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Abstract

East Africa is at a critical turning point in its development trajectory. The discovery of
substantial reserves of crude oil (in Kenya and Uganda) and natural gas (in Mozambique
and Tanzania) may bring billions of dollars in new revenues to the region. East African
countries are currently drafting and implementing legislation, policies and infrastructure
in this sector and should begin reaping the benefits of commercial production in the
next four to ten years. Yet the experience of other resource-rich countries demonstrates
that, without the appropriate safeguards, East Africa may miss the opportunity to use
these revenues to promote inclusive growth. Countries in the region risk exacerbating
inequality while encouraging corruption and other social and environmental problems.

This question has importance well beyond the region's borders. The global energy
landscape is rapidly changing, and East Africa's reserves will spur international
companies to compete for their share of the profits. As a major trade partner and donor,
the European Union should use its position to ensure that extractive industries' activities
are transparent and that countries strengthen their institutions and adopt pro-poor
economic measures. Although the EU's role in the region is being eroded by emerging
actors, the Union still enjoys important leverage, which could be used to help East
Africa's transform its abundant natural resources into equitable growth and sustainable
development.
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1 Challenge of developing oil and gas sectors in East Africa

Vast reserves of crude oil
and natural gas have
been found in East Africa
over the last decade.

Commercial exploitation
of these resources could
bring billions of dollars
of revenue for these
countries.

East African countries
can draw on the
experience of other
African oil and gas
exporters, such as
Nigeria, Angola and,
most recently, Ghana.

East Africa has a window
of opportunity to ensure
that new energy
resources are effectively
managed.

The East African region has become a focal point for international energy and
extractive industries. Over the last eight years, large oil and natural gas
reserves were confirmed off the Indian Ocean coastline in the Rovuma basin
(Tanzania and Mozambique), and in on-shore localities, such as the Albertine
Graben region in Uganda and Lake Turkana in Kenya.

The implications of these discoveries however, extend beyond the region:
there is considerable international demand for these natural resources, which
have attracted important levels of foreign investment. Two thirds of the
world's energy needs are met through oil and gas (hydrocarbons). Due to
increasing needs from emerging economies, global energy demand is
projected to grow by 57 % by 2025. According to some estimates, the East
African region could turn into the third largest global natural gas exporter.
Significantly boosted by the hydrocarbon discoveries, the net foreign direct
investment inflows into sub-Saharan Africa reached a 'near record' USD 43
billion in 2013. Representing potential revenues worth billions of dollars, the
natural resources in East Africa could be used for the countries' economic and
social development.

Most countries in East Africa have been exploring hydrocarbon reserves for
several decades. Tanganyika (modern day Tanzania) provided concessions to
BP and Shell to explore areas around the Mafia island of Zanzibar as early as
the 1950s. National petroleum companies and parastatal governance
authorities were subsequently created, with more exploratory licenses
awarded. Only the size of recent discoveries, however, has moved
governments to review, draft and implement relevant policy and legislative
frameworks to allow a full and strategic exploitation of these natural
resources. The estimated time frame for East African countries to start
exporting oil or liquefied natural gas (LNG) commercially and benefit from
profits is 4-10 years. It is precisely within this window of opportunity that the
region should install the necessary framework to benefit from the exploitation
of these resources, with the support of the international community. East
African countries are new to the global oil and natural gas markets and their
experience with extractive industries is limited to minerals. However, 50 years
of experience of other oil and gas producers in sub-Saharan Africa such as
Nigeria and Angola — the world's fifth and eighth net largest oil exporters
respectively — serve as a reminder of what is at stake politically (corruption,
nepotism, and conflict), economically (inflation, de-industrialisation, and fall of
agricultural production) and socially (inequality, displacement, and loss of
livelihood) and otherwise.

The European Union (EU) is one of the region's leading development and
trade partners and should contribute to ensure that East Africa utilises its
natural endowment to its full potential. Through its existing — albeit
decreasing — influence, the EU can assist the region with installing the

http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Oil and Gas in Africa.pdf
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Oil and Gas in Africa.pdf
http://www.worldbank.org/en/news/press-release/2014/04/07/africas-growth-set-to-reach-52-percent-in-2014-with-strong-investment-growth-and-household-spending
http://www.worldbank.org/en/news/press-release/2014/04/07/africas-growth-set-to-reach-52-percent-in-2014-with-strong-investment-growth-and-household-spending
http://www.worldbank.org/en/news/press-release/2014/04/07/africas-growth-set-to-reach-52-percent-in-2014-with-strong-investment-growth-and-household-spending
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political, legislative, and economic mechanisms necessary ensure the
countries' population benefit equitably from future revenues1. The extractive
and energy sectors in East Africa, should therefore receive considerable
attention from the EU, both from a development and trade and investment
perspectives, as many European companies are at the forefront of on-going
exploration and are investing heavily in the region. To complement these
efforts, the EU should also promote broader international cooperation in the
area of global governance and security to sustainable management of
resources and peaceful regional cooperation.

1.1 Risks for producer countries: The natural 'resource curse'

Natural resources can,
paradoxically, lead to
poverty and economic
stagnation due to high
inflation, corruption and
market volatility.

Whilst Botswana has
seen sustained
economic growth over
the last decades thanks
to its diamonds, Nigeria's
oil production has
resulted in high levels of
poverty and corruption
and diminished
agricultural production.

The need for increased engagement, including from the EU, with the future oil
and gas producers in East Africa is rooted in evidence from the 'resource curse'
theory, according to which countries whose economies are dominated by
natural resource revenue often suffer from high levels of poverty and lack of
economic development. Three factors lie behind this phenomenon2:

1. 'Dutch Disease'. Traditional sectors, such as agriculture, diminish and
become less competitive due to the increases in exchange rates and
wage levels caused by extractive production and exports. Lacking a
diversified economic base, countries become highly susceptible to
market fluctuations.

2. Increased spending. Income from natural resources drives spending,
including on infrastructure investment, which can drive up inflation,
exchange rates and debt.

3. Rentierism. Revenue from natural resources replaces tax revenues, and
the state becomes independent from its citizens. The interests of the
people are replaced with nepotistic linkages among political and
economic elites, causing corruption and authoritarianism.

Despite these dangers, natural resources have been successfully managed in
countries such as Norway and Botswana, especially due to concerted focus on
good governance measures and a functioning state apparatus To avoid issues
with fluctuating oil prices, Norway established its Petroleum Fund in 1990. The
Government Pension Fund Global is currently worth more than USD 84 billion
and continues to receive money from the country's oil and gas profits. One of
the largest exporters of diamonds, Botswana experienced 14 % gross
domestic product (GDP) annual growth following independence and is
sustaining a 3.1 % in recent years. Botswana transformed from one of the
poorest countries in the world, to an upper-middle income country, owing its

1 Kieyah, J. 'Kenya's Unique Advantage with its Natural Resources'. Interview. Brookings
Institution. 2014; Soares de Oliveira, Ricardo 'Avoiding Africa's Oil Curse: What East Africa
Can Learn From Past Booms', Foreign Affairs, April 2014
2 Roll, M. 'Introduction: Resource Governance, Development and Democracy in the Gulf of
Guinea.' In Roll, M and Sperling S (eds) 'Fuelling the World – Failing the Region? Oil
Governance and Development in Africa’s Gulf of Guinea' Friedrich Ebert Stiftung. 2011

http://www.swfinstitute.org/swfs/norway-government-pension-fund-global/
http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/24-kenya-oil-boom
http://www.foreignaffairs.com/articles/141197/ricardo-soares-de-oliveira/avoiding-africas-oil-curse
http://www.foreignaffairs.com/articles/141197/ricardo-soares-de-oliveira/avoiding-africas-oil-curse
http://library.fes.de/pdf-files/bueros/nigeria/08607.pdf
http://library.fes.de/pdf-files/bueros/nigeria/08607.pdf
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Whether resources
prove a 'blessing' or
'curse' depends on
various factors, including
the quality of local
institutions and
economic diversification.

State investment in
natural resources
production can spur
further investments in
upstream and
downstream industries,
contributing to
positively economic
development.

success amongst others to economic diversification and sound fiscal
management policies. Demonstrative of Botswana's solid performance is the
country's good ranking in global indices (especially within the region),
including the Transparency International Corruption Perception (30/177 in
2013) and the World Bank Ease of Doing Business Index (56/189 in 2013).

A contrast to the success stories is Nigeria — the economic giant of Africa —
where poverty levels are currently worse than they were prior to the discovery
of oil in the 1960s. According to the World Bank, the percentage of the
population living under USD 2 per day in the country increased from 77 % in
1986 to 85 % in 2010. Nigeria's agricultural production and exports, including
palm oil, groundnuts and cocoa, used to represent a large contribution to the
country's economy. Today Nigeria imports all major staples, including rice, fish
and sugar. Corruption is widespread as most recently demonstrated by the
dismissal of the governor of the Central Bank, Lamido Sanusi, after he revealed
that USD 20 billion of oil revenue was 'missing' from the national treasury.
According to the Corruption Perception Index, Nigeria is one of the most
corrupt nations at 144th place and also ranks poorly at 147th place in the Ease
of Doing Business index.

Nigeria's example highlights the additional factors influencing how natural
wealth endowment can affect a country. These factors include the quality of
governance institutions, the ethnic/social homogeneity of the society,
fragmentation of the ruling elite, the type of natural resources exploited and
the cost of their extraction3. There are also theories linking natural resource
exploitation and armed conflict.

Natural resources can also spur positive development if they are connected
with investment in industries which lead to industrialisation and job creation
and 'pull the entire economy'4. According to Alfred Hirschman's theory of
unbalanced growth, governments should invest in selected industries and
create an imbalance favouring industries that can instigate further investment
and industrialisation in sectors that feed into or result from the initial
production. Oil or gas production can spur such positive, reinforcing
momentum for economic development. For example, investment in oil
processing and production capabilities can lead to higher energy outputs,
decreasing the price of electricity and encouraging further growth in power-
intensive – and thus electricity-dependent – industries such as heavy industry.

1.2 Responsibilities of the extractive industry: global initiatives for improved
resource governance

Several legal measures in the USA and the EU and various global civil society
initiatives promote transparency in the extractive industry and aim to fight
corruption and the misuse of resource revenue. These initiatives often

3 Roll, M. Introduction. 2011
4 Peet, R. and Hartwick, E. 'Theories of Development: Contentions, Arguments, Alternatives.
Second Edition. Guilford Press. 2009

http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Could Oil Shine like Diamonds - How Botswana Avoided the Resource Curse and its Implications for a New Libya.pdf
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Could Oil Shine like Diamonds - How Botswana Avoided the Resource Curse and its Implications for a New Libya.pdf
http://www.forbes.com/sites/skollworldforum/2013/08/08/agriculture-is-the-future-of-nigeria/
http://www.bbc.com/news/world-africa-26270561
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The USA and the EU
have adopted legal
measures obliging
companies in the
extractive industry to
report their payments to
foreign governments.

The global Extractive
Industries' Transparency
Initiative (EITI) brings
together civil society,
governments and the
business sector to
promote good
governance in the
extractive sector.

encourage sharing information about negotiations between governments
and the private sector.

The first landmark act, Section 1054 of the Dodd-Frank Act, was passed in the
United States in 2010. This law obliges companies in the oil, gas and mining
sectors trading on the US Stock Exchange to report the amounts they pay
governments, on a country and project basis. Publishing this information
allows citizens to hold their governments accountable regarding spending
and achievements, based on the funds available to them. It also facilitates
governments' overview of the businesses' compliance.

Similar legislation was adopted by the EU in 2013. The updated Transparency
and Accounting Directives require country-by-country reporting on a project
basis for companies in the extractive and logging industries — the latter not
covered by the Dodd-Frank Act — which are listed on EU regulated markets.

The Extractive Industries Transparency Initiative (EITI) offers best practice
guidelines and monitors standards in the industry, encouraging signatory
states to publish annual reports on the entire extractive process, from
licensing to expenditure management. Today, 44 states are either compliant
or have candidate status5; these include low income countries such as Niger to
high income OECD members like Norway.

Civil society organisations (CSOs) support EITI both directly and indirectly
through the Publish What You Pay (PWYP) alliance. PWYP acts as a watch-dog
and monitoring body to ensure accountability and transparency of the
companies in the extractive sector. It brings together over 800 organisations
advocating the use of resource revenue for pro-poor and inclusive
development.

A more recent global initiative is the Natural Resource Charter, which offers
best practice principles and benchmarks on natural resource management for
governments and is overseen by leading political and civil society figures such
as entrepreneur and philanthropist Mo Ibrahim, and is supported by
academics and advocacy activists, including researcher Paul Collier of Oxford
University.

1.3 Current situation in the region

For the time being, the
only oil exporting
country in the region is
South Sudan and the
only gas exporting
country is Mozambique.

Within East Africa, the only commercial exporter of oil is currently South
Sudan, whose capacity has been greatly reduced by political instability and
conflict. Commercial exploitation of gas is underway in Tanzania and
Mozambique, with Tanzania only targeting domestic consumption and
Mozambique exporting to South Africa. Kenya and Uganda have confirmed oil
reserves and are working towards developing the necessary infrastructure for
production, while Ethiopia and Somalia have indications they may have gas
and oil respectively, but are awaiting confirmation of discoveries, depending

5From the countries in the East African region, only Tanzania is compliant

http://www.gpo.gov/fdsys/pkg/PLAW-111publ203/pdf/PLAW-111publ203.pdf
http://www.revenuewatch.org/publications/fact_sheets/costs-criticisms-facts-about-disclosure-rules
http://www.revenuewatch.org/publications/fact_sheets/costs-criticisms-facts-about-disclosure-rules
http://europa.eu/rapid/press-release_MEMO-13-544_en.htm?locale=en
http://europa.eu/rapid/press-release_MEMO-13-544_en.htm?locale=en
http://eiti.org/files/2014-03-26 Factsheet English.pdf
http://www.publishwhatyoupay.org/
http://naturalresourcecharter.org/blog/admin/managing-oil-all-high-level-roundtable-oil-governance
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on political and security circumstances.

The following two chapters portray in detail the status quo in two case studies
—Tanzania (natural gas) and Kenya (oil). Although the case study countries do
not have the largest reserves of their respective resources, their current
political, social and economic situation serves as a strong illustrative example
of the challenges in setting up the necessary regulatory frameworks) and the
added value of EU's technical and financial assistance .

Figure 1:

Map of East Africa's oil and
gas production and
exploration.

Source: Eulalia Claros (EPRS)

Table 1: East Africa oil and gas production and exploration

Country Natural
Resource

Estimated Amount and
Expected Revenue

Recent Developments

Ethiopia On-shore natural
gas

0.88 trillion cubic feet (TCF)

(No data available on
expected revenue)

 Exploration of gas reserves since 1950s, with various
private companies confirming natural gas in Calub and
Hilala fields in Ogaden basin;

 No commercial production due to political instability,
regime changes and disagreements between
governments and companies.

Oil Unknown  In February 2014, exploration in Ogaden region hinted
at potential oil, but commercial viability has not been
confirmed.

Kenya On-shore oil 600 million - 1 billion barrels
estimated in Turkana Basin
alone

 Explorations since 1950s, with confirmed discovery in
2012;

 Further explorations both on and off-shore expected;

http://www.africanbusinessmagazine.com/features/oil-gas/ethiopia-a-lot-of-hot-air-over-gas
http://allafrica.com/stories/201402220141.html
http://allafrica.com/stories/201402220141.html
http://www.tullowoil.com/index.asp?pageid=137&category=&year=Latest&month=&tags=84&newsid=878
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USD 70 billion 6  Commercial extraction possible in 2016 (transported
over land), and through a planned pipeline from 2019).

Natural gas Unknown  Some natural gas discovered off-shore with
commercial viability still being examined

Mozambique On and off-shore
natural gas

152 - 225 TCF (100 TCF
confirmed)

USD 30 billion/year under
current prices on Asian
Markets (based on exports of
55 billion cubic cm a year)

 First commercial gas export to South Africa through
SASOL in 2004

 2012 off-shore discovery by ENI and Andarko in
Rovuma basin confirming large amounts of
commercially viable natural gas

 Production expected in 2018 -2020

Somalia Oil and gas Unknown  In 2013, the government signed an agreement for
exploration work to update information on oil and
gas off the coast of Somalia, as no exploration has
been conducted since the beginning of the civil war
in 1990s.

Somaliland
(semi-
autonomous
region)

Oil and gas Unknown  2D seismic explorations are anticipated in 2014 by
several international/multi-national companies in the
region, with licences/agreements issued by the
autonomous region. The political situation between
Somaliland and the federal government in
Mogadishu represents a legal uncertainty for
international companies wanting to operate in the
region.

Puntland
(semi-
autonomous
region)

Oil Unknown  The government issued an exploration licence in
2012 for the Dharoor oil block, which has not yielded
any discoveries and further seismic studies are to be
conducted in Dharoor and Nugaal blocks by 2015.

South Sudan On-shore oil 3.5 billion barrels

USD 15 million/day (under
current output of 150 000
barrels/day)

 Combined with Sudan, the oil reserves of 5 billion
barrels are located in the Muglad and Melut Basins
across the borders;

 Disagreements with Sudan (on transit fees from land-
locked South Sudan) negatively impacted production
in 2012;

 Lack of political trust and fragile agreements
between the two countries limit the oil production;

 Internal conflict since late 2013 forced the shut-down
of oil production in all states expect Upper Nile
State.

On-shore natural
gas

3 TCF
(No data available)

 Flared or re-injected; with no major developments

Tanzania On and off-shore
natural gas

43.1 TCF

USD 430 billion

 Following discoveries in the 1980s and 1990s on
shore, first round of off-shore licencing in 2000;

 Discoveries confirmed on shore in additional
localities in 2007; first deep sea finds in 2010;

 Commercial extraction from deep sea wells expected
in 2020/2021

Oil Unknown  Potential oil in Kilombero Basin (further seismic
studies in preparation for 2014), no commercial
extraction confirmed.

Uganda On-shore oil 3.5 billion barrels

estimated USD 2 billion/year
years from commencement
of production

 Major discovery in 2006;
 Expected commercial extraction and flows in 2018

6 Estimated revenue is based on current oil prices of USD116/barrel)

http://www.reuters.com/article/2014/01/16/tullow-kenya-idUSL5N0KQ0XD20140116
http://uk.reuters.com/article/2013/10/10/energy-gas-africa-idUKL5N0HM2Q020131010
http://uk.reuters.com/article/2013/10/10/energy-gas-africa-idUKL5N0HM2Q020131010
http://www.somalicurrent.com/2013/10/13/oil-and-gas-exploration-in-somalia-hope-and-challenge/
http://www.ibtimes.com/somaliland-oil-minister-breakaway-region-basket-case-somalia-says-east-africa-new-middle-east
http://www.bloomberg.com/news/2014-01-07/somalia-s-puntland-to-elect-new-president-in-parliamentary-vote.html
http://www.eia.gov/countries/cab.cfm?fips=su
http://www.eia.gov/countries/cab.cfm?fips=su
http://www.bloomberg.com/news/2014-03-30/south-sudan-s-rebel-leader-machar-vows-to-target-key-oil-fields.html
http://allafrica.com/stories/201311081082.html
http://allafrica.com/stories/201302240152.html
http://allafrica.com/stories/201302240152.html
http://www.oilreviewafrica.com/exploration/exploration/tanzania-licence-holding-12-5-million-to-110-5-mn-barrels-of-oil
http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/25-oil-discoveries-uganda-kuteesa
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2 Tanzania: Game-changing natural gas reserves?

Tanzania is one of the
world's least developed
countries.

A new constitution is
expected to be
approved before the
2015 elections.

Tanzania, a federal republic composed of mainland Tanzania and the islands
of Zanzibar, is one of the least developed countries in the world. Despite
sustained economic growth, Tanzania has been unable to transform its
mineral wealth (it is the fourth largest gold producer in Africa) or its
agricultural production (coffee, tobacco, and sisal) into effective poverty
reduction.

Since independence in 1961, the country has been dominated by the CCM
(Chama Cha Mapinduzi), the political party of Tanzania's first president Julius
Nyerere. The country has held several peaceful multi-party elections since
1992, but is ranked only as 'partly free' by Freedom House, due to persistent
problems with corruption (ranked 111/177 in the world), limited freedom of
the press, and lack of judicial independence. The current president Jakaya
Kikwete (CCM) is expected to step down ahead of the 2015 elections. Since
2011 a constitutional review has been underway; a second draft of the revised
constitution was released late in 2013 and is expected to be approved in
referendum, although on-going disagreements within the parliament on the
government structure threaten to delay the process. Tanzania has a peaceful
history — notwithstanding occasional tensions and violent incidents in
Zanzibar7 — despite its heterogeneous population, made up of over 130
ethnic groups.

2.1 Gas Sector

Tanzania already
produces LNG for
domestic use from the
Songo Songo and Mnazi
Bays.

Since 2007 discoveries
on-shore have been
made in three additional
locations.

Tanzania currently produces LNG for domestic consumption from the Songo
Songo and Mnazi Bays, but only 1.5 % of energy demand was met by gas in
2010, with dominant source being biomass (80 - 90 %)8. Although gas
discoveries in these basins date to the 1970s, commercial production did not
start until the mid-2000s. The preparation for the production from Songo
Songo lasted four years, and its current output — 130 million standard cubic
feet per day (MMSCFD) — generates heating and power for businesses in Dar
es Salaam, but does not meet the demand. Mnazi Bay started producing in
2006 and is connected via pipelines to a processing plant in Mtwara, which
processes up to 10 MMSCFD per day and generates power for the Mtwara and
Lindi regions. The on-shore discoveries in Mkuranga (2007), Kiliwani (2008)
and Ntorya (2012) are not yet in commercial production, but are expected to
be connected to the pipeline network currently developed between Mtwara
and Dar es Salaam (see section 3.3)9.

The country’s gas exploration is currently focused on deep off-shore wells,
where several major finds were confirmed in ‘Blocks 1-4’ and have estimated

7 Freedom House Report 2013
8 Bauner, D. et al. Sustainable Energy Markets in Tanzania Report II: Analysis and
conclusions. Stockholm Environment Institute 2012.
9 Muhongo, S. 'Tanzania: An Emerging Energy Producer.' 2013

http://www.freedomhouse.org/report/freedom-world/2013/tanzania
http://www.renetech.net/wp-content/uploads/2013/03/Sustainable_Energy_Markets_in_Tanzania_II_final.pdf
http://www.renetech.net/wp-content/uploads/2013/03/Sustainable_Energy_Markets_in_Tanzania_II_final.pdf
http://www.chathamhouse.org/sites/default/files/public/Research/Africa/260213presentation.pdf


Will development in East Africa be fossil-fuelled?

11

The current focus of
exploration is deep sea
off-shore blocks, which
have 35 trillion cubic
feet (TCF) of confirmed
reserves.

capacity of 35-38 trillion cubic feet (TCF) of gas. Seven additional blocks,
including one on Lake Tanganyika, have been licensed through May 2014 as
part of the current, fourth round of licensing. Nearly 70 wells have been drilled
in Tanzania during the last six decades of exploration.

International oil and gas companies, including major European enterprises,
operate in Tanzania through locally incorporated subsidiaries or national
branches. The following European companies, which operate either through
sole or share licenses, have confirmed finds of gas in their deep sea blocks: BP
(UK), Ophir (UK), and Statoil (Norway). Other European companies active in
Tanzanian exploration include Shell (Netherlands), Afren (UK), Aminex (UK),
Solo Oil (UK), Norwegian Energy (Norway), and Manuel et Prom (France). Non-
European companies with licences for the Tanzanian market come from
Australia, Brazil, Canada, the UAE and the USA.

Figure 2:

Map of Tanzania's gas
discoveries and
exploration blocks.

Source: Eulalia Claros (EPRS)

Table 2: Confirmed gas discoveries in Tanzania
On Shore Deep Sea Blocks Off Shore

Area Companies

Highest
Estimated
Capacity
(in TCF)

# Companies Wells

Highest
Estimated
Capacity
(in TCF)

Songo
Songo

Pan African Energy
(TZ) 2.5

1 BG Group (UK) and
Ophir (UK)

Jodari:1,
North 1, and
South 1
Chaza 1
Mzia1&2
Mkizi 1

12.37

Mnazi Bay Maurel et Prom (FR) 5 2 Statoil (Norway) and
Exxon Mobil (USA)

Lavani 1&2
Zafarani 1&2
Tangawizi
Mronge 1

16.4 -
confirmed
(17 - 20
estimated as
of 12/2013)

Mkuranga 0.2 3 BG (UK) and Ophir
(UK) Papa1 2.0

http://www.tz-licensing-round.com/pdf/brochure_lr.pdf
http://www.tz-licensing-round.com/pdf/brochure_lr.pdf


Policy Department, Directorate-General for External Policies

12

Kiliwani
North

Aminex (UK), Rakgas
(UAE), and Bounty Oil
and Gas (NL)

0.07
4 BG (UK) and Ophir

(UK)

Chewa 1
Pweza 1
Ngisi 1

3.5

Ntorya Aminex (UK) and Solo
Oil (UK) 0.178

Sub-Total 8 Sub-total 35.1
Total 43.1

Source: Ledesma, D. 2013 ' East Africa Gas - Potential for Export' Oxford Institute for Energy and Tanzania Petroleum
Development Corporation 2014

2.2 Government actors and legal framework

The main parastatal
body responsible for the
gas sector is the
Tanzania Petroleum
Development
Corporation (TPDC).

TPDC is both a regulator
and a commercially
active entity. These
functions will be
separated in the future.

Tanzania’s Ministry of Energy and Minerals (MEM) — currently headed by
Sospeter Muhongo — is responsible for creating conditions for the energy
sector to fuel socio-economic development and poverty reduction in
accordance with the Tanzania Development Vision 2025.

Tanzania Petroleum Development Corporation (TPDC) is a fully government-
owned parastatal established in 1973. Serving the MEM, TPDC executes
petroleum exploration and development policies, including by contracting
licences and issuing concessions. It also has commercial responsibilities,
including storage and distribution. It has a share in the Songo Songo and
Mnazi Bay projects and previously managed shares in Tanzania International
Petroleum Reserves Ltd (a joint-venture with Oryx Energies, which serves as a
tank farm mass storage), TAZAMA pipeline Ltd and several oil companies,
which were transferred to the Ministry of Finance. Currently, two offshore
blocks bordering Mozambique have been reserved for the TPDC to explore in
the future.

The Energy and Water Utilities Regulatory Authority (EWURA) is an
autonomous regulatory authority, established in 2001 to promote
competition, to protect consumers and the environment, and to share
information to enhance awareness and promote services for consumers,
especially those from vulnerable communities. Its legal mandate includes
providing licences,10 regulating rates and monitoring existing standards
according to the national legal system.

In November 2013, Tanzania adopted its National Natural Gas Policy (previous
versions dated from 1992 and 2003), which sets out the country's objectives
and priorities to be achieved by updating existing legislationand by setting up
new laws11, parastatal bodies and policy frameworks. It focuses on mid-and
downstream sectors, as upstream (including exploration, development and
production) is governed by existing legislation and covered by separate

10 In the case of natural gas, EWURA provides licences for downstream activities, namely
processing and transportation, shipping, distribution, supply, and import/export, while
TPDC is responsible for upstream industry.
11 Specifically referring to the Natural Gas Act, Natural Gas Revenue Management Act,
Income Tax Act (Cap. 332) and EWURA Act (Cap. 414).

http://www.mem.go.tz/
http://www.tpdc-tz.com/tpdc/
http://www.ewura.go.tz/newsite/
http://www.tanzania.go.tz/egov_uploads/documents/Natural_Gas_Policy_-_Approved_sw.pdf
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Tanzania adopted a new
National Natural Gas
Policy in 2013, focusing
on mid- and
downstream industries.

The policy establishes a
revenue fund similar to
those in Algeria and
Norway.

Tanzania is carrying out
its fourth round of
licensing, using a model
production sharing
agreement (MPSA).

MPSA stipulates that the
government can acquire
no less than 25 % share
in any development
area.

policies. This separation and the lack of clarity on future guiding policy for the
upstream sector have been criticised12.

Some of the crucial provisions within the policy include:

 The creation of a National Gas Revenue Fund, similar to those in Norway,
Algeria or Libya. This fund would be managed by the Central Bank
according to an associated institutional and legal framework for the
development of the sector, in order to facilitate future growth and
investment.

 The establishment of a national company to pursue country's
commercial interest in the sector, and of a regulatory body. (In the oil
industry these two functions are currently combined in the TPDC.)
Minister Muhongo has expressed his support of a model similar to
Algeria's Sonatrach or Malaysian Petronas in which the government-run
oil and gas companies have been involved in commercial activities in
the sector.

 A focus on the local population and market. This is to be accomplished
by prioritising the domestic market over export; facilitating value-added
processing, industrial parks, value chains for various natural gas
products; or ensuring that the local population benefits from the
generated revenue.

 An engagement in the development and operation of natural gas
infrastructure through national companies via public-private
partnerships (PPPs) and the establishment of processing plants on-
shore; (rather than off-shore as preferred by international gas
companies).

The strategy also touches on regional cooperation, civil society engagement,
security, gender sensitiveness, training and skills building for the local
communities, as well as a policy monitoring and evaluation system.

In 2013, Tanzania also updated its 2008 Model Production Sharing Agreement
(PSA), which is used for negotiating the current round of licencing between
the government of Tanzania and private companies. Some of the main
changes include greater provisions for local content (use of domestic goods,
services and materials), increased expenditure on local training, levies for
capital gains, decrease in contractors' profit shares and higher royalties.
According to the MPSA, the government of Tanzania can acquire no less than
a 25 % share interest in any development area through the TPDC as a
contribution towards expenses.

Tanzanian policy planning in the extractive and land sectors has been

12 Kafumu, P. 'National Policy on Natural Gas Grossly Inadequate.' IPP Media. 2013. And
Norton Rose Fulbright. Tanzania Natural Gas Policy. 2014

http://www.theeastafrican.co.ke/news/Tanzania-to-set-up-fund-from-gas-to-finance-development/-/2558/2103170/-/10v9u9sz/-/index.html
http://allafrica.com/stories/201401140088.html?viewall=1
http://allafrica.com/stories/201401140088.html?viewall=1
http://www.reuters.com/article/2013/11/19/tanzania-gas-policy-idUSL5N0J43ZL20131119
http://www.reuters.com/article/2013/11/19/tanzania-gas-policy-idUSL5N0J43ZL20131119
http://www.tpdc-tz.com/Model Production Sharing Agreement (2013).pdf
http://www.kslaw.com/library/newsletters/EnergyNewsletter/2014/January/article3.html
http://www.ippmedia.com/frontend/?l=61885
http://www.nortonrosefulbright.com/knowledge/publications/110979/tanzania-natural-gas-policy


Policy Department, Directorate-General for External Policies

14

supported by the Group of 8 through the G8-Tanzania Transparency
Partnerships on Lands and Extractives.13 This two-fold programme was
launched at the group's June 2013 summit in Northern Ireland and aims to
build on Tanzania's engagement with EITI and improve the quality and depth
of information within the extractive sector, while promoting secured tenure
rights, especially for women and other vulnerable groups.

2.3 Economy, trade and foreign direct investment

The Tanzanian economy
has a strong growth rate
(7.1 % in 2013), driven
by services, industries
and construction.

The construction sector
is boosted by natural
gas-related
infrastructure projects.

Agriculture remains the
backbone of the
Tanzanian economy,
providing employment
for 75 % of the
population.

The Tanzanian economy has performed well over the last decade, with
sustained GDP annual growth rate of at least 6 % and a peak of 7.1 % in 2013.
Economic growth has been driven by the mining sector, services (notably
banking and telecommunications), industries and construction.

The construction sector has benefited from natural gas-related infrastructure
projects, such as the USD1.2-billion pipeline connecting Mtwara and Dar es
Salaam, financed by the China Import-Export Bank, which will have the
capacity to transport 784 cubic feet of gas a day. The government has also
initiated the construction of a pipeline connecting Songo-Songo and Dar es
Salaam, as well as a gas processing plant in Mtwara to be completed by the
end of 2014. These investments suggest the potentially positive impact of gas
discoveries on the country's development, notably in the construction sector.

Nonetheless, the backbone of the Tanzanian economy is agriculture, which
contributes 27.7 % of GDP and employs 75 % of the population, including
many women. The country's rain-fed agricultural systems are
underperforming and vulnerable to external shocks. Structural reforms
focused on modernisation, production inputs support and investments in
irrigation are needed to curb the sector's decline, as it remains crucial for the
poor rural population.

Figure 3:
Sectors of the Tanzanian
economy

Source: World Bank

In spite of the global economic recession, Tanzania profited from the
sustained demand and high price of gold in 2011 and 2012 when gold exports

13 Following the severing of relations with Russia, Group of 7 countries confirmed their
commitment to supporting extractive partnerships launched in 2013 at the Brussels summit
in June 2014

https://www.gov.uk/government/world-location-news/g8-tanzania-transparency-partnerships-on-lands-and-extractives
https://www.gov.uk/government/world-location-news/g8-tanzania-transparency-partnerships-on-lands-and-extractives
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/East_Africa_Quarterly_Bulletin_-_Fourth_Quarter_2013.pdf
http://www.tanzaniainvest.com/energy-mining/news/1064-songosongo-dar-es-salaam-gas-pipeline-construction-on-schedule
http://www.tanzaniainvest.com/energy-mining/news/1064-songosongo-dar-es-salaam-gas-pipeline-construction-on-schedule
http://europa.eu/rapid/press-release_MEMO-14-402_en.htm
http://europa.eu/rapid/press-release_MEMO-14-402_en.htm
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Gold exports and
services drive economic
growth, but do not
provide high added
value or employment.

grew by 18 % and the strong performance of the mining sector was also
sustained in 2013 — focusing on gold and tanzanite. Although the mining
sector contributes substantially to the country's economy, Tanzania has been
unable to fully profit fiscally from the sector. The 2010 Mining Act is expected
to address this problem by increasing royalties and government stakes in
future projects. Moreover, the extractive industry does not generate high
employment, and its focus on the export of low value-added minerals makes
the country susceptible to global price shocks14. The experience from this
sector serves as a vivid example of the importance of establishing adequate
legislation and policy for natural gas exploitation to contribute to Tanzania's
inclusive growth.

Tanzania is deepening
its regional integration
which is shown by
higher volumes of trade
with countries such as
Kenya and South Africa.

Tanzania's trade is also
increasingly directed
towards India and China,
moving away from EU
markets.

As a member of the East African Community (EAC) and the Southern Africa
Development Community (SADC), Tanzania is pursuing regional integration
and easing its customs and trade regimes. Over the last five years both imports
and exports of merchandise within the two regions grew extensively, with
Kenya and South Africa being Tanzania's largest trade partners in the
respective regions. It is regional value chains that are expected to provide
Tanzania with biggest gains and potential for value-added trade.

Over the last few years Tanzania has moved its trade orientation away from
Europe and towards Asian markets - primarily India and China. While the EU-
Tanzania export relations revolve around agricultural commodities (food,
beverages and tobacco), the imports from the EU are mainly industrial
(machinery and transport equipment). Similarly, the majority of Tanzanian
exports to Asia comprise of little value-added agricultural products but
increasingly raw minerals. Reversely, Tanzania imports petroleum/oil products
and intermediary industrial products for the automotive and energy sectors.
Newly-discovered natural gas would also most likely be oriented towards
Asian markets, further intensifying the latest trends, while at the same time
potentially decreasing the considerable trade imbalance that Tanzania has vis-
à-vis this region.

Table 3: Tanzania's top 5 trading partners in 2012 Source: DG Trade

Origin of imports Destination of exports Trade partners

# Origin € million % # Destination € million % # Partner € million balance

China 1 790 21.3 1 EU 418 17.5 1 China 2 060 -1 520

2 India 1 367 16.3 2 India 346 14.5 2 India 1 713 -1 021

3 EU 1 042 12.4 3 China 270 11.3 3 EU 1 460 -624

4
South
Africa

566 6.7 4 Japan 150 6.3 4
South
Africa

612 -520

5 Kenya 503 6.0 5 UA Emirates 117 4.9 5 Kenya 550 -456

All  imports: 8 397 All exports: 2 392 Balance of trade: -4 141

14 African Development Bank and OECD. African Economic Outlook: Tanzania 2013

http://www.africaneconomicoutlook.org/fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Tanzanie_EN.pdf
http://www.africaneconomicoutlook.org/fileadmin/uploads/aeo/2014/PDF/CN_Long_EN/Tanzanie_EN.pdf
http://www.africaneconomicoutlook.org/en/countries/east-africa/tanzania/
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The discovery of gas
reserves has spurred
foreign direct
investment (FDI) inflows,
including for
infrastructure projects,
such as the Bagamoyo
port.

Structural problems
such as corruption,
restrictive land
ownership legislation
and energy shortages
hinder further
investment in the
country's productive
sectors.

Natural gas-fuelled
energy production could
be a major game
changer.

The Tanzania Investment Centre and its Zanzibar counterpart are the main
agencies responsible for promoting and facilitating foreign direct investment
(FDI) in the country, including by sharing information about joint-ventures
with local companies. The federation has been very successful in securing
foreign investment, which has recently been boosted by the discoveries of
natural gas. British Petroleum announced it would invest USD 500 million for
further gas exploration in the country. Dutch BAM International will be
investing USD 164 million for the Julius Nyerere international airport in Dar es
Salaam, and China Merchants Holding International agreed to an USD
11billion investment in the Bagamoyo port. Tanzania's 2015 elections are seen
by some companies as an important moment to determine their future
investments in the country.

Issues adversely affecting Tanzania's ability to attract investment include
restrictive land ownership legislation, corruption and shortages of skilled
labour. Chronic energy shortages and frequent outages are also problematic.
The main electricity provider in the country is the government-owned
TANESCO, which generates, transmits and distributes electricity, and currently
provides 98 % of the country's power. According to the UNDP, only 39 % of
the country's urban population and 2 % of its rural population have access to
electricity. The majority of the country' energy is generated from hydro-dams,
and low water levels are causing power outages. TANESCO has been running
major operating deficit (USD 246 million as of April 2013) and has been
subsided by the government. In January 2014, TANESCO increased its tariffs by
nearly 40 % for domestic users in an effort to generate more revenue; this
followed previous raises of 70 % in 2008 and 40 % in 2012 to decrease its
reliance on government subsidies. Currently, only 40-45 % of electricity in the
country is generated from natural gas — the new discoveries and pipelines are
therefore expected to address the energy problem, thereby permitting further
industrialisation and economic growth in associated sectors. If appropriate
policies and safeguards are put in place, this could contribute to the country's
equitable growth.

3 Kenya: A regional leader – also in oil production?

Kenya is East Africa’s
regional leader, but
faces significant
challenges.

Kenya is the largest economy in the EAC with a GDP of EUR 22 billion in 2012.
The country nonetheless faces several socio-economic development issues,
including high levels of poverty (estimated at 46 % in 2009) and youth
unemployment (estimated at 25 % among those aged 18-34).

Since 2010, when a new constitution came into force, Kenya has undergone
political transformation. These changes followed the 2007-2008 post-election
violence, triggered by discontent with the political system and the
politicisation of ethnic identities. The 2010 constitution introduced a new

http://www.trademarkea.com/with-11bn-bagamoyo-port-tanzania-prepares-to-take-on-ea-hub-mombasa/
http://www.trademarkea.com/with-11bn-bagamoyo-port-tanzania-prepares-to-take-on-ea-hub-mombasa/
http://www.trademarkea.com/with-11bn-bagamoyo-port-tanzania-prepares-to-take-on-ea-hub-mombasa/
http://www.state.gov/e/eb/rls/othr/ics/2013/204744.htm
http://www.state.gov/e/eb/rls/othr/ics/2013/204744.htm
http://www.undp.org/content/undp/en/home/ourwork/environmentandenergy/strategic_themes/climate_change/carbon_finance/CDM/tanzania.html
http://www.undp.org/content/undp/en/home/ourwork/environmentandenergy/strategic_themes/climate_change/carbon_finance/CDM/tanzania.html
http://www.undp.org/content/undp/en/home/ourwork/environmentandenergy/strategic_themes/climate_change/carbon_finance/CDM/tanzania.html
http://www.oilreviewafrica.com/gas/gas/new-tanzanian-gas-pipeline-set-to-be-commissioned-in-2014
http://www.oilreviewafrica.com/gas/gas/new-tanzanian-gas-pipeline-set-to-be-commissioned-in-2014
http://www.undp.org/content/dam/undp/library/Poverty Reduction/Inclusive development/Kenya_YEC_web(jan13).pdf
http://www.undp.org/content/dam/undp/library/Poverty Reduction/Inclusive development/Kenya_YEC_web(jan13).pdf
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The 2010 constitution
introduced new political
arrangements.

Some of the country's
democratic deficits
include corruption and
weak transparency and
accountability.

electoral system with direct presidential elections, which was put to the test in
March 2013, when Uhuru Kenyatta was elected15. The constitution also
reformed the judiciary, reduced the powers vested in the presidency and
improved the system of checks and balances. A large degree of
decentralisation was also introduced, with powers transferred to 47 county-
level authorities.

Nevertheless, the country is still facing several democratic deficits including
the persistent role of ethnic and religious identities in politics, limited media
freedom and high levels of corruption as demonstrated by its 136th ranking
out of 177 countries of the Corruption Perception Index. Institutional
weakness and the lack of civil society engagement in budget transparency
and accountability processes pose a restriction on the good governance
progress in the country.

3.1 The oil sector

Kenya has been
exploring oil and gas
reserves since the 1950s.

Commercially viable
discoveries have been
made since 2012 by
Tullow and Africa Oil in
the poor and drought-
prone Turkana region.

Oil exploration in Kenya started in the 1950s in the Lamu basin, but did not
yield commercially viable results for several decades. Between the 1970s and
the 1990s, international companies such as BP, Shell, Total and Exxon drilled
wells on- and off-shore in the Lamu, Mandera and Anza basins, with many
proving dry, showing non-commercial gas, oil staining and oil shows. As a
result, the country currently does not produce any oil domestically and relies
fully on imports to meet its oil demand. The petroleum market (product prices,
marketing and distribution) was deregulated in 1994 to increase efficiency and
encourage private involvement16. As of January 2014, Kenya is divided into 44
blocks for the purpose of licencing, with seven more blocks to be added in the
future. To date, 39 wells have been drilled, with commercial successes
confirmed so far only in the Turkana region (blocks 10BB and 13T), which are
licenced to Tullow Oil (UK) and Africa Oil (Canada).

Turkana is one of the poorest counties in Northern Kenya. Bordering South
Sudan, Uganda and Ethiopia, it is drought-prone. In 2014 humanitarian
concerns were raised by international NGOs, warning that more than 300 000
people there were in need of food and water due to a delayed rainy season. A
2013 discovery of water aquifers in Turkana represented a major development
for the region and a potential solution to water scarcity problems. The Turkana
population has high levels of illiteracy as well as poverty, and the discovery of
oil has led to high expectations about infrastructure (roads, schools and
hospitals) to be developed for the mainly pastoralist population. Managing

15 The candidature of Uhuru Kenyatta was surrounded by legal controversy, as he has been
prosecuted by the International Criminal Court in relations to the 2007 violence, but was
cleared to run by the Kenyan High Court.
16 Munyua, J. and Ragui, M. 'Drivers of Instability in Prices of Petroleum Products in Kenya.'
Prime Journal of Business Administration and Management. 2013.

http://www.freedomhouse.org/report/freedom-world/2014/kenya-0
http://www.bloomberg.com/news/2013-08-19/kenya-from-nowhere-plans-east-africa-s-first-oil-exports-energy.html
http://www.theguardian.com/global-development/2014/mar/26/kenya-drought-triggers-fears-humanitarian-crisis
http://www.theguardian.com/global-development/2014/mar/26/kenya-drought-triggers-fears-humanitarian-crisis
http://www.africareview.com/News/Kenya-finds-huge-water-reserve-in-arid-Turkana-region/-/979180/1988644/-/81b6m2/-/index.html
http://www.primejournal.org/BAM/pdf/2013/mar/Munyua and Ragui.pdf
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Managing the local
population’s high
expectations is a major
challenge for the sector.

these expectations is one of the main challenges for the government and the
industry at the present17.

European companies currently holding licences in Kenya through local
subsidiaries include Adamantine Energy (UK), Afren (UK), Total (France), EAX
(UK), Ophir (UK), Dominion Petroleum (UK), ENI (Italy), Cove (UK) and Tullow
(UK). Numerous companies from Australia, Canada, Nigeria and the USA also
hold licences across the country.

Figure 4:

Map of Kenya's oil
discoveries and
exploration blocks.

Source: Eulalia Claros
(EPRS)

Table 4: Oil fields and confirmed discoveries in Kenya

Area Blocks Companies
Wells Highest

Estimated
Capacity

Tertiary Rift Basins

10BA/10BB/12
A/13T

Tullow Oil
(UK)/Africa Oil
(Canada)

Ngamia (10BB -05/2012);
Etuko (10BB - 05/2013);
Twiga South 1 (13T - 02/2013)
Ekale (13T 09/2013
Agete  (13T - 11/2013)
Among (10BB -01/2014
Ewoi (10BB -01/2014

1 billion barrels

Lamu
Basin

on shore

No confirmed discoveries

off shore
deep off shore

Anza Basin

Mandera Basin

Total 1 billion barrels

Source: Kenya Ministry of Energy and Petroleum (2013), and Tullow Oil (2014)

17 Omiti, J. Interview. Brookings Institution. 2014; and Wanguhu, C. East Africa’s Oil and Gas
Boom - Promise and Peril Brookings Institution. 2014

http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/24-kenya-oil-boom
http://www.brookings.edu/events/2014/02/20-east-africa-oil-gas
http://www.brookings.edu/events/2014/02/20-east-africa-oil-gas
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3.2 Government actors and legal framework

There are more than a
dozen government
bodies directly or
indirectly vested in the
sector.

The Kenyan government
has a share in the only
existing petroleum
refinery and owns the
national oil corporation
and a pipeline company.

Kenya is currently
preparing several
important pieces of
legislation to replace
outdated provisions on
the oil sector.

The new National
Energy Bill is expected to
be passed by the
country's parliament in
June 2014. Until then,
new licensing is on hold.

The Ministry of Energy and Petroleum, currently headed by Cabinet Secretary
David Chirchir, has primary responsibility for developing and implementing
policy in the areas of renewable energy — including wind, solar and geo-
thermal — electric power, oil and fossil fuels. The Cabinet Secretary appoints
the heads of the Energy Regulatory Commission, Kenya Power, Kenya
Electricity Generating Company and other government control bodies and
companies.

Kenya Petroleum Refineries Ltd (KPRL) was set up by Shell, BP and Chevron to
sell to the East African market and was incorporated in 1960 as East African Oil
Refineries Ltd. The refinery facility, built in 1974, is based in Mombasa and
processes crude oil, which is imported mainly from the Gulf states. The
government of Kenya has a 50 % share, with Essar Energy Limited holding the
other half. Following the 1994 deregulation, foreign companies are not
obliged to rely on KPRL to import oil for refining.

National Oil Corporation of Kenya (NOCK) is a 100 % government-owned
corporation responsible for importing crude oil. Set up in 1984, NOCK is used
for the implementation of government’s policies on exploration, infrastructure
and downstream industry. NOCK, which operates numerous petrol stations in
the country, has a 10 % retail market share .

Kenya Pipeline Company (KPC) also established in the 1970s, is a fully
government-owned corporation responsible for transporting oil from
Mombasa to the interior, for storing and distributing petroleum products, and
for constructing and managing the country’s pipeline network and storage
and loading facilities for transportation.

The Parliament of Kenya (National Assembly and the Senate) must – under the
2010 constitution – ratify grants and concessions for exploiting natural
resources.

The National Land Commission (NLC) was created by the 2010 constitution
and established in 2012 as an independent body. The NLC provides policy
advice, manages public land on behalf of the government, and intervenes in
cases of land disputes.

The legislative framework for Kenya's energy sector – and its oil sector in
particular – is either outdated or lacking. The 2010 constitutional change
outlined important legislative and policy work to be implemented, but this has
yet to be enacted. A new National Energy Bill —in its fifth and final draft
version — is awaiting approval by the Kenyan Parliament, which is expected
to occur in summer 2014. The law has long been in the works and has delayed
the licensing rounds for new blocks. This will take place only when the new
legislation is in place, as this will tighten the existing measures and introduce
direct competition for licences, royalty payments, local content requirements
and a new body, the National Fossil Fuels Advisory Committee. The legislation
will not, however, make disclosures mandatory on a project basis.

Other important pieces of legislation currently being drafted are the Natural

http://www.energy.go.ke/index.php/news
http://www.kprl.co.ke/faq.php
http://nationaloil.co.ke/site/index.php?flag=home
http://www.kpc.co.ke/who-we-are/profile
http://www.parliament.go.ke/
http://uk.reuters.com/article/2014/01/08/kenya-exploration-law-idUKL6N0KI1RM20140108
http://uk.reuters.com/article/2014/01/08/kenya-exploration-law-idUKL6N0KI1RM20140108
http://www.epmag.com/Technology-Regulations/Kenyas-Energy-Bill-Delays-Oil-Licensing-Round_124406
http://www.epmag.com/Technology-Regulations/Kenyas-Energy-Bill-Delays-Oil-Licensing-Round_124406
http://energy.globaldata.com/media-center/press-releases/oil-and-gas/kenyas-first-licensing-round-not-expected-until-q4-2014-at-the-earliest-says-globaldata
http://energy.globaldata.com/media-center/press-releases/oil-and-gas/kenyas-first-licensing-round-not-expected-until-q4-2014-at-the-earliest-says-globaldata
http://www.theeastafrican.co.ke/business/Kenyan-Senate-crafts-Bill-on-sharing-of-natural-resources/-/2560/2111700/-/t0asd9/-/index.html
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The County Royalties Bill
will set up a 75-20-5 split
in royalties to be divided
among the national
government, the
counties and the local
communities
respectively.

The Community Land
Rights Bill will establish
revenue-sharing and
compensation
mechanisms.

Resources (County Royalties) Bill 2013 and the 2013 Community Land Rights
Bill (CLRB). The county royalties' bill, drafted by the Senate, envisions a split of
75-20-5 of the percentage of royalties to be paid to the national government,
the county government and local community respectively. The CLRB is a
crucial component in the establishment of appropriate revenue and profit
sharing mechanisms, which would allow local communities to benefit from
natural resources. During the colonial and post-colonial eras, land reform was
focused on the individualisation of tenure rights, in contradiction to the
customary laws, and this deprived many vulnerable groups of land. Currently,
three types of land ownership exist – public, community, and private – with
unregistered community land held in trust by the country government. This
system has allowed communities access to land, but further legislation would
clarify administrative procedures and compensation mechanisms, which
ought to be harmonised with legislation on natural resources18. The lack of
such legislation has caused problems for oil companies, as they are unable to
ascertain whether the land is unclaimed or belongs to a specific community
that could contest the companies' operations. 19

In line with international initiatives (see Section 1.2), in October 2013 the
Institute for Human Rights and Business launched the Nairobi Process, which
advocates an inclusive resource-wealth utilisation that respects human rights
and may thereby help Kenya grow into a regional role model. The initiative
raises awareness of existing standards, including the UN Guiding Principles for
Human Rights in Business, and works with various stakeholders in the sector,
including notably international companies working in the country and
supporting the evaluation of human rights in their business operations.

3.3 Economy, trade and foreign direct investment

Kenya's economy is
driven by services —
especially information
and communications
technology (ICT) and
banking.

Manufacturing is
hampered by
international
competition, high
production costs and
low technology levels.

Kenya's economy is dominated by the services sector, including banking,
tourism and communication. The sector has boomed in recent years,
especially through mobile phone financial service initiatives. Kenya is also
profiling itself as a regional ICT hub, and the sector grows on average by 20 %
each year. The number of internet users has reached 17 million – 36 % of the
population20.

Within the industrial sector, manufacturing remains the highest contributor to
GDP (9.2 %). However, manufactured goods face strong international
competition, high costs of production, and low technology levels21. Oil
discoveries may boost the mining and construction sectors with their
infrastructure requirements – such as pipelines, ports, and processing, storage
and transition facilities – and thereby positively contribute to the country's
development.

18 Odote, C. 'The Legal and Policy Framework Regulating Community Land in Kenya: An
Appraisal.' Friedrich Ebert Stiftung. 2013
19 Veit, P. 'Interview.' Brookings Institution. 2014
20 Kenya Institute for Policy Research and Analysis. 'Kenya Economic Report.' 2013
21 UNCTAD. 'Report on the Implementation of the Investment Policy Review.' 2013

http://www.theeastafrican.co.ke/business/Kenyan-Senate-crafts-Bill-on-sharing-of-natural-resources/-/2560/2111700/-/t0asd9/-/index.html
http://www.ihrb.org/about/programmes/nairobi-process.html?gclid=CMHlgpDYr70CFZShtAodYHUA3A
http://www.ohchr.org/Documents/Publications/GuidingPrinciplesBusinessHR_EN.pdf
http://www.ohchr.org/Documents/Publications/GuidingPrinciplesBusinessHR_EN.pdf
http://www.state.gov/e/eb/rls/othr/ics/2013/204669.htm
http://www.state.gov/e/eb/rls/othr/ics/2013/204669.htm
http://www.fes-kenya.org/media/publications/Legal and Policy Framework Regulating Community Land in Kenya 2013.pdf
http://www.fes-kenya.org/media/publications/Legal and Policy Framework Regulating Community Land in Kenya 2013.pdf
http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/24-kenya-oil-boom
http://www.kippra.org/downloads/Kenya Economic Report 2013.pdf
http://unctad.org/en/PublicationsLibrary/diaepcb2012d6_en.pdf
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Kenya is pursuing
ambitious infrastructure
projects, such as linking
the port of Lamu to
Southern Sudan and
Ethiopia (LAPSSET
corridor).

Agriculture and agro-
processing remain
crucial for the economy
and employ more than
60 % of the population.

Kenya's ‘Vision 2030’ development programme has designated infrastructure
development as one of its key priorities and has already begun its major
flagship project: the Lamu-Southern Sudan-Ethiopia Transport (LAPSSET)
Corridor. LAPSSET, worth over USD 25 billion, has several components,
including the development of 32 berths at the Lamu port to relieve
congestion at the main port city of Mombasa, as well as the development of
railway, roads, airports and pipelines connecting Lamu with Juba (South
Sudan) and, over the long term, with Doula in Cameroon, creating a 'Great
Equatorial Land Bridge'. Another ambitious infrastructure project is a
standard- gauge railway connecting Mombasa and Nairobi, which will run
parallel to the existing narrow gauge one built over 100 years ago, and whose
first phase was controversially awarded to the state China Roads and Bridges
Corporation in 2012. Worth more than USD 4 billion, this railroad project has
been criticised for lack of transparency on the costs and terms of the
agreement with the Chinese counterparts.

Agricultural production — mainly tea, coffee and horticulture (flowers, fruits,
and vegetables) — remains a crucial component of the Kenyan economy. It
contributed 29.3 % of GDP in 2012, partly thanks to an improved legislative
environment, enhanced support services and resources. Agro-processing is
the main driver of the manufacturing sector, characterised by low value-
addition and little competitiveness on international markets ion. Employment
in the agricultural sector represents 60 % of the total employment in the
country and receives more than half of the total government expenditure.

Figure 5:
Sectors of the Kenyan
economy

Source: World Bank

Kenya's main trade
partners are China, India
and the EU. The country
faces a widening trade
deficit.

Kenya's trade relations are unbalanced, with imports outpacing exports, and
imports from India, China and the EU – including lubricants, fuels and non-
food industrial supplies – at the forefront. The discovery of oil thus has the
potential to significantly change Kenya's trade patterns and create a positive
spill-over for other industries.

The country’s main exports are agricultural products (65 % of total exports),
and the EU, Uganda and Tanzania are the top three export destinations,
underscoring the importance of regional markets and integration within the
EAC for Kenya.

http://www.cbcglobal.org/images/uploads/library/KIS2012_LAPSSET_Corridor_Silvester_Kasuku.pdf
http://www.cbcglobal.org/images/uploads/library/KIS2012_LAPSSET_Corridor_Silvester_Kasuku.pdf
http://www.reuters.com/article/2013/08/30/us-kenya-port-analysis-idUSBRE97T0CM20130830
http://www.africa-confidential.com/article/id/5234/No_way_to_run_a_railway
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Figure 5: Kenya's top 5 trading partners in 2012

Origin of imports Destination of exports Trade partners

# Origin € million % # Destination € million % # Partner € million balance

1 India 3 245 20.9 1 EU 1 072 22.9 1 India 3 318 -3 172

2 China 2 388 15.4 2 Uganda 469 10.0 2 EU 2 968 -824

3 EU 1 896 12.2 3 Tanzania 457 9.8 3 China 2 425 -2 351

4 UA
Emirates

1 521 9.8 4 USA 286 6.1 4 UA Emirates 1 605 -1 437

5 Saudi
Arabia 1 065 6.9 5 Egypt 233 5.0 5 Saudi Arabia 1 082 -1 048

All  imports: 15 506 All exports: 4 679 Balance of trade: -8 832

Source: DG Trade

Kenya has recently seen
substantial foreign
direct investment (FDI)
in the oil and
infrastructure sectors,
despite concerns about
corruption and a lack of
supply chains.

In comparison to other regional players, Kenya's ability to attract FDI is
considerably smaller, although it is increasing. FDI levels in the first half of
2013/2014 have already reached those of the entire 2012/2013 period. China
is establishing itself as the main source of investment in the country, and oil
discoveries suggest that further investment will follow. Following Tullow's
seven successful finds, the company announced plans for additional
exploratory work.

Some of the main obstacles to foreign investment include high taxation, lack
of supply chains, entrenched corruption (in regards to land purchases and
government contracts) and insecurity.

Kenya has itself actively invested abroad, and notably in the region.
Investments include Uganda's oil refinery project at Hoima, close to the fields
at Lake Albert, which will lead to the development of a 1 400-km pipeline to
the port of Lamu.

4 Challenges for the extractive energy sector

4.1 Territorial disputes and cross-border security concerns

Territorial disputes in
the Indian Ocean and
various lake borders
have been brought to
the fore as licensing
blocks are delineated.

The delineation of licensing blocks for hydrocarbon exploration has brought
to the fore the lack of proper demarcation of countries' territorial borders,
especially at sea and in lake areas. There are several on-going disputes in East
Africa. Kenya has launched a claim at the UN with regards to the maritime
border in the Indian Ocean (in the Lamu basin) with Somalia, while Tanzania
faces an internal dispute with Zanzibar over extraction revenue in the waters
around the islands. Tanzania has also had a disagreement with Malawi over
exploration in Lake Malawi (Lake Nyasa) since 2012. The dispute over the lake
border  in which Malawi claims the entire lake, and Tanzania its northern half
– re-emerged after Malawi awarded an exploration contract for the lake. The
dispute is currently being mediated through the Southern African
Development Community (SADC), but may be referred to the International

http://www.investmentkenya.com/latest-news/404-watchdog-seeks-change-in-law-to-keep-an-eye-on-all-foreign-investments
http://www.investmentkenya.com/latest-news/404-watchdog-seeks-change-in-law-to-keep-an-eye-on-all-foreign-investments
http://www.state.gov/e/eb/rls/othr/ics/2013/204669.htm
http://www.oilreviewafrica.com/downstream/downstream/kenya-to-invest-in-uganda-s-oil-refinery-project
http://www.oilreviewafrica.com/downstream/downstream/kenya-to-invest-in-uganda-s-oil-refinery-project
http://www.bloomberg.com/news/2013-10-30/kenya-expects-to-resolve-somalia-maritime-border-dispute.html
http://www.bloomberg.com/news/2013-10-30/kenya-expects-to-resolve-somalia-maritime-border-dispute.html
http://www.upi.com/Business_News/Energy-Resources/2012/08/08/Tanzania-Malawi-in-energy-dispute/UPI-37281344431209/
http://www.upi.com/Business_News/Energy-Resources/2012/08/08/Tanzania-Malawi-in-energy-dispute/UPI-37281344431209/
http://www.saiia.org.za/opinion-analysis/malawi-vs-tanzania-vs-sadc-regional-dispute-resolution-bites-the-dust
http://www.saiia.org.za/opinion-analysis/malawi-vs-tanzania-vs-sadc-regional-dispute-resolution-bites-the-dust
http://www.saiia.org.za/opinion-analysis/malawi-vs-tanzania-vs-sadc-regional-dispute-resolution-bites-the-dust
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Some of these territorial
disputes may undermine
the precarious security
situation in the region.

Conflicts in South Sudan
and Somalia may have
spill-over effects,
including refugee flows
or the proliferation of
weapons.

Terrorist threats from al-
Shabaab (especially in
Kenya and Uganda)
threaten energy
infrastructure.

Court of Justice, which would further delay exploratory work.

Certain territorial disputes have a security dimension, due to persistent conflict
and their cross-border spill-over effects. Lake Albert, where Uganda
discovered oil, borders the Democratic Republic of Congo (DRC), which has a
long history of conflict, partly driven by the exploitation of minerals and other
resources. The two countries have a strained relationship, as Uganda has been
accused of interfering in the DRC through its support of the M23 rebel group.
In 2007 the Ngurdoto Accords were signed to outline an oil-related dispute
settlement mechanism and avoid military intervention, and the agreement
was re-affirmed at a high level meeting in 201322.

In the case of Kenya, there are multiple security concerns, both in the Turkana
region and throughout the country. In Turkana, the precarious security
situation stems from the weak presence of the Kenyan state in the area,
coupled with various threats including the side effects of the Somali and
South Sudanese conflicts, the proliferation of small arms and light weapons,
and feuds among pastoralist communities from Kenya, Ethiopia and South
Sudan.

The security of oil infrastructure and facilities, and of the companies’ expatriate
staff must also be ensured against potential terrorist attacks by the Somali
terrorist group al-Shabaab, especially in Kenya and Uganda, countries
engaged in the African Union Mission in Somalia (AMISOM). Piracy in the
Indian Ocean is also a security threat which might negatively impact on the
regions' economic prospects.23 It is thus a crucial pre-requisite for East Africa to
peacefully resolve territorial disputes and address outstanding security
concerns in order to fully benefit from new natural resources and prevent any
negative consequences.

4.2 Concerns of local population and civil society

Violent protests in
Mtwara (Tanzania) and
Turkana (Kenya) by
discontent local
population can also
become a security
concern.

The disillusionment of the local community, resulting from the lack of benefits
from energy discoveries, is also a potential security threat. In October 2013,
several hundred local protesters stormed the Tullow Oil compounds in
Turkana demanding jobs from the company. This led the government to
provide greater security at the drilling sites and the company to increase its
financial commitment to social development. In May 2013, riots in Mtwara
(Tanzania) showed the local discontent with the benefit-sharing agreement
with the government and aimed to prevent further investment into the gas
infrastructure before the issue was resolved. Several people lost their lives, and
the homes of local politicians were burnt down. In Uganda, President Yoweri
Museveni's son leads the Special Forces unit charged with protecting country's
strategic resources (including oil fields), and the president’s brother is a

22 Besliu, R. 'East Africa: Can Pipeline Dreams Become Reality?' Think Africa Press. 2013
23 Besliu,R. 2013

http://www.arabianoilandgas.com/article-11539-kenya--should-oil-companies-increase-security/
http://www.arabianoilandgas.com/article-11539-kenya--should-oil-companies-increase-security/
http://www.theeastafrican.co.ke/business/Tullow-Oil-woes-in-Turkana-expose-the-soft-underbelly-of-EA/-/2560/2066904/-/4jyjr9z/-/index.html
http://www.theeastafrican.co.ke/business/Tullow-Oil-woes-in-Turkana-expose-the-soft-underbelly-of-EA/-/2560/2066904/-/4jyjr9z/-/index.html
http://uk.reuters.com/article/2013/05/22/tanzania-riots-idUKL6N0E33YE20130522
http://uk.reuters.com/article/2013/05/22/tanzania-riots-idUKL6N0E33YE20130522
http://thinkafricapress.com/economy/east-african-pipeline-dream-reality
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Many communities fear
that oil and gas
extraction may lead to
forced resettlements,
inadequate
compensation, land
grabbing and loss of
livelihood.

Lack of appropriate
legislation, poor
information and the
absence of consultation
fuel the local
population's
uncertainty.

Free prior and informed
consent could prevent
potential social conflict.

leading figure in a private security company responsible for drilling site
security24. Some analysts suggest that this nepotistic security network could
allow the government to repress any discontent related to oil extraction and
production.

The track record of African oil producing countries and the East African
experience with mineral extraction and biofuels production have raised
concern in civil society, which fears that that the hydrocarbon industry will
adversely impact the East African poor. The results could potentially include
inadequate compensation and forced resettlements. In Hoima (Uganda),
where the government is building a refinery, nearly 2 500 people living on the
29-km2site were either compensated or relocated to make way for the
construction. While some expressed satisfaction with their new home,
announced in March 2014, others are suing the government for violating their
rights and providing inadequate compensation. Speculative land grabbing by
non-resident buyers has also occurred, with these buyers decreasing the
likelihood that residents will be appropriately compensated.

There is also the fear that the poor will not reap the extractive industry's
potential benefits –employment and training, soft and hard infrastructure
development, profit-sharing (taxes, royalties and other revenues with local
communities) and the use of domestic supply chains (products and service).
The aforementioned protests in Mtwara (Tanzania) and Turkana (Kenya)
underscore the gravity of these concerns, which are fuelled by the lack of
legislation and policy to give a clear vision of profit-sharing arrangements,
local content, land rights and mechanisms for local communities to voice their
complaints (such as an oil Ombudsman)25. Information is also lacking, as is the
active engagement of local communities. The International Working Groups
on Indigenous Affairs, which conducted an evaluation of the LAPSSET
infrastructure project in Kenya, found vulnerable pastoralist communities,
such as Orma, Wardei, Samburi, Borana and Turkana, ill-prepared to deal with
the effects of the corridor, as well as concerned with their land rights and
livelihoods.

The Food and Agricultural Organisation (FAO) has formulated Voluntary
Guidelines on the Responsible Land Tenure of Land, Fisheries and Forests,
which promote good governance and secure tenure rights in a variety of
forms, from private to informal and communal. Endorsed in 2012, the
document strives to protect food security, sustainable livelihood and the
environment through the best practice strategies, legislation and programmes
in this area.

The notion of free prior and informed consent (FPIC) – requiring indigenous
and local communities' approval of a project before the commencement of
extractive operations and based on full information provided in a timely

24 Global Witness. 'Donor engagement in Uganda’s oil and gas sector: an agenda for action'
2010
25 Vasquez, P. 'Kenya at a Crossroads: Hopes and Fears Concerning the Development of Oil
and Gas Reserves.' International Development Policy. 5/2. 2013

http://www.controlrisks.com/Oversized assets/east_africa_whitepaper_LR_web.pdf
http://www.theeastafrican.co.ke/news/Uganda+begins+plans+to+build+oil+refinery/-/2558/1987170/-/wudujp/-/index.html
http://www.theeastafrican.co.ke/news/Uganda+begins+plans+to+build+oil+refinery/-/2558/1987170/-/wudujp/-/index.html
http://www.oilinuganda.org/features/land/government-secures-land-for-refinery-residents.html
http://www.iwgia.org/iwgia_files_publications_files/0599_LAPSSET_report.pdf
http://www.iwgia.org/iwgia_files_publications_files/0599_LAPSSET_report.pdf
http://www.fao.org/docrep/016/i3016e/i3016e.pdf
http://www.fao.org/docrep/016/i3016e/i3016e.pdf
http://www.oxfamamerica.org/static/media/files/community-consent-in-africa-jan-2014-oxfam-americaAA.PDF
http://www.globalwitness.org/sites/default/files/pdfs/uganda_final_low.pdf
http://poldev.revues.org/1646
http://poldev.revues.org/1646
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Some oil companies try
to engage with the local
population through
their corporate social
responsibility (CSR)
strategies.

manner – is supported by NGOs, the African Commission on Human and
Peoples’ Rights (ACHPR) and the Pan-African Parliament.

Oil and gas companies would also benefit from more information on land
rights, as this would help prevent potential social conflict, whose costs are
much greater than consultation and compensation. Companies also often
provide assistance to local communities under various corporate social
responsibility strategies. Critics note, however, that this should not be
considered a replacement for state's own social services. 26

4.3 Environmental and social impacts

Several oil and gas
discoveries have
occurred in
environmentally
sensitive areas.

The social and
environmental impact of
oil and gas exploitation
includes depriving
fishermen in the Indian
Ocean of their
livelihood.

There is concern that
national governments
lack the capacity and
resources to safeguard
the environment.

Potential negative consequences of the oil and gas sector for the environment
are well documented and illustrated by the situation in areas such as the Niger
Delta (Nigeria). In East Africa some recent hydrocarbon discoveries have
occurred in areas with great environmental significance, including national
parks. In Uganda, the Lake Albert Graben is a 'bio-diversity hotspot', home to a
number of important water birds and fish species and the site of water
systems, all of which may be negatively affected. Socially, changes caused by
extractive activities across the region may impede access to grazing lands and
heritage sites27.

Off-shore and near shore extraction activities have also elicited environmental
concerns. Off the coast of Cabo Delgado province (Mozambique), where the
gas extraction is are underway, there is thriving marine life, including whales,
dolphins and coral reefs on the seabed, and artisan fishing is a source of
income for local communities. According to the Environmental and Social
Impact Assessment (ESIA) conducted for Andarko and ENI in 2013, moderate
negative impacts would range from vessel collisions with whales resulting
from increased traffic, to the physical and economic displacement of
fishermen by safety exclusion zones. Fishermen in the area have already
reported considerable reductions in their daily catches as a result of
explosions for drilling purposes. The first considerable oil spill in this area was
already reported in May 2014 at an Andarko operated site. Cabo Delgado is
also the location of the Quirimbas National Park, one of the country's major
tourist destinations. Changes to the physical landscape and noise could have
additional effects on tourism on the islands off the Mozambican coastline28.

Whilst East African countries require ESIAs and mitigation strategies, the ability
of governments to safeguard environmental protection in the oil/gas
producing regions is limited. The World Bank’s evaluations of the Turkana
region demonstrated the Kenyan’s government’s lack of preparedness to
address the issues, as the agency in charge lacks the appropriate resources
and skills. Mozambique suffers from a lack of ministerial capacity to evaluate

26 Angelei, I. 'Interview.' Brookings Institution. 2014
27 Kasimbazi, E. 'Environmental Regulation of Oil and Gas Exploration and Production in
Uganda.' Journal of Energy and Natural Resources. 2012
28 Gqada, I. 2013

http://www.erm.com/PageFiles/13352/NTS-Flyer-FINAL-20-08-2013-ENG.pdf
http://www.erm.com/PageFiles/13352/NTS-Flyer-FINAL-20-08-2013-ENG.pdf
http://www.aljazeera.com/indepth/features/2014/01/mozambique-fishermen-decry-gas-drilling-201411414032481195.html
http://www.aljazeera.com/indepth/features/2014/01/mozambique-fishermen-decry-gas-drilling-201411414032481195.html
http://www.africa-confidential.com/article/id/5652/Oily_bumps_in_the_road
http://www.africa-confidential.com/article/id/5652/Oily_bumps_in_the_road
http://landquest.internewskenya.org/environmental-impact-of-oil-drilling-a-mystery-to-citizens-and-civil-society/
http://landquest.internewskenya.org/environmental-impact-of-oil-drilling-a-mystery-to-citizens-and-civil-society/
http://landquest.internewskenya.org/environmental-impact-of-oil-drilling-a-mystery-to-citizens-and-civil-society/
http://www.brookings.edu/blogs/africa-in-focus/posts/2014/02/24-kenya-oil-boom
http://www.academia.edu/3787762/Environmental_Regulation_of_Oil_and_Gas_Exploration_and_Production_in_Uganda
http://www.academia.edu/3787762/Environmental_Regulation_of_Oil_and_Gas_Exploration_and_Production_in_Uganda
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Investment in
environmentally friendly
(renewable) energy has
sometimes been halted
to pursue oil and gas.

the quality of ESIAs or monitor the implementation of the environmental
management plans. Its process also lacks transparency and there have been
insufficient consultations with wider stakeholders after licenses have been
awarded29.

A tangent environmental concern is the regional investment in sustainable
energy. East African countries have been pursuing renewable energy policies
and projects to better use the potential of solar, wind, bio-mass, geothermal
and hydropower in their territories. Mozambique has an extensive
hydropower capacity and already has one of the largest dams on the
continent, the Cahora Bassa Dam. In 2013 Tanzania received a USD-50 million
commitment from the Climate Investment Funds to diversify energy sources,
focusing on geothermal energy. Kenya invested over USD 1.2 billion in solar
power plants and wind farms in Lake Turkana region to increase the country's
energy production. However, Kenyan licensing for future solar and wind
energy plants was put on halt until 2017 so the government could focus on
fuel-based energy sources. The rise of hydrocarbon in the region can therefore
derail the emphasis on environmentally friendly energy investments.

It is therefore crucial for the governments across the region to guarantee
adequate legal protection, operational capacity and continued political
commitment to positively harnessing natural resources for socio-economic
development without harming the environment and local populations.

4.4 A 'pivot' towards Asian markets?

East Africa is increasingly
focussed on exporting
to Asian markets.

Facing international
competition in the
global energy market,
the region needs to
ensure the timely

East Africa's future hydrocarbon success largely depends on its ability to
export to Asian markets. Due to its location, East Africa is an ideal supplier for
countries such as India and China, as well as Japan, which is currently the
largest importer of LNG and has already signed a memorandum of
understanding with Mozambique in effort to cut down its reliance on nuclear
power. Trading with East Africa would allow Asian economies to cut down on
the transportation costs they face with West African suppliers. The costs of oil
imports in India and China have been growing substantially (by 146 % and
183 % in the 2006-2012 period in the two cases respectively), and the
continued upward trend provides further reassurance that Asian markets'
demand for East African resources will be sustained in the medium term
future30.

The competition in the global gas market is, however, high. Although East
Africa's infrastructure is being developed and investments are underway, their
costs, timely completion, transparency and local benefits are contested, and
the lack of policy and legal frameworks is causing delays and uncertainty.
Consequently, the regions' window of opportunity for gaining the upper hand

29 Nazerali, S. 'Improving the Quality, Capacity and Compliance of Environmental Licensing
Processes in Mozambique: The Case of the Oil and Gas Industry.' SAIIA. 2014
30 UN Economic Commission for Africa. 'Enhancing Energy Access and Security in the East
African sub-region - Draft Summary Report.' 2013
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completion of the
necessary infrastructure
and legal framework.

against the competition is closing. Australia, for example, has an equally
favourable geographical position vis-à-vis Asia, but is considerably further
ahead with preparatory work. The precedents of countries like Angola, where
it took 11 years to set up the appropriate soft and hard infrastructure for
commercial exports, exacerbate the apprehension. In comparison to other
potential exporters, such as the USA, East African countries represent higher
risk sources and may thus need to lower the prices to offset the risk and secure
long-term buyers in Asian markets.

The Asian LNG market is currently one of the world's most expensive regional
markets, which has contributed to the East African focus on Asia. The high
prices for LNG stem from the pricing policy, which is connected to oil prices
and the increase of demand following the disaster at Japan's Fukushima plant.
The practice of linking oil and LNG prices has been reformed in Europe and the
USA, making gas cheaper. There has therefore been a considerable push
across Asia (in India and Japan primarily) to reform pricing practices – a
process aided by an anticipated availability of cheap gas from the US. These
developments further increase pressure on East African economies to enter
the market as soon as possible To maximise the profits and reap the benefits
for socio-economic development, timely adoption of outstanding legislative
and policy framework is crucial.

5 Future outlook and policy options

The EU has been one of
East Africa's major trade
and development
partners, although its
role in the region is
weakening.

The European Union has been one of the main international partners for East
African countries, both on a bilateral and regional level. The EU is one of East
Africa's largest trade partners and the top destination for regional exports31. It
is also an important development cooperation partner, having allocated a
total of EUR 2 051 million in bilateral cooperation to Kenya, Mozambique,
Tanzania and Uganda under the 10th European Development Fund (EDF) for
2008-2013, representing around 9 % of the total 10th EDF budget.

Nonetheless the EU's role in the region has been weakening due to the rise of
new and emerging trade partners and sources of revenue. Mozambique, for
example, decreased its aid dependency level from 51 % to 44 % of the state
budget between 2010 and 2011, while foreign direct investment doubled in
response to the gas reserves' potential. Tanzania and Kenya now import more
from India and China than they do from the EU, and the energy resources that
will become commercially available over the course of the next decade are
likely to further transform external relations. Many European oil and gas
companies — including Statoil, Tullow, ENI, BP and Shell — are leading
exploratory works across the region, but they face tough competition from

31 Currently, the countries are trading under the following regimes: Kenya: GSP and Market
Access Regulation (MAR) 1528/2007; Mozambique, Tanzania, and Uganda: EBA and MAR
1528/2007; and the total amount of exports to the European Union reached more than EUR
3 trillion in 2012. Kenya, Tanzania and Uganda are part of current comprehensive EPA
negotiations under the EAC umbrella, while Mozambique is negotiating as part of SADC
region. The last round of meetings took place in March 2014.

http://uk.reuters.com/article/2013/10/10/energy-gas-africa-idUKL5N0HM2Q020131010
http://uk.reuters.com/article/2013/10/10/energy-gas-africa-idUKL5N0HM2Q020131010
https://www.oxan.com/display.aspx?ItemID=DB189219
https://www.oxan.com/display.aspx?ItemID=DB189219
http://thediplomat.com/2014/02/asia-looks-to-north-america-for-lng/
http://thediplomat.com/2014/02/asia-looks-to-north-america-for-lng/
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The recent EU-Africa
summit outlined a plan
for increasing economic
cooperation, business
and trade relations.

To help East African
countries benefit from
newly found energy
resources, the EU and
European Parliament
could:

 leverage
development funds
to encourage
sustainable
development and
economic
diversification;

 emphasise the need
to effectively
regulate the energy
sector and create

American (USA, Canada, Brazil), Middle Eastern (UAE) and Australian
companies.

It is against this rapidly changing backdrop that the fourth EU-Africa summit
was held in Brussels in April 2014. The summit outlined a revitalised action
plan aiming to politically engage leaders on both continents and promote a
people-centred partnership to move away from donor-recipient relations and
towards economic cooperation, business and trade. Addressing the region's
ability to transform its oil and gas reserves into inclusive growth, the summit
outcomes pointed to the key factors to achieve this – transparent
management of natural resources, industrialisation, added value and the
promotion of a sustainable economy, as well as deepening regional
integration and cooperation while fighting insecurity, terrorism, piracy and
illicit financial flows.

East African countries face a short opportunity window – just five to ten years
– to put in place a framework that allows them to benefit from the revenues of
newly-found energy resources. As an established partner, the EU can play an
important role in assisting the countries in the on-going transformative
processes to ensure a positive outcome. Various policy options are available to
the EU and the European Parliament at different levels, but all should be
closely linked and mutually reinforcing:

Leverage development funds to encourage East Africa's sustainable
development and economic diversification.

Bilateral development funds for the 11th cycle of the European Development
Fund (the EDF, for 2014-2020) devoted to Kenya, Tanzania and Uganda
amount to EUR 1 693 million, a 20 % increase over the 10th EDF32. Among the
cycle’s ‘priority sectors’ is a clear focus on good governance, accountability,
and infrastructure, as well as energy in the case of Tanzania. Priorities for
regional EDF funds are regional economic integration (with infrastructure
taking 40-50 % of all funds) and natural resources management. These
emphases were prompted by the development and investment trends
pursued by these countries and aim to create an environment that
encourages economic growth. In this regard, the EU should stress the need to
promote an inclusive and sustainable model of growth and job creation
through economic diversification, including through agricultural production,
local supply chains and value-added manufacturing. The EU should also
support technology transfers, research and innovation, education and efforts
to develop human capital, and it should stress the importance of
environmental sustainability.

Emphasise the need for effective regulation of the energy sector and
independent, transparent and accountable institutions. Crucial elements
to ensure that gas and oil revenues benefit the majority of the population are
a comprehensive regulatory framework and sound public finance

32 At the time of writing, the indicative programme and funding allocations for
Mozambique have not yet been presented.

http://www.europarl.europa.eu/RegData/etudes/briefing_note/join/2014/522340/EXPO-AFET_SP(2014)522340_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/briefing_note/join/2014/522340/EXPO-AFET_SP(2014)522340_EN.pdf
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independent,
transparent and
accountable
institutions;

 support a global
environment that
fights corruption,
illicit financial flows,
tax avoidance and
tax evasion;

 engage with
parliaments, civil
society and local
communities and
support their
monitoring of the
extractive energy
sector.

management, including effective taxation and revenue collection. These
should be supported by effective and transparent regulatory authorities and
an independent judiciary. The EU should provide technical and financial
assistance to build capacities and promote good governance, adequate
protection for the environment and rights of citizens, notably local
communities. These issues (and any violations that may arise) could be
included in the regular political dialogue held with these countries under the
Article 8 of the Cotonou Agreement.

Support an enabling global environment. Local and national efforts to
ensure good governance in the energy sector should be coupled with
initiatives at the regional level — within the East African Community and
African Union — and the global level. In addition to existing requirements for
EU companies to prevent corruption (included in the 2013 Accountability and
Transparency Directives), the EU should cooperate with other major
stakeholders (the USA, China, Brazil and international financial institutions) to
promote global efforts to gain control over illicit financial flows, tax avoidance
and tax evasion, particularly in the extractive industry. East African countries
should be encouraged to participate in global initiatives such as the EITI (of
which only Tanzania and Mozambique are currently part). It ought to be noted
that it has proven a challenge to achieve overarching support for international
norms, and therefore incremental or bilateral improvements ought to be
considered, as it was for example in the case of voluntary partnership to
combat illegal logging in Indonesia.

Engage with parliaments, civil society and local communities. Ensuring
that energy revenues contribute to inclusive socio-economic development is
not a technical exercise, but, first and foremost, a political process. In fact,
access to new resources and revenue can increase political competition
leading to tensions and instability: the October 2014 elections in Mozambique
will be a fist test in this regard. To ensure that oil and gas exploitation is a
transparent process that respects environmental and social rights and does
not become a 'prize' that encourages dangerous political competition, the EU
should not only engage with governments, but also support the efforts of
local communities and civil society to ensure that fossil fuel exploitation is an
accountable process. The European Parliament should be particularly involved
with national parliaments to promote best practices and help these bodies
adopt adequate legislation and monitor the governments' management of
the energy sector and its implementation of pro-poor policies that focus on
economic opportunities for marginalised groups and youth.
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6 Table: Tanzania

Population 47.78 million (2012 estimate) World Bank

Capital city (2014) Dodoma 226 000 (2011) United Nations

Total land area 945 087 km2 United Nations

Population living under
USD 2/day (2013)

65.6 %
2013 UNDP Human

Development Report (HDR)

Life expectancy at birth
(2011)

61 ( women)
58 (men)

World Health Organisation

Literacy rate (adult) 67.8 % (2008-2012) UNICEF

Rural population (2012) 72.79 % World Bank

Rural population with
access to improved
sanitation facilities (2011)

7.4 % World Bank

Unemployment 11.7 % 2013 UNDP HDR

Economy 2010 2012

GDP (billions of Euro) 17.3 22.0
European Commission (EC)

/Eurostat

GDP growth 7.0 % -6.9 % EC /Eurostat

GDP per capita (Euro) 395.8 473.9 EC /Eurostat

Inflation (%) 6.2 % 16.0 % EC /Eurostat

Net ODA received (% of
gross capital formation)

44.78 %
2013 UNDP Human

Development Report

Rankings

Name of index: Ranking: Explanation and source:

Human development index 'Low'
Rank: 152 /185

UNDP, 2013.

GINI Index 37.6/100 (2007) World Bank

Corruption Perceptions Rank:111/177
Score: 33 in 2013 (35 in 2012)

Transparency International - Corruption
Perceptions Index 2013

Ease of Doing Business Rank 145/185, (136th in 2013) World Bank Ease of Doing Business (2014)

Press freedom 'Partially Free'
Rank 70/197 (34th in 2012)

Freedom House - Freedom of Press Index 2013

Freedom in the World 'Partially Free'
Score: 3/7 (freedom, political
rights, and civic liberties)

Freedom House - Freedom in the World 2013

Mo Ibrahim index 17/52
Score: 56.9/100

Mo Ibrahim Foundation, 2013. The yearly index
is compiled from data — including on issues
such as human rights and sustainable economic
opportunity — to assess governance in Africa.
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7 Table: Kenya

Population 43.18 million (2012 estimate) World Bank

Capital city (2014) Nairobi 3.36 million (2011) United Nations

Total land area 581 313 km2 United Nations

Population living under
$2/day (poverty)

Estimated 34-42 %
(45.9 % in 2009 - WB)

European Commission (EC)

Life expectancy at birth
(2011)

61 ( women)
58 (men)

World Health Organisation

Literacy rate (adult) 72.2 % (2008-2012) UNICEF

Rural population (2012) 75.60 % World Bank

Improved sanitation
facilities - rural population
with access (2011)

28.8 % World Bank

Unemployment (2011) 40 % Kenya Bureau of Statistics

Economy 2010 2012

GDP (billions of Euro) 24.3 29.1 EC /Eurostat

GDP growth 5.8 % 4.6 % EC /Eurostat

GDP per capita (Euro) 594.3 673.1 EC /Eurostat

Inflation (%) 4.0 % 9.4 % EC /Eurostat

Net ODA received (% of
gross capital formation)

25.6 % World Bank

Rankings

Name of index: Ranking: Explanation and source:

Human development index 'Low'
Rank: 145 /185

United Nations Development Programme, 2013.

GINI Index 47.7/100 (2005) World Bank

Corruption Perceptions Rank:136/177
Score: 27 in 2013, same
score as in 2012

Transparency International - Corruption
Perceptions Index 2013

Ease of Doing Business Rank 129/185, a drop from
122nd in 2013

World Bank Ease of Doing Business ranking (2014)

Press freedom 'Partially Free'
Rank 112/197, a drop from
111th in 2012

Freedom House - Freedom of Press Index 2013

Freedom in the World 'Partially Free' Score: 4/7
(freedom, political rights,
civic liberties)

Freedom House - Freedom in the World 2013

Mo Ibrahim index 21/52
Score: 53.6/100

Mo Ibrahim Foundation, 2013. The yearly index is
compiled from data — including on issues such as
human rights and sustainable economic
opportunity — to assess governance in Africa.
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