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INTRODUCTION
In the MYPD5 proposal, Eskom has requested tariff hikes over the 2023 to 2025 period. Eskom
argues that Nersa has historically limited prices so that Eskom's total revenue falls below their
long-term sustainable costs. The MYPD5 argues that this historical revenue shortfall has
resulted in high debt levels for the utility, underinvestment and poor maintenance, and the need
for implicit subsidisation in the form of state bailouts. The MYPD5 proposes a phased shift
towards a pricing structure which allows Eskom to fully cover its long-term operating costs, while
maintaining or even expanding targeted subsidies for poverty alleviation and industrial policy
(Section 18.3, Section 25.7).

This submission will address two core themes. The first examines Eskom's projected costs. The
second examines the proposed transition from general to targeted energy subsidies. We argue
that Eskom's costs have been inflated by an overreliance on IPPs, as well as poor
management. We then argue that a shift from general to targeted energy subsidies is a
desirable policy overall, however, the mechanism for targeted subsidies to poor households
must be rapidly improved and expanded as general subsidy levels are lowered otherwise
already unacceptable levels of energy poverty will be severely worsened. Further, existing
mechanisms for subsidies to vulnerable sectors, must be inline with an industrial policy shift
away from support for the Minerals-Energy Complex (MEC) and towards more labour absorbing
sectors, capable of generating decent work. This document will be structured as a list of detailed
responses to concerning sections of the MYPD5 and the addendum to it published later,
organised thematically.

COSTS
In Section 13.5 of the MYPD5, “Independent Power Producers (IPPs)”, Eskom shows a
significant proportion of proposed tariff increases are due to new IPP contracts. As illustrated by
Figure 1, overall costs of IPP contracts will increase steadily until 2033-2034 and then remain at
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that level until 2042 when many contracts come to a close. The choice of IPP’s as an instrument
for investment in new renewable capacity has inflated the required costs of investing in new
renewable generation capacity. This is due to lock-ins at high prices for bid contracts as well as
the high financial cost associated with derisking in the form of blended finance and special
purpose investment vehicles.

Figure 1: IPP Costs Over Contract Lifetime

The inflated costs due to long-term contract lock-ins can be clearly seen in Figure 2. Although
prices have decreased significantly for all renewable technologies over the period from bid
window (BW) 1 to BW 5, cost reductions from successive bidding rounds cannot be passed onto
customers, due to the long-term nature of the offtake agreements signed with IPPs. The
unforeseeable conduct clause and an international arbitration clause in IPP contracts
make it difficult for Eskom to renegotiate prices or terminate contracts with IPPs from
earlier bidding rounds if generation costs from renewable energy fall. For example, high
litigation costs have prevented Eskom from attempting to renegotiate heavily
subsidised prices from BWs 1 and 2. Additionally the use of private finance increases
interest rates in comparison with state lending, as private firms have less collateral.1

1 Bayliss, Kate, Elisa Van Waeyenberge, and Benjamin O. L. Bowles. “Private Equity and the Regulation
of Financialised Infrastructure: The Case of Macquarie in Britain’s Water and Energy Networks.” New
Political Economy, June 15, 2022, 1–18. https://doi.org/10.1080/13563467.2022.2084521.
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Figure 2: Generation Price vs Contract Price

ENERGY POVERTY
In Section 4.4 of MYPD5, “Protection of Poor Households”, Eskom lists a collection of existing
policies aimed at alleviating energy poverty and argues that an allowance from NERSA to
increase cross-subsidisation for poor households, may be ideal. Existing policies aimed at
addressing energy poverty include: the electrification program, the use of inclining block tariffs
(which are proposed to be phased out), and basic free electricity.

Unaffordable energy has tragic human costs. These include health issues from air pollution and
injuries from fires as a result of substituting other fuels for clean energy. Additionally,
unaffordable or unreliable electricity access can cause household malnutrition through a number
of different mechanisms. Firstly, buying electricity can reduce household income available to buy
food stuff.2 Secondly, lack of sufficient electricity can make both cooking and storage of foods
impossible, meaning households may have to replace grains and fresh meat and vegetables,
with more expensive and less nutritious alternatives. Finally, lack of electricity for income
generating micro-enterprises and job seeking reduces overall household income available to
meet other basic needs. These costs have an uneven gendered impact with women often
allocating greater time to household tasks when electricity is unavailable, and facing greater
health risk due to the use of dirty energy in the household.

2 PMBEJD (2022) ‘Household Affordability Index, February 2022’. Pietermaritzburg Economic Justice and
Dignity Group.
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The electrification programme has expanded connection rates, but electricity access remains
unaffordable for many households (or is afforded only by diverting household budgets away
from purchasing basic food stuffs required for adequate nutrition). Many households living in
poverty cannot access the free basic electricity programme, testing for indigent households is
done inconsistently across municipalities, and money allocated to providing free basic electricity
is often allocated to other objectives by municipalities. The programme is intended to provide for
11 million households, but in reality only reaches 3 million households. Finally, the amount
provided, 50Kwh per month, is far below the amount required. Between 150Khw/m and
200Kh/m is required for basic household energy needs, an expansion of up to 350Khw/m would
support income-generating activities, and reduce food poverty.3

We acknowledge that an expansion of the free basic electricity required to address energy
poverty is beyond the current fiscal capacity of Eskom alone. However, it is concerning that the
proposal presents failing and inadequate policies as sufficient solutions to insulate poor
households from the proposed price increases. Further, it is concerning that no gendered
analysis of energy poverty is considered, as this is critical for informed and evidence-based
policy to address energy poverty. Vague statements about making targeted pro-poor subsidies
more explicit are promising, but must be urgently fully developed and implemented as general
subsidies are striped back.

INDUSTRIAL POLICY
Section 4.5 of Eskom's application, outlines the role of energy subsidies to industries in order to
“protect vulnerable sectors, improve relative sector competitiveness and attract investment in
the long term” in line with industrial policy objectives.”

The acknowledgement of the importance of targeted subsidies for industrial policy is promising.
However, there are concerns about how this may be implemented without further clarification. It
is important that such subsidies are not captured by the capital intensive MEC, but are directed
towards sectors with greater employment potential and greater upstream and downstream
linkages.

The MEC is a set of highly integrated capital intensive industries that have historically
dominated the South African economy. The MEC includes mineral extraction and beneficiation
processes as well as energy production and associated financial development. Historically
these industries have benefited from the exploitation of cheap labour, cheap social reproduction,
and cheap nature, through a set of policies, such as apparthied policies creating the migrant
labour systems. MEC dominance has limited South Africa’s development of other more labour

3 Ledger, Tracy, and Mahlatse Rampedi. “HUNGRY FOR ELECTRICITY,” n.d., 124.
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intensive sectors, capable of producing significant decent work opportunities and economic
development since it is highly capital intensive, that is, employs more machinery and labour.4

Eskom has been deeply integrated into the MEC both on the supply side and the demand side.
Historically MEC sectors have been charged extremely low electricity prices. Additionally,
purchases of coal have happened at very generous rates.5 The MEC still occupies a prominent
position in South Africa’s political economy with strong ties to ESKOM, therefore public
transparency in awarding Negotiated Price Agreements will be critical to ensuring they are
awarded to sectors with the greatest developmental potential.

Additionally, it is important to envisage the vital role of electricity in industrial policy outside of
the formal economy. As mentioned above, electricity can form a vital input into many survivalist
micro-enterprise which are often informal, but vital to the economy of many areas in South
Africa. This can include irrigation and refrigeration for small-scale agriculture, as well as basic
food retailing and preparation of ready made meals.

GENERAL SUBSIDIES TO ELECTRICITY
In Section 25.7 and MYPD5 Addendum Section 13 of Eskom’s application, Eskom argues,
largely based on a 2017 Deloitte paper, that the pricing structure that NERSA has allowed has
resulted in an implicit general subsidy. Eskom argues that since 2013 approved tariff increases
have been too low to allow revenue to cover Eskom’s full costs. Rather than a direct explicit
policy of subsidisation, this has resulted in large subsidisation in the form of bailouts; as well as
a growing deficit for Eskom (R45bn by 2019) which will require future subsidisation or tariff
increases to repay. This subsidisation has been in the form of over 350bn in guarantees and
R23bn in equity injection. In these two sections, Eskom argues that a large body of research
both global and locally suggests that general energy subsidies are a poor choice of policy
instrument for a variety of economic reasons.

It is widely accepted that general implicit energy subsidies can be regressive and can
encourage undesirable forms of industrial development.6 Consequently, their replacement with
more targeted subsidies for industrial policy and poverty alleviation have the potential to
improve development and reduce inequality. However, when pursued in line with an austerity
program with a primary goal of cost reduction, rather than redistribution and labour intensive

6 Maboshe, Mashekwa, Akabondo Kabechani, and Grieve Chelwa. “The Welfare Effects of
Unprecedented Electricity Price Hikes in Zambia.” Energy Policy 126 (March 1, 2019): 108–17.
https://doi.org/10.1016/j.enpol.2018.10.041.

5 22 Sabelo Skiti, "Eskom Loses Billions On Coal Contracts". The Mail & Guardian, 2021.
https://mg.co.za/article/2019-04-05-00-eskom-loses-billions-on-coal-contracts/.

4 COSATU Just Transition Blueprint for Workers
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industrialisation, cut backs on implicit energy subsidies can have dire consequences for poor
households, even if the subsidies are highly regressive.7

While many of the reasons proposed are significant concerns, they are presented and
discussed through a superficial orthodox economic framing. Existing policy options are
compared with theoretically perfect mathematical models of markets, rather than the actuality of
viable policy alternatives. Issues such as market distortions and the signalling function of prices
are listed as primary concerns along with less theoretical concerns, such as the capital and
energy intensity of South African industry and the regressive nature of general electricity
subsidies. As many development economists have argued, “getting prices wrong” to support
local industry has often been a vital part of successful industrial policy.8 Issues such as the
possibility of positive as well as negative externalities for energy consumption are not included,
for example when energy consumption leads to public goods such as education, and improves
productivity. Further, while the regressivness of general subsidies is important to address, it
must be compared with the frequent failures of targeted pro-poor subsidies, including overly
complex mechanisms of means testing which serve to exclude many poor households.

The sources cited in this Section of the application appear totally unaware of the actual failure of
existing targeted pro-poor subsidies; for example Deliotte (2017) writes glowingly:

“Poor households in South Africa are currently shielded to some extent via a
well-designed and target subsidy in the form of the free basic electricity allocation
that was introduced by the DoE in 2001. The free monthly allocation of 50 kWh per
qualifying household for a grid-based system means that vulnerable households are
provided with limited but sufficient electricity to run basic household appliances
(p78-p79).”9

Deloitte’s claims are truly bizarre as the 50kWh amount was not calculated based on the
minimum sufficient amount needed to run basic household appliances, but rather on the
amount of electricity which impoverished households were purchasing at the time. This
does not even include a provision of energy for cooking.10 This undermines the credibility of
any claims that tariff restructuring is taking place in a manner where the interests of poor
households are prioritised or even understood.

10 Ledger, Tracy, and Mahlatse Rampedi. “HUNGRY FOR ELECTRICITY,” n.d., 124.
9 Deloitte, 2017. An overview of electricity consumption and pricing in South Africa.

8 Amsden, Alice Hoffenberg. The rise of" the rest": challenges to the west from late-industrializing
economies. Oxford University Press, USA, 2001.

7 Silva, Patricia, Irina Klytchnikova, and Dragana Radevic. “Poverty and Environmental Impacts of
Electricity Price Reforms in Montenegro.” Utilities Policy, The Political Economy of Electricity Market
Reform in South East Europe, 17, no. 1 (March 1, 2009): 102–13.
https://doi.org/10.1016/j.jup.2008.02.008.
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Thus, overall a shift towards targeted subsidies holds significant potential for progresive
redistribution, industrial policy and reduction in emissions, but it must be well coordinated, and
not narrowly focused on austerity measures and  closing budget deficits.

RECOMMENDATIONS
The IEJ makes the following proposals:

1. Before any tariff increase is approved (partly on the basis of inflated IPP pricing)
alternative pricing options based on a green transition centering state-owned renewables
should be presented for comparison. The massive proposed increase in spending on
IPPs is being pursued without a rigorous analysis of potentially cheaper state-led
solutions to increase capacity and move towards renewable generation. This makes it
impossible to determine whether these proposed increases are justified.

2. Any change in energy subsidies must be approved only in the presence of a
comprehensive plan to ensure affordable universal energy access, and effects on energy
poverty must be rigorously studied in proposals to remove general subsidies.

a. Energy subsidies must ensure basic household needs can be met.
b. Improvements to the administration of retained programmes must be spelled out

in order to ensure all qualifying households can access the programme. This
includes revisiting the manner in which the program is administered through a
complex combination of national and municipal governments.

c. The programme should be expanded not only to target basic household needs
but also household micro-enterprise and job-seeking support.

d. Appropriate fiscal support must be agreed upon as currently a large expansion of
Free Basic Electricity is beyond Eskom's current fiscal capacity without state
support.

e. A more thorough analysis of the effects of tariff increases on poor households
must be completed as increases in tariffs will have massive consequences for
poor households which are unaddressed within the MYPD5 submission. No
evidence-based human rights centred policy decision can be made on tariff
increases without this analysis.

3. Clear plans for industrial policy related subsidies must be outlined, to ensure they are
aligned with national development goals and do not reinforce MEC dominance. Without
this, the MEC is likely to continue to profit from cheap electricity prices, diverting
resources away from industries with greater potential for job-creation. The plans must
explicitly support electricity subsidies for micro and informal enterprises,as these are
often the most endangered by tariff increases.

4. General subsidies should not be removed unless more-detailed plans for appropriately
targeted subsidies are presented in line with the concerns above.
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