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KEYNOTE ADDRESS BY HIS EXCELLENCY 
BENJAMIN WILLIAM MKAPA 
RETIRED PRESIDENT OF TANZANIA, 
SHERATON HOTEL, TUNIS, TUNISIA ON 12TH DECEMBER 2006
Africa’s Evolving Investment Climate and its implications for Electricity (Energy) Financing
Chairperson, Excellencies

Distinguished Business Executives

Ladies and Gentleman

1. In about three months, the first Sub-Saharan African country to gain independence from colonial rule-Ghana-will celebrate its fiftieth (50th) anniversary. At independence, President Kwame Nkurumah’s pan-Africanist vision convinced him that building the Akosombo Dam on the volta River not only would assist the rapid industrialization of his own country (such as through smelting to Ghana’s neighbours – Togo and Cote d’Ivoire and beyond as well. Unfortunately some cynics at the time called the project a “White Elephant” Nkrumah however knew then as we do today that after food, water and shelter, there is little more essential to life than power. Today, we know there is a strong correlation between average per capita energy consumption and a society’s level of productivity and prosperity. Africa, however, remains undeveloped and marginalized in this respect. Let me relate this briefly to the Millennium Development Goals.
2. Access to energy is vital to Africa’s efforts at attaining any of the Millennium Development Goals pertaining to water and sanitation, gender equality in education, child malnutrition and mortality and other health targets. For example in Kenya, replacing wood fuels with charcoal would reduce childhood lower respiratory infections by 21-44%. In South Africa, un-electrified households spend 14-16% of their incomes on energy, compared to 3-5% in electrified houses. The financial requirements to improve the situation however are massive.
3. The International Energy Agency (IEA) in its 2004 World Energy Outlook estimated that more than half a billion people in Africa do not have access to electricity: the only major world region where the number without electricity exceeds those who do! It is ironical that while Sub-Saharan Africa sits on some of the most significant potential fuel reserves in the world, and some of the largest water courses as potential source of hydroelectricity generation in the world, no more than 20%, and in some countries as low as 5%, of the population has access to electricity, falling under 2% in rural areas. The World Bank President, Paul Wolfowitz recently said “Access to the electricity grid in Sub-Saharan Africa has slowly increased from 9 percent of population in 1970 t0 23 percent in 2005”.  We all have seen the picture of the world taken from space at night. It shows where there is light and where darkness. Except for its southern and northern hemisphere, most of Africa is in darkness and I know this has nothing to do with the pigmentation of most of us! 
4. To bring light to Africa will require huge financial resources: over $550bn between now and 2030 (IEA). The Commonwealth Development Corporation (DCD) estimates 36,000 mega watts additional capacity at $20 billion will be required in Sub-Saharan Africa over the next 4 years etc. Another study estimates an investment requirement of US $3.2 bi per annum in new investment and US $2.9 bi in maintenance between 2005 and 2010, so striking is the energy deficit. Whatever source or country you choose, the required investment costs are overwhelming!

5. Governments however do not have the resources to increase capacity at the rate needed. Using private investment in partnership with public funds to build commercially viable and sustainable power generation where all stakeholders (private producer, government and consumers) benefit is the best way to connect more people to electricity. This lesson, unfortunately, we may have learnt too late in Tanzania!
6. If Governments are to secure the required investment, they must create the right climate for private sector power companies. This would require inter alia a fair and transparent negotiated case that allocates risk between public and private parties, and appropriate institutional, legal and regulatory frameworks supportive of private sector participation. This we have not done enough of and can do better. What also we have not done, as African governments, financiers or other local private sector stakeholders is to “think out of the box” and become active players in the energy sector.

7. While the investment requirements I have outlined may seem out of reach it is important to recognise that the energy market place in recent years has been rapidly changing. Let us take a closer look for example at electric power from the perspectives of production, transport (interconnection) distribution and management. In production, we note that while most African production systems remain locked in high cost oil fired units, high political risks and increasing protests by environmentalists and related “activists” appear to have succeeded in driving official development partners and large private sector operators away from Africa and from many emerging markets where large hydropower sites capable of producing clean and cheap energy (3-5 US cents /kwh) are available. Grand Inga in DRC, Tanzania’s Stiglers Gorge and the Bujagali project in Uganda are cases in point. Furthermore, corporate scandals and negative capital markets reactions in traditional sources of North America and West Europe have forced many key international corporate energy (particularly electricity and gas) investors and operators to go into bankruptcy or move out of emerging markets.

8. At the same time, new players are entering the scene in Africa, primarily from emerging South countries: China, India, Iran, Malaysia, Brazil and South Africa. China in particular is making a bold push into Africa to secure access to the continent’s vast natural resources and untapped markets. Already with long term contracts in the oil sectors of Angola, Nigeria and Sudan, China’s presence is being felt as far away as Libya, Tanzania and Gabon among others. Through the NEPAD Africa Infrastructure Fund or a scheme in which African oil and gas producers allocate no more than 5% of their revenues to fund regional projects, Africa can do more to finance its energy needs than we are doing at present.
9. The increasing South interests and opportunities being provided by the new business model of output-based aid (OBA) provide attractions for the relatively small and medium-sized entrepreneurs (SMEs). OBAs involve operations where the developer/operator assumes the upfront financial, technical, commercial and political risks to deliver infrastructural services (in this case electric power) to a specified market or community for a pre-negotiated fee. The relatively small technical units required for the production 1-2 MW of power cost between US $ 500k and $2.9m, including the non-interconnected distribution networks. Some of these units can fit into a 40ft container! Similar business opportunities exist with mini-hydro dam projects. These need systematic exploitation on the continent. 
10. Recognising that 60% of all African populations live in rural areas, OBAs provide considerable business opportunities for local enterprises. The challenge here is foremost to get governments such as that in Uganda to put in place competitive and supportive regulatory arrangements (such as cross-subsidies) that are fair, transparent and supportive of local investors. It also means that local financial institutions, particularly pension funds and other sources of medium to long term capital such as stock exchanges, must be geared to supporting this evolving business model of delivering economic infrastructural services, particularly power to the rural poor. It is important to note that a number of external development partners such as the World Bank, USAID and Holland’s FMO are piloting OBAs in the energy sector throughout the continent, including Tanzania where FMO is supporting a regional private gas-fired power plant. What is missing though is the pace at which local entrepreneurs are seizing the opportunities being presented. In contrast, investors and operators from as far away as India, Malaysia and Finland are rushing to exploit these opportunities while the African, once again, remains the passive spectator!! This trend must be reversed.
11. The cross border transport of energy, particularly power (better known as interconnections) seek to link low-cost production sites to high cost markets, mainly urban. For this trade to be efficient, the various power pools in SADC, EAC, ECOWAS etc must be regulated by Regional Regulatory Authorities. Through these authorities scarce professional skills can be harmonized and commercial factors would take precedence over narrow national political considerations and we shall be creating larger markets. If a consumer in Los Angeles US can today purchase power at least cost and efficiently from as far away as Quebec, Canada without having to deal with a public body why can’t we in Africa? Such integration in Africa would result in lower input costs and thus greater productivity and thus competitiveness for the African business sector. Today, the African private sector experiences the highest levels of power losses and maintains most private generators than anywhere else in the world! Interconnection projects such as the West Africa Gas Pipeline and the proposed gas interconnections from Mozambique and Namibia to South Africa are good examples of where public – private sector collaboration can produce an efficient energy market of which several opportunities for the small private entrepreneur become possible. A regional approach to energy markets offers significant benefits. The interconnection of national petroleum, gas and power markets can help leverage private investment through expanded market size, allowing investors like yourselves, to reduce commercial and political risks. In the longer-term, these interconnections lower supply costs by reducing investments in redundant supply facilities, whilst increasing supply options. This has a very important implication for the debt burden of many African economies. 
12. Energy (especially power) demand management provides considerable opportunities for African entrepreneurs. There are today technologies from Asia, particularly India and Malaysia that assist with energy auditing, conservation and efficiency management. These can assist large public institutions (universities, hospitals, municipal lighting etc) and high energy consumption private operations such as cement and breweries, cut costs considerably. It is the poor that mostly cannot afford waste. Someone once observed the irony that “it is expensive to be poor”. Not only does energy management represent a wide business area for the African entrepreneurs, it perhaps has the lowest financial entry barrier, once the necessary technical skills are acquired.

13. Let me conclude by drawing out the two or three messages that I ask you to walk away with today. First, I think it is important that the private sector in Africa takes cognizance of the rapid changes and opportunities opening up at all stages of the energy value chain, from production through to conservation and management. To profit from providing these services, especially to the poor in rural areas, would require working closely with governments so they put in place fair regulations and supportive instruments for financing. This would include allocating increases in aid directly to the private sector and establishment of instruments for risk mitigation. These approaches must be proactive and imaginative. The same applies to working with development partners who increasingly are experimenting with output-based aid schemes. Secondly, it is important to recognise that “small can be very profitable”. It is from small, un-interconnected community-focussed generation and distribution systems that the American and more recently European economies grew. Africa can learn a lot from their experiences. Finally, local African entrepreneurs must proactively engage in partnerships with the new entrants into the Africa energy market from Asia (China, India and Malaysia) Brazil and smaller non ex-colonial countries such as Ireland and Nordic States. By thinking local and “out of the box” one can profit from investing in Africa’s energy sector (including electricity) and contribute to the overall development on the continent.
I thank you for your attention.

