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Executive Summary 
Much of the work of the IFC is predicated on the idea that its activities have indirect, or 
“demonstration effects”, on the markets in which it engages. The idea is that IFC’s activity in 
infrastructure sectors not only directly increases private participation in infrastructure (PPI), 
but also leads to more and better-quality PPI in which the IFC is not involved. In theory, 
these demonstration effects hold the potential to amplify the IFC’s impact on infrastructure 
provision in developing countries. However, to date there has been limited effort to 
understand or evaluate demonstration effects in practice.  

The IFC engaged Castalia to evaluate whether and how its activities in infrastructure in 
Africa have generated demonstration effects. The IFC has been supporting private 
investment in infrastructure in Sub-Saharan Africa since the 1990s, and the region remains a 
high priority given its chronic need for infrastructure investment. Understanding 
demonstration effects better could help the IFC maximize the impact from its limited 
resources in supporting infrastructure development in Africa and elsewhere. 

We found, by surveying and interviewing investors, that demonstration effects have the 
potential to be important in driving investment decisions. The limited private investment in 
infrastructure in Africa to date limits the scope for finding demonstration effects in action. 
We nonetheless found evidence that some IFC activities have had clear demonstration 
effects—in a few cases, contributing to more subsequent PPI in the sector, as well as helping 
build legal and regulatory frameworks and government capacity. On the other hand, we 
found cases where opportunities for demonstration effects may have been missed.  

This executive summary first briefly defines demonstration effects. It then presents the 
results of our evaluation, which included a survey of investors, and in-depth reviews of the 
PPI experience in four focus countries: Kenya, Uganda, Cameroon and Mozambique. It 
concludes by summarizing lessons for how the IFC could achieve greater demonstration 
effects in the future.  

Defining and evaluating demonstration effects 

For the purpose of this evaluation we defined “demonstration effects” as follows: “an increase 
in quantity or quality of private investment in infrastructure (not involving IFC) that is influenced by an IFC 
activity in infrastructure”. There are four transmission mechanisms by which such effects may 
occur: a successful project in which the IFC was involved may improve the perception of 
PPI among government officials, as well as the capacity of those officials to implement 
future projects. IFC activities often help develop sector legal and regulatory frameworks that 
are conducive to more PPI. Finally, observing successful outcomes in projects in which the 
IFC was involved may build confidence and interest among investors in the region.  

Demonstration effects are important to investors in infrastructure in Africa 

Of the 40 investors that responded to our online survey, 44 percent said that previous 
experience investing in a country makes them more likely to invest again. Over 50 percent 
say the same of relationships with government officials and local partners. In other words, 
there appears to be strong potential for demonstration effects through increased confidence 
among co-investors on IFC projects. Observation of other investors’ experience—which 
would have scope for more widespread demonstration effects—appears less strong, but 
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nonetheless significant. Thirty percent of investors surveyed said that the presence of other, 
successful private investments in their sector make them more likely to invest.  

The most important demonstration effects, according to investors, flow not through isolated 
projects, but through effects on legal and regulatory frameworks, and on government 
capacity. One major power investor told us that it will not invest in a country unless there 
has already been a successful IPP in that country; some investors say that they look for a 
string of transactions, not a one-off deal, before deciding to invest. This is because the 
presence of previous deals is part of the evidence showing there is a workable legal, 
regulatory and institutional framework in place. A sound legal and regulatory framework at 
the sector level was the third most important factor driving investment, ranking slightly 
below a sound legal regime for investment generally, and political stability. Investors also 
rank the lack of government capacity to procure and manage deals as one of the most 
important constraints to investment.  

Investors were also clear that they find IFC to be a valuable partner. Investors appreciate the 
fact that IFC engages with governments to create a coherent legal and regulatory framework 
for PPI. They also appreciate the protection from political risk that IFC’s involvement 
provides. This means that IFC is the right entity to be working with investors as they venture 
into African infrastructure, and thus generating demonstration effects. 

PPI in the countries selected has been limited, limiting the scope for finding 
demonstration effects 

Overall PPI in core infrastructure sectors in the focus countries has been low. A total of 60 
projects across the four countries have seen total investment of US$5.2 billion in Kenya, $3 
billion in Uganda, $1.5 billion in Cameroon, and $1 billion in Mozambique. These numbers 
are low compared to the total value of infrastructure in those countries, and compared to a 
single infrastructure transaction in some developed countries.  

Of these 60 PPI projects in core infrastructure, the IFC was directly involved in eleven 
projects—together representing 35 percent of investment by capital value—with a total 
investment of US$346 million across the four countries. The IFC’s involvement varied 
between the focus countries—at one extreme, in Uganda the IFC has had a hand in 71 
percent of all core infrastructure PPI in the country, by capital value. At the other end of the 
spectrum, in Mozambique, until very recently IFC had not done anything in core 
infrastructure investing or advisory at all, despite the Government’s strategy of significant 
private investment in infrastructure, particularly in transport. At the same time, IFC had 
significant involvement in extremely important investments in mineral extraction and 
processing in Mozambique, notably the US$1 billion Mozal aluminium smelter in 1998. 

The IFC’s involvement in a high proportion of projects alone suggests that demonstration 
effects have been limited. Strong demonstration effects would mean higher volumes of PPI, 
and a lower ratio of IFC projects to total projects. On the other hand, the IFC’s activity has 
itself been relatively limited—with only 11 projects in total—limiting the scope for 
demonstration effects. A similar evaluation in a region where the IFC’s involvement—and 
PPI overall—has been more sustained may generate more conclusive evidence and lessons 
on the impact of IFC activity through demonstration effects. 

The IFC has been the leading development finance institution (DFI) supporting 
infrastructure in the focus countries, but other DFIs and donors have also been heavily 
involved. Other multilateral and bilateral DFIs have invested a total of US$1.1 billion in the 
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core infrastructure sectors in the focus countries, and guaranteed a further US$380 million. 
At least one other DFI was involved in seven of the eleven projects in which the IFC was 
directly involved. Other DFIs were involved in a further eleven projects in core 
infrastructure sectors in which the IFC was not involved. This can make it difficult to 
attribute demonstration effects to the IFC’s contribution to a project or sector—often these 
effects must be viewed as a team effort. 

Some of IFC’s activities have had demonstration effects 

Figure below provides an overview of the results of our country evaluations. Of the IFC’s 
eleven projects in core infrastructure sectors, three had clear demonstration effects—
building government capacity, helping develop legal or regulatory frameworks, and thereby 
influencing follow-on investments in the same sectors. Of the remaining eight projects, we 
chose three to review in more detail for evidence of the “transmission mechanisms” at work, 
despite no follow-on investment to date. Two showed at least some positive evidence of 
transmission mechanisms. 

Figure 1: Evidence of Demonstration Effects—IFC Activity in Core Infrastructure 

 
 
The five “success stories” listed in Figure 1 in fact represent a range of evidence—from the 
clear success of the IFC’s work in the telecoms sector in Uganda, to more mixed experiences 
elsewhere. These five IFC activities were: 

 IFC investment in Celtel Uganda—the IFC played a central role as an investor 
in Caltel, Uganda’s first mobile operator. This was the first of two activities that 
helped transform telecoms in Uganda   

 IFC transaction advisory activities in Uganda’s telecoms sector—following 
its investment in Celtel, the IFC acted as the Government’s advisor in a process 
of sector reform, which included privatization of the incumbent operator, Uganda 
Telecom and licensing of a second national operator (MTN). Two more major, 
privately-financed mobile networks are now being rolled out under the same 
regulatory framework, and Uganda’s telecoms sector is one of the most 
competitive in Africa 

IFC project in core infrastructure sector Subsequent 
PPI?

Investigated 
in detail?

Transmission 
Mechanisms?

1 Celtel mobile network, Uganda 1994

2 UTL privatization and MTN telecoms license, Uganda 1999

3 Kipevu II IPP, Kenya 1999

4 AES SONEL concession, Cameroon 2006

5 Bujagali hydropower IPP, Uganda 2007

6 Rift Valley Railways concession, Kenya 2006

7 Mombasa grain terminal BOT, Kenya 1998

8 Telkom Kenya privatization, Kenya 2006

9 Umeme electricity distribution concession, Uganda 2005

10 Small water provider management contracts, Uganda 2010

11 Orange mobile network, Cameroon 2002
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 Kipevu II power plant in Kenya—several elements of the structure of the 
Kipevu II medium-speed diesel power plant, Kenya’s first international project 
financed IPP, have become standard terms used in subsequent similar IPP deals. 
These deals have attracted an increasing amount of investor interest, although all 
have also received support from other DFIs. However, officials’ sense that they 
“gave too much away” when negotiating with the IFC the government’s financial 
support for Kipevu II means they have replicated the structure somewhat 
reluctantly, and perceive IPPs to offer relatively poor value for money 

 Bujagali hydropower IPP in Uganda—during the long process of developing 
Bujagali as an IPP, government officials claim they learned a lot about contracting 
major hydropower projects. However, the widespread sense that the project took 
too long and was too expensive has led to a stated intention to procure the next 
major hydro plant with government finance. While there has been other PPI in 
the electricity sector in Uganda, this has been at a very different scale—mini 
hydro and thermal power plants—and following sufficiently different processes 
and structures that officials did not perceive any influence of Bujagali on later PPI 

 The SONEL privatization in Cameroon, with IFC advice, introduced a new 
legal and regulatory framework for the power sector in Cameroon. Officials 
involved in the privatization program in Cameroon also applied lessons from 
SONEL in subsequent privatizations in other sectors. However, challenges in the 
subsequent implementation of the sector framework have meant it has not 
attracted new investors. Frustration with the performance of the concession and 
lack of further investment has also contributed to the Government’s decision to 
revert to government procurement for one long-planned hydropower project.  

In addition to the projects shown in Figure 1, we reviewed in detail three non-core 
infrastructure projects. We found one example where a non-core IFC investment has 
affected the legal and regulatory environment for core infrastructure—the Chad Oil-
COTCO pipeline project was instrumental in introducing new environmental standards 
that are intended to be applied to all future major infrastructure projects in Cameroon. 

Many IFC activities have not had a discernable positive demonstration effect 

The remainder of the IFC’s activities in the focus countries—16 projects, of which we 
reviewed three in detail—did not show positive evidence of demonstration effects on core 
infrastructure sectors.  

In many of these cases, the potential for demonstration effects was limited, for a variety of 
reasons. For example, “one-off” privatizations, such as the Umeme distribution 
concession and Kenya Airways privatization, clearly cannot be replicated within the 
country (although, as in Cameroon, there can be scope for building capacity for other 
privatizations, particularly when these are managed by a central unit). In other cases, IFC 
involvement followed other investment in the sector—the Kenya Telekom privatization 
seems to have been in part triggered by the success of earlier mobile investment; while the 
IFC’s investment in Orange Cameroon came when both mobile operators were already in 
the process of rolling out networks. Beside the environmental governance aspects of the 
Chad Oil-COTCO pipeline, we did not find evidence of non-core infrastructure projects 
having demonstration effects on core infrastructure in the focus countries.  
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Finally, where a project is not seen as a success by government or the public it could be 
expected to create, if anything, negative demonstration effects. The Rift Valley Railway in 
Kenya and Uganda, in which the IFC was heavily involved as both investor and advisor to 
the Government of Kenya, is an example. This project was described in both countries as a 
failure, and in Kenya has made transport sector officials cautious about (but not outright 
against) PPI. Moreover, we found the limited legal and regulatory changes undertaken for 
the project did not create a framework conducive to later PPI. 

The IFC may be able to do more to create widespread demonstration effects in future 

The importance of demonstration effects on private investment decisions in infrastructure in 
Africa motivates the question ‘what could IFC do differently to create more widespread 
demonstration effects?’ While a full answer to this question is beyond the scope of this 
review, the evidence does suggest some avenues for consideration, in particular: 

 Choosing projects strategically for their demonstration potential 

 Staying engaged across multiple projects in a sector 

 Focusing on creation of strong legal and institutional frameworks 

 Remaining cognisant of government perceptions. 

There are trade-offs in pursuing these ideas. Some of them may boost demonstration effects 
at the cost of some direct benefits. Many will take up IFC staff time, which clearly has other 
valuable uses—for example, remaining engaged with government and managing perceptions 
may take time away from originating a project in a new country. These ideas are presented, 
 not as recommendations, but as elements among what must be a range of inputs to 
IFC’s development of its strategy for infrastructure in Africa. 
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1 Introduction 
The IFC has been supporting private investment in infrastructure in Sub-Saharan Africa 
since the 1990s. This support is intended to directly contribute to more and better Private 
Participation in Infrastructure (PPI) in the region.  

Beneficial though the IFC’s activities are, they are just a drop in the ocean compared to what 
Africa needs. The IFC therefore wants to understand better the indirect impact its activities 
in Africa may have on PPI through “demonstration” effects: that is, more and better-quality 
PPI in projects in which the IFC is not directly involved. The IFC engaged Castalia to 
evaluate this demonstration impact, and to draw lessons on whether and how the IFC’s 
activities can more effectively generate demonstration effects and so promote beneficial 
private investment in infrastructure in Sub-Saharan Africa.   

This report presents the results of the evaluation—comprising a survey of infrastructure 
investors, and case studies of four countries selected by the IFC: Kenya, Uganda, Cameroon 
and Mozambique. These case studies are based on interviews with senior government 
officials engaged in providing infrastructure in each country, and others, as well as desk 
research. The structure of this report is as follows: 

 Section 2 explains how we defined “demonstration effects” for the purposes of 
this evaluation, and describes the evaluation scope and methodology 

 Sections 3 to 6 present our country evaluations, describing PPI—and the IFC’s 
influence on PPI—in Kenya, Uganda, Cameroon and Mozambique 

 Section 7 presents the results of our investor survey 

 Section 8 concludes, and presents lessons for the IFC’s future efforts to support 
infrastructure in Sub-Saharan Africa1. 

This report reflects comments and feedback on an earlier, draft report received from 
individuals within the IFC, other interested donor institutions, and key individuals in the case 
study governments. 

More information on the evaluation methodology is presented in the Appendices to this 
report. Appendix A provides more information on the in-country interview program with 
government officials, and Appendix B presents the investor survey instrument. 

 

                                                 
1 Throughout the remainder of this report, we us “Africa” to refer to Sub-Saharan Africa, unless otherwise noted 
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2 Defining and Evaluating Demonstration Effects 
Much of the work of the IFC, and other Development Finance Institutions (DFIs), is 
predicated on the idea that their activities have indirect, or “demonstration effects”, on the 
markets in which they engage. However, to date there has been limited effort to define or 
evaluate such effects. In this section we first define “demonstration effects” for the purpose 
of this evaluation. We then explain the evaluation scope and methodology. 

2.1 Defining Demonstration Effects 
For the purpose of this evaluation we adopted the following definition of “demonstration 
effects”: 

“An increase in quantity or quality of private investment in infrastructure (not involving 
IFC) that is influenced by an IFC activity in infrastructure” 

To test for demonstration effects, it is also important to identify the mechanisms by which 
this influence may occur. Figure 2.1 shows these “transmission mechanisms” by which IFC 
activity and the infrastructure projects in which the IFC is involved can influence later PPI. 

Figure 2.1: Demonstration Effects and How they are Transmitted 

 
 
Demonstration effect transmission mechanisms 

As shown in Figure 2.1, we identified four transmission mechanisms, by which IFC activity 
may influence the quality or quantity of subsequent PPI. These are: 

 More positive perception of PPI among government officials—private 
participation in infrastructure almost always also requires the active participation 
of governments. However, government officials can be suspicious of private 
sector involvement in infrastructure, as can consumers, making promoting PPI 
projects politically difficult. Observing improved results from PPI from the good-
quality projects in which the IFC is involved can improve these perceptions and 
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political acceptability, encouraging governments to pursue more projects and 
generating greater investment 

 Increased technical capacity in government—participating in IFC-sponsored 
or advised projects enables government officials to build experience in identifying 
and developing good projects, and interacting with the private sector to 
implement those projects. This improved capacity could lead to a better 
transaction success rate in future, meaning more investment, as well as better-
designed future projects, meaning better quality from infrastructure investment 

 Improved legal and regulatory framework—the IFC’s advisory work often 
involves improvements to the legal and regulatory framework. IFC activities can 
also create “standards” for transaction structures that become part of the 
regulatory framework of the sector. A better legal and regulatory framework for 
PPI could in turn attract more interest from investors, and enable and encourage 
government participants to ensure projects are developed and implemented well 

 Increased confidence among investors—co-investing in IFC projects, or 
observing the success of those projects, can make more investors aware and 
confident of the potential return to investment in infrastructure in the project 
countries. A better legal and regulatory framework and greater capacity among the 
government and local partners can further increase that confidence. Investors may 
then pursue other investment opportunities, leading to more investment; greater 
competition for PPP projects could also make for better-quality investment. 

Some of these transmission mechanisms are most likely to operate within a sector and 
country. Improvements to the legal and regulatory framework as a result of IFC transaction 
advisory or investment work are typically sector-specific (other IFC business lines work on 
overall investment climate). Capacity-building of government officials is also to some extent 
likely to occur within the focus sector, although the involvement of central agencies may also 
enable lessons to be shared across sectors. Demonstration effects via perceptions of 
Government officials and investors may be strongest within the specific sector, but could 
also be expected to work across sectors and across borders—for example, where 
transformative IFC involvement in one sector or country excites the attention of officials 
elsewhere.  

Putting demonstration effects in context 

Achieving demonstration effects is not the “be-all and end-all” of IFC activity in 
infrastructure sectors. As illustrated in Figure 2.1, IFC’s investment and advisory activities 
directly generate more and better-quality investment in infrastructure, often substantially 
improving infrastructure provision. When the IFC invests, its aim is to choose good-quality 
projects, and mobilize further capital from co-sponsors and lenders. IFC’s advisory services 
help governments identify projects with strong potential to generate private sector interest, 
directly leading to a better transaction success rate and more investment, as well as helping 
ensure those projects are of high quality. These direct impacts are assessed on a project-by-
project basis, in terms of private capital mobilized and fiscal savings achieved, as well as 
number of consumers that received improved infrastructure services. On the other hand 
other activities of the IFC and other World Bank Group members also address directly some 
of the “transmission mechanisms” described above. For example, the IFC’s Investment 
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Climate business line works with Governments to improve legal and regulatory frameworks 
for investment, without a link to a specific investment. 

Not all investment or advisory activities should or could be expected to achieve 
demonstration effects. However, harnessing demonstration effects where possible, via the 
transmission mechanisms described above, would have the potential to multiply the impact 
of the IFC’s activities. It is this potential that motivates the IFC to evaluate whether and how 
it has been effective at achieving demonstration effects to date, with a view to increasing the 
demonstration effects of the IFC’s future activities in infrastructure in Africa and elsewhere. 

2.2 Evaluation Scope 
The scope of an impact evaluation can be defined by clearly identifying the “impact of 
what”—that is, what activity is being evaluated—and the “impact on what”—that is, the 
desired result. To provide evidence for a causal link, it is also important to identify the 
transmission mechanisms by which this impact occurs. The definition of “demonstration 
effects” above provides a starting point for defining the scope of the impact evaluation, as 
follows:  

 The impact of what—IFC investment and transaction advisory activities in 
infrastructure in Africa, and the infrastructure projects in which the IFC was 
directly involved through these activities 

 The impact on what—quality and quantity of private participation in 
infrastructure in which the IFC is not directly involved 

 The transmission mechanism—the ways in which the IFC’s actions can be 
expected to achieve the desired result. 

We further define each of these components under the following headings. 

Impact of what—IFC involvement in infrastructure in Africa 

Having reviewed the totality of its experience in infrastructure in Africa, the IFC chose four 
focus countries for this evaluation: Kenya, Uganda, Cameroon and Mozambique. These are 
the countries in Africa in which the IFC has had most substantial involvement in 
infrastructure and related sectors. Figure 2.2 lists all IFC investment and transaction advisory 
activities in infrastructure in these focus countries. As described below, we selected a sub-set 
of these activities, which are highlighted in Figure 2.2, for more detailed review through 
discussions with those involved.  
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Figure 2.2: IFC Investment and Advisory Activities in Focus Countries (Investment Amounts in Million US Dollars) 

 
Note: Shading indicates activities that were selected for detailed review through discussions with those involved   

 

N
on

-C
or

e 
In

fr
as

tr
uc

tu
re Tr

an
sp

or
t 

(s
er

vi
ce

s)

Privatization of Kenya Airways 
($91m)—advisory and investment 
($15m), 1996 and 2003
TED ($17.6m)—investment ($7m), 
2009

3T Cameroon logistic service 
expansion ($2.6m)—investment 
($1.3m), 2005
Attempted privatization of CAMAIR.
The project was not completed—
advisory, 2005

Ex
tra

ct
iv

e 
in

du
st

ry
an

d 
ba

si
c 

pr
oc

es
si

ng

Magadi Soda Company ($170m)—
investment ($28.5m), 2004

Chad Oil-COTCO oil pipeline 
($3,909m)—investment ($86m), 2001
Pecten-Mokoko offshore exploration 
($31m)—investment ($20m), 2001

Moatize coal mining license 
($123m)—advisory, 2004 
ENH gas extraction ($370m)—
investment ($18.5m), 2004
Baobab Resources iron ore 
exploration company—investment 
($5m), 2008
Mozal aluminum smelter 
($1,024m)—Advisory and investment 
($25m), 1998

Kenya Uganda Cameroon Mozambique
C

or
e 

In
fr

as
tr

uc
tu

re

El
ec

tri
ci

ty Kipevu II (Tsavo) Medium Speed 
Diesel IPP($85m)—investment 
($19.7m), 1999

Bujagali hydropower IPP ($799m)—
investment ($130m), 2007
Umeme distribution concession 
($84m)—investment ($25m), 2005

AES Sonel privatization ($532m)—
advisory, 2001; investment ($89m), 
2006

W
at

er Management contracts for small 
scale water providers—Advisory, 
2010

Tr
an

sp
or

t  
(in

fra
)

Kenya-Uganda rail concession (Rift Valley Railways) ($404m)—advisory (in
Kenya) and  investment ($32m), 2006 

Mombasa Grain Terminal BOT
($32m)—investment ($10m), 1998

Te
le

co
m

s Privatization of Telkom Kenya 
($398m)—advisory, 2006

Celtel Uganda ($251m)—investment 
($32m), 1994 to 2008
Privatization of UTL ($297m) and 
licensing of MTN ($462m)—advisory, 
2000

Orange mobile phone license 
($253)—investment ($13m), 1999



 

6 
 

Figure 2.2 distinguishes between IFC activities in “core” infrastructure sectors—as defined 
in Box 2.1 below—and in “non-core” infrastructure or related sectors.  

Box 2.1: Defining Core Infrastructure 

The dictionary definition of infrastructure is the “basic physical and organizational 
structures and facilities needed for the operation of a society or enterprise”2. A more 
specific approach to defining infrastructure is to list common attributes of infrastructure 
provision. These are: 
 Provision of a basic service—that is, one that is necessary to make economic activities 

possible and is not readily substitutable 
 Part of a system or network developed and maintained over a long timescale 
 High capital costs and economies of scale 
 High sunk costs—assets are purpose and location-specific. 

Following this approach, infrastructure sectors include power, water, transport fixed assets 
(such as roads, railways, ports and airports) and telecommunications networks. These are 
commonly called “core infrastructure” sectors.  

 

As shown in Figure 2.2, IFC activity in “core infrastructure” sectors in the focus countries 
has been quite limited—a total of eleven projects since the early 1990s. We therefore 
included in our evaluation the impact of “infrastructure-related” sectors that share some, but 
not all, of the core infrastructure attributes described in Box 2.1. These include transport 
services—such as airlines and port services—which typically do not have high sunk costs as 
the fixed-cost assets are mobile and re-deployable. We also considered IFC activity in 
extractive and related industries—these have high capital and sunk costs, although they are 
not providing a “basic service”, as described in Box 2.1. Our focus when evaluating these 
“non-core” infrastructure activities was on identifying their impact on private investment in 
core infrastructure sectors. 

Impact on what—private investment in core infrastructure 

We agreed with the IFC that the desired result of the IFC’s activities for the purpose of this 
assignment—the “impact on what”—is better quality and quantity “non-IFC” private 
participation in core infrastructure sectors. PPI in core infrastructure in Sub-Saharan 
Africa, including the focus countries, has been relatively low, both as a proportion of total 
investment in infrastructure, and by international comparison. Of this PPI, the IFC has been 
involved in a significant proportion—for example, in the four countries chosen for this 
evaluation the IFC has been involved in 11 of the 60 projects, which represent 35 percent of 
infrastructure investment by value. This means that the cases where a project in which the 
IFC was involved has been followed by PPI in which the IFC was not involved are limited. 
Our methodology, described in Section 2.3 below, therefore focused on identifying the 
transmission mechanisms at work. 

A further methodological challenge of evaluating the demonstration effects of IFC activity is 
attribution. There are inevitably many factors that affect PPI—not least the involvement of 
other donors and Development Finance Institutions (DFIs). As shown in Table 2.1 below, 
multilateral and bilateral DFIs have together contributed a total of almost US$1.5 billion to 

                                                 
2 Oxford Dictionary of English 
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PPI in infrastructure in the four focus countries—14% of the total PPI investment of 
US$10.8 billion.  

Table 2.1: DFI Investment in Core Infrastructure in the Focus Countries 

DFI Number of 
investments… 

… Of which 
number  
alongside the 
IFC 

Total invested 
capital (US$ 
million) 

International Finance Corporation (IFC) 11  346 

European Investment Bank (EIB) 4 2 243 

African Development Bank (AfDB) 4 2 200 

World Bank International Development 
Association (IDA) 

6 3 189 (plus 175 in 
guarantees) 

Multilateral Investment Guarantee Agency 
(MIGA) 

5 3 (205 in 
guarantees) 

Emerging Africa Infrastructure Fund (EAIF) 5 2 116 

Bilateral DFIs (estimate)* 6 4 375 

All DFIs combined 22  1,470 (plus 380 
in guarantees) 

 
*Note:  Bilateral DFIs include FMO (the Netherlands); AFD and PROPARCO (France); KFW and DEG 

(Germany). Total investment is estimated, as project portfolios are not consistently reported  

Source: World Bank PPI Database, DFI websites, press releases, investor websites 

 
As shown in Table 2.1, the IFC often works alongside other DFIs, so attributing 
achievements of those projects to the IFC can be difficult. In the country sections below, we 
also note other DFIs’ contribution to non-IFC PPI that followed a project in which the IFC 
was involved. In this case it is more challenging to isolate the importance (or not) of the 
IFC’s demonstration effects in facilitating the subsequent PPI. Where possible, we have 
highlighted in our analysis the specific contributions of the IFC, but often the 
“demonstration effect” of a particular project, or in a particular sector, must be viewed as a 
team effort.  

Transmission mechanisms 

The four demonstration effect “transmission mechanisms” for which we tested in this 
evaluation are described in Section 2.1 above. They are: 

 Developing a more positive perception of PPI among government decision-
makers 

 Strengthening the legal and regulatory framework for PPI 

 Building capacity in government to implement and regulate good-quality PPI 
projects 
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 Improved perception of and ability to manage risks among private investors, 
improving confidence that infrastructure investments in the country or sector in 
question can be profitable.  

As described in Section 2.1, some of these transmission mechanisms could operate across 
sectors and across borders. However, our focus for this evaluation was on testing for 
demonstration effects within a particular sector and country. This means our results are likely 
to underestimate the overall demonstration effect of IFC infrastructure activities in Africa. 

2.3 Evaluation Methodology 
To assess whether or not there are demonstration effects we are looking at whether any of 
the IFC actions listed in Figure 2.2 flowed through the identified transmission mechanisms, 
and ultimately increased the quantity and quality of investment in infrastructure that did not 
directly involve IFC. We tested this in three ways: 

 To assess whether more projects were happening in the countries and sectors in 
which IFC was active in infrastructure, we compiled comprehensive timelines 
and databases for all PPI projects in the relevant countries and sectors.  

 To assess the transmission routes that are primarily government related—
that is, official perceptions, capacity, and legal and regulatory frameworks—we 
visited each of the four countries selected and interviewed the relevant officials 
as well as IFC project staff, and others involved in follow-on projects.  

 To assess the transmission route of investor confidence we conducted a 
survey of investors active in the area.  

Each of these techniques is described in turn below. 

Compilation of the country project databases and timelines 

We compiled a project database for each focus country, drawing on the online World Bank 
PPI database and information from the IFC’s records to compile an initial list of PPI 
activities from 1993 to 2009. We completed and updated the project list searching for 
additional investment in the archive of Project Finance magazine. We also drew on the 
knowledge of our local teams to capture additional PPI projects. Once we had identified all 
PPI activities in the period of interest, we constructed a timeline for each country. These 
timelines are presented in each Country Case Study, in Sections 3 to 6 below. The timelines 
distinguish between PPIs with and without IFC involvement. 

We complemented the timeline of PPI with two additional timelines that describe the policy 
and macroeconomic environment. The first describes reforms to promote private sector 
participation, and shows policy reform milestones in each infrastructure sector. The second 
timeline shows changes in macroeconomic and governance indicators. We used the World 
Bank Indicators database for the former and the World Governance Indicators for the latter.  

We described the country project lists, timelines, and our analysis of PPI developments in 
each country in a “Desk Study” report. The desk studies were reviewed by our IFC 
counterparts in DC and Johannesburg, as well as the IFC staff members chosen to act as 
counterparts for this assignment in the country offices of our focus countries. The IFC 
agreed on the demonstration effects we identified and proposed to test. These desk studies 
then formed the backdrop to the rest of our analysis. 
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In-country interviews to test transmission routes 

Based on the country desk research, as well as subsequent interviews with IFC project and 
country staff, we identified a subset of cases where we might reasonably expect to find 
demonstration effects from IFC activities. These cases then formed the focus of our in-
country interviews with government officials in the relevant sectors. Box 2.2 describes our 
approach to selecting the examples for this detailed review. 

Box 2.2: Approach to Selecting Examples for Detailed Review 

Prior to carrying out in-country interviews, we selected a subset of IFC projects in each 
country for detailed review. Our overall approach was to identify cases where it appeared 
there might be a demonstration effect “story” based on our desk research. We adopted this 
approach—over quasi-random “sampling”—because of the limited prima facie evidence 
from the project databases and timelines for the existence of demonstration effects in the 
focus countries. That is, we were looking for stories to provide evidence that the IFC can 
have a demonstration effect, and any insight on how this can best be achieved. 
Our approach to selecting the examples for detailed review in each country followed 
several iterative steps, as follows: 
 For those countries with substantial IFC participation in core infrastructure sectors, we 

prioritized those activities 
 We excluded from consideration those cases where the prima facie evidence, or 

subsequent initial discussion with relevant IFC staff, showed no sign of a 
demonstration effect. This included, for example, activities dating back far enough that 
a demonstration effect would be reasonably expected to have yielded subsequent 
investment, but no further projects in the sector had occurred. It also included 
examples where the activity in which the IFC was involved took place after most or all 
other PPI in the relevant sector 

 Of the remaining IFC projects, we selected those in which we would expect, ex-ante, to 
see the strongest demonstration effects through the various possible transmission 
mechanisms. For example, this led us to prioritize transactions for new assets, which 
could be expected to be more readily replicated than privatizations or concessions.  

Through interviews with those involved, we were then able to test whether these expected 
effects had taken place in practice. In each country case study section below, we describe 
how these steps were applied in practice to select the projects that we reviewed in detail. 

 

For the selected subset of IFC activities, we identified the transmission mechanisms through 
which demonstration effects might have been expected. We then interviewed officials—and 
referred to the country databases already assembled—to see which if any of those 
transmission routes had in fact been operative. That is, we tested for changes in government 
perceptions of PPI, increases in government capacity, and improvements in legal and 
regulatory regime. Where these were identified, we tested where possible the extent to which 
they could be attributed to actions by IFC. We also examined whether any actual subsequent 
investments had resulted through the effect—at least in part—of this transmission route. To 
do this, we interviewed people in both the public and private sectors involved in such 
follow-on projects. 
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To ensure meaningful results from the interviews, we carefully identified the relevant entities 
to interview, and the relevant officials within those entities3. We consulted with IFC staff in 
country and involved in the focus projects, as well as drawing on the networks and 
knowledge of our local team members. Wherever possible, we interviewed officials 
individually to enable a frank dialogue. In the interviews themselves, we took pains to avoid 
leading questions that may have created a biased response. We introduced the project to 
Government officials describing it as a study on private sector investment in infrastructure 
sectors in Africa. We asked them their opinions in open-ended questions on the importance 
of PPI in their sector of interest. If not otherwise brought up, we also asked where relevant 
how specific projects had influenced their perceptions and policies. Finally, unless already 
discussed, we asked officials directly about the influence of development finance institutions.  

The results of the interviews are described in the country cases in Sections 3 to 7 below.  
Appendix A presents the interview guide used, and lists the people met in each country. 

Investor Survey 

To gauge the potential for demonstration effects of IFC-supported projects via increased 
confidence of private investors, we carried out a survey of investors on the factors that 
influence their investment decisions. Castalia targeted business development professionals at 
95 firms that invest in African infrastructure. We were able to identify 75 individuals and 40 
of them answered to our survey, for a response rate of 53 percent. We conducted phone 
interviews with 11 of these investors for a more in-depth understanding of the role of 
demonstration effects in their investment decisions, their views on country investment 
environments, and the role played by the IFC.  

Our targets for the survey and interviews were investors involved in projects in Sub-Saharan 
Africa. To identify these investors, we first looked at firms that invested with the IFC in the 
focus countries. This helped us to identify the sectors we wanted to focus our research 
effort. We then developed a longer list of investors using different sources, namely the 
World Bank’s PPI database, African Investor magazine, and Project Finance magazine. The 
investors we targeted included project sponsors in particular, but also minority equity 
investors, lenders, and operators.  

We designed the online questionnaire to elicit feedback on the importance of demonstration 
effects of previous projects to investors, without directly mentioning that the survey was 
intended to focus on this aspect of the enabling environment. Instead, we presented the 
survey as a general study on drivers of investors’ decisions in infrastructure sectors in Africa.  
We asked investors to rate the importance of observing previous successful investments next 
to other factors that enable or constrain investment, such as macroeconomic stability and the 
presence of appropriate legal and regulatory frameworks. Similarly, we also sought feedback 
on the importance of IFC by asking investors to rate the importance of IFC next to other 
donors and donor interventions. The results of the survey are described in Section 7, and a 
copy of the survey instrument used is included in Appendix B. 

                                                 
3 With the support of local IFC offices in effecting formal introductions where necessary, we were largely successful at 

meeting with the target officials in each entity. Inevitably, some meetings were canceled or attended by deputies. In a few 
cases, our country teams have followed up subsequently with officials that were not available at the time 
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3 Kenya 
The IFC has been involved in infrastructure sectors in Kenya since the 1990s, and has 
advised or invested in projects in the transport infrastructure, electricity and 
telecommunications sectors, as well as in related sectors such as transport services and heavy 
industry. In this section we assess the influence of this activity on the evolution of PPI in 
Kenya. Section 3.1 provides an overview of that evolution since the early 1990s. Section 3.2 
describes the IFC’s relevant activities and explains our selection of a sub-set of those 
activities for detailed review. Sections 3.3 and 3.4 then describe our assessment of the 
demonstration effects of the two selected IFC projects: the Kipevu II power plant, and 
Kenya-Uganda Railways concession, respectively. 

3.1 Overview of  PPI in Kenya 
Figure 3.1 below graphically summarizes Kenya’s PPI experience, as well as the factors that 
may have been important in determining the quantity and quality of private investment in 
infrastructure over time. Note the figure spans two pages, showing in three inter-linked 
panels PPI activity, legal and policy changes, and the evolution of key macroeconomic and 
political indicators. This section briefly describes the events laid out in the figure, including 
where Kenya has seen PPI investment, how Kenya’s enabling environment for PPI has 
evolved, and how the overall environment for investment has changed. 

Kenya’s Experience in private participation in infrastructure  

Overall PPI investment between 1993 and 2009 was US$5.2 billion—high in relation to the 
other countries in our case study, which had total investment in the $1 to $3 billion range. 
Over eighty percent of the investment was in telecommunications, followed by electricity (10 
percent of total PPI) and transport (8 percent of total PPI). There was only one PPI project 
in the water sector. 

Investments in telecommunications, in particular the mobile sub-sector, have dominated 
Kenyan PPI since 1999. Subsequent private investors in the telecoms sector have entered the 
land line and fiber-optic sub-sectors. 

Investment in electricity generation took place in two waves. The first wave, from 1996 to 
1999, consisted of four BOO contracts comprising $238 million in private investment. The 
second wave followed the enactment of the Energy Act in 2006, and commenced with the 
Government selling 30% share of the Kenya Electricity Generating Company Limited 
(KenGen).  

PPI in transport infrastructure has included management and BOT contracts for port 
terminals and a cargo terminal in the Jomo Kenyatta International Airport (which otherwise 
remains publicly owned and run), all implemented in the late 1990s. The largest PPI project 
in transport has been the concessioning of the Kenyan portion of Kenya-Uganda railways 
with the support of IFC. Transport services are almost entirely privately provided—the sale 
of a majority share of Kenya Airways was a landmark privatization, advised by the IFC as 
described below. 

Kenya’s PPI in the water and sanitation sector was limited to a management contract 
signed in 1999 by the Malindi water utility, and concluded in 2004. 
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Enabling Environment for private participation in infrastructure  

The upper part of the policy timeline in Figure 3.1 shows changes in overall PPI-enabling 
policy and law. The lower part of the figure summarizes sector-level changes. The 
privatization of public infrastructure in Kenya began in 1993 as part of an IMF-backed 
structural adjustment program. Under the original structural adjustment reform program, the 
following infrastructure assets were slated to be privatized: the Kenya Ports Authority 
(KPA), Kenya Railways (KR), Kenya Power and Lighting Company (KPLC) and Kenya 
Posts and Telecommunications Corporation (KPTC). Overall progress in PPI was slow until 
2000, when the Government re-engaged with international donors and re-energized the 
effort to develop privatization strategies in infrastructure sector. These strategies eventually 
resulted in the two laws to define the privatization process, including for the few remaining 
state-owned infrastructure assets—the Public Procurement and Disposal Bill and the 
Privatization Bill, passed in 2005 and 2008 respectively. 

The overall privatization program was also reflected in sector-specific reforms aimed at 
liberalizing infrastructure sectors. In 1997, the Electric Power Act liberalized the market for 
power generation, and was immediately followed by a first wave of IPPs, as described above. 
Private management of distribution was not allowed until the passage of the Energy Act in 
2006, and has yet to be introduced in practice. The Communications Act, passed in 1998, 
allowed private sector participation in mobile communications (private sector participation 
in landlines was not allowed until 2006). The Water Act of 2002 decentralized water and 
wastewater services, allowing non-governmental entities to manage water services.  

Overall environment for investment 

Kenya’s overall economic and political environment, while more stable than many other 
African countries, it is still a hindrance to infrastructure investment. Kenya ranks 98th out of 
183 countries on the World Bank’s Doing Business ranking on the ease of doing business—
making Kenya the highest ranked of the countries we looked at, although below average 
globally.  

Kenya’s economic and political environment between 1993 and 2008 has been marked by 
economic stagnation, political instability, and persistent corruption. While Kenya’s real GDP 
growth was 3 percent on average over the period, its population grew at the same rate, 
meaning real per-capita GDP was stagnant. Political stability increased during this period. 
Kenya fell from the bottom 20th percentile for political stability in 1996 to the bottom 12th 
percentile in 2008. Perceived corruption remains a problem, with Kenya ranking 154th of 178 
countries in the 2010 Transparency International Corruption Perceptions Index: the lowest-
ranked of the four focus countries. The fiscal deficit worsened slightly over the period, going 
from 1.2 percent of GDP in 1999 to 1.5 percent of GDP in 2008.  

The stagnant economy, political instability and perceived corruption have contributed to low 
levels of FDI compared, for example, to Uganda and Mozambique. FDI has increased from 
virtually zero (0.03 percent of GDP) in 1993 to the still low level of 0.31 percent of GDP in 
2008. 
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Figure 3.1: Evollution of PPI inn Kenya 
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Note:  FDI index uses 2000 as base year to provide a clear trend of the flows. 

Sources: World Bank PPI Project Database; IFC Project Database; World Development Indicators; Worldwide Governance Indicators; World Bank, Country 
Assistance Strategy 1996; Poverty Reduction Strategy Paper 2004; Medium Term Plan 2008–2013 
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3.2 IFC Activity in Infrastructure in Kenya 
As shown in Figure 3.1, the IFC has been involved in the transport, electricity and 
telecommunications sectors in Kenya. According to the World Bank and PPIAF PPI 
database, the total volume of PPI in core infrastructure between 1993 and 2009 was US$5.2 
billion. IFC participated in PPI projects worth a total of approximately US$800 million 
investment4—or 16 percent of projects by value. IFC’s investment across these projects 
totaled US$67.7 million (US$95.7 million including the investment in basic processing). 

IFC activity in Kenya has been largest in the transport infrastructure and services sectors, 
specifically the following projects: 

 Port facilities. In 1998, IFC lent US$10 million to a group of local investors for 
the construction of a bulk handling and storage facility in the port of Mombasa, 
the Mombasa Grain Terminal. The facility is used to store imported grains and 
fertilizers 

 Railways. From 2002 to 2005, IFC advised the Government on the concession 
of the Kenya-Uganda Railways, the first privatization by concession in Kenya and 
first major private investment in the rail sector. In 2006, IFC financed the 
concessionaire of the Kenya-Uganda Railways, Rift Valley Railways (RVR), with a 
US$22 million loan and US$10 million quasi loan 

 Airlines.  In 1996, IFC advised the Government on the high-profile privatization 
of Kenya Airways, in which KLM bought a 26 percent stake and became the 
single largest shareholder. IFC subsequently lent US$15 million to the privatized 
Kenya Airways, in 2003. Also in the airline sector, in 2009, IFC lent US$7 million 
to the charter air company Trident Enterprise (TEL). The carrier used the loan to 
purchase additional aircraft to meet increased demand of air charter services for 
humanitarian missions to Sudan and the Democratic Republic of Congo. 

In 2000, the IFC made its single investment in the electricity sector. The 74MW Kipevu II 
Medium Speed Diesel (MSD) power plant was developed by independent power producer 
SPV Tsavo Power Company Limited. Total capital investment in this project was US$85 
million. IFC provided a total of US$19.8 million in loan (US$15.1 million), quasi loan 
(US$1.4 million), equity (US$0.8 million), quasi-equity (US$0.2 million), and risk 
management products (US$1.7 million). Two other IPPs had already been commissioned by 
the time Kipevu II reached financial close, through “rush” processes in response to drought 
conditions—however, Kipevu II was the first fully internationally competitively procured, 
project-financed IPP in Kenya. 

In the telecommunications sector, the IFC’s only involvement was in the fixed line sub-
sector: advising the Government on the privatization of Telkom Kenya, the state-owned, 
monopoly landline operator, in 2007. As shown in Figure 3.1, this followed substantial 
investment in mobile telecommunications by private operators and their financiers. 

In infrastructure-related sectors, the IFC’s major investment was in basic materials, helping 
finance the Magadi Soda Company with a total of US$28.5 million debt, alongside the 
European Investment Bank.  Magadi Soda Company Ltd. was a British company with a well-
established business of soda ash production (since acquired by the Tata Group of India). 
                                                 
4 The figure does not include investment in Magadi Soda Company (see description later in the section) 
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Magadi located one of its production plants in a remote area of Kenya, employing locals, 
mainly Maasai, living around the plant. The total cost of the plant was US$169.7 million.  

Cases selected for study 

Of the seven projects in which the IFC was involved in Kenya, we selected two for more 
detailed review: the Kipevu II power plant, and the Kenya-Uganda Railways Concession. 
Table 3.1 describes the rationale for this selection. 

Table 3.1: Selection of Cases for Detailed Review in Kenya 

Sector Project Decision Rationale 

Electricity Kipevu II 
power plant 

Included One of the few cases where a project in which the 
IFC was involved has been followed by other 
projects of a similar type—particularly in electricity. 
This allows us to assess how demonstration effects 
can work through direct replication of a project 
structure 

Transport 
(infra-
structure) 

Kenya-Uganda 
rail concession 

Included As a high-profile and large-scale project in the 
transport sector, this project could be expected to 
have influenced subsequent sector frameworks or 
policy, although in fact no subsequent projects had 
yet been implemented 

Mombasa 
grain terminal 
BOT 

Excluded Project took place in 1998, and there has been no 
subsequent PPI in the port sector in Kenya 

Telecoms Telkom Kenya 
privatization 

Excluded 
(after 
further 
research)  

The privatization of Telkom Kenya followed other 
major investments committed to the sector—in this 
case, the demonstration effect may have occurred the 
other way around, with other successful investments 
providing the impetus to proceed with privatization. 
This position was supported in interviews with 
Government officials 

Transport 
(services) 

Kenya airways 
privatization 

Excluded 
(after 
further 
research)  

Based on discussions with IFC staff involved and 
some Government officials, we concluded that while 
perceived as highly successful, the scope for 
demonstration effects within Kenya is limited. There 
has been some development of the local and regional 
airline sector, but no airline of Kenya Airways’ scale. 
The development of air transport in Africa as a whole 
is hampered by slow progress towards regional 
regulation, and the continued reluctance of other 
governments to privatize national airlines 

Trident 
enterprise 

Excluded A minor investment in a non-core infrastructure 
sector 

Basic 
processing 

Magadi Soda 
Company 

Excluded De-prioritized, given no prima facie evidence to link 
this investment to core infrastructure 
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The following two sections present our detailed analysis of the demonstration effects arising 
from the two selected projects. 

3.3 Kipevu II Power Plant and the Kenya Electricity Generation Sector 
As described above, in 2000 the IFC acted as lead lender to Kipevu II, a 74MW Medium-
Speed Diesel power plant located at Kipevu in Mombasa, Kenya. This was a landmark 
transaction in Kenya’s electricity sector, as the first internationally competitively procured 
and project-financed IPP—it was also one of the first competitively procured IPPs in Sub-
Saharan Africa. Two other IPPs were commissioned sooner (Westmont power barge and 
Iberafrica), but these were rushed through in a process using a selected list of bidders, and 
based on balance sheet financing, in response to drought conditions. The procurement of 
Kipevu II was supported by the World Bank, which funded technical assistance under the 
extensive “Energy Sector Reform Project”. 

Kipevu II was commissioned as part of a hybrid sector strategy. The bulk of generation 
capacity (including all hydro plants) is owned and operated by KenGen, the majority 
Government-owned generation company which was part-privatized in 2006. Since that time, 
new investments have included a mix of investment by KenGen and by Independent Power 
Producers (IPPs), contracted by the majority Government-owned transmission and 
distribution company Kenya Power and Lighting Company (KPLC). For example, Kipevu II 
was procured roughly at the same time as the KenGen medium-speed diesel plant, Kipevu I, 
located at an adjacent plot in Mombasa. 

Kipevu II took a long time to procure: five years from initial tender to close. The tender was 
opened in 1996, the contract initially awarded in 1997, and following negotiations, the PPA 
was signed in 1998. Three years of negotiations followed to reach financial close, with the 
IFC coming on board in 1999 and financial close in 2001. Since close, through 
commissioning in September 2001 and operations, the IPP has performed in full compliance 
of the contract. 

Table 3.2 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in Kipevu II, alongside our assessment of the actual effects in practice.   
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Table 3.2: Demonstration Effects from Kipevu II Power Plant 

Impact Type Expected Actual 

Direct Impact As lead lender, IFC negotiates 
terms to reach financial close 

As expected—total of $85m invested in plant in first fully competitively-procured and 
project-financed IPP in Kenya. The project sponsor is a private consortium including 
Globeleq and Wartsila; other lenders are development finance institutions CDC and DEG 

D
em

on
st

ra
ti

on
 E

ff
ec

ts
 

Subsequent 
PPI Activity 

IPPs successfully used for later 
investments in new generation 
assets 

Achieved—IPPs have been successfully used for later generation investments, although all 
have received further support from DFIs. Several are of similar nature to Kipevu II, 
including the Rabai MSD plant that reached financial close in 2008. The Government is in 
the process of procuring three additional MSD plants 

Legal and 
Regulatory 
Environment 

Kipevu II acts as model structure 
for future IPPs—although since 
successive IPPs should require 
Government to bear less risk the 
Government would need to adapt 
this structure over time 
ESG standards introduced under 
Kipevu II are applied to 
subsequent IPPs 

Achieved—some elements of Kipevu II structure added during IFC negotiations were used 
in later IPP contracts. Other elements have been gradually refined—for example, in the 
most recent tender the Government offered a range of financial security packages (National 
government guarantee, MIGA guarantee or bank letter of credit to back up payment 
obligations of KPLC), asking for different bids for each package. 
 
According to energy sector officials, ESG standards insisted on by the IFC in the Kipevu II 
procurement that have been applied subsequently include emissions and noise standards, 
and resettlement arrangements (where applicable) 

Government 
officials’ 
perceptions 

Government policy-makers 
perceive performance and value 
for money from IPP 

Not achieved—perception of IPPs as slow, and expensive at least in part “because IFC forced 
us into terms that were too favorable to the private sector” 
Kipevu II was the first example of the Government’s “hybrid” policy of procuring new 
generation through both public and private channels. This continues to be the 
Government’s policy, with IPPs remaining a similar proportion of new investment. The 
recent issue by KenGen of a US$200m bond underlines its continued role in financing new 
generation assets 

Government  
capacity 

Improved understanding among 
Government officials of how to do 
IPP 

Achieved—built capacity; re-used material and know-how to develop PPA and bid out 
additional projects 
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Demonstration effects from the IFC’s involvement in Kipevu II 

As the first internationally competitively procured and project-financed IPP, Kipevu II had 
plenty of scope to achieve demonstration effects and pave the way for future effective use of 
IPPs to provide new generation assets. In several respects—building the legal and regulatory 
framework and government capacity to implement PPI, as well as investor interest in the 
sector—these expected effects appear to have taken place.  

As highlighted in Table 3.2, Kipevu II is one of the few projects under our review that has 
seen subsequent PPI in the same sector. Moreover, these IPPs appear to be increasingly 
attractive to private sector sponsors: the recent tender process for three MSD plants 
attracted 12 bids, compared to 3 for Kipevu II. However, lenders to later IPPs are still 
predominantly or entirely development finance institutions (DFIs): for example, the Rabai 
plant was financed by FMO (which also holds an equity stake), DEG, EAIF and Proparco, 
and a multi-DFI fund, EFP. 

On the regulatory framework, a key contribution was an international-standard, bankable 
Power Purchase Agreement prepared for Kipevu II. An initial version of this PPA was in 
place before the IFC was involved, as a result of the tender process and negotiations 
between the Government and the project sponsor. However, several elements were added 
during lender negotiations before reaching financial close—particularly to clarify the 
allocation of risks, such as termination and payment risk. Both the IFC and Government 
staff involved in this process saw the IFC’s role as central in reaching the final contract 
structure. According to the KPLC officials involved, this PPA was used as the basis for 
PPAs with subsequent independent power producers, including the Rabai plant, which 
reached financial close in 2008, and the three new MSD plants that are currently being 
procured.  

The process of tendering and negotiating Kipevu II, including negotiations with the IFC, 
also contributed to growing Government capacity in the energy sector on managing 
international competitive procurements of IPPs. The same officials involved in Kipevu II 
went on to procure the subsequent similar IPPs described above. Although some of the 
same documentation was used, the structure of the PPA was also developed over time, 
reflecting the growing confidence of the Government officials involved. For example, in the 
most recent procurement of three MSD plants, the Government offered a range of financial 
security packages and asked for bids under each scenario. 

As described in Table 3.2, however, Government perception of PPI remains somewhat 
negative. In particular, most senior officials in the energy sector remain unhappy at the 
extent of financial assurances (for example, National Government letters of support, or 
escrow accounts to cover payments) that were required by private investors in Kipevu as 
well as subsequent IPPs. Regardless of whether or not these conditions were objectively 
necessary to allow the plant to be financed, Government officials blamed IFC for what they 
see as unfavorable terms. Some accused the IFC of “using their membership of the World 
Bank Group to force the Government into terms that would be profitable to the IFC, but 
were not the best deal the Government could have struck”.  

The impact on policy of this perception appears neutral. The hybrid approach of developing 
IPPs alongside Government investment, of which Kipevu II was the first example, remains 
the same. The lessons learned under Kipevu II have helped with the implementation of this 
policy, as described above, but have not led to a significant increase in the proportion of 
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plants developed as IPPs. Given the partial privatization of KenGen in 2006 (30% private 
owned), this means that the overall share of private investment in generation has increased.  

Some link between Kipevu II, as a successful IPP, and the subsequent decision to proceed 
with part-privatization of KenGen might have been expected. However, this link did not 
emerge by interviews with Government officials: the privatization of KenGen reflected the 
Government’s broader privatization program and capital market growth strategy, rather than 
increased emphasis on PPI for new generation capacity. 

3.4 Kenya-Uganda Railways Concession and the Kenya Transport 
Sector 

Tendering a concession for Kenya Railways was part of the Government of Kenya’s 
privatization and divestiture program, as defined in the Interim Poverty Reduction Strategy 
of 2000. The IFC mandate to advise on the privatization was signed in 2002. A long 
development process followed, during which time the decision was taken to combine the 
transaction for Kenya Railways with that planned for Uganda Railways—also slated for 
privatization at that time. The tender process for the joint concession started in 2004. Two 
bids were received, and based on its higher financial offer, the Rift Valley Railways 
consortium (RVR)—led by Sheltam Rail Company of South Africa—was awarded the 
contract. The deal reached financial close in 2006, with the IFC also acting as a key lender to 
the project, although subsequent delay in approval of a World Bank Partial Risk Guarantee 
on the Ugandan side caused further delays in making financing available. The concession 
allocates control of the track and freight services to RVR for 25 years, and of passenger 
services for 5 years (to end in 2011). 

During the first four years of the concession period, the performance of the concession was 
poor. The lead equity investor failed to pay an initial capital commitment, which instead was 
financed by additional borrowing. Investment was delayed amid conflicts between the 
shareholders of the consortium. Along with exogenous events—in particular political 
instability and flooding in Kenya—this led to a failure to maintain the track in working 
condition. The expected increase in traffic did not materialize—in fact freight tonnage and 
passenger traffic both fell in the initial years— leading to a short-fall in concession fees 
payable to the governments by RVR. RVR was then late in paying these fees. This poor 
performance led to substantial public dissatisfaction, and political and public pressure to 
cancel the concession. 

Instead, the governments chose to restructure the concession, with Sheltam replaced as lead 
equity investor by Citadel Capital. This restructuring was completed in 2010, with substantial 
support from the IFC as lead lenders. The revamped consortium has also engaged America 
Latina Logistica (ALL), a Brazilian firm, as operators. 

Table 3.3 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in the Kenya-Uganda Railways concession, and our assessment of the 
actual effects in practice.   
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Table 3.3: Demonstration Effects from Kenya-Uganda Railways Concession 

Impact Type Expected Actual 

Direct Impact Concession agreement signed and successfully 
implemented 

Mixed results—the concession was tendered and signed, but implementation 
has been flawed, due to financial and managerial problems of the 
concessionaire, exacerbated by adverse events. The concession has now been 
restructured, with a new lead equity investor 
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Subsequent 
PPI Activity 

Limited, given short time since financial close None yet—there have been no further PPI projects in the transport sector to 
date, although some are in the pipeline. Donor-financed project developer 
InfraCo Africa has signed a joint venture agreement with the Government for a 
concession to manage and expand commuter rail services in Nairobi from 2012, 
after RVR’s passenger rail service concession ends in 2011. The Government 
(under a different ministry) is also in the process of contracting two toll road 
concessions, in which the IFC is expected to participate as a lender 

Legal and 
Regulatory 
Environment 

Limited, given the limited approach to sector 
reform taken to implement the transaction 
(amending the Kenya Railways Act). A broader 
approach to legal and regulatory reform might 
have given scope for more demonstration 
effects 

Limited. The Kenya Railways (Amendment) Act 2005 was introduced to 
enable the Kenya Railways Corporation to enter into a concession agreement 
for provision of railway services. While broader regulatory reform of the sector 
was considered (with World Bank support) this has not been implemented.  

Government 
officials’ 
perceptions 

Government policy-makers perceive 
performance and value for money from rail 
concession; this could lead to an increased 
emphasis on PPI in rail and other transport sub-
sectors as a way to meet substantial investment 
need 

Not achieved—the poor performance of concession led many to question the 
wisdom of the approach, and there was substantial public and political pressure 
for it to be cancelled. However, this poor performance does not seem to have 
negatively affected the overall perceptions of officials involved towards PPI in 
the sector--as demonstrated by the decision to introduce a follow-on commuter 
rail concession for Nairobi in 2012 

Government  
capacity 

Improved understanding among transport 
sector officials of tendering a PPI project 
Lessons learned by Privatization Commission 
on implementing concession arrangements 

Limited—reports of lessons learned were largely negative—that is, “what we 
need to do better next time”. The recent process of restructuring, also 
supported by the IFC, may have built capacity and confidence in the 
Government’s ability to fix a troubled contract. 
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Demonstration effects from the IFC’s involvement in the railways concession 

The demonstration effects that could have been expected from the Kenya-Uganda railways 
concession to date are relatively limited compared to the Kipevu II project, given the 
relatively recent close (in 2006) and limited scope for direct replication of a railway 
concession contract. However, given the landmark nature of the deal as a major private 
investment in transport infrastructure, a successful concession could have strengthened the 
legal and regulatory framework for, and given rise to a positive perception among 
Government officials of the benefits of, private investment in transport—a sector with great 
need for further investment in Kenya. 

Although there have been no subsequent PPI projects in the rail or other transport sectors, 
some projects are in the pipeline. Donor-financed project developer InfraCo Africa has 
signed a joint venture agreement with Kenya Railways for a concession for commuter rail 
services in Nairobi, once this element of RVR’s concession expires in 2011. The proposed 
project is now at feasibility study stage. The Government (under a different ministry) is also 
contracting two toll road concessions, in which the IFC is expected to participate as a lender. 
However, for the reasons discussed below, it is difficult to trace a link between these projects 
and the RVR concession. In practice, the potential for legal and regulatory impact of the 
concession was also limited, since the minimum legal reform—amendment of the Kenya 
Railways Act by which Kenya Railways had been established—was undertaken to enable the 
concession to be implemented. Moreover, the RVR contract structure has presented 
challenges in negotiating the proposed subsequent commuter rail concession, since use of 
the track will need to be shared, although its control will remain under RVR 

Given the poor performance of the project to date, one might expect a negative effect to 
have developed as a result of government attitudes turning against the use of PPI to solve 
transport sector problems. This does not seem to have happened. Although wary, 
Government officials continue to state their commitment to private sector participation in 
transport sectors, both in discussion and in policy. The proposed new commuter rail system 
concession is a demonstration of this commitment in practice. However, the project pipeline 
remains thin in most sub-sectors. For example, the Integrated National Transport Policy 
(2009) acknowledges the importance of PPI across rail, port and airport sectors, although 
concrete project plans in all these sub-sectors focus on Government-procured projects. In 
the roads sector (under a different ministry), toll road concessions are being actively pursued, 
with the support of the IFC. 

Government capacity building from the project appears at first glance to have been 
limited. In interviews, both transport and privatization commission officials quoted the key 
lesson from the rail concession as the need for better due diligence of private partners. That 
is, participants from the government’s side saw this concession largely as a lesson in “what 
not to do”. However, this message may be influenced by limited institutional memory (and 
so a focus on the lessons from the outcomes, not the process)—for example, the 
Privatization Commission was established only in 2008, after the concession was 
implemented (although a forerunner organization was in place at the time). Ministry of 
Finance officials—in particular, the Investment Secretary, who has had a central role in the 
privatization process over time—cited the overall confidence-building effect of working with 
the IFC as a transaction advisor. For the railways concession in particular, the IFC’s 
persistence in supporting the restructuring built experience in dealing with a troubled 
contract, and if successful, may help re-build wider positive perceptions of PPI over time. 
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4 Uganda 
PPI in Uganda has been dominated by investment in the telecommunications and electricity 
sectors. The IFC’s involvement in the country has also been concentrated in these sectors, 
although the IFC has also invested in the transport sector and recently became involved in 
water and sanitation. After an overview of PPI developments and IFC activity in Uganda, we 
focus on the demonstration effects of the two selected IFC investment projects: the Bujagali 
hydropower project and Celtel Uganda.  

4.1 Overview of  PPI in Uganda 
Figure 4.1 graphically summarizes Uganda’s PPI experience, as well as the factors that may 
have been important in determining the quantity and quality of private investment in 
infrastructure over time. This section briefly describes the events laid out in the figure, 
including where Uganda has seen PPI investment, how Uganda’s enabling environment for 
PPI has evolved, and how the overall environment for investment has changed. 

Uganda’s experience with private participation in infrastructure  

Between 1993 and 2008, PPI investment in Uganda totaled US$3.2 billion. This investment 
has been concentrated in the telecommunications and electricity sectors, accounting 
respectively for 57 percent and 36 percent respectively of all PPI. The current wave of PPI in 
Uganda started in the 1993 in the telecoms sector, when the Government awarded the first 
license to a mobile operator, Celtel. This was followed in 1998 by the licensing of a second 
national landline and mobile operator, MTN, and the privatization of the government-
owned incumbent, Uganda Telecommunications Limited, in 1999. Two further mobile 
operators—Warid Telecom and Orange—began operations in 2007 and 2009 respectively. 
Since 2009, the opportunity to connect to new submarine fiber optic cables via Kenya has 
led to additional investment by these existing telecoms companies in backhaul fiber network, 
as well as new the entry of several new data service providers. 

The 1990s also saw the first private interest in investing in the electricity sector, although 
this took longer to come to fruition, with most substantial investment taking place in the last 
five years. Two concessions—one in generation (in 2003) and one in distribution (in 2005)—
were entered into as part of the Government privatization program, described below. The 
last five years have seen the major Bujugali hydropower project reach financial close, as well 
as several smaller-scale IPPs.  

The only major investment in the transportation sector has been the 25-year joint Kenya-
Uganda railways concession. PPI in the water sector has mainly consisted of management 
contracts which do not entail any private investment.  

Enabling environment for private participation in infrastructure   

The upper part of the policy timeline in Figure 4.1 shows changes in overall PPI-enabling 
policy and law. The lower part of the figure summarizes sector-level changes. The 
privatization of public infrastructure services began in earnest in Uganda in 1993 with the 
Public Enterprise Reform and Divestiture (PERD) Act. The Act established Uganda’s 
program to privatize state-owned enterprises. Several of the major PPI transactions in 
Uganda were implemented under this program, including: the privatization of Uganda 
Telecom Limited (UTL), concessions for the national electricity generation and distribution 
companies, and the Kenya-Uganda Railways concession. 
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While the PERD Act establishes the overall framework for PPI, the Government has also 
passed sector-specific enabling legislation. The Water Act, passed in 1995, allows any 
designated water authority to enter into contracts with private parties to provide facilities or 
services, although as described above, private provision of water in practice has been limited. 
The Uganda Communications Act of 1997 unbundled the incumbent Uganda Post and 
Telecom limited into separate telecoms, postal services and financial services companies, 
allowed for private participation throughout ICT sectors, and established a sector regulator, 
the Uganda Communications Commission (UCC). Finally, the Electricity Act of 1999 
formally unbundled the Uganda Electricity Board into distinct generation, distribution and 
transmission companies, and allowed private participation in all aspects of electricity 
provision. The act also established the Electricity Regulatory Authority (ERA).  

Overall environment for investment 

Uganda has experienced economic growth and increased investment since the mid-nineties, 
with the investment environment for PPI improving. At the same time, continued pressure 
on government finances may be providing impetus for increased focus on PPP in both core 
infrastructure and social and government infrastructure such as government buildings and 
prisons.  

Uganda ranks 123rd out of 183 countries in the World Bank’s Doing Business rankings on the 
ease of doing business. As its low Doing Business ranking shows, Uganda’s enabling 
environment is still poor, but it has improved considerably between 1993 and 2008. During 
this period, the economic and political environment for private investment and PPI 
improved considerably, and overall net inflows of foreign direct investment (FDI) increased 
from 1.7 percent of GDP in 1993 to 5.5 percent of GDP in 2008. This period from 1993 to 
2008 has also been one of increasing political stability, improving government finances, and 
reducing aid dependency. 
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Note: Investments in the first panel are shown in the year of financial closure of the project. Investment represents committed amount. For instance, Warid, in 

2006, committed US$681 million, but only US$200 has been spent so far.  

Sources: World Bank PPI Project Database; IFC Project Database; World Development Indicators; Worldwide Governance Indicators; Bank of Uganda Castalia 
report for the World Bank, “Development of a Comprehensive Framework for a PPP Program in Uganda”; “Museveni Directs On Public Private 
Partnerships” www.allAfrica.com (May 31, 2010) 
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4.2 IFC Activity in Infrastructure in Uganda 
Between 1993 and 2008, the IFC was involved in over 70 percent of PPI activity in Uganda, 
as measured by the capital value of the projects concerned. According to the World Bank 
and PPIAF PPI database, the total volume of PPI in the period was US$3 billion. IFC 
participated in projects in the telecommunications, electricity and transport sectors worth a 
total of US$2.1 billion investment, with an overall investment contribution of US$198 
million. 

In 1994, IFC contributed to the pioneering private investment in telecommunications: the 
launch of Celtel, Uganda’s first mobile operator. IFC provided an initial US$5 million loan 
and quasi-equity and equity contributions of US$1 million each. The relationship with Celtel 
developed over time: IFC contributed to the expansion of Celtel’s nationwide network with 
an investment of US$4.7 million (US$4 million loan and US$0.7 million equity) in 2001 and a 
US$20 million loan in 2007. In 2008, IFC, Celtel, and Stanbic Bank invested US$5.2 million 
in a risk sharing facility, providing cash flow-based loans to distributors of Celtel products, 
to finance their working capital requirements.  

In the fixed line telecommunications sector, IFC advised the Government on the 
privatization of Uganda Telecommunication Limited (UTL), the state-owned fixed line 
telecommunications company, between 1995 and 1999. This engagement also included the 
licensing of a second national landline and mobile operator, MTN, in 1998. 

IFC involvement in the electricity sector dates back to the early 2000s, although this 
involvement only bore fruit in 2007 when the Bujagali hydropower project reached financial 
close. The Bujagali project comprises a 250MW hydropower plant developed under a Build-
Operate-Transfer contract, the construction of about 100 kilometers of transmission line, 
and two substations. IFC provided a US$100 million loan and a US$30 million quasi-loan to 
finance construction of the power plant (of a total investment of $799 million). The 
transmission line was procured separately, and financed by the African Development Bank 
and the Japan Bank for International Cooperation (JBIC). The Bujagali project had a long 
gestation period, as described in Section 4.3 below. The IFC was among the proposed 
lenders to an initial attempt to develop the project in the late 1990s. This initial attempt 
failed before reaching financial close, but provided the basis of the current project, which 
was successfully contracted and is currently in construction. 

In 2009, IFC extended its involvement in the electricity sector by lending US$25 million to 
Umeme—a regulated electricity distribution company that four years earlier had been 
awarded a 20 year concession to manage and operate the assets of Uganda Electricity 
Distribution Company.  

In the transport sector, the IFC provided a US$22 million loan and US$10 million quasi-
loan to Rift Valley Railways Holding Ltd. (RVR). As described in Section 3 above, RVR was 
awarded the concessions for the Kenya and Uganda railways under twin 25-year concessions 
in 2006. RVR is in charge of the rehabilitation, operation and maintenance of the railways 
during the concession term. While IFC was also the transaction advisor to the Government 
of Kenya, the Government of Uganda used Canarail as its transaction advisor. 

In the water and sewerage sector, the IFC was retained by the Ministry of Water and 
Environment to advise on PPPs for small-scale water supply projects in rural towns. The 
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mandate built on an existing program called the Small Scale infrastructure Programme (SSIP) 
financed by the Austrian Development Agency.5  

Cases selected for study 

Of the eight projects with which the IFC was involved in Uganda we selected the Bujagali 
hydropower project and Celtal Uganda, in the mobile telecommunications sector, for more 
detailed review. Table 4.1 describes the rationale for this selection. 

Table 4.1: Selection of Cases for Detailed Review in Uganda 

Sector Project Decision Rationale 

Electricity Bujagali 
hydropower 
plant 

Included Bujagali was the first IPP to be tendered in Uganda, 
and first hydropower IPP in Africa, suggesting scope 
for demonstration effects. Its development spanned a 
ten-year period that saw substantial electricity sector 
reform 

Umeme 
distribution 
concession 

Excluded As a privatization through concession, the expected 
demonstration effects of this project were more 
limited than for Bujagali, although the relationship 
between the two was considered through interviews 

Transport 
(infra-
structure) 

Kenya-Uganda 
rail concession 

Excluded 
(in 
Uganda) 

With no subsequent projects in the transport sector 
in Uganda, and given the IFC’s less significant role, 
we focused on assessing this project’s effects in 
Kenya 

Telecoms Celtel Uganda 
(two projects) 

Included Caltel, MTN and the UTL privatizations, within the 
space of five years, changed the shape of Uganda’s 
telecoms sector, with subsequent investment 
following, as well as providing highly successful early 
examples of PPI in infrastructure in general. We 
consider these projects together and review the IFC’s 
demonstration effect in the telecoms sector as a 
whole 
 

MTN license 
and UTL 
privatization 
(two projects 
under a single 
advisory 
mandate) 

Water Small-scale 
water supply 
projects 

Excluded Too recent to expect demonstration effects 

 
The following two sections present our detailed analysis of the demonstration effects arising 
from the two selected projects and sectors. 

  

                                                 
5 http://www.busiweek.com/10/page.php?aid=384 
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4.3 Bujagali and the Uganda Electricity Sector 
The Bujagali Hydropower generation plant was the first IPP to be tendered in Uganda, and 
is the single largest PPI project in Uganda to date. Bujagali’s financial close in 2007 followed 
a long gestation period that spanned substantial sector reforms, and received investment and 
advisory support from several donors. The IFC acted as lead lender of a consortium of 
several DFIs, as well as private lenders under MIGA and World Bank Partial Risk 
Guarantees. 

The Bujagali project originated from an unsolicited proposal by AES Corporation (in a joint 
venture with Madhvani Group of Uganda) to the Ministry of Energy. The IFC was among 
the proposed providers of debt financing. However, in 2002 AES withdrew from the deal, 
which had yet to reach financial close. The reasons for this withdrawal included 
environmental concerns, and allegations of corruption and lack of transparency in the 
uncompetitive bidding process, as well as internal financial problems that saw AES withdraw 
from a number of other countries at around the same time. 

The Government of Uganda went on to procure the current project—for which IPS and 
Sithe Global are the main sponsors—through a competitive bidding process. The bidding 
process started in 2004 and reached financial close in 2007. The IFC was still at the table 
following its involvement in the previous incarnation of the project, and along with the 
World Bank, provided advice to the Government throughout the subsequent tender process. 
This direct relationship with Government was unusual for an IFC investment project. Unlike 
advisory projects where IFC is contracted to advise the Government, under investment 
projects the IFC’s primary relationship is typically with the private borrower and begins after 
the initial tender process has been completed (such as in the case of Kipevu II in Kenya). 

During the period of more than ten years in which Bujagali was in development, the 
electricity sector in Uganda saw several reforms, as described in Section 4.1 above. This 
included unbundling of the vertically-integrated Government-owned Electricity utility, and 
privatization through concession of the generation and distribution companies.  

Table 4.2 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in the Bujagali hydropower project, and our assessment of the actual 
effects in practice. In defining the expected demonstration effects, we considered the impact 
of Bujagali at three levels: on PPI in electricity in Uganda as a whole; on PPI in electricity 
generation in general; and on PPI in similar, large-scale hydropower projects.  

In discussion with Government officials in the energy sector in Uganda, we found that 
perceptions—as well as project structure in practice and the regulatory framework in 
Uganda—are quite different between large-scale hydros and smaller-scale IPPs. For example, 
smaller-scale projects typically involve much lower risk and can use standard contracts and 
feed-in tariffs (as is the case in Uganda). This distinction is reflected in the expected and 
actual demonstration effects from Bujagali: the effects are strongest in relation to other 
potential large hydropower investments, as described in Table 4.2. 
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Table 4.2: Demonstration Effects from Bujagali 

Impact Type Expected Actual 

Direct Impact As lead lender, IFC negotiates 
terms to reach financial close 

As expected—total of $799m committed to the first IPP tendered in Uganda. The equity 
holders are Sithe Global Power (80% owned by Blackstone Group), IPS, and the 
Government of Uganda; other lenders include several DFIs—AfDB, EIB, PROPARCO, 
AFD, DEG, KFW and FMO—and some commercial lenders (NedBank, Absa Capital, 
Standard Chartered Bank and Fortis) covered by a World Bank Partial Risk Guarantee. 
Bujagali is currently in construction, with commissioning expected in 2012 
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Subsequent 
PPI Activity 

IPPs successfully used for later 
investments in new generation 
assets—particularly major 
hydropower projects 

Achieved, to some extent—IPPs have been successfully used for subsequent investment in 
both thermal and small-scale hydropower projects, although these projects are of a very 
different nature to Bujagali. There has not yet been any further investment in major 
hydropower projects 

Legal and 
Regulatory 
Environment 

Bujagali acts as catalyst of other 
reforms in the sector 
 
Scope for Bujagali contract to act 
as a  “model” for other PPI in the 
electricity sector is limited, since 
no other project of its scale has yet 
been implemented 

Unclear—sector reforms took place alongside the development of Bujagali (particularly in 
its first “phase”, with AES as sponsor), but there is no clear “demonstration effect” from 
Bujagali on sector reform 
As expected, while model PPA contracts have been developed for small-scale renewable 
generation projects, Bujagali was not seen as a useful model given its very different scale 

Government 
officials’ 
perceptions 

Government policy-makers 
perceive performance and value 
for money from large-scale hydro 
IPPs and intend to pursue future 
large-scale hydro projects as IPPs 

Not achieved—Government policy-makers, particularly within energy sector, saw Bujagali 
as taking an excessively long time to reach financial close, and being very expensive. The 
current objective of Government is to implement the next planned major hydro power IPP 
at Karuma with Government financing (although using a turnkey EPC contract similar to 
that used under Bujagali and an O&M concession similar to the UEGCL concession)  

Government  
capacity 

Lessons from Bujagali inform 
process or structure of future 
IPPs—particularly similar large-
scale hydro projects 

Achieved—MOF officials stated that although Karuma is likely to be financed by 
Government, they will draw on the experience of negotiations for the Bujagali EPC contract 
to help make sure the EPC contract for Karuma is well-designed and transfers construction 
risk to the private contractor appropriately 
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Demonstration effects from the IFC’s involvement in Bujagali 

Bujagali has been a unique and pioneering project for Uganda—as the first IPP to be 
tendered, and single largest PPI investment in the country—and for Sub-Saharan Africa as a 
whole, as the first major hydropower IPP. The project has certainly attracted a lot of 
international attention to Uganda’s electricity sector—the demonstration effect of this kind 
of major international investment in a sector on other investors is described in Section 7 
below, in which we present the results of our investor survey. However, the same unique and 
pioneering nature may also have limited the extent of demonstration effects of the project 
within Uganda, by limiting the extent to which the project structure can be re-deployed (in 
contrast with Kipevu II in Kenya, described above), and given the long time the project 
spent in development. 

Uganda’s electricity generation sector has seen several subsequent PPI investments—in 
particular, in thermal power generation at Namanve, and two mini hydropower investments, 
all of which closed in 2008. However, it is difficult to trace a link between Bujagali and these 
investments through demonstration effects, as described in the remainder of this section.  

The effects of Bujagali on the sector’s overall legal and regulatory framework are hard to 
unpick—the development of Bujagali and overall sector reforms appear to have been 
mutually reinforcing processes. The Government had already begun publicly discussing 
liberalization of the sector when the Bujagali project was first proposed by its original 
sponsor, AES, in the late 1990s, although the Electricity Act was not introduced until 1999. 
Cumbersome processes and controversy regarding poor transparency of the first “phase” of 
Bujagali may in turn have provided an impetus to implement sector reforms before the 
project was re-tendered. An IFC staff member involved mentioned that the Government 
may have simply been trying to “do too much” in the early 2000s.  

The sector had been unbundled, and generation and distribution concessions were 
successfully in place, by the time the Bujagali “second phase” tender process started in 2005. 
Later, the Government’s commitment to Bujagali helped keep these concessions on track. In 
2006, the distribution concession was not performing as expected. Officials in Uganda’s 
Privatization Unit emphasized that the Government’s commitment to restructuring, rather 
than withdrawing, from this concession was due in part to the concern that the concession’s 
collapse would threaten the pending financial closure of Bujagali.  

The scope for Bujagali’s contract structure to act as a model for the sector—and hence 
contribute further to the regulatory framework—is limited by the unusual scale of the 
project. For example, while feed-in tariffs and standard PPAs for small-scale renewable 
energy projects have been published since 2007, Bujagali was not seen as a useful model 
given its very different scale. Ministry of Energy officials cited as more influential the 
experience of negotiating a PPA for excess power produced by a sugar processor (Kakira) 
between 2000 and 2003. However, elements of the Bujagali structure may find use in future 
large hydro projects, as described below. 

The experience of developing Bujagali appears to have had a decisive effect on Government 
perceptions of PPI. All officials interviewed confirmed that the Government intends to 
pursue subsequent large-scale hydropower projects—including the next planned project at 
Karuma, for which feasibility studies are under way—using public financing. The view 
within the energy sector and finance ministries was that Bujagali simply took too long to 
procure, and the financing cost was too expensive. This perception may have been 
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exacerbated by the low water level conditions in 2005-6, which resulted in frequent 
blackouts, and impatience to procure additional generation assets. The Government has 
been setting aside funds earmarked for major hydropower investments since 2006, while 
expected future oil revenues were also mentioned as helping make such an approach 
financially possible for Government. This is not intended as a return to Government control 
in generation, however. The Government intends to retain private participation through a 
turnkey construction contract, as described below, and an O&M concession contract similar 
to that used for UEGCL (for Uganda’s other major hydropower asset, Owen Falls dam).  

Since developing major hydropower projects as IPPs is a complex process, and rare 
internationally, this change in perception could reflect a lesson well learned. On the other 
hand, some Government officials acknowledged that this Government-led process will have 
its challenges—depending on the experience with Karuma, perceptions could swing back the 
other way.  In either case, the negative perception of PPI in major projects does not extend 
to smaller-scale power investments. All officials interviewed cited the benefits of private 
investment in small-scale projects, which has had some recent success in Uganda, and 
remained committed to this policy. 

Perceptions of the outcome notwithstanding, several Government officials confirmed that 
developing Bujagali had helped build capacity in dealing with the private sector on this kind 
of project. In particular, Ministry of Finance officials mentioned that although Karuma is 
likely to be financed by Government, they intend to draw on the elements of the structure of 
Bujagali and other previous projects. As described above, the current intention is to procure 
Karuma through a turnkey EPC contract, with Government finance, and then to introduce 
private operation and management through a concession contract. Bujagali was procured 
stepwise, with an initial tender for a sponsor based on return on equity followed by 
procurement of an EPC in which the Government remained involved. This means the 
relevant officials will be well-placed to apply lessons learned in structuring a good quality 
EPC contract for Karuma, with appropriate risk transfer to the private contractor. 

4.4 IFC and the Telecoms sector in Uganda and Elsewhere 
Between 1994 and 1999, the IFC was heavily involved in the development of Uganda’s 
telecommunications sector: lending to pioneering mobile telecoms investors, and advising on 
the privatization and restructuring of the sector as a whole. Uganda now has one of the most 
competitive telecommunication sectors in Africa, a fact attributable at least in part to these 
interventions. 

In 1993, Celtel Uganda—at that time a newly-formed subsidiary of Vodafone—submitted 
an unsolicited application for a mobile operator’s license to Uganda Post and 
Telecommunications Limited (UPTL), a Government-owned entity which at the time was 
responsible for any licensing “non-core” communications activities. UPTL had received 
more than one application for a mobile license, but following negotiations, licensed Celtel as 
the country’s first mobile operator. Additional equity investors Mobile Services International 
(MSI) and CDC joined the company, joined by the IFC in 1994 as both equity and debt 
investor, as described above. Celtel began providing services in 1995, and the IFC continued 
to lend to support the roll-out of the network up to 2007.  

Celtel went on to invest in 13 other African countries between 1997 and 2005. Finally in 
2005 it was acquired by MTC of Kuwait (later known as Zain). In 2010, Zain in turn sold its 
African business to Bharti Airtel, an Indian mobile operator. 
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Also in 1993, the Government established a committee to look into liberalizing the telecoms 
sector, with support from the World Bank. The result of this process was a decision to break 
up UPTL and privatize the Telecom arm, as described above, and also to license a second 
national operator. The IFC was engaged in 1995 as advisor for both these transactions. More 
than a simple transaction advisory role, this also included—along with the World Bank—
helping the Government define its strategy for the telecommunications sector.  

In 1997, the Communications Act was passed, unbundling the incumbent unbundled the 
incumbent Uganda Post and Telecom Limited (UPTL) into separate telecoms, postal 
services and financial services companies, and establishing the Uganda Communications 
Commission (UCC). The intial policy of the UCC was to allow two private operators in the 
sector (in addition to the already-licensed Celtel) for a period of five years (in practice, from 
2000-2005). Thereafter, the sector became fully competitive, with licenses issued to 
qualifying companies (following specified and comprehensive criteria) on a first come first 
served basis. 

Given the time needed to ready Uganda Telecom Limited (UTL—recently unbundled 
from UPTL) for privatization, the Government decided to issue the “second national 
operator” license first. MTN Uganda, a new subsidiary of the South-African based mobile 
operator, was declared the successful bidder in 1997, and was licensed and began operations 
in 1998. The license included both fixed and mobile operations. This was one of MTN’s first 
forays outside its home country; it went on to invest in several other countries. 

The part-privatization for UTL, along with a license for both fixed and mobile operations, 
was in turn finalized in 1999, with a UCOM (a consortium of Detecon, Orascom and 
Telecel) the successful bidder, with a total bid of US$33 million. The Government sold 51 
percent of the company to the UCOM consortium. In the same year, Orascom and Telecel 
sold their shares in UCOM to OQ5 (a sister company of Telecel), which subsequently also 
acquired Detecom’s shareholding, before selling the company on to operator LAP Green 
Networks, a subsidiary of the Libyan Africa Investment Portfolio (LAP), in 2006. In 2005, a 
capital call for an additional US$25 million, to which the Government of Uganda was unable 
to respond, enabled the consortium (and now LAP) to increase its shareholding to 69% of 
UTL. 

Table 4.3 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in the telecoms sector, and our assessment of the actual effects in 
practice. Since our assignment focuses on the experience of particular countries, we 
concentrate on the demonstration effects within Uganda. However, we also mention 
evidence on the extent to which Uganda’s experience may have contributed to the 
subsequent rapid growth of telecoms—particularly in the mobile sector—throughout Sub-
Saharan Africa  
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Table 4.3: Demonstration Effects from Celtel Uganda 

Impact Type Expected Actual 

Direct Impact IFC’s provision of debt and equity 
enables Celtel to successfully roll out its 
mobile network in Uganda; successful 
transactions completed for the second 
national operator and UTL privatization 

Achieved—Celtel, MTN and the privatized UTL have together invested over US$1 
billion in the telecoms sector in Uganda 
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Subsequent 
PPI Activity 

Successful later investments take place in 
the telecoms sector 

Achieved—besides the network roll-outs of the three companies involved in these 
transactions, two new mobile operators have entered Uganda: Warid in 2007 and 
Orange in 2009. Neither of these operators has received donor or DFI support. 
Several smaller data service operators have also been licensed by UCC and begun 
operations.  

Legal and 
Regulatory 
Environment 

The legal and regulatory framework 
developed as part of the UTL 
privatization provides a conducive 
environment for future PPI 

Achieved—the sector framework has proved robust and supported substantial 
investment in the sector. The regulatory framework has also been used as an example 
for several other countries in the region when subsequently considering sector reform

Government 
officials’ 
perceptions 

Government policy-makers perceive 
opportunity to expand and improve 
telecoms service by introducing private 
sector investment 
 
Government officials in other sectors 
perceive value generated by private 
investment in telecoms 

Achieved, as far as possible within the telecoms sector—while much of the private 
investment in the sector has come from the three companies involved in these 
transactions, two further licenses have been issued to additional mobile operators, 
and investment in new subsectors such as fiber optics has been through PPI 
Achieved across sectors—the influx of private investment in telecoms was observed 
in other sectors and lent impetus to the privatization program. Electricity sector 
officials cited the telecoms sector as having provided an example that private 
investment in infrastructure can work 

Government  
capacity 

Within the telecoms sector, Government 
builds capacity in the licensing process. 
Capacity built in the Privatization Unit 
on sector reform and privatization by 
concession 

Achieved—the same individuals in the Privatization Unit went on to participate in 
other privatization transactions. In particular, officials mentioned the influence of the 
telecoms experience in implementing later electricity sector reforms, and unbundling 
and privatizing the state-owned electricity utility.   
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Demonstration effects from the IFC’s involvement in telecommunications in Uganda 

The IFC committed substantial resources—both investment and advisory—to the 
telecommunications sector in Uganda. The payoff in terms of demonstration effects appears 
to have been substantial, as described in Table 4.3. These effects have occurred in three 
spheres: within the telecommunications sector in Uganda; across sectors, in particular 
through the privatization program; and in the region. In all these spheres, the projects were 
pioneers: these were the first telecommunications projects in Uganda; the first infrastructure 
sector reforms in Uganda; and among the earliest mobile network rollouts and telecoms 
reforms in Sub-Saharan Africa.  

Within the telecommunications sector in Uganda, subsequent private sector investment 
has been substantial, supported by the legal and regulatory framework established as part of 
the privatization process. This has included network roll-outs by Celtel, MTN and UTL, as 
well as new investors. Two additional mobile networks have been launched—without further 
support from donors or DFIs—making the sector among the most competitive in Africa. 
Since 2009, the opportunity to connect to new submarine fiber optic cables via Kenya has 
led to the entry of several new data service providers, as well as additional investment by the 
existing telecoms companies in backhaul fiber network. 

The success of the telecommunications sector has had an influence on Government 
perceptions and capacity to implement PPI in other infrastructure sectors in Uganda. 
The Privatization Unit (at the time, the Utility Reform Unit) went on to play a key role in 
other privatizations, particularly in the energy sector. Officials in the energy sector also cited 
the example set by the telecoms sector in how private investment could be attracted in 
infrastructure.  

There also appears to have been a demonstration effect on telecommunications sectors 
elsewhere in Africa. Firstly, Uganda’s telecoms reforms were among the earliest in the 
region, and UCC officials listed several countries from which delegations visited Uganda to 
learn from their experience, including Rwanda, Kenya, Ethiopia, Somalia, Zambia, Namibia, 
Sierra Leone and the Democratic Republic of Congo. Secondly, the investors in the Ugandan 
mobile sector were among the leading companies in the substantial subsequent growth in the 
mobile sector in Africa. Uganda was Celtel’s first investment in Africa, and MTN’s first 
outside its home country of South Africa. While it is difficult to isolate the IFC’s 
contribution,6 the subsequent roll-outs of these companies may have been curtailed had their 
experiences in Uganda been less positive. 

                                                 
6 To date we have not been able to secure interviews with the main telecommunications investors; we are still working with 

the IFC’s sector investment officers to identify and contact the right individuals within these companies 
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5 Cameroon 
PPI in Cameroon has been dominated by a single investment: the construction of a multi-
billion dollar oil pipeline leading from oil fields in Southern Chad to the coast of Cameroon. 
In core infrastructure sectors, Cameroon has seen private investment in the roll out of 
mobile telecoms networks, as well as investment in electricity and transport through the 
privatization program. The IFC has been involved in most of the major transactions in the 
sector. In this section we first provide an overview of PPI developments and IFC activity in 
Cameroon, then focus on the demonstration effects of the two selected IFC investment 
projects: the SONEL privatization and the Chad Oil-COTCO pipeline.  

5.1 Overview of  PPI in Cameroon 
Figure 5.1 graphically summarizes Cameroon’s PPI experience, as well as the factors that 
may have been important in determining the quantity and quality of private investment in 
infrastructure over time. This section briefly describes the events laid out in the figure, 
including where Cameroon has seen PPI investment, how Cameroon’s enabling 
environment for PPI has evolved, and how the overall environment for investment has 
changed. 

Cameroon’s Experience in private participation in infrastructure  

Between 1993 and 2009, PPI in Cameroon was dominated by a single large investment: the 
construction of an oil pipeline between Chad’s oil fields and Kribi, a port on the 
Cameroonian coast. Including this large single investment, totaling US$3.9 billion, the total 
volume of PPI was US$5.4 billion. The total volume of PPI in core infrastructure sectors, 
excluding the Chad Oil-COTCO investment, was US$1.4 billion. Of this investment, 56 
percent was in telecom, and 35 percent in energy sectors.  

In telecommunications, the 1990s saw the entry of mobile operator Orange Cameroon and 
the privatization of the mobile business of the government-owned telecommunications 
company, Camtel. In the transport sector, the Government has introduced private 
participation in the management of existing government assets. The Government privatized 
control of Cameroon’s airports on a 15-year BROT contract in 1994, and in 1999 entered 
into a 30-year concession for Cameroon’s national railways with Camrail, a special purpose 
vehicle owned by Bolloré. In 2004, the Government also entered into a management 
contract for the container terminal of the Port of Douala. In electricity, the only PPI to date 
has been the privatization in 2001 of SONEL, the state-owned, vertically integrated 
electricity utility. In water, the only private sector involvement is a 2007 lease contract for 
the national water utility. This contract does not involve any private investment. 

In the extractive industries sector, the main investment has been the 1050-kilometer, $3.9 
billion pipeline to transport the oil from the Doba field in Chad to the Atlantic coast of 
Cameroon. This is the single biggest PPI transaction in Africa, and dwarfs all other PPI in 
Cameroon, with a value 2.5 times greater than all other PPI in Cameroon combined.  

Enabling environment for private participation in infrastructure   

The upper part of the policy timeline in Figure 5.1 shows changes in overall PPI-enabling 
policy and law. The lower part of the figure summarizes sector-level changes. In 1989, the 
Government agreed a structural adjustment program with the IMF and the World Bank, 
which included the divestiture of state-owned enterprises. The 1989 structural adjustment 
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package failed to resolve fiscal imbalances, and a second structural adjustment package was 
launched in 1996.  With this package, the government took a more aggressive stance toward 
privatizing state-owned enterprises, focusing explicitly on infrastructure services such as port 
services and airlines, and to a lesser extent on core infrastructure.  Following the approval of 
this package, the Government created new regulatory frameworks to enable private 
participation in the water sector, the electricity sector, and the telecoms sector.  

A number of sector-specific laws were passed to create the new regulatory frameworks. 
Transport sector reforms started in 1995. That year, the Government separated the 
ownership of rail infrastructure from rail operations, to enable private sector participation. 
Four years later, in 1999, the Government sold a majority stake of the rail operator Camrail. 
In 1998, the Government approved the Telecommunications Act, liberalizing the 
telecommunication sector. Also in 1998 the Government approved the Electricity Law, with 
a view to liberalize the electricity sector. Government’s actions to promote private sector 
participation in the water sector are more recent. In 2005, the Government began a reform 
process to allow private sector participation in the water sector. The reform separated the 
former Société nationale des eaux du Cameroun (SNEC) in two entities: Cameroon Water Utilities 
(CAMWATER), a state-owned asset holding company, and an operating management 
company, Camerounaise des Eaux (CDE). The latter is owned by a private consortium in 
charge of management and operation of water production and distribution. CDE entered 
into a lease contract with the Government in 2007.  

Overall environment for investment 

The economic and political progress in Cameroon has been mixed since 1993. Cameroon 
still has one of the worst overall environments for investment in the world. The country 
ranks 168th out of 183 countries in the World Bank’s Doing Business rankings.  

While the economy grew at an average rate of two percent, because of population increases, 
real GDP per capital declined from US$1,752 to US$1,226 in 2008-dollar terms. However, 
political stability increased, with Cameroon’s position improving from the 10th percentile to 
the 28th percentile of the Political Stability Worldwide Governance Indicator. The indicator 
peaked in 2006 at the 33rd percentile.  

Foreign investment inflows to Cameroon have been volatile between 1993 and 2008—with a 
large spike reflecting the construction of the oil pipeline project in 2002—but overall have 
remained at a low level. Net flows of foreign direct investment (FDI) increased from 0.04 
percent of GDP in 1993 to 0.16 percent of GDP in 2008, but remain at very low levels—the 
lowest of all the countries we look at in this study. Present information on Government 
budget is not available, but earlier statistics suggest that the Government had a large deficit 
in the early 1990s (5.59 percent in 1990) and that in the late 1990s the budget went into 
surplus, before returning to a mild deficit. 
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Figure 5.1: Evollution of PPI inn Cameroon 
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5.2 IFC Activity in Infrastructure in Cameroon 
The IFC has been involved in more than half of private participation in infrastructure in 
Cameroon since the early 1990s, through investment and advisory activities in the 
telecommunications, electricity, and transport services sectors. Both PPI and IFC activity in 
the country were dominated by a single investment: the oil pipeline connecting Chad to 
Cameroon. Including this investment, IFC participated in projects worth a total of US$4.7 
billion, with an overall investment contribution of US$307 million.  

The IFC supported the Government of Cameroon in reforming the electricity sector. 
Between 1998 and 2001, the IFC acted as transaction advisor for the privatization of 
SONEL, the vertically-integrated electricity utility. As part of this work, IFC helped establish 
the legal framework for this privatization—and possible future private investment in the 
power sector in Cameroon—through the Electricity Law (1998). Through an international 
competitive bidding process, AES Corporation was awarded a majority stake in SONEL. In 
2006, IFC—as part of a consortium of multiple DFIs—lent US$89.4 million to AES 
SONEL to finance a five year investment plan to improve generation, distribution, and 
overall quality of service.  

In the telecommunications sector, the IFC supported Orange Cameroon, Cameroon’s first 
privately-owned mobile operator. Orange won a license and began establishing its network in 
1998. In 2002, the IFC provided a total of US$7.4 million in loans and US$5.4 million in 
guarantees to finance network roll-out.  

In 2001, the IFC made its first investment in extractive industries in Cameroon, and largest 
investment to date in the country. The IFC provided A- and B-loans, each of US$86.1 
million, to finance construction of an oil pipeline between Chad and Cameroon. The first 
loan was issued directly to the consortium of private investors that was developing the 
pipeline, while the second was part of a US$900 million syndicated loan issued with 18 
commercial banks. The World Bank (IBRD) also lent the Governments of Cameroon 
US$43.5 million and Chad US$30.3 million to finance their equity participation in COTCO 
and TOTCO, as well as providing technical assistance to the Government of Cameroon to 
strengthen capacity in managing environmental risk.. In 2003, IFC also invested in the oil 
exploration sub-sector, contributing a US$20 million A-loan and a US$11.4 million B-loan to 
off-shore exploration carried out by Pecten-Mokoko, a subsidiary of Shell Oil.  

More recently, the IFC has also had some involvement in the transport services sector. IFC 
investment activities were limited to the support of a small provider of logistic and seaport 
services named 3T Cameroun. IFC lent US$1.3 million to 3T Cameroun to finance the 
company expansion plan totaling US$2.6 million. Although not shown in Figure 3.1 because 
it was not successfully concluded, IFC was also engaged as transaction advisor to the 
Government for the privatization of the state-owned national carrier, CAMAIR. The 
tendering process resulted in a winning bid put forward by a consortium led by Delta. 
However, the Government and Delta failed to agree on terms, and CAMAIR was never 
privatized. IFC resigned from the advisory position when negotiations failed.7 

  

                                                 
7 http://www.cameroun-online.com/actualite,actu-3245.html  
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Cases selected for study 

Of the six projects with which the IFC was involved in Cameroon (including the incomplete 
CAMAIR transaction), we selected the SONEL privatization, in the electricity sector, and 
the Chad Oil-COTCO pipeline, for more detailed review. Table 5.1 describes the rationale 
for this selection. 

Table 5.1: Selection of Cases for Detailed Review in Cameroon 

Sector Project Decision Rationale 

Electricity SONEL 
privatization 

Included This was a high-profile privatization in Cameroon 
and, with the associated sector restructuring, was 
intended to lead to more extensive PPI in the sector 

Telecoms Orange 
Cameroon 

Excluded While Orange was the first mobile operator licensed 
in Cameroon in 1999, the IFC’s investment did not 
take place until 2002. By this stage, MTN had already 
also begun rolling out its network—the expected 
demonstration effects are therefore relatively limited 

Transport 
services 

CAMAIR 
privatization 
(not 
concluded) 

Excluded Since this transaction did not close, the scope for 
demonstration effects is relatively limited 

3T Cameroun 
Logistics 

Excluded This is a relatively small investment in a transport 
services provider, with limited scope for 
demonstration effects in core infrastructure 

Extractive 
industries 

Chad Oil-
COTCO 
pipeline 

Included As the single largest PPI project in Africa, and with a 
heavy emphasis on environmental mitigation, this 
project could reasonably be expected to have cross-
sector demonstration effects 

Pecten-
Mokoko Oil 
Exploration 

Excluded De-prioritized, given no prima facie evidence to link 
this investment to core infrastructure 

 
The following two sections present our detailed analysis of the demonstration effects arising 
from the two selected projects and sectors.  
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5.3 AES Sonel and the Cameroon Electricity Sector 
The privatization of the vertically integrated electricity utility SONEL was part of the 
Government’s overall privatization program. The second and third Structural Adjustment 
Programs in the mid- to late-nineties emphasized the privatization of utilities, and SONEL 
was officially slated for privatization in 1996. 

As with other privatizations, the Technical Commission for Privatizations and Liquidations 
(CTPL, in French) was responsible for implementing the privatization, and engaged the IFC 
as transaction advisor in 1998. A series of laws and decrees passed between 1998 and 2000 
laid the basis for privatization of SONEL through sale of a majority share along with 
concession contracts for generation, transmission, distribution and retail sales. The 
privatization was carried out through an international competitive tender process, and the 
single bidder, AES, was awarded the concession in 2001. 

As part of the privatization process, a new Electricity Law was introduced in 1998 to 
liberalize all electricity sub-sectors, establish ARSEL as the sector regulator responsible for 
licensing and concessioning operators, and establish a Rural Electrification Agency (AER in 
French). Two subsequent decrees in 1999 laid out the organization of ARSEL and AER. A 
final decree was issued in 2000, a year before the award of the SONEL concession, adding 
detail to the proposed structure of the electricity sub-sectors. In particular, the decree 
defined the transmission and distribution sub-sectors would be concessioned as monopolies 
(except for very large consumers). Initially generation, transmission and distribution were to 
be concessioned jointly, with a contractual provision that the concession company would 
split—with transmission and distribution to be separated from generation—after five years. 
This separation has not yet happened in practice. 

During the early years of the concession, investment by AES lagged significantly behind that 
expected in the contract. As noted under the description of the Bujagali project above, at 
that time AES was facing financial challenges in its global operations. Government officials 
mentioned that AES also faced managerial challenges in dealing with the vertically-integrated 
concession, and that the financial position of the company was worse than initially 
understood at the time of the concession. Service improvements and coverage increases 
lagged significantly behind contractual targets. Total investment in new generation remained 
well below target, and power shortages remain frequent. Substantial investment in improving 
coverage began in 2006, when the IFC (alongside the EIB, AfDB, FMO, PROPARCO, and 
EAIF) financed a new, US$340 million five-year expansion plan. 

Table 5.2 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in the SONEL privatization, and our assessment of the actual effects in 
practice. 
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Table 5.2: Demonstration Effects from AES Sonel 

Impact Type Expected Actual 

Direct Impact Concession signed, specifying service and 
coverage improvements and a target level of 
investment of US$200m by 2006 

Partly achieved—Concession signed with AES. However, investment, service 
improvements and coverage increases lagged significantly behind contractual 
targets. Substantial investment in improving coverage began in 2006, when the 
IFC among others financed a new five-year expansion plan. 
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Subsequent 
PPI Activity 

When the concession was structured, additional 
investment was expected from IPPs. The AES 
contract capped AES’s generation capacity at 
1000MW (installed capacity was 800MW when 
the concession was signed) 

None yet—AES itself has invested in two new thermal power plants, 
increasing generation capacity by around 130MW by 2005. There has been no 
other investment by IPPs to date. 
 

Legal and 
Regulatory 
Environment 

New legal and regulatory framework facilitating 
future fully private investment in the sector 
developed as part of privatization process 

Partly achieved—Electricity Law (1998) and a series of decrees (introduced as 
part of privatization process) provided for liberalized generation sector and 
investment by IPPs alongside AES-run utility, and now constitute the legal 
framework for the sector 
However, the implementation of this framework has suffered from a lack of 
clarity of roles—particularly for planning in the sector—and slow development 
of capacity in the regulator. Some elements defined in the law and decrees—in 
particular the separation of the transmission arm from the AES concession 
within five years—have not been implemented in practice 

Government 
officials’ 
perceptions 

Somewhat limited within the sector, since the 
concession and reforms already established the 
Government’s commitment to PPI in electricity. 
Government officials in other sectors perceive 
success of concession and value of PPI 

Not achieved—among most officials interviewed there was a negative 
perception of performance of the concession. Within the energy sector, the 
Government remains broadly committed to PPI for new generation, although 
one project in the sector is being pursued with public finance. There has been 
no discernable positive influence on PPI perceptions in other sectors    

Government  
capacity 

Limited within sector, since the privatization 
was largely handled by CTPL. However, some 
cross-sector effects expected where CTPL can 
apply lessons learned to other privatizations   

Achieved—CPTL cited as examples of lessons learned from working with IFC: 
 Use of market sounding to ensure privatization has a chance of success 
 Possibility of faster pace in developing and implementing transactions 
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Demonstration effects of IFC’s Involvement in the SONEL privatization 

In some respects, the scope for demonstration effects from the SONEL privatization was 
limited: compared to the IPP transactions in Kenya and Uganda, for example, there is no 
scope for repetition of a vertically-integrated concession contract. However, there are two 
broad ways in which the SONEL privatization could have achieved demonstration effects: 

 Helping develop the legal and regulatory framework within which subsequent 
private investment in the sector (particularly, in generation) could take place 

 Building capacity in privatization in general, and demonstrating to Government 
officials across infrastructure sectors the benefits of PPI. 

As described above, the legal and regulatory framework introduced at the time of the 
privatization process was intended to result in most new generation capacity being developed 
through IPPs. AES SONEL’s capacity was capped at 1000MW, with installed capacity of 
800MW already in place. AES has indeed developed new generation capacity within the 
concession, with two thermal plants adding a total of 130MW. However, despite power 
shortages there has been no other investment by IPPs. This seems to reflect weaknesses in 
how the regulatory framework has developed in practice. In particular, there has been 
confusion over responsibility for planning and coordinating new generation investment. This 
confusion has meant an uncertain environment, not conducive to new generation investment 
either under the AES concession, or by IPPs. 

For example, in response to energy shortages in 2003, the Government convened a working 
group of entities with an interest in the sector8. This group recommended a 418MW gas-fired 
plant at Kribi as the priority project in the sector, and in 2005, AES was “ordered” by the 
Presidency to build this plant. AES complied, formed a special purpose vehicle for the 
project and entered into negotiations. However, five years later no deal has been finalized—a 
continuing roadblock is the failure to agree a deal for the supply of gas with the State-owned 
National Hydrocarbons Corporation (SNH, in French).  

In an attempt to resolve the problems in the sector, in 2006, the Government established the 
Electricity Development Corporation (EDC) to act as asset holder and sector planner. 
Although the EDC was primarily envisaged as coordinating the completion of projects 
through concessions, in fact it has established a subsidiary SPV to implement one particular 
project through Government finance: the Lom Pangar dam. This project, with an expected 
investment cost of over US$400 million, will have a small hydropower generation capacity, 
of around 30MW. Its primary objective is to regulate water flow through the country’s main 
hydropower plants, increasing their generation output. The Lom Pangar dam has been in the 
pipeline since the 1980s—it was originally included as a requirement in the AES SONEL 
contract, but subsequently removed by ARSEL to be pursued outside the concession. 

These regulatory weaknesses, combined with the financial and managerial problems faced by 
AES, have meant performance by the concession has fallen well below expectations. This 
has led to frustration among Government officials both within and beyond the electricity 
sector—the demonstration effects on Government perceptions of PPI have in general 
been negative. As described above, within the energy sector this has led to one project being 
developed with public finance, against original intentions.  
                                                 
8 This group included the Ministry of Energy, ARSEL, the National Hydrocarbons Corporation (SNH, in French), 

ALUCAM, an aluminum processing plant and large consumer of energy, and AES SONEL. 
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The SONEL privatization appears nonetheless to have had positive demonstration effects in 
terms of building Government capacity in the privatization program. Officials within the 
Government’s Technical Commission for Privatization and Liquidation (CTPL, in French— 
responsible for managing all privatizations in Cameroon) described the experience of 
working with the IFC on this and the attempted CAMAIR privatization as very positive. As 
a lesson that has been implemented in subsequent transactions, CTPL officials cited the 
importance of market sounding and dialogue with investors to ensure the privatization 
package would attract private sector interest. CPTL officials also mentioned that the IFC’s 
success in driving transactions forward relatively fast helped them set the pace for future 
privatizations. 

5.4 Chad Oil-COTCO pipeline 
The Chad Oil-COTCO project, the single biggest private investment in Sub-Saharan Africa, 
brought unprecedented levels of foreign direct investment to Chad and Cameroon. The 
upstream component consisted of the development of an oil field in Doba, Southern Chad, 
with around 300 wells. The investment to develop the field totaled US$2 billion and was 
carried out by a private consortium comprising ExxonMobil (40 percent shareholding), 
Chevron (25 percent) and Petronas (35 percent). 

The downstream component consisted of a 1050-kilometer pipeline, to transport oil from 
the Doba field in Chad to the Atlantic coast of Cameroon, near the city of Kribi. The 
pipeline investment amounted to US$1.9 billion. This total was financed by a US$900 million 
syndicated loan issued by 18 commercial banks and the IFC (which contributed US$86.1 
million). IFC also lent an additional US$86.1 million directly to the consortium. The rest of 
the investment was financed by the private consortium, with a minority participation of the 
Government of Cameroon (through the National Hydrocarbons Corporation, SNH, in 
French) and the Government of Chad. The Chad section of the pipeline (200 km) is owned 
and operated by the Tchad Oil Transportation Company (TOTCO). The Cameroonian 
segment (850 km) is owned and operated by the Cameroon Oil Transportation Company 
(COTCO). The World Bank (IBRD) and the European Investment Bank (EIB) both lent to 
the Governments of Cameroon and Chad to finance their equity participation in COTCO 
and TOTCO respectively.  

The participation of the World Bank Group in the pipeline project was controversial, in 
particular because of the potential for negative social and environmental effects, both during 
construction and because of the on-going risk of leakage. Accordingly, environmental 
mitigation was a major focus of the World Bank and IFC. Detailed environmental 
management plans were required, and environmental standards formed part of the 
borrowers’ contractual obligations with the IFC. The World Bank, through IDA, provided a 
technical assistance loan to the Government of Cameroon to strengthen the Government’s 
capacity in monitoring and managing environmental risk.  

Table 5.3 below shows the demonstration effects that could have been expected from the 
IFC’s involvement in the COTCO pipeline, and our assessment of the actual effects in 
practice. As described in Section 2 above, our focus is on cross-sector demonstration effects 
that have influenced PPI in core infrastructure sectors in Cameroon. There may well be 
further demonstration effects on investment in the petroleum sector in Cameroon—and in 
the region, particularly given the scale of this project—but such effects are beyond the scope 
of this evaluation. 
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Table 5.3: Demonstration Effects of Chad Oil-COTCO pipeline 

Impact Type Expected Actual 

Direct Impact As lead lender, IFC negotiates terms and 
successfully syndicates commercial 
finance to reach financial close, while 
ensuring strong environmental 
management systems are in place 

As expected—total of $1.9 billion invested in the oil pipeline. Environmental 
management requirements built into the borrowers’ contractual obligations 
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Subsequent 
PPI Activity 

Not considered as outside core 
infrastructure sectors 

N/a 

Legal and 
Regulatory 
Environment 

Environmental standards developed 
under the pipeline project transferred to 
subsequent projects in other sectors 

Achieved—Government officials both within and outside the hydrocarbon sector 
emphasized that the environmental assessment and planning requirements that were 
introduced under the pipeline project will be applied to all major investment projects 
in the future in Cameroon. Future hydropower investments were cited as a particular 
example. In practice, there has been no major new investment in core infrastructure 
sectors since the pipeline was implemented in which this policy has been tested. 

Government 
officials’ 
perceptions 

The successful closure of such a 
landmark deal contributes to 
Government confidence in the potential 
to attract substantial private investment in 
infrastructure sectors in Cameroon 

None—Government officials in core infrastructure sectors did not mention any 
influence of this major private investment on their views of the role of PPI. In 
practice, the major PPI investments so far mostly pre-dated the pipeline project 

Government  
capacity 

General PPI contracting and monitoring 
capacity-building limited, since the main 
Government counterpart was the 
National Hydrocarbons Corporation 
(SNH, in French) 
Improved capacity of the Ministry of 
Environment to implement sound 
environmental standards under major 
projects 

Limited—although World Bank Group environmental standards influenced stated 
policy as described above, capacity-building on environmental planning and 
monitoring was tailored to the needs of the pipeline. Current challenges in meeting 
World Bank environmental requirements for the proposed Lom Pangar dam suggest 
that the capacity to implement the framework across other major infrastructure 
projects is not yet in place. 
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Demonstration effects of IFC’s Involvement in the Chad Oil-COTCO pipeline 

As described in Table 5.3, the key demonstration effect from the Chad Oil-COTCO pipeline 
with implications for core infrastructure sectors is stronger management of environmental 
impacts and risks. This aspect of the pipeline’s development appears to have generated 
strong awareness and commitment across Government to better environmental governance. 
Several interviewees, including the Prime Minister, emphasized that the approaches 
developed under the COTCO pipeline—in particular the requirement for detailed 
environmental impact analysis—are intended to be applied in future to all new investment 
projects.  

However, capacity-building in implementing environmental standards in practice was 
tailored to the planning and monitoring requirements for the pipeline project. As a result, 
Government capacity to implement the standards more widely appears to remain limited. 
For example, we understand from discussion with the Ministry of Environment and World 
Bank representatives that the next major investment project—development of the Lom 
Pangar dam—is so far failing to meet the same World Bank environmental standards.  

Since the World Bank and the IFC worked in very close cooperation on this project, 
particularly with respect to introducing environmental standards, it is difficult to distinguish 
the two institutions’ contributions to this demonstration effect. 
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6 Mozambique 
Mozambique has seen substantial private investment in infrastructure, particularly in the 
transport and telecommunications sectors. However, the IFC has not been involved in any 
core infrastructure investment in Mozambique to date. IFC activity in the country has 
focused on investment and advisory in the extractive industry and industrial sectors: in 
particular through a few “mega” projects. In this section we first provide an overview of PPI 
developments and IFC activity in Mozambique, then assess in more detail how those 
projects may have given rise to demonstration effects.  

6.1 Overview of  PPI in Mozambique 
Figure 6.1 graphically summarizes Mozambique’s PPI experience, as well as the factors that 
may have been important in determining the quantity and quality of private investment in 
infrastructure over time. This section briefly describes the events laid out in the figure, 
including PPI investment in Mozambique, how Mozambique’s enabling environment for 
PPI has evolved, and how the overall environment for investment has changed. 

Mozambique’s Experience in private participation in infrastructure  

Between 1990 and 2008, PPI in core infrastructure totaled US$1 billion9. This investment has 
been primarily focused in the transport and telecommunications sectors, with fewer, small-
scale investments in rural electrification and the water sector.  

PPI in the transport sector focused on developing “corridors”—systems of port, road, and 
rail infrastructure that connect Mozambique’s costal centers to internal parts of Mozambique 
and neighboring countries. PPI has been used across all these transport sub-sectors. The 
largest single investment in core infrastructure was the N4 Toll Road, linking Maputo to 
Johannesburg, via the South African road network.  

In telecommunications, the major investments were the sale of a 29 percent stake in 
Telecomunicações de Moçambique (TDM), including the sale of a mobile license to the 
company, and the issuance of a second mobile license to Vodacom. Total investment in the 
mobile sector is low compared to the other countries in the study. 

PPI in the water sector started in 1999. In that year, the Government entered two contracts, 
a lease and a management contract, with Aguas de Mocambique (ADM). The lease contract 
was a fifteen year lease for Maputo and Matola’s water utilities, involving US$25.5 million in 
investment. The management contract was an eight-year contract covering water service 
provision in the cities of Beira, Quelimane, Nampula, and Pemba. The management in these 
towns has since been taken back under government control, although new PPP options for 
the sector are currently being considered with support from the IFC. PPI in the energy 
sector was virtually nonexistent between 1990 and 2008, limited to a single transaction 
aimed at rural electrification. The presence of the massive Cahora Bassa Hydropower plant 
on the Zambezi, with a generation capacity of almost 3,000MW, has to date limited the 
demand and interest in private investment in power generation. Cahora Bassa was acquired 
by the Government of Mozambique from the Government of Portugal in 2007.  

                                                 
9 PPI including the extractive industries and basic processing projects in which the IFC was involved, described below, was 

US$3.7 billion 
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Enabling Environment for private participation in infrastructure   

The upper part of the policy timeline in Figure 6.1 shows changes in overall PPI-enabling 
policy and law. The lower part of the figure summarizes sector-level changes. As in the other 
focus countries for this assignment, PPI has been incorporated as part of a larger 
privatization program beginning in the early 1990s. This privatization program was a 
component of the structural adjustment package that ran from 1987 to 1990. In 1989, the 
Government issued a decree to regulate the process for the sale of state owned assets 
through public tender and "establish the administrative procedures for these sales.”10 Two 
government bodies were established to assist the privatization program. In 1991, the 
government created the Inter-Ministerial Commission for Enterprise Restructuring. In 1992, 
the government created the Technical Unit for Enterprise Restructuring (UTRE) to 
undertake the privatization of large state-owned enterprises. The Government also created 
the Center for Investment Promotion (CPI—Centro de Promoção de Investimentos) in 
1995 to facilitate foreign investment in Mozambique in general. 

In infrastructure sectors, the telecommunications sector was the first to be restructured. In 
1992, Telecomunicações de Moçambique was legally given financial and managerial 
autonomy through a decree enacted by the Council of Ministers. In 1995, the government 
drafted a water policy, allowing water to be managed by the private sector. Mozambique also 
made progress in transport-sector PPP reforms. In 1996 the Government issued the 
Resolution on Transport Policy, created a framework for private participation in rail 
infrastructure (including concession contracts for rehabilitation, operation and management 
of railway infrastructure and railway operations). In the energy sector, the 1997 Electricity 
Act creates the legal framework for regional concessions of electricity distribution functions, 
although this has yet to be implemented in practice.  

Overall environment for investment 

Since 1990, and in particular after the end of the civil war in 1992, the economic and political 
environment for PPI has steadily improved. That said, Mozambique is still a very difficult 
place to do business, ranking 126 out of 183 countries on the World Bank’s Doing Business 
ranking.  

GDP growth averaged 6.4 percent from 1990 to 2008, although real per-capita incomes did 
not grow correspondingly. Other metrics paint a brighter picture. Foreign direct investment 
(FDI) has grown substantially, from 0.4% of GDP in 1990 to 6 percent of GDP in 2008. 
This is a high level of FDI relative to other countries in the region, and is driven by the 
implementation of megaprojects11—a strategy in which the IFC has been involved—and 
significant investment from neighboring South Africa.12 

Political stability has also improved between 1996 and 2008, reflected in a significantly 
improved ranking of Mozambique in the Worldwide Governance Indicators political stability 
index from the 25th percentile in 1996, to the 55th percentile in 2008. Mozambique’s reliance 
on ODA has been cut in half—from 40.5 percent of GDP in 1990 to 20.3 percent in 2008—
but remains very high compared to the other example countries. 

                                                 
10 http://www.fdi.net/documents/WorldBank/databases/plink/factsheets/mozambique.htm 
11 http://www.odi.org.uk/resources/download/4752.pdf 
12 http://www.state.gov/e/eeb/ifd/2008/100991.htm 
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Note:  FDI index is calculated using 1996 as base year 

Sources: World Bank PPI Project Database; IFC Project Database; World Development Indicators; Worldwide Governance Indicators 
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6.2 IFC activity in Mozambique 
The IFC was not involved in any of the PPI in core infrastructure sectors described above. 
IFC activities in infrastructure-related sectors comprised investment and advisory activities in 
four projects in extractive industries and basic processing. The IFC’s investment 
contribution to these projects totaled US$48.5 million, of a total investment of US$1.4 
billion. These four projects were: 

 A loan of US$25 million in 1998 to Mozal, an aluminum producer, to build an 
aluminum smelter located 21km west of Maputo with a production capacity of 
245,000 tons per annum. Mozal is owned by Billiton International Metals, the 
Industrial Development Corporation of South Africa, and Mitsubishi 
Corporation, with a minority participation of the Government of Mozambique. 
This was a landmark project in Mozambique, and at a total investment value of 
over US$1 billion, was at the time one of the largest private investments in Africa. 
The project has continued to develop over time. In the last decade, production 
capacity has been expanded to 500,000 tons per year and an industrial park has 
been developed around the smelter over an area of almost 9 hectares. The current 
investment size is estimated around US$2.5 billion (including the initial one billion 
investment)13 

 Contribution of US$18.5 million equity (5% of total equity) to ENH, a joint 
venture between Sasol and the Companhia Mocambicana de Hidrocarbonetos, in 
2003. The joint venture was created for developing two gas fields, Pande and 
Temane, in the Inhambane province, located North East of Maputo. The 
development of the gas fields was part of a larger project, Mosagas, which 
included developing a gas pipeline (as described  in Box 6.1 below) 

 In 2004, The Government of Mozambique engaged the IFC as advisor to select a 
developer of the Moatize coal deposit in the Zambezi Valley. IFC’s involvement 
consisted of marketing the transaction internationally, helping the Government 
select prequalifying candidates, defining selection criteria for the bid, and 
evaluating proposals. Ten mining companies presented credentials for 
prequalification, and four prequalified. The winner of the tender was Companhia 
Vale do Rio Doce (Vale), with a bid of US$122.8 million for the right to explore 
and extract coal from the area. Vale has invested over US$1.67 billion to date in 
developing the site and its logistics (including port and rail infrastructure), and 
expects to begin coal production in 2011 

 In 2008, IFC invested US$5 million as equity in Baobab Resources, a London-
based mineral exploration company specialized in Southern African markets. 

In addition, we understand that the IFC has recently been engaged by the national water 
asset holding company, FIPAG, to advise on opportunities for future PPI in the water 
sector. This will be the IFC’s first activity in core infrastructure sectors in Mozambique. 

 

 

                                                 
13 http://www.baobabresources.com/media/2009/BAO_MiningJournal20091030.pdf 
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Box 6.1: Mosagas 

The Mozambique-South Africa Pipeline (Mosagas) is an 865-kilometer gas pipeline that 
connects the Temane and Pande gas fields in the Inhambane Province (Southern 
Mozambique), to Mpumalanga in South Africa. The pipeline was developed through a joint 
venture—the Republic of Mozambique Pipeline Investment Company (Pty) Ltd. 
(ROMPCO)—between Sasol, a global petrochemical group with headquarters in South 
Africa, the Government of South Africa, and the Government of Mozambique. The joint 
venture owns and operates the pipeline. To operate the pipeline, ROMPCO signed a 
twenty-five year Build-Own-Operate contract with the Government of Mozambique. 
The total investment committed for developing the pipeline was US$1.2 billion. Several 
donors contributed to the Mosagas project. MIGA provided US$72 million guarantee in 
2003; in 2004, EIB and the African Development Bank lent US$$134 million and US$96 
million respectively to ROMPCO. In the same year, IBRD provided US$12 million 
guarantee to the Government of Mozambique.  
Source: World Bank and PPIAF PPI database and IFC project sheet 

 

Cases selected for study 

The selection of cases for more detailed study was difficult in Mozambique, given the IFC’s 
limited involvement in core infrastructure sectors. Our focus was on two types of possible 
demonstration effect: 

 Cross-sector demonstration effects, whereby investment in non-core 
infrastructure projects in which the IFC was involved influenced PPI in core 
infrastructure sectors. This kind of effect could have arisen from any of the 
“mega projects” in which the IFC was involved: Mozal, Mosagas and the Moatize 
mining developments. Since Mozal was the first and highest-profile, the expected 
effects from this project would have been the greatest, but we did not exclude the 
other projects from consideration and discussions 

 Evidence of demonstration effects within the sectors in which these projects took 
place—although not of primary interest to this study, evidence that these projects 
achieved demonstration effects within their sectors might help provide lessons for 
future IFC activity within core infrastructure sectors. Only the Moatize mining 
development has seen such follow-on investment. 

Given these potential demonstration effects, our interviews with Government officials in 
Mozambique took a somewhat different approach to other countries. We aimed to cover a 
wide set of sectors, including all core infrastructure sectors, as well as the sectors in which 
the IFC has been involved. The following two sections describe our findings on the two 
types of possible demonstration effect. 

6.3 Mozambique’s “Mega Projects” and PPI in Core Infrastructure 
As described in Section 6.1 above, Mozambique has seen substantial PPI in core 
infrastructure sectors, particularly in transport and telecommunications. Discussions with 
Government officials confirmed that this investment has been closely linked with the 
development of the “mega projects” in which the IFC has been involved.  

For example, the N4 toll road passes close by the Mozal aluminum plant, and both projects 
closed around the same time. The development of the aluminum plant no doubt 
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strengthened the economic case for the toll road, and vice versa. For the Moatize coal mine 
investment, the proximity of transport links to ports to ship the coal internationally is crucial. 
The project is located at the end of the Beira corridor, for which a rail concession was 
tendered in the same year. The Moatize coal mine concessionaire, Companhia Vale do Rio 
Doce (Vale), has since also acquired a major stake in the Nacala rail concession. We 
understand from Government officials that the intention is to build a second rail link 
through to Moatize, via southern Malawi. However, in most cases these links cannot 
necessarily be described as “demonstration effects”—where the experience or perceived 
success from one project leads to another—so much as the simultaneous pursuit by 
Government (and Vale) of mutually reinforcing strategies.  

These mega projects might have been expected to have their strongest demonstration effects 
through private sector awareness and interest in opportunities in the country. Section 7 
provides the detailed results of our survey of international investors, which suggest this kind 
of demonstration effect can be an important factor in investor decision-making. Several 
investors, as well as Government officials, commented that the Mozal project in particular 
“put Mozambique on the map” for international private investors in general, although we 
did not find any specific infrastructure investor that cited these projects as a decisive factor.  

6.4 Moatize and the Mozambique Mining Sector 
Although the mining sector has a long history in Mozambique, the Moatize mining license 
was the first license issued to explore coal deposits in the country. The IFC advised the 
Government in carrying out a competitive tender process for the license in 1994. As 
described above, Vale, the successful bidder, has already made substantial investment in the 
mine, with production expected to start in 2011.  

Table 6.1 describes the expected demonstration effects of the Moatize coal mine licensing 
process on the subsequent developments in the sector, and the effects seen in practice. As 
described in the table, the sector has seen subsequent PPI, with several additional coal 
mine licenses being granted. Other licensees expected to begin production in 2011 are 
Riversdale Mining of Australia, Jindal Steel and Power Limited of India, and Revuboe Mines, 
a subsidiary of Talbot Group of Australia. Government officials report increasing investor 
interest, confidence and license applications in the sector over time. 

This PPI has been developed under a sound legal and regulatory framework, including 
model contracts for licenses. The Government sought further support from donors to 
develop these model contracts, as part of a legislative review in 2007, and we understand 
these were not directly based on the contracts developed for Moatize. However, the impetus 
to develop sound contracts drew to some extent from the positive lessons learned from the 
Moatize licensing process. 
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Table 6.1: Demonstration Effects of the Moatize Mining License 

Impact Type Expected Actual 

Direct Impact License successfully sold, and the 
Moatize mine developed following the 
agreed terms  

Achieved—the licensing process was competitive, with four pre-qualified bidders. 
Vale, the successful bidder, has already made substantial investment and expects to 
begin coal production in 2011 
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Subsequent 
PPI Activity 

A successful and transparent licensing 
process encourages further private sector 
interest in the sector, resulting in more 
applications for mining licenses and 
investment in the sector 

Achieved—several additional licenses for exploration have since been granted, and  
Ministry officials claim investor confidence and interest in the sector continues to 
grow, with new applications received frequently 

Legal and 
Regulatory 
Environment 

The license structure and process 
developed for Moatize acts as a model for 
future licenses, including environmental 
and social safeguards 

Somewhat achieved, indirectly—since the Moatize license was issued, the 
Government has gone on to develop model contracts for mining concessions and 
exploration. The Government received substantial new technical assistance from the 
World Bank, Norway and the UNDP in doing so—the impetus to seek this further 
help arose in part from the positive experience with Moatize 

Government 
officials’ 
perceptions 

Successful process reinforces the 
Government’s policy of pursuing private 
investment in the mining sector 

Achieved—the Government has continued to pursue its policy of licensing private 
investors 

Government  
capacity 

The experience gained in licensing the 
Moatize mine contract helped 
Government officials manage subsequent 
licensing processes well 

Somewhat achieved, indirectly—a lesson learned by the Government from its 
positive experience with the Moatize licensing process appears to be the value of 
good advice in developing quality contracts—leading officials to seek further help in 
developing standard contracts and processes, as described above 
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7 Investor Survey Results 
In this section, we present the results of a survey of investors in infrastructure in Africa. The 
survey results suggest that the demonstration effect of previously successful projects is a 
driver of investment decisions, although investors perceive the lack of legal and regulatory 
frameworks and political instability as the most significant factors influencing their 
investment decisions in Africa. 

These results are based on a survey of project sponsors, lenders, and equity investors that are 
currently active in Sub-Saharan Africa, as described in Section 2 above. Investors were asked 
to complete a 12-question online survey. This was complemented with in-depth telephone 
interviews with a sub-set of investors. In total, 40 investors answered the online survey and 
11 phone interviews were completed. In what follows, we describe: 

 The survey respondents (Section 7.1) 

 The role of demonstration effects in investors’ decisions (Section 7.2)  

 Demonstration effects compared to other factors (Section 7.3) 

 Demonstration effects and the role of international donors (Section 7.5). 

7.1 Nature of  the Survey Respondents 
We surveyed a range of investors active in infrastructure in Africa. As described in Section 2, 
we selected the investors by compiling a long list of firms involved in infrastructure in 
Africa. At the end of this process we were able to identify a list of 95 firms. Once we 
identified firms, we reached out to a person in charge of business development in Sub-
Saharan Africa and we asked him or her to complete the survey. In some cases, we were not 
able to identify any one person in the firm, so we were unable either to send the survey or to 
follow up to collect responses. We identified 75 business development professionals and 
contacted them via email or phone. We were able to collect 40 responses—a response rate of 
53 percent. Of the 40 professionals who filled in the survey, in-depth telephone interviews 
were carried out with eleven. 

The 40 survey respondents comprised 30 project sponsors, five lenders, three equity 
investors, and two other investors, namely engineering companies with some investment in 
infrastructure. Among the respondents were investors involved in all infrastructure sectors: 
that is, energy, transport, telecommunication, water, and non-core infrastructure sectors (oil 
and gas, and bio fuels). The percentage of the sample in each sector is shown in Figure 7.1.  
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and lenders.14  Buying projects from third-party investors is also less common for large-scale 
investors.  

The top ten countries where the surveyed investors are involved, or consider expanding their 
involvement, are: Nigeria, Kenya, Ghana, Ivory Coast, Uganda, South Africa, Mozambique, 
Cameroon, Senegal, and Angola. In the interviews, two investors pointed out that they do 
not look at francophone countries when they decide where to invest, seeing the language is a 
barrier to doing business.  

Overall, investors have a positive attitude toward future investment in infrastructure in 
Africa, seeing their involvement in the region increasing in the future. Figure 7.3 shows 30 of 
the 39 investors who responded to the question plan to increase their investment.  

Figure 7.3: Investors’ Plans for the Future 

 
Source: Survey of Africa Infrastructure Investors, Castalia 2010 

 

7.2 The Role of  Demonstration Effects in Investors’ Decisions 
Investors consider previous examples of successful investment as an important factor when 
they decide where to look for investment opportunities in Africa. Figure 7.4 shows 
responses to five survey questions that were intended to capture demonstration effects.  

Investors were asked to rate the importance of various factors on their decision to pursue 
investments in a particular country. Three of the suggested factors—previous experience in 
the country, as well as good relationships with government and local partners—capture the 
effects of a particular investor having invested in a country before. These factors could 
contribute to demonstration effects from IFC activity, where an investor that invests in a 
country alongside IFC goes on to pursue more investment opportunities in the same 
country. The last two suggested factors capture the extent to which investors look at 
others’ experience in a country—the success of other major international investments in 
general, or the presence of other investments in their particular sector of interest. These 
factors could contribute to more widespread demonstration effects from IFC activity, where 
                                                 
14 Information reported from the interview of one of the power investors who develops power projects from 2MW to 

50MW.  
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this activity attracts interest to the country and sector from investors that were not 
previously involved.  

Figure 7.4: Importance of Demonstration Effects to Investors in Infrastructure 

 

Source: Survey of Africa Infrastructure Investors, Castalia 2010 

 
As might be expected, the survey results in Figure 7.4 show that knowing the country and 
having good relationships with governments and local partners are important in 
investment decisions. Of the investors surveyed, 86 percent are at least somewhat more 
likely to invest if they have good relationships with key people in the government, and this is 
considered as a decision factor by all investors. 79 percent of investors surveyed say previous 
experience in the country makes them at least somewhat more likely to invest, and 78 
percent are somewhat more likely to invest if they have good relationships with local 
partners. Only six percent state that good relationships with local partners are not a factor in 
their decision to invest—the percentage increases to 12 percent when it comes to 
considering the investor’s experience in a country. 

In-depth interviews confirmed the importance of these factors in investment decisions. One 
large power investor stated that, thanks to the previous experience in Kenya, the company is 
now looking to expand its presence in that market. The interviews highlighted that good 
relationships with key people in the governments are most important for large, long-term 
investments. For instance, an international water operator stated that working with key 
people in the government is the only way to prepare and be involved in a PPP in the sector. 
A minority equity investor and a small-scale power investor stated that good relationships 
with local partners are one of the most important factors in their decision to invest. 

Figure 7.4 also shows that most investors do take into account observations of other 
investors’ success in a country when making investment decisions. A small proportion of 
investors consider evidence of previously successful private investment as a precondition to 
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invest in a particular country, and over two thirds rate this as at least a somewhat important 
factor in their decision. In-depth interviews provided more detail on the kind of previous 
investment that would most pique subsequent investors’ interest. Three international power 
investors stated that one previous successful investment would not be a deciding factor in 
their decision to invest. They stated that a successful track record of IPPs make them more 
likely to look for project in one country, but one isolated case might not be enough for them 
to start looking for projects. 

7.3 Comparing Demonstration Effects to Other Decision Factors 
Unsurprisingly, evidence of successful previous investment is not the only factor that 
investors take into account when deciding to invest in infrastructure projects in Africa. To 
put the importance of demonstration effects in context, the survey also asked about other 
factors that investors might take into account in their investment decisions. Several of these 
turned out to be more important than the direct demonstration effects described above. 
Figure 7.5 shows how investors rated the importance of the full range of factors included in 
our survey.  

Figure 7.5: Demonstration Effects in the Context of Other Decision Factors 

 

 
Source: Survey of Africa Infrastructure Investors, Castalia 2010 

 
As shown in Figure 7.5, several factors were rated by investors as more important than the 
demonstration effects of previous projects described above. The most important factor is an 
appropriate legal framework for investment in general, which almost half of investors stated 
to be a precondition to investment, and 94 percent of investors rated as making them at least 
somewhat more likely to invest. 89 percent of investors said that coherent policies and laws 
in their particular sector are important in their investment decisions. Other factors 
considered to be important were political and economic stability of the country. On the 
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other hand, demonstration effects of previous projects appeared to be more important to 
investors than the availability of long-term, local currency debt financing. 

In interviews, large power investors explained that time and cost of developing a legal and 
regulatory framework within a project are too long and too high. The investors that were 
involved in large projects that embedded the creation of a legal and regulatory framework for 
the sector in one country declared they would not do so again. They stated that they would 
rather invest in countries in which the framework has already been developed and the time 
to close a deal is likely to be shorter. These findings support the contention that IFC adds 
significant value when, through its activities, it helps governments to improve the legal and 
regulatory framework that will apply to future investment in the sector and country. 

7.4 Constraints on Investment in Africa 
As well as asking about factors that positively affect investment decisions, the survey also 
looked at factors that inhibit investment in infrastructure in Africa. Figure 7.6 shows that 
some of the key decision factors described above are found to be commonly absent in 
Africa, constraining investors from investing more. In our interviews, an international power 
investor stated that equity is available for infrastructure investment in Africa, and cited the 
shortage of countries with clear regulatory frameworks as the key constraint on equity 
investors. The results shown in Figure 7.6 support this statement—81 percent of investors 
surveyed find the lack of an appropriate legal and regulatory framework for investment in 
general is at least a somewhat serious constraint. 73 percent of investors surveyed say the 
same of a lack of coherent legal and regulatory framework in their sector of interest. 

Figure 7.6: Constraints on Investment in Africa 

 

 
Source: Survey of Africa Infrastructure Investors, Castalia 2010 
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The importance to investors of building Government capacity also emerges from the results 
shown in Figure 7.6. 24 percent of respondents think that low government capacity in 
procuring and managing contract is a constraint to investment. One of the interviewed 
international power investors stated that the lack of government capacity is the biggest 
constraint to PPI.  

Another factor that 67 percent of the investors rank as a serious constraint to PPI is that 
potential projects do not appear profitable. In-depth interviews provided some more detail 
on this constraint. Three international power investors explained that what influences the 
profitability of the projects is: 

 High political risk—When investing in Africa investors want to protect their 
equity from inefficient and sometimes predatory institutions 

 Inability to charge actual cost—Investors are not able to charge the actual cost of 
projects, usually because of political resistance  

 High fuel cost—According to an international IPP, power generation in Africa 
relies on heavy fuel oil that is more expensive than coal and natural gas.  

Few of the surveyed investors claimed to be waiting to observe other, successful investments 
before investing more in Africa. This may reflect selection bias, since the investors surveyed 
are all already actively investing on the continent. However, it may also suggest that activities 
that demonstrably build legal and regulatory frameworks and Government capacity are the 
things most likely to result in increased investor interest.  

7.5 Demonstration Effects and the Role of  International Donors 
The investor survey and interviews show that the involvement of international donors and 
development finance institutions in infrastructure investment in Africa has a very positive 
influence on investors’ decisions. In particular, the IFC appears the leader in catalyzing 
private sector investment. In interviews, most investors state they would not be ready to 
invest in Africa without donors’ support. As Eberhard and Gratwick (2010) show in their 
recent paper, throughout the 1990s all IPPs in Africa were supported by development 
finance institutions (DFIs).  

Concerns about investment risks are not limited to power. An international water operator 
that we interviewed explained that the group’s stake in Africa dropped in the early 2000s. 
The group is re-engaging with the region now. Three large commercial banks told us they 
could not participate in our survey as they pulled out of Africa in the early 2000s. These 
investors are not thinking of re-engaging with the region any time soon. 

The survey asked about the influence of different donors on investment decisions. The 
objective was not to compare donors, but to measure private investors’ perception of the 
roles different donors play. The survey results in Figure 7.7 shows that 86 percent of the 
respondents think that the IFC has a positive influence in their decision to invest. This result 
is consistent with IFC’s role of promoting private sector participation. The reason why 
investors rate IFC highly compared to other DFIs is that they appreciate IFC’s work on the 
legal and regulatory framework for investment. They also see IFC working closely with 
government counterparts, thus helping governments build skills needed to interact with 
investors. Investors also appreciate the political risk protection that comes with IFC (and by 
extension, World Bank) involvement.  
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Figure 7.7: How Would the Involvement of the Following Institutions Influence Your 
Decision to Invest in a Project in Africa? 

 
Source: Survey of Africa Infrastructure Investors, Castalia 2010 
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work with bilateral DFIs as they are able to obtain financing at more flexible terms; that is, 
lower interest rates and longer repayment periods.  
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8 Conclusions and Lessons for IFC 
Our investor survey showed that demonstration effects have the potential to be important in 
driving PPI in Africa. The country evaluations provided mixed results—we found some clear 
examples of demonstration effects from IFC activities in infrastructure in Africa. However, 
the overall extent of demonstration effects was limited, given the low levels of PPI in the 
focus countries; we also found a few examples where opportunities for demonstration 
effects may have been missed.  

The question therefore becomes: what could IFC do differently to increase the extent and 
power of demonstration effects? Ideas worth pursuing may include: picking projects 
strategically for their potential for demonstration effects; staying engaged across multiple 
projects in a sector; focusing on creation of strong legal and institutional frameworks; and 
being cognisant of government perceptions, especially when acting as an investor. 

In this section we first summarize (in Section 8.1) the results of our evaluation. In Section 
8.2, we turn to lessons the IFC could draw from these results.  

8.1 Extent and Importance of  Demonstration Effects 
Our survey of infrastructure investors suggested demonstration effects can be important in 
driving investment decisions. The limited extent of PPI in Africa to date limited the scope 
for finding demonstration effects in action. Nonetheless, we found evidence that some IFC 
activities have had clear demonstration effects, as well as cases where opportunities for 
demonstration effects may have been missed. This section reviews and summarizes these 
results from the investor survey and country evaluations. 

8.1.1 Demonstration effects are important to investors in infrastructure in Africa 

Of the 40 investors that responded to our online survey, 44 percent said that previous 
experience investing in a country makes them more likely to invest again. Over 50 percent 
say the same of relationships with government officials and local partners. This suggests that 
there is potential for demonstration effects through increased confidence among co-
investors in projects in which the IFC is involved. Observation of successful investment in 
infrastructure by other investors—which would create potential for more widespread 
demonstration effects—appears somewhat less important. Thirty percent of investors said 
that previously successful private investments in their sector of interest make them more 
likely to invest. 

The most important demonstration effects, according to investors, flow not through isolated 
projects, but through effects on legal and regulatory frameworks, and on government 
capacity. One major power investor told us that it will not invest in a country unless there 
has already been a successful IPP in that country; some investors say that they look for a 
string of transactions, not a one-off deal, before deciding to invest. This is because the 
presence of previous deals is part of the evidence showing there is a workable legal, 
regulatory and institutional framework in place. A sound legal and regulatory framework at 
the sector level was the third most important factor driving investment, alongside a sound 
legal regime for investment generally, and political stability. Investors also ranked the lack of 
government capacity to procure and manage deals as one of the most important constraints 
to investment.  
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Investors were also clear that they find IFC to be a valuable partner. Investors appreciate the 
fact that IFC engages with governments to create a coherent legal and regulatory framework 
for PPI. They also appreciate the protection from political risk that IFC’s involvement 
provides.  This means that IFC is the right entity to be working with investors as they 
venture into African infrastructure, and thus generating demonstration effects. 

8.1.2 PPI in the focus countries has been limited, and seen significant direct 
involvement by the IFC 

Overall PPI in core infrastructure sectors in the focus countries has been low. A total of 60 
projects across the four countries have seen total investment of US$5.2 billion in Kenya, $3 
billion in Uganda, $1.4 billion in Cameroon and $1 billion in Mozambique. These numbers 
are low compared to the total value of infrastructure in those countries, and compared to a 
single infrastructure transaction in some developed countries.  

Of these 60 PPI projects in core infrastructure, the IFC was directly involved in eleven 
projects—together representing 35 percent of investment by capital value—with a total 
investment of US$346 million across the four countries. The IFC’s involvement varied 
between the focus countries—at one extreme, in Uganda the IFC has had a hand in 71 
percent of all core infrastructure PPI in the country, by capital value. At the other end of the 
spectrum, in Mozambique, until very recently IFC had not done anything in core 
infrastructure investing or advisory at all, despite the Government’s strategy of significant 
private investment in infrastructure, particularly in transport. At the same time, IFC had 
significant involvement in extremely important investments in mineral extraction and 
processing in Mozambique, notably the US$1 billion Mozal aluminium smelter in 1998. 

The IFC’s involvement in a high proportion of projects alone suggests that demonstration 
effects have been limited. Strong demonstration effects would mean higher volumes of PPI, 
and a lower ratio of IFC projects to total projects. On the other hand, the IFC’s activity has 
itself been relatively limited, limiting the scope for demonstration effects. 

The IFC has been the leading development finance institution (DFI) supporting 
infrastructure in the focus countries, but other DFIs and donors have also been heavily 
involved. Other multilateral and bilateral DFIs have invested a total of US$1.1 billion in the 
core infrastructure sectors in the focus countries, and guaranteed a further US$380 million. 
At least one other DFI was involved in seven of the eleven projects in which the IFC was 
directly involved. Other DFIs were involved in a further eleven projects in core 
infrastructure sectors in which the IFC was not involved. This can make it difficult to 
attribute demonstration effects to the IFC’s contribution to a project or sector—often these 
effects must be viewed as a team effort. 

8.1.3 Some of IFC’s activities have had demonstration effects 

Of the eleven IFC projects in core infrastructure in our focus countries, three had clear 
demonstration effects—building government capacity, helping develop legal or regulatory 
frameworks, and thereby influencing follow-on investments in the same sectors:  

 IFC investment in Celtel Uganda—the IFC played a central role as an investor 
in Caltel, Uganda’s first mobile operator. This was the first of two activities that 
helped transform telecoms in Uganda   

 IFC transaction advisory activities in Uganda’s telecoms sector—following 
its investment in Celtel, the IFC acted as the Government’s advisor in a process 
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of sector reform, which included privatization of the incumbent operator, Uganda 
Telecom and licensing of a second national operator (MTN). Two more major, 
privately-financed mobile networks are now being rolled out under the same 
regulatory framework, and Uganda’s telecoms sector is one of the most 
competitive in Africa 

 Kipevu II power plant in Kenya—several elements of the structure of the 
Kipevu II medium-speed diesel power plant, Kenya’s first international project 
financed IPP, have become standard terms used in subsequent similar IPP deals. 
These deals have attracted an increasing amount of investor interest, although all 
have also received support from other DFIs. Despite this success, however, 
officials’ sense that they “gave too much away” when negotiating with the IFC the 
government’s financial support for Kipevu II means they have replicated the 
structure somewhat reluctantly, and perceive IPPs to offer relatively poor value 
for money. 

Of the remaining eight projects, we chose three to review in more detail for evidence of the 
“transmission mechanisms” at work, despite no follow-on investment to date. While this 
experience was more mixed, two projects showed at least some positive evidence of 
transmission mechanisms: 

 Bujagali hydropower IPP in Uganda—during the long process of developing 
Bujagali as an IPP, government officials claim they learned a lot about contracting 
major hydropower projects. However, the widespread sense that the project took 
too long and was too expensive has led to a stated intention to procure the next 
planned major hydropower plant, Karuma, with government finance. While there 
has been other PPI in the electricity sector in Uganda, this has been at a very 
different scale—mini hydro and thermal power plants—and following sufficiently 
different processes and structures that officials did not perceive any influence of 
Bujagali on later PPI 

 The SONEL privatization in Cameroon, with IFC advice, introduced a new 
legal and regulatory framework for the power sector in Cameroon. Officials 
involved in the privatization program in Cameroon also applied lessons from 
SONEL—such as the importance of consulting investors during project 
preparation—in subsequent privatizations in other sectors. However, challenges 
in the subsequent implementation of the sector framework have meant it has not 
attracted new investors. Frustration with the performance of the concession and 
lack of further investment has also contributed to the Government’s decision to 
revert to government procurement for the long-planned dam and hydropower 
project at Lom Pangar. 

We also reviewed in detail three non-core infrastructure projects. Two of these were in 
Mozambique, where the IFC’s involvement in core infrastructure has been very limited. We 
found one example where a non-core IFC investment has affected the legal and regulatory 
environment for core infrastructure: the Chad Oil-COTCO pipeline project in Cameroon 
was instrumental in introducing new environmental standards that are intended to be applied 
to all future major infrastructure projects. We also found evidence of demonstration effects 
within a non-core infrastructure sector. The Moatize coal mine license in Mozambique, 
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for which the IFC acted as advisor to the government, saw follow-on development of the 
regulatory framework and investment within the mining sector. 

8.1.4 Many IFC activities have not had a discernable positive demonstration effect 

For the remainder of the IFC’s activities in the focus countries, we did not find positive 
evidence of demonstration effects on core infrastructure sectors. In many of these cases, the 
potential for demonstration effects was limited, for a variety of reasons—other cases may 
represent missed opportunities. 

“One-off” privatizations, such as the Umeme distribution concession and Kenya 
Airways privatization, clearly cannot be replicated within the country (although, as in 
Cameroon, there can be scope for building capacity for other privatizations, particularly 
when these are managed by a central unit). In other cases, IFC involvement followed other 
investment in the sector—the Kenya Telekom privatization seems to have been in part 
triggered by the success of earlier mobile investment; while the IFC’s investment in Orange 
Cameroon came when both mobile operators were already in the process of rolling out 
networks. Beside the environmental governance aspects of the Chad Oil-COTCO pipeline, 
we did not find evidence of non-core infrastructure projects having demonstration effects on 
core infrastructure in the focus countries.  

Finally, where a project is not seen as a success by government or the public it could be 
expected to create, if anything, negative demonstration effects. The Rift Valley Railway in 
Kenya and Uganda, in which the IFC was heavily involved as both investor and advisor to 
the Government of Kenya, is an example. This project was described in both countries as a 
failure, and in Kenya has made transport sector officials cautious about (but not outright 
against) PPI. Moreover, we found the limited legal and regulatory changes undertaken for 
the project did not create a framework conducive to later PPI.  

8.2 Lessons for IFC 
The potential importance of demonstration effects on private investment decisions in 
infrastructure in Africa must motivate the question ‘what could IFC do differently to create 
more widespread and powerful demonstration effects’. While a full answer to this is question 
beyond the scope of this review, the evidence does suggest some avenues for consideration, 
in particular: 

 Choosing projects strategically for their demonstration potential  

 Staying engaged across multiple projects in a sector  

 Focusing on creation of strong legal and institutional frameworks 

 Remaining cognisant of government perceptions. 

There are trade-offs in pursuing these ideas. Some of them may boost demonstration effects 
at the cost of some direct benefits, as might happen if high-development value opportunities 
are neglected simply because they do not have strong demonstration potential. Many of 
them will take up IFC staff time, which clearly has other valuable uses—for example, 
remaining engaged with government and managing perceptions may take time away from 
originating a project in a new country. That is why these ideas are presented, not as 
recommendations for action, but as elements among what must be a range of inputs to IFC’s 
development of its strategy for infrastructure in Africa. 
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A further lesson the IFC could draw from this evaluation is the need to carry out more 
widespread evaluation of its demonstration effects. As described above, the limited number 
of IFC activities, which nonetheless represent a significant proportion of total PPI in Africa, 
limited the scope for finding evidence of demonstration effects. A similar evaluation in a 
region where the IFC’s involvement—and PPI overall—has been more sustained may 
generate more conclusive evidence and lessons on the impact of IFC activity through 
demonstration effects. 

8.2.1 Choosing Projects Strategically for their Demonstration Potential  

Selecting projects for demonstration potential would require consideration of two key 
factors: whether the first project is likely to be perceived as a success, and whether there is a 
good likelihood of a number of similar follow-on projects that could attract private 
investment in the future. 

Selecting projects for likely success would point toward doing simpler projects first, leaving 
more complex ones for later. In this regard it is instructive to compare IFC’s involvement in 
power generation in Kenya with its involvement in the same sector in Uganda. In Kenya 
IFC, as lender, played a key role in helping Kipevu II, the first competitively procured diesel 
IPP in the country, to reach financial close. Kenya has since used the experience and 
documentation developed on Kipevu II to close a number of subsequent IPPs. 

In Uganda the IFC played a key role, again as investor, in shepherding the ambitious Bujagali 
Hydro project to completion. However in Uganda, the government has decided against using 
private finance for its next large hydro power project, in large part because of the slowness 
and complexity of the Bujagali transaction, which government associated with the fact that 
the project was privately financed. 

Selecting for follow-on potential would obviously point toward projects in sectors that will 
have continuing investment opportunities. IFCs investment in Celtel Uganda is a good 
example of this—being the first mobile network in the country, there was substantial 
opportunity for further growth in the sector. Four other mobile networks operators have 
since invested around US$1 billion. In non-core infrastructure, the Mozambique coal project 
is a good example. Of course the potential for follow on projects does not mean they will be 
achieved—the Kenya port sector has enormous potential for privately-financed port 
facilities, but these did not follow on the heels of the Mombasa grain terminal in which IFC 
was an investor. Nevertheless, picking sectors in which a number of similar future projects 
would make sense clearly offer greater potential for demonstration effects. 

On the other hand, privatizing the sole or dominant provider in a sector limits the possibility 
for demonstration effects. Once the country’s power utility has been privatized, there will 
not be another similar transaction—and if the power utility is vertically integrated, as in 
Cameroon, future IPPs investments may also be limited.  

It does not necessarily follow from this that IFC should stay away from privatization deals. 
After all, if a single privatized utility meets all of a sector’s investment needs, the 
mobilization of private capital for supply of infrastructure is just as great as if the same 
investments had been made through a succession of discrete projects. The lesson might 
rather be that some deals should not be expected to have demonstration effects, or that 
those effects should be sought in the encouragement or improvement of similar 
privatizations in other sectors (particularly where there is a central privatization unit 
managing the privatization program), or nearby countries. 
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8.2.2 Staying Engaged across Multiple Projects in a Sector 

Both the country case studies and the investor interviews show that that the demonstration 
effect generally requires more than a single project. Investors say that a number of 
transactions provide a much more powerful demonstration effect than a single deal. 
Similarly, government capacity is built, and regulatory frameworks bedded in, over a number 
of transactions. Even in a case like Kipevu II, where it seems like a single investment by IFC 
helped to catalyze a string of follow on IPPs, in fact the follow on IPPs had other DFIs 
involved.  

The IFC’s involvement in the telecoms sector in Uganda provides a good example of staying 
engaged in the sector. The IFC had already made one investment—in the first mobile 
operator, Celtel—at the time it signed an advisory mandate to privatizate Uganda Telecom. 
This in fact included a third transaction—sale of the second national operator license (to 
MTN)—as well as establishing the new legal and regulatory framework for the sector. All 
three operators have gone on to make substantial investment; two further major licenses 
have been issued; and the Uganda telecoms sector seen as a model for others in the region.  

Staying engaged in a sector over the course of two or even three transactions also offers the 
opportunity to cement the development of legal frameworks and institutional capacity, and 
to manage government relations effectively, as the following sections explain. 

8.2.3 Focusing on Creating Strong Legal and Institutional Frameworks 

Investors rank a strong legal framework as the most important of the potential effects an 
IFC project could have. Close behind is government capacity. So, if IFC is to maximise 
demonstration effects, it must take every opportunity to build strong legal and regulatory 
frameworks and well-functioning institutions designed to support further investment in the 
sector. 

As described above, the IFC clearly did this well in the Uganda telecoms sector. The IFC’s 
advisory role in the Moatize coal mine also contributed to developing a strong framework 
for subsequent mining investments in Mozambique—albeit requiring further technical 
support from other donors. In Cameroon, the Chad Oil-COTCO pipeline project clearly 
strengthened environmental governance, which can be expected to increase the quality, if 
not quantity, of future PPI. 

In other cases, IFC has focused on the deal in hand, and possibly missed opportunities to lay 
the framework for wider private participation in the future. The Rift Valley Railway advisory 
mandate in Kenya, for example, developed a new statutory framework that was focused on 
the particular deal. A different strategy, involving creation of a general legal framework for 
private investment in state transportation assets, might have allowed for more follow on 
project. Similarly in Cameroon, IFC has not remained involved in helping the government to 
implement the sector reforms and regulatory changes in the way that was first planned. 
Unclear roles and weak capacity appear to have undermined the possibility of subsequent 
investment in new generation.  

There are always trade-offs. Sometimes, stretching for a broader legal reform will put the 
first deal at risk. So these comments are not meant as criticisms or second-guessing of the 
teams involved. Rather, the intent is to emphasize that creating strong legal and institutional 
frameworks through successful transactions is one of IFC’s key value-adds. The framework 
deserves to be given as much attention as the deal itself. 
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8.2.4 Remaining Cognisant of Government Perceptions 

A key transmission route from one project to a follow-on project is government perception 
that the first project was a success. We emphasize perception here, because perception can 
be as important as reality.  

Our country case studies revealed a number of instances in which IFC perception of a 
project as a success was not mirrored by the government counterparts. In Uganda, IFC is 
quite right to regard Bujagali as a success: a difficult but high value project eventually 
delivered after a major effort on IFC’s part. Ugandan officials clearly value IFC’s efforts, but 
their over-riding take-away from Bujagali is ‘private finance for large hydro plants is too 
complex and takes too long’. Here, one lesson may be the benefit from helping governments 
set realistic expectations on how long complex PPI transactions may take. 

IFC similarly has regarded Kipevu II as a success-story. Thanks to IFC, the project 
documentation was melded into a bankable form. Bankable documents allowed not just that 
project, but also a number of follow-on IPPs, to be successfully financed. In contrast, senior 
Kenyan officials believe the IFC used World Bank leverage to extract terms that are unduly 
favourable to the lenders, and onerous for the government.  

Who is right is not the issue—the issue is that poor communication has dampened Kenyan 
government enthusiasm for future IPPs. Assume it is true that some of the terms could have 
been more favourable to government and still allowed the project to be financed; then better 
communications between IFC and government could have led this to be discovered, and the 
more favourable terms agreed. Conversely, to the extent that IFC is right that the terms were 
no more than was needed to attract financing, a better communication strategy could have 
allowed the government officials to see that this was true. Either way, it might have been 
possible to avoid leaving government officials with the sense that something was imposed on 
them.  

The experience in Kenya particularly highlights the importance of recognizing the IFC’s 
relationship with government in investment, as well as advisory assignments. In advisory 
deals the government counterpart is the main client. On the investment side, the IFC’s client 
relationship is with the private sponsor. However, in the case of infrastructure PPPs the IFC 
often engages directly in negotiations with the Government, and should therefore be 
conscious of the need to manage both these relationships. 
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Appendix A:  In-Country Interview Program 
This Appendix provides more information on the methodology for the in-country interview 
program with Government officials. Section A.1 presents an example interview guide. 
Section A.2 (to be completed) lists the Government officials interviewed in each country.  

A.1 Example In-Country Interview Guide 
The following provides an example of the interview guide used for in-country interviews 
with Government officials. The interview guide was adapted slightly for use in different 
countries, following a similar template and approach. “Project X” in the guide refers to any 
project in the relevant sector (or sectors) in which the IFC was involved. 

Background 

The IFC has asked Castalia to carry out a detailed study on the drivers of private sector 
investment in infrastructure sectors in Africa. The study covers the experience of four 
countries, including Kenya, where the focus is on private investment in the electricity, 
transport and telecommunications sectors.  The Castalia team is surveying and interviewing 
private investors in infrastructure, to better understand the factors that drive their 
investment decisions. The team would also like to understand your perspectives on private 
investment in infrastructure in Kenya: what has been learned from experience, and your 
views on future prospects in key infrastructure sectors. By gathering the views of the key 
individuals involved, the study’s findings will help the IFC improve its efforts to catalyze 
infrastructure investment in Africa. 

 Interview Questions for Government Officials 

We want to briefly understand your experience with private infrastructure investment, and 
more importantly, how you see the future prospects for private investment in your sector. 

 How many projects have you been involved in (only for technical staff)? 

 Do you think the Government should be putting greater emphasis on the role of 
private investment in providing new infrastructure assets in the future (in 
particular in your sector of interest)? Why or why not? 

– If it is not brought up anyway: how important was the experience in project X in 
your opinion on PPI? 

 What is the current policy position (if any) on PPI in the future [referring to any 
public document or statement we are aware of]? 

 We’re interested in particular in project X. To what extent do you think that 
project influenced how subsequent projects were carried out in the X sector or 
other sectors? 

– If not brought up anyway: to what extent do you think that project influenced 
sector policy? To what extent do you think contracts and standards developed 
under that project contributed to the structure of subsequent projects you may 
or may not have been involved in? 
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 What, if any, development financial institution (e.g. Proparco, EIB, EBRD, 
AfDB, IFC, KfW, Norfund, FMO, bio etc) or Donor has most influenced the 
extent of PPI in X sector? 

– If not brought up anyway: to what extent has the IFC influenced the extent or 
nature of PPI in X sector? 

– For other DFI’s or donors emphasized: how was that influence achieved? 

A.2 Government Officials Interviewed 
Interviews with senior Government officials in each focus country were carried out by the 
Castalia team largely during a brief mission to each country in October and November 2010. 
Follow-up interviews were held in some cases by the local Castalia team members. The 
following tables list the officials interviewed in each country. 

Table A.1: Meetings with Government Officials in Kenya 

Entity Position Name Date and Location

Ministry of Finance Investment Secretary Ms. Esther Koimett Ministry of Finance, 
4 November 2010 Economic Secretary Dr. Geoffrey Mwau 

Director, Public 
Private Partnerships 

Eng. Stanley Kamau 

Privatization Commission 
(PC) 

CEO Solomon Kitungu PC, 4 November 
2010 Transaction Manager David Ngarama 

Ministry of Energy Permanent Secretary Patrick Nyoike Ministry of Energy, 
4 November 2010 Rural Electrification Agency 

(REA) 
CEO Zachary Ayieko 

Energy Regulatory 
Commission (ERC) 

Chairman Hindpal Singh Jabbal ERC, 4 November 
2010 

KPLC Former Manager of 
Planning, Research 
and Performance 
Monitoring 

David Mwangi Crowne Plaza, 8 
November 2010 

Ministry of Transport Permanent Secretary Dr. Cyrus Njiru Ministry of 
Transport, 8 
November 2010 Principal 

Superintending 
Engineer 

Eng. Michael Muchiri 

Kenya National Highways 
Authority (KNHA) 

General Manager Eng. Samuel Okech 
Omer 

KNHA, 5 
November 2010 

Kenya Airports Authority Airport Manager, 
JKIA 

Simon Githaiga JKIA, 5 November 
2010 

Communications Commission 
of Kenya (CCK) 

Director General Charles Njoroge  CCK, 8 November 
2010 
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Table A.2: Meetings with Government Officials in Uganda 

Entity Position Name Date and Location 

Ministry of Finance, 
Planning & Economic 
Development 

Permanent Secretary / 
Secretary to the 
Treasury 

Ms. C. Kassami Ministry of Finance, 3 
Nov 2010 

Director Economic 
Affairs 

Mr. Lawrence Kiiza 

Advisor Mr. Charles Byaruhanga 

Deputy Secretary to 
the Treasury 

Mr. Keith Muhakanizi Ministry of Finance, 2 
Nov 2010 

Privatization Unit Director Mr. David Ssebabi Communication House, 
2 Nov 2010 Head, Legal Affairs Mr. Moses Mwase 

Uganda Electricity 
Transmission 
Company Ltd  

Managing Director  Eng. Erias Kiyemba  UETCL H/office, 19 
October 2010 

Ministry of Energy Permanent Secretary Mr. Kabagambe-Kaliisa Ministry of Energy, 2 
Nov 2010 Advisor Eng. Moses Murengezi 

Electricity Regulatory 
Authority (ERA) 

CEO Eng. Dr. Sebbowa ERA House, 1 Nov 
2010 

Uganda 
Communication 
Commission 

Corporation Secretary Mr. Hodge Semakula Bugolobi, 14 December 
2010 

Former Executive 
Director, UCC 

Mr. Patrick Masambu Washington DC, 19 
December 2010 

Ministry of Works & 
Transport 

Ag. Director, 
Transport 

Mr. Godfrey Wandera Ministry of Works & 
Transport, Kampala,  3 
Nov 2010 

Uganda National 
Roads Authority 
(UNRA) 

Director, Planning Eng. David Luyimbazi UNRA, 2 Nov 2010 

Uganda Investment 
Authority  

Deputy Director, 
Investment Promotion 
Division 

Mr. Bradford Ochieng TWED Plaza, 3 Nov 
2010 
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Table A.3: Meetings with Government Officials in Mozambique 

Entity Position Name Date and Location 

Ministry of Mineral 
Resources 

Director of Planning and 
Development 

Dr. Benjamim Chilenge Ministry, 27 October 
2010 

Ministry of 
Development and 
Planning 

Deputy Director of 
Investment and 
Cooperation 

Ester dos Santos José Ministry, 27 October 
2010 

Technician for 
International Cooperation

Luís Tobela 

Ministry of Finance Head of the Centre for 
Financial Systems 
Development 

Dr. Sumburane Center for Financial 
Systems Development, 
27 October 2010 

Institute of Social 
and Economic 
Studies (IESE) 

Researcher Rogério Ossemane IESE, 28 October 2010

Investment 
Promotion Center 
(CPI) 

Economic Advisor Dr. Nuno Maposse CPI, 28 October 2010 

Hidroeléctrica de 
Cahora Bassa 
(HCB) 

Planning and 
Management Control 

Pedro Gove HCB, 28 October 2010

Strategy and Commercial 
Development Unit 

Suleimane Combo 

Vale Former Head of 
Corporate Affairs 

Isabel Ramos IFC, 29 October 2010 

Mozambique Ports 
and Railways (CFM) 

Planning Director Dra. Escolastica Soares CFM, 29 October 2010

Water Supply 
Investment and 
Management Fund 
(FIPAG) 

Manager of Business 
Planning and 
Development 

Frederico Martins FIPAG, 29 October 
2010 

National Roads 
Administration 
(ANE) 

Chief of Planning Egr. Marco Vaz dos 
Anjos 

ANE, 29 October 2010

Ministry of Finance Head of Studies and 
Policy Analysis 

Dr. Nhalidende Ministry, 29 October 
2010 
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Table A.4: Meetings with Government Officials in Cameroon 

Entity Position Name Date and 
Location 

Business Development 
Service (BDS) and Office 
of the President 

CEO, and Advisor to the 
President 

Christian Penda 
Ekoka, 

BDS, 9 November 
2010 

Ministry of Energy and 
Water (MINEW) 

Secretary General Nassako MINEW, 9 
November 2010 

Technical Advisor N° 1 Achu Sama MINEW, 10 
November 2010 

Minister H.E. Mr Micheal 
Ngako Tomdio 

MINEW, 11 
November 2010 

Technical Advisor N° 2 Dr. Samuel Foto 
Menbohan  

Telecommunications 
Regulatory Board (TRB) 

Deputy Director 

General 

Zourmba 
Aboubakar  

TRB, 11 
November 2010 

Technical Manager  Moussongue 

Head Communications 
Services 

Jessie A. Ekukole 

Supporting  Board For The 
Development of Public 
Private Partnership  
(in French CARPA) 

Technical Coordinator Tsama Justin CARPA, 11 
November 2010 

Ministry of Post and 
Telecommunications 
(MINPOSTEL) 

Infrastructure Director 
 

Lucien Nana Yomba  
 

 

MINPOSTEL , 11 
November 2010 

Ministry of Economic, 
Planning and Regional 
Development 
 (in French MINEPAT) 

Minister H.E. Louis Paul 
Motaze 

MINEPAT, 11 
November 2010 

Former Secretary General Mbassa  Ndine BDS, 9 November 
2010 

Director General of 
General Department of 
Cooperation and Regional 
Integration 

Blaise Essomba 
Ngoula   
 

MINEPAT, 12 
November 2010 

Technical Advisor N° 1 Mbeg Andre  

Electricity Sector 
Regulatory Agency  
(in French ARSEL) 

Deputy Director General Honoré Demeunou  ARSEL, 12 
November 2010 

Monitoring and  Pricing 
Director 

Jean Pierre Mpina 

Prime Minister’s Office Prime Minister H.E. Philemon Yang PMO, 12 
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Entity Position Name Date and 
Location 

(PMO)  November 2010 

Ministry of Industry, Mines 
and Technological  
Development 
(MINIMIDT) 

Mine and Geology 
Director 

Guillaume S. 
Mananga 

MINIMIDT, 12 
November 2010 

Technical Commission 
for Privatisation and 
Liquidation /  
Ministry of Finance 
(CTPL/MINFI) 

President  Bassoro Aminou CTPL/MINFI, 12 
November 2010 

National Hydrocarbons 
Corporation / Pipeline 
Steering Committee 
(NHC/PSC) 

Exploration Director Simon F. Tamfu NHC/CPSP, 12 
November 2010 

Ministry of Environment 
and Natural Protection 
(MENP) 

Secretary General Akwa Patrick  MENP, 13 
December 2010 
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Appendix B: Investor Survey Instrument 
The following pages present a “paper” version of the online survey circulated to investors in 
infrastructure in Africa. 

 

 

 

 

 

 

 



This survey was commissioned by the International Finance Corporation (IFC) to get a better idea of investor experience 
and attitudes toward investing in infrastructure projects in Sub-Saharan Africa. Your response will help the IFC better 
understand the factors driving and constraining investment in infrastructure, from the perspective of investors. 

1. Before starting the survey, please let us know who you are. 

1. Introduction to Africa Investment Survey

Name:

Company:

Country:



1. In which sectors have you financed or developed projects over the last five years? 

(Check all that apply)

2. What type of investor are you?

(Check all that apply)

3. Thinking about your plans for the future in Africa for infrastructure and related 

sectors, which most closely describes your plans?

(Select one answer)

2. What kind of investor are you?

 In Africa In other developing countries Elsewhere

Electricity gfedc gfedc gfedc

Water gfedc gfedc gfedc

Transportation gfedc gfedc gfedc

Telecommunications gfedc gfedc gfedc

Other gfedc gfedc gfedc

If other, please specify.

Equity investor (minority investor)gfedc

Equity investor (project sponsor)gfedc

Lendergfedc

Othergfedc

If other, please specify.

We plan to continue to invest at the same levelnmlkj

We plan to increase our investmentnmlkj

We plan to reduce our investmentnmlkj

We have not invested and do not plan to investnmlkj



1. In what countries have you invested or actively pursued invesment opportunities in 

Africa in the last five years?

(Select top five countries from list. Indicate additional countries in the box below)

3. Where and why have you invested?

 1 2 3 4 5

Country name 6 6 6 6 6

Other countries in Sub-Saharan Africa in which you have pursued investment opportunities

55

66



2. What factors affect your decision to actively pursue investment opportunities in a 

particular country?

(Rate on a scale of one to five)

 
Not a factor in our 

decision (1)
(2)

Made us somewhat 

more likely to invest 

(3)

(4)

A necessary 

precondition to invest 

(5)

Previously successful 

private investment in our 

particular sector(s)

nmlkj nmlkj nmlkj nmlkj nmlkj

Good relationships with 

local partners
nmlkj nmlkj nmlkj nmlkj nmlkj

Economic stability of the 

country
nmlkj nmlkj nmlkj nmlkj nmlkj

Appropriate legal 

framework for investment in 

general

nmlkj nmlkj nmlkj nmlkj nmlkj

Previously successful major 

international private 

investments

nmlkj nmlkj nmlkj nmlkj nmlkj

Availability of long-term,

local-currency debt 

financing

nmlkj nmlkj nmlkj nmlkj nmlkj

Good relationships with key 

people in government
nmlkj nmlkj nmlkj nmlkj nmlkj

Our previous experience in 

the country
nmlkj nmlkj nmlkj nmlkj nmlkj

Political stability of the 

country
nmlkj nmlkj nmlkj nmlkj nmlkj

Coherent policies and laws 

in the sector
nmlkj nmlkj nmlkj nmlkj nmlkj

Please mention any other factors that affect your decision to pursue investment opportunities in a country.

55

66



3. How do you find opportunities for investment?

(Check all that apply)

Responding to publicly-announced government procurementsgfedc

Purchasing projects from third-party developersgfedc

Developing projects on our owngfedc

Contacting people we know within governmentsgfedc

Other (please specify)

55

66



1. What constrains you from investing more in Africa?

(Rate on a scale of one to five)

4. What prevents you from investing more?

 
Not a serious 

constraint (1) 
(2)

A somewhat serious 

constraint (3) 
(4)

A very serious 

constraint (5)

There is too much political 

instability
nmlkj nmlkj nmlkj nmlkj nmlkj

There is too much 

macroeconomic instability
nmlkj nmlkj nmlkj nmlkj nmlkj

An appropriate legal 

framework for investment in 

general does not exist

nmlkj nmlkj nmlkj nmlkj nmlkj

There is no coherent legal 

and regulatory framework in 

our sectors of interest

nmlkj nmlkj nmlkj nmlkj nmlkj

Potential projects don't 

appear profitable
nmlkj nmlkj nmlkj nmlkj nmlkj

We cannot get access to 

long-term debt financing
nmlkj nmlkj nmlkj nmlkj nmlkj

We would rather wait for 

evidence that other 

investments are successful

nmlkj nmlkj nmlkj nmlkj nmlkj

Government officials do not 

have the capacity to 

procure and effectively 

manage contracts

nmlkj nmlkj nmlkj nmlkj nmlkj

Opportunities from 

government procurements 

are limited

nmlkj nmlkj nmlkj nmlkj nmlkj

Well-developed projects 

are not available from 

project developers

nmlkj nmlkj nmlkj nmlkj nmlkj



1. How would the involvement of the following institutions influence your decision to 

invest in a project in Africa?

2. Are you familiar with any of the following donor-funded facilities?

(Rate your level of familiarity with each)

5. How do donor organizations influence investment?

 A negative influence No influence (neutral)
A somewhat positive 

influence

A very positive 

influence
I don't know

African Development Bank nmlkj nmlkj nmlkj nmlkj nmlkj

European Investment Bank nmlkj nmlkj nmlkj nmlkj nmlkj

French Development 

Agency (AFD)
nmlkj nmlkj nmlkj nmlkj nmlkj

International Finance 

Corporation
nmlkj nmlkj nmlkj nmlkj nmlkj

KfW nmlkj nmlkj nmlkj nmlkj nmlkj

Netherlands Development 

Finance Company (FMO)
nmlkj nmlkj nmlkj nmlkj nmlkj

The World Bank (IDA) nmlkj nmlkj nmlkj nmlkj nmlkj

 
I have not heard of this 

facility

I have heard of this facility, 

but do not intend to work 

with it

I have heard of this facility 

and would work with it, but 

have not yet

I have worked with this 

facility

Global Program for Output-

Based Aid
nmlkj nmlkj nmlkj nmlkj

InfraCo Africa nmlkj nmlkj nmlkj nmlkj

InfraVentures nmlkj nmlkj nmlkj nmlkj

MIGA nmlkj nmlkj nmlkj nmlkj

NEPAD Infrastructure 

Project Preparation Facility
nmlkj nmlkj nmlkj nmlkj

Emerging Africa 

Infrastructure Fund (EAIF)
nmlkj nmlkj nmlkj nmlkj



1. Thank you for completing this survey. Please let us know how we can contact you if 

we have additional quesions. 

6. Thank you

Email Address:

Phone Number:
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