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Energy and the Poverty Nexus in Sustainable
Development: Promoting Renewable Energy as
a Policy Option for Malaysia

Kayo ITkeda*

INTRODUCTION

he central thrust of Malaysia’s

national development policy is to

ensure growth with equity, both

spatially and among the multi-eth-
nic communities. In order to achieve this objec-
tive, successive national development plans,
such as the three Outline Perspective Plans
(OPPs)!, have given priority to measures aimed
at sustaining high rates of economic growth and
reducing poverty?.

The Second OPP and the Seventh Malaysia
Plan (MP) 1996-2000, pledged to promote eco-
nomic, social and cultural progress through envi-
ronmentally sound and sustainable development
policies®. They provide an integrated policy frame-
work for national development, calling for, inter
alia, enhanced effectiveness of institutional and

* Ex-junior Professional Officer, UNDP Malaysia Country Office.

! Three OPPs are New Economic Policy (NPP) for the period of
1971 and 1990, National Development Policy (NDP) for 1991 and
2000 and National Vision Policy for 2001 and 2010.

z Poverty rates fell dramatically from more than 50% in 1970s to
13% in 1990 and to around 5% in 2002. The current policy is to
target specific areas and groups where poverty rate remain rela-
tively high, especially the Orang Asli and the predominantly rural
Bumiputera in Sabah and Sarawak.

3 “During the Plan period, Malaysia will continue to take appro-
priate action to ensure that development is sustainable and bal-
anced. Towards this end, environmental considerations will
increasingly be integrated with development planning. Both the
public and private sectors will increasingly work in tandem to
address the requirements of sustainable development, which is
compatible with long-term economic development.” (Seventh
Malaysia Plan .EPU)

regulatory mechanisms, improved environmental
education, communication and awareness, as
well as for incorporating environmental consider-
ations into natural resource management.

UNDP’s overarching mandate is to help
developing countries eradicate poverty and
achieve the millennium development goals
(MDGs). Promoting sustainable livelihoods is
fundamental to poverty eradication and ener-
gy plays a crucial role in underpinning such
effort. Energy is a key focus area in UNDP’s
work on sustainable development and is criti-
cal to every aspect of modern life, including
cooking, lighting, heating, water pumping,
transport and communications and directly
affects people’s welfare and quality of life.

Renewable energy (RE) is an international-
ly recognized source of energy for sustainable
development. The 2002 Johannesburg Plan of
Implementation of the World Summit on
Sustainable Development (WSSD) recognizes
the importance of access to clean and afford-
able energy services in poverty eradication.
Similarly, the Sustainable Energy Development
Action Programme, endorsed at the high-level
regional meeting on Energy for Sustainable De-
velopment held in Bali in 2000, stressed the
need to develop policies to promote energy uti-
lization for poverty reduction. It calls for ensur-
ing energy availability at affordable prices, pro-
moting the application of renewable and other
clean technologies to increase access to energy
services for rural populations.
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Figure 1. Changes (%) in households with access to electricity and those living in poverty states of Malaysia (1980 and 2000)™

The two outlying dots in the right hand of supply coverages are similar (Sabah 78% and

Figure 2 represent Sabah -and Sarawak. The Sarawak 80%). Several factors that have hin-
poverty incidence in Sabah is higher (16%) than dered electrification of these two states, especial-
in Sarawak (5.8%), in 2000 while the electricity ly their vast areas including mountainous geo-
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Figure 2. Electricity supplies coverage and poverty rates in Malaysian states.

PALM OiL ENGINEERING BULLETIN No. 73 |

MmrPoOB




Arlicle

graphical features, which make it difficult and
costly to construct power stations and transmis-
sion lines. Another factor is the small electricity
market size, due to the relatively small and
sparse populations. There are currently slightly
more than 2 million people in each state, repre-
senting about 20% of Malaysia’s population.

CONCEPTS OF SUSTAINABLE
DEVELOPMENT IN MALAYSIA’S
ENERGY POLICY

As noted, Sabah is the least electrified, least
developed and poorest state in Malaysia. Rural
electrification can be used as one strategy to
support poverty reduction programmes in
Sabah, given an appropriate energy policy.

The thrust of Malaysia’s energy policy has
been to develop natural resources, especially oil
and gas in a sustainable way. In order to sustain
the GDP annual growth of more than 7%, it is esti-
mated that the total final energy demand will grow
by 5% to 7.9% per annum for the next 20 years.
According to the Third OPP, Malaysia will be a net
importer of oil by 2008, given its known oil reserves
and current rates of production and utilization. The
Energy Policy of 1979, the National Depletion
Policy of 1980 and the Four Fuel Diversification
Policy of 1981 provide the framework of Malaysia
energy policy, and reveal the government’s notion
of sustainable development of energy.

The National Energy Policy contains three
guiding principals for the energy sector: (i) to
ensure adequate, secure and cost-effective ener-
gy supply through developing and utilization of
alternative sources of energy including non-
renewable and renewable; (ii) to promote effi-
cient utilization of energy and to discourage
wasteful and non-productive patterns of energy
consumption and (iii) to minimize the negative
environmental impacts of the energy supply
chain, that is energy production, transportation,
conversion and utilization.

The National Depletion Policy, incorporat-
ed into the National Petroleum Policy, aimed at
safeguarding the exploitation of national oil and

6 DANCED, “Support to the Development of a Strategy for
Renewable Energy as the Fifth Fuel in Malaysia,” 2000.
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gas reserves by applying production controls to
major oil fields. The policy resulted in limiting
oil production to 650 000 barrels day-1, and gas
production to 2000 million standard matric.
The Four Fuel Diversification Policy, which
complements the National Depletion Policy,
aimed for a supply mix of oil, gas, large-sized-
hydropower and coal to reduce the nation’s
heavy dependence on oil, particularly in the
power sector.

After the East Asian financial crisis in 1997,
serious discussion began in Malaysia on RE, and
in 2001, the Four Fuel Policy was expanded to
include RE as the fifth fuel option in the power gen-
eration mix. In 2000, the Economic Planning Unit
(EPU) engaged Danish Cooperation for En-
vironment and Development (DANCED) to identi-
fy the most appropriate source of RE in Malaysia.
From various RE sources available in Malaysia,
including palm oil residues, wood residues, munic-
ipal wastes, rice husks, landfill biogas, mini-hydro
(less than 15 MW) and solar, DANCED’s study
found that palm oil residue has the highest energy
value, followed by wood and solar®.

In May 2001, the government launched the
small renewable energy programme (SREP), in
order to encourage and intensify the usage of RE
in power generation. In 2002, it set a target to be
achieved by 2005 of 5% supply of RE in the
national electricity generation mix. This entails
500 MW of RE equipment being installed by the
target date.

However, progress has been slow in achieving
the 5% target to promote RE in power generation.
Table 1 shows the estimated fuel mix rates (%) in
electricity generation in 2005 — RE is classified
under others. The figures show that RE’s role in
the power sector has so far been very limited; RE
power is as low as 0.6% of the national generation
mix. Further, grid-connected RE power generation
will only take place in Peninsular Malaysia: in
Sabah and Sarawak, there will be none.

While the GoM is supporting rural electrifica-
tion and RE, policy implementation linkages
between them are lacking. In Peninsular Malay-
sia, rural electrification has permeated but RE has
not played a significant part. In support of the
rural electrification in July 1997, the government
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TABLE |. ESTIMATED FUEL MIX IN ELECTRICITY GENERATION (%),
MALAYSIA, 2005 '

'.

Others

Source: Mid-Term Review of the Eighth Malaysia Plan, EPU. p. 251.

launched the Malaysian Electricity Supply Indus-
tries Trust Account (MESITA). The fund’s scope
includes grid-connecting to homes and villages in
the Peninsula, including orang asli villages, which
are located beyond the operational areas of the
local authorities. MESITA allocated a total of
more than RM 159 million for Rural Electri-
fication Programme during the period of 1998
and 2002, and 38 000 houses have benefited.
Though MESITA is trying to promote RE, espe-
cially solar power, it has not been a major focus
of the fund; just 15% of the budget has been
directed to RE related activities’.

In Sabah and Sarawak, there has been no
tangible progress with RE utilization, with zero
RE-based power generation. During the Eighth
Malaysia Plan period, it is expected that electri-
fication projects will benefit some 46 000 hous-

7 Ministry of Energy, Communications and Multimedia, Electricity
Supply Industry Trust Account (ESITA) 1997-2002; 5-Year Progress
Report. Appendix A, p. 48.

8 Ibid. p. 332. EPU, Mid-Term Review of the Eighth Malaysia Plan.
p. 253.

? Eighth Malaysia Plan. p. 305.

10 “Providing infrastructure and social amenities as part of a
broader programme to improve the quality of life of all Malaysians.
For the rural population, they include the provision of ...electrici-
ty...” (EPU, The Third Outline Perspective Plan, 2001-2010. p. 87).

' As of 1998, there are 70 palm oil mills in Sabah followed by 68
in Johor, 66 in Pahang, 40 in Perak, 27 in Selangor, 14 in Sarawak,
13 in Negeri Sembilan, 12 in Terengganu, 8 in Kelantan, 4 in
Kedah and Pulau Pinang, 2 in Melaka (based on Palm Oil
Registration and Licensing Authority, Directory and Statistics,
1998).

ing units, mainly in Sabah and Sarawak®.
However, no role is explicitly envisaged for RE
in power generation. Although several stand-
alone RE power projects have been implement-
ed, they have not been sustainable.

A guiding principle of sustainable develop-
ment of energy in Malaysia is to reduce imports of
coal and oil. Efficient utilization (energy efficien-
cy) and use of alternative sources of energy (RE)
came into focus primarily in the context of avoid-
ing depletion of oil and gas. In this respect, sus-
tainable development of energy simply means
sustainable development of depletable re-
sources’. Previously, rural electrification had
been implemented to achieve growth with equity,
the core thrust of Malaysia’s national develop-
ment. Rural electrification projects encouraged
the poor to adopt modern farming, since the poor
are largely engaged in agriculture!®. The chal-
lenge now in implementing rural electrification is
to promote a strategy to develop sustainable ways
to use depletable energy and ensure all commu-
nities in East Malaysia are connected.

Promoting RE in Rural Electrification for
Sustainable Development

Promoting RE in rural electrification in East
Malaysia is a viable strategy. Thus, for exam-
ple, Sabah has much potential in power gener-
ation based on biomass, especially palm oil
residues, with the largest number of palm oil
mills among all states in Malaysia''. Table 2
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TABLE 2. APPROVED SREP PROJECTS BY STATE (as of August 2004)

Palm oil

Landfill gas residues

Negeri Sembilan - 2

Municipal
waste

Minihydro

Kelantan - |

Melaka

National 5 24

Source: Energy Commission.

shows the number of SREP projects according
to the type of RE and location as of August
2004. Sarawak is not included in the list since
the Electricity Supply Act is not applicable to
that state. Sensitivity studies on power plants
have shown that projects in Sabah may be more
viable financially than in the Peninsula, due to
the higher tariff rate'.

The CDM defined under the Kyoto Protocol,
could be encouraged in SREP projects to help
expand rural electrification in Malaysia. The
priority given to the energy sector among poten-
tial CDM sectors is a conducive factor!3.
Among various tiers of RE, the 2000 DANCED
study found that wastes from the palm oil
industry have the highest value for power gen-
eration in Malaysia.

'2 The maximum selling price to TNB is RM 0.17 per unit while it's
21 sen per unit to SESB.

13 NCCDM formulated the national criteria for small-scale projects
in the energy sector. As of February 2004, it has given condition-

al approval to three CDM projects. They are all biomass-based RE

projects, among which two are grid-connected and one is off-grid.
Landfill gas, biogas from palm oil mill effluent and energy efficien-
cy in the energy sector are considered to be possible CDM areas in
Malaysia. PTM, “Final CDM Workshop — CDM Capacity Building
Project,” 15 January 2004 (Mutiara Hotel, Kuala Lumpur).
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However, a UNDP/GEF led BioGen project
has identified several constraints in promoting
RE. Among these are that information is lacking
on biomass-based grid-connected power genera-
tion in the palm oil industry; policy support
mechanisms on RE-based power generation are
not fully developed; financing mechanisms for
biomass-based power generation are non-exis-
tent, and there are no successful models to
demonstrate efficient grid-connected power gen-
eration systems using palm oil wastes.

CDM is a device to engage the private sector
to invest in greenhouse gases emission-reduction

~*projects in developing countries, including tech-

nological transfers and capacity building. In
return, developed countries that have an obliga-
tion to meet emission reduction targets are eligi-
ble to purchase the Certified Emission Reduction
(CERs) units from CDM projects in developing
countries. As a signatory to the United Nations
Framework on Climate Change Convention
(UNFCCC), Malaysia expects the CDM to play a
leading role in promoting SREP.

Estimated income generated by selling
CERs under CDM projects however is not
enough to attract project developers or
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investors. For example, transaction costs of
small-scale power plants, of less than 15 MW,
would be prohibitively high due to small quan-
tity of CERs, as well as to their expected low
prices. Also, since conventional power genera-
tion technologies enjoy considerable govern-
mental subsidies, RE-based power generation
technologies turn out to be the most expensive.

A critical issue is that the government has not
defined a methodology to quantify sustainability,
which is the most important principle of CDM.
The Kyoto Protocol obliges developed countries
to promote sustainable development through
emission reduction activities, in accordance with
host countries’ development plans. Article 12 of
the Kyoto Protocol stipulates that the CDM
should assist developing countries in achieving
sustainable development. The Bonn Agreement
further confirmed that it is the host party’s prerog-
ative to confirm whether a clean development
mechanism project activity assists in achieving
sustainable development!4. 1t is, thus, the host
countries that decide whether the CDM project
proposals will contribute to their country’s sus-
tainable development. Host countries need to
quantify the CDM project’s contribution to
national sustainable development in terms of
USD per tonne of carbon dioxide.

The Ministry of Natural Resources (NRE) is
the designated national authority (DNA) with
the UNFCCC Secretariat. The DNA, the highest
authority regarding CDM project implementa-
tion in a host country, develops sustainable
development criteria based on which it
approves CDM projects. For example, during
the screening stages, the DNA would check if
the proposed project violated any national sus-
tainable development policies or laws.

As noted above, principles of sustainable
development have been expressed in Malaysia’s
sustainable development policies. In particular,

in August 2003, the six sustainable development .

strategies of the energy sector were expressed in
the Eighth MP, as the national criteria for small-
scale CDM energy projects by the national
committee on CDM (NCCDM). They are to (i)

" LNFCCC, 2001a, p. 8.

ensure adequacy and security of fuel supply, as
well as promoting the utilization of gas and RE,
(ii) ensure adequacy of electricity supply as well
as improving productivity and efficiency, (iii)
develop the energy-related industries and servic-
es, as well as increasing local content, (iv) pro-
mote Malaysia as a regional centre for energy-
related engineering services, (v) encourage effi-
cient utilization of energy, particularly in the
industrial and commercial sectors, and (vi) give
due importance to environmental considera-
tions in the sustainable development of the
energy sector. However, these strategies are
mere principles: they need to be supported by
specific indicators that will serve as criteria to
approve CDM projects.

Without a clear operational definition of
sustainable development, it is difficult for NRE
to adequately serve as the DNA. Environ-
mental management, economic and social
development are the three pillars of sustainable
development. What is required are specific
indicators to measure the impact of CDM proj-
ects on each of these three dimensions. For
example, in order to monitor environmental
impacts, it is necessary to have benchmarks
and indicators to measure air and water quality,
land use, noise level and ozone-layer depleting
substances. It is also useful to know how much
CDM projects contribute to the promotion of
waste management and recycling or the use of
RE sources. For assessing social development,
indicators are needed to measure local contri-
butions of projects, on people living below the
poverty line, community development, stake-
holder participation, technology transfer,
improvements of quality of life of low-income
people and so on.

CONCLUSION

Electrification, including of rural areas, is one
key strategy for reducing poverty. RE should be
a key component in supporting this strategy.
Given that Malaysia’s energy policy has
increasingly paid attention to sustainable devel-
opment of depletable energy resources, it is now
necessary to assess the cost effectiveness of RE
technology as compared with existing power
generation technologies using traditional energy
resources. It is also necessary to explore ways
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of overcoming the constraints mentioned above
in promoting RE, especially reducing produc-
tion costs. CDM has the potential to support
national efforts in overcoming these con-
straints.

UNDP Malaysia, in partnership with local
communities, is in a good position to assist the
government in developing indicators to meas-
ure CDM projects’ contribution to national sus-
tainable development. Through the UN
Resident Coordinator System and through
knowledge networks, UNDP can help opera-
tionalize sustainable development. This could
contribute to building capacities among CDM
implementing agencies which will lead to the
promotion of RE-based rural electrification in
east Malaysia, as well as contributing to reduc-
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ing the pockets of rural poverty in Sabah and
Sarawak.
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