
sustainability

Article

Resource-Financed Infrastructure: Thoughts on Four
Chinese-Financed Projects in Uganda

Tom Ogwang 1,2 and Frank Vanclay 1,*

����������
�������

Citation: Ogwang, T.; Vanclay, F.

Resource-Financed Infrastructure:

Thoughts on Four Chinese-Financed

Projects in Uganda. Sustainability

2021, 13, 3259. https://doi.org/

10.3390/su13063259

Academic Editor: Guy M Robinson

Received: 7 February 2021

Accepted: 11 March 2021

Published: 16 March 2021

Publisher’s Note: MDPI stays neutral

with regard to jurisdictional claims in

published maps and institutional affil-

iations.

Copyright: © 2021 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

1 Urban & Regional Studies Institute, Faculty of Spatial Sciences, University of Groningen,
9700AV Groningen, The Netherlands; ogwangtom@gmail.com

2 Mbarara University of Science and Technology, P.O. Box 1410 Mbarara, Uganda
* Correspondence: frank.vanclay@rug.nl

Abstract: Increasingly common methods for financing public infrastructure in developing economies
are Resources-for-Infrastructure (R4I) and Resource-Financed Infrastructure (RFI), usually involving
Chinese financial institutions and Chinese construction companies. Although there are advantages
to the borrowing country from these project financing arrangements, there are also various issues
and governance challenges. In Uganda, expectations around future revenue from oil extraction
have led to many infrastructure projects being commissioned, mostly funded by RFI arrangements.
To consider the appropriateness of these arrangements and to reflect on whether they are likely to
contribute to positive development outcomes or be examples of the resource curse, we examined four
public infrastructure projects: Kampala–Entebbe Expressway; Karuma Hydroelectric Dam; Isimba
Hydroelectric Dam; and the Malaba to Kampala section of the East Africa Standard Gauge Railway.
Although R4I/RFI arrangements are viewed positively by some commentators, others (especially
local companies) consider they lack transparency, create unsustainable debt, promote China’s interests
over the borrowing country, increase unemployment, unfairly compete with local business, deal in
corruption, have poor working conditions, and result in substandard construction. Nevertheless,
we conclude that Uganda and other developing countries have generally benefited from Chinese-
funded infrastructure, and there is more myth trap than debt trap. However, to ensure positive
development outcomes, governments and construction companies should ensure compliance with
international standards, especially relating to: environmental and social impact assessment; human
rights; benefit-sharing arrangements; livelihood restoration; and project-induced displacement
and resettlement.

Keywords: China in Africa; China Exim Bank; international development finance; megaprojects;
elite capture; extractive industries and society; environmental; social and governance issues; resource
governance; Nigerian disease; China Belt and Road Initiative

1. Introduction

With the expectation of considerable revenue in the future from the exploitation of the
oil reserves in Uganda’s Albertine Graben region, there have been growing demands for
the construction of public infrastructure in Uganda [1–5], requiring substantial funding
that the Ugandan Government currently does not have [6]. To meet its infrastructure
needs, Uganda needs to invest over USD $1.4 billion annually, well into the future [7].
As with other resource-rich, cash-poor nations, Uganda is presented with a difficult choice:
delay construction of desired infrastructure until resource revenues eventuate sometime
in the future; borrow money now to build the infrastructure in the short term with the
loans being repaid from and secured by future resource revenues, which is called resource-
financed infrastructure (RFI); or enter into a resources-for-infrastructure (R4I) deal in which
a foreign company (typically Chinese) builds the infrastructure now in exchange for natural
resources (concessions, resource rights, or the actual commodities) into the future, with the
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country forfeiting some proportion of future resource earnings. We reflect on these options
by analyzing four infrastructure projects in Uganda: the Kampala–Entebbe Expressway;
the Karuma Hydroelectric Dam; the Isimba Hydroelectric Dam; and the Malaba to Kampala
section of the East Africa Standard Gauge Railway. We describe the key aspects of these four
cases, including funding arrangements, governance issues, and major concerns. Overall,
we consider whether the institutional and financial arrangements around these four projects
were in the best interests of the nation and its people, and we reflect on the appropriateness
of RFI and R4I arrangements generally.

Public infrastructure refers to the wide range of facilities, public services, utilities
and installations that are essential for the effective functioning of an economy and soci-
ety [8]. It includes roads, bridges, railways, airports, public transport, telecommunications,
sewerage, healthcare, education facilities, electricity and water supply, etc. To develop
and achieve meaningful growth, developing countries must improve their essential public
services and transport infrastructure [9–11]. There is a massive shortfall in funding for
required infrastructure in African countries, estimated to total about USD $50 billion per
year [12]. Because of the deficit in infrastructure, about 645 million people in sub-Saharan
Africa do not have access to electricity, and only one third of rural dwellers live within
2 km of paved roads [12]. The deficit is exacerbated by frequent disruptions to whatever
services do exist. The infrastructure deficit and disruptions severely affect businesses, in-
cluding local small-to-medium enterprises, and they retard job creation and other economic
development activities [13,14].

The demand for infrastructure, together with the availability of arguably competitive
financing from Chinese banks, and competitive pricing and on-time, on-budget construc-
tion by Chinese firms, have led to much construction activity across Africa [12,15–17].
Some countries actively encourage foreign companies to invest, sometimes by offering
favorable terms and conditions. Chinese firms have responded to these opportunities and
have been building most of the infrastructure in Sub-Saharan Africa [18–21]. Furthermore,
Chinese banks, especially the Export-Import Bank of China (China Exim Bank) [22] and the
China Development Bank [23], have become significant financiers of infrastructure across
Africa [24–28]. Chinese firms have benefited because most Chinese loans are tied to the
procurement of Chinese goods and services [25]. These arrangements are a major concern
to local industries in African countries. Chinese construction companies have also been
successful in winning contracts through competitive bidding for infrastructure funded by
the World Bank, the African Development Bank, and other lenders and aid agencies [25].

Many of the infrastructure projects being built in Africa are ‘megaprojects’ [29–32]
in that they require considerable public funds to be invested (at least in the form of loan
repayments) in highly complex projects that have financial arrangements comprehensible
only to a few people [33]. Without effective governance and appropriate levels of capacity
of government staff, the intended goals of these projects can become compromised, in-
cluding by distorted project design, inflated pricing, poor quality construction, and project
delays [33]. The appropriateness of the proposed projects (e.g., whether they are fit for
purpose) also needs to be scrutinized.

The existing literature suggests that the governance challenges associated with infras-
tructure development projects include: a lack of transparency and accountability; a lack
of respect for human rights; limited capacity to assess the risks and manage the issues
associated with these projects; the presence of corruption; a lack of observance of the
legal concept of the rule of law; restrictions on freedom of speech; and limited community
engagement [31,34,35]. Some specific concerns include: the process used to select the con-
struction companies (e.g., the use of no-bid or direct assignment contracts); an increase in
national debt; inflated pricing; shoddy work by construction companies; and poor working
conditions [36–40]. In our examination of four resource-financed infrastructure projects,
we considered the extent to which these issues applied.
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2. Defining Resources-for-Infrastructure and Resource-Financed Infrastructure

The traditional approach to funding major public infrastructure in developing coun-
tries typically involved a national government securing a loan from an international
financial institution (e.g., the World Bank or other multilateral development bank) or a
private bank, and then commissioning an engineering/construction firm to complete the
project. Now there is a wider array of project financing and construction models, some of
which are tied to a country’s mineral resources. Two terms tend to be used: resources-for-
infrastructure (R4I) (sometimes called infrastructure-for-resources); and resource-financed
infrastructure (RFI). The terms are related (and are sometimes interchanged), but they are
different in that R4I means that the actual resources are promised to the lender, whereas in
RFI, the income from the sale of resources is used to pay back a loan, with the resources
providing the needed collateral (surety or backing) to secure the loan. Halland et al. [39]
define RFI as “a financing model whereby a government pledges its future revenues from
a resource development project to repay a loan used to fund construction of infrastructure”
(p. 13). Conversely, an R4I deal or ‘swap’ can be characterized as an exchange of the
actual natural resources for the construction of infrastructure, with the infrastructure being
provided upfront and the resources being provided into the future [21,25,40].

The precise arrangements in R4I/RFI deals vary and can be quite complex depending
on the objectives of the resource-rich country and lender. For the lender nation, the objec-
tives may include securing access to scarce resources, being part of a market-entry strategy
(or new country entry), or securing an overseas market for firms in the lender nation.
For the resource-rich country, the objective is usually about obtaining desired infrastructure
earlier than would have been otherwise possible.

The general concept behind RFI and R4I first emerged in the 1980s under the guise of
‘oil-backed lending’, was often associated with Angola, and is sometimes called ‘Angola-
mode deals’ [25,39,41]. A particular feature of Angola-mode deals was that the lender made
payments directly to the construction company, bypassing the government, thus reducing
the potential for corruption. An example of this was a USD $2 billion loan in 2004 from the
China Exim Bank to finance reconstruction following the civil war in Angola. The loan was
to be paid off by a commitment from Angola to provide China with 10,000 barrels of oil
per day for 17 years. However, a further loan condition was that, for the 17 years of the
agreement, at least 70% of all public tenders for infrastructure projects in Angola had to
be awarded to Chinese construction firms [25]. This created many governance challenges,
and raises the question of whether the arrangement was actually a good deal for Angola or
not. R4I arrangements have also been implemented in the Democratic Republic of Congo,
with similar concerns about whether or not it was a good deal [42,43].

Build-Own-Operate (BOO), Build-Operate-Transfer (BOT), Build-Own-Operate-Transfer
(BOOT), Design-Build-Finance-Operate (DBFO) and other variations of Public-Private-
Partnerships (PPPs) are similar to RFI in that typically an external entity finances, designs
and/or constructs the project, sometimes without direct payment. The company recoups
its outlay either from the project itself—such as revenues from a tollway or electricity
sales from a hydroelectric dam—or from annual payments from the government, or by
some other arrangement. The financial arrangements for such projects sometimes include
reduced taxation rates or free land. Other inducements might also be provided by gov-
ernments to facilitate the private sector provision of socially-desirable infrastructure that
would not be possible otherwise. Consequently, these projects are complex from financial,
legal, governance and other perspectives [44]. While the various forms of PPPs are rel-
atively self-explanatory, to give some sense of them, a BOT project, for example, can be
described as:

a project based on the granting of a concession by a client (usually a public or govern-
mental agency) to a consortium or concessionaire (usually in the private sector) who is
required to ‘Build’ (including financing, design, managing project implementation, carry-
ing out project procurement, as well as construction), ‘Operate’ (including managing and
operating the facility or plant, carrying out maintenance etc., delivering product/service,
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and receiving payments to repay the financing and investment costs, and to make a
margin of profit), and to ‘Transfer’ the facility or plant in operational condition and at no
cost to the client at the end of the concession period. [45] (p. 196)

3. Issues Associated with the Governance of Resources-for-Infrastructure (R4I) and
Resource-Financed Infrastructure (RFI)

Although many infrastructure projects are successfully completed, whether R4I/RFI
or not, they are vulnerable to procurement irregularities (e.g., the direct appointment of con-
tractors), distorted pricing (sometimes under-estimation of cost, other times overpricing),
and elite capture (i.e., primarily serving the interests of certain groups rather than the wider
public) [46,47]. The ex ante and ex post appraisal, assessment and evaluation of project
arrangements are prone to systemic and systematic biases in the way evidence is collected
and considered, and in how decisions are made [48]. Given the extent of clientelism and
patronage-based decision making in Africa, capacity building and effective governance
are essential if development initiatives are to achieve desirable social and development
outcomes [49,50].

The story about the alleged benefits of R4I/RFI arrangements relates to China’s own
experiences, especially its trade relationship with Japan in the 1970s [25]. Like African
countries today, back then China was a poor, resource-rich country that lacked technology
and infrastructure. In contrast, Japan was a rich, industrialized, resource-poor country,
highly dependent on imported raw materials. Desperate as many African countries are
today, at that time China was keen to import Japanese know-how and technology, for which
it was happy to sell its vast coal reserves and crude oil. In 1978, the two governments
signed a mutually-beneficial, long-term trade agreement worth over USD $10 billion
annually [25,51].

Despite this positive interpretation of the background to R4I/RFI, there are three
important differences between the current Sino-African arrangements and the Sino-Japan
case that question the value of R4I/RFI for Africa. The first relates to technology transfer.
In the Sino-African situation, there is limited technology transfer taking place because the
infrastructure is being built by Chinese companies with only limited local involvement
and no mechanism for technology transfer or capacity building. The second difference
relates to financing. Japanese companies did not directly invest in China, however Sino-
African relations revolve around financing from Chinese banks, one of which can offer
state-supported discounted interest rates. The final difference relates to labor supply; in the
Sino-Japan case, Japanese workers were not travelling in large numbers to China. However,
many Sino-African deals have involved large numbers of Chinese workers going to Africa,
and only limited use of local labor [18,41,52].

China’s presence in Africa partly relates to China’s need for natural resources, its inten-
tion to expand markets for Chinese exports and professional services, its desire to contribute
to world development, and is integral to its Belt and Road Initiative [53]. In contrast,
African governments look to China to contribute to their economic development through
aid, investment, construction of infrastructure, and to be a destination for their export
products [54]. Obviously, as one of the world’s largest economies and resource consumers,
China needs to consider its access to resources in Africa as well as elsewhere [55–58]. By the
early 2000s, China had already invested in most African countries [28], and it has now
become a major provider of investment finance (see Table 1). Africa’s trade with China has
also grown considerably over the last two decades [21,59]. Thus, contrary to the negative
statements made about R4I/RFI arrangements, the large number of African countries that
have these agreements with China and the extent to which they are happy to be repeat
customers provide evidence of the perceived value of these arrangements to the borrowing
countries [18,53].
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Table 1. Level of investment by China in various countries in Africa (top 20 countries).

Country Total Loans (Billion USD) Number of Loans

Angola 43.2 256
Ethiopia 13.7 52
Zambia 9.7 69
Kenya 9.0 40
Sudan 6.8 68

Nigeria 6.2 16
Cameroon 5.9 44

Republic of Congo 5.1 29
Egypt 4.2 14
Ghana 3.7 37

South Africa 3.2 17
Zimbabwe 3.0 29

Uganda 2.9 14
Cote d’Ivoire 2.8 20
Mozambique 2.4 21

Dem. Republic of Congo 2.4 53
Equatorial Guinea 2.4 11

Tanzania 2.0 12
Guinea 2.0 14
Senegal 1.9 16

Source: China Africa Research Initiative https://chinaafricaloandata.org/ (accessed on 10 March 2021) [28] (data
current as at 2018).

In cash-poor, resource-rich countries, natural resources tend to contribute to corrup-
tion, social unrest, poverty, and conflict, in other words, to the resource curse [2–4,34,60].
Some obvious examples of countries that have experienced the resource curse are Angola,
Chad, Democratic Republic of Congo, Nigeria, and South Sudan [36]. R4I/RFI deals are
used by Chinese companies to reduce the risks of doing business in countries with weak
institutions, a lack of transparency, and low credit ratings [25]. There are many potential
risks faced by companies and banks doing business in Africa, including the non-repayment
of loans, nationalization of the project, and corruption in its many forms [61–64]. Ar-
guably, R4I/RFI arrangements potentially reduce the probability and consequence of these
risks [39]. A typical aspect of R4I/RFI deals is that the financial flows are managed by
the Chinese not the host government, and are usually paid directly from the bank to the
construction firm, thus bypassing the Ministry of Finance and avoiding possible leakage.
This is in marked contrast to loans from the World Bank and other multilateral development
banks, where payments are only made through the Ministry of Finance [65], potentially
enabling syphoning-off, misdirection and embezzlement. Because of this, some scholars
have argued that R4I/RFI deals are effective in limiting the risk of corruption [25,36,66,67].

Despite all these arguments in favor of R4I/RFI deals, there are also some concerns.
The soundness of a deal will depend on the precise terms and conditions of each specific
loan agreement. In R4I deals, the price of the commodity in question into the future will
also be a factor in assessing the ultimate value of the arrangement. It is possible that a
proposed deal might not be favorable to the borrowing country and that it ultimately pays
a higher effective interest rate than it would have if a conventional loan had been obtained
(if one was available) [43]. Another issue of concern is the quality of the construction work
undertaken by the Chinese construction companies. Halland et al. [39] considered that
some infrastructure constructed through these deals was of poor quality and was poorly
maintained. They suggested that some countries might find that the infrastructure built
using R4I/RFI arrangements will have deteriorated to non-serviceable levels long before
the repayment obligations had ceased. Another criticism that is sometimes made is that
many projects funded by these arrangements are vanity projects that are not consistent
with the country’s real development needs [39]. There is also a concern relating to the
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perpetuation of African countries as sellers of unprocessed raw materials, which keeps
them in a state of dependency and perpetuates neo-imperialism and neo-colonialism [68].

Because the financial arrangements typically require the use of Chinese contractors
and inputs, this limits the ability of a country to use infrastructure development as an
opportunity to develop in-country capacity and/or to reduce local unemployment. Another
concern is that the cost of construction may not be competitive, given that borrowing
governments are often more worried about their ability to access finance rather than about
the project specifications or the total cost of the project [39]. Other concerns relate to
the social impacts from the presence of large numbers of Chinese workers in African
communities [54,69,70]. There are also concerns about the rights and working conditions
of the Chinese workers themselves [71,72].

The serious issue of corruption in infrastructure development must also be addressed.
Corruption is a political, legal and social issue, and greatly increases the cost to the pub-
lic [73–75]. To ensure achievement of the intended economic, social and development
objectives of projects and a fair business environment for all, it is essential to get infras-
tructure governance right [47,76]. This requires fighting corruption, and having a culture
of accountability and transparency that is respected by all stakeholders, including the
government, international and local businesses, and civil society [77].

4. Methods

This paper is part of a larger research project that considered whether the discovery of
oil in Uganda is a blessing or a curse, and that examined the implications of oil discovery
and extraction for the social and economic development of Uganda [1–4]. For the larger
research project, a wide range of social research methods was used, including document
analysis, field observations, key informant interviews, and focus groups.

The research design for the research in this paper was a multi-case case-study [78,79].
We examined four cases of resource-financed infrastructure in Uganda: the Kampala–
Entebbe Expressway; the Karuma Hydroelectric Dam; the Isimba Hydroelectric Dam;
and the section of the East Africa Standard Gauge Railway from Malaba (on the border
with Kenya) to Kampala (the capital of Uganda) (see Figure 1). These projects were at
different stages of planning and implementation. As at early 2021, three projects had
been funded by the China Exim Bank, with the Standard Gauge Railway yet to secure
funding. The four projects were selected because, at the time our research commenced,
they were the largest RFI projects being developed in Uganda. In our results section
(Section 6), for each project, we briefly outline the potential benefits, harms and financing
arrangements. In Section 7, we undertake a qualitative meta-analysis to consider whether,
across the four cases, the financing arrangements were appropriate and effective from
Uganda’s perspective.

Consistent with case study research generally, we utilized a multi-methods approach,
with triangulation in terms of sources and methods. However, since the purpose of
this paper was to analyze the financial and institutional arrangements associated with
each project, the primary research method used was document analysis. For each case,
we accessed all available relevant documents, including parliamentary reports, government
reports, NGO reports, and media statements. Of particular significance is that, for the
three funded projects, we were able to access the project proposal document submitted
to the Uganda Parliament for government approval of the loan. These project proposal
documents detail the precise terms and conditions of each loan, state the official objectives
of the project, and indicate other relevant issues. Media reporting about each project was
also an important source of data.
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In addition to the document analysis, we drew on 48 in-depth, key informant inter-
views undertaken in Uganda between October 2016 and March 2018. The interviews were
with leaders at local and district levels, opinion leaders, and representatives of civil society
organisations and the oil companies. The interviews were not necessarily case-specific,
and were undertaken in a manner consistent with ethical social research [80].

5. The Export-Import Bank of China

The China Exim Bank was established in 1994 as a Chinese state-owned bank with the
status of an independent legal entity. Under the control of the State Council, the bank assists
Chinese policy on foreign trade, investment and international economic cooperation [81].
Because of their strategic function in promoting Chinese government interests, the China
Exim Bank, the China Development Bank, and the Agricultural Development Bank of
China are known as ‘policy banks’ [82].

The China Exim Bank is the only bank able to provide Chinese government-backed
concessional loans, i.e., discounted loans where the Chinese government subsidizes the dif-
ference between a normal commercial interest rate and the discounted rate [83]. Arguably
one of the world’s largest development finance institutions [84], the China Exim Bank
provides a wide range of banking services, including short, medium and long-term loans
for foreign trade, export credit, import credit, offshore contracts, overseas investments,
Chinese government concessional loans, and preferential export buyer’s credit [81]. In 2015,
China Exim Bank loans worldwide totaled CNY 1077.4 billion [82], which at the time was
about USD $170 billion. With its increased rate of lending in recent years, in terms of total
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lending, the China Exim Bank is now more-or-less equivalent to the World Bank. The China
Development Bank had an even larger portfolio.

As at early 2021, the China Exim Bank was not yet a signatory to the Equator Principles,
the sustainability and risk management framework for the world’s financial institutions,
although several other Chinese banks were. The English version of the China Exim Bank
website [22] does not host the policy statements or environmental, social and governance
performance standards that might normally be expected of a major bank [35]. A criticism of
the China Exim Bank is that it is not transparent about its loans [85]. However, its English
website does contain a White Paper on Green Finance [81], which articulates some of the
procedures it uses, with mention of a 2007 document, Guiding Opinions on Environmental
and Social Impact Assessment of Loan Projects, and a 2015 document, Green Credit Guidelines.

Scholars who have analyzed China Exim Bank’s activities have generally found it does
not intervene in the execution of the projects it has funded and does not ensure compliance
with environmental and social performance standards, expecting this to be a matter for the
host government and/or the construction firm [84–86]. A briefing paper [87] and research
report [82] by the Beijing-based Global Environmental Institute carefully assessed China
Exim Bank’s environmental and social policies, comparing them to other international
financial institutions. The Institute also found that, although the China Exim Bank generally
requires environmental and social assessment, it usually accepts host country procedures,
which may mean that some issues are not adequately addressed. However, they noted that
the 2015 Green Credit Guidelines significantly strengthened the responsibilities to be taken
by the Bank.

The types of loan offered by the China Exim Bank that have been used in Uganda
include Export Buyer’s Credit (EBC) and Preferential Export Buyer’s Credit (PEBC). An Ex-
port Buyer’s Credit is a commercial loan to an overseas borrower to facilitate the export (i.e.,
purchase by the borrower) of Chinese products, technologies and/or services (including
infrastructure construction). EBCs are targeted to overseas financial institutions, finance
ministries, institutions authorized by overseas governments, and overseas business owners
and importers that are approved by the China Exim Bank [88]. The interest rate applied
to an EBC varies, but typically is between about 2.0% (or 200 basis points) and 4.0% (i.e.,
400 basis points) on top of LIBOR. LIBOR (the London Interbank Offered Rate) is the
average interest rate banks borrow money from each other, and is, in effect, the cost of
the money to the bank. LIBOR can vary widely depending on global trends. For example,
between 2010 and 2019, LIBOR varied between about 1.0% and 3.0%, but it exceeded 5%
shortly before the 2008 global financial crisis. Because LIBOR does vary over time, there
will always be uncertainty about future interest rates and loan repayment amounts. Before
approving a loan, the bank assesses the risk, and ensures that country-specific risks are
under control—in other words, that there is a sufficiently stable economic and political
situation in the borrowing country [88]. The borrower is expected to have a good credit
rating, and evidence of being able to repay the loan. A repayment guarantee (such as a
sovereign guarantee or other instrument) and/or loan insurance may be required. Some-
times, the bank requires that the borrower establish an escrow account that must maintain
a minimum balance of at least the next repayment amount and/or to which any income
generated by the project must be deposited.

A Preferential Export Buyer’s Credit refers to a medium to long-term loan with prefer-
ential terms and conditions, and is aimed at promoting China’s trade and/or economic
cooperation interests [89]. PEBC loans typically range from USD $100 million to $1.0 billion;
usually at a fixed interest rate of 2% per annum; and a maturity date of up to 20 years.
For PEBC and EBC loans, there typically is a ‘grace period’ of five years during which
time no repayments need to be paid, although interest does accrue (strictly speaking in the
finance world this is termed a ‘moratorium’). Because PEBC loans are subsidized by the
Chinese government, loan conditions are strict, requiring a signed contract with a Chinese
contractor/exporter to be submitted as part of the loan application. Other application
requirements include: a project feasibility report; environmental impact assessment re-
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port; information about the project owner; and information about the contractor, major
subcontractors and suppliers [89].

Any fair assessment of the China Exim Bank has to conclude that it is not very different
in purpose or procedure than the more than 100 export credit agencies around the world
(other than China, the largest of which are the USA, UK, France, Germany, India, Italy
and South Korea). However, an important point of consideration is that China Exim Bank
loans are normally denominated in Chinese Yuan (CNY), even though US dollar amounts
are usually mentioned in loan documentation. Therefore, future loan repayments will be
vulnerable to any exchange rate fluctuations. Although predicting the future is always
fraught, it is quite likely that the CNY will strengthen over time, especially compared to
the borrowing countries, thus making repayments more expensive in the future than they
were when the loan was established.

6. Four Case Studies of Resource-Financed Infrastructure Projects in Uganda
6.1. Case 1: The Kampala–Entebbe Expressway

The Kampala–Entebbe Expressway is a 51 km, four-lane, dual-carriage toll-road link-
ing Kampala to Entebbe Airport. The stated intention of the expressway was to: “(a) Reduce
congestion and increase the commercial viability of Greater Kampala Metropolitan area;
(b) Improve mobility, reduce travel times, vehicle operating costs and accident rates; and,
(c) Provide better access to local facilities for communities, creation of employment and
increase in value for land and properties along the area of influence” [90]. Construction of
the expressway commenced in 2012 and it opened for use in June 2018. However, a delay
in updating legislation meant that no toll could be charged until the new Road Act came
into force (which only happened in December 2019). Then there was a delay in selecting a
toll operator, which only was announced in February 2021, so no toll was collected until
some time in 2021.

The idea to have an expressway to the airport had existed for many years, but could
not progress until financing was available. Eventually in 2011, a USD $350 million PEBC
loan was acquired from the China Exim Bank. A requirement of the loan was that the project
had to be constructed by a Chinese company, and the state-owned China Communication
Construction Company was chosen. All payments from the Exim Bank were made directly
to the contractor. The loan is repayable over a 20-year period, with a fixed annual interest
rate of 2.0% (applicable to disbursed and non-disbursed funds). Following a grace period,
the first loan repayment was due in July 2019 [91].

Apart from the loan, there were management fees and commitment fees that had to be
paid. The government also had to contribute USD $126 million towards construction costs
and $40 million to compensate displaced landowners along the route. Overall, the cost
of the highway was approximately $2.5 million per lane km, which, despite local media
reports that it was amongst the most expensive roads in the world [92,93], is not inconsistent
with current costs of highway construction, especially when the engineering issues and
geological conditions of the route are considered.

The loan agreement required that the government make 26 bi-annual repayments of
USD $13.4 million each commencing on 21 July 2019 (running through to January 2032).
The government initially argued it would repay the loan from revenue raised from tolls.
However, this is problematic because it would be impossible for the expected volume
of traffic to generate this amount of money (over USD $73,000 per day). Furthermore,
there was a delay in updating the legislation to allow collection of a toll, and a delay
in appointing a toll collection company. Consequently, from June 2018 to sometime in
2021, no toll was collected. The precise reason for the delay in updating the legislation
is unclear, but likely to be at least partly related to the fact that the Ugandan Parliament
spent much time debating a proposal to remove restrictions on the maximum age of a
President. The proposal, which was eventually passed in December 2017, was to allow
the then 73-year-old Museveni, who had been President since 1986, to contest yet another
term in office. Museveni was returned as President in the January 2021 election, although
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somewhat controversially. The Road Bill (which enabled the charging of tolls) was eventu-
ally approved by Parliament in May 2019, but was not signed into law by the President
until October 2019. However, then there was a delay in selecting a contractor to collect
and manage the tolling arrangements, with the French company, Egis, being appointed in
February 2021.

In April 2019, a senior government official announced that Uganda could not afford to
make the first repayment on the loan, which was due on 21 July 2019, because no provision
for this had been made in the national budget [94]. The official noted that there was an
oversight on the part of the Ministry at the time of acquiring the loan, which meant that the
government gave no thought about how to make the loan repayments or to schedule them
into national budget planning. This oversight is indicative of the governance challenges
related to infrastructure projects in developing countries [16]. An issue arising from having
failed to plan for the repayments is that, to meet the shortfall, the government will need to
borrow further or re-allocate already designated funding, which will likely deprive citizens
of services, like healthcare or education.

The expressway has reduced travel time for the journey between Kampala and the
airport from the previous two to three hours depending on traffic, to under an hour. This
reduced journey time will likely persist long into the future. However, despite the lack
of a toll, traffic volumes are well below the expected numbers. It is thought that the few
entry points to the expressway reduces its functionality, and, although the expressway
itself is good, the entry points are not easy to reach, thus many people continue to use their
established routes instead of the expressway. Given its limited use, there is no evidence that
the expressway has achieved its objectives to reduce congestion, increase the commercial
viability of the Kampala Central Business District, improve mobility and access, or reduce
accidents. In fact, the expressway has increased the number of speed-related accidents in
Uganda, including one involving the Kampala Mayor [95]. In response to the number of
accidents, there is now a high level of police presence on the expressway, displacing them
from other duties. Quite likely, the project has primarily benefited only some groups in
society (e.g., those who make frequent trips to the airport), while providing limited or no
benefit to the majority of the population, at least in the short term. Thus, it is doubtful that
the road was an effective addition to national infrastructure or to development in Uganda.

6.2. Case 2: The Karuma Hydroelectric Dam

The Karuma Hydroelectric Dam is a 600 MW dam financed by the China Exim Bank
being constructed by Sinohydro, and now expected to come online in 2021. Located on the
Victoria Nile in the northwest of Uganda, it is one of the largest dams in Africa. It has a long
controversial history, which is intertwined with the also controversial Bujagali Dam [96].
Although securing financing was initially difficult and there were many issues to address,
the considerable need to increase electricity generation capacity meant that the Government
of Uganda remained strongly committed to the Karuma project and initiated land clearing
for the dam in 2012. With an agreement in principle to fund the project being reached
between President Museveni and President Xi Jinping in March 2013, construction started
in 2013. The total cost was determined to be approximately USD $1.7 billion, of which 85%
($1.4 billion) was borrowed from the China Exim Bank, and the Government of Uganda
contributing $253 million (15%). An advance payment guarantee was given in June 2014 to
allow Sinohydro to start work, a memorandum of understanding was signed in September
2014, although the formal loan agreement was not finalized until mid 2015. Apparently,
Uganda had problems supplying the necessary documentation and in establishing an
escrow account [97]. Ultimately, there were two components to the financing package:
an EBC of $645,821,407 and a PEBC of $789,337,275 [98]. The initial completion date was
December 2018, however various delays led to this being changed to December 2019,
and then to December 2020. The most recent news (November 2020) suggests it will still
be another 6 months or so before the dam is operational. As it is now over 5 years from
when the loan was approved, the grace period (for the PEBC part of the loan) has expired
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and the first repayment was due before the dam was completed and before any income or
electricity had been generated.

The PEBC component was a loan of USD $789 million, for a term of 20 years, including
a grace period of five years. The interest rate was fixed at 2% per annum. There was a
once-off management fee of 0.25% of the loan, and a commitment fee of 0.25% on any
undisbursed but available amounts each year. The EBC component had various conditions
including: the repayment period would be 15 years commencing on the day the dam
was fully commissioned; the interest rate would be LIBOR+3.5% per annum; a once-
off management fee of 0.5% of the loan; a commitment fee of 0.5% per annum on any
undisbursed but available amount; loan insurance cover had to be obtained from the
China Export and Credit Insurance Corporation (SINOSURE) amounting to around USD
$65 million for total loan period [98]. Another requirement was a Repayment Reserve
Account with the China Exim Bank, which, for the first few years of the loan, would have to
maintain a balance of at least the amount needed to pay the next repayment. The standard
application procedures also required: a signed contract with Chinese contractors; a project
feasibility report; an environmental impact assessment report; information about the project
owner; and information about the contractor and major subcontractors and suppliers [89].

The Parliamentary Committee Report on National Economy observed that the conditions
of this loan package were not particularly favourable and recommended that the Uganda
Government always examine alternative sources of finance rather than continually borrow
from the same source [98]. The complexity of the loan conditions raises issues about the
capacity and competence of all relevant actors and about the accountability, transparency
and governance surrounding the loans. The report contradicted the perception that Chinese
loans were cheaper compared to other lenders and had ‘no strings attached’, as claimed by
many African leaders including Museveni [99,100].

Similar to Chinese-funded projects elsewhere, there have been questions about the bid-
ding process, contractor selection, procurement issues, and the quality of work. Although
an official procurement process was initiated, it was subsequently bypassed, with Sino-
hydro being directly awarded the tender [98,101]. Although Sinohydro had been among
three prequalified bidders, it was not invited to tender because the Contracts Committee of
the Ministry of Energy and Mineral Development considered it did not provide sufficient
information regarding the roles and responsibilities of all partners in the project. The Con-
tracts Committee indicated that China International Water and Electric Corporation (CWE)
was the preferred bidder. Nevertheless, a Presidential Directive ordered that Sinohydro be
appointed and the normal procurement procedure was cancelled. The President justified
his action simply by stating that his advisors had recommended Sinohydro [102].

A Memorandum of Understanding for construction of the dam and associated trans-
mission line was signed between Sinohydro and the Ministry of Energy and Mineral
Development in June 2013. On the same day, CWE wrote to the Ministry threatening to
take legal action in relation to irregularities in the procurement process. Legal action was
abated by CWE being given the contract to build the Isimba Dam (see Case 3).

It is not clear why the President ordered that Sinohydro be given the Karuma project.
The Chinese Government only required that the Government of Uganda choose any Chi-
nese company and allowed the Uganda Government to decide which company to select.
Amidst much civic unrest about Museveni’s action, one Minister stated that Uganda’s pro-
curement laws allowed for direct arrangements, such as those negotiated by the President.
Another Minister argued that “the public had lost faith in the procurement process because
of endless allegations and court injunctions” and that it was time to take action [102]. Mu-
seveni had often intervened in bureaucratic processes to ensure quick outcomes and was
known as being a man of action [50,96,103]. He had stated several times that the World Bank
interfered too much, held neo-colonial values, and did not understand the consequences of
structural adjustment in countries without an adequate electricity supply [100].

Uganda was (and arguably still is) amongst the countries in the world with least
access to electricity. In 1992 (early in Museveni’s rule), less than 1% of the population had
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electricity. In 2006, when commercial oil was discovered, less than 15% had electricity.
By 2015, it was around 20%, but reached nearly 50% in 2018 [104]. Increasing access to
electricity has required improved distribution systems and increased supply. A secure
electricity supply is also required for the East African Crude Oil Pipeline, which is needed to
transport Uganda’s oil to world markets [4]. With a limited electricity supply being a barrier
to development, it is understandable that a progress-minded government would prioritize
electricity generation. However, such an objective does not necessarily indicate that the
Karuma Hydroelectric Dam itself was an effective project, that the financing arrangements
were appropriate, or that the work would be undertaken to adequate standards.

6.3. Case 3: The Isimba Hydroelectric Dam

The 183 MW Isimba Hydroelectric Dam project commenced construction in April
2015 and became operational in March 2019. Following the objection regarding the con-
tracting process for the Karuma Dam (Case 2), the China International Water and Electric
Corporation (CWE) was directly awarded the contract to build the Isimba project in a
Presidential Directive dated 24 July 2013. The project comprised construction of the Isimba
Dam and power station, a 132 kv substation, and the 41 km Isimba–Bujagali transmission
line. The total cost of these projects was USD $568 million, of which 85% ($482 million) was
funded by a PEBC loan from the China Exim Bank, with the balance ($86 million) being
provided by the Government of Uganda [105]. Given that China Exim Bank’s PEBC appli-
cation procedures require a signed commercial contract to be included, a Memorandum of
Understanding between the Government of Uganda and CWE was signed on 22 July 2013
to secure funding [105]. The loan was awarded in 2014.

The loan had a fixed interest of 2% per annum. A once-off management fee of 0.25%
(USD $1.21 million) and commitment fees of 0.25% ($1.35 million) were due in the first
year of the loan. The government had to establish an escrow account in a commercial bank
(potentially in Uganda) that was acceptable to Exim Bank to which all revenues generated
by the project (i.e., electricity sales) must be deposited. The government had to ensure that
a Power Purchase Agreement (on ‘take or pay’ basis) was concluded with the electricity
distribution companies. Any shortfall in the revenue needed to repay the loan must be met
by the government. The government was also required to ensure that the unresolved land
acquisition and resettlement issues associated with the Isimba–Bujagali Interconnection
Line were resolved before the project was implemented. Finally, the government was
required to submit all appropriate financial reports to the China Exim Bank [105].

There was criticism of shoddy work in the construction of this dam. Some critics
argued that the cost (approximately USD $568 million or $3.1 million per MW) was ex-
cessive [106]. There were concerns about changes away from the approved design and
disregard of the advice of a panel of experts about how to fix some problems, specifically
cracks in the dam wall. During one site inspection, the inspection team found that CWE
did not have a technical engineer on site to supervise repairs. It was feared that the absence
of senior technical staff compromised the integrity of the dam; reduced the ability of the
dam to produce electricity; and could result in a dam that was below specification [106].
CWE was accused of ignoring correspondence from regulatory officials, making alterations
without approval, not keeping the Government of Uganda informed, and shoddy work:

The most troubling shoddy works at Isimba can be seen with the equipment that will form
the gates of the dams, which will control the water flow. The gates are important because
they allow how much water can be channeled into the turbines, where the electricity will
be produced. For example, the rollers on the gates are carbon steel, and yet what appears
to have been agreed in the bill of quantities was stainless steel. The same can be said of
the cylinders, a critical component of the gates. Other sloppy works were noticed with
the cut-off wall, a structure that is supposed to reduce any water seepages into the dam.
[106] (online)

The Government of Uganda and CWE had agreed that stainless steel would be used.
However, CWE ultimately installed cheaper ceramic-coated parts. This may mean that
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the facility will deteriorate quickly and need replacement in a shorter time than would
otherwise be expected [106]. Although a senior government official in the Ministry of
Energy and Mineral Development we interviewed dismissed these concerns as being
unsubstantiated allegations without any merit, it is evident that there have been concerns
about the dam’s technical integrity and the legitimacy of the project. As with the Karuma
Dam, there was no open bidding process for the construction of the Isimba Dam. Because of
governance and oversight failures, proper procedures were not followed, and the dam was
not constructed according to the original specifications. This suggests that more funding
may be needed to rectify these problems in the future [107,108].

6.4. Case 4: The Standard Gauge Railway from Kampala to Malaba

The East Africa Standard Gauge Railway project is a grand master plan that intends to
link various countries in East Africa by rail to Mombasa, a major seaport in Kenya. The total
cost of all sections together will be in the order of tens of billions of dollars. It is called
‘standard gauge’ because it is being constructed according to the international railway
standard of 1435 mm (historically 4 ft 81⁄2 inches) rather than the colonial one metre narrow
gauge that has been used in much of Africa. The idea is to move freight containers by
rail rather than road, as is currently the case. This will reduce the cost and time taken for
the transportation of goods and will also reduce the road death toll, which is very high in
most African countries. Passenger trains will increase accessibility and the convenience of
travel. To give an idea of the expected benefits, the cost of delivery of a 40 foot shipping
container from Mombasa to Kampala is likely to go from the current USD $3500 down to
$1500, and from the current 10 or so days down to just 2 days [109].

In May 2017, Kenya opened the first leg of the railway line (some 472 km) linking
the port of Mombasa to Nairobi, costing USD $3.2 billion, which was borrowed from the
China Exim Bank. After Kenya secured a second loan (USD $1.5 billion loan) from the
China Exim Bank in May 2017, the 120 km Nairobi to Naivasha section was completed
in October 2019. It is hoped that the network will continue from Naivasha to Malaba
(on the Kenya–Uganda border), and then be extended within Uganda, and eventually
to the neighbouring countries of South Sudan, Rwanda, Burundi, and the Democratic
Republic of Congo. Within Uganda, four sections of the Standard Gauge Railway are
planned, costing an estimated total of USD $12.8 billion. The primary section connects
Malaba (on the border with Kenya) with the capital city, Kampala. However, for that to be
viable, a critical component is the yet-to-be constructed 375 km section in Kenya between
Naivasha and Malaba.

The original idea was that the 273 km section from Kampala to Malaba would be built
contemporaneously with track construction in Kenya. Estimated to cost USD $2.3 billion,
the Kampala to Malaba section was initially intended to have been completed in 2018.
However, this date has frequently been revised because Uganda has failed several times to
secure financing, and there have been many other issues. Nevertheless, much land acquisi-
tion for the railway line has taken place. With a 60 m wide corridor being required, over
3000 people have been displaced, and 33 schools and 11 factories have been affected [110].

In March 2020, after yet another loan rejection, Uganda still remains committed to the
project and claims to be in ongoing discussion with the China Exim Bank [111]. The Bank
has required that, before it would approve any loan, the Uganda Government must secure
a guarantee that Kenya will complete the Naivasha to Malaba section, something that is
in doubt [112]. The Bank has also demanded that the Ugandan Government adequately
compensate all project-affected persons, amounting to some USD $90 million. Another
condition was that a study of the financial viability (i.e., business case) of the project had to
be conducted. The Bank is concerned about whether construction of the railway makes real
business sense and about Uganda’s ability to meet its repayment obligations [113]. It is
important to note that the China Exim Bank has not yet approved the loan to Kenya for the
Naivasha to Malaba section [114].



Sustainability 2021, 13, 3259 14 of 22

Despite a favourable view of the project by some people, there have also been detrac-
tors. The first two sections of the railway line in Kenya, from Mombasa to Nairobi, and then
to Naivasha, created much controversy [114]. In Uganda, there have been complaints about
the estimated cost of construction. For example, after visiting rail projects in Ethiopia and
Djibouti, and noting that the costs of Uganda sections were much higher, a Ugandan par-
liamentary committee demanded a review of the proposed project. The Ethiopia–Djibouti
line, which opened in October 2016, cost USD $3.4 billion for 656 km ($5.18 million per
km), while the Ugandan leg of 273 km will cost $2.3 billion ($8.4 million per km). Kenya’s
472 km stretch cost $3.4 billion ($7.2 million per km) [115,116]. In 2017, the Ministry
of Transport [117] produced a factsheet to explain why the cost structure was higher in
Uganda, explaining that: 53 km of swampy ground had to be traversed; many bridges
were required, including a 939 m bridge across the Nile River; and that most input costs
were higher because of higher transport costs in Uganda. By way of comparison, a PWC
report written for the European Commission [118] suggested that the typical cost of new
conventional railway construction in Europe was €8 million per km, although there were
many variables and additional items to consider. Nevertheless, this does establish that
the costs in Uganda, and East Africa generally, are not inconsistent with costs around
the world.

Although Uganda is persisting with its desire to proceed with the Standard Gauge
Railway, the China Exim Bank is ensuring that this project is a worthwhile investment and
is setting requirements that are similar to the normal conditionalities that most traditional
lenders would typically apply. Proper compensation of project-affected persons is an
essential requirement of all project financing [4,10,32,35]. A ‘bankable feasibility study’ is a
normal expectation in project development. The fact that the China Exim Bank has declined
loan applications by Uganda and Kenya is proof that they are exercising appropriate
oversight and not just funding any ill-considered loan request. Superficially, the Standard
Gauge Railway seems to be desirable infrastructure, but closer examination indicates it
is a real megaproject, replete with the seven Cs [32,114,119]: colossal in size and scope;
captivating because of its size, design or engineering achievements; costly in construction
and in that costs are typically underestimated; controversial, attracting much public protest;
complex in terms of high risk and uncertainty; laden with control issues related to confusion
over responsibilities and who manages, operates, or regulates them, as well as potential
interference by various stakeholders; and prone to corruption.

7. Discussion: Is Chinese Finance in Africa Debt Trap or Myth Trap

As is evident from our review of the literature and from the four cases we considered,
China is a major player in Uganda and Africa generally. Many commentators have raised
concerns about China’s expanding economic presence in Africa. They have warned about
a lack of transparency, the hiring of Chinese instead of local workers, the creation of
unsustainable debt, the promotion of China’s commercial interests ahead of the borrowing
country’s needs, and a lack of good governance [36–40]. As discussed in this paper and
elsewhere [120–122], it is likely that there is little truth and much myth-making and fear-
mongering in these allegations. There certainly is no evidence of any overly zealous
attempt by Chinese companies or banks to push unwanted projects onto Uganda or other
African countries. But this does not mean that there should be no questioning of the
appropriateness of the arrangements or the projects themselves.

A major concern of many commentators is increasing national debt. As at mid 2019,
external debt in Uganda was USD $8.3 billion (not including undisbursed amounts), about
43% of its GDP [123]. By world standards [124], this is not high, and perhaps more
important are the interest rates that apply, the potential for unfavorable exchange rate
fluctuations, and the development potential of the projects for which the money was being
borrowed. A 2018 Ministry of Finance, Planning and Economic Development report [125]
indicated that Uganda’s debt to the International Development Association (the part of the
World Bank that provides concessional loans to the world’s poorest countries) was 40% of
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Uganda’s total debt, followed by China Exim Bank (22%), and the African Development
Bank (17%). The Ugandan Parliamentary Budget Committee has raised concern about the
extent of government borrowing, arguing that it is beyond Uganda’s means, especially
given that debt repayments exceed all other budget items together [126]. The Bank of
Uganda has warned that, should there be an exchange rate depreciation or slow growth
in government revenue, such as a delay to first oil, there would be a high likelihood of
inability to meet debt obligations. The Bank also indicated that a high debt burden could
slow economic growth in Uganda because of deferred government investment in other
socially-desirable projects.

If the desired loans for the Standard Gauge Railway and other planned projects are
approved, Uganda’s debt will more-than-double. The Government sought loans for the
projects discussed in this paper in the expectation that future oil revenue would guarantee
and/or service the loans. The risk to Uganda (and to the China Exim Bank in relation to
possible loan default) depends on the viability of the projects as well as the certainty of
oil revenue, especially in the short term when the grace period expires and repayment
obligations commence. A complicating issue is that Uganda’s tax base is small and, with
few alternative sources of revenue, should there be a delay in oil production, stoppages
in the future, or a reduction in the oil price and thus revenue to Uganda, the government
will find it difficult to make the repayments. Uganda has a poor debt repayment history
and has previously benefited from debt relief under the World Bank and International
Monetary Fund’s Heavily Indebted Poor Countries (HIPC) initiative in 1998, the Enhanced
HIPC scheme in 2000, and the Multilateral Debt Relief Initiative in 2006. Nevertheless,
Uganda is now considered to be a good credit risk due to its oil reserves, which are forecast
to net Uganda around USD $43 billion over the next 25 years [127].

The Karuma and Isimba dam projects have come under scrutiny because of alleged
substandard work, procurement irregularities, allegations of bribes and kickbacks, em-
ployee welfare issues, and lack of local content [107,108,128]. Some critics say the projects
were ‘dammed’ from the beginning given that the President directly engaged Sinohydro for
Karuma and CWE for Isimba [92]. Without a competitive bidding process, there is a risk of
reduced value for money [21]. It is important to realize that corruption, opportunism, elite
capture, and a lack of transparency are not limited to R4I/RFI transactions, and frequently
arise in all resource and infrastructure projects [39,73].

One criticism of Chinese loans relates to their cost [129]. Twinoburyo [92] argued that,
despite apparently low interest rates, Chinese project loans are actually expensive, double-
edged relationships. Most construction materials must be imported from China even when
they can be procured locally at a cheaper price [37,130]. Brautigam and Gallagher [72]
advocated that African countries should insist on greater levels of local procurement.

While some critics assert that China is putting Africa into a debt trap, China’s position
is that it is helping Africa develop, not accumulate debt, and it has denied any ‘debt-trap
diplomacy’ [120,122]. China’s Special Envoy for Africa has argued that China was not the
main creditor of most highly-indebted African countries and that it was inappropriate to
blame China for Africa’s debt problems [131]. The Envoy also observed that many factors
contribute to reduced income from exported raw materials, and suggested that African
countries should seek to export value-added products. A counter argument might be that
many African countries suffer from structural problems such as poor infrastructure, limited
power supply, and poor technology, which prevent them from transforming raw materials
into finished products. Furthermore, many countries have liberalized their economies to
make them attractive locations for multinational companies, which has led to many local
businesses becoming uncompetitive.

8. Conclusion

Given the high demand for infrastructure in Sub-Saharan Africa, the availability of
Chinese finance, and China’s desire to support its companies to access markets around
the world, it is likely that China will continue to invest in worthy projects in Africa and
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elsewhere. Although there are fears that cash-poor, resource-rich countries will become
trapped with considerable long-term debt, this issue is problematic. It is true that increasing
national debt might cause social unrest, especially if a government would spend more
on debt servicing than on other budget items. However, the lack of infrastructure is also
a social and human rights issue, especially regarding essential public services like water
and electricity. From our four cases, it is not possible to conclude that China is actively
promoting inappropriate borrowing, instead it is likely that the increase in Chinese lending
is demand-driven. Although the China Exim Bank is unlikely to fund any manifestly
ludicrous project, it is the responsibility of the borrower (specifically the Parliament of any
country) to ensure that there is a sound justification for any project.

The surge in the number of Chinese-constructed projects in Africa is not being driven
by any excessive willingness on the part of the China Exim Bank to extend inappropriately
cheap or unconditional finance. Instead, similar to the procedures and requirements of the
export credit agencies of other countries, the China Exim Bank requires considerable use
of Chinese goods (e.g., inputs) and services (e.g., construction firms) [132]. Furthermore,
as evidenced by the Standard Gauge Railway, the China Exim Bank did require that there
be proper compensation of project-affected people and a solid business case. It cannot be
said that there are absolutely no strings attached to Chinese finance.

Cheap as Chinese loans may be in interest rate terms, they may actually be expensive
since they prevent non-Chinese companies from being considered. Consequently, there
tends not to be a competitive contractor selection process, thus potentially leading to
higher pricing. The fact that most inputs must come from China deprives local compa-
nies of business opportunities, and does not address local unemployment. Since many
governments are primarily concerned about their ability to access finance, there may not
be proper scrutiny of development alternatives, construction plans, or of the environmen-
tal or social impacts of the proposed project. Use of Chinese finance and construction
means that there is little local market stimulus, little local capacity building, and little re-
gional multiplier effect. To prevent these negative outcomes, governments should carefully
select contractors, closely supervise the quality of construction, and ensure compliance
with international standards, especially in relation to project-induced displacement and
resettlement [35,133–135].

China’s development cooperation is motivated by a wide range of economic and
diplomatic interests, including securing vital resources, opening-up new markets, widen-
ing investment opportunities, and forging new political alliances [136]. These interests
are essentially the same as those of traditional Western lenders. Nevertheless, many ob-
servers (both Western and African), especially politicians and the media, are prone to recite
simplistic themes about Chinese engagement with Africa [71,120–122,137,138].

Returning to the dilemma we posed in the Introduction to our paper, we suggest
that resource-rich, cash-poor nations are not presented with a difficult choice, but with
a relatively simple one. Should they delay construction of desired infrastructure until
resource revenues eventuate in the future; borrow money now to build the infrastructure
in the short term with the loans being repaid from future resource revenues (i.e., resource-
financed infrastructure, RFI); or enter into a resources-for-infrastructure (R4I) deal in which
a Chinese company builds the infrastructure now in exchange for resource concessions?
The strong demand for infrastructure to spur development means that waiting is not
desirable. China has only made R4I deals with a very few countries [139], obviously
preferring the more normal RFI loans. With China having available capital to invest,
and keen to use it to promote its products and services (as do the Exim banks of all
countries), the choice for most borrowing countries is simple: China presents a better deal
than the traditional lenders.

9. Postscript

Commercial oil deposits were discovered in Uganda in 2006. Initially, the oil fields
were being developed by a joint venture involving Tullow Oil, Total, and CNOOC. At one
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stage, first oil (commencement of production) was expected in 2017, although this was later
changed to 2020 and then to 2021. However, as at early March 2021, no final investment
decision has yet been declared, although it is expected soon. There have been many delays
to oil production, for a wide variety of reasons. In 2018, Tullow Oil decided to sell out to
Total and CNOOC. However, the proposed sale created a dispute with the government
about the amount of sales tax due. In August 2019 with no resolution to that dispute, the oil
companies announced a stoppage of all work. In late 2019, the government backed down
and only a modest tax was imposed. However, with a declining oil price, especially after
the outbreak of the COVID-19 pandemic, work remained stalled for all of 2020. In early
2021, the oil companies recommenced work, but the first oil is still likely to be some years
away. When the infrastructure projects discussed in this paper were conceived and the
loans negotiated, it was presumed that the first repayments would not be due until after oil
revenues had commenced. However, with the various delays to first oil, the grace periods
will now expire years before any oil revenue is received by the Ugandan Government.
Furthermore, the COVID-19 pandemic is likely to lead to a global economic downturn and
to relatively low oil prices for some years, affecting the expected oil revenue to Uganda.
Thus, Uganda will likely face a budget crisis over the next few years.
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