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e The appropriate degree of dependence on
imported power supplies.

Early Action on the Core
Infrastructure Program

It is important for Burundi to maintain the current
growth momentum generated by the ongoing
strong donor support for infrastructure rehabilitation.
An early launch of the proposed Infrastructure Action
Program requires a series of decisions by the
Government and donor community regarding the
design of particular programs and projects and
funding arrangements for these activities. There is
a degree of urgency associated with some of these
decisions because implementation of a number of
key components of the program needs to begin in
2010 if the above-mentioned targets for the power
and transport sectors are to be realized and if the
current growth momentum in the economy is to be
sustained. Mobilization of a total of about $620
million in new funding will be required for activities
scheduled for implementation during the first five
years (2010-2014) of the proposed program.

In the case of the power program for 2010-2014,
the design of some $28 million of new capacity
building initiatives and technical studies needs to
be firmed up so that funding arrangements can
be completed. Discussions with donors and private
investors regarding the funding of almost $200
million needed for the construction of new
generation capacity in the next five years is under
way. However, discussions about the imple-
mentation and funding arrangements for the
transmission and distribution network and
associated customer connections for the next five
years are less well advanced. The total amount of
funding required is estimated at $107 million. In
the case of road transport and infrastructure, new
funding in the amount of about $265 million is
required for the period 2010-2014. This includes
$30 million for new capacity building initiatives and
technical studies, and $235 million for capital
works - mainly for the national road network and
the start of the expansion of the urban road
network. The civil aviation program will require
mobilization of $8 million for capacity building,
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technical studies, including detailed design work
on an upgraded international airport and the
groundwork needed for mobilization of private
funding for the airport project. Modest amounts
of funding are also required for equipment
replacement in the Port of Bujumbura and for
further investigation of options for the possible rail
extension into Burundi. New funding requirements
for the communications sector are also modest,
with some $3 million required for additional
capacity building from 2012 onwards when the
ongoing World Bank project comes to a close.

Mobilizing Private Funding
for Infrastructure

The proposed Action Plan calls for increased use
of PPP-type arrangements to mobilize private sector
funding for the program. In general, accessing
private funding under these types of arrangements
allow governments to avoid or defer public spending
on infrastructure without foregoing its benefits. To
manage the risks associated with the proposed
PPPs and ensure that they provide high quality
infrastructure services in an efficient manner, the
Government will need to give careful attention to
the following three broad sets of concerns: (i) the
legal framework governing the PPPs; (ii) the
processes for selecting and implementing PPPs,
including the roles played by relevant government
agencies; and (iii) the contractual obligations on
which PPPs are based that directly determine the
fiscal risk incurred by the government.

The contributions from private investors for the
power program, civil aviation and, if it proceeds,
the rail extension in Burundi, are predicated on the
assumption that it will be possible to form public-
private partnerships for each of these operations
using BOT, BOOT or some comparable privatization
techniques. A total of $1.4 billion of private funding
would be needed for PPPs in these three sectors.
This excludes the approximate $670 million that
might be required for a ralil link to the mines; it is
assumed that the mining company would fund and
construct these spurs, if they were to go ahead.
The bulk of the private funding for these programs
is required in the first decade.
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These PPP-type arrangements typically involve
substantial amounts of debt financing by the private
contractors. The issue that will arise in these
circumstances is the manner in which lenders for
these types of projects will be protected from
sovereign risk, which includes risk of default, breach
of covenants, availability of foreign exchange or
convertibility, expropriation, and other concerns.
The issue of sovereign risk is particularly important
for Burundi, in view of its vulnerability to debt
distress. If the required private debt financing is to
be mobilized, consideration may need to be given
by donors to some form of guarantee arrangements.
The design of these proposed PPP arrangements
will require substantial work over the next five years.
Burundi will need early access to experienced legal
and technical services for the work involved.

Moving Forward With the Nickel
Mining Project

If private investor interest in the nickel mining project
is to move forward, the Government will need to
engage in negotiations with one or more potential
investors on the terms and conditions for the
investment. The capital cost of developing the mine
site is estimated at about $1.4 billion, with an
additional $600-700 million in public funding for
improvements in the rail capacity of the TRC in
Tanzania and in improvements at the port of Dar es
Salaam. The Government will need to assemble
an experienced legal and technical team for these
negotiations and may need advice and assistance
from a donor in this regard. In the event that the
mine operation is able to proceed and the private
funding can be mobilized, the $200 million a year
in tax and royalty payments would, in turn,
contribute significantly to improving the financial
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position of the Government and would help reduce
Burundi's vulnerability to debt distress.

Assessing the Viability
of a Rail Extension into Burundi

An important point that emerges from this study is
a series of questions about the extension of the
Tanzanian rail network into Burundi. If the rail is
unable to carry freight generated by the nickel
mining operation in Burundi, then the volumes of
freight available from regular commerce appear to
be too small to justify the investment at any time
within the next two decades. If refining metal at the
mine site is the most attractive option available to
potential investors, there may be little appetite for
the alternative, perhaps higher cost, option of using
a rail system in Burundi for the freight services for
the mine. More analysis is needed on these options
before final decisions can be taken by the
Government. In any event, there will be need for
close cooperation and coordination with Tanzanian
authorities if the mine is to go ahead, because the
rail system would be used to transport metal from
Kigoma to the port at Dar es Salaam. The rail
network would also have to carry 600,000 tons of
chemicals a year for the refinery operation.

The other point that emerges is the timing of
initiatives to proceed with the rail extension. Various
feasibility studies suggest that it should proceed in
the decade ahead. The analysis undertaken for this
Report indicates that implementation of the
Infrastructure Action Program and the mine
development in the decade ahead will push public
and private investment to levels that are
manageable, but high in relation to GDP, at least
for Burundi. If the rail extension were to be
undertaken at the same time, investment levels
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would rise to more than 80 percent of GDP for
several years in the decade ahead. Given the limited
absorptive capacities of the Burundi economy, this
level of investment may pose serious stability
questions for the management of the economy.
Careful attention to the phasing of these various
programs would be required to avoid inflationary
pressures.

The Degree of Dependence
on Imported Power

The analysis in this Report points to the emergence
of a power supply deficit by about 2024. At that
time, Burundi would need access to another 200
MW of capacity to meet projected needs in the latter
part of the 2020s. If this is to be met from domestic
hydro sources, it would involve a capital outlay of
some $400 million (at 2007 constant prices). Further
investigation is needed to determine whether there
are additional large hydro sites available within
Burundi to meet this continuing growth in demand.
The key policy question for the longer-term is
whether to develop other potential domestic sites
in order to keep dependence on imported power
at prudent levels, or whether to allow increased
dependence on imported supplies from the EAPP
network. A related question is the likely cost of new
sources of domestic supply compared with imports
from a low cost producer such as Ethiopia.

Managing Risks
and Uncertainties
in the Program

A twenty-year program of this magnitude inevitably
faces risks and uncertainties, large and small,
foreseen and unforeseen. Many possibilities can be
considered, including for example, major political
risks such as deterioration in internal security, or
civil disturbances in neighboring countries that affect
the overall performance of the Burundi economy
and its attractiveness as a destination for private
investment. There are also risks that stem from the
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international environment, including sharply higher
petroleum or raw material prices that may adversely
affect the attractiveness of investments in Burundi.
For the purposes of this Report, the risks and
uncertainties of most interest at this stage relate to
the design, funding and implementation of the
proposed program. The issues of particular concern
include: (i) the availability of the various types of
project funding that are required; (i) the capacity of
Burundi Government agencies to manage the
formulation, design and implementation of the
proposed program, including the ability of Burundi
and other EAC members to reach timely agreement
on key aspects of cooperation in the further
development of the regional infrastructure networks
and services; (i) adoption of policies and programs
that can maintain macroeconomic stability in the
face of the proposed large ramp-up in investment
spending within Burundi; and (iv) the design and
early implementation of programs that will support
strong domestic supply responses in input and
product markets. To manage these risks, the
Government and donor community will need to
strengthen coordination mechanisms for the
infrastructure sectors, starting with early completion
and adoption of the proposed master plans for the
infrastructure sectors. Regular meetings with donors
may then be required to monitor progress in
implementation of the program.

Availability of Funding

Shortfalls in funding may result in postponement or
cancellation of particular projects or project
components. An immediate concern, for example,
is early agreement with donors or potential private
investors on the funding arrangements for the new
generation projects to be constructed within Burundi
and the three regional generation projects in which
Burundi would share power with neighboring states.
Delays in reaching agreement on funding may lead
to delays in commission dates for the plants. As
the foregoing discussion indicates, shortfalls in
public investment have a significant adverse impact
on the overall growth performance of the economy
over the next two decades. An inability to mobilize
private funding on the scale required for the Core
Infrastructure Program has the same effect, unless
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of course the shortfalls can be made up by
increased allocations from the donor community.

Delays in Implementation

Problems with capacities of line agencies to oversee
the design and implementation of the program may
result in cost overruns in the program, delays in start-
up and completion of particular project components,
or use of sub-standard materials or civil works
activities that are not in accordance with the required
technical specifications of a project component. In
this case, there may be waste of public funds, or
premature deterioration of an asset such as a section
of aroad, or a power line, that leads to sharply higher
levels of maintenance spending. Another area of
concern relates to careful assessment of the
environmental Impact of the proposed program,
including the development of the nickel mine and
disposal of waste materials from the refinery
operation. The proposed program includes about
$170 million of technical support for various aspects
of program design and implementation. Early
agreement with the donor community on these
particular program components will make an
important contribution to an effective launch of the
Infrastructure Action Program.

Difficulties in reaching agreement on the terms and
conditions for projects and programs that require
regional cooperation may lead to delays in award
of contracts for particular projects. The proposed
rail extension from Tanzania to Burundi, if it is to
proceed, will require substantial negotiation on how
the costs and benefits of the project will be shared.
A significant part of the capital cost stems from the
need to improve the rail system on the Tanzanian
side and provide port facilities for loading of ore or
metal and unloading of mine supplies.

Macroeconomic Policy Issues

The proposed levels of investment may impose
macroeconomic strains on the economy, including
for example, shortages of skilled and semi-skilled
labor that translate into inflationary wage pressures,
and crowding out of private investment in areas
unrelated to the Action Plan. Total non-mining
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investment is about 35 percent of GDP at the peak
of the program in 2014-2016. Including the
investment for the mine at this same period, the
investment level is in the range of 65 percent of
GDP at this time. An essential part of the next phase
of the Action Plan would be detailed design work
that includes programs and policies required to
manage these potential pressures. It will require
close attention to three aspects of the program: (i)
early mobilization of the required public and private
investment funds; (i) building

capacities for effective implementation of the
program; and (iii) effective management of the
macroeconomic impact of the program, including,
for example, early action to develop the required
skills in the labor force.

Inadequate Domestic Supply
Response

In the event that the capacities of domestic business
cannot be built up rapidly, the risk is that large
amounts of income will move out of the economy
in the form of payments for imports and remittances.
A particular aspect of the competition from imports
relates to Burundi's recent entry into the East African
Community. Membership carries with it a
commitment to lower and eliminate intra-EAC tariffs
on a wide range of products by 2010. Burundi
producers will almost certainly face stiff competition
from exporters in the large neighboring member
countries. At the same time, membership requires
increased attention to harmonization with policies,
regulations and standards that are being adopted
by the Community. A number of these standards
have important implications for the further
development of infrastructure facilities and services
within Burundi. An early dialogue between the
Government and donors interested in building these
domestic supply capacities will be important. Regular
monitoring of business activities and expenditures
on imports will help identify obstacles to realizing a
strong supply response. There will be a need for
effective coordination between the Government and
donors with programs that support business
development activities and skills training.
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