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CASE STUDIES OF
DEVELOPMENT POLICY
FINANCE IN

INDONESIA AND PAKISTAN

Introduction

Development Policy Finance (DPF) in Indo-
nesia and Pakistan portrays the World Bank’s
particular emphasis on accelerating the use
of natural gas and how it supports fragile en-
ergy sectors that are heavily invested in coal.

The World Bank’s DPF Retrospective July
2015 to July 2021 asks how effective World
Bank DPFs have been in supporting coun-
tries to achieve their development goals.
This report responds to that question with a
focus on climate related reforms.

These case studies demonstrate how DPF
can influence investment decisions towards
either carbon-intensive development, such
as gas or coal, or low-carbon develop-
ment. Worryingly, the World Bank’s 2021
Climate Action Plan' still identifies gas as
a transition or “bridging fuel” and is pro-
actively promoting gas through its lending
instruments and advisory services including
DPF, Project for Results (P4Rs) and Technical
Assistance (ASAs).

This is deja-vu for the World Bank - just
ten years ago the World Bank was actively
promoting coal in Indonesia and today the
World Bank seems to be falling into the
same carbon-intensive trap with natural gas.
The Indonesia case study examines a World
Bank $500m Sustainable and Inclusive En-
ergy Development Policy Loan (DPL)*to In-
donesia which specifically facilitated the ex-
pansion of natural gas in Indonesia through
its prior actions (or reforms/conditionalities).

This has locked Indonesia into high carbon
gas policy and infrastructure and thereby
squeezed out the potential for the rapid

expansion of renewable energy in the en-
ergy mix.

It calls into question a proposed World Bank
Policy Based Guarantee Loan to the state-
owned energy company, PTPerusahaan Lis-
trik Negara (PLN), which in spite of pledges
to decarbonise still intends to build 35 more
coal-fired power stations before 2023.

Civil society groups in Indonesia question
how and why the World Bank advocates for
gas when the opportunity is ripe to finance
and support the rapid uptake of sustainable
renewable energy, in line with Indonesia’s
objective of reaching 23 percent of genera-
tion from renewables by 2025.3

In Pakistan the case study observes how DPF
can have unintended consequences, even
when ostensibly it is seeking to support a
renewable energy transition. The $400 mil-
lion Pakistan Program for Affordable and
Clean Energy (PACE)* focuses on measures
to support the country’s transition to low-car-
bon energy.® This loan was dependent on
a prior action that required a commitment
from the Pakistan government to transition
to 66% renewable energy by 2030 through
the adoption of a least cost generation plan
(IGCEP)"¢

The World Bank sought to speed up the ap-
proval of this plan, which resulted in targets
on renewable energy sources being slashed
from 30- 33% of the energy mix to 17%.
Today the energy plan includes the “com-
missioning of a portfolio of new generation
projects including many hydropower proj-
ects, Thar coal-based projects, K-3 nuclear
power plant, and over 4,000MW of solar and
wind-based renewable energy projects”.’

World Bank DPF in Indonesia and Pakistan is
continuing to finance fossil fuels and unsus-
tainable energy models by default through
energy sector stabilisation and reforms.



INDONESIA

How World Bank Development Policy
Finance supports accelerates fossil fuels
in Indonesia

Indonesia is the world’s 10th largest econo-
my and a member of the G20, but despite
being classified as an emerging middle-in-
come country, poverty, inequality and vul-
nerability remain in the country. With high
exposure to climate change and natural
disasters, existing infrastructure is not suffi-
ciently resilient, especially in high vulnera-
bility cities. Indonesia has a high concentra-
tion of people and assets in areas exposed
to climate change and natural disasters. It is
therefore critical that the investment incen-
tives and governance reforms embodied in
the World Bank’s Development Policy Fi-
nance (DPF) in Indonesia specifically tackles
carbon emissions and prioritises low-carbon
development.®

In 2017, Recourse and Greenpeace Indone-
sia studied the impact of DPF in Indonesia
and found that it significantly accelerated
the use of coal and gas in the country. This
case study shows that DPF is continuing to
support coal development through its bail-
out budget support for the state-owned en-
ergy company, PTPerusahaan Listrik Negara
(PLN) as well as providing a significant tech-
nical assistance for the acceleration of the
development of natural gas.’

How has the World Bank’s DPF supported
coal in Indonesia?

Mega Coal Project - the Central Java Coal
Power Plant

Recourse and Greenpeace Indonesia’s 2017
research into the World Bank’s Infrastruc-
ture-DPL (I-DPL)"programme'" showed how
it was the driver behind the Central Java
Coal Power Plant, a 2,000 MW coal-fired
plant in Batang built in 2016'. The World
Bank selected this as one of the “model”
projects of the Private-Public Partnership
investment framework implemented under
its I-DPL program™. From 2008 to 2011,
the World Bank’s private sector arm, the In-
ternational Finance Corporation (IFC), was
the Transaction Advisor to Indonesia’s state
power company, PLN, and in this role pre-
pared and promoted the project to investors
and in turn secured the coal plant’s finance.

In October 2011 this was the first project to
receive a government guarantee of $33.9
million from the Indonesian Infrastructure
Guarantee Fund (IIGF), which was estab-
lished under the I-DPL and partly funded by
the World Bank. Note that this occurred just
two years before the World Bank’s Energy Di-
rections Paper affirmed it would “only in rare
circumstances” provide financial support for
new greenfield coal power generation proj-
ects.” The “model” PPP project was and
is strongly opposed by thousands of local

residents who have protested against how
the coal plant harms the environment and
threatens their livelihoods. This infrastructure
project has been finished but at end 2021
cannot operate because the Java-Bali grid is
facing a major oversupply of almost 50%.

The World Bank has developed a partner-
ship with Indonesia over six decades and

is now one of the Bank’s most significant
partners in terms of lending, knowledge
services and implementation support.’ As
a privileged partner, including in the ener-
gy sector, the World Bank must ensure a
transition to sustainable renewable ener-
gy and stop supporting coal through the
backdoor.

2021 - a cosy and costly relationship with coal

The PLN's exposure to coal

In May 2021 the the state-owned energy company, PTPerusahaan Listrik Negara (PLN)
CEO announced a moratorium on new coal plants from 2023, stating that 1,500 TWh
of new electricity required between now and 2060 (five times the current electricity
demand in the country) must come from renewables.'® However, the PLN also an-
nounced that coal-fired power stations that were already financed and under con-
struction would continue to be built until 2023. In total 20 GW of additional power
generating capacity will come from coal-fired power stations, plus an additional 13
GW from gas-fired power stations.” The energy ministry’s new plan also extends the
life of PLN'’s coal-fired power fleet by switching to biomass co-firing."®

Within these plans lie the Java 9 and 10 coal-fired plants proposed as an extension to
the existing Banten Suralaya power station, a 4,025-megawatt (MW) coal-fired power
complex in Banten Province, Indonesia. In July 2020, KEB Hana Korea Bank joined
its subsidiary Hana Bank Indonesia and other lenders in providing a $2.6 billion debt
facility for the Java 9 and 10." The World Bank’s private sector arm, the International
Finance Corporation (IFC) has a long and deep history with the Hana Financial Group®
of which Hana Indonesia is a part, stretching back over 50 years. In its most recent
engagement in 2019, IFC provided a $15.36 equity investment in Hana Indonesia and
selected this investment to pilot its Green Equity Approach (GEA).?' The following
year, Hana Indonesia backed the Java 9 and 10 projects, in a violation of the spirit of
the GEA. As the owner of nearly 10% equity in Hana Indonesia, IFC should be using
the GEA to work with the bank to exit coal and direct its investments to more sustain-

able solutions.??

The Indonesian government continues to find other ways to perpetuate gas: a No-
vember 2020 presidential regulation features coal gasification on a “priority” invest-
ment list, which includes incentives such as tax allowances or tax breaks.z? The $2
billion project in Sumatra for the construction of a coal gasification plant to produce
methanol and subsequently dimethyl ether (DME) is considered by the Indonesian
Government to be a nationally strategic project. Downstream coal processing in-
cludes methods of transforming coal into different products, in this case into DME as
an alternative to LPG, commonly used for cooking.

“Indonesian citizens currently need more access to
clean energy that does not harm the envi-ronment
and is affordable to all. This cannot be achieved by
using gas which is destructive, costly, and dependent
on subsidies. More importantly, emissions from any
future gas extrac-tion facilities in addition to the
increase of gas consumption are an undeniable
threat to the 1.5 C climate target.”

- Andri Prasetiyo, Trend Asia, Indonesia

Finally, the latest mineral and coal mining law (UU No 3 2020) sees Indonesia’s coal
production increasing. In 2021, Indonesia is setting a target of 625 million tonnes of
coal production, which is the highest in history. Indonesia’s coal is mostly exported to

India and China with exports reaching over 160 million tons in 2020.




The World Bank's 2022 planned Policy
Based Guarantee for the Financial Stabi-
lisation and Reform Project of $200 mil-
lion?*(of a total project cost of $750m) will
support PLN. This guarantee cannot avoid
supporting the PLN's intention to construct
35 more coal fired power stations before
2025, and its objectives to expand down-
stream coal processing (including the gas-
ification of coal) and biomass co-firing of
coal-fired power stations.

The World Bank is also proposing Program
for Results (PforR) financing for energy sec-
tor reform, including pricing, planning and
regulatory reforms that incentivise energy
transition, private investments and support
for the PLN, but to be effective this energy
transition must avoid tying the energy sys-
tem into gas and coal infrastructure into the
future. This PforR would potentially be fol-
lowed by a further Project-Based Guarantee

to the PLN to address its current precarious
cash position. Given the PLN's significant
exposure to coal, and the World Bank’s stat-
ed commitment to accelerating the use of
natural gas, this approach would have the
consequence of shoring up coal and gas in
the country for decades to come.

Bizarrely, the need for a PLN stabilisation
project is partly due to its over-reliance on
high-cost coal IPPs which the World Bank
previously championed, despite their use
leaving PLN unprepared to benefit from
cheaper new renewable technologies. With
new coal IPP costs surging, this is the right
time for the World Bank to support the In-
donesian government in stepping back from
controversial coal and gas projects and in-
stead to help it create new capacity with
more reliance on sustainable, renewable en-
ergy, while ensuring a just transition. %

Development Policy Finance, Programme for Results and Prior Actions in the
Energy Sector since 2015. Number of Prior Actions by Issue?

Indonesia
Amount Infrastr. Doing
(million Energy Invest- Tax Busi-
DPF Operation us$) Sector ment Policy ness
Indonesia Energy Sector DPL $500 2016-18 5 3
Power Distribution Develop-
ment Program for Results $500 2016 -20 5 1
Indonesia Fiscal Reform DPL $400 2016 4 3 1
First Indonesia Maritime Lo-
gistics Reform Development
Policy Loan $400 2016 4 1 2
Indonesia Fiscal Reform DPL
2 $300 2017 4 2
Second Indonesian Maritime
Logistics Reform DPL $300 2018 1 6
Indonesia Fiscal Reform De-
velopment Policy Loan 3 $1,000 2019 2 2 1 1
Indonesia PLN Stabilisation
and Reform Policy Based
Guarantee (Pending) $200 2022 - - - - -

The smell of gas in the World Bank’s DPF
in Indonesia

There is overwhelming international consen-
sus that natural gas cannot be considered to
be ‘low carbon’, because of significant emis-
sions from methane leaks?, and emissions
created throughout its production, trans-
portation and combustion. In most places,
building new gas infrastructure is more ex-
pensive than providing power through re-
newable energy.?

DPF can influence investment decisions to-
wards either carbon-intensive development
such as gas or coal, or low-carbon develop-
ment. The World Bank’s 2021 Climate Ac-
tion Plan? still identifies gas as a transition
or “bridging fuel” and is proactively pro-
moting gas through its lending instruments
and advisory services including DPF, Project
for Results (P4Rs) and Technical Assistance
(ASAs) in Indonesia. This is deja-vu for the
World Bank — just ten years ago the World
Bank was actively promoting coal in Indone-
sia and today the World Bank seems to be
falling into the same carbon-intensive trap
with natural gas.

A $500m Sustainable and Inclusive
Energy Development Policy Loan (DPL)
for Indonesia

On the eve of the Paris Climate Summit in
2015 the World Bank approved a new $500m
Sustainable and Inclusive Energy DPL* to
Indonesia. Although initially planned to be
implemented within a year, the DPL in fact
extended to September 2018. This DPL spe-
cifically facilitated the expansion of natural
gas in Indonesia through its conditionali-
ties, which have locked Indonesia into high
carbon gas policy and infrastructure for the
next 40 years.

One of the key aims of this DPL was “tran-
sition towards a sustainable energy sector
development path through increased use of
domestic gas, renewable energy and scal-
ing up energy efficiency measures”. It was
also accompanied by World Bank’s Advisory
Services and Analytics (ASA) which included

enabling gas sector policy formulation and
investment planning.®'

The increased use of domestic gas was al-
ready at odds with the Government of In-
donesia’s Nationally Determined Contribu-
tion at the 2015 Paris climate talks to reduce
GHG emissions by 29 percent by 2030,
compared to the business-as-usual scenario,
and which identified the promotion of clean
and renewable energy sources among the
key measures to achieve this target.

The Asian Development Bank (ADB), AfD
(Africa Development Bank) and the Ger-
man state owned development bank, KfW,
prepared policy-based operations against a
substantially similar set of policy actions to
the World Bank’s DPL (ADB: US$500 million,
AFD: US$100 million and KfW: US$200 mil-
lion). Not only did the World Bank help to in-
crease Indonesia’s progression on a pathway
towards natural gas, but it also helped to fa-
cilitate engagement of important develop-
ment banks amounting to a staggering $1.3
billion for this reform programme, and those
banks then went on to finance a second pol-
icy-based loan programme of $850m.

In 2015, the Indonesian government was
aiming to increase generation capacity by
43GW by 2019, of which 60 percent was to
be coal-fired. The NDC stipulated the im-
portance of finding alternatives to coal and
was encouraged by World Bank advice to
consider gas as an alternative, in addition
to renewable sources. The DPL specifically
sought to help Indonesia unlock gas resourc-
es, without questioning whether it would
help the country to meet its decarbonisation
agenda or renewable energy targets.

The specific policy areas of the DPL includ-

ed:

1. That the PLN enter into new long-term
agreements for domestic gas supply, as
measured by the daily gas volume to be
supplied under new contracts or con-
tract extensions signed after December
2015 of 5-years or greater duration;


https://projects.worldbank.org/en/projects-operations/project-detail/P154291
https://projects.worldbank.org/en/projects-operations/project-detail/P154805
https://projects.worldbank.org/en/projects-operations/project-detail/P154805
https://projects.worldbank.org/en/projects-operations/project-detail/P156655
https://www.worldbank.org/en/news/loans-credits/2016/11/02/indonesia-first-indonesia-logistics-reform-development-policy-loan
https://www.worldbank.org/en/news/loans-credits/2016/11/02/indonesia-first-indonesia-logistics-reform-development-policy-loan
https://www.worldbank.org/en/news/loans-credits/2016/11/02/indonesia-first-indonesia-logistics-reform-development-policy-loan
https://projects.worldbank.org/en/projects-operations/project-detail/P161475
https://projects.worldbank.org/en/projects-operations/project-detail/P161475
https://projects.worldbank.org/en/projects-operations/project-detail/P163973
https://projects.worldbank.org/en/projects-operations/project-detail/P163973
https://www.worldbank.org/en/news/loans-credits/2019/05/23/indonesia-third-fiscal-reform-development-policy-loan
https://www.worldbank.org/en/news/loans-credits/2019/05/23/indonesia-third-fiscal-reform-development-policy-loan
https://projects.worldbank.org/en/projects-operations/project-detail/P174560
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2. A reduction by half in the number of
days, as stated in the regulations, to pro-
cess a (gas)** Independent Power Pro-
ducer (IPP) license;

There was considered to be a crisis of un-
der-investment throughout the gas value
chain, so rather than taking the opportunity
to fast-track renewables, the DPL supported:

i. setting a conducive environment for
commercialising existing gas resourc-
es and stimulating exploration in the
upstream;

ii. accelerating investment in critical gas
infrastructure  (transportation, pro-
cessing, storage) to manage gas sup-
ply in the midstream;

iii. increasing the share of gas in power
generation and promoting the use of
gas in a wide range of industry sec-
tors in the downstream.

The DPLs prior actions (conditionalities
agreed with governments) included a set of
“triggers” (described as indicative prior ac-
tions for future operations). The 2015 DPL’s
trigger 4 required that “The Borrower intro-
duce(s) regulatory measures in the gas mid-
stream that would encourage mid-stream
entities to accelerate investment in critical
gas processing, transportation and storage
facilities.”

“Indonesia is a renewable energy giant.
Transitioning from one dirty energy source to
gas is a futile effort as this will hinder the
real energy transition. The effort to utilize
renewable energy sources, like the abundant
solar power in Indonesia, may be thwarted

- Andri Prasetiyo, Trend Asia

Trigger 5 stated that the Government of In-
donesia had to complete a process of de-
tailed gas infrastructure project planning to
build on a 2015 Gas Roadmap to address
land use, environmental and social consider-
ations and financing arrangements. In 2018
the Indonesian Government drafted a new
gas plan in line with World Bank prior ac-
tions®, which lays out their medium-term
strategy in the gas sector, firmly and square-
ly putting carbon-intensive gas on the Indo-
nesia map for generations to come.

The World Bank and Indonesian government
have sustained a deep technical and policy
dialogue in relation to gas that continues to
this day. Even though the second DPL in this
series was cancelled, the World Bank's tech-
nical assistance to Indonesia has continued
to focus on a gas sector planning review, a
gas regulatory assessment, licensing simpli-
fications and a power sector assessment and
review of gas-to-power challenges.®’

The World Bank’s Independent Evaluation
Group (IEG) 2019 Implementation Com-
pletion Report (ICR)*® welcomes the DPL
reforms that helped increase the volume of
gas to be supplied under new contracts be-
yond the programme target. For example,
a BP-led consortium assigned 75% of future
LNG production to PLN from the third fa-
cility for gas liquefaction and purification

by this dash for gas.”

of the Tangguh LNG facility in West Papua
then under construction by a BP-led consor-
tium, but delayed for completion to 2022
because of Covid-19 and two tsunamis in
2018.% PLN has contracted gas for the Java
2 power plant from BP’s Tangguh project,
where gas production was planned to rise
exponentially in 2020 from 17 million cubic
feet per day (mmscfd) to 218 mmscftd.*

Notably the ICR praised reform under the
DPL for enabling greater state participation
in the upstream oil and gas sector*'. This is
in contradiction to the World Bank’s own
commitment in December 2017 to end its
financial support for upstream oil and gas
extraction within two years.*

At the time of the ICR in 2019, the Indo-
nesian energy system was far from aligned
with the Paris Agreement: coal accounted
for 55 percent of the country’s power gener-
ation (against 53 percent in the programme
document), gas for 26 percent (up from 24
percent and considered a success by the
ICR), renewables 12 percent (up from 10.9
percent) including geothermal 3 percent (a
drop from 4.4 percent).®

The Indonesian government still plans to
generate 23 percent of electricity from re-
newable energy sources by 2025. This is
where DPF could play an important role.

Keeping the tap open on gas

In its Country Programme Framework (CPF)
2021-2024 for Indonesia, the World Bank
is keeping the taps open for gas. The CPF
states that the bank is intending to sup-
port the "acceleration of deployment of
natural gas and biogas”. It also plans an
ASA to support gas and alternative ener-
gy sources with a stated aim of “improv-
ing the investment climate for private in-
vestors by strengthening natural resource
governance, gas infrastructure planning,
and regulatory reform”.** The inclusion
of gas in the same bracket as “alternative
energy sources” remains contradictory to
the World Bank’s decarbonisation agenda

and is at odds with its new Climate Change
Action Plan®, which aims to align with the
Paris Agreement through the “provision of
support to clients in a way that is consistent
with low-carbon and climate-resilient de-
velopment pathways”.

Not only will accelerating the use of natural
gas lock Indonesia into a high carbon future,
but it will also squeeze out the potential for
the rapid expansion of renewable energy in
the energy mix. In other words, the World
Bank’s own recommendation will create a
major obstacle to the Indonesian govern-
ment’s objective of reaching 23 percent of
generation from renewables by 2025.

Civil society groups in Indonesia question
how and why the World Bank Group advo-
cates for gas in the CPF, when the opportu-
nity is ripe to finance and support the rapid
uptake of sustainable renewable energy, in
line with Indonesia’s decarbonisation goals®.

Indonesia Recommendations

e The World Bank in Indonesia, and
globally, must ensure that any policy
reforms that incentivise fossil fuel us-
age or investments (through lower tax
liability and/or higher tariffs) are ex-
cluded from financing.

e All fossil fuels, including coal, oil and
gas, must be on the Excluded Expen-
ditures list for Development Policy Fi-
nance (in addition to project finance).

* The World Bank Group, including the
IFC, should support Indonesia to seize
the opportunity to lock in deep emis-
sions reductions as it recovers from the
pandemic, rather than put decarboni-
sation on the backburner.

e The World Bank in Indonesia should
urgently phase out its continued expo-
sure to coal evidenced in the Country
Programme Framework (CPF) includ-
ing through its financial intermediary
investments and private sector loans
and guarantees, as well as through
support to PLN, which has continued
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plans to expand coal, through coal
plants already in its pipeline.

e The World Bank Group should cease
finance that accelerates the use of nat-
ural gas and gas infrastructure plan-
ning and instead prioritise a sustain-
able renewable energy transition.

Pakistan

World Bank’s Prior Actions: opening
Pandora’s Box for unsustainable energy
in Pakistan

DPFs for Energy Sector Reform and
Stabilisation in Pakistan, the role, the
trends

Pakistan has been a member of the World
Bank since 1950. Since then, the World Bank
has been a central government partner in
energy sector planning and development
in Pakistan, and continues to be extremely
influential in providing technical assistance
and development policy finance that deter-
mine the country’s legal, regulatory, and pol-
icy frameworks.*

Looking back as far as 1985, the World Bank
engaged with the government of Pakistan
to develop a long-term energy develop-
ment strategy which aimed to bring private
investors into power generation. This ap-
proach continues today.*® Take, for example,
the role the World Bank played in forming

Pakistan

Pakistan'’s first independent power produc-
er (IPP) Hubco. In 2021 Hubco is Pakistan’s
largest IPP and equity investor/owner in
three of the new Thar coal power plants and
continues to have growth plans that include
“strategic onshore and offshore acquisitions
of thermal power plants”.#°

Since the 1980s, the nature of the power
crisis experienced in Pakistan has evolved
from one of chronic power supply deficit to
one where there is excess installed capac-
ity but not enough cash flow in the system
to run it.*® When this happens, the distri-
bution companies can't pay independent
power producers who, in turn, are unable to
pay fuel providing companies thus creating
the circular debt effect in the country. The
build-up of circular debt has undermined
the viability of the country’s energy sector,
hurt industry and exports and impacted new
investment and job creation.

The World Bank has sought to address the
problem of circular debt by reducing gov-
ernment subsidies and increasing profits.
This has had the unintended outcome of
attracting new coal investors because of an
increase consumer tariffs.®!

Development Policy Loans and Prior
Action in the Energy Sector since 2015

The Paris Climate Agreement was reached
by governments in 2015, committing parties

“The World Bank’s Development Policy
Financing and technical assistance programs
have historically dictated the long-term
outlook of Pakistan’s energy landscape to
detrimental effect on livelihoods, local
ecologies, and national cohesion.”

- Zain Moulvi, Alternative Law Collective,
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to “holding the increase in the global aver-
age temperature to well below 2°C above
pre-industrial levels and pursuing efforts
to limit the temperature increase to 1.5°C
above pre-industrial levels, recognizing that
this would significantly reduce the risks and
impacts of climate change.”*?

Meanwhile the World Bank, between 2014
and 2016 committed $1.1billion to energy
sector reform in Pakistan that had an em-
phasis on tariff reform as Prior Actions to
the disbursement of funds. This tariff reform
paved the way for Pakistan’s National Elec-
tric Power Regulatory Authority (NEPRA) to
offer “the most attractive upfront tariff for
coal-fired power projects in the world” ac-
cording to a NEPRA official,** thereby set-
ting the stage for massive expansion of coal
in the Thar region and beyond.

The bank’s technical assistance and ad-
visory services,**which accompanied the
DPF operations to support the Pakistan
government in policy formulation on how
to attract coal investors,>® allowed for this
exceptionally high Return on Equity (ROE)
which drew investments specifically to the
Thar-based power plants.

The table on page 12 demonstrates the
high number of DPF operations since the
Paris Climate Agreement was reached in
2015 and the period under review in the
DPF Retrospective, which directly target-
ed or target the energy sector, infrastruc-
ture investment, and tax policies, as well as
‘ease of doing business’ in Pakistan. When
the World Bank provides budget support
to governments through development pol-
icy finance (DPF) operations, governments
must first implement a set of policy reforms
known as “Prior Actions”.>

RECOURSE

WORLD BANK FAST TRACKING
- DEVELOPMENT POLICY
CONDITIONALITIES IN
PAKISTAN LED TO WEAKENED
RENEWABLES TARGETS

1



Development Policy Finance, Programme for Results and Prior Actions in the Energy
Sector since 2015. Number of Prior Actions by Issue®’

DPF Operation

Amount Year Energy Infrastr. Tax Doing Cli-

(million Sector Invest- Policy Busi- mate
Us$) ment ness
Second Power Sector Reform $500 Nov-15 5
Development Policy Credit to Dec-
16
Punjab Jobs and Competitive-| $100 | 2016-21 4 2

ness Program for Results

Competitiveness and Growth $420 2016 2 2 1
Development Policy Financ-
ing (Policy Based Guarantee)

Competitiveness and Growth $500 2016 2 2 1
Development Policy Credit
Finance for Growth Develop- $301 2017 2 1

ment Policy Credit

Punjab Agriculture and Rural
Transformation Program for

Results $300 2017-23 1
Public Financial Management $400 2017-21 1

(PEM) and Accountability to

Support Service Delivery

Punjab Green Development $200 |2018-23 1 1
Program for Results

Punjab Cities Program for $200 2018-23 2

Results

Khyber Pakhtunkhwa (KP) $118 2019-24 1 1

Revenue Mobilization and
Public Resource Management

Securing Human Investments $500 2020
to Foster Transformation

(SHIFT)

Resilient Institutions for Sus- $500 2020 2 2
tainable Economy (RISE) DPL

Actions to Strengthen Per- $200 2020-25
formance for Inclusive and

Responsive Education P for R

Punjab Resource Improve- $304 | 2020-25 1 3 3 2
ment and Digital Effectiveness

P forR

Pakistan Program for Afford- $400 2021-22 3 1 2

able and Clean Energy (PACE)

Those DPLs highlighted in grey are discussed further in this case study.
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i | = The power sector has long been a
burden on the economy, providing

Pakistan

sector deficits.
= Electricity is largely generated by power
H plants using oil, gas, and lately coal.
i | = Consumer tariffs are distorted through
: subsidies

Program for
Affordable and Clean
Enargy DPF (PACE)

insufficient services and building up large | §

Reduce the “circular debt” of the power sector by

i i | reducing power generalion costs, decarbonizing the
i | energy mix, improving efficiency in distribution, and
i i | retargeting electricity subsidies. Policy actions
included the approval of a least cost generation plan
i | which includes 63 percent of renewable energy by

i| 2030.

New Energy Plan relies more heavily on
larges-scale hydro and gas

In 2021, the Government of Pakistan is com-
pleting its second year of foundational re-
forms to comply with Prior Actions for three
DPF operations amounting to $1.4bn in this
first phase, supported by the World Bank.
According to the bank, these DPF operations
aim to restore financial viability of the pow-
er sector and lock in the transition to a low
carbon footprint (Program for Affordable and
Clean Energy, PACE, 2021-22, improve fiscal
management and competitiveness (Resilient
Institutions for Sustainable Economy, RISE,
2020) and accelerate human capital accumu-
lation (Securing Human Investment to Foster
Transformation, SHIFT, 2020).%8

Collectively, the World Bank expects PACE,
RISE, and SHIFT reforms to help Pakistan
break out of boom-and-bust macroeconomic
cycles and get on a sustainable growth path.
The World Bank’s Retrospective acclaims the
Pakistan PACE Programme as an example of
a DPF with climate-related reforms:>

But in our analysis, the Prior Actions required
by this DPF operation have had a destabilis-
ing effect on Pakistan’s ability to transition to
a sustainable renewable energy pathway.

The $400 million Pakistan Program for Afford-
able and Clean Energy (PACE)®° focuses on
measures to improve the financial viability
of the power sector and support the coun-
try’s transition to low-carbon energy.®'The
disbursement of loan funds under the first of
at least two $400 million DPF operations for
PACE specified Prior Action 3 (PA3):

“PA3 will further the government’s commit-
ment to transition to 66% renewable energy

by 2030 through the adoption of a least cost
generation plan (IGCEP)"¢

This least-cost generation plan, in its current
iteration is the Indicative Generation Capaci-
ty Expansion Plan, 2021-2030 (IGCEP) and is
therefore a key component of PACE. It de-
fines Pakistan’s roadmap for reducing costs
and greening the energy mix. The IGCEP de-
termines Pakistan’s choice of generation tech-
nologies and the scheduling of all additions
to the national grid in the coming decade. It
should therefore be a crucial component of
Pakistan’s efforts for climate action under the
Paris Agreement.

But on August 26, 2021, under immense
pressure to meet its Prior Actions towards the
World Bank, Pakistan’s Cabinet Committee
on Energy (CCoE) gave its hasty approval to
what is a controversial IGCEP developed by
the National Transmission and Dispatch Com-
pany (NTDC) as part of its obligations under
the Grid Code (this sets out their operating
procedures and principles with the authorised
electricity operators).®* NEPRA approved the
IGCEP on 24 September. However, this ap-
proval came with a strong dissenting note
from Rafique Ahmed Sheikh, Vice-Chairman
of NEPRA and member for the province of
Sindh, who refused to sign it.

The political pressure for this fast-tracking of
the IGCEP came in early August when World
Bank Vice President for South Asia, Hartwig
Schafer, visited Pakistan and stated:

“We urge the government to accelerate the
pace of power sector reforms as these are
critical for Pakistan to achieve higher eco-
nomic growth and resilient recovery from the
COVID-19 pandemaic.”*

Far from responding to the need for a tran-
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sition to sustainable renewable energy the
CCoE is quoted as saying that the IGCEP en-
visioned “the commissioning of a portfolio of
new generation projects including many hy-
dropower projects, Thar coal-based projects,
K-3 nuclear power plant, and over 4,000MW
of solar and wind-based renewable energy
projects”.6®

The revised version of the IGCEP slash-
es the planned wind and solar capacity to
2030 by 17,000MW. The 2020 IGCEP was
compliant with Pakistan’s Alternative &
Renewable Energy Policy (AREP) 2020, as
well as the World Bank’s own research laid
out in the “Variable Renewable Energy
(VRE) Integration and Planning Study”¢¢
which recommends a VRE of 30%-33% by
2030. But the new IGCEP has abandoned
this and today only reaches 17% of the
generation mix by 2030 (Figure 2).¢

The generation mix in the new IGCEP is dom-
inated by expensive and dirty fossil fuels, with
additions of around 8.5 GW of coal, and 10
GW of liquefied natural gas (LNG) and gas to
be made in the next 10 years.

The IGCEP itself states that “Renewable
energy, including wind and solar, are
quickly becoming cheapest forms of new
electricity generation across the globe”

and that the “trend of cost reduction for the
renewable technology is set to continue in
the future and will inevitably reduce the cost
burdens, reliance on increasingly expensive
fuels and hence lowering the overall gener-
ation cost” .’

The 2021 IGCEP contradicts itself, as while
confirming that wind and solar are the cheap-
est forms of new power generation,’®it recom-
mends relying less on these energy sources.
The IGCEP cannot, therefore, be considered
a least-cost plan as it set out to do and it vi-
olates the very aims and purposes set by the
Pakistan government and the World Bank.
Yet the government is still pushing it through
post-haste, because of the Prior Actions im-
posed by the bank itself.

Pakistan civil society’s hopes for an ecolog-
ically and socially responsible approach to
hydropower has also fallen by the wayside
in this plan.”” The new IGCEP has dramati-
cally scaled up plans for large hydropower
despite the long-term dangers of hydropow-
er projects in the context of Pakistan’s wa-
ter-stressed geography.”? For example the
construction of the Tarbela Dam on the river
Indus and other upstream structures to divert
water on the river Indus are major causes of
the degradation of the Indus delta and se-

Pakistan’s 2021 Energy Plan Differs from 2020
New plan relies more on hydro, avoids solar and wind

Imports  Nuclear Oil

5,000

Coal LNG Wind Solar 0

Hydro Gas Bagasse

c NO0
. -5,000

Difference between 2021 10,000

verely affecting sources of livelihood for local
communities.”*By adding more hydropower
without considering those with existing legal
and established claims on water use, the |G-
CEP 2021-30 is likely to increase water con-
flict in Pakistan.”*

In addition, there are questions over hydro-
power dams’ ability to supply power reliably
for Pakistan. A recent heatwave of the type
likely to occur more often as the climate con-
tinues to change has led to blackouts, as the
power system was unable to meet increased
demand.”®*The fact that the Tarbela dam was
only operating at 25% capacity’®due to water
shortages, contributed to the power cuts.””

Pakistan civil society groups have engaged
closely with the IGCEP's development and ap-
proval process and have also participated as
stakeholders in public hearings and debates.
This process yielded visible gains with NEPRA
acknowledging the need to uphold the statu-
tory minimums on Variable Renewable ener-
gy shares and pledging, at the public hearing
in June 2021, to conduct an evidence-based
reappraisal of the IGCEP with continuing dia-
logue and input from stakeholders and inde-
pendent experts.

It is therefore disappointing that what had
been a successful collaborative process has
been interrupted and a flawed plan rubber
stamped to secure the disbursement of the
$400m PACE DPL in spite of NEPRA's Vice
Chair and Sindh province representative con-

“It 1s remarkable that the consultative
practices around such programmes continue
to ignore and neglect the true stakeholders

testing it due to grievances with the deci-
sion-making process.

Pakistan Recommendations

“The reforms underpinning PACE and SHIFT
can contribute to facilitating sustainable in-
vestments and generate welfare gains for
those most in need,” said Najy Benhassine,
World Bank Country Director for Pakistan.”®

These laudable goals have been compro-
mised by the Prior Action contained with-
in the PACE agreement itself, that has fast-
tracked an IGCEP with significantly reduced
wind and solar targets, a massive increase in
large hydro power that is highly contentious,
and that risks derailing Pakistan from its de-
carbonisation commitment. This has already
proven to be a contentious issue between the
provincial governments and the national gov-
ernment.

World Bank DPF in Pakistan is continuing to

finance fossil fuels and unsustainable energy

models by default through energy sector sta-
bilisation and reform.

* The World Bank in Pakistan, and globally,
must ensure that any policy reforms pro-
moted by DPF that incentivise fossil fuel
use or investments (through lower tax li-
ability and/or higher tariffs) are excluded
from financing.

e All fossil fuels, including coal, oil and gas,
must be on the Excluded Expenditures
list for Development Policy Finance (as

and 2020 energy plans  : 7
Capacity (MW)----5 1 5,000
Generation (GWh)««ss«=s

20,000

Sources: IGCEP 2020, IGCEP 2021 [EEFA
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of these projects - everyday citizens and
communities in struggle.”

- Zain Moulvi,

Alternative Law Collective,

Pakistan
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well as project finance), so that the World
Bank in Pakistan and elsewhere can put
the lid on the Pandora’s Box of unsustain-
able energy.

* The DPF and Prior Actions should create
opportunities for a green and inclusive
economic recovery from the COVID-19
pandemic in Pakistan such as sustainable
and clean energy transition, phasing out
fossil fuels and promoting access to en-
ergy. Climate-focused DPF should be an
important part of Bank-supported recov-
ery efforts from now on.

* As the World Bank’s COVID-19 response
moves into a longer-term recovery phase,
DPF should support ambitious climate
objectives, where there is high poten-
tial to mitigate climate change, or where
there is acute climate vulnerability.

Conclusion

The policies countries embrace today as
they recover from the COVID-19 pandemic
induced crisis will affect their future devel-
opment, their carbon emissions and their
climate readiness far into the future. The

nature of today’s recovery efforts supported
by the World Bank will influence economic
development pathways for many years to
come.

The World Bank must ensure that its DPF is
aligned with the goals or the Paris Agree-
ment and that the Prior Actions, or reforms,
demanded are consistent with that objec-
tive, both in the letter of the Prior Actions as
well as in the political process that accom-
panies their implementation.

The case studies above demand a revised
approach from the World Bank that ensures
that all DPF financing explicitly supports the
global transition to sustainable renewable
energy and is not complicit in supporting
the expansion of coal and gas through the
back door. It is time for all fossil fuels to be
added to the Excluded Expenditures list.

As the World Bank grapples with energy
sector stabilisation in countries affected by
crisis it must also urgently address how its
DPF operations can stop supporting fossil
fuels by default.
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