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The impact of self-generation on firms

As availability and quality of grid-based electricity services remain abysmal in many parts of
Africa, homes and businesses have sought coping strategies to mitigate the adverse economic
impacts of service interruptions. Approximately 78% of firms in Sub-Saharan Africa routinely
experience power outages, and more than 40% rank poor electricity service as the biggest
constraint to their operation. Many firms on the continent resort to self-generation to ensure
continuous operation and minimize the impacts of poor reliability. Despite prevalent
self-generation, firms in Sub-Saharan Africa still report approximately 8.4% of annual sales lost
to power outages relative to the global average of 52%.'

FIGURE 1: Losses due to electrical outages (% of annual sales)
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Self-generation is in high demand in Sub-Saharan Africa

e Approximately 53.3% of firms in Sub-Saharan Africa engage in self-generation — the
highest in the world.

e Self-generation capacity accounts for over 6% of the installed generation capacity in
Sub-Saharan Africa.?

e Approximately 29.4% of electricity used by firms in the region comes from
self-generation.
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FIGURE 2: Proportion of firms engaging in self-generation and share of
electricity generated (%)
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Self-generation is a costly second-best survival strategy

e Self-generation guarantees continuous business operation during power outages,
lowering the adverse economic impact of grid supply interruptions.

e Outage losses for firms engaging in self-generation would have increased by as
much as 183% if those firms depended solely on the grid.

e Firms without self-generation could have avoided an estimated 6-46% of reported
losses if they adopted self-generation during grid power outages.

TABLE 1: Estimated economic benefits of Self-generation?®

Firms with Self-generation Firms without Self-generation
Es’umated Implied loss Estimated Potential
Outage | loss without : : :
reduction due loss with self | benefit of
Country loss (US$/ self .
: to self generation self
Sy generation eneration (US$/kWh) eneration
(Uss/kwh) | 9 9
Ghana 2.89 332 14.88% 1.54 1.45 -5.84%
Kenya 20.89 22.33 6.89% 28.89 24.28 -15.96%
Mali 2392 30.34 26.84% 2523 23.45 -7.06%
2’1°zamb'q” 23.56 46.63 97.92% 3246 27.42 -15.53%
Nigeria 2.01 215 6.97% 178 1.66 -6.74%
Senegal 6.70 18.96 182.99% 25.06 13.54 -45.97%
Zambia 10.76 14.51 34.85% 15.37 10.05 -34.61%
South Africa 4.40 4.45 1.14% 9.30 6.00 -35.48%
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Policy Suggestions

Increase investment in power projects for additional generation capacity and
network rehabilitation and expansion to ensure supply reliability. Adopting a
public-private partnership approach can win investors' confidence and edge against
the dwindling government revenue that currently limits the public sector's ability to
finance infrastructure. This investment should be incentivized by implementing
cost-reflective tariffs.

Firms operating in the same neighborhood can jointly invest in self-generation to
reduce generation cost owing to economies of scale.

Introduce policies that allow firms with excess capacity to sell to other firms or the
grid, which would encourage a more robust network of supply and ease outages.
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