a\
The ‘
Heritage Foundation

ISSUE BRIEF

No. 4936 | JANUARY 29, 2019

The U.S. Should Appoint a World Bank President Committed

to Energy Prosperity
James M. Roberts and Katie Tubb

sthe World Bank’s largest shareholder, the United

States has traditionally managed the selection pro-
cess for appointments to the presidency of the institu-
tion, chartered after World War II to help finance the
reconstruction of war-torn countries. It is a reflection
of the pre-eminence of the U.S. role at the bank that, to
date, every World Bank president has been an Ameri-
can citizen. It is also important that the World Bank
president be an American citizen in order to help to
ensure continuing congressional funding of the bank.

In recent decades, unfortunately, the bank has
strayed far from the vision of its founders, particularly
with regard to its energy-financing policies. Affordable,
reliable energy is an essential tool for lifting people
and countries out of poverty. Yet the World Bank has,
unconscionably, taken off the table legitimate energy-
financing options for sources such as coal, oil, and nat-
ural gas. The bank is not making decisions based on
evidence or to help the poor, but is ideologically com-
promised to subsidize only renewable energy.

The U.S. should exercise its historical prerogative
to name World Bank presidents, and should appoint
the replacement for outgoing president Jim Yong Kim,
who announced his resignation effective February 1.
Rather than turning the World Bank into the secretar-
iat for the Paris Climate Agreement, as Kim had tried

This paper, in its entirety, can be found at
http://report.heritage.org/ib4936

The Heritage Foundation

214 Massachusetts Avenue, NE
Washington, DC 20002

(202) 546-4400 | heritage.org

Nothing written here is to be construed as necessarily reflecting the views
of The Heritage Foundation or as an attempt to aid or hinder the passage of
any bill before Congress.

to do, the new World Bank president should be com-
mitted to energy finance policies that are resource
neutral and technology neutral, in order to best help
developing countries meet their energy needs.

Energy: Key to Breaking Poverty

While many Western nations have enjoyed rela-
tively uninhibited access to energy for over a cen-
tury, an estimated 990 million people around the
world have access to no electricity at all. The World
Bank estimates that only 42 percent of people in sub-
Saharan Africa have access to electricity.! Thirty
percent of homes in India have yet to be electrified.?

Affordable, reliable, and widely available ener-
gy is essential for lifting people out of poverty into
better, healthier standards of living and economic
opportunity.®? Energy heats homes and meals, runs
schools and hospitals, and powers businesses that
create jobs, products, and services. Lack of access to
affordable electricity and fuel has various and wide-
ranging consequences. For example, as the World
Bank reported in 2009, “more firms cited electric-
ity as a major constraint to doing business than any
other factor in nearly four out of every ten client
countries for the World Bank Group.™ Policies that
increase the cost of electricity and fuel, or arbitrarily
restrict energy resources put opportunity, mobility,
and prosperity further out of reach—particularly for
the poorest.

World Bank Policy and Praxis

Eighty percent of the world’s energy needs are
met through conventional resources like coal, oil,
and natural gas. In recent decades, however, the
World Bank has adopted anti-fossil fuel policies
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based not on sustainable economic growth, but, prin-
cipally, on the idea that the world must rapidly transi-
tion to wind, solar, and energy-storage technologies
in order to address global warming.

Accordingly, guidance published in 2008 “defin-
ing the [World Bank Group] policy on the issue of
development and climate change” established that:

m “Adequate, reliable, and competitively priced mod-
ern energy is essential for business development,
job creation, income generation, and internation-
al competitiveness™;

m “[E]nergy service delivery and consumption must
be made more efficient [to eliminate energy pov-
erty]”; and

m “[A]ffordability will be the first priority, given the
incremental GHG [greenhouse gas| emissions
from extending access to the poor will not make a
material difference.”

Nevertheless, the World Bank finances coal proj-
ects “only in rare circumstances.”

This Orwellian policy has expanded to oil and gas
exploration, drilling, and well operation. Starting in
2019, the World Bank will not consider financing any
upstream oil and gas but for “exceptional circum-
stances...in the poorest countries where there is clear

benefit in terms of energy access for the poor and the
project fits within the countries’ Paris Agreement
commitments.”

Instead, the World Bank has repositioned itself
to help countries meet Paris climate accord com-
mitments. It has set a goal of increasing financing
for renewable energy technologies to 28 percent of
its portfolio, or roughly up to $29 billion annually,
for a total of 30 gigawatts of renewable and variable-
renewable energy by 2020.” The World Bank also has
started using “shadow carbon pricing” in the eco-
nomic analysis of projects—the price for 2018 ranges
from $38 to $77 per ton depending on the country.®

In practice, the World Bank has shown little flexibil-
ity. For example, Kosovo is overhauling its electricity
sector to meet economic and environmental objectives
by employing large domestic coal reserves. Currently,
92 percent of Kosovo’s electricity comes from two coal
power plants, one of which the World Bank dubbed

“the worst single-point source of pollution in Europe.”™
Change is sorely needed. Kosovo is steadily moving
away from a centrally planned economy to economic
freedom after a half-century under Cold War com-
munism and civil war. Ten percent of Kosovo’s gross
domestic product comes from international aid, and
it remains one of Europe’s poorest countries with 30
percent unemployment.!® A 2013 World Bank survey
found that electricity was identified as a “main obsta-
cle” in running a business in Kosovo."
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The World Bank considered financing the coal
plant as one of the rare exceptions, noting the health
and environmental improvements of replacing Koso-
vo’s oldest coal plant with a new facility. As the World
Bank wrote in 2012 of the plan, “particulate matter
emissions would be reduced by more than 90 per-
cent, SOx [sulfur oxides] and NOx [nitrogen oxides|
by around 70 percent and [replacement would] be at
least carbon neutral, if not carbon reducing.”*?

However, World Bank president Kim stated in
October 2018 that the bank “made a very firm deci-
sion” not to extend partial risk guarantees for the
new coal plant.’* The bank now argues that renew-
able energy technologies are a cheaper option and
that any additional electricity demand can be met
through imports and energy-efficiency measures.

Inconsequential Climate Impact

The World Bank defends its policy on the premise
of addressing global warming. However, these efforts
amount to little more than a stimulus package for
renewable energy technologies and are misguided
for avariety of reasons:

1. Coal Remains a Dominant Source of Ener-
gy Globally. There are roughly 6,700 coal plants in
operation around the world, providing 39 percent of
the world’s heat and electricity.”* Nearly 500 addi-
tional coal plants are under construction, the major-
ity of which are being built in Asia, the Middle East,
and Africa—where electricity access is desperately
needed.

2. If the World Bank Were Serious About
Reducing CO, Emissions, It Would Consider
Nuclear Energy. Nuclear power emits no air pol-

lutants or carbon dioxide (CO,), and is a reliable,
energy-dense source of power. Nuclear power pro-
vides 56 percent of the United States’ CO,-free elec-
tricity.”® However, the bank has not financed any
nuclear power since 1957, and states that it will not
reconsider.'®

3. The World Bank’s Efforts Will Have a Neg-
ligible Impact on Global Temperatures. In the
case of Kosovo, the country’s two coal power plants
contribute less than a tenth of 1 percent of global CO,
emissions.”” However, even if the entire industrial-
ized world eliminated all CO, emissions, only 0.278
degree Celsius of warming would be averted by the end
of the century.’®

The World Bank’s posture is ultimately self-
defeating. Its energy-financing policies are inconse-
quential to curbing global temperatures and hinder
access to affordable energy for the poorest countries
and people, energy that may ultimately enable them
to be more prosperous and therefore more resilient
against natural disasters. As noted energy and envi-
ronment journalist Rupert Darwall has pointed out,
energy access is a clear immediate concern for mil-
lions, and the role that fossil fuels have played in
making peoples’ lives easier, healthier, and cleaner is
undeniable.”

Recommendations: Change Direction and
Correct Past Policy Mistakes

The World Bank’s stated mission is to “eliminate
extreme poverty” and to “promote shared prosper-
ity.” Access to reliable and inexpensive energy is nec-
essary for achieving these worthy objectives. How-
ever, by reducing access to energy sources, the World
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Bank is putting advocacy for renewable resources
above its own mission. In fact, the World Bank has
been a hindrance to affordable energy—and, conse-
quently, the road out of poverty for millions of the
world’s poorest.

The U.S. should use the opportunity of Kim’s res-
ignation to:

= Propose as the new president an American
citizen who is committed to realigning the
World Bank with its mission rather than its
assumed role as financier of the Paris Climate
Protocol. A new president must be committed
to technology-neutral energy-financing policy
so that millions of people in developing coun-
tries may gain access to economically generated
electricity.

= Lead an international coalition of like-minded
member countries (such as Australia and Poland)
committed to pro-market, pro-growth World Bank
policies. Climate-related deaths across the globe
have fallen over 80 percent in the past century as
people have gained access to reliable power that
protects them from excessive cold and heat.?® Free-
market, pro-growth policies will provide people
with more resources and innovative technologies
to prepare countries for climate-related events.
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