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Africa’s energy sector is showing the first signs of a shift towards a more diverse and dynamic landscape. 
Lower oil prices have demanded that companies, and countries, guard themselves against future 
fluctuations. For some, this means increasing the energy mix. A low carbon agenda will drive momentum 
towards developing greener sources of energy. Energy companies are also changing tack, with independent 
power producers designing innovative, resilient models that are diluting the once unchallenged hegemonies 
of giant state utilities in burgeoning and established energy investors. 

Africa offers abundant opportunities for energy investors. However, the transformation in the sector is nascent, and 
energy companies continue to face various challenges specific to the region. Despite escalating energy demand, 
consumption per capita remains the world’s lowest, increasing modestly by comparison. The energy landscape is 
lopsided − Egypt and South Africa still account for almost 50% of Africa’s total primary energy consumption. South Africa 
consumes a quarter of Africa’s primary energy and generates close to a third of the continent’s electricity. The energy 
mix remains dominated by fossil fuels, with renewables representing only 3% of electricity generation. Three countries – 
Algeria, Angola and Nigeria – account for 65% of oil production, while hydroelectric power generation is concentrated in 
East Africa. With increasing pressure to cut costs and adapt to a fluid competitive environment, the industry continues to 
face challenges. Nonetheless, there is a wealth of opportunities. 

In the coming decades, we predict that Africa will experience huge increases in energy demand. This will largely be 
supported by resources such as gas and non-hydro renewables. Control Risks expects a continent of interconnected 
networks, increasingly competitive regional markets and diversified energy sources in the next two decades. For 
investors, the opportunities will no longer be concentrated in a small selection of public tenders issued by a handful of 
energy hubs, but spread across countries and technologies. This transformation will be driven by four key trends.

The future of energy  
in Africa: Four key trends
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ONE: Evolution of the energy hub landscape – diversifying sources. 

In the next two decades, Africa’s energy demand will be supported by indigenous 
resources such as gas and renewables. Energy production will remain dominated by 
coal, but this share will decrease. Control Risks anticipates that alternative fuels will be 
the biggest driver of changes in the energy environment. Gas production will be driven 
by liquefied natural gas (LNG) exports as well as domestic demand. Meanwhile, energy 
derived from non-fossil fuels will increase and renewables will gather pace significantly. 

As the traditional oil giants struggle to maintain production levels, it is new discoveries 
that are attracting investment. Gas and LNG are changing the energy landscape 
across the continent, and some of the largest gas finds have been in West Africa. 
New frontier markets including Mauritania and Senegal, where hydrocarbons were 
recently discovered, hold approximately 15 trillion cubic feet (Tcf) of gas. Mozambique 
– touted as Africa’s next Qatar – hosts among the largest gas discoveries in the last 
two decades. Coral South Floating Liquefied Natural Gas (FLNG) in Mozambique’ 
Area 4 is the first of its kind in Africa and the third globally. 

Low-carbon commitments, efforts to diversify portfolios and growing energy demand 
will spur the rise of renewables. Meanwhile, the rapidly falling cost of wind and 
solar photovoltaics (PV) is making renewable energies a solid choice on cost alone, 
particularly as power companies struggle to produce electricity at a price people 
can afford. While costs for utility-scale projects have not fallen as fast in Africa as 
elsewhere in the world, the direction of prices is still downwards. An attractive bottom 
line will see a shift away from costly large-scale power plants towards smaller, 
affordable generation units located closer to consumers. Off-grid solar PV is gaining a 
toehold in East Africa in particular, with basic kits costing around USD 150. 

Energy companies already in the market can leverage their offshore oil and gas 
credentials to develop offshore technologies such as offshore wind farms. Biofuels 
are also likely to feature as countries wean themselves off oil imports to improve their 
trade balance. Some energy majors, such as BP and ExxonMobil, are already funding 
a broad portfolio of biofuels and algae research programmes. And while appetite for 
large-scale power projects is limited, there is plenty of funding for more innovative, 
independent power producers looking at renewable energy. In recent years bilateral 
donors, development institutions and private-sector players have reiterated their 
support for renewable energy development: the EU in January pledged EUR 1.5bn 
(USD 1.8bn) between 2015 and 2020 to support the African Renewable Energy 
Initiative; 100% of African Development Bank (AfDB) financing of power generation 
projects in 2017 was in renewables; and in September Italian energy company Eni 
announced that it had partnered with the UN Development Programme (UNDP) to 
increase access to clean energy in Africa.

“ Technology and innovation 
present great growth 
opportunities for energy 
companies in Africa. IOCs 
are likely to diversify their 
portfolios away from traditional 
energy sources, using their 
current capabilities to enter the 
renewables market. Small-scale 
off-grid power sources will be 
increasingly market-driven. Once 
people are used to regular access, 
it will become easier to upscale. In 
the absence of reliable traditional 
national grids, large independent 
power systems and micro-grids 
connecting small numbers of 
people will increase.” 
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TWO: A shift in the role of the state – facilitation rather than implementation. 

A shift away from traditional power sources in sub-Saharan Africa will see a structural 
change in the make-up of players and stakeholders complementing state utilities in 
producing electricity. Centralised monopolies are not working. Unbundled structures 
and more decentralised power generation systems and models are becoming more 
evident. Governments in Africa are experimenting with new management, introducing 
legislation and incentives designed to attract private investment into a previously 
state-dominated energy sector. This is good news for independent power producers 
(IPPs) scanning African markets for new opportunities.  

But to attract private investment, the state will have to extract itself from regulatory 
and commercial functions. Despite weak energy infrastructure and growing demand in 
many countries, private investment and involvement in African energy remains modest 
because of uncertain regulatory and political environments and weak utilities. A lack 
of long-term financing and debts held by state utilities in Africa will drive payment risks 
for investors. Governments wanting to offer subsidised power by charging low rates 
are also hurting the bottom line, and the inability to mitigate off-taker payment risks 
remains one of the key impediments to projects reaching financial closure. Within 
three years of Symbion Power launching operations in Tanzania in 2011, for example, 
the company was owed USD 70m. In 2016, the government under President John 
Magufuli cancelled a power purchase agreement for the 120MW Ubungo power 
plant. In the red, companies often resort to filing for arbitration against governments.

A lack of capacity and well-resourced institutions within governments is also 
persistently undermining the planning, delivery, and operation and management of 
projects. A large number of interested bidders is overwhelming governments that 
cannot discern which companies are credible. Furthermore, there are simply too 
many for the market to handle, pushing the price for projects too high. Poor decisions 
in the early stages can drag on the progression of major projects. Corruption also 
continues to be a major impediment to foreign investors. It is advisable for companies 
considering bidding for major power projects to assess the credentials of a project, its 
potential partners and whether it is a project that makes sense for the country. 

“ Legislative regimes are likely to 
become more flexible and more 
incentive-driven. As they do, 
they will become increasingly 
incompatible with the state’s 
traditional role. This fundamental 
shift in the state’s role will be 
accompanied by a period of 
legislative uncertainty. But 
the general legislative trend is 
towards encouraging the private-
sector participation Africa needs 
to meet its energy demand.”

Fig.1    Evolution of Africa’s energy landscape
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THREE: The next target for privatisation − transmission networks. 

Shifts away from state monopolies in energy production may be slow, but they are 
gaining speed. Moves to open up electricity transmission and distribution networks 
are far less advanced. Transmission networks remain overwhelmingly owned and 
operated by public entities. Nonetheless, there is growing discussion around whether 
this model is sustainable and whether increasing liberalisation in electricity generation 
should be matched by similar liberalisation in electricity transmission.

This discussion is driven by many of the same issues that have prompted pushback on 
the role of the state in energy production. Transmission grids in many African countries 
are ageing and under-funded, and transmission losses as a percentage of total output 
in sub-Saharan Africa are roughly double the global average − deficiencies that will 
only become more apparent as generation increases. Meanwhile, African governments 
keen to improve and expand these transmission networks are facing fiscal challenges 
that hinder their ability to do so without the assistance of private-sector investors 
or multilateral institutions such as the World Bank, which have also called on 
governments to consider allowing private-sector participation in transmission networks. 

Transmission networks are unlikely to be fully privatised. The provision of electricity, 
including to rural communities that offer little profit potential, plays too important a 
role in government development plans to simply surrender it to market forces. Mixed 
results in the few countries that have allowed full or partial privatisation of electricity 
distribution, such as Nigeria and Côte d’Ivoire, will prompt caution. Nonetheless, 
the next decade is likely to see increasing experimentation with public-private 
partnerships, build-own-operate models, and other concepts. One of the first 
steps towards this is likely to be the increasing use of micro-grids. One of the key 
advantages of renewable projects is that they can be smaller and located closer to 
the consumer, an advantage undermined if these projects must still rely on inefficient 
national transmission networks. Kenya is arguably leading the way on this. It already 
has a regulatory system favourable to off-grid and micro-grid systems, and this will be 
further strengthened by the expected passage of the Energy Bill later this year.

“ The provision of electricity is a 
highly politicised service in many 
countries, meaning that if initial 
private-sector participation is 
poorly managed it could close off 
this opportunity for another few 
years. If managed well, however, 
the amount of investment needed 
to ensure transmission networks 
keep pace with electricity 
demand represents a substantial 
opportunity.”
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FOUR: Interconnected power pools − building more competitive energy markets. 

Fig.2    Region power pools and electricity trade
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Africa’s regional power pools are under-utilised. The Southern African Power Pool 
(SAPP) is by far the most integrated and advanced on the continent, but even it is limited 
by poor infrastructure and a lack of cross-border policy coordination. Many countries 
that are formally part of less sophisticated power pools such as the Central African 
Power Pool (CAPP) remain isolated, with no connections to their neighbours at all.

Nonetheless, progress is being made. Not only are there a large number of 
interconnector projects designed to increase electricity trade within each regional 
power pool, but there are also moves to promote connections between the regional 
power pools. The Transmission Corridor Development project, for example, is an 
ongoing series of infrastructure projects that will include linking the Eastern Africa 
Power Pool (EAPP) to SAPP through Tanzania and Zambia. These efforts are assisted 
by substantial funding from multilateral institutions such as the African Development 
Bank (AfDB), the World Bank and the EU, which have collectively pledged nearly USD 
1bn of investments to improve the interconnectivity of African countries’ power grids 
over the past year. Morocco and Nigeria in June 2018 signed a declaration laying 
out the next steps for the completion of a gas pipeline that will be built onshore and 
offshore. The proposed pipeline will be 3,538 miles (5,660km) long, with construction 
taking 25 years. Providing the financing can pull the project over the starting line, the 
project will deepen economic integration in the region, as well as help West African 
countries to meet their energy needs. 

However, as well as the capital needed for these projects, there are substantial political, 
institutional, economic and financial challenges dragging on regional integration. Building 
a political consensus among neighbouring states with diverging national agendas is 
difficult. Internal tussles between governments and private players to settle on tariffs 
that are both commercially viable and affordable could undermine integration efforts. 
For these cross-border, regional opportunities to work, there must be a moderation of 
prices palatable to all parties. 

“ The strengthening of cross-
border transmission networks 
will require careful navigation of 
often complex regional politics. 
Work on the Mozambique-Malawi 
Transmission Interconnector is 
only due to start next year, despite 
securing World Bank funding 
in 2007, because of diplomatic 
disputes. Although progress 
may be slow, it will gradually 
increase the market private-sector 
electricity generator investments 
can access.”



Nevertheless, governments across the continent are likely to increasingly prioritise the strengthening of these connections, 
allowing them to better integrate supply coming from variable renewable sources; optimise transmission networks to reach remote 
population centres; and attract investment by increasing the size of potential markets. In addition, the next decade is likely to see 
these markets become increasingly sophisticated. Most cross-border electricity sales are currently enabled through the power 
pools, but conducted through bilateral contracts. However, SAPP has made some progress in developing competitive energy 
markets, and these efforts are likely to be replicated elsewhere.

Conclusion

The trends identified above will drive the creation of a landscape that offers increasingly diverse and attractive opportunities for 
private-sector investors across all sub-sectors of Africa’s energy sector. But new sources of energy give rise to new challenges. 
Oil and gas companies in countries such as Senegal, Mauritania or Mozambique must manage the expectations of governments, 
civil societies and local populations that have little experience in the sector. As private-sector energy producers increasingly take 
over from state-owned monopolies, they will have to carefully navigate local politics and community expectations. Opportunities 
for participation in transmission networks will be fiercely fought over by politically connected local players. Strengthening regional 
power pools will open up new markets, but make access to those markets dependent on regional diplomacy. 

As the African oil and gas industry adapts to the new norm of a sub-USD 100 per barrel oil landscape, various challenges inherent 
in operating in many African markets have the potential to slow, or indeed derail, the positive evolution of Africa’s energy sector. 
To mitigate these risks, investors must understand the intricacies of the specific opportunity they are considering. Just as the 
opportunities are becoming more diverse, so are the risks they entail.

About Control Risks

Control Risks exists to make our clients succeed. We are a specialist risk consultancy that helps to create secure, 
compliant and resilient organisations in an age of ever-changing risk.

Working across disciplines, technologies and geographies, everything we do is based on our belief that taking risks is essential to 
our clients’ success. We provide you with the insight to focus resources and ensure you are prepared to resolve the issues and 
crises that occur in any ambitious global organisation. We go beyond problem-solving and give you the insight and intelligence you 
need to realise opportunities and grow. From the boardroom to the remotest location, we have developed an unparalleled ability to 
bring order to chaos and reassurance to anxiety.

Contact us: enquiries@controlrisks.com
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