Tuesday, May 02, 2006

Pamela White

Mission Director

USAID/Tanzania 

RE:  Impact of Tanzania energy sector’s crisis

Pam,

Ten days ago we had a meeting of the American Business Association at the Movenpick.  At that meeting we examined the economic impact of the recent energy outages.  In particular, we are concerned with the impact of the lack of energy on commercial enterprises and continued investment in the private sector in Tanzania.  
What we heard that night was not pleasant.  Given its continued impact on the private sector, this is an issue that I want to ensure you are briefed about.  

Our speaker was Paul Kunert, Managing Director of Songas, a subsidiary of Global Eq of Houston, Texas.  Paul told us that the current electricity supply is simply a reprieve from a chronic structural deficiency in Tanzania’s power supply.
See the two attached presentations:  The first is that which was given by Paul Kunert.  Key slides are 11, 12 and 13 – this is the trouble.  Slide 21 outlines the causes of the problems.  One key slide is missing:  Demand versus supply in 2006.  It shows curve above supply starting July and continuing through to the short rains in November. 

Supplementing Paul’s presentation is World Bank data in the second attachment on the estimated cost of failure to supply electricity.  Forecast for 2006 is $1.1 billion, or 10% of a GDP of $11 billion.  Enormous!
My concern was initially born strictly out of self-interest.  I traveled to the US in February soon after load shedding began and was gone while the conditions worsened and the outages were increased to 12 to 18 hours per day, depending on type of customer and area of the city.  When I returned we lost days of productivity in our office.  During a critical week TechnoServe/Dar es Salaam lost at least two days at the office because the backup generator failed and a third because our ISP was knocked out – no work.  Outages had an impact on not only lights and air conditioning, but also internet, telephones, every piece of office automation and infrastructure.  Our TechnoServe office budget will be uncontrollably overrun due to the fuel contribution we will be required to pay toward the office generator.

Then my concern broadened.  The following week I toured a mosquito net manufacturer with Jamie Drummond of DATA and Greg Foster, Country Director of MEDA, the voucher program managers.  It was there that the impact on the diminutive manufacturing sector hit me.  

According to Anthony Hajji, the factory owner and a partner in various donors’ mosquito net programs, TANESCO would not stick to a schedule (though there may have been extenuating circumstances, such as GoT intervention to ensure certain businesses and homes got power).  On days he was supposed to have power, he and his employees had none.  On days he was not to get power, when his employees were already at home, he would get power.  The impact was on this business owner directly, his employees, and those consumers who would not be getting mosquito nets.

Similarly, we have an entrepreneur trying to get a textile plant up and running.  He cannot do it because he has no power to run his ten refurbished power looms.  The guy will go broke because he cannot service any debt, even with the generous terms he received to finance his initial operations.

With those two situations as background, I wondered who is determining the impact on this already feeble economy.  Hence the origins of our ABA meeting on April 20.
Drawing my own conclusions from what I heard (don’t attribute this to Mr. Kunert) there may be several causes for the critical situation in which Tanzania finds itself with respect to power:
First, politics.  This is still a government-owned utility, and it is not commercialized, even if they have hired Net Group, a South African firm, to manage it.  Word is that still a lot of jobs given out there as political favors.  

Second, politics.  While they should have let contracts in May 2005, they were campaigning.  ALL ministers were campaigning.  It must be that even with Permanent Secretaries in place, business does not get done without the Ministers.  So contracts have just now been let in March 2006, ten months late.

Third, procurement is either inefficient or corrupt.  When Songas built the pipeline they were also only contracted to install enough generation capacity to use ½ of the pipeline’s capacity.  So throughput is 50% of what it could be.  They are only now in negotiation with Global Eq and others to let the contract for the other ½ generation of the generation capacity, and the project is two to three years from completion once the contract is let.

Is there another perspective:  I wonder how unique is Tanzania’s situation?  It has brought a renewed focus to my thinking on the importance of infrastructure to the commercial growth of the country.  The picture, however, is that things will soon be worse, and continue that way for some time.

How attuned are the donors to this issue?  I know that Songas is in regular communication with World Bank, but are there others who should know and don’t?

In response to our question, “what can we do?,” Mr. Kunert followed up our meeting with a few suggested actions for the ABA and others.  He suggests that  we encourage the government decision makers in:

 

1. Promotion of policies to ensure commercial management of TANESCO / the power generation sector.  These policies might include:

a. private ownership of electricity generation plants;

b. some form of commercial management of TANESCO, either through a continuation of a management contract, or through recruitment of commercially-minded senior managers, or (in my view, the most appropriate) medium-term concessioning of the business, similar to what is being done in the railways

 

2. Change the focus of lobbying away from price and towards reliability of supply.  All businesses complain about the price of power, but what hurts us all most are power interruptions and the kind of load shedding we have been experiencing recently.  Price is an 'output' of the cost of generating and distributing electricity, and whilst things can be done to increase efficiency and reduce costs over time, the costs are, broadly, the costs.  Reliability on the other hand is a function of planning and sound operation, and is greatly affected by government policy decisions.

3. Stress the importance of a well-resourced, experienced electricity regulator.  Uganda is a good model: though not perfect, the ERA in Uganda receives good support from Scandic regulatory consultants.  Perhaps this medium-term, say five-year, support could be funded by a donor agency such as SIDA.

 
Pam, as the USAID Mission Director I know that you are broadly interested in a number of issues impacting the development of the country, even if they do not directly pertain to programs you are funding.  My assumption is that the energy situation will at least indirectly affect a number of USAID-funded programs, and that you therefore would be interested in this information.   In addition, I also expect that this is critical information for the rest of the donor community, and I am not sure how well-briefed they are on private sector issues such as this.  I hope that you find this analysis helpful.
Tim Piper
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