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ESG Concerns Limit East African Oil and Gas Outlook
September 7, 2021
East Africa was one of the fastest-growing regions of Africa leading up to the COVID-19 pandemic, and many
countries that comprise this region have compelling commodity potential. How might this transformation
happen? And what are the risks to investors in emerging markets debt?
East Africa is the eastern subregion of the African continent. Although 19 territories make up East Africa in the
United Nations statistics division scheme of geographic regions, we are focusing on three today: Kenya, Uganda,
and Tanzania.
Why does East Africa matter? We tend to overweight frontier markets because we believe the risk premium there is
structurally mispriced.
East African countries are generally oil importers, with the exception of some hydrocarbon production out of
Tanzania. But in these countries, oil and gas exports have the potential to be transformational.
Over the short term—say, the next two to three years—one consideration when we’re evaluating the performance
potential of the external sectors and their current account deficits is the fact that these countries are not
commodity exporters, and thus can potentially suffer from a deterioration in terms of trade as oil prices rise.
Over the medium term, these countries’ success in developing their oil-exporting capacity could be transformative
in galvanizing large amounts of export revenue, as well as boosting government revenue (if done transparently,
and in a way whereby there is a sound public finance management system to account for those inflows).
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However, we’re still reluctant to be very optimistic about those outlooks. At times in the past in Africa, the
expectation of large amounts of revenue has not ensured a sound fiscal path. Mozambique and Ghana come to
mind; there, great expectations of substantial inflows fueled expenditures and widened fiscal budgets. We would
loath to see that occur across East Africa.
We must also remember that oil and gas were discovered long ago in these countries, but they still have not
become oil exporters. Uganda first found oil in 2006; 15 years later, we’re discussing a potential financial
investment there that would galvanize large amounts of foreign direct investment into the sector.
But it’s highly uncertain, in my view, because we are also at a very different point in time when it comes to
considerations for new investments in oil and gas—specifically, around climate change. Banks are changing their
policies and decarbonizing their portfolios, as are investors. So, we are acutely aware of the East African oil and
gas sector being negatively impacted by a focus on green products.
Uganda’s GET FiT program—jointly developed by the government of Uganda, Electricity Regulatory Authority, and
KfW Development Bank to leverage private investment into renewable energy generation projects in Uganda—is
also facing large uncertainty because of the country’s tax regime; there are also practical issues regarding the
construction of the East African Crude Oil Pipeline (EACOP), which is intended to transport crude oil from Uganda’s
oil fields to the Port of Tanga, Tanzania, on the Indian Ocean.
In sum, East Africa could have substantial commercial oil production by 2025. That in and of itself could be quite a
positive from an investor perspective because it generates foreign proceeds that these countries could use,
particularly to service some of their existing debt.
But there are many hurdles to be crossed, and looking at a longer-term horizon, as managers of emerging markets
debt, we are cautious about these countries’ ability to deliver and concerned around the environmental hurdles
that these oil and gas projects face.
Yvette Babb is a portfolio managers on William Blair’s Emerging Markets Debt Team.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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