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The Commonwealth Sustainable Energy Transition (CSET) Agenda encourages and promotes
collaboration amongst Commonwealth member countries in the transition to sustainable
energy systems and action towards achievement of the SDGs. It builds on the recognition at
CHOGM 2018 of the critical importance of sustainable energy to economic development and
the imperative to transition to cleaner forms of energy in view of commitments by member
countries under the Paris Agreement. It is anchored on the following three key pillars drawn
from the agreed outcomes of the inaugural CSET Forum in June 2019 and leverages existing
programmes of the Commonwealth Secretariat:

o Inclusive Transitions: advocating equitable and inclusive measures for energy transitions
that recognise and address impacts on economies, communities and industries.

o Technology: propagating advances in technology solutions and innovations as well as
research and development for sustainable energy systems.

o Enabling Frameworks: supporting the development of enabling frameworks, including
policy, laws, regulations, standards and governance institutions for accelerating energy
transitions.

For more information, contact the Series Editors: Alache Fisho (a.fisho@commonwealth.int),
Legal Adviser, and Victor Kitange (v.kitange@commonwealth.int), Economic Adviser, Trade,
Oceans and Natural Resources Directorate, Commonwealth Secretariat.

Abstract
The threat of climate change has triggered a global transition to a low-carbon economy. The cen-
tral challenge of this is to make sure that no one is left behind. Ensuring an inclusive energy transi-
tion is vital to achieving sustainable, stable, people-centred development that reflects the broader
goals of society. This paper identifies how to deliver an inclusive transition for all stakeholders, as
the pace of change accelerates in the next decade and beyond.
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Abbreviations and Acronyms

CES co-ownership energy schemes
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SDGs Sustainable Development Goals
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Summary

The challenge to society today concerns ensur-
ing that the energy sector transition contributes
to economic recovery with a new ‘heartbeat’
of inclusivity, reflecting the goals of equity,
fairness and equality. The energy transition is
playing an important role in society and in fur-
thering sustainable economic growth. As the
transition happens and society moves towards
2030, 2040 and 2050 goals, no one should be
left behind. At the heart of the transition needs
to be inclusivity. Commonwealth countries
can achieve this inclusive transition, broadly
defined as ‘advocating and promoting equitable
and inclusive measures for energy transitions
that recognise and address in a meaningful
way the impact on economies, communities
and industries. This paper focuses on how to
operationalise an inclusive transition into prac-
tice and identify practical solutions that can be
applied by governments to deliver actionable
outcomes. Stakeholders and institutions have
to be identified and allocated responsibility for
achieving transformations across the spheres of
politics, economies and societies. New initia-
tives for inclusivity can happen at the interna-
tional, national and local levels and they can
be implemented differently by Commonwealth
member states. Key actions to ensure the deliv-
ery of an inclusive energy transition include
targeting action on the following ten issues: (1)
data management, (2) limits and targets setting,
(3) agency development, (4) responsibility for
decision-making, (5) training and capacity for
public servants, (6) public education for all,
(7) investment decision-making on cost and

attractiveness, (8) building flexibility and resil-
ience into policy-making, (9) law and policy
alignment, and (10) post-decision monitoring.

Key Recommendations

o Identify stakeholders and institutions and
align policy which is supported by data
management and analysis techniques to
deliver new investment, new jobs and ensure
industry competitiveness in a manner that
contributes to the inclusive and sustainable
development of a society.

o Establish a government unit, agency or
commission (of experts) to deliver an inclu-
sive transition and ensure that opportuni-
ties from the energy transition are realised.
This new inclusive transition commission
can perform a number of functions, with
a key one being to engage with stakehold-
ers, collect data, and provide the evidence
to enable ministries to make decisions on
ensuring inclusivity

o Plan scenarios to action and achieve an
inclusive transition new pathways and begin
the following Inclusive Transition Action
Plan process: (1) data management, (2) lim-
its and targets setting, (3) agency develop-
ment, (4) responsibility for decision-making,
(5) training and capacity for public servants,
(6) public education for all, (7) investment
decision-making on cost and attractiveness,
(8) building flexibility and resilience into
policy-making, (9) law and policy align-
ment, and (10) post-decision monitoring.



6 Inclusive Energy Transition

1. Introduction

1.1 Aninclusive transition that countries can undertake to achieve such a

The energy transition can contribute to an recovery, through advocating and promoting
economic recovery that is equitable and inclu- equitable and inclusive measures for energy
sive. This paper examines practical solutions transitions that recognise and address in a

Figure 1. The process of inclusive transition
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meaningful way the impact on economies, com-
munities and industries.

The move away from an unsustainable reli-
ance on fossil fuels at the lowest social and eco-
nomic cost is one of the major challenges faced
by humanity today. The need to curb carbon
emissions and to adopt new energy systems calls
for a fundamental redesign of political, economic
and social systems. Accountability of decision-
makers and transparency of their decisions is
fundamental to ensuring that the transition to a
low-carbon economy is inclusive and just, where
fairness, equity and equality are evident and dif-
ferent interests are taken into account.

Of importance also in this transition are
the institutions involved and their perspec-
tives regarding the pathways and different sce-
narios for achieving an inclusive transition.
Fundamental for an institution is the data col-
lected and the lens through which policy can be
viewed, that is, a local, national and/or inter-
national (including regional) lens. A further
important issue centres on communication and
education around the inclusive transition and
ensuring public confidence and acceptance.

In this paper, the aim is to move beyond
the term ‘inclusive transition’ as a theoreti-
cal concept to its operationalisation into prac-
tice, identifying practical solutions, strategies,
pathways and scenarios that can be applied by
governments to deliver actionable outcomes.
Diagrammatically, Figure 1 shows the process
to achieve an inclusive transition.

The impact of and recovery from COVID-19
will have a significant influence on the energy
transition and inclusivity within its process, and
this is still evolving. However, what is beyond
doubt is the need to introduce more resilient
policy measures in light of such crises, and par-
ticularly in the context of the energy transition.
Again, the paper will provide practical solu-
tions in this context.

1.2 Energy transition performance
around the world

The energy transition from fossil fuels to low-
carbon energy has been happening for around
two decades. It has provided challenges and
opportunities for countries in many different
ways. For example, it is important to consider
the existing energy mix of a country, and what
resources it has and may have access to in the
future. Some countries have greater access to

low-carbon energy sources, given their geogra-
phy and natural endowments, and can acceler-
ate towards the energy transition. However, for
other countries, there will be some institutional
challenges and indeed slower transitions for
those countries which do not have such access.

There exists a significant volume of reports
on the energy transition internationally (for
example, from the European Union [EU]J,
World Bank, International Energy Agency
[IEA], etc.) and repeatedly they highlight the
successful energy transition developments and
pitfalls that Western European countries have
experienced. This can be attributed to key influ-
ences, such as the creation and advancement of
European Union policy, access to finance and
consumer demand. Irrespective of the success
of EU countries in achieving initial goals of the
energy transition, there remains the need for
an inclusive transition in the EU for the same
reasons as there is worldwide. Society has to
ensure that the energy transition has equity
and inclusiveness as key characteristics of the
process.

More recently, as the debate around an inclu-
sive transition has grown, issues such as climate
change, public health and technological advance-
ment are increasingly becoming influential.
A key reason that combines elements of these
issues above is that newer energy technology has
become more cost-effective. The conventional
energy sources of our old energy system, oil, gas
and coal, have over time become expensive and
less efficient, and they are subject to major price
fluctuations. Slowly new competition has arrived
in the form of low-carbon technology, which has
begun to compete on price. In addition, this new
technology has the additional benefits of curb-
ing carbon emissions and therefore contributing
positively to public health.

Hence, the energy transition should not
result in the recreation of society in its current
form, which consists of extremes in societal
inequality. The benefits from the energy tran-
sition have to be distributed more fairly and
sustainably, and in that way policy formula-
tion and the resulting effects should deliver an
inclusive transition.

Inclusion, empowerment and equality, must be
at the heart of our efforts’ to ensure sustainable

development.
United Nations Secretary-General Antdnio
Guterres, 17 July 2019



1.3 Aninterdisciplinary approach

The key issues and challenges on inclusive
energy transition are multidisciplinary and,
thus, need ‘interdisciplinary’ thinking to
address them. While the disciplines concern-
ing law and policy are critical, as they set the
rules for the energy transition, other disci-
plines including economics, management,

Inclusive Energy Transition

social sciences and technology, are also essen-
tial — as they allow for interpretation of the
dynamic capacity of this transition. The occur-
rence of COVID-19 and the resulting global,
social and financial crisis demonstrates that
future policy delivery, and also the economy
in general, need to be more resilient to exter-
nal shocks.

2. Keyissues

2.1 Elements of aninclusive energy
transition

As stated earlier, an inclusive (energy) transition
is broadly defined as ‘advocating and promot-
ing equitable and inclusive measures for energy
transitions that recognise and address in a mean-
ingful way the impact on economies, communi-
ties and industries. In assessing the key issues of
an inclusive energy transition, it is necessary at
first to identify its core elements. These revolve
around identifying and aligning the stakehold-
ers, the institutions and the policy needed to
ensure an inclusive transition (Figure 2). Then
the steps to achieving an inclusive energy transi-
tion can be determined and clarified.

2.2 Stepsinaninclusive energy
transition

The practical development of an inclusive
energy transition will involve several steps that
are necessary for identifying what an inclusive
energy transition will be in a particular country.
Figure 3 shows these practical steps to identify

and align the stakeholders, the institutions and
the policy needed to ensure an inclusive transi-
tion. Further, it will assist in identifying future
needs as the energy transition continues.

After the resulting analysis (from Figure 3)
is completed, then it will be possible to identify
the areas and economic sectors to address in an
economy and understand: (a) how the energy
transition will develop and impact a particular
sector (such as industry, tourism, education
etc.); (b) who are the stakeholders and institu-
tions involved; and (c) how policy can ensure it
is an inclusive process. It is important to realise
that there is a major challenge here to ensure
policy alignment across different sectors in
the economy, such as labour, health, industry,
education, tourism and agriculture. Actions in
one sector have to be complemented by actions
in others to ensure an inclusive transition. For
example, if planning to reduce the reliance on
oil and gas, policies have to be developed across
the relevant ministries for energy, finance,
labour and education to move society beyond
traditional energy sources.

Figure 2. Three elements of an inclusive energy transition

The energy transition ‘
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Figure 3. Three-step process to identify the elements of an inclusive energy transition

* Identify the stakeholders who are
already marginalised

* ldentify the institutions involved
already in the transition

« Identify the policies already in place
for the transition

Elements of an

First steps

* ldentify the economic sectors
involved in the transition

* Identify the team for planning,
developing and preparing the data
and decision-making plans for the
inclusive transition

—

Second steps

m

« ldentify the stakeholders who will
be affected by the energy transition

« ldentify the institutions that need to
be involved in the transition

* Identify the new policies needed for
the transition

—

inclusive

A successful energy transition can happen
faster if it is inclusive, as there will be more sup-
port for a transition across the different stake-
holders - that is, politicians, business and the
public (see the discussion in Box 1). If an inclu-
sive energy transition is planned and a long-
term policy developed, it leads to increased
policy certainty, which is necessary to ensure

sustained investment. Long-term policies
that have public acceptance (see Box 1, where
examples of success in Denmark and France are
highlighted) will be easier to finance and attract
investment, as they ensure policy certainty
around the ‘investment, while greater protec-
tion is provided to the investor with relevant
property right protection.

Box 1. Mini case study: Energy transitions performance

France success since transformation in the 1970s

Inthe 1970s, France through the use of nuclear energy (a low-carbon energy source) realised near 80 per cent
of domestic electricity production from this source. This was achieved through cross-political party decision-
making, and domestic major and continuous subsidy support. There was public acceptance of the industry,
which provided jobs, clean energy and the growth of an industry which began to export also.

France also has in government a Ministry for the Ecological and Inclusive Transition.

Denmark success since transformation in the 1970s

Denmark transformed from a country with near 100 per cent energy imports to 100 per cent green domestic
energy production from the 1970s to today. This was achieved through its energy policy having cross-political
party decision-making, domestic major and continuous subsidy support, and local population co-ownership
schemes. In addition, Denmark now has a wind energy sector which exports.

Performance across a Commonwealth country selection: global ranking of early 2020 energy
transition performance (World Economic Forum 2019 and 2020)

The World Economic Forum ranks countries from number one downwards on their energy transition
performance. The UK is the highest ranked Commonwealth country, in seventh place, with a range of
performances from other member states. This highlights the need for more policy action on the energy
transition:

» Africa—Nigeria 113th, Kenya 79th, South Africa 106th and Mozambique 109th

« Asia—India 74th, Bangladesh 87th, Sri Lanka and Pakistan 94th

« Caribbean and the Americas — Trinidad and Tobago 77th, Jamaica 75th and Canada 28th
« Europe —UK 7th, Cyprus 48th

+ Pacific—Australia 36th, New Zealand 17th
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The above cases on France and Denmark high-
light the positive impact of the inclusive energy
transition, which transcends beyond the energy
sector, and supports industry and can develop
local employment (and in the case of Denmark,
co-ownership of energy assets). Law and policy
that support growth in the energy sector have
to be developed, but also important is develop-
ment of the low-carbon sectors around trans-
portation, industry, tourism and infrastructure
(which includes buildings and equipment -
where energy efficiency is critical). It is a system-
wide change that is needed. Box 1 also indicates
the mixed performance of Commonwealth
countries. Nevertheless, there is inspiration that
can be garnered from large (e.g. the UK) to small
(e.g. New Zealand) Commonwealth countries.

There are many benefits for society from
an energy transition. There are two that are of
particular importance. First, industry can ben-
efit from lowering its operational costs in the
long run and also, as evidence shows, it will
do so with a more stable and flexible (Heffron
et al., 2020) electricity supply, which increased
renewable energy can supply. Second, at the
local level, there are employment opportu-
nities to be created. For example, in the US,
there are deemed to be ten jobs in the green
economy for every one job in the conven-
tional fuels — around 9.5 million to 900,000
(Georgeson and Maslin, 2019). Further, this
is also demonstrated by research in this area
on other regions in the world. For example, in
sub-Sharan Africa, a region with 3 per cent of
the global gross domestic product (GDP) and
one the fastest growing regions in the world,
solar PV will be responsible for 65 per cent of
total jobs in the energy sector by 2050 (and
direct energy jobs will rise from 1.2 million
in 2015 to 5.5 million by 2050) (Ram et al.,
2020). However, renewable energy can result
in more indirect jobs and further oft-grid
renewable energy development (in reports by
the International Renewable Energy Agency')
could create about 4.5 million jobs worldwide
by 2050. This, for example, will result in jobs
as a result of the growth of energy access and
subsequently contribute to local employment
through the resulting economic growth.

2.3 Data management and analysis

Data production and analysis is on the rise
in modern times. The energy transition is no
exception and there is a rise in energy data

Inclusive Energy Transition

being produced throughout the sector. In assess-
ing what type of data is needed for an inclusive
energy transition, it is necessary to ask some
basic questions around data. These are as follows:

1. What data is needed?
Who will gather the data and where will it
be sourced?

3. How will the data be analysed?

Who will interpret the data?

5. What will be the ‘limits and targets’ applied
to the data?

L

Policy-makers (whether they be governments,
government departments, regulators, gov-
ernments agents, etc.) have to increase their
capacity to gather, manage and utilise data.
The responsibility for data gathering should be
allocated to a specific government department
and/or agent. Importantly for this inclusive
energy transition, data will have to come from
multiple sources, such as ministries responsible
for energy, the environment, climate change,
industry, tourism, labour and health.

Once the data are collected, then it needs to
be decided how that data will be analysed, who
will interpret the data, and what ‘limits and tar-
gets’ will be applied. The latter is very impor-
tant in terms of the development of an inclusive
energy transition. For example, one area of data
collection that forms part of an inclusive energy
transition is on energy poverty. Energy poverty
is a disputed term from country to country, with
some countries having it revolve around energy
access data and others around energy afford-
ability data. Nevertheless, the issue of energy
poverty highlights why limits or target setting
in policy-making can have a major impact in
terms of decision-making.

Consider Box 2, which provides an example
of a mini assessment of energy poverty indica-
tors, and how for different countries they will
have different priorities. Some countries set an
amount of disposable income as a determinant
of whether a citizen is in energy poverty or not;
for example, if an individual spends more than
10 per cent of their disposable income, they
are in energy poverty. Meanwhile, for other
countries, there will be a focus on accelerating
energy access, with the focus on the percent-
age of income spent on this energy a secondary
consideration. Hence, the definition of energy
poverty and the data then collected are of high
importance to informing the policy debate and
determining the next set of policy changes.
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Box 2. Miniassessment of energy poverty indicators

« Thereis no common definition of how to measure energy poverty.

« There are two leading methods. For some countries, this is around (1) energy access and for others it is
around (2) energy affordability, which will be income related (including disposable income).

« Academic research states that a citizen should spend no more that 10 per cent of disposable income on

energy (and this applies in the UK).

« Formany countries, those in energy poverty will not be able to afford energy and/or they will be given a

subsidy based on theirincome.

» Fordeveloping countries, the priority is energy access.
- Sustainable Development Goal 7 (SDG7) aims to ensure access to affordable, reliable, sustainable and

modern energy for all by 2030.

» 118 million people each year have gained access to energy since 2010.
» About 860 million people are still without access to electricity.
« Access rates are around 45 per cent in sub-Saharan Africa and 70 per cent in other developing countries.

Source: World Bank et al. (2019).

Therefore, in considering an inclusive energy
transition, and how a policy is defined and the
resulting questions around data management
and analysis (that is, the five earlier questions
around: the data is needed, data gatherers and
sources, data analysis, data interpretation, and
data limits and targets) are of vital importance
to determine answers to. The allocation of
responsibility for this process of data manage-
ment and analysis is a necessary step in the pro-
cess to an inclusive energy transition.

2.4 Data monitoring and time horizons

In considering data utilisation, as outlined
above, it is necessary to reflect on time hori-
zons. In assessing a country’s performance in
terms of an inclusive energy transition, there
is an expectation that change is not achieved
overnight. It will be an incremental process,
that is, a process of transition.

In thinking of the energy transition,
there are common timeframes understood

Table 1. Energy transition targets (2030 renewable energy targets for electricity sector)

Region Country 2030 Targets (renewable unless otherwise stated)
Africa Nigeria 30% target by 2030 and energy access target of 90%
Seychelles 15% target
South Africa 24.7% renewable target
Tanzania 50% renewable target
Asia India 40% clean energy target
Bangladesh 20% renewable energy
Pakistan 30% renewable energy target
Caribbean and the Barbados 30% renewable energy target
Americas Jamaica 50% renewable energy target
Canada 90% CO, emission-free target
Europe Cyprus 19% share across final energy consumption
UK 50% renewable energy target
Pacific Australia 50% renewable energy target

New Zealand

Tonga

Papua New Guinea
Other regions Latin America

European Union

97% renewable energy target
70% renewable energy target
100% renewable energy target
collective target of 70%

collective target of 32%

Note: These data are taken from multiple sources —in particular the International Renewable Energy Agency

(IRENA, 2020).
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internationally. Initially, many countries were
working towards some type of 2020 objectives.
However, now when governments, interna-
tional institutions and other energy stakehold-
ers are in discussion, the years 2030, 2040 and
2050 are the most common that are mentioned
(with some reference to 2060 or 2080 already
common in some countries).

As evidenced by the above, time horizons
further add to the importance of the data man-
agement and analysis process. These have an
important effect on what an inclusive transition
will look like in 2030, 2040 and 2050. Further,
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it will highlight whether a country is achieving
its objectives and pinpoint times when progress
should be checked, and policy reformulated
where inclusivity goals are not reached. Hence,
a crucial step is data monitoring in accordance
with time horizons of 2030, 2040 and 2050
(whichever of these time horizons is relevant
for the policy action in a particular country).
Allocation of this data monitoring responsibil-
ity will also be an important step in achieving an
inclusive energy transition, as well as the setting
of periodic reviews of what the monitoring pro-
cess should accomplish, and the methods used.

3. Opportunities, challenges and barriers

In considering an inclusive energy transition,
there are multiple opportunities, challenges and
barriers. For many countries, irrespective of
their current income status — whether they are
low, low-middle, middle or high income - a key
problem is identifying how an inclusive energy
transition will be achieved. Unfortunately, a
significant majority of economic policy at the
national and international levels does not focus
on achieving equitable and inclusive outcomes
(see, for example, discussions by leading inter-
national economists: Piketty, 2014; Tirole, 2017;
Stiglitz, 2012).

3.1 Inclusivity at international level

There is increasingly common acceptance that
the world has moved gradually over the last
400 years towards more societal inequality, and
leading economists are in agreement on this.?
The energy transition presents an opportunity
to address this societal inequality, given the
importance of energy within our societies.
There are barriers, however, in that as much
as a country can achieve in addressing inclu-
sivity, it is limited in certain capacities by the
international agenda. This agenda also has its
limitations, as outlined in Box 3. These interna-
tional initiatives can act as opportunities, but at
the same time they provide challenges and bar-
riers. For example, they can affect the availability
of and/or access to finance and this then can limit
the potential of achieving an inclusive transition.
In this context, more proactive action is
needed by the international community to

support the promotion of investment for devel-
oping low-carbon economies and for enabling
investment frameworks to be adjusted. Many
Commonwealth member countries need
access to the finance, which was to be realised
by the Paris Climate Change Agreement.
Commonwealth states can initiate more
regional or national investment forums to
highlight the opportunities for energy invest-
ment. Proactive investment schemes that are
supported by taxation regimes that reflect more
distributive outcomes need to be encouraged
across many countries; that is, collective action
may secure improved terms from international
investors (rather than member states competing
with each other). In a similar way, some of the
unfairness that exists (see Box 3) in the inter-
national taxation system needs to be tackled by
collective action across member states so that
they can begin to see increased energy taxation
revenue and hence address societal inequality
to a greater degree.

3.2 Inclusivity at national level

At the national level, it is clear again that policy
needs to be addressed as to how a country can
meet its inclusivity goals of the energy transi-
tion. The energy system of a country that is
developed without consideration for inclusiv-
ity is not ‘fit for purpose’ and needs reform.
The long-term vision for the energy sector
needs to be supported by legislation that sends
a clear message to investors that the country is
open for investment in energy infrastructure
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Box 3. International initiatives that address inclusivity and the energy sector
The 2015 Paris Agreement

The Paris Agreement was signed at the 2015 United Nations Climate Change Conference, and 188 countries
ratified it within about three years. This is a very short period for an international agreement. The agreement is
prompting change already. It requires countries to produce a plan for reducing their carbon dioxide emissions.
Another key impact of this treaty is that it gets people to think of the energy transition as a ‘just’ transition to a
low-carbon economy, rather than a 'business-as-usual’ approach. We need an approach that has justice at its
core, as there is a desire to have a more fair and equitable economy in the future.

A significant aim of the Paris Agreement was the finance it stated it would raise for developing countries.
In effect, there was a realisation by the international community that more concerted action was needed to
assist developing countries to realise their energy and climate targets if the Paris Agreement was to be realised.
Through the Paris Agreement, the finance objectives for developed countries were to mobilise US$100 billion
per year by 2020 for developing countries; since then, this has been continued to 2025 with a higher figure
planned for post-2025. Unfortunately, however, there remains disappointment that the figure was not set
higher for the 2020-25 period. There is also debate about whether the US$100 billion has been achieved, with
reports from 2019 stating only 70 per cent of the target has been reached (Euractive, 2019).

UN Sustainable Development Goals

The 17 UN Sustainable Development Goals (SDGs) are having a major impact on a range of policies across
society. The energy sector is obviously crucial here. One proposed assessment (published in Nature Energy)
that demonstrates this determined that SDG7 on energy is the most influential of all the SDGs. If that target is
resolved, it will have a major impact on whether we meet the rest of the SDGs (Nerini et al., 2018).

The UN SDGs may not result in direct financial gains; however, they will contribute to de-risking investment
and then subsequent economic growth if applied.

Taxation

Since the 2007-09 financial crisis, society has begun to reassess the role of taxation for a more just society.
The use of tax havens is now well documented, and there have been major leaks that have promoted change
(for example, the Panama Papers and the Paradise Papers).

Now more scrutiny is being given to international transactions, particularly because multinational energy
companies were exposed as heavy users of tax havens.

The Organisation for Economic Co-operation and Development (OECD) is aiming through several initiatives
to examine the issues (particularly, inequality) that the unfair world of international taxation is causing in the
energy sector (and especially in mining). This project has to realise gains financially for developing countries.

Tax abuse has a direct link to poverty and energy access in developing countries. It is well noted that tax
abuse deprives governments of the resources required to fund economic, social and cultural programmes.
The UN Committee on Economic, Social and Cultural Rights advances the case for more progressive tax
systems, an end to tax abuse, avoiding a 'race to the bottom’, and addressing the taxation imbalance between
developed and developing nations.
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and related activities that support an inclusive
energy transition.

There is a need to transform thinking on
delivering business development. In order to
develop sustainable businesses, a medium-
to long-term vision has to be adopted. For
example, at times, if what economists refer to
as ‘super-normal’ profits are realised by new
energy companies (as has happened in Spain),
governments tend to try and reduce the level of
profits. However, this approach needs to change.
These new low-carbon energy (technology)
companies have to be given the time to develop
and compete with conventional companies.
Rather than stop their activity, like they did in
Spain,® more active research and development

(R&D) standards could be placed on the busi-
ness activity. That is, if super normal profits are
earned, it would be a requirement that a cer-
tain percentage should be spent on local R&D;
benefits could also be shared with consumers
through tariff structures and community co-
ownership schemes could be initiated.

In this context and in general, national energy
policy (as well as law and regulation) needs to
be more responsive to creating an enabling
environment for the new businesses for the
energy transition. The actions by policy-makers
need to be clear for investors, so that they can
commit to a project and be ensured they will
get a return on their investment. Hence, inves-
tors need the following from policy-makers:



14

o the timeline horizon for the national energy
transition 2020-50, with 2030 and 2040
interval goals;

« planned energy developments;

o inclusivity targets; and

o business development support, including
national partnerships, taxation etc.

3.3 Inclusivity at local level

At the local level, a central issue is the impact of
energy projects on local populations (including
disadvantaged groups in society, such as indig-
enous communities). In an inclusive energy
transition, this impact needs to be reduced and
the impact of past actions mitigated. One key

Inclusive Energy Transition

opportunity and benefit of the energy transi-
tion is that low-carbon energy sources gener-
ally (except nuclear energy or hydropower)
have less of an impact on local communities
than fossil fuel projects (for a short discussion
on this, see Kaberger, 2018).

However, all energy development has an
impact and key methods of being more inclu-
sive at the local level involve applying one or
more of the following actions: ensuring robust
and enforced environmental impact assessment
(ETA) legislation; developing a social-licence-
to-operate (SLO); introducing an energy
finance reserve obligation (EFRO); and co-
ownership schemes (COS).

Box 4. Local Initiatives to develop more inclusivity

Environmental impact assessment (EIA)

» The EIA process has been around since the 1980s, but it has only now begun to really assist in developing a
low-carbon economy. Itis a procedure that is required before an energy project can be permitted, and it
assesses the project's environmental and socialimpacts in detail from an interdisciplinary perspective. The
legislation internationally has changed over the last decade, partly in response to the economic crisis. It
has become stricter at the national level, and also at the international level, where international banking
rules (known as 'the Equator Principles') now make the EIA a prerequisite for project financing. And further,
the amount of data required in EIAs is increasing year-on-year.

« There are two recent examples of the latterissues where, in 2019, two coal projects were stopped in
Australia and Kenya because their EIAs were considered unsatisfactory. The key reasons for the failure
were that the EIAs lacked completeness in terms of data provision, the poor assessment of the social and
environmental impacts from the existing data, while the projects' positive economic contributions were

overestimated.

Social-licence-to-operate (SLO)

» The SLOis a fast-emerging principle in energy law and, in particular, is developed around the mining law and
policy community. It can also take the form of a community development agreement, corporate social
responsibility and local content obligations. An SLO in general is an agreement between the project
developer and the local community. It covers the relationship between the two parties during the
operational phase of the project and also the waste management plans.

» Inessence, it ensures the implementation of what was set out by the developer in the EIA phase of the
project and what was agreed during the public consultations and final EIA stages.

« The SLO is permeating through the rest of the energy sector and even to other parts of the economy. Itis
certain that in the future, the vast majority of the energy infrastructure will need an SLO before beginning
operation. The principle is on the rise because society now has more data from which to analyse the
performance of companies and their obligations over the lifetime of a project. In addition, the SLO also
addresses the weakness of the EIA in that the EIA covers the planning and construction phase of a project,
but not the operational phase and decommissioning of the project itself. Few countries across the world
monitor the performance of project developers once the projectis in operation. The SLO achieves that
aim and continues to achieve it in the decommissioning and/or end-of-life phase.

Energy financial reserve obligation (EFRO)

- Thisis a general term for the obligation that companies should have when operating energy infrastructure
and when their infrastructure is at the end of its commercial useful life. In essence, the EFRO refers to the
waste obligation for decommissioning the energy infrastructure and cleaning the site on which the said
energy infrastructure is located. An EFRO can sometimes also be referred to as clean-up obligations and

environmental bonds.

« Forexample, the nuclear energy industry already contributes to waste management funds immediately
from the point of operation, whereas in the coal industry, the operator just has to have the financial reserve
capacity to do so. Indeed, this has become a major issue and there is a multitude of reports focusing on
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this issue in relation to the operation of coal assets in Australia and US. For example, in the US, under the
Federal Surface Mining Control and Reclamation Act (SMCRA), energy companies are required to
remediate the lands where mining activity has occurred. However, many companies were allowed to
self-bond and therefore if they went bankrupt, there would be no finance available for meeting reclamation

obligations.

+ The difference with an EFRO is that finance is placed with an independent bank/agency so that the money
is available to the government should the energy company try to avoid responsibility. In future, EFROs will
fast become a pre-condition for acquiring permission to build and acquire energy infrastructure.

Co-ownership energy schemes (CES)

» One of the benefits of renewable energy is that in comparison to conventional energy, it can be built on
small scale. Hence, such projects can immediately influence levels of energy access and reliability. Further,
if they involve some level of community ownership, they can play a fundamental role in achieving an energy

transition that is inclusive.

» Forexample, small-scale renewable energy development is now being built in partnership with local
communities and where local communities are co-owners — usually with about 15 to 40 per cent
ownership. This has the benefit of ensuring local investment, co-development of jobs, and ensures public

acceptance and inclusion in the energy transition.

3.4 Special topics

There are three special areas that also can act
at the same time as opportunities, challenges or
barriers. These are analysed in brief below and
include institutions, capacity building and what
can be classed as ‘commercial justice.

Institution development and support

National policy-makers need to consider
whether the institutions are in place that can
deliver an inclusive transition. If not (or even if
they are), what new institutions are needed and
what improvements need to be made to existing
institutions?

In terms of achieving an inclusive transition,
a key barrier is the absence of an over-arching
institution which is responsibility for ensuring
that the transition is inclusive. That respon-
sibility has to be allocated to one government
department or agency. More will be stated on
this in Section 4.

Capacity-building education and
understanding of the issues

To deliver an inclusive transition, there need to
be capacity-building programmes that involve
education and training on how an inclusive
transition can be achieved. This not only needs
to cover the important issues of policy reformu-
lation, but must also identify other areas, such
as assessing existing problems and what are the
future targets.

For example, two key areas where knowl-
edge is needed are first, the existing quality of
energy infrastructure — as this will act as a key

determinant and starting point for how to move
through different phases of the energy transi-
tion. Second, it is vital to understand data on
population distribution and growth in a coun-
try. This is vital to determine where the inclu-
sive transition will take place, and other issues,
such as the urban/rural divide.

Education of government and the public sec-
tor is necessary to develop the knowledge base
from which to make the decisions on develop-
ing an inclusive transition. Equally important,
however, is the education of the public to ensure
they have a role in the energy transition (that
is, it is an inclusive transition) and that there is
public acceptance of the planned energy transi-
tion - so that investment will happen faster in
a country.

Commercial justice

Commerce needs to play a role in an inclusive
transition. There are actions such as corporate
social responsibility; however, these do not
ensure that change happens. In some cases,
there has been a breakdown in trust between
private enterprise and governments, and as
a result governments have taken action. For
example, in India and Canada, legislation has
been introduced. Canada, in particular, is con-
cerned about how its citizens are treated abroad
due to the behaviour of its energy companies.
Legal steps have been taken to apply more jus-
tice in the world of commerce, and some of
these are outlined below.

Many of these commercial justice initia-
tives involve mandating more transparency
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and disclosure in the energy sector than before.
These include:

1. International accounting standards now
require more disclosure, specifically for
energy projects.

2. Taxation - the Extractive Industries
Transparency Initiative (EITI) (if a signa-
tory) requires a state and an investor to
disclose the details of their taxation rela-
tionship on payments and receipts (the EITI
Secretariat will monitor the submission).

3. 'The earlier-mentioned SLO (the relation-
ship between energy corporations and
the local community, which is formalised

Inclusive Energy Transition

through a contract) requires more transpar-
ency between an energy project developer
and the local community. Some projects
were stopped recently in Colombia when
the terms of the license were not honoured.

4. The ‘energy financial reserve obligation,
which requires through legislative change
an operator to place money in a designated
escrow account equal to the estimated cost
of decommissioning an energy asset. This
ensures that clean-up will be funded, even
if the operator goes bankrupt or sells the
asset to a company without the financial
capacity to pay for it.

4. Exploring actions at national level: Lessons from
case studies

4.1 Accelerating the energy transition

According to key research and policy litera-
ture, the energy transition is not happening
fast enough globally.* Investment post-COVID
19 has the twin aims of stimulating economic
growth and also supporting inclusive low-car-
bon economic development.

Policies need to be aligned as stated earlier,
and action needs to happen fast. Figure 4 dem-
onstrates the energy transition performance
of different countries. This figure is interest-
ing in that it compares ‘transition readiness’
on one axis with energy ‘system performance’
on the other. There is no surprise that many
developed world economies are leading the
transition, as they have stronger institutions
and systems in place that have greater access to
resources. Nevertheless, Figure 4 does not indi-
cate whether the transition is inclusive. Data
on individual country performance is provided
below the table. This indicates that while there is
a range of performance across Commonwealth
member states, there is clear opportunity to
progress inclusive energy transition policy, as
many countries can improve their ranking.

High performance in achieving an energy
transition may not indicate whether this is
an inclusive transition. For example, how will
some countries aim to ensure their energy tran-
sition delivers an inclusive energy transition
where justice is at its core? However, it is clear
that some countries over the last few years have

been trying to ensure that inclusivity is a major
part of their energy transition. At their simplest,
this usually involves one of two actions. The
first is the creation of a new unit within gov-
ernment or a government department that aims
to identify (and possibly implement) a range of
policies alongside the energy transition that will
ensure inclusivity. The second involves the gen-
eral further development of low-carbon energy
infrastructure (usually, solar and/or wind).

In considering the latter point first, there is
the view that the development of small-scale
wind and/or solar energy directly contributes to
an inclusive energy transition at first instance.
This is because, through small-scale develop-
ment, energy access can be increased, secure
and stable supplies can be delivered, local jobs
are created, and co-ownership schemes can be
developed; and all of these are inclusive, as they
deliver positive and sustainable economic out-
comes for the local community. Further, the use
of small-scale renewable energy has a public
health benefit, in that carbo- intensive sources
of energy are not used.

The main benefits of solar and wind are
further outlined in Figure 5. These include, in
particular, various infrastructure sizes, prices
which are consistent (not volatile due to exter-
nal forces like oil and gas), and that energy
can reach off-grid and island communities far
more effectively - which is important for many
Commonwealth countries.
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Figure 4. Energy transition performance 2019
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Commonwealth country energy transition performance 2020 ranking

Africa—Nigeria 113, Kenya 79, South Africa 106% and Mozambique 109t
Asia—India 74, Bangladesh 87, Sri Lanka and Pakistan 94t

Caribbean and the Americas — Trinidad and Tobago 77, Jamaica 75" and Canada 28"
Europe — UK 7t Cyprus 48

Pacific — Australia 36, New Zealand 17t

Source: World Energy Forum 2020.

Figure 5. Benefits of solar and wind for the inclusive energy transition

Various infrastructure sizes
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Prices are consistent

They can reach off-grid and Island communities far more effectively

They are low carbon and reduce carbon dioxide emissions

They contribute to improved public health

They provide a local economic boost via employment, operations and maintenance, and indirect benefits
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Figure 6. New government units to develop aninclusive transition

Country Unit created

Powers and
finance

External/internal Inclusive focus

to government

Internal

New Zealand Just transition unit

Canada Task force on just transition
for canadian coal power

workers and communities

External

Within ministry for
communications, climate
action, and environment

- Ireland

o --

Key: green + positive action on inclusion and powers and finance; amber +/- mixed action on inclusion and powers and

finance; red - limited or no action.

4.2 Creating a new government unit

The second method of ensuring an inclusive pro-
cess begins with the creation of a new unit within
government or a government department. This
can be seen as separate to specifically building
low-carbon energy infrastructure. These new
units, in essence, become the overall unit with
responsibility for detailing how a country plans to
deliver an inclusive transition. A resulting benefit
will be that it demonstrates the country’s attrac-
tiveness for more secure and sustainable energy
investment (and investment in other related sec-
tors, such as tourism, industry and education).

There are a number of countries, including
Commonwealth members, that have developed
new, just government transition units - as out-
lined in Figure 6. It is clear that the most common
form is a new agency, which basically assesses the
data from both qualitative and quantitative per-
spectives. A central aim of all the new agencies
has been to ensure the energy transition (whether
broadly or narrowly defined) is inclusive.

There are differences between the develop-
ments in the countries above, but they are all
recent, with many been created only in 2018 and
2019. In particular, the progress in New Zealand
has been very positive, where the aim has been
to engage a significant number of the stakehold-
ers in the energy sector from the outset, so as
to ensure inclusivity in the development of the
actions of the New Zealand Just Transition Unit.

There are different approaches to establish-
ing these new units. They either involve external
or internal membership. An internal unit is in
essence located within government or a ministry,
for example, New Zealand’s unit (2019), which
consists of civil servants who then engage with

stakeholders. An external commission means
it is a combination of a ministry/government
department and external stakeholders, such as
climate and energy experts, energy company
representatives, trade union representatives etc.
This is now in evidence in Germany (2018) and
in Scotland (2019), where the majority of the
membership consists of external appointments,
with them being facilitated and in partnership
with one or more government departments.

Another major issue is the powers and
resources that these ‘just transition units’ will
have, and these can vary from strong to weak.
In Figure 6, it is evident which countries have
given powers and resources to their new unit.
For example, in Scotland the Just Transition
Commission has powers — but these are more
focused on data gathering, while there is a
lack of financial support. This is in contrast to
Germany and the EU overall, where financial
resources will be (or are at least planned to be)
distributed to support an inclusive transition.

One of the key tasks of these new units has
to be determining their duties, which will be set
out in policy and/or legislation when the new
unit is created. Critical among these duties will
be how it assesses and monitors the development
of inclusivity in energy and related policies. For
example, what information and data it will col-
lect, who will gather it, analyse it and monitor it,
and also whether over time different government
departments and agencies will be obligated to
report to it. There is a range of different questions
that need to be addressed. These will depend
upon what, as was stated earlier in Section 2, are
the targets and limits of what an inclusive transi-
tion will be in a particular country.
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The duties of these new just transition units
are also important in terms of the production of
information: that is, has it been produced inclu-
sively? For example, how is the work of these
groups produced, are methods of co-producing
and/or outsourcing the work around an inclu-
sive transition applied, etc? This can be achieved
by receiving donor funding (for example, via the
Caribbean Development Bank) and/or utilising
expertise at universities. In Scotland, the Just
Transition Commission is led and comprises a
majority of academics who collect and produce
the knowledge. Alternatively, there could be
commissioned groups of researchers who focus
on the data gathering and initial analysis for
assessing an inclusive transition, while the gov-
ernment or government department makes the
final determination on the interpretation of the
data and the resulting decision-making process.

Finally, it is evident that the countries
(Figure 5) which have made progress on this

form part of what may be classed as middle-
or high-income countries. However, there
are steps that are possible in creating similar
structures in low- and low-middle income
countries. For example, establishing units
that examine whether the transition is being
or will be inclusive is a good start, which can
be achieved with limited financial resources.
Consider what, for example, New Zealand
developed within its new Just Transition Unit,
which was established within the Ministry of
Business, Innovation and Employment and
has a key responsibility for exploring ‘impacts)
‘opportunities’ and ‘policy alignment’. The risk
in establishing such a unit is small, but the
gains can be significant. These include devel-
oping stakeholder dialogue across business
sectors, which can send signals to the investor
community that markets are developing and
will be open for investment.

5. Practical actions, scenario planning and transition
pathways

5.1 Achieving an inclusive transition

In terms of overall planning of how to achieve
an inclusive transition, there are going to be dif-
ferent directions that countries take. Consider,

Figure 7. The four phases of transition

for example, the classic transition diagram with
four key phases of the transition (Figure 7).
Indicators for social development can include,
for example, economic growth, educational
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Key: All Commonwealth member countries represented by region: AFR — African member countries; PAC —Pacific
member countries; C&A — Caribbean and Americas member countries; ASA — Asian member countries; and EUR -
European member countries. Source: Adapted by R. Heffron (2020) from Rotmans et al. (2001).
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attainment, public health services, economic
capital, the environment, human rights appli-
cations, and cost of doing business; all of these
will provide an indication of whether a society
is inclusive.

Many countries are still in the pre-develop-
ment phase or just in the take-off phase (Figure
7). Overall, the four stages are as described below:

o a pre-development phase of dynamic equi-
librium, where the status quo does not vis-
ibly change;

« atake-off phase, where the process of change
gets underway because the state of the sys-
tem begins to shift;

o an acceleration phase, where visible struc-
tural changes take place through an accumu-
lation of sociocultural, economic, ecological
and institutional changes that reflect to each
other; and

o a stabilisation phase, where the speed of
social change decreases and a new dynamic
equilibrium is reached (ibid).

Figure 7 shows that the pre-conditions for
achieving a transition will be different, and
therefore how an inclusive transition will be
achieved will vary from country to country.
However, for many governments and for many
citizens, what an inclusive transition means will
be the same. For example, issues around income,
and access to health, education and energy are
generally the same from country to country.
There are, however, a number of different issues
that will result in variations. It is evident that
populations are increasing in a range of differ-
ent Commonwealth countries. Also, the trend
prior to COVID-19 was that people were mov-
ing from rural to urban areas in many countries,
and this may place stresses in differing ways,
such as through jobs and energy access.

Further, for island nations, in particular,
there are different issues. These countries will
be affected by the increased effects of climate
change, with rising sea levels and therefore
subsequent loss of habitat and consequently
tourism. There are many island nations in the
Commonwealth, so this is a key issue.

However, despite these differences in achiev-
ing an inclusive transition, there are a number
of common approaches that can be pursued.
These can be grouped under three categories:
(1) transition pathways, (2) scenario planning,
and (3) practical actions.

Inclusive Energy Transition

5.2 Transition pathways

Many countries have set their transition path-
ways already. This has been for many reasons,
but the key ones have been individual initia-
tives, the Paris Agreement and external financ-
ing reasons. In analysing Commonwealth
member countries collectively, there are five
transition pathways that the majority of coun-
tries have set. These include a combination of
the following: a 2030 plan; 2040; 2050; 2050
net zero plan; and then a range of other climate
action plans (for example, following COP25,
73 parties to the UN Framework Convention
on Climate Change [UNFCCC], 14 regions,
398 cities, 768 businesses and 16 investors are
‘working’ to achieve net-zero CO2 emissions by
2050).

In considering these pathways, not all
express a clear and identifiable role for an
inclusive transition. In reality, it is not clear at
all where the transition pathways indicate that
the transition will be inclusive. For example,
consider the UKs’ 2050 net zero GHG emis-
sion target; although this has been put into
law (in 2019), the legislation has focused on
targets (increasing the target from 80 to 100
per cent or net zero for 2050 in terms of GHG
emissions from 1990 levels), with little reflec-
tion on how this process will be inclusive. In
the accompanying explanatory note by the
UK government to the legislation, it is noted
that a just transition should be achieved; how-
ever, it states that it needs a broader strategy
across society and, notably, it does not explain
how this inclusive transition to 2050 can be
achieved.> An improved transition pathway
approach would provide inclusive transition
targets that could be adjusted, for example,
at the interval periods of 2030 and 2040 for
2050.

Nevertheless, there are what can be classed
as inclusive transition targets set out for
countries which signed and ratified the Paris
Agreement 2015 and adhere to UN SDGs.
Neither the Paris Agreement nor the UN
SDGs explicitly state that the aim is an inclu-
sive transition; however, it can be inferred. The
message certainly seems to suggest a key aim
is to see fewer people left behind, which is at
the core of inclusivity - that is, the principles
of equity, fairness and equality are part of the
policy formulation process. Already, some
countries are taking action in terms of their
Paris Agreement submissions. In making their
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Figure 8. SDGs for an inclusive transition
SDGS
1. No poverty

2.Zero hunger

3. Good health and well-being

7. Affordable and clean energy

10. Reduced inequalities

13. Climate action

submissions, they are increasingly referring to
the achievement of an inclusive (economic)
transition — meaning that no one is left behind
in the continued economic development of
that particular country. And in this context, it
is necessary to map out how a country is going
to achieve an inclusive transition in relation to
at least nine UN SDGs, as listed in Figure 8.
Also, in developing an inclusive transition, it
is worth recalling the quote used by the for-
mer head of the International Monetary Fund
(IMF) and now head of the European Central
Bank, Christine Lagarde, from that of John
Maynard Keynes, who stated that the chal-
lenge often °.. lies not so much in develop-
ing new ideas, as in escaping from old ones.
In essence, the energy transition cannot result
in an energy sector with the same qualities of
today; it needs to have the characteristics of
equity, fairness and equality at its core.

Figure 9. Transition and scenario planning

5.3 Scenario planning

Scenario planning is a strategic planning tool
that aims to allow for the expectation that dif-
ferent scenarios will emerge as decision-mak-
ing happens over the short to medium to long
term - that is, it is difficult to predict the future
and uncertainties can be factored in within a
scenario planning approach. An example of its
application for an inclusive transition would be
where a country has energy transition goals,
but may only meet 50 per cent or 80 per cent of
that target. Clearly, therefore, rather than lose
momentum, the new scenario (at that 50 or 80
per cent revised target) becomes the next phase
on the pathway and scenario planning ensures
that policy on inclusivity is retained.

This can be expressed in Figure 9 and, as is
demonstrated despite the different possible sce-
narios that may emerge, a policy of inclusivity
should continue and be sustainable. Creating

'Vision/Target’

‘Strategic goals’
Scenario planning

Time horizon
2050 60% of clean energy
2030 | Scenario 1 Scenario 2 | Scenario 3 Scenario 4 |
20% T clean investment

40% of investment

2025 into electricity grid

Inclusive transition No policy change
proces
2020 Assessment of current scenario and what practical decisions are needed

‘Transition pathways’

‘Base level’




22

Inclusive Energy Transition

Figure 10. Tenkey actions to establish an inclusive energy transition —the Inclusive Transition Action Plan

1 Data

Limits and targets

Developing an information and data gathering taskforce.
Deciding what the 'limits and targets' are for an inclusive transition.

Developing a new unit/agency (commission of experts) to conduct

tasks 1 and 2 and to recommend how an inclusive transition can be

Allocate responsibility to a government ministry and/or agency

(commission) to decide on recommendations.

Provide technical education on how an inclusive transition can be

developed, delivered and monitored.

Provide education on the energy transition, so that public acceptance is

present and, over time, therefore, the energy transition will be an
inclusive process with the public accepting their role and their
responsibility in achieving the energy transition.

Assessing how energy investment (El) is costed, decided and attracted

through foreign investment and ensuring that attached to such
policies and decisions there is a focus on how El can deliver an

Building flexibility into energy decision-making (that is, through

diversification of energy strategy) and in technical capacity of energy
operations (thatis, solar and wind energy can provide flexibility to

Aligning tasks 1-8 to an initial one-to-two-year timeframe and ensuring

thatit aligns with time horizons and policies that are already
developed for 2030, 2040 and 2050, and including the Paris COP21

Agency
achieved.
4 Responsibility
5 Training and capacity
6 Public education
7 Investment
inclusive transition.
8 Flexibility and resilience
electricity supply).
9 Alignment
Agreement.
10 Monitoring

Building in a monitoring phase and responsibility to track how inclusive

the energy transition is developing in a respective country.

a long-term policy focus with inclusivity at its
core has multiple benefits, as stated earlier, but
also enables a country to retain investor confi-
dence and attractiveness. Hence, the policy of
inclusivity should have flexibility as to how it
can be achieved and be able to smoothly adapt
to the different scenarios that may emerge, such
as the four different scenarios below. The same
logic can be applied to the effect of COVID-19
and ensuring policy resilience in terms of future
economic shocks.

The main reason to utilise scenario planning
is that as different scenarios are planned for and
then in time realised, then core policies such as

inclusivity can remain and be achieved. Ways of
achieving this are detailed in the next section,
which identifies practical actions. It is impor-
tant that despite whatever crisis emerges, such
as COVID-19, inclusivity will remain a focus
as policy adjustments are needed in light of the
crisis.

5.4 Practical actions

The practical actions that can be achieved are
categorised in Figure 10. These centre on what
has been analysed before and include the differ-
ent target areas. At the core, are ten areas where
actionable policy can begin.

6. The implications of COVID-19

6.1 Attracting investment and exploring
taxation post COVID-19

As the world faces the challenge of COVID-19,
there is an even clearer need for economies to
deliver just outcomes. Data point to low-income

and disadvantaged members of society as being
key people; they are most vulnerable to the
effects of COVID-19 and the resulting finan-
cial crisis, including the economic contraction.
How fast economies recover worldwide is open
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to debate, but early analysis points towards any-
where from three to even ten years (for more on
this, see discussions from UN, 2020). Hence, at
this time we live in a world where the energy
transition is happening alongside a finan-
cial crisis and the global health crisis (from
COVID-19), and that means achieving an
inclusive transition is of even more significance.
A recent report highlights that for energy, six
areas can make a key contribution to a country
in order to have a sustainable recovery: elec-
tricity, transport, industry, buildings, fuels and
emerging low-carbon technologies (IEA-IMF,
2020). However, the report does not focus on
an inclusive recovery - one has to infer it.

There has been significant focus on using
the period post COVID-19 in terms of reig-
niting national economies through supporting
the development of a low-carbon economy.
Consider, for example, the recent call amid the
pandemic in Box 5.

For the energy sector, there is one key impor-
tant factor to consider regarding the additional
mechanisms for attracting and sustaining
investment. Hence, in terms of COVID-19, one
of the key implications for many countries will
be a renewed effort to attract new investment
across different economic sectors, with the
energy sector no exception. Thus, more policy
innovation will be needed.

The likelihood is that in order to attract
this new investment, there will have to be dif-
ferent investment incentives offered (as part
of a broader tax policy design). In particular,
one example is that these incentives could be
in the form of increases in targeted tax allow-
ances (tax deductions and tax credit) for certain
investment expenditure. However, a key issue
will be whether these tax incentives will ensure
an inclusive transition, and there is a worry
already as to whether such tax incentives will

result in more or less inclusivity, as importantly
taxation regimes do impact upon human rights
(and therefore affect inclusivity) (Heffron and
Sheehan, 2020).

Taxation is an area of public policy that was
already under the microscope at the national,
regional and international levels prior to the
2020 crisis. Already, an early prognosis is that
developing countries are utilising their tax sys-
tems to mitigate the impact of the 2020 pan-
demic. These may be short-term solutions.
What is needed are clear medium- to long-term
strategies around taxation and avoiding the
harmful effects of tax competition. The energy
sector is no exception in being a sector of the
economy where tax abuses happen. With a link
between tax abuses and human rights, there is
a threat to an inclusive economic recovery. As a
result, reforms around taxation need to ensure
that there is more coordinated action across
Commonwealth member states, as tax compe-
tition could potentially result in a ‘race to the
bottom’ in international taxation. This could in
turn end with further erosion of human rights
and hence impact on whether an inclusive tran-
sition can be achieved.

In thinking of the future and post-2020
crisis, developing countries need to develop
sustainable and resilient economic growth.
Consequently, they need clear and strategic
taxation policy on energy, and in particular to
develop clean energy projects with which to
stimulate the economy. It can be acknowledged
that there is a role for foreign direct investment
(FDI) and other international finance in a cri-
sis-hit economy, but for taxation policy not to
have negative consequences more international
action is needed in this area. This is notwith-
standing that there need to be other attractive
investment conditions beyond taxation - for
example, good infrastructure, macroeconomic

Box 5. Global trends in renewable energy investment 2020 —new report by UNEP,

BNEF and FS-UNEP

'Simply repeating the investment of the last decade over the next would buy far more clean energy than it did before.
The slump in the fossil fuel sector due to Covid-19, combined with the resilience clean energy has shown during this
period, make it clear that clean energy is a smart investment.

If governments take advantage of the ever-falling price tag of renewables to put clean energy at the heart of
Covid-19 economic recovery, instead of subsidising the recovery of fossil-fuel industries, they can take a big step
towards clean energy and a healthy natural world — which ultimately is the best insurance policy against global

pandemics.”

UN Environment Programme, Bloomberg New Energy Finance and Frankfurt School-UNEP (2020)
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stability, clear and enforceable property rights,
and strong governance and judicial systems.
This international action has to happen from
developed countries, which need to address
the key issues of multinational corporations
(MNCs) and their behaviour and influence
(that is, aggressive tax planning and the ero-
sion of the potential to raise tax revenue by
governments). Leadership has to come from
the developed nations, irrespective of their own
financial position post COVID-19. Action on
this problem was not sufficient before the crisis,
as the ‘race to the bottom’” had already started;
now, post the 2020 crisis, there is a need for
decisive international and collective action, and
this could be reviewed across Commonwealth
countries.

6.2 Investment protection

For the new investment required by many
countries to continue and/or accelerate the
energy transition, one of the mechanisms that
needs to change but also be strengthened is
around investment protection. Currently, there
is an increasing amount of research and practi-
tioner perspectives on how rules on investment
protection are protecting assets that do not sup-
port the energy transition - for example, invest-
ments in coal, oil and gas, and related activities
by foreign companies. There needs to be an
acknowledgement that investments are risky
and that in the energy sector, these assets can
become ‘stranded assets’ — which are devalued
and gradually worthless.

In order to achieve the twin objective of an
inclusive energy transition and new investment
post COVID-19, then there may have to be some
review of the rules around investment protec-
tion. In addition, and at the same time, inves-
tors in the energy transition (such as renewable
energy technology) need to be afforded the
same opportunity for investment protection as
conventional energy sources, or there must be
a reform of the investment protection regime.
Reforms need to acknowledge that for an inclu-
sive energy transition to happen alongside a
country meeting its energy and climate goals,
intervention must happen in the market that
favours low-carbon energy and reduces the
guarantee that an investor has in terms of long-
term contracts to supply electricity etc. from
their coal or gas operations, for example.

Inclusive Energy Transition

6.3 Building 'resilience’ into policy

A key aspect of policy formulation post
COVID-19, and the resulting financial crisis, is
that new policy formulation for the energy sec-
tor will have to be more resilient. The energy
sector is vital to a national economy and energy
security plays a significant role in ensuring sta-
bility in performance of the economys; that is,
where unstable energy supplies exist, there is a
greater likelihood of instability in the economy.
Hence, given shocks to the energy system that
result from a pandemic or a resulting financial
crisis, it is important to ensure resilience in
policy-making.

There are lessons to learn from previ-
ous shocks to the energy system, such as the
financial crisis 2007-09. After that crisis, the
energy sector experienced a range of different
impacts. These included, in brief, more diffi-
culty in accessing finance, conservative invest-
ment policies, an increase in transparency and
disclosure standards, and new environmental
standards.

Therefore, when considering this recent eco-
nomic crisis of 2007-09, the oil and gas price
fluctuations, the COVID-19 pandemic and
the resulting financial crisis, it is important to
ensure that energy policy-making is more resil-
ient. Building resilience into policy-making
can be achieved by increased understanding
around the benefits of a low-carbon energy sys-
tem which can in turn build a resilient energy
sector. A more resilient energy sector will be
less price sensitive and can also provide greater
flexibility to the energy system (in particular, in
terms of electricity provision). Indeed, a flexible
energy system can make the energy sector more
resilient, and this flexibility is needed to diver-
sify investment and in electricity provision and
its stability.

A key reason for resilience is because of
increased uncertainty. Yet actions to ensure
resilience in policy-making should have the
following characteristics: (1) interdisciplinary
thinking; (2) ongoing learning and feedback
systems; (3) a monitoring process of limits and
targets; (4) adaptability; and (5) an understand-
ing of which institutions, stakeholders and poli-
cies are more resilient over time. Understanding
information and data (as outlined earlier in
Section 2.3) is vital to ensure practical action
on delivering resilience.
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7. Recommendations

The challenge to society today concerns ensur-
ing that the energy sector transition contributes
to economic recovery with a new ‘heartbeat’ of
inclusivity. That is, that the transition reflects
the goals of equity, fairness and equality. This
requires implementing the following key
recommendations:

Establish a government unit, agency or com-
mission (of experts) to deliver an inclusive
transition and ensure that opportunities from
the energy transition are realised. This new
inclusive transition commission can perform
a number of functions, with key ones being
to engage with stakeholders, collect data, and
provide the evidence to enable ministries to
make decisions on ensuring inclusivity.

Achieving an inclusive energy transition
represents an opportunity to deliver sus-
tainable economic growth. Inclusive energy

policies can deliver sustained new invest-
ment, new jobs and ensure industry compet-
itiveness. At first, however, the stakeholders
and institutions need to be identified and
policy alignment needs to happen. This
should be supported by data management
and analysis techniques.

Plan scenarios to action and achieve inclu-
sive transition new pathways. Begin the
following Inclusive Transition Action Plan
process: (1) data management, (2) limits
and targets setting, (3) agency development,
(4) responsibility for decision-making, (5)
training and capacity building for public
servants, (6) public education for all, (7)
investment decision-making on cost and
attractiveness, (8) building flexibility and
resilience into policy-making, (9) law and
policy alignment, and (10) post-decision
monitoring.

Notes

For publications from the International Renewable
Energy Agency, see: https://www.irena.org/publica
tions. (accessed 26 November 2020).

Economics since the 2007-09 financial crisis has
started to engage on this issue in a significant way
(one can follow the work of leading economists such
as Joseph Stiglitz (2012), and Thomas Piketty (2014).
Indeed, Thomas Piketty, in his recent book Capital
and Ideology (2020: 670), decries the issue and states
that despite living in a world of big data, public data
on inequality is inadequate. Piketty (2020) notes the
key issue of inequality and climate change emissions,
and from this perspective he highlights how this will
cost economies (and more likely, developing ones)
5 to 20 per cent of global GDP, if not more. He cites
the Stern Review (2007) and the Intergovernmental
Panel on Climate Change (IPCC, 2018)) report
demonstrates these effects may be accelerated as a

result of pollution and environmental damage since
2007.

Spain withdrew subsidy support schemes for renew-
able energy, as it considered that the subsidies they
offered were excessive. Many of the companies
involved went on to sue the Spanish government for
compensation, while such action by governments also
sends the wrong signal to investors.

This was emphasised by the leading research journal
in the world, Nature, in a special issue on the energy
transition and by the global transition expert Christina
Figueres (2017: 593-595).

See the United Kingdom Parliament and Government
websites and reports: https://commonslibrary.parlia-
ment.uk/research-briefings/cbp-8590/ and https://
www.legislation.gov.uk/ukdsi/2019/9780111187654/
pdfs/ukdsi_9780111187654_en.pdf  (accessed 26
November 2020).
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