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I. BACKGROUND

1. The energy sector in most African countries consist of a single or two national public entities

operating as a monopoly. This structure is based on the assumption that energy is a strategic

commodity which is essential for economic growth and the state has the responsibility to ensure a

reliable energy supply at affordable prices to its citizens and the economy at large. Over the past

thirty years this public monopoly approach has facilitated the expansion of the energy sector and

helped in stimulating economic growth in Africa.

2. During the eighties the economic environment has drastically changed due to world wide
recession and African economies stagnated, to reverse this trends many African countries have

initiated with the support of the International Monetary Fund (IMF), the World Bank and donors

reform programmes known as structural adjustment programmes. These reform programmes

attempted to reduce state ownership of productive activities and in regulating private economic
activity.

3. This paper attempts to review the experience and development in the energy field concerning

privatization and deregulation, but it does not claim to be exhaustive as the primary intention is to

stimulate discussion and work in this area.

11. THE RATIONALE FOR STATE INVOLVEMENT IN THE ENERGY SECTOR

4. One ofthe strategies adopted by developing countries to accelerate socio-economic development

is the use of state owned enterprises. Public enterprises today are utilized all over the world as an
instrument of state interventions in national development.

5. Regardless of ideology there is a commonly held perception that certain functions are best

owned and managed by the state especially basic services such as water supply, electricity,

telecommunications, ports, railways, airlines, transport services and agricultural marketing boards,
because of their social importance, economies of scale, existence of natural monopolies and the need

to capture externalities.

6. In Africa state involvement and the use of public enterprise as an instrument for development

acquired a special significance both in the terms of the faith placed in its potential to achieve

development and the resources allocated to it. The rationale of state involvement in Africa varies
from one country to another, however, the following reasons provide the basis for the involvement
of the state in economic activity.

a. Ideology: Some countries because of their socialist orientation have ideological

preference for public control and public ownership of the means of production.

b. Economic decolonization: Many governments of the developing countries and African
states viewed the creation of state owned enterprises particularly in the energy sector as

an act of economic decolonization and the enforcing of permanent soverngity over
natural resources.

c. The commanding heights: It has been argued that the energy sector owing to its strategic

importance, its role in the development process and its been a natural monopoly in the
case of electricity cannot be left in private hands whether foreign or local.

d. Natural Resources Rents: It has been argued that the private control of a natural
monopoly or the fortuitous ownership of a scarce natural monopoly generates unearned
income or rent for their owners. The public appropriation and distribution of rents

derived from mineral and petroleum resources has been important motivation for public
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ownership of natural resources in general and energy resources in particular. (Libya,
Nigeria and Algeria).

e. Capital intensiveness, weak private sector and risk: In most developing countries and
particularly in Africa only the state or foreign enterprises are able to mobilize the volume

of capital needed to implement energy projects. If foreign participation is not allowed,
responsibility of undertaking large energy project such as hydropower projects falls on

the shoulder of the state. State participation and control is also motivated by dynamic

market failures resulting from excessive risk aversion and die preference of the private
sector for projects with short term gestation and quick return, which prevents entry of

the private sector in the energy sector.

f. Social goals: Direct state ownership of the energy sector especially the power sector has

been seen as way for promoting broad social and economic goals such as regional
development, reduction of unemployment raising the living of standards, more equitable
income distribution.

g. To ensure access to and availability of essential goods and services

h. To discourage the concentration of economic power into few hands

III. DEFINITION OF PRIVATIZATION AND DEREGULATION

Privatization

7. The word privatization has become a very popular word nowadays. Many scholars and writers

define privatization in different ways. The interpretation of privatization varies from country to
country.

8. In its narrowest sense privatization is defined to mean the denationalization or transfer of state

ownership to the private sector.

9. The concept of privatization is in fact far wider, it is to be understood not merely in the

structural sense of who owns an enterprise but in the substantive sense of how far the operation of

an enterprise are brought within the discipline of market forces. Privatization in its widest sease

encompasses many things and covers a wider continuum of possibilities between denationalization

at one end and market discipline at the other.

10. For the purpose of this paper we have adopted Hartly and Parkers1 definition which defines
privatization.

11. "As a process of involving elements of denationalization or selling of state owned assets to the

private sector, deregulation (liberalization) competitive tendering, together with the introduction of

private ownership and market management."

1 The International Journal of public sector management
volume 7 No.l -1994
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12. Deregulation is defined as legislation and policy reforms which lifts all barriers which prevent

entry into a sector by the private sector and abolishment of price regulations and allowing free
market competition.

IV. PERFORMANCE OF STATE OWNED ENERGY ENTERPRISES IN AFRICA

13. The energy sector in African countries is typically owned and controlled by the state. It is

the owner, the regulator, the price fixer and the operator. While there is some rationale for this

centralization, it could be a critical barrier in the path of greater efficiency and improved flexibility.

14. In Africa the appeal of public enterprises as an instrument of economic development has many
underlying reasons. However the hopes held tor public enterprises was short lived. Their

performance generally neither matched the expectation of the governments which created them nor

of the public they were supposed to serve.

15. A study commissioned by the ECA/SAPAM in 1991 about the performance of public

enterprises in Africa reveals that the performance of these enterprises was mixed and not uniform.
There were enterprises which performed very well and others which failed and constituted a drain

on the treasury. In the energy sector, two public enterprises, the Volta River Authority of Ghana
and the National Electric Power Authority of Nigeria are compared. While the Volta River

Authority registered a profit of 12 Billion Cedi in 1989 and have been consistently profitable since

1981, the National Electric Power Authority of .Nigeria (NEPA) recorded deficits ranging from
Naira 56.632 Million in 1988 to Naira 711.279 Million in 1989.

16. Comparative studies about public enterprises in general indicate that ownership is not a

necessary prerequisite for efficiency and profitability as there are loss making and badly managed

enterprises in the public sector. There are also enterprises which are well managed and extremely

profitable in the energy sector, the case of Electricite De-France (EDF) is an example. On the

other hand there are private enterprises which are badly managed and loss making. The opponents

of public enterprises and proponent of privatization forward the following reasons for the failure
of public enterprises in general and the energy sector in particular.

a. Ambiguous and contradictory goals, political interference and rigidity and excessive
bureaucratic controls.

b. That managers of state owned enterprises will not strive to improve the efficiency of the

firm as an owner manager will do with his own firm (The principally/agent problem)

c. State owned enterprise tend to be inefficient because there is no effective way to sanction
poor performance. (The disciplinary problem)

d. The state tends to direct the management activities in an overly/detailed, bureaucratic and
intrusive manner which limits the management's freedom of action and flexibility.

e. Desperate financial situation due to inefficiency of collection of bills .

f. Extremely high losses compared to world standards 20% in the case of electricity.

g. Unreliable services and frequent interruption of supplies.
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h. Over staffing and bloated labour force.

i. Low capacity utilization factors.

j. Lack of accountability and transparency of operations.

V. ARGUMENTS FOR PRIVATIZATION AND PUBLIC OWNERSHIP OF THE

ENERGY SECTOR

17. The debate on what constitutes the optimum role of government in Sub-Saharan Africa has

taken an ideological form consequently positions became fixed before they were subjected to

analytical and empirical tests.

18. In the one hand opponents of public enterprises maintain that the public sector is over extended

and given the scarcity of financial resources, skilled manpower and organizational capacity. This

has resulted in slower growth than might have been achieved with available resources and accounts

for the present crises, and forward the following arguments for privatization in developing

countries, particularly in sub-Saharan African countries.

a. Governments simply cannot finance the expansion and implementation of energy projects

that is necessary to meet future demand. This problem is particularly acute given the

large national debts of these countries and the tightening capital markets and multi-lateral

agency lending practices. Therefore privatization is not only a sound policy application

but an economic imperative necessary for survival.

b. Large integrated monopolies are not the most efficient way to produce energy or to

protect consumers from potential monopoly abuses. Therefore in order to make the

economy more efficient and more competitive and to maximize national benefits, it is

necessary to privatize the energy sector and allow market forces to operate freely.

19. In the other hand the critics of privatization contend that the large scale privatization of the

type carried in the United Kingdom which is often cited as an example to be followed by developing
countries has limited applicability to the developing world in the absence of the instruments,

techniques and financial skills that made it possible in the United Kingdom. Nor is the substantial

investment available in industrialized countries to be found in developing countries.

20. Privatization ignore the important fact that public ownerships was prompted by failure of

markets and the unwillingness of compatible private agents to play their rightful role. The

following arguments are forwarded to refute the necessity of privatization:

a. Ownership of an industry particularly a utility industry has no necessary connection with

the existence of competition, and efficiency depends at least as much on the quality of

government regulation as on the ownership of the equity. Many African states are ill

equipped to enforce various regulation and lack the administrative capacity to develop

and apply effective regulations. As it stands now regulation of private monopolies can

be easily subject to abuse as many of the present flaws in the system of control of public

enterprises would be transferred to the private owners who may be even more effective

in circumventing regulations and exploit the consumers.
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b. Private ownership is no guarantee of an absence of political interference. This

"interference" may of course be instigated by the industry or by the state. The state may

well be interested in controlling a private industry, and equally a private industry may

be interested in manipulating the state for its own economic advantage. The idea that

private ownership automatically promotes an "arms length" relationship between indusrjy

and government in sector which so important as the energy sector is at best naive.

VI. EXPERIENCES AND DEVELOPMENT OF PRIVATIZATION

DEREGULATION IN THE ENERGY SECTOR IN AFRICA

AND

21. Privatization and deregulation in Africa has been uneven across sectors and across countries.

Experience to date indicate that privatization and deregulation has focused mostly in the industrial

sector and that two countries Ghana and Cote d'lvoire have the most active reform programmes.

However slow but sure steps are being taken in many African states and privatization is gaining

momentum.

A Privatization and Deregulation in the Power Sector

22. Large capital investment requirement, ingrained inefficiencies and desperate financial situation

of many African utilities have generated pressure for new approaches and reforms. These reforms

usually take many forms and some of them are reviewed below.

i- Contract Mam

The introduction of a five person management team under an expatriate management

contract in Guinea Bissau has been effective in improving the performance of the

country's national utility, Electricdad e Agua de Guinea-Bissau. Before the

management team was introduced power interruptions were chronic and most areas

had electricity for only a few hours a day. Turn around can be seen in comparative

statistics for 1987 and 1990 given in the table below.

Installed capacity, mw

Operable capacity, mw

Capacity factor

Fuel consumption kg/kwh

System losses

Electricity sales, Gwh

Average revenues $/kwh

1987

7.2

2.2

32%

0.300

30%

14

0.12

1990

8.6

7.5

51%

0.254

26%

28

0.25

Implementation of the expatriate management contract was a joint initiative of the French Ministry
of cooperation, UNDP, the African Development Bank and the World Bank.

'i■ Privatization of

The Government of the Cote d'lvoire has privatized the distribution of power.
Power distribution is entrusted to a private company Compagnie Ivorienne
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d'Electricite (CIE) which purchases energy in bulk from the parastatal utility Energie

Electrique de la Cote d'lvoire - (EECI).

iii. Electrification and Power Distribution

ESKOM, Electricite de France (EDF) and East Midlands Electricity (EME) has

formed a joint company for the electrification and distribution of power to

Khayelitsha/community near Cape Town which is home to more than half a million

people most of whom have migrated in search of work from rural areas to Cape

Town and a very small portion of Khayelitsha community has access to electricity.

This is a ground breaking project in many respect. For the first time in the south

African electricity distribution industry, foreign utilities, EDF and EME have

become actively involved in providing technical and managerial expertise.

iv. Power Generation

Implementation of gas-fired generation in south-eastern Tanzania, and a coal based

generation in south-western Tanzania will be partially financed from private

investments. The remainder of the financing will come from multilateral and

bilateral financing institutions, and from commercial banks. The monopoly hither

to enjoyed by Tanzanian's only electricity utility TANESCO has been lifted since

July 1993. Private power producers are free to invest in power generation projects

and sell bulk power to the national utility or distribute it directly to consumers.

B. Petroleum Sector

23. In the petroleum sector the World Bank is promoting and assisting in the following projects

with the aim of enhancing the deregulation and privatization of the petroleum sector.

i. Privatization of Seme oil Field in Benin and promotion of exploration for oil off

shore.

ii. Assist the private sector in Cote dTvoire to develop local gas resources for power

generation to reduce dependency on imported energy.

iii. Assist in the development of Calub gas field in Ethiopia to extract from natural gas

LPG and fraction the associated condensate gas into gasoline, diesel and kerosene for

local consumption by the creation of gas company jointly owned by the government

and the private sector.

iv. Establish a public/private consortium to build and operate a pipeline from Nigeria

to Ghana, use Nigerian gas to enhance energy supply in Togo, Benin and Ghana.

v. Restructure and corporatize SOL1MA the petroleum parastatal in Madagascar to

make room for private sector participation; establish a national regulatory authority;

rehabilitate and privatize the existing petroleum refinery.

vi. In Zambia rehabilitate Tazama oil pipeline; introduce performance contracts,

construct bulk petroleum handling facilities and strengthen petroleum supply

companies and the Ministry of Energy and Water Development.
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VII. POLICY REFORMS AND DEREGULATION

24. Traditionally the energy sector in Africa has been the exclusive domain of the state and private

involvement was viewed as contrary to public and national interest. This picture has drastically

changed in the last few years as evidenced by the large number of legislation issued by many

African countries which encourages and provides incentive to private investment in the exploration

and development of petroleum resources and energy policies formulated recently by many African

member States which permits the involvement of the private sectors in the generation and

distribution of power examples are Tanzania and Ethiopia.

VIII. ASSESSMENT OF THE IMPACTS AND BENEFITS OF PRIVITIZATION AND

DEREGULATION ON THE ENERGY SECTOR IN AFRICA

25. While it is too early to make a judgement about the impacts and benefits of deregulation and

privatization, in general positive results are becoming evident in a growing number of countries.

Privatization in its broadest sense which encompasses a wider range of measures has had beneficial

effects on the economies of such countries as Ghana and Cote d'lvoire. Although the experience
in the energy sector is limited where privatization and deregulation has been implemented the

following positive results has been recorded.

a. Improvement in the performance of national electricity utilities of such countries as

Guinea-Bisssau, Ghana and Cote d'lvoire.

b. Increased profitability of the public utilities and the reduction of government subsidies.

c. Increased sales and revenues from electric power generation.

d. Improvement in management and transparency of activities due to the new regulation and

the greater autonomy granted to management in the public enterprises.

e. Efficient utilization of scarce national resources and reduction of wastage in all its
aspects.

IX. CONCLUSIONS AND RECOMMENDATIONS

26. In Africa responsibility for many important aspects of socio-economic life has been assumed

by government. Government have not only assumed direct management of institutions but also
provides leadership and guidelines for other organizations both public and private. It must however

be emphasized that national development is a shared responsibility between the private and public
sectors and real progress can not be made where the two are at variance with each other. In a

competitive world economy, it is in the national interest that both sectors become mutually,
reinforcing and complementary and should act in concert in the pursuit of national development
objective.

27. The debate on public enterprises should focus on how to implement positive roles for the public
enterprise. The time is past for simplistic ideological positions for or against public enterprise or
for or agaiast privatization. Public enterprises have played such a varied roles that to be "for" or

against such versatile tool is nonsensical. We should be focusing on the specifics of implementation
and how public enterprises can be used successfully or constrained from doing negative things.
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28. The need for public enterprises to perform certain function is a question which has to be

examined carefully. In Africa many of the reasons for the creation of public enterprises are still

valid. Public enterprises are and will be for the foreseeable future the instrument of choice for
infrastructurai services of a natural monopoly nature such as energy.

29. Both the public sector and the private sector have their own niches and roles to play and the

government should create the conducive enabling environment for the operation of the public and

private sector enterprises in line with market force and promote competition and efficiency.

30. Experience of privatization in Africa and elsewhere points to the need for the process to be

approached on an orderly basis. A well prepared and comprehensive approach to privatization
should be deviced to insure that the state does not abrogate its obligation as the ultimate guardian

of the natural resources of the nation and continues to exercise its duty that energy resources
contribute to sustainable development.

X. ISSUES FOR DISCUSSION

i. The rationale for state participation and for privatization in the energy sector

ii. Given Africa's stage of economic development what is the most effective way for the
development of the energy sector

iii. The role of the public and private sectors in energy resources development

iv. In light of the scarcity of external and internal financial resources how to effectively

mobilize funds for undertaking energy projects.

v. Mechanisms for ensuring competition in the energy sector.
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