
Energy Access Project (FFP VAN 49450) 
 

 
SECTOR ASSESSMENT (SUMMARY): ENERGY 

 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. Vanuatu has a population of 234,000 which is geographically dispersed over more than 
80 islands. 75.6% of the population is rural and economic development is largely focused within 
urban areas. Access to electricity nationwide is low (33%), however drops even further in rural 
areas. Low access to reliable, affordable electricity has negative impact on the livelihoods of 
households, particularly rural households. Where electricity is available in the provinces, it is 
largely diesel generated. Cost of electricity is high, however, quality of supply is high which is 
partially due to the electricity grids being operated by the private sector. High cost and limited 
access to electricity is having a negative impact on economic development, particularly in the 
provinces. Over-reliance on imported fossil fuels (diesel) also has a negative macro-economic 
impact.  
 
2. Electricity is generated and supplied in Vanuatu under four separate private sector 
contracts which operate standalone island grids. These consist of three concessions in Efate (Port 
Vila), Malekula and Tanna held by UNELCO EDF Suez (UNELCO) and one memorandum of 
agreement in Espiritu Santo (Luganville) held by Vanuatu Utilities and Infrastructure Limited 
(VUI).1 The Utilities Regulatory Authority (URA) monitors the contract and sets tariffs under the 
Luganville agreement, while tariffs are set contractually for the other concessions. Outside the 
concession areas, provision of power services is relatively limited and is provided under a range 
of delivery schemes installed under various government and donor projects. While the cost of 
electricity under the concessions is relatively high, the quality of supply is high compared to Pacific 
utility benchmark data. Power generation is predominantly diesel with some contribution from 
wind (Devils Point Wind Farm, Efate, approximately 3MW), blending of coconut oil with diesel in 
Efate and Malekula grids, and hydropower from the Sarakata Hydropower Plant (3x300kW units) 
on the Luganville grid.  
 
3. Vanuatu does not have indigenous sources of fossil fuels, and the importation of diesel 
for power generation has a high cost to the economy. However, there are significant indigenous 
resources which are being increasingly utilized. Vanuatu has considerable technical potential for 
hydropower generation, however it is generally located near smaller urban areas, and there is 
limited scope for the main island of Efate. The Sarataka hydropower scheme provides power to 
the Luganville concession. A number of technically viable rural hydropower sites have been 
assessed, however there are significant barriers associated with (i) lack of long term monitoring 
data to support feasibility analysis, (ii) intermittent nature of supply, (iii) high capital costs, (iv) 
absence of a sustainable institutional model for operation and maintenance, and (v) land access 
issues. Progress on rural hydropower has been slow to date. There are a number of potential 
geothermal sites which have been identified, including sites adjacent to Port Vila. However, due 
to high exploration and capital costs, these sites have not proceeded. UNELCO has constructed 
a 3MW wind farm at Devils Point, which is connected to the Port Vila grid, and wind monitoring is 
being undertaken for a second wind farm near Port Vila. Biomass is used as an energy source by 
a large percentage of the rural population for household cooking. Coconut oil is being used as a 

                                                 
1 The Espiritu Santo grid is the second largest grid in Vanuatu with a peak demand of 1.7MW and installed capacity of 

4.09 MW consisting of (i) 1.2 MW Sarakata Hydropower Plant; (ii) 2.85 MW diesel generators, and (iii) 40 kW grid-
connected solar. The Malekula grid is the third largest grid in Vanuatu with 429 kW installed diesel generation and 
peak demand of 140kW. 
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biofuel replacement for diesel generation for small power grids such as Port Olry, and upscaling 
is underway with European Union assistance. UNELCO is using a diesel coconut oil blend for 
power generation in Port Vila. Household solar power systems have been trailed extensively for 
schools and health facilities, however issues with high cost and maintenance have prevented 
widespread upscaling. The most promising future prospects for renewable energy include (i) 
blending of coconut oil with diesel and wind for grid-connected systems, (ii) development of small 
hydropower for provincial urban loads, and (iii) development of grid connected renewable energy 
(solar, wind, geothermal) for the major load of Port Vila, Efate.    
 
4. The key challenges for the power sector include (i) developing alternative power supplies 
to reduce the impact to the economy from diesel importation, (ii) increasing access to electricity, 
particularly in off-grid areas, (iii) delivering sustainable operation and maintenance models for 
rural electrification projects, and (iv) coordination of donor activities in the power sector. 
 
5. Access to electricity is low. While the national electricity access rate is 33% of households, 
there is wide variation, from 82% access in urban areas to 17% access in rural areas. Of the 33% 
households who have access 64% are connected to the grid, while the remainder rely on solar 
systems or diesel generators. Household access to grid-connected electricity is 21.5% in Espiritu 
Santo and 8.2% in Malekula. The main reasons for the low access rates are (i) lack of government 
community service obligation funding for grid extensions; (ii) difficult geography and small, 
dispersed pockets of population, (iii) low capacity to pay in some areas, and (iv) the high cost of 
diesel power generation in the provincial centers due to difficult supply chains and small size of 
grids, which provides a disincentive to increase customers (where generation and supply costs 
exceed the tariff) particularly given the low lifeline tariff. Significant unmet demand means that 
people resort to self-generation but would connect to the grid if sufficient capacity were available. 
The limited reach of the distribution grid is slowing economic growth, particularly in the agriculture 
and tourism sectors. There is significant opportunity to increase the access rate through 
extensions of the existing distribution grid to peri-urban areas and establishing sustainable 
household solar system rollout models.   
 
6. Provision of modern electricity services to communities through distribution extensions (as 
opposed to household based solar systems) has been demonstrated to support economic growth, 
particularly where supporting existing infrastructure is in place, such as (i) access roads to 
markets, (ii) communication systems, and (iii) agricultural produce suitable for value adding. 
Social benefits of grid extensions include (i) replacing kerosene lighting with a cheaper form of 
energy, thereby freeing household expenditure; (ii) enabling household income generation; (iii) 
improving children’s education; and (iv) reducing indoor health and safety issues associated with 
burning kerosene. 
 
7. Over-reliance on imported diesel for power generation has a negative macro-economic 
impact. The cost of petroleum product imports typically exceeds 17% of total imports and 85% of 
the total value of Vanuatu’s exports2 On a macro-economic level, increasing renewable energy 
in the national energy mix will (i) improve balance of trade by reducing fossil fuel imports, (ii) 
improve energy security, and (iii) reduce greenhouse gas emissions which contribute to global 
warming. Electricity tariffs are high which is impeding economic growth.3 Over-reliance on diesel 
power generation has placed upward pressure on electricity tariffs. Diesel power generation is 

                                                 
2 National Statistics Office: Quarterly Statistics Indicators, Sept 2013. 
3 In UNELCO’s concessions, including Malekula, the average tariff is $0.59/kWh, however customers consuming less 

than 60 kWh/month are covered by a lifeline tariff of $0.16c/kWh while high consumption users above 120 kWh/month 
are charged $1.43/kWh. Rates for commercial customers are $0.41c/kWh. 
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more expensive than renewable energy options such as hydropower. Renewable energy 
generation will benefit the economy by (i) placing downward pressure on tariffs, (ii) minimizing 
tariff volatility by partially converting the national grid to renewable energy, (iii) supporting growth 
of the private sector, and (iv) reducing household expenditure on electricity.   
  
 2. Government’s Sector Strategy 
 
8. Governance of the sector policy is through the Department of Energy (DOE) within the 
Ministry of Climate Change, Adaptation, Meteorology & Geohazards, Energy, Environment and 
Natural Disaster Management (MOCC). Vanuatu is unique amongst ADB Pacific Island Member 
Countries (PIC’s) as electricity is generated and supplied by the private sector. The Utilities 
Regulatory Authority (URA) sets tariffs under the Luganville agreement, while tariffs are set 
contractually for the other concessions. UNELCO and VUI operations are financed through the 
electricity tariff and do not receive direct government subsidies. Electricity asset ownership is a 
combination of (i) government-owned and private utility operated (under operation and 
maintenance contracts), or (ii) private utility owned and operated.  
 
9. The project is integrated into government long term strategic planning. The project 
supports the government’s National Sustainable Development Plan 2016 to 2030, which aims to 
promote renewable sources of energy.4 The project is included in the Vanuatu National Energy 
Road Map (NERM) 2014. The project is also included under Pacific Renewable Energy Financing 
Facility5 aiming to improve regional energy security in the Pacific region consistent with the 
regional Framework for Action on Energy Security in the Pacific.6  
 
 3. ADB Sector Experience and Assistance Program 
 
10. ADB has provided support to various infrastructure planning activities in Vanuatu, 
including energy sector planning in the 1980's.7 Recently, ADB has supported development of 
renewable energy through the regional technical assistance project TA 7329:REG Promoting 
Renewable Energy in the Pacific which supported (i) installation of 40kW solar power on the 
Luganville grid, and (ii) screening of priority renewable energy in the provinces, and (iii) 
preparation of pre-feasibility studies for small hydropower plants in the provinces. ADB is also 
assisting to reduce the energy intensity of the economy through TA 6485:REG Promoting Energy 
Efficiency in the Pacific.   
 
11. There has been considerable support for the power sector from various development 
partners, however the private sector concession holders have largely managed the concessions 
with minimal development partner support. The World Bank has provided considerable support 
for a range of activities such as support for the Utilities Regulatory Authority, development of the 
Vanuatu Energy Road Map, and technical assessments of proposed geothermal generation. 
World Bank is proposing projects to support increased energy access both on the main grids 
through output based aid, and in off-grid rural areas. The Australian Government has also 
supported a range of initiatives in the power sector. The Japanese Government financed the 

                                                 
4 Department of Strategic Policy, Planning and Aid Coordination. 2016. National Sustainable Development Plan 

2016 to 2030. Port Vila. 
5  ADB. 2017. Report and Recommendation of the President to the Board of Directors, Pacific Renewable Energy 

Financing Facility. Manila.  
6  Secretariat of Pacific Community, Framework for Action on Energy Security in the Pacific, 2010-2020, Suva, 2011, 

endorsed by Pacific Island Leaders at the 41st Pacific Islands Forum, Vanuatu, 4-5 August 2010. The FAESP will be 
updated in 2019 to cover the period 2020-2030. 

7 TA 0579-VAN: Energy Planning and Institutional Support, approved 29 December 1983 
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Sarataka hydropower plant which now provides the majority of power for the second largest grid 
(Luganville, Espiritu Santo). There has been considerable bilateral support for development of 
renewable energy for rural electrification including Japanese Government support for solar power 
and European Union support for coconut oil-diesel mini-grids.  
 
12. Lessons learnt from previous sector engagements by development partners has 
highlighted the importance of the following; 
 

(i) Development partner coordination. Considerable dialogue has been held with 
development partners during preparation of the project. This has allowed the project 
design to avoid potential overlaps and identify areas of complementarity with other 
development partners’ programs. For example, the project will finance grid extensions 
into peri-urban areas and will then work with the World Bank Output Based Aid 
program to connect households to the distribution grid. 

(ii) Integration with existing concession holders operations. The majority of the 
implementation capacity in Vanuatu is located within the private sector power utilities. 
Sustainability of previous sector investments have improved where the utilities have 
been engaged at an early stage and investments are integrated into utility 
maintenance programs. The project has conducted extensive dialogue with the private 
sector concession holders and has integrated the project where possible with utility 
operations. For example, it is proposed the utilities will manage civil works contracts 
for distribution grid extensions, and take over hydropower plant operation through 
operation and maintenance contracts.  

(iii) Early landowner engagement. Previous sector investments have experienced 
delays due to inadequate landowner consultation. The project has undertaken early 
and extensive landowner consultation activities.   

 
13. ADB's activities in the power sector will target the following outcomes; (i) reduced cost 
structure of the power sector through development of least-cost renewable energy generation 
options, and (ii) improved energy access particularly in provincial peri-urban and urban areas. 
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Problem Tree for Energy Sector 
 

 
 

 

High reliance on imported 
fuel for power generation 

(core problem) 

Low penetration of 
renewable energy  

Low-efficiency power 
generation  

Poor maintenance of 
power infrastructure 

Limited 
technical 
capacity 

Limited 
access to 
financing 

Reduced options 
for household 
income generation  

High power tariffs Low access rates due to high 
generations costs 

Exposure to 
supply 
disruptions  

High household 
expenditure on 
electricity 

High cost to 
commercial 
and industrial 
sector 

High 
cost to 
tourism 

Low living standards 
due to lack of access to 
power  

Negative impact on 
balance of payments  

Economic exposure to oil 
price shocks and rising oil 
prices  


