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Rule-making in the energy sector: Europe at the heart of policy transfer.

Abstract:

This paper examines the role of Europe in the process of knowledge production in the global energy sector. Europe is seen as constituted by a multiplicity of inter-state, state, and non-state actors which are involved in the policy transfer process in this sector. The European Union, national development agencies, Europe-based INGOs, think-tanks, consultancies and businesses are interlinked in the political economy of ideas concerning strategies, institutions and norms for infrastructure reform, investment, and management that are being transferred to the developing world. Following Levi-Faur and Vigoda (2004), developing states are cast in the role of 'rule-takers' and advanced, industrialised OECD states, in this case in Europe, as 'rule-makers'. Consequently, the political economy of energy in Europe and Russia has significance well beyond this geographical remit, even putting traditional geo-politics aside. 
The paper analyses the ‘rules’ being produced in Europe, and finds a continuation of neo-liberal understandings of appropriate reform strategies as the normative framework underpinning Europe's role in policy transfer. Europe at the heart of policy transfer in the energy sector is therefore deemed to be problematic, as despite a rhetorical shift away from 'one-size-fits-all' development strategies, hegemonic neo-liberal ideas continue to be Europe's main energy export. In the energy sector a plurality of organisations involved in knowledge production has not resulted in a plurality of principles underlying different policies being transferred. In such cases, contradictions and confusion between the actors would be evident. Instead, policy transfer in the energy sector from Europe is best understood as a sectoral application of the principles of neo-liberalism, structural adjustment and good governance. Usually these criticisms are levelled at global IFIs, but when Europe is also subject to critical analysis, it appears as part of a global system of norms and a participant in a global agenda for policy transfer in this sector, and perhaps beyond. Following from this, critique of policy transfer processes to developing states in general can be seen to apply to Europe’s role in the energy sector.
Introduction
This paper examines aspects of Europe’s role in the process of policy transfer in the global energy sector. The European actors considered include the European Union, particularly the European Commission, and European States, as well as both parastatal and private sector actors from within these states. These actors are viewed as linked by a common policy narrative – global best practice(s) for the energy sector – which ensures coherence in the process of promoting policy transfer. It is policy transfer beyond the borders of Europe, towards developing states, that is the primary focus. Consequently, it is the political economy of the policy transfer of this set of best practice(s) concerning strategies, institutions and norms for infrastructure reform, investment, and management in the energy sector, in the developing world that is under consideration. Following Levi-Faur and Vigoda (2004), these developing states are cast in the role of 'rule-takers', and Europe as the 'rule-makers'. While most of the papers given at this conference address the political economy of energy within or between Europe and Russia, this paper tries to identify, in part at least, the significance of the political economy of energy of this region, for external states, regions and actors.

The paper frinds that the ‘rules’ being produced in Europe for transfer to developing states reflect, and are part of the process of the knowledge production of, neo-liberal global best practice(s) for energy sector reform. Policy transfer in the energy sector from Europe is best understood as a sectoral application of the same principles that underpinned structural adjustment and good governance. This normative framework, it is argued, is problematic. First, tension is created between this strategy and both the argument that development strategies are moving away from 'one-size-fits-all' models and that developing states must have ‘ownership’ of development strategies. Second, and following from these tensions, there are practical problems with the implementation of these reforms, as the literature on policy transfer failure can elucidate. Third, the governance aspect, of building stronger regulatory and legal frameworks for the energy sector, relies on a technocratic understanding of development which is demonstrably unrealistic. Finally, the neo-liberal, market-centred model centred on market pricing, are in tension with the developmental objectives of the energy sector. This would constitute a pre-existing counter-narrative which global best practice(s) seek to undermine and supplant, and which may require reonsideration. 
The paper procedes by identifying the problems that are likely to occur with policy transfer to developing states. Then the global best practice(s) are identified, with analysis of the European Union’s role in the creation and promotion of this narrative, and its conformity to it. The theoretical problems identified above are fleshed out, and finally a pratical case study of some of the problems that emerge from this reform strategy is provided. European state, parastatal and private sector involvement in Uganda’s energy sector reform, and the problems and question this raises, are utilised to reflect upon the limitations of the global best practice(se) narrative in promoting policy transfer, and hence in achieving the goals (explicit and implicit) of the actors who pursue this approach.

Policy Transfer and Global Best Practice(s) in the Energy Sector
Policy transfer is defined as processes whereby knowledge concerning policies, administrative arrangements, or institutions travel across states, sectors, and time. This approach is particularly useful in addressing the changing nature of policy-making under conditions of globalisation (see Simmons et al 2004: 29; Stone 1999: 53-7). Europe provides a range of agents of policy transfer that play an important role in the definition and promotion of global best practice(s) for energy sector reform. Europe’s role reflects the power relations that underpin policy transfer processes, wherein powerful states, regions and multilateral donors become ‘rule-makers’, while developing states are reduced to the role of ‘rule-takers’. The legitimacy of policy transfer processes is therefore questionable, while the ‘benefits, costs, and implications’ of such processes for developing states remains unclear (Levi-Faur and Vigoda 2004; Simmons et al 2004; Levi-Faur 2002: 2; Larmour 2002: 152; Stone 1999: 57). 

Indeed, problems with policy transfer ensure that such processes are always contingent, with forms of adaptation and learning necessary in practice. Policy transfer takes place in a particular historical, political, economic, and institutional context, and success in one sector or state will not necessarily be repeated elsewhere. Transferred policies may exhibit different ‘performance characteristics’ that contradict the intent of the reform process. Recipient states may simply lack the capacity to properly implement selected policies. Further, institutions or policies may be selected irrelevant of their original purposes, in order to resolve different policy problems or as a reflection of the normative ambitions of policy makers (see Simmons et al 2004: 31-5; Rodrik and Subramanian 2003: 33; Levi-Faur 2002: 8; Stiglitz 1999; 1999a; Stone 1999: 53-7; Turner and Hulme 1997: 52-3). Given uncertainty and complexity in both existing institutional frameworks and policy outcomes, policy transfer in the form of uncritical emulation by developing states is, perhaps, both undesirable and unlikely. 
The very idea of global best practice(s) in any sector may therefore problematic in practice. Nonetheless, in the energy sector a very clear set of global best practice(s) have emerged, which constitute the basis for policy transfer. These best practice(s) offer both an explanation of energy sector inefficiencies, and a set of solutions. They are global in the sense that they are promoted by a range of supra-state agencies and organisations, by states through their aid budgets, and by a range of private sector actors. These best practice(s) were developed in the 1990s, and as such are derived from the good governance response in international development assistance to the failures of structural adjustment in the 1980s. A range of publications in this period identify the policies which constitute best practice(s) for the energy sector (see Turkson and Wohlgemuth 2001; Gray and Schuster 1998; Izaguirre 1998; Dunkerley 1995; Lock 1995), which reflect what is found in publications by multilateral agencies (see for example World Bank 2001a; 2000a; 2000; 1996; 1993; IEA 1999).
The four core global best practice(s) for the energy sector are unbundling, competition, regulation and privatisation. The first, unbundling, is also sometimes termed industry restructuring. Therein, state owned utilities are disaggregated into separate generation, transmission and distribution sub-sectors. Competition is introduced in the generation and distribution sub-sectors, with liberalisation allowing for foreign competition (Müller-Jentsch 2001: 10-1). The second is that supply and demand in competitive markets should determine all prices in the sector. ‘True economic costs’ are deemed critical to attracting private investors, promoting competition, and raising efficiency in the electricity sector (Müller-Jentsch 2001: 10).

The third of the core global best practice(s) is a new regulatory framework, necessitated by the changing role of the state from owner/operator to regulator. The regulatory framework is crucial in that it determines the incentive structures that will attract private investors, and provides evidence of a ‘credible’ reform process. The new framework provides for transparency, political security for investors, and certainty. Crucially, this hinges upon a regulatory agent that is independent from short-term political pressure (Commission 2002: 11; Müller-Jentsch 2001: 10; see also Victor et al 2004: 18-20; Levi-Faur 1999: 185-6). 

The fourth of the core global best practice(s), and the centrepiece of the strategy, is to attract private participation and/or allow privatisation (Müller-Jentsch 2001: 10). The private sector will provide the necessary capital investments, as well as increasing the levels of competition and efficiency. Unbundled utility companies are ready to be transformed into commercially viable entities and privatised, while the private sector builds/owns/operates new power plants following the independent power project (IPP) model (Victor et al 2004: 1-2; Müller-Jentsch 2001: 10-1; World Bank 2001a: 12-4; Turkson and Wohlgemuth 2001: 143; Bayliss and Hall 2000: 3; IEA 1999: 101; Levi-Faur 1999: 176-86; Izaguirre 1998: 8; Dunkerley 1995: 929-32; Lock 1995: 955-7).

Europe’s Approach to Energy and Development
Europe’s broad involvement in policy transfer in the Energy sector to developing states explicitly occur in the context of a certain configuration of policies that constitute global best practice(s). The European Union has a core energy strategy regarding its internal and external environment. Through the Commission, the European Union has developed an internal energy model, based on what the Commission terms ‘regulatory capitalism’. This model conforms neatly to the global best practice(s). The Commission explicitly plans to pursue policy transfer of these best practice(s) to developing states, with particular emphasis on market principles and regulatory frameworks. The core target is the EU’s immediate neighbours, but other targets for development assistance, including sub-Saharan Africa, are included.

Individual European states (EU and non-EU) engage in the process of policy transfer to developing states through a range of development aid programmes. Europe’s states role as large providers of development assistance is also significant. It appears that are most involved in policy transfer of global best practice(s) in the energy sector to the developing world are those that most aggressively pursued such reforms at home – Britain and Norway. The assistance reflected Norway’s own experience with deregulation in the early 1990s (Mæstad 2003 2). Finally, development agencies also link to quasi-state agencies, responsible for investment in developing states, including in the energy sector, and to the private sector, particularly through links to European consultancies. European non-state actors, including private companies, provide energy sector services, investment and consultancies that reinforce these global best practice(s). 

A virtuous circle is formed if all these European actors are promoting the same set of market-regulatory reform proposals: the global best practice(s). Indeed, the 2001 European Commission/World Bank publication Private Participation in Mediterranean Infrastructure includes an explicit ‘Check List of Best Practice(s)’ (Müller-Jentsch 2001: 10-1). This list reflects the requirements of the 1999 European Commission Single Market Directive for Electricity. This check list comes from a technical paper, which is intended as a description of actual donor activities and actually existing practices. By 2001, energy sector best practice(s) are clearly solidified in European Union policy making.
Further European Commission publications demonstrate awareness that developing states are likely to lack human resources and institutional capacity in the energy policy area, where an appropriate legislative, regulatory and financial framework is a crucial prerequisite for attracting private investment (Commission 2002: 11-2). This is taken as an opportunity for policy transfer, as the EU is “in a privileged position to help the developing countries develop their administrative capacities and energy policies” and more “transparent regulatory structures”. Europe is deemed able to provide institutional support, such that these states might “assess the comparative advantages of public and private services” and “the role of deregulation”.  European policy transfer plans are explicitly designed to ensure that developing states have “a pricing policy guaranteeing as far as possible that prices reflect costs”. Following the global best practice(s) very closely, the European Commission (2002: 12) envisaged a “more limited role for the state”, particularly “in the context of privatisation”, which will help to mobilise private investment. 

Private participation is prioritised because the heavily capital-intensive nature of the sector poses severe difficulties for developing states, where utility revenues and government support have proved insufficient to meet investment needs. Furthermore, both multilateral and bilateral donors have proved unwilling to provide finance to this sector (Commission 2002: 7). This reflects their own budgetary constraints, but also the view, underpinning the logic of these global best practice(s), that the state (usually in the form of a monolithic state-owned electricity utility) is the cause of the economic problems that many developing state electricity sectors are facing. These problems include inefficiencies in operation, finance, management, regulation, and maintenance, massive over-employment, regular and chronic system failures, increasing sector costs, and declining utility revenue (Müller-Jentsch 2001: 5; Turkson and Wohlgemuth 2001: 143; Gray and Schuster 1998: 6-7; Izaguirre 1998: 1; Dunkerley 1995: 929-35; Lock 1995: 956-64). 

The European Commission explicitly formulates European energy policy advice around the problem of securing supply in the face of import dependence (Commission 2006: 3). As many of the papers at this workshop testify, this in no small part pertains to the issue of foreign economic relations with Russia (Commission 2006:  15). However, Commission policymaking also explicitly addresses the relations of the European Union with actors outside of the Europe and Russia region. With an agreed, regional approach to external energy issues, the European Union certainly has the gravitas to be a significant player in policy transfer in the energy sector. The world’s 2nd largest energy market is the self-proclaimed leader in managing energy demand and in promoting new and environmentally sustainable energies (Commission 2006: 4). Europe is also the biggest supplier of development aid in the world (Commission 2002: 6). 

Primarily, European Union concern with external actors relates to securing supply and creating competition in supply. The EU strategy for Africa, most usually presented as a partnership for development, is here reframed as a method of diversifying oil and gas supplies (Commission 2006: 15). New LNG terminals are explicitly designed to increase competition between gas suppliers (Commission 2006: 15). This external approach reflects the internal policy logic of these global best practice(s), the essence of which is reiterated in the 2006 Commission Green Paper A European Strategy for Sustainable, Competitive and Secure Energy. 

“Europe has not yet developed fully competitive internal energy markets. Only when such markets exist will EU citizens and businesses enjoy all the benefits of security of supply and lower prices” (Commission 2006: 3). 
The planned as pipelines from the Caspian, North Africa and the Middle East (Commission 2006: 15) are usually interpreted as intended to import gas, to help secure EU energy supply. However, they are clearly also intended to export to the world a competitive, regultated market economy for energy, as the European Commission believes that this that will best meet predicted energy needs. Security of supply is deteremined not by the existence of the pipelines, but by appropriate governance in the states through which the pipelines run. The EU ‘Neighbourhood Policy’ explicitly aims to bring states bordering the EU closer to the internal market. By creating a ‘common regulatory space’ of shared rules, trade will be increased, market harmonisation and integration promoted, investment and growth increased, and security of supply for all acheived (Commission 2006: 16). 
As the EU is not aiming for lowest common denominator regulations, this is a comprehensive framework for policy transfer. The carrot is clear, with reference to EU investment into this broader pan-European energy community, as well as to other funding vehicles such as the EIB and the EBRD (Commission 2006: 16). Through extensions of the Energy Community Treaty, a further mechanism for bringing third countries within the European energy policy framework is provided (Commission 2007: 19). A common European Union external energy policy is therefore designed to better integrate European energy policy objectives into relations with third countries (Commission 2006: 16-7). Fundamentally, the Commission is seeking to secure the EU’s energy supply by achieving de facto regulatory control of the suppliers’ energy sectors.
This is not to say that the European Commission does not have other values aside from regulatory capitalism which it seeks to promote through policy transfer. The Commission is clear in its focus on climate change, and seeks to use its influence to increase global levels of research and development both in bilateral forums and through multilateral bodies (UN, IEA and G8). Use of the EU Emission Trading scheme to export EU policy on climate change is mooted, as is generating an international energy efficiency agreement (Commission 2006: 16-7). Europe therefore seeks to integrate its normative environmental agenda into the global best practice(s) for the energy sector (see Müller-Jentsch 2001: 10-1). But primarily the Commission is advocating the use of both international trade policy tools and development aid to promote a ‘more secure investment climate’, with a focus on ‘regulatory convergence’, ‘energy efficiency’ and ‘competition’ (Commission 2006: 17). As the Commission clearly states (2007: 19):

“The EU should aim to build a wide network of countries around the EU, acting on the basis and shared rule or principles derived from EU energy policy”.
Assessing Europe’s Role in Policy Transfer
Levi-Faur claimed back in 1999 that Europe was moving towards a system of ‘regulatory capitalism’ in which regulatory states tighten their grip on the market not in order to promote a social market economy, but to promote competition and commodification (Levi-Faur 1999: 179). Here, we see Europe exporting this model in the energy sector through various forms of policy transfer. In particular, the shift from etatist regulatory regimes in the electricity sector towards liberal regulatory regimes (Levi-Faur 1999: 182), which has to some extent taken place in Europe, is clearly marked as Europe’s policy of choice for its supply countries. Meanwhile, third countries are increasingly to be integrated into the Europe Union’s growing internal supranational regime (Levi-Faur 1999: 183; see Eberlein 2008: 75). The European Commission explicitly views the proposed regulatory framework for this growing liberalised and supranational electricity sector regime as ‘best practice’ (Eberlein 2008: 78). These regulations reflect the competition-focus of the entire European Commission energy reform project (Eberlein 2008: 79), and through this the neo-liberal, good governance origins of this policy constellation. 

The European Commission therefore participating in the promotion of a market panacea for energy sector problems in developing states. However, to reiterate it is not a laissez-faire solution that is being advocated, as numerous references to the European Union’s effective legislative and regulatory frameworks and competition rules make clear. However, the experience of development aid has been that if market solutions struggle to function in the absence of an appropriate system of governance, then building such a system – a legislative, regulatory and competition framework – is just as difficult (see Leftwich 2000). 

The efficacy of policy transfer in the energy sector following global best practice(s) is therefore questionable. The policy transfer literature suggests that forms of adaptation are inevitable, as uncritical emulation creates conetexual difficulties. The regulated market model of global best practice(s) in the energy sector are a sector-specific reform stretegy derived from the general logic of the period of structural adjustment in the 1980s and the revised good governance version which followed in the 1990s. Donors provide a system of regulation, a new legal framework, and provide training to the regulators, and this is demed a sufficient solution to perceived technical problems. Consequently, these best practice(s) treat energy sector regulation in a purely technical sense. 

However, as Leftwich (2000) argues, all development strategies are political, and non-technical, a point reinforced by numerous development failures in the 1980s and 1990s. Far from escaping from the problems of advocating one-size-fits-all development strategies, as is often claimed by contemporary donors, global best practice(s) recreate all the flaws of the technocratic developmental ambitions of the 80s and 90s, in a compartmentalised format. This neo-liberal approach, tried and tested for two decades plus in sub-Saharan Africa, has little developmental success to show for itself. Simply pursuing market solutions and providing a technically correct regulatory framework will not solve sector problems because they are political problems, not technical ones. 
Furthermore, the prevision of a pre-exisiting one-size-fits-all energy sector reform strategy by donors is deeply contradicitory with the other supposed lesson that donors have learnt from past development failures - that developing states must have ownership of development programmes. In practice, following Levi-Faur and Vigoda (2004), donors continue to operate as rule-makers. The European Commision pays lip service to the idea that “...the ownership by the beneficiary countries of their development strategies is the key to the success of cooperation” (Commission 2002: 13). Yet, in the very next paragraph of Energy Cooperation with Developing Countries, global best practice(s) are set out as non-negotiable in the energy sector.

“In order to meet the requirements concerning the opening-up of the market and promote private investment, an appropriate legislative and regulatory framework is necessary, in particular as regards regulation, the unbundling of activities, pricing and the promotion of private participation” (Commission 2002: 13).
While the Commission continues to argue that EU’s experience with its own energy sector reforms could be of benefit to developing states (Commission 2002: 6), in practice this rule-making, rule-taking approach is unlikely to constitute a “new Africa-Europe Energy Partnership” (Commission 2007: 25).

One particular problem flagged above is the regulatory capitalism model itself, as it implies the capacity to regulate. The administrative problems of developing states are not a simple as the European Commission presents it. Indeed, the European Commission states that “Where the opening up of markets is concerned, the EU has developed an original concept based on regulated competition, offering a third way between pure liberalism and outmoded statism” (Commission 2002: 14). There are numerous difficulties surrounding this claim: regulatory capitalism might for example be attributed to the work of John Maynard Keynes, or to Roosevelt’s New Deal (see Levi-Faur 1999). It is also clear from the fact that global best practice(s) are advocated by multilateral development agencies and non-European donors that there is nothing particularly European about the policies being lined up for transfer. Rather, there is a shared interest between wealthy OECD states in the marketisation of developing states and their integration into the global economy.  In promoting this shared goal, links between European inter-state, state and non-state actors are formed, as well as links to multilateral actors. 
Perhaps the most specific issue to emerge from the Ugandan case study which follows relates to the clash between global best practice(s) and development itself. Inevitably, when the market determines energy costs, this involves higher prices as governments have historically subsidised the sector. Higher energy prices mean socio-economic and political problems for both developing state citizens and states. They conflict with a range of developmental objectives: people’s access to electricity, and particularly rural electrification. The private sector may provide a solution to a shortage of investment, but the private sector needs to make money out of such investments. The list of requirements for investment in this sector – large investments at high risk – effectively shift risk towards developing state governments (for a similar position regarding private investment in the water sector see Woods 2006). Consequently, privatisation may not end up relieving public financial responsibility towards this sector. Yet, this is the carrot that attracts states to market solutions; the stick being the requirements for private participation from donors in return for aid in other areas.
 Take the European Commission development policy regarading energy pricing. “In the majority of the developing countries, the price of conventional energy is artificially lowered as a result of public subsidies. This price distortion is an obstacle to investments in energy efficiency” (Commission 2002: 12). Pricing is to be reformed so as to “reduce distortion at market level” (Commission 2002: 14). However, the Commission also claims that “it will be particularly important to keep the access to energy of the population at large as a high priority for any sector reform” (Commission 2002: 14). These claims are deeply contradictory, unless access is defined as the opportunity to pay for unaffordable electricity rather than the actuality of having affording electricity (mirroring claims made by private firms after water privatisation see Woords 2006). 
This contradiction is meant to be resovled by the efficiency gains of the private sector, but this outcome is problematic for several reasons. First, it tends to be foreign state-sector investment companies not the private sector, which undermines the entire market logic of the reform programme. It is foreign expertise, not private sector expertise, which is in fact being called upon. Market-based arguments are problematic when the investors are in fact foreign parastatals. Second, the nature of the contracts with these new ‘private’ sector actors is likely to end up minimising the efficiency gains, as government guarantees of profit operate as a disincentive. Consequently, as an interviewed source argued, electricity price hikes are correctly represented by citizenry as a ‘tax on inefficiency’. 
This paper cannot provide an exhaustive study of European state development agencies energy sector policies and practices. The Ugandan case is revealing, however, as the states who have more aggressively pursued energy reform at home (the UK and Norway) are those most heavily involved in this reform processes. Further, this case points towards the important tole of private sector organisations from Europe, which provide crucial consultancy services that assist in the policy transfer of global best practice(s). In Uganda, both the Norwegian development agency NORAD, and CDC/Globeleq, the UK’s development finance institution, are revealed as important actors. Empirical evidence regarding the transfer of global best practice(s) in the energy sector from Europe to a developing state also helps highlight the problems of this approach raised above.
Case Study: Europe and Uganda’s Electricity Sector

Uganda’s electricity sector reforms explicitly occurred in the context of policy transfer, facilitated by European country national development agencies and private consultancies. The role of the consultant London Economics is particularly interesting, though consultancies are an easy target due to the fly-by-night nature of their activities. They are usually never to be heard of again, and are not as a rule held legally responsible for policy transfer failures resulting from their advice. Furthermore, donor states often pay for consultancy firms, and naturally prefer to pay for firms from their own home country. In this case, the consultants flew into Uganda, provided a power-point presentation, and then within 3 months produced a restructuring plan for the entire sector. This might be considered an impressive performance, but this plan was entirely based on global best practice(s). As such, these policies were set out by donors and the Ugandan government prior to the consultancy being hired. 
The UK-based consultants London Economics
 were in fact given a free hand by the Ugandan government in the creation of the Uganda Implementation Plan: Power Sector Restructuring and Privatisation in January 1999. The Ugandan government explicitly stated that the consultants ‘should not feel constrained by any of the proposals’ made in previous electricity sector reform strategy documents. Nevertheless, like previous Ugandan energy policy documents, this report was grounded in energy sector global best practice(s). This report was the basis for the final governmental policy document for electricity sector reform, the June 1999 New Strategic Plan (NSP) (see Government of Uganda 1999; London Economics 1999).
As the consultancy noted, only 5% of Ugandans had access to electricity, one of the lowest per capita consumers of electricity in sub-Saharan Africa. Generation was extremely limited, with the 180 MW hydroelectric dam at Owen Falls producing over 98% of all electricity. Serious shortages, voltage reductions and load shedding problems were commonplace (London Economics 1999: 3-4). Dominated by the Uganda Electricity Board (UEB), a vertically integrated public utility, the energy sector suffered from constant losses and an inability to service debt (London Economics 1999: 3-28; 1999a: 9-10). In this regard, Uganda was a representative case of the energy sector problems facing developing states. 

Following global best practice(s), reforms aimed to encourage private sector participation. According to government and donor sources, both multilateral and bilateral donors made private participation in the electricity sector a condition of lending activities. Private sector involvement was intended to make the sector more efficient (London Economics 1999: 13; 1999a: 11-2). This would ensure that the government’s goals of increased generation capacity, extended electrification (especially in rural areas), the provision of adequate and reliable electricity at least cost, and to free the sector of the need for government subsidies would be met. 
The Norwegian government and a range of private consultants contributed to the drafting of the new Ugandan Electricity Act (1999) (Mæstad 2003). NORAD alone spent 400 mill. NOK on developing Uganda’s electricity sector between 1993 and 2003. While most of the money was spent on infrastructure, 19 mill. NOK was spent on ‘institutional development’ – the new energy act as well as a new regulatory framework and an independent Electricity Regulation Authority (ERA) (Mæstad 2003: 3). Consequently, Uganda’s new electricity sector regulatory framework would feature an independent regulatory agency, free from day-to-day political interference, particularly with regard to tariff levels – as global best practice(s) advocates. These reforms ensure progress with both industry restructuring and private participation, and indeed, increased private sector involvement is one of the claimed successes of this aid (Mæstad 2003: 14). 
UEB was ‘unbundled’ in March/April 2001 into generation, transmission, and distribution sub-sectors. The government commenced with privatisation and/or private sector management proposals in the generation and distribution sub-sectors, through either the IPP model or by the leasing of existing generation sub-sector assets. The government’s obligation was to ensure commercial tariff levels, and to guarantee the market for electricity through power purchasing agreements (PPAs) (London Economics 1999: 1-7; 1999a: 26).

Indeed, Norwegian infrastructure investment extended beyond increasing the energy supply, to (along with other bilateral and multilateral donors) reforming the Ugandan energy sector pricing structure. The abolition of government subsidies in turn greatly increased the cost price per unit (Mæstad 2003: 11-2). The resulting welfare losses are balanced against a relatively small increase in urban electrification (33% to 40%) and a rural fall (2% to 1%). Consequently, the Norwegian government was unable to verify any improvements in the sector as a result of these reforms (Mæstad 2003: 20-1). 
Uganda’s electricity sector reforms would not be donor-financed, but rely on the private sector for investment and management. The Owen Falls power station and Owen Falls Extension, comprising the totality of Uganda’s generation capacity, were therefore contracted as a single concession to private sector management. The South African state-owned power company Eskom took over management on April 1 2003 (Utility Reform Unit 2002: 1-5; Government of Uganda 1999: iii). The irony of privatising a state-owned enterprise because these are by definition inefficient, only to have another countries’ state-owned sector company as the new investor, should not be lost on the reader.
While the concession was according to Utility Reform Unit sources favourable to government, a power purchase agreement (PPA) guarantees the concessionaire that the transmission company will make capacity-based payments (Utility Reform Unit 2002: 5). There is clearly a strategic risk in leasing the entirety of Ugandan generation capacity to a single private operator, and guaranteeing payments regardless of how much electricity is consumed. However, it was widely held that Uganda’s market conditions made it difficult, initially at least, to introduce competition. The Ugandan government also believed that competition in the generation sub-sector would be achieved through IPP investment. 

Indeed, electricity sector reform in Uganda began with President Museveni offering the private sector an IPP site at Bujagali for hydroelectric development. Back in 1994, a memorandum of understanding was signed between the Ugandan government, and a subsidiary of one of the world’s largest electricity sector producer-investors, US-based AES. A Power Purchase Agreement (PPA) and Implementation Agreement (IA) were finalised on December 8 1999. The Bujagali Falls project is to produce 200-250 MW, and it was claimed that this would provide a long-term solution to generation shortfalls (Parliament of Uganda 2001: 2-3; Ministry of Finance 2001; 74; 2000: 3; London Economics 1999: 21). 
The Bujagali IPP and IA effectively assigned all the project risks to the Uganda government, while guaranteeing AES financial immunity from water flow variations, changes in the law, and exchange rate fluctuations. Primarily, however, AES profitability was ensured through government guarantees of UEB’s capacity payments, regardless of how much electricity was sold, for a period well into the future. These payments covered repayment of debt, return on equity, taxes, operations and maintenance, while bonuses included in the contract were virtually guaranteed, such that AES was also guaranteed that project costs would not exceed these capacity payments
. The impact of these guarantees on Uganda’s budget, balance of payments, and interest rate levels were unevaluated, such that the Ugandan government was unaware of its potential obligations to AES (Bosshard 2002: 3; London Economics 1999: 7-11;). 

With the state-owned transmission utility (UETCL) as the single buyer in the electricity market, it was argued that the private sector was unlikely to invest large amounts of capital without such guarantees. Should the Bujagali dam have been completed under AES auspices by the projected date of 2005, Uganda would have reached a total capacity of around 460 MW, for a forecast peak demand of around 500 MW. Given the lack of an export agreement, and criticism of demand projections (See Bosshard 2002), there was at least some risk that demand would be insufficient for existing capacity, with adverse financial consequences (London Economics 1999: 21).
It is also important to note that the generation sub-sector reforms undertaken in Uganda assume that the distribution sub-sector is able to sell the government-guaranteed increased generation capacity. The unbundled distribution sub-sector company needed to be more efficient and financially viable, or government would be required to subsidise the now privatised electricity sector – an outcome contradictory to its stated objectives. A crucial issue for the Ugandan electricity sector therefore is grid expansion and rural electrification, which would require massive investments (Bosshard 2002: 15l; Ministry of Finance 2001: 74; 2000: 3; World Bank 2001: 43; AFREPEN 2001: 1; Government of Uganda 1999: 6-13). This would be achieved by introducing competition – transforming the distribution sub-sector company into the maximum number of viable distribution companies – and then attracting private sector operators. If this succeeded in increased efficiency, tariff levels could be minimised, and enough revenue would be raised to cover energy sector costs. 
However, the number of ‘viable’ distribution companies turned out to be a single entity, a consortium of CDC/Globeleq (a UK government parastatal) and Eskom (a South African government parastatal), which leased distribution sub-sector assets under a long-term concession. Once again, reforms did not result in increased competition, despite the government’s position that maximising competition was a pre-requisite for the private sector to promote distribution sub-sector efficiency. Once again, the inefficient state-owned enterprise was sold off to a foreign state’s state-owned enterprise. The government’s priority was to ensure the success of the new distribution concession, by guaranteeing the revenue flow from UEB’s entire customer base. Policy adaptation, in this case to the requirements of private sector investors into SSA, ensured that competition was not going to be an outcome of this reform process (Hall 2007: 8; Utility Reform Unit 2002: 1; Ministry of Finance 2000: 4; Government of Uganda 1999: 6-13; London Economics 1999a: 57). 

The viability of the Ugandan electricity sector therefore hinges on viability of the tariff levels set by the new Electricity Regulation Authority (ERA) under the new Electricity Act, as cost will be a crucial determining factor in the prospects for increased access to electricity. The ERA’s core task is to regularly review tariff levels according to ‘sound economic and financial criteria’, so as to ensure both cost recovery and increased efficiency. Following global best practice(s), it was assumed that tariffs providing ‘correct price signals’ would encourage producers to make least-cost investment and operational decisions, and consumers to use only amounts of electricity that are economically justifiable. 

However, in practice it was necessary for tariff levels to guarantee private sector operators a profit over their costs, which provides little incentive for increased efficiency or reductions in financial costs. Furthermore, tariffs were expected to raise enough money to cover electricity sector investments, while expanding electricity services to as large a segment of the population as possible whether on social or economic terms (Government of Uganda 1999: 14; ESMAP 1996: 31). However, it may well be the case that tariff increases would lead to a reduction in electricity demand in Uganda (Bosshard 2002: 17). Indeed, the IFC claims that the price elasticity of electricity demand in Uganda is low, such that even with tariff increases demand growth projections of 8.3% remain achievable. This contrasts with both Tanzanian evidence that higher levels tariff levels served to reduce electricity demand, and Ugandan survey evidence that high electricity prices was the single biggest disincentive for investment (Bosshard 2002: 17; IRN 2001; Parliament of Uganda 2001a: 7-8; IFC 2001: 34-5; World Bank 2000: 45). In this view, given levels of rural poverty, either general income levels must increase (a difficult proposition), or tariff levels must be reduced, or both.
One Parliamentary study explicitly states that implementing a market-based tariff regime to ensure financial viability could conflict with the aim of increasing rural coverage (Parliament of Uganda 2001a: 7). The Ugandan government, furthermore, admits in the New Strategic Plan that these are conflicting objectives for electricity sector reform (Government of Uganda 1999: 7). The UK consultants London Economics also note that market rate tariffs would be unaffordable for consumers at the distribution end of electricity sector reform. Indeed, during a presentation in 1999, the consultants argued that for tariff levels to be financially viable, the costs of rural electrification must be decreased (AFREPEN 2001: ii; London Economics 1999a: 58-9). Contradictory imperatives for market pricing and grid expansion in the context of reduced government subsidisation are therefore central to the political economy of electricity sector reform in Uganda 

However, it is also the case that establishing market-level tariffs is extremely difficult (ESMAP 1996: 31-2). The ERA is dependent upon economic data provided by the Bank of Uganda or the Bureau of Statistics, such as inflation and foreign exchange levels, as well as on verified, audited and accounted economic data from the new private companies, and their approved budgets. There is no clear methodology for establishing ‘market rates’ or for defining ‘reasonable’ costs. Much of this data is inaccurate, while the companies relied on for information attempt to get the best deal for themselves. The result is complex and expensive negotiations between industry groups, consumers groups, government experts, and a range of consultants. 

These negotiations resulted in the June 2001 decision to raise tariffs by a massive 133%, the first tariff hike since 1994. Ministry of Energy sources argued that it was necessary for electricity sector revenue to be appropriated from consumers via tariff levels at market rate, ensuring cost recovery and commercial viability to both private concessions and the electricity sector as a whole. Subsidies had previously been financed out of VAT revenue, such that the poor subsidised the electricity of the tiny percentage of wealthy Ugandans to the tune of Ushs. 20 billion per annum (Utility Reform Unit 2002: 3; Ministry of Energy 2001; Parliament of Uganda 2001a: 4-8).

However, this tariff hike drew widespread criticism from NGO groups, the media, academia, Parliament, and even President Museveni. Protests were fuelled by the fact that tariff increases were higher for household consumers than for business and industry. NGO critics also argued that given the high levels of inefficiency in the electricity sector, market pricing was essentially an inefficiency levy on consumers. However, despite considerable pressure, ERA refused to lower tariffs, and as they were empowered under the Electricity Act 1999, the legal framework created by government, government either did not or could not reverse the ERA’s decision. Instead, following a direct intervention by President Museveni, and with the Uganda elections on the horizon, government chose to subsidise certain categories of consumers directly from their central budget. Government therefore continued to subsidise the sector through these reforms, although only a fixed amount was provided in this regard, and this did not cover the full extent of the tariff increase (Parliament of Uganda 2001a: 4).

Conclusion

Incentives in the electricity sector therefore remain perverse. Political pressure is focused on keeping consumer prices down, but if the distribution company can’t charge market rate tariffs, then it must ensure profitability by either decreasing payments to the state-owned transmission agent, or contributing less to repaying government (UEB) debt. However, as the government has capacity payments arrangement with the generation companies, the transmission agent would still be required to take electricity at market prices, or pay for electricity that has not even been generated as higher prices impact upon levels of consumption. Either way, or through continued direct end-tariff subsidisation, costs accrue to the government’s balance books. 

Indeed, the Ministry of Finance is effectively paying for the post-reform electricity sector, as the transmission company can only pay a small percentage of its debt. Between July 2002 and 2003 the transmission company paid US$3 million of US$17 million in annual debt servicing, the rest being lost revenue for government, and in effect a huge subsidy to the electricity sector. Consequently, although ending government subsidisation of the electricity sector was the fourth key goal for the reform process, the emerging market structure emerge does not guarantee this outcome. Consequently, and at least in part as a result of poorly-conceived private infrastructure projects such as the Bujagali dam, the electricity industry in Uganda was described by a Ministry of Finance source as ‘barely viable’. 

In 2007 the Ugandan government budget for energy sector was significantly higher, and was in fact being punished by DfID with reduced aid for not spending enough on the sector (Hall 2007: 8-9). The Norwegian government was involved in charges of corruption for loaning money to a private sector energy investor for which the government of Uganda was guarantee, even though the Ministry of Finance had not approved – then attempted to cover it up (Hall 2007: 8-9). As to ESKOM/Globeleq, Tariffs were raised by 24% in 2004 and 37% in 2006 despite still running losses, with both investors threatening to pull out, having made little of the promised investments in the sector. (Hall 2007: 10). 
Following the advice of foreign consultancies to pursue a global best practice(s) reform agenda in Uganda’s electricity sector clearly promoted forms of policy transfer, but did not produce reform outcomes that live up to the promises of this reform agenda. The Ugandan government clearly faces continued subsidisation of the private sector and of rural electrification. PPAs may well serve to increase budgetary pressure on government, while raising tariffs looks like a potentially self-defeating strategy. The contradictory imperatives of expanding rural electrification and market pricing at the centre of the political economy of Uganda’s electricity sector reform are however not unusual in regard to developing states; this Ugandan case study is intended to be indicative of broader problems for global best practice(s) at least in the electricity sector. 

Pursuit of a global best practice(s) policy agenda in the electricity sector assumes that introducing privatisation and competition is feasible without consideration of the specific political economic context of the state in question. It also assumes that such measures will increase efficiency and thereby lower prices; clearly, this is unlikely to be the case in Uganda in the short term at least. Consequently, while privatisation may have positive budgetary implications in some regards, especially as UEB generated massive amounts of debt that it did not contribute to repaying, the outcome of the reform process is that government remains the last resort source of funds. 

Indeed, in the translation from a global best practice(s) policy agenda to a Uganda-specific reform strategy, private sector participation appears to have been introduced without the context of a competitive market structure. It is unclear whether such an approach can in practice achieve the promised results of the global best practice(s) policy agenda. Finally, the contradictory imperatives of the reform process meant the simultaneous pursuit of market rationality and cheap electricity for increasing number of consumers. This outcome was never going to be a feasible in the short term, and indeed, Uganda’s expensive electricity has become more expensive for consumers, and remains potentially more expensive for government. 

In the Uganda case study we can see many of the problems of pursuing a global best practice(s) policy agenda in practice in developing states. The outcomes are clearly not those envisaged by the European Commision, which appears far removed from the realities of poor developing states. Indeed, these best practice(s) clearly represent an ideal, derived either from abstract neo-liberal theory, with little practical relevance to the realities of developing states, or from the experiences of European states where institutional frameworks and political and economic contexts are widely different. In either case, global best practice(s) are a problematic framework for the promotion of policy transfer; it remains a matter of debate as to what exactly is ‘best’ about these policies. Indeed, the case study of European reform agents in Uganda confirms the contingent nature of policy transfer processes and the likelihood of either policy transfer failure or of outcomes widely disparate from those promised in theory and at the early stages of the reform process. 

Consequently, the European Commission’s plan to export its model of regulatory capitalism to external states through electricity sector reform seems less likely to function as a guarantor of supply security than the Commission envisages. The entire European plan seems oblivious to the numerous problems that have faced market-led development in the 1980s and governance-style reforms of the 1990s, as well as to the problems that European states and other actors have faced in achieving their energy sector objectives in developing states. In particular, the norm of market-based pricing, deeply embedded in the understanding of the energy sector of this complex of European actors still appears contradictory with more basic developmental objectives such as providing affordable energy to all, as a right in of itself, as well as of using the energy sector to promote other development objectives. 
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� This empirical section relies heavily on interview material. Interviews were carried out in Kampala in 2003.  


� See: � HYPERLINK "http://www.londecon.co.uk/About%20LE/frmabout.htm" ��http://www.londecon.co.uk/About%20LE/frmabout.htm�.


� Annex D, table 4 schedule 1 of the IA specifies maximum capacity payments (London Economics 1999: 8).
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