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MFIs   Microfinance Institutions 
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SRI  Socially Responsible Investment 
SSN   SouthSouthNorth 
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VC  Venture Capital 
 
 

1. Introduction 
“The unavailability of financing is a barrier to investments in energy-efficient equipment and services in 
many parts of the world. A lack of awareness and experience necessary to evaluate the rate of return 
and risk associated with loans tied to savings from reductions in energy demand has tended to keep 
developing countries’ banks out of this potentially profitable and environmentally beneficial market” 
(World Bank, 2005: 17). 
 
The situation described above already restricts the likelihood of the financial sector getting involved in 
a financial model to support sustainable energy interventions in housing in South Africa.  That the 
sector under discussion is ‘low-income housing’, further exacerbates this reluctance.  The economics 
of these underlying projects imply that there are no financial returns.  Low-income beneficiaries have 
priorities other than sustainable energy technologies on which to spend their scarce income.  
Sustainable energy technologies tend to have high upfront costs, despite being economically more 
feasible over the longer term.  These projects are therefore essentially public sector projects, requiring 
revenues through subsidisation, or from alternative external sources such as carbon credits. 
 
In South Africa though, there are a number of potential mechanisms which could be used to include 
the financial sector in a model to support sustainable energy interventions in low-income housing.  
Examples of such mechanisms include the commercial banks' recent mandate by government to 
cover the low-income housing sector, and through cross-subsidisation of energy interventions with the 
high- and medium-income sectors through an investment vehicle.  The reduction of fire risks in these 
low income communities as a result of the interventions could be attractive to the insurance industry.  
 
This paper will explore the opportunities available for financial institutions in low-income housing 
sustainable energy projects in South Africa. It will consider what contribution the financial sector can 



make, as well as the terms under which it might do so.   This paper is intended to inform and support 
the work of the Sustainable Housing Facility (SHF)’s Steering Group as they embark on the planning 
and detailed design stage for the SHF.  
 
The paper is structured as follows:  Section One gives a generic overview of financial institutions and 
products.  Section Two discusses access points for financial services in a low-income housing 
sustainable energy carbon project, and Section Three considers the current feasibility of the financial 
sector getting involved in the financing of these projects.   

2. An overview of financial institutions and products 

2.1 Introduction 
“A financial institution means a bank, a long-term insurer, short-term insurer, re-insurers, managers of 
formal collective investment schemes in securities, investment managers and other entities that 
manage funds on behalf of the public, including retirement funds and members of any exchange 
licensed to trade equities or financial instruments in this country and entities listed as part of the 
financial index of a licensed exchange” (Tomlinson, 2005). Investment management funds in this 
context are assumed to include venture capitalists. 
 
Each of the above categories can be split into smaller entities by distinguishing between the target 
markets of each. Banks, for instance, can be split into commercial, business and corporate banks, and 
microfinance institutions (MFIs). Commercial or retail banks can further be split into short-term and 
long-term lenders. Mortgages are examples of long-term loans while overdraft facilities are often 
considered short-term loans. In the same way investment funds can be divided in terms of risk 
profiles, from pension funds with conservative mandates to venture capital funds with very aggressive 
approaches to investment. 
 

2.2 Banking products 
2.2.1 Overview 
The terms of each banking debt product (interest rate, conditions, length of financing) are specific to 
the circumstances of the individual borrower, as opposed to the mechanism. This is mainly due to the 
correlation between risk and expected return. Commercial banks are unlikely to lend directly to the 
low-income sector under normal circumstances due to its perceived high risk profile.  If this is done at 
all, it is done through an intermediary such as a municipality or development financing institution 
(EDC, 2005 ).  
 
Most of the offerings provided by the traditional banking institutions are very similar to each other.  
Certain products go under different names but ultimately the differences are negligible. This is 
demonstrated in Figure 1.1, where cash flow diagrams describe different formats of a bank loan. The 
loan in the figure represents lending R1 000 and paying it off within five years. In effect, each of the 
payment patterns will have a Net Present Value (NPV) of R1 000 at a discount rate of 10%, although 
the risk to the lender differs in each case. 
 
(i) The top diagram shows the pattern for an amount of R1000 borrowed for a period of 5 years, 
compounded annually at an interest rate of ten percent. No payments are made to the bank until the 
end of the loan. This is the highest risk model to the bank as the lender may go bankrupt during the 
period without the bank receiving back any of the money it invested.  
 



 
 

(ii) The second cash flow is typical of “vanilla bonds” or ordinary government bonds. In the bank 
industry this pattern could also refer to an interest-only loan, where the borrower only pays an annual 
amount of interest. In the final year the borrower has the additional responsibility to repay the principal. 
This amount at the end could be referred to as, amongst other terms, a balloon payment, a residual or 
an outstanding principal. This repayment pattern poses less risk to the bank as it receives back some 
money during the life of the loan. Often mortgage loans have lower interest rates than other types of 
loans because it is associated with collateral that is tangible. 
 
(iii) The third cash flow is typical of car financing and some mortgage loans where the car or house is 
paid off over a period of time using equal instalments. This model exposes the bank to less risk than 
interest-only loans for the above reason. The equal instalments make it easy to for the borrower to 
remember the amount that should be repaid every month. 
 
(iv) The last pattern of repayments poses the least risk to banks as the bank receives back the bulk of 
the loan in the early years.  
 
 
2.2.2 Banks and low income households 
 
It is often difficult for low-income households to gain access to loans, often because of requirements 
by banks. Typical requirements include, but are not limited to: 

• provision of proof of income; 
• implied affordability in regard to repayments; 
• extent of assets and extent of liabilities; and 
• past credit records (EDC, 2005). 

 
The above requirements make it extremely difficult for low-income households to access loans for the 
following reasons:  

• most of these households do not have stable incomes to guarantee on-time payment; 
• historically few low-income households had assets to their names, meaning that lending 

money to this sector is mostly unsecured; 
• because borrowers sometimes do not have a fixed address, they are seen as mobile and 

therefore high risk clients; 
• due to their risk profile, borrowers often do not have a credit history, a chicken and egg 

scenario that leaves the borrower out of money. 
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Figure 1.1: Repayment patterns for different types of loans. 



Low-income households are numerous but borrow small amounts of money. This means that the 
process of screening clients can be comparatively expensive and difficult and often this, according to 
conventional banks, justifies their reluctance to enter this market.  
 
Commercial banks normally rather focus on fewer clients that borrow larger amounts and who may 
have a better risk profiles or credit records. However, some banks have ventured into the low-income 
sector and have proved it to be sustainable, at least under certain conditions. Examples in South 
Africa include African Bank and Capitec Bank.  
 
The above two banks entered the low-income sector through a mechanism known as microfinance. 
Microfinance relies on various risk-reducing practices to lend small amounts of money (at least the first 
few loans approved for a specific client) to people that lack collateral, or alternatively, the opportunity 
to borrow from conventional banks. These risk reduction practices could include group-lending 
schemes, requiring that borrowers have saving accounts with the banks, or guarantees signed by an 
employer. Capitec often lends money to groups via an employer. The employer takes responsibility for 
administration at micro level. 
 
In addition to these barriers that generally apply to loans to low-income households, another barrier 
specific to bank financing of Energy Efficiency (EE) is the mismatch between duration of the project 
and the life of EE projects. Banks are hesitant to approve loans for periods longer than 2 to 5 years 
(Sheehan, 1994: 65). This is problematic as EE projects generally have a longer payback period, 
requiring refinancing of the project.  
 

2.2 Insurance products 
Low-income households are more vulnerable to natural or human-made disasters than medium- and 
high-income households. Often households lose all their assets in floods or fires. In addition, when EE 
interventions are implemented it is imperative that these households are protected against the loss of 
these in a fire, flood or strong winds.  
 
Furthermore, households are often reliant on key people in the household to put food on the table. 
When such persons die or lose their jobs, it places tremendous financial strain on the households. 
The insurance industry is fairly hesitant to enter the low-income housing sector. However, it does pose 
a major market for short-term insurance companies as low-income households are often particularly 
vulnerable to the loss of assets.  
 
Conventional insurance products are often too expensive for low-income households. Furthermore, 
given the increased fire risk in low-income communities because of regular fires as a result of 
accidents with fuels such as paraffin, these houses would typically have higher insurance premiums. 
 
EE appliances may allow insurance companies to reduce insurance premiums to below that of 
conventional low-income households. Insurance premiums are based on the probability of a specific 
event, for instance fire in a low-income community. With an increase in the use of EE equipment, 
fewer fires will be lit inside houses, leading to fewer fire-related disasters in the community. 
Additionally, the professionally installed electric wiring in the houses is less prone to cause fires than 
in cases where makeshift lights hang from the roofs.   

2.3 Investment funds 
Investment funds include a plethora of different types of funds ranging from conservative funds like 
pension funds, to riskier funds such as “small cap” or venture capital (VC) investors. Depending on the 
fund’s mandate, it might be limited in the types of investments it may make. Typical examples include 
Socially Responsible Investment (SRI) funds and pension funds (that are limited in the asset types 
they may invest in). In South Africa, pension funds are required to invest in socially responsible 
investments. This requirement may see an increase in money flowing into EE projects, and specifically 
projects that empower the poor. Yet it is likely that profitability will always be a requirement. 
 
VC funds are often willing to take on more risk than conventional funds, but typically require an even 
higher return than banks or investment funds. “Clean technology” funds are a subset of VC, taking on 
the risk that a new technology may not be successful or may be replaced by a more advanced 



product. In the case of low-income housing Renewable Energy Technologies (RETs), the risk is 
market based (credit risk) so that these projects fall outside the scope of strict “clean tech” funds.  
 
Wesselink (2006) reports that a mixed model was used in Port Elizabeth whereby high-, middle- and 
low-income households are combined in a model that, similar to the SHF leverages from Demand 
Side Management (DSM) as well as carbon financing. This “portfolio model” is in the development 
phase but is reportedly profitable, relying on cross subsidisation and economies of scale to deliver 
profitability. By combining various sectors within an energy service company approach, the financing 
does become sustainable.  A public interest aspect still needs to be incorporated into this as otherwise 
there is little incentive for the financial sector to include the low-income sector.  In the Nelson Mandela 
Bay Municipality it is proposed that this be done by granting a private sector vehicle a concession over 
the right to supply houses in its jurisdiction with hot water and energy services (Zimmerman, 2006). 
 

3. Access points for financial services to the low-income 
EE industry 

3.1 Introduction 
When considering at which point the financial sector can involve itself, the value chain of RET and EE 
projects provides a useful framework (See Figure 1.2). There are five broad areas where financial 
services companies hook onto low-income EE carbon projects, namely: 
 
• upstream manufacturers of equipment; 
• households; 
• carbon trading; 
• insurance; 
• project financing. 
 

 
 

  
 

Figure 1.2: SWH value chain and financing at different stages. 
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3.2 Manufacturing 
During the first stage of the production of EE equipment, banks can be involved as financiers of the 
manufacturer, specifically in financing production up the point of a cash sale. 
 
Banks may further finance credit sales to clients or may enable manufacturers to operate as energy 
service companies (ESCOs). These two initiatives have the advantage that manufacturers gain 
access to more clients and may gain financially through the income from clients, either through 
interest or from service fees.  
 
In a service company model most of the risk is carried by the ESCO, and not by the bank.  The major 
hazard for banks in lending to manufacturers is default risk.  Cash flow is the key determinant of 
survival of SMMEs and the biggest risk to the ESCO is non-payment by clients (i.e. the inhabitants of 
the houses). With DSM subsidies the ESCO model becomes much more viable as the payment can 
assist in shortening the duration of the ESCO’s liabilities considerably.  
 
Venture capitalists may find producers of energy efficient and renewable energy equipment such as 
SWH and photovoltaic (PV) panels attractive investments. Renewable energy equipment is a fast 
growing market and economies of scale reduces the unit cost considerably. Low-income housing 
projects are of such a nature that a large number of units are commissioned, making the business 
much more profitable. Often the biggest risk taken by venture capitalists is market risk, i.e. the risk that 
anticipated demand will not be realised. In low-income housing EE projects, this risk is reduced 
considerably as the market is guaranteed.  

3.3 Households 
After the installation stage one can focus on the financing of EE by banks lending money to 
households. Several broad categories of banking can be involved at this stage, while most of these 
models will involve lending to the households directly. However, given the assumption of a R1000 
deposit by each household, or a contribution of R30 per month (an amount SSN has found to be an 
acceptable amount in stakeholder consultation for the Kuyasa project), bank loans will not be 
sufficiently large to finance the outstanding amount after subsidies and other forms of income. Banks 
will only lend money to borrowers that pass their normal credit checks (EDC, 2005 ). This puts loan 
financing beyond the reach of most households.  
 
Microfinance has the potential to act as a link between large financing organisations and communities. 
Big banks and investment funds cannot function at grassroots level without microfinance networks. In 
turn, microfinance organisations often make use of members of the community as credit agents. As 
stated earlier, there is an increased interest from commercial banks in funding microfinance activities, 
mostly due to the Financial Services Charter (FSC).  
 
One of the incentives for financial institutions to do work in the communities is the issue of “doing 
business at the base of the pyramid”, i.e. empowering communities through products and services that 
address the needs of the poor. Such initiatives are often highly profitable, but require high-volume low- 
margin products.  

3.4 Carbon trading 
The carbon trading stage only enters into calculations once the project starts to produce Certified 
Emission Reductions (CERs). There seems to be considerable interest from banks to be involved at 
this point, more specifically from the corporate and merchant banking sectors to bring their trading 
expertise to the table (Edmunds, RMB). A requirement for this revenue stream to become viable for 
energy interventions in low-income households, is the use of a programmatic Clean Development 
Mechanism (CDM) methodology. 

3.5 Insurance 
A major opportunity for financing is Corporate Social Responsibility (CSR) projects such as those by a 
short-term insurer in the Western Cape. The particular insurer spent R2 million in 2005/2006 on four 
cameras to act as an early fire detection system in the Cape Town region (Links, 2006). The system is 
aimed at reducing the reaction time of disaster management teams to fires in low-income and informal 
housing areas (an aim which has already delivered good results). 



 
A second opportunity for insurance companies is to entice members of households into long-term (life) 
insurance. When houses are fitted with EE products one of the risks is that the contracting party may 
die during the period of the contract, a risk made even more pronounced by the high incidence of 
HIV/AIDS in South Africa. Furthermore, in many low-income communities, the incidence of 
tuberculoses is disproportionately high. Installing ceilings not only increases comfort levels and the 
efficiency of fires used in heating, but also has a significant impact on the occurrence of respiratory 
diseases.  Insurers may consider linking the support of sustainable energy interventions to the sale of 
a life insurance contract. The assured amount can be linked to the household’s ability to pay, or could 
partly be sponsored by the insurer as part of its CSR/FSC budget. 
 
A third insurance product could be an income protector (payment from the insurance product is 
triggered when the household loses a source of income for a pre-defined reason), or a default 
protector (payment is triggered when the household is unable to pay an instalment by a certain date). 
product. If combined with a bank loan, households may be able to access loans that they would not 
have been able to before. 
 
By including an insurance product with EE services a major market can be exploited. In such a case 
goodwill from the community becomes more important to the insurance company and they would 
consequently be more inclined to provide funding for EE interventions. 
 
As is clear from the earlier discussion of the insurance industry, long- and short-term insurance could 
be key in protecting low-income households against critical risks. Involvement of banks or other 
financial institutions in this regard can be to the benefit of household (i.e. protection) as well as 
insurers (increased turnover and FSC targets). This is an important consideration for government and 
municipalities, which would otherwise bear the brunt of disasters in the low-income sector. Once again 
microfinance may be a suitable mechanism to make this service available on large scale. 
 
Default or income protection insurance can offer a service to low-income households, but may also be 
a suitable product for manufacturers selling equipment on credit or acting as ESCOs. ESCOs are 
vulnerable to a loss of income due to defaults, while it may be possible to price the insurance into the 
price of the product of service they are selling. 

3.6 Project Financing 
“Project finance” can be defined as the raising of finance for a capital investment that can be 
economically separated and for which the project owner and investors look mainly at the cash flow 
from the project for their return. In project finance, the project vehicle, i.e. the borrower, is separated 
from the originator (also sometimes referred to as the developer or sponsor) and the lenders (or 
financiers/funders/investors) have limited or no recourse to the originator in the event of default once 
the project is built/completed. For this reason, project finance is often referred to as non-recourse 
finance although it does allow recourse in some instances. The separation of the Special Purpose 
Vehicle (SPV) and the project sponsor is made possible by complex contractual arrangements put in 
place between the various parties involved in the venture and which forms part of the financing 
documentation. The objective behind this is to separate the SPV from the core activities of its owners, 
and also to delimit the project. This containment/quarantining allows project managers to focus their 
attention and facilitates the identification of specific project risks.  
 
Making use of project financing to ring-fence a business entity can hold significant benefits for a 
project. As is clear from the nature of this project, multiple interests and income streams need to be 
balanced, something which normal financial structures cannot accommodate.  
 
The flexibility of the project finance mechanism combined with the legal rigor of the process holds 
benefits for both financiers and project developers. Often the covenants built into project financing 
manage to reduce the risk premium one would normally have expected of similar projects financed by 
banks (Volschenk, 2006). Many banks report to prefer a structure with multiple stakeholders (EDC, 
2005). 
 
The process of project financing is difficult and typically only a few entities (mostly corporate banks) 
have the ability to structure a deal effectively. This is a major opportunity for banks to gain entry and 
experience in the low-income housing EE and RET environment.  



 

4. Feasibility of financial services to low-income 
communities 

4.1 Introduction 
In 2003 the Financial Services Charter (FSC) came into effect as an initiative of the financial sector. 
Institutions earn points based on certain metrics, amid others the penetration into the low-income 
market, empowerment statistics and the total amount distributed to the poor in the form of loans. 
Amongst other undertakings, the FSC committed banks and other institutions to servicing poor 
communities. Specifically, the charter mentions R42 billion to be invested in low-income housing, i.e. 
households earning between R1 500 – R7 500 per month (Rust, 2005). The FSC has up to now done 
more for investment in low-income communities than market forces.  
 
No specific financial mechanisms are available for EE measures on a commercial basis in South 
Africa. In most cases, high- and medium-income households fund EE interventions from savings, 
conventional mortgage or personal loans (SSN, 2005). Due to the lack of focus on lower income 
households, there has never been a significant attempt from banks to finance such interventions in the 
low-income housing sector. 

4.2 The attractiveness of EE projects 

There are a number of opportunities for the financial sector to be involved in low-income housing EE 
or renewable energy projects, but ultimately the attractiveness of an investment hinges around three 
components.  
 
First and foremost is profitability, as these institutions report to shareholders who expect a market-
related return on their money. Some institutions may accept delay in the return, but will not invest 
without sufficient long-term return. EE interventions have the potential to increase the disposable 
income of households as they spend less money on space heating, fossil fuels and treating illnesses.  
“Green loans” assume that the borrower (home-owner) can afford a slightly higher interest payment 
every month because the owner saves on energy expenses. This can either translate to easier terms 
or a higher loan amount. If terms and loan amounts remain the same, it is possible that repayment 
rates (a key metric in microfinance loans) would improve. Some other unanticipated impacts (like a 
reduction in fires in the community) may have a further positive effect on income levels and the 
subsequent return to financial institutions.  Additional sources of return such as carbon revenues 
contribute towards the profitability of the projects. 
 
Secondly, financial institutions view investments in low-income communities as a FSC requirement 
that must be met. As stated earlier, banks and financial institutions gain a number of points on the 
BEE scorecard by investing in low-income (and previously disadvantaged) communities. 
 
The third incentive for banks and funds is the goodwill and reputational gains created by such 
investments in the community. However, in the case of the proposed model financial institutions only 
finance a fraction of the total cost, while there is a political incentive for these institutions to overstate 
their involvement. 

4.3 Encouraging the involvement of the financial sector  

4.3.1 Introduction 
Financial return is by far the biggest determinant of private sector involvement in RET and EE 
projects, and more so in the banking industry due to its function as protector of their clients’ capital. 
Investment funds are less dependent on immediate financial returns on investments but in the long- 
term require a similar return to that required by banks. However, where banks may invest in smaller 
scale projects, investment funds need large projects to invest in. Wesselink’s (2006) approach may be 
of interest to investment funds due to the flexibility of the mechanism.  
 



In order to increase financial return on low-income housing RET and EE projects, a number of factors 
can play a role.  These factors are discussed in the SHF Proposal and Discussion document, and are 
repeated here: 

• by far the most significant factor in financial return is whether the project employed retrofit 
interventions or whether RETs and EE considerations were implemented as part of an 
integrated greenfield project. 

• economies of scale play a major role when considering sharing of overheads and discounts on 
RET and EE equipment. 

• managing the delivery risk of CERs can increase the NPV of carbon credits significantly for 
the better. 

 
Figure 1.3 shows the typical impact of economies of scale, volume discounts, risk management and 
timing in the effect that CERs can have on project finances. Bearing in mind that all the factors are 
interdependent, the bars represent the following cumulative improvements to the value derived from 
CERs: 
 

1. The base case is based on 2 300 houses (each delivering 2,8 CERs per annum), a volume 
discount of 20% on SWHs, a CDM risk factor of 20%, and a CER price of €10. After other 
sources of income (household’s contribution, DSM, etc.) have been considered, the amount 
that still needs financing is approximately R2 500 per house. 

2. Scaling the project up to 35 700 houses, reduces the amount to be financed by about R500 
per house. 

3. Assuming a 40% discount from SWH manufacturers reduces the outstanding amount by 
another R600 per house. 

4. Managing the delivery risk of CERs assumes a reduction in the discount rate from 20% to 
15%. This adds another R200 per house to the income from CERs. 

5. If the project was implemented in a greenfields manner, houses can deliver up to 10 CERs per 
annum, an increase by a factor of four. As can be seen from the graph, this has a very 
significant impact on the income potential from CERs and the project will deliver an ample 
income, assuming all the previous upgrades were realsied. This point introduces an argument 
for cross subsidisation between greenfields and retrofit projects. 
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Figure 1.3: Factors affecting return 

 
In 2005, SSN and Agama Energy conducted a study for the Central Energy Fund (CEF) in South 
Africa around the funding of SWHs. The findings of this study (2005) included:  
 
• all banks are capable of providing the standard type of loans, assuming that the borrower’s credit 

risk is satisfactory, and that the products being made available are based on the individual 
borrowing the money, rather than being specifically asset based;  

• issues regarding risk in the lower income category are inherent to the borrowers and not specific 
to SWHs or any other asset or product; 



• access to volumes in lending is key. 

4.3.2 Risk sharing 
The financial services industry made a proposal to government in 2005 that used risk sharing 
arrangements to unlock finance to the poor (Tomlinson, 2005). In its proposal, there was a definite 
drive for government support. Some of these support mechanisms included: 

• the development of a securitisation (conduit) model, with government participation in its 
funding, as a means to funding lending via a secondary market mechanism (the proposal is for 
the development of a conduit for selling paper into the capital markets as a means of 
increasing lenders' funding capacity); 

• Loss Limit Insurance, which would cover some of the abnormal risk associated with the low- 
income market and underpin the securitisation model; 

• development of a Fixed Interest Rate loan product to address the volatility in interest rates, a 
major reason for low-income households to default on payments. 

 
Guarantees by a third party have the potential to reduce the cost of the overall financing package to 
the end-user. However, the reduction of the cost is due to risk being transferred to the third party. This 
implies that the risk-profile of the borrower remains an important factor and that the end-user will 
eventually carry this cost as well.  The Basic Energy Grant holds potential for providing this form of 
guarantee on behalf of governments (Banks, 2006; Wesselink, 2006). 
 

4.3.3 Intermediary agents 
A mechanism that may allow the entry of banks into the informal sector is the use of intermediary 
microfinance institutions. Research in South Africa and Africa indicates that banks often have capital 
available to lend, but are unwilling to do so in a market where there is little collateral and limited 
knowledge of borrowers. At the same time microfinance institutions lend money in an uncollateralised 
manner, but often have limited capital (Volschenk & Biekpe, 2003; Mukama, Fish & Volschenk; 2005). 
For some reason commercial banks have not shown much interest in providing finance to 
microfinance instituations (MFIs). However, the experience of the DBSA (Kirsten, 2006) is that the 
FSC has significantly increased the interest of commercial banks in financing microfinance institutions.  
 
In South Africa, financial institutions must be registered as banks in order to accept deposits from 
clients. This has reduced most microfinance institutions to operating only as lenders and in most of 
these cases loan capital comes from donor agencies or commercial banks. Both these sources of 
capital make microfinance comparatively expensive or unsustainable at low volumes. If MFIs were to 
be used on a large scale as intermediaries, it could put new life in a model which has not delivered 
significant results in South Africa. 
 

5. Conclusion and Further Research 
 
Given the number of low-income households in South Africa and the opportunities afforded by  
emerging sustainable energy technologies, there is potential for the financial sector to gain entry and 
experience in the low-income housing sustainable energy environment. The following factors should 
make projects of the kind proposed in this report of interest to the sector: 

• By investing in sustainable energy, households often experience an increase in disposable 
income, meaning they may be less prone to default on loans. 

• Sustainable energy projects of the kind proposed in this report implies a guaranteed market 
for manufacturers and other service providers. The risk of unrealised demand (market risk) is 
thus very low. 

• Renewable energy and energy efficiency technologies present high areas of opportunity for 
innovators, financiers and service providers alike.  Large scale low income housing projects 
part-subsidised by government afford a unique market creation and learning opportunity for 
the private sector 

• One of the aspects of the sustainable energy environment that is attracting a lot of interest 
from banks is the carbon trading opportunities. The financial sector is keen to gain experience 
in a market that is fast expanding, also in the corporate sector. 

 



Profitability is the biggest driver of involvement by the financial sector. CSR and the FSC (both “push” 
measures) may be conducive to their involvement in the short-term, but in the long-term it is unlikely 
that these would be able to entice investors in the absence of a positive income sheet (a “pull” 
measure). The financial sector would possibly only invest if the financial return is above the cost of 
capital. In order to increase profitability, a number of considerations can have an impact:  

• banks are already aware of the advantages of volumes in lending to the low-income sector, as 
well as when doing carbon financing and project finance deals. Profitability increases with 
scale so its not surprising that banks request that low-income sustainable energy projects 
should favour bulked up structures; 

• management of risks can have a significant effect on a project’s bottom line, as is well 
illustrated in the case CERs. Project finance structures can often assist in reducing risk to both 
financiers and project developers. 

• greenfield projects are much more attractive as energy interventions can be integrated into the 
design rather than in a retrofit manner.  

• another area for cross subsidisation is between high-, medium- and low-income households. 
Volumes reduce transaction costs, while high-income households can partly subsidise 
interventions in the low-income housing sector. 

• the involvement insurance industries can significantly reduce certain risks to banks, while 
offering attractive opportunities in return. Default or income protecting insurance may offer a 
service to low income households, but may also be a suitable product to manufacturers selling 
equipment on credit or acting as ESCOs. ESCOs are vulnerable to a loss of income due to 
defaults, while it may be possible to price the insurance into the price of the insurance into the 
product of service they are selling. By including an insurance product with EE services a major 
market for insurance companies can be exploited. 

• commercial banks are hesitant to enter the low-income sector under normal circumstances 
and when they do so, it is done through an intermediary such as a municipality or 
development financing institutions such as MFIs. If MFIs were to be used on a large scale as 
intermediaries, it could put new life in the microfinance industry in South Africa, an industry 
which has not delivered significant results in the country.  

 
 

Despite these opportunities, and factors existing to improve the attractiveness of low income housing 
sustainable energy projects to the financial sector, the sector still has a strong preference to see 
government support for sustainable energy projects in the form of a level of subsidisation, and also to 
see government initiatives to reduce the risk associated with lending to low- income households 
through the use of guarantees, concessions and the use of municipal service penalties to incentivise 
payment.  
 
 
Further research could include a wider array of private sector institutions. Whereas the financial sector 
looks at investments for financial return, there are other private sector companies that have a broader 
agenda. The oil industry currently has a major drive to support renewable energies, while other 
industries are driven by a need to be seen as socially responsible. However, the sustainability of the 
financial model relies solely on the business case for investment in EE projects in low-income 
communities. 
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