.

I think the biggest lesson to be drawn from looking out over the energy/ poverty problem area is that this problem is certainly a very big one. 

Indeed, along with Water/Poverty issues, lack of access by the poor to modern energy Services constitutes one of the most critical links in the poverty cycle  - one that must be broken if poor Countries, communites, households are to achieve sustainable development. 

Simply put, some 2 billion people – 1/3 of the world’s population, all in poor countries, mostly in rurl areas – cannot go home at night like you and i and “turn on the lights”.  The reason?   because they lack access to or simply cannot afford electricity from the grid or power generated by other commercial energy sources. 

this enormous single fact explains why those beautiful nightime pictures of earth from space – some of which we have seen today - show such large swathes of the globe cloaked in darkness in sharp contrast to the bright lights of europe, North America, Japan and the more industrialised parts of the Far east and Latin America…. 

this contrast between light and dark makes for a pretty picture - but it also obscures the reality that down in the darkness there are children  in their hundreds of millions struggling to study by smoky kerosene lanterns; there are farmers, household producers and small enterprises everywhere in Developing Countries who are denied access the enormous productive benefits of modern energy services such as refridgeration, Shaft power for processing, motive power for transport and so on.….. 

the tragic but little known health dimension of the energy/poverty problem

there is another less well-known aspect of the energy/poverty problem that arises from the fact that there are 100s of millions of households relying on traditional forms of biomass – firewood and agricultural waste - to meet their domestic energy needs

most of the audience will have heard the stories about third World women spending long, tiresome hours collecting such fuel and how this is a major cause of deforestation.  However the part of their story that is not so well known is that millions of these same women, and their young children - about 2 million in fact - die prematurely every year from respiratory infections due to their exposure to “indoor air pollution” - or the inhalation of particulate emissions from cooking indoors over smoky fires and stoves burning traditional biomass fuels s.. 

The WHO has just confirmed that IAP from acute rspiratory disease constitutes the Third  largest cause of death of women and childen under five in Developing Countries  – and by this measure alone probably accounts for 30-40% of the 13,000 childrens death occuring every day from environment related dangers and disease…

think about it…. untold thousands of loving mothers and wives are literally killing themselves and their young children because of the simple, nurturing act of providing cooked meals for their family…..

and this problem has been around for a long time ….I have clear memories, from my stint as a young researcher, of smoky huts in villages in rural Tanzania more than 20 years ago…I’m sure many of you have similiar memories …but that’s not the full extent of IT…

the British Museum in London holds a mummified piece of lung taken from the body of an Egyptian Scribe named Suti Mose who lived in north Africa during the late 20th Egyptian Dynasty, around 1100 BC and whose cause of death is listed by the Museum as resulting from “carbon amassment in his lungs from inhaling cooking fire smoke” that’s not 30 years but 30 centuries ago!!

So the first lesson is that problem of limited energy access for Poor communities in developing countries is big enough to command our attention. 

Is there a role for Public/Private Partnerships in trackling the Energy/Poverty problem?

 what can Public- Private partnerships do about overcoming this challenge and by moving the poor up the energy ladder from dependence on traditional fuels first to the cleaner USE OF biomass via more efficient stoves – THEN through the use OF LIQUID and gaseous fossil Fuels and/or hydro power to generate electricity and motive energy and finally on to decentralised power provided by new renewables?

I think P/PPs can play a hugely imporant role in tackling this problem – but only if their design, composition and the way they go about thoer work conciously takes account of what is now best practice thinkng about how to tackle the problem – and if they truly learn the lessons of the last ten years or so arising from widespread efforts to apply best practice thinking – in practice.   .  

What is the New Best practice Thinking about tackling E/P?  

to sum it up, it is that market-oriented delivery mechanisms are probably the best way to ensure that those 2 billion unserved people get access to modern energy services within a time period measured in a few generations rather than the millenia the problems has existed to date as confirmed by the causes of death of the Egyptian Scribe i mentioned Earlier. 

 Why “market-oriented” solutions?  

because the publicly funded, cross-subsidized expansion of the central electricity Grid to the unserved and low income rural populations (key to the spread of electrificaion in the rural areas of currently industrialised countries) has slowed down dramatically in developing countries in the face of finacial shortages and the wave of privatization engulfing the utility sector – and is unlikely to even keep up with the growth of rural populations in the future.  And in the absence of state funded rural electification, there is simply not enough charitable funding available in the world to take its place by subsidizing the expansion of the grid. 

So if the rural poor are going to get access to modern energy services, 10s if not 100s of 1000s of enterprises of all shapes and sizes need to be expanded and created who can make a living (though not necessarily a world class rate of return) from making and marketing energy and energy services that are appropriate and affordable by poor communities.

So P/PPs in this area need to focus on developing innovative and financially sustainable ways of stimulating market development, enterprise creation, appropriate product choice and most of all of scaling up the supply chain to deal with the modern energy Service demands of millions of villages, SMEs and Households that are currently unserved.  

This is what P/PPs need to do.

What are the lessons to be learned about how these P/PPs should go about delivering on the goal of stimulating market-oriented energy service delivery mechanisms?  

Before dropping to the specific, I think we first have to acknowledge that there are not actually many true P/PPs operating in this area – the GVEP is one just recently launched though its far more public than private at the moment - but there are plenty of examples of public and civil society entities – Bi and multi lateral donors, private foundations, NGOs, etc  – who have tried to promote, even embrace operationally themselves the market-solution mantra to the Energy/Poverty challenge over the last 10 years - particularly as related to renewable energy use in developing countries.   so there’s much to learn from their successes and their failures.

So focussing on these experiences lets consider Four of these lessons.

A.  Narrowing Choice and distorting the operation of the Market 

To put this point in context, I think we first need to acknowledge that while still constituting only a tiny fraction of energy supply, the literature does suggest that there is a significant and possibly growing stock of renewable energy systems in place in developing countries.  A recent authoritative literature survey (Martinot et al, 2002) looking at the renewables “market” in developing countries features such eye catching numbers as 

· 1.1million households with solar PV installations, 

· 1700 MW of wind power capacity Installed; 

· 10 million households using solar thermal water heaters; 

· 220 million improved biomass cookstoves in use; 

· 1 million solar powered water pumps installed

These are intriguing numbers for a number of reasons.  Taken together, these numbers do seem to suggest that there are specific circumstances where renewables are an appropriate energy option for some segments of poor people.  This on its own is a good thing.

However there are some real problems interpreting what these numbers actually mean.  The overriding issue is these figures refer only to physical installed capacity – they say nothing about whether these systems were provided free of charge, with a partial subsidy or were cash purchases on the open market.  Second, they equally say nothing about the current operational status of these systems - meaning we simply do not know what percentage of the installed capacity is actually still in use.

Thirdly they say little about the geographical spread and or concentration of these systems – which we know from other sources – is highly skewed – i.e. 180 million of those biomass cookstoves are to be found in China; as is nearly 40% of the installed wind power capacity.

Taken against the best practice wisdom - which is that what is needed are market-oriented delivery mechanisms – then the answers to all of these questions are really quite important since on their own the data cited do not confirm or contradict the existence of a “renewable energy market” in developing countries.

If I am being somewhat sceptical, its because one of the great unkept secrets of the energy part of the development business in the last ten years is that the advance of renewable energy technologies in developing countries has been heavily based upon the provision of massive subsidies and tied aid finance. – with most of the new financing programmes put in place by the public/civil society sector allegedly tackling the energy poverty problem having been narrowly focussed on promoting the adoption of new renewables (solar, wind, biomass gasifiers and so on )  probably the one exception on the list above is in relation to solar thermal water heaters – which have spread via the market – and haven’t needed subsidies very much at all because they have such a demonstrable short payback time particularly in cities where diffusion has been greatest….but beyond this exception,  its been virtually impossible to get rural energy projects funded by the aid community that have not had an exclusive renewable energy bias

thus while there is a temptation by renewable energy proponents to claim not only are the markets for renewables growing in developing countires but that the above mentioned aid flows have lead to the creation of these markets, unfortunately, there is precious little evidence of this cause – effect relationship (see below); 

in fact the counter argument is made that whats bad about this resource flow bias is that most of that 2 billion of the unserved poor simply can’t afford modern renewable energy technologies as they now stand without large subsidies - and won’t be able to for many, many years to come. (Smith, 2002).  What’s worse is that because so many renewable energy projects were Introduced in he absence of supporting service infrastructure and were capable only of providing small amounts of power for limited periods of time, Martinot et al 2000 cites a significant number of refrences documenting that many of these installations conferred little developmental benefits even on those few fortunate to have access.  

so instead of using public money to expand energy access and widen the choice open to rural poor to the full menu of affordable modern fuels, its being used to narrow choice – largely because the donors are at present more concerned with being seen to address the international (i.e. rich country) environmental agenda than the energy poverty challenge of 2 billion unserved people.

and any economist will tell you - If markets are to work even in rural areas to help bring about a robust and sensible allocation of resources to energy access solutions and if those solutions are to becost effective,  viable and durable over the long term, then the full menu of energy choice alternatives – incl fossils fuels, traditional and modern renewables, etc) have to be available and competing on real cost terms.  (Barnett 1999) 

its true, renewables do struggle against subsidized fossil fuels for an even playing field but the poor don’t often benefit from these subsidies either; and even if the subsidies were switched from fossil fuels to renewables, many – though not all modern renewables - would still be out of reach for the rural poor. 

Failure to craft market development polices that successfully develop the market 

next, even when we accept the value and validity of policies and programmes designed to promote renewable use and markets in developing countries, if you look back at the evidence being accumulated, one is forced to acknowledge that public agency/public money funded efforts to promote renewables markets in developing countries appear so far to have failed far more frequently than they have succeeded. 

Why?  

There are a variety of reasons but most of them are linked to the fact that donors, especially the GEF, bilateral donors and private foundations, have structured their renewable energy market promotion and development efforts around on the provision of large capital cost subsidies and/or donated equipment – in both cases without any provision for full or even partial and cost recovery from supplier or user.  Kozloff & Shobowale (1994)
Presumably the surface logic behind this approach (apart from securing export sales for Northern based suppliers of renewable technologies) has been that if you can get large enough units/installed capacity in place you will demonstrate the value of the technology to the marketplace and b) help drive down future unit costs.

Unfortunately, such Donor practices have undermined renewables markets in many countries.  the biggest source of this problem has been linked to PV Solar Home Systems where the focus of subsidies on capital cost has tended to encourage smaller suppliers to seek ways either to maximize the number of systems installed without due concern for maintenance and quality. For example: 

· In Brazil: "according to a recent report about 60% of the SHS installed in Brazil by the PRODEEM program are no longer working or even never worked at all." (Kister, J. (2000).

· In South Africa; From a sample survey of 100 households in a Free

State program of 1,700 systems the conclusion was reached that  "Roughly a third of the systems are not working any more. Hochmuth & G J Morris (2002)  

· In India: "As reported frequently, the government implemented PV

Projects across the country have had the label "not working" attached to them. Governments, manufacturers and system integrators without considering The maintenance part of the systems have implemented 'solar PV' projects." Hande and Duffy (2001)

· Martinot et al 2002 cites cases in a number of countries, where donor giveaways of free systems to poor households in certain areas meant that others asked subsequently to pay full price, just refused on the expectation that they shoul dbe offered the free systems as well, 

· In Zimbabwe, numerous wind, solar and biomass energy firms were brought into being to take advantage of GEF capital subsidies being offered  - and then simply disappeared when the subsidy programme ran out   (personal observation)

· In China, zero-interest loans by donors to their own wind turbine companies to help them gain access to the chinese market did indeed facilitate a rapid growth in installations but commercial market development has been stifled as these policies created the perception that wind power is not commercial whilst also contributing to higher wind power purchase prices 
Of course it is now possible to point to changes in policy/programmes where some of these lessons have been learned – Sri Lanka for example has a highly successful PV SHS programme (see Martinot et all 2002 for others) – which indicates some learning has gone on in the public sector. – but at what cost?

the truth is that these “market development” mechanisms were poorly designed from the outset by their proponents in the international development agencies and were immediately recognized as such by many critics  - yet its taken these agencies far too long to change their ways and a great deal of public money has been wasted – whilst little real market development has taken place.

Problematic Public efforts to stimulate enterprise creation

public agencies and private actors using charitable funds have also attempted to get directly into the enterprise creation/support business in relation to rural/renewable energy through the use of public funds for Debt/equity support for SMEs – either internationally administered or via more regional or nationally focused programmes.  Without being too specific, there is now a generalised conclusion being reached that these funds have a) have taken really inordinately and unjustifably long periods of time to get launched; B) when they have been launched and are still operating they have only reached sub optimal scale and are struggling to secure adequeate “deal flow! and finally in some case whilst they did get off the ground, these funds have failed to perform to expectations and have been closed down.

Why all these problems with market oriented enterprise creation mechanisms?

Again all sorts or reasons: 

· Public agency risk assessment procedures are not tailored to assessing market oriented risk so decisions take a long time at the outset in setting up the funds - two such regional funds that we know of have been in the planning for more than three years and are still not launched.  (and if the failure rates prove anything putting public money into these was the wrong decision to take in the first place - in fact its mostly public sector money that has been lost; look closely and you will see that true private capital is remarkably absent from the underwriters of these funds – surprise, surprise)
· Moreover, when the funds have finaly been launched, the control procedures put in place are excessive and have often focussed on only one set of issues – mininmizing misuse of public funds – without seeking to minimize the risks of poor investment decisions being taken;

· funding availability is/was renewable technology or energy source specific thus limiting potential deal flow and depriving fund managers from the benfits and risk cushion provided by portfolio management techniques.  In othere words having already tied one hand behind their backs by setting up these funds with an energy focus, the funds’ investors then proceeded to tie up their other hand and at least one leg by limiting the funds focus to “renewable energy” deals – which the experience of the World Bank sponsored REEF and SDG funds has now shown are pretty difficult to come by in large volumes;

· International public money has, as noted above, been widely used to underwrite these funds.  Mostly this is due to a belief that there is insufficent local capital to finance such specialised funds.  We at the Shell Foundation simply do not accept this argument (see www.shellfoundation.org) Nevertheless, this bias has had all sort of negatively constraining implications for  fund operation:

· expected rates of return have been much higher than local markets can bear skewing the types of deals brought forward

· the business model of the funds (rather than the businesses they support) has been distorted by unnecessarily high transaction costs linked to the northern origin and management of these funds

· the funds have been too small to allow scale economies to be achieved in any one country in terms of numbers of firms supported, thus placing inordinate pressures to succeed on individual projects (and making the unit transaction costs borne by the project very high);

· The international fund managers running these funds bring with them international risk perceptions and expectations – and no local knowledge – when what you need when you are operating in risky markets is local knowledge and an intimate understanding of the local drivers of success and failure.

What’s curious about this experience is that despite all these problems, there are still many calls emanating from the international community that what is needed to stimulate renewable markets in deveoping contries is yet more “superfunds” drawing on the international capital market!! 

D.  Shortcomings of the Stamp Collectors approach to market development.

finally, foundations, international environmental NGOs and their donor supporters have wasted enormous amounts of Public money on what Richard Sandbrook, former Director of the IIED in London has recently called the stamp collectors approach to rural Energy market and enterprise development –

This is where everyone (actually primarily donors but also NGOs) wants to have a portfolio of one-off projects in various countries designed as demonstration projects of different renewable energy technology solutions – biomass gasifiers or village scale hybrid wind/PV energy supply systems, etc, etc,

Apart from the fact that these one-off projects are probably already excluding from consideration more appropriate and more affordable fossil fuel based energy sources - typically no attention is given in the project design to the task of how you create individual businesses capable of operating at the scale required to supply their solutions to mass markets;

 or even more importantly no attention is given to building the capacity of the whole supply chain to allow it meet the mass energy needs, in even one country, of all those unserved rural households….

Its been calculated that many tens of thousands of enterprises of all sizes both urban and rural based and offering renewable and modern energy-based products and services would be required to meet the needs of the hundreds of millions of communities, households and enterprises that are now unserved.

And you will recall the numbers mentioned earlier of 100s of millions of renewable energy systems n use…yet….

After a decade or more of sustained public sector investment of who knows how many millions upon tens of millions of dollars have been spent (GEF alone has spent $1.5 billion and annual on-going spend is estimated to be a minimium of $500 million)) largely in the promotion of the renewable energy market in developing countries…Yet according to a recent authoritative estimate the number of such enterprises that exist today number only in their hundreds – and this is across all developing countries. (Martinot et al 2002) 
These are not small sums so one is entitled to ask, i think, just where has all that publc sector money targeted on renewable energy market and enterprise development gone????
The problems involved in tackling this issue are difficult for sure – but could it be that the public sector agencies and civil society entities attempting to develop market-oriented solutions are trying to write the rules for a game they simply don’t have the mindset or the experience to understand?

if I’ve learned anything from my time with the Shell Foundation and working with business colleagues inside Shell, its that while its easy to “talk the talk” about the need for market development, etc,  “walking the walk” and producing policies and projects that actually lead to these outcomes requires practical, hands on experience in an enterprise plus, skills, local knowledge, delivery models and a mndset that Public sector actors simply do not have because they have not usually had the opportunity to acquire them?
Conclusions

So what does all of this mean for P/P Partnersips tackling the Energy Poverty problem:

1.  Its time for the Public sector to go back to school.  Strangely perhaps, I think the most important first step is that the Public sector part should Use P/PPs as an opportunity to learn from the private sector how to create markets, assess risk, start-up businesses and scale up a supply chain.  The private sector knows all about such things; the public sector does not - even if it thinks it does; It's time they recognized this and went back to school. 

2. Make the P/PPs SPECIFIC – to a problem, a location, a target audience, an outcome and set of deliverables, a time schedule, and an exit route.  “Open ended” partnerships where everyone agrees an issue is important and needs to be tackled without specifiying the above details are not going to achieve anything.  If you look closely, private sector partnerships (of which there are many 1000s) are very outcome specific and designed to accomplish specific goals after which there is an exit route.  The Public Sectors’ version of a Partnership is anything but specific – and likely will condemn these to being talking shops and not much more.  

3.  and selective…. there also needs to be some selectivity and strategy behind choosing members of the partnership.  again in the private sector, partners are selected because of the specific value-added they bring to the table (and not just for their financial contribution or their brand) while the benfits fo the partnership are usually not shared with any one else – P/PPs need to resemble private sector partnership a little more – not in the use of public funds to secure private profit but in finidng ways to truly incentivize members of thepartnership to do more than just show up for signing ceremonies and annual meetings 

4. let each partner do what its good at:  let the public sector concentrate on policy design and intervention and getting the enabling environment right; and let the private sector members concentrate on that part of the initiative that helps establish and build markets, businesses and supply chains.  

In one sense this could be interepreted at the extreme to mean “keep the public sector element out of the project /enterprise creation business”; But it doesn’t mean turn over market/business creation to individual private sector firms – but rather ensure the design and implementation of these interventions are guided by those who know what they are doing.

More energy specific advice

All of the Above, perhaps surprisingly, are process driven – rather than energy focussed… but there are some energy specific aspects that P/PPs tackling energy poverty should also pay attention to; 

they Should:

· seek always to foster choice from the widest and most appropriate types of technology, energy source and delivery mechanism – with appropriateness being determinged by local market conditions – not by the global agendas of international agencies and NGOs. 

· ensure that if subsidies are to be deployed, that this is done in such a way as to either set in train a process whereby the subsideis will themselves disappear in a fixed period of time; or use them to promote operational performance addresssing pro-poor goals. 

· Focus equally on demand creation rather than just on supply -side interventions by exploring consumer credit and other demand side financing/choice mechanisms 

· Use publicmoney and private sector credibility to lower the risk for the direct involvement of local capital – and let local capital operate the interventions on a for profit basis so they are incentivised to make them work

· finally, always select projects/businesses with an eye to scalability as there is still an awful long way tto goto meet that target of tens of thousands of SME energy service supplier to the rural, unserved market.

Thank You.
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