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ABSTRACT 
 
Increasingly-common models of financing megaprojects in developing countries are resources-
for-infrastructure (R4I) deals and resource-financed infrastructure (RFI), usually involving 
Chinese financial institutions and companies. Although having some advantages to the borrower, 
these arrangements also have various governance and other challenges. In Uganda, expectations 
of future revenue from oil extraction have led to many megaprojects being commissioned, mostly 
funded by RFI arrangements. We examined four projects to consider whether they are likely to 
contribute to positive socio-economic development or be indicative of resource curse outcomes 
(e.g. Dutch disease, Nigerian disease). The projects we considered were: the Kampala-Entebbe 
Expressway; the Karuma Hydroelectric Dam; the Isimba Hydroelectric Dam; and a Uganda 
section of the East Africa Standard Gauge Railway running from Malaba to Kampala. Although 
R4I/RFI arrangements are viewed positively by some commentators, others (especially local 
traders and contractors) consider that these deals lack transparency, create unsustainable debt, 
promote China’s interests over the borrowing country, increase unemployment, unfairly compete 
with local businesses, engage in corrupt practices to win contracts, have poor working conditions, 
and result in substandard construction. Nevertheless, we conclude that Uganda and other Sub-
Saharan African countries have generally benefited from Chinese-funded and built infrastructure, 
even though there are various issues. There is a greater risk of myth trap than debt trap. However, 
to ensure positive outcomes for all, national governments and Chinese companies should observe 
international standards and practice relating to: environmental and social impact assessment and 
management; human rights; benefit-sharing arrangements; and proper resettlement practice. 
 
KEYWORDS: resources for infrastructure; resource financed infrastructure; resource curse; 
social impact assessment; extractive industries and society; environmental, social and governance 
issues 
 
Highlights 
 

• Effective infrastructure is essential for economic growth and development 
• It is difficult for developing countries to finance desired infrastructure 
• Resource financed infrastructure and resources for infrastructure are new models 
• The Exim Bank of China is funding many megaprojects in Uganda and Africa 
• Although controversial, these arrangements have pros and cons, and much myth 
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INTRODUCTION 
 
With the expectation of considerable revenue from the exploitation of oil reserves in the Albertine 
Graben region, there has been a growing demand for the construction of public infrastructure in 
Uganda (Ogwang et al., 2018) requiring substantial funding the Ugandan Government currently 
does not have (Matsiko, 2016a). Uganda needs to invest about USD $1.4 billion per year for the 
foreseeable future to meet its infrastructure needs (World Bank, 2017a). 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 resource concessions (rights, entitlements, access), thus 
forfeiting a proportion of future resource earnings. We reflect on these options by analysing four 
infrastructure development projects in Uganda: the Kampala-Entebbe Expressway; the Karuma 
Hydroelectric Dam; the Isimba Hydroelectric Dam; and a Uganda segment of the East Africa 
Standard Gauge Railway. We highlight the key aspects of these four cases, including funding 
arrangements, governance issues, and other concerns. Overall, we consider whether the 
institutional arrangements around these projects are in the best interests of the nation and its 
people, and we reflect on the general appropriateness of the concepts of resource-financed 
infrastructure and resources-for-infrastructure. 
 
Public infrastructure refers to the wide range of facilities, essential public services, utilities and 
installations essential for the effective functioning of an economy and society (Farooki, 2012), 
including roads, railways, airports, public transport, telecommunications, sewerage, healthcare, 
education facilities, electricity and water. To achieve meaningful growth and development, 
developing countries must improve their essential public services and transport infrastructure 
(Kumaraswamy and Zhang, 2001; van der Ploeg et al., 2017). To gain the financial resources 
needed to fund the desired infrastructure works, countries actively encourage foreign companies 
to invest, sometimes by offering favourable terms and conditions. Chinese firms have responded 
to these opportunities and have been building most of the infrastructure in Sub-Saharan Africa 
(Alden and Davies, 2006; Brautigam, 2010; Alden, 2012). Chinese banks, notably the Export-
Import Bank of China (China Exim Bank) (http://english.eximbank.gov.cn/en/) and the China 
Development Bank (http://www.cdb.com.cn/English/), have become significant financiers of 
infrastructure across Africa (Sanfilippo, 2010; Konijn and van Tulder, 2015; Davies et al., 2016; 
Muchapondwa et al., 2016). Many of these infrastructure projects are megaprojects (van 
Marrewijk et al., 2008; Ma et al., 2017; Vanclay, 2017) requiring 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 (Fazekas and Tóth, 2017). Without effective 
governance mechanisms and the capacity building of government staff, the intended goals of 
these projects can become compromised, including by distorted project design, inflated pricing, 
poor quality construction, and construction delays (Fazekas and Tóth, 2017). The appropriateness 
of projects also needs to be scrutinised.  
 
Africa is faced with a massive infrastructure gap, estimated to be about USD $50 billion per year 
(African Economic Outlook, 2017). Because of this, about 645 million people in sub-Saharan 
Africa don’t have access to electricity, and only one third of rural dwellers live within 2 
kilometres of paved roads (African Economic Outlook, 2017). The infrastructure deficit is 
exacerbated by frequent disruption to whatever services do exist. The deficit and disruptions 
severely impact business including local small-to-medium enterprises, and retards job creation 
and other economic development activities (Hallegatte et al., 2019). This lack of infrastructure 
has prompted many African governments to seek to invest in public infrastructure projects (Foster 
and Briceño-Garmendia, 2009; African Economic Outlook, 2017). 



96 

The demand for infrastructure, together with the availability of arguably competitive financing 
from Chinese banks, and competitive pricing and on-time, on-budget construction by Chinese 
firms, has led to much construction activity across Africa, including Uganda (Gutman et al., 
2015). Chinese firms have benefited because most Chinese loans are tied to the procurement of 
Chinese goods and services (Konijn and van Tulder, 2015). These tied loans 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 (Konijn and van Tulder, 
2015). 
 
The purpose of this paper is to analyse the arrangements and governance challenges associated 
with R4I/RFI deals for funding infrastructure projects. The existing literature suggests that these 
challenges potentially include: a lack of transparency in the bidding process to select construction 
companies; increasing national debt; inflated pricing; shoddy work by construction companies; 
and poor working conditions (IMF, 2005; Corkin, 2012; Cheung et al., 2012; Halland et al., 2014; 
Lin and Wang, 2016). We examine four cases of resource-financed infrastructure in Uganda by 
considering the potential benefits, financial implications and governance challenges of each 
project. The four projects we considered were: 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. The projects were at different stages of implementation, 
but were all being financed by the China Exim Bank.  
 
DEFINING KEY TERMS 
 
The traditional approach to funding major public infrastructure in developing countries 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 wide 
array of project financing and construction models, some of which are tied to the 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 sometimes interchanged), but they are different in that R4I means that the actual 
resources are promised/provided to the lender, whereas in RFI, the income from the sale of the 
resources is used to pay back a loan, and/or the resources provide the needed collateral (surety or 
backing) to secure the loan. Halland et al. (2014:13) 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”. Conversely, an R4I deal or ‘swap’ can be characterised as 
an exchange of the actual natural resources for construction of infrastructure, with the 
infrastructure being provided upfront and the resources being provided into the future (Brautigam, 
2010; Ross, 2015; Konijn and van Tulder, 2015; Lin and Wang, 2016). 
 
The governance arrangements in RFI/R4I deals vary and can be quite complex depending on the 
objectives of the resource-rich country and lender. For the lender nation, the objectives may 
include securing access to scarce resources, being part of a market-entry strategy (i.e. 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’, often associated with Angola and sometimes called ‘Angola-mode deals’ 
(Habiyaremye, 2013; Halland et al., 2014; Konijn and van Tulder, 2015). A special feature of 
Angola-mode deals was that the lender would make payments directly to the construction 
company, by-passing the government, thus reducing potential corruption. An early example of 
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such a deal involved a USD $2 billion loan in 2004 from the China Exim Bank to finance 
reconstruction following the civil war in Angola. The loan was repaid by a commitment from 
Angola to provide China with 10,000 barrels of oil per day for 17 years. However, a loan 
condition was that, for the 17 years of the agreement, 70% of all public tenders for infrastructure 
projects in Angola had to be awarded to Chinese construction firms (Konijn and van Tulder, 
2015). This created many governance challenges and raises the question about 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 
the deal was good value for the country (Landry, 2018; Maiza-Larrarte and Claudio-Quiroga, 
2019). 
 
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) can be regarded as forms of RFI in that an external company finances and/or 
constructs public infrastructure, sometimes without direct payment from the government. In these 
arrangements, 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 other arrangement. The governance arrangements of such deals may include 
reduced taxation rates, or provision of free land. Many other inducements may be provided by 
governments to facilitate the provision by private sector companies of socially-desirable 
infrastructure that would not otherwise be possible. Therefore, these projects can be complex 
from financial and legal points of view (Tam, 1999). While these variants of PPPs are relatively 
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 governmental agency) 
to a consortium or concessionaire (usually in the private sector) who is required to ‘Build’ (including 
financing, design, managing project implementation, carrying out project procurement, as well as 
construction), ‘Operate’ (including managing and operating the facility or plant, carrying out 
maintenance etc., delivering product/service, 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. (Kumaraswamy and Zhang, 
2001:196). 

 
ISSUES ASSOCIATED WITH THE GOVERNANCE OF R4I AND RFI 
 
Although many infrastructure projects are successfully completed, whether R4I/RFI or not, they 
are vulnerable to procurement irregularities (such as the direct appointment of contractors), 
exaggeration of cost, and elite capture (i.e. primarily serving the interests of certain groups rather 
than the wider public) (Sanderson, 2012; OECD, 2018). Whether ex ante or ex post, evaluation 
of project arrangements can be subject to systemic and systematic biases in the way evidence is 
collected and considered and how decisions are made (Gil and Pinto, 2018). Given the history of 
clientelism and patronage-based decision making in Africa, capacity building and effective 
governance are critical if development in any sector is to have positive development outcomes 
(Gwilliam, 2011).  
 
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 (Konijn and van Tulder, 2015). Like 
African countries today, back then China was a poor, resource-rich country that lacked 
technology and infrastructure. In contrast, Japan was a rich, industrialised, resource-poor country, 
highly dependent on imported raw materials. Desperate as many African countries are today, back 
then 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 (Brautigam, 2011a; 
Konijn and van Tulder, 2015). 
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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 no local involvement and no mechanism for technology transfer or 
capacity building. The second relates to financing. Japanese companies were not directly involved 
in investing in China, however Sino-African relations are heavily dependent on financing from 
Chinese firms, some of which are state owned and not necessarily subject to commercial 
operational considerations. Finally, labour considerations; in the Sino-Japan case, Japanese 
workers were not travelling in large numbers to China to work. However, Sino-African deals 
typically involve armies of Chinese workers going to Africa, and only very limited use of local 
labour (Alden, 2005, 2012; Habiyaremye, 2013). 
 
China’s presence in Africa primarily revolves around China’s need to access natural resources as 
well as its need to expand markets for Chinese exports and professional services (Buckley et al., 
2007). Conversely, African governments look to China to contribute to economic development 
through aid, investment, construction of infrastructure, and trade (Hanauer and Morris, 2014). 
Obviously, as one of the world’s largest resource-consuming nations, China needs to consider 
access to resources in Africa as well as elsewhere (Klare and Volman, 2006; Hongyi, 2007; Large, 
2008; Alden and Alves, 2009). China has invested in over 40 African countries, notably Angola, 
Chad, the Democratic Republic of Congo, Ethiopia, Gabon, Kenya, Mozambique, Nigeria, South 
Africa, South Sudan, Tanzania, Uganda, Zambia and Zimbabwe (Fijalkwski, 2011; Cheung et al., 
2012). Africa’s trade with China has grown considerably in recent years (Brautigam, 2010; 
Mlambo et al., 2016). Thus, contrary to the negative statements made about R4I/RFI 
arrangements, the large number of countries that have these agreements with China, and the extent 
to which they are happy to be repeat customers, provides some evidence of the perceived value 
of these arrangements to the borrowing countries (Alden, 2012).  
 
In cash-poor, resource-rich countries, natural resources tend to contribute to corruption, social 
unrest, poverty, and conflict, in other words, the resource curse (Anyanwu and Erhijakpor, 2014; 
Stevens et al., 2015; Ogwang et al., 2019). Some obvious examples of where there has been a 
resource curse are Nigeria, Democratic Republic of Congo, South Sudan, and Chad (IMF, 2005). 
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 (Konijn and van Tulder, 
2015). There are many potential risks faced by companies and banks doing business in Africa, 
including the non-repayment of loans, nationalisation of the project, and corruption in its many 
forms (Van Wyk et al., 2004; Mbabazi, 2013; Goumandakoye, 2016; Isaksson and Kotsadam, 
2018). Arguably, R4I/RFI arrangements reduce the probability and consequence of some of these 
risks (Halland et al., 2014). A typical aspect of R4I/RFI deals is that financial flows are managed 
by the Chinese not host government, and are usually paid directly from the bank to the 
construction firm, thus by-passing the Ministry of Finance. This is in marked contrast to World 
Bank and other multi-lateral development bank loans, where payments are only made through the 
Ministry of Finance (World Bank, 2017b), potentially enabling syphoning-off, embezzlement and 
misdirection. Because of this, some scholars have argued that R4I/RFI deals are effective in 
limiting the possibilities of corruption (IMF, 2005; Shaxson, 2009; Brautigam, 2011b; Konijn 
and van Tulder, 2015). 
 
Despite these arguments in favour of R4I/RFI deals, there are concerns about their use. Depending 
on the precise terms and conditions, as well as the price of the commodity in question into the 
future, it is possible that the economics of the deal are not favourable to the resource-rich country 
and that it ultimately pays a higher effective interest rate than if a conventional loan had been 
obtained (had it been available) (Maiza-Larrarte and Claudio-Quiroga, 2019). Another issue is 
the quality of construction of the infrastructure financed by these arrangements. Halland et al. 
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(2014) considered that some infrastructure constructed through these deals was of poor quality, 
involved vanity projects not consistent with the country’s development needs, was poorly 
maintained, and therefore some countries may find that infrastructure built this way deteriorates 
to non-serviceable levels long before the repayment obligations have ceased. Another concern 
relates to the perpetuation of African countries as sellers of unprocessed raw materials, 
maintaining them in a state of dependency, and perpetuating neo-imperialism/neo-colonialism 
(Asante, 2018). 
 
Because the financial arrangements typically require use of Chinese contractors, this limits the 
ability of the country to use infrastructure development as an opportunity to develop in-country 
capacity and/or reduce local unemployment. Another concern is that the cost of construction may 
not be commercially-competitive, given that governments are more concerned about the ability 
to access finance rather than the specifications and cost of construction (Halland et al., 2014). 
Further concerns relate to the social impacts from the presence of large numbers of Chinese 
workers in African communities (Mohan and Power, 2008; Hanauer and Morris, 2014; Urban et 
al., 2015). There are also concerns about the rights of Chinese workers (Brautigam, 2009; 
Brautigam and Gallagher, 2014). 
 
It is essential that the serious issue of corruption in infrastructure be addressed by all stakeholders. 
Corruption in infrastructure is a political, legal and social issue. It is also an economic matter in 
that it vastly increases costs to the public (Collier et al., 2015; Locatelli et al., 2017). Getting 
infrastructure governance right is essential to ensure achievement of intended economic and 
social benefits and to create a predictable and equitable business environment for firms and 
investors (OECD, 2018). This can be done by fighting corruption, and by having a culture of 
accountability and transparency that is respected by all stakeholders, including the government, 
business community, and civil society organisations (Jordana, 2017). 
 
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 Chinese State Council, the bank is dedicated 
to supporting China’s policy on foreign trade, investment and international economic cooperation 
(China Exim Bank, 2016). 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’ (Ren et al., 2017).  
 
The China Exim Bank is the only Chinese bank able to provide Chinese government-backed 
concessional loans, i.e. discounted loans where the Chinese government subsidises the difference 
between the normal commercial interest rate and the discounted rate (Massa, 2011). Arguably 
one of the world’s largest development finance institutions (Brautigam and Hwang, 2019), the 
China Exim Bank provides a wide range of banking services, including short, mid 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 (China Exim 
Bank, 2016). In 2015, China Exim Bank loans worldwide totalled RMB 1077.4 billion (Ren et 
al., 2017), which is about USD $151 billion, more than twice the amount of World Bank lending. 
The China Development Bank had an even larger portfolio. 
 
As at the end of 2019, China Exim Bank was not a signatory to the Equator Principles, the 
sustainability and risk management framework for the world’s financial institutions. The English 
version of the China Exim Bank website (http://english.eximbank.gov.cn/) does not host the 
policy statements or environmental, social and governance performance standards that might 
normally be expected of a major bank (Vanclay and Hanna, 2019). It is also not transparent about 
its loans (Brautigam and Hwang, 2016). However, its website does contain a White Paper on Green 
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Finance (China Exim Bank, 2016), 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 analysed China Exim Bank’s activities have generally found that the bank 
does not intervene in how the projects it has funded are executed, and it does not insist on 
compliance with environmental and social performance standards, expecting this to be a matter 
for the host government and/or construction firm (Kirchherr et al., 2016; Brautigam and Hwang, 
2019). However, the Chinese Global Environmental Institute briefing paper (GEI, 2017) and 
research report (Ren et al., 2017) carefully assessed China Exim Bank’s environmental and social 
policies, comparing them to other international financial institutions. They 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 also note that the 2015 Green Credit Guidelines have significantly strengthened 
the responsibilities to be taken by the Bank. 
 
The types of loans offered by the China Exim Bank that are being used in Uganda include Export 
Buyer’s Credit (EBC) and Preferential Export Buyer’s Credit (PEBC). An Export Buyer’s Credit 
(EBC) is a commercial loan to an overseas borrower to facilitate the export (i.e. purchase by the 
borrower) of Chinese products, technologies or services (including infrastructure construction). 
EBCs are targeted to overseas financial institutions, finance ministries, institutions authorized by 
governments of importing countries, and overseas business owners and importers approved by 
the China Exim Bank (China Exim Bank 2018a). 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 in effect is the cost of the money to the bank. This rate can vary 
widely depending on global trends and, for example, between 2010 and 2019, LIBOR varied 
between about 1.0% and 3.0%, but reached over 5% prior to the 2008 global financial crisis. 
Because LIBOR can vary over time, there is some uncertainty about what the future interest rate 
and thus loan repayments will be. EBC loans are fully commercial loans intended for the purchase 
of Chinese goods and services. 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 (China Exim Bank, 2018a). 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.  
 
A Preferential Export Buyer’s Credit (PEBC) refers to a medium to long-term loan with 
preferential terms and conditions aimed at promoting China’s trade and economic cooperation 
(China Exim Bank, 2018b). PEBC loans typically range from USD $100 million to a maximum 
of $1.0 billion; usually at a fixed interest rate of 2% per annum; and with a maturity date of up to 
20 years. For PEBC (and also EBC) loans, there is typically a ‘grace period’ of five years during 
which time no repayments need to be paid although interest does accrue (i.e. strictly speaking in 
financial terminology, a moratorium). Because these loans are subsidised by the Chinese 
government, loan conditions are strict and require 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 report; information about 
the project owner; and information about the contractor, major subcontractors and suppliers 
(China Exim Bank, 2018b). 
 
Any fair assessment of the China Exim Bank has to conclude that it is not very different in purpose 
or procedure than the Exim (or Exim-like) banks of other countries (e.g. USA, UK, India, Korea). 
However, an important point of consideration is that all China Exim Bank loans are denominated 
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in Renminbi Yuan (CNY), even though US dollar amounts are typically mentioned in loan 
documentation. Therefore, future loan repayments are vulnerable to exchange rate fluctuations in 
CNY. Although predicting the future is always fraught, it is quite likely that the CNY will 
strengthen over time, especially compared to the borrowing countries, making future repayments 
more expensive than they were when the loan was established.  
 
CASE 1: THE KAMPALA-ENTEBBE EXPRESSWAY 
 
The Kampala-Entebbe Expressway is a 51 km, four-lane, dual-carriage toll-road linking Kampala 
to Entebbe Airport. Construction commenced in 2012 and the expressway opened for use in June 
2018. However, a delay in updating legislation meant that no toll could be charged until after 
December 2019 when the new Road Act came into force. At the time of writing (early 2020), the 
government had not yet selected an operator to manage the tollway. The idea for an expressway 
had existed for many years, but could not progress until financing was obtained. 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 it was 
subsequently constructed by the state-owned China Communication Construction Company. 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 outstanding 
balances). Following a grace period, the first loan repayment was due in July 2019 (Parliament 
of Uganda, 2011).  
 
In addition to the loan repayments, there were management fees and commitment fees that had 
to be paid. The Government also had to contribute a further USD $126 million towards 
construction costs and $40 million to compensate land owners along the route. Overall, the cost 
of the highway was approximately $2.5 million per lane kilometre, which, despite local media 
reports that it was amongst the most expensive roads in the world (Twinoburyo, 2013; Buwembo, 
2016), is not inconsistent with current cost of highway construction around the world, especially 
when the engineering issues and geological conditions of the expressway’s routing are 
considered. 
 
The loan agreement required that government make 26 bi-annual repayments each of USD $13.4 
million commencing on 21 July 2019 (running through to January 2032). Initially, the 
government argued it intended to repay the loan from revenue raised from a toll. However, this 
is problematic because it would be impossible for the expected volume of traffic to generate this 
amount of money. Also, there was a delay in updating the necessary legislation to allow collection 
of a toll, meaning that for the first two years of operation (June 2018 to sometime in 2020), no 
toll was collected. The precise reason for the delay in updating the legislation is unclear, but is 
probably related to the fact that the Ugandan parliament spent much time debating the proposal 
(that was passed in Dec 2017) to remove restrictions on the maximum age of a President to allow 
the 73 year old Museveni, who had been president for the last 30 years, to contest yet another 
term in office. 
 
In April 2019, a senior government official announced that Uganda could not afford to make the 
first repayment, which was due on 21 July 2019, because no provision for this had been made in 
the national budget (Akello, 2019). 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 
as 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 Uganda 
and other developing countries (Gutman et al., 2015). One issue arising from having failed to 
plan for the repayments is that, to meet the shortfall, the government will have to borrow further 
or redeploy already-allocated funding, which may deprive citizens of much needed public 
services, like the health care or education.  
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The expressway was expected (and has) reduced travel time for the journey between Kampala 
and the airport from the previous two to three hours depending on traffic, to a fairly reliable 30 
minutes or so long into the future. However, despite the lack of a toll, traffic volumes are below 
expected numbers. There is also a concern that limited entry points to the expressway limit its 
functionality, and that although the expressway itself is good, the starting point is not easy to 
reach, and many people are likely to use pre-existing routes. Thus, while some road users are 
satisfied, it is questionable whether the road is an effective addition to infrastructure in Uganda. 
 
CASE 2: KARUMA HYDROELECTRIC DAM  
 
The Karuma Hydroelectric Dam is a 600MW dam now financed by the China Exim Bank and 
constructed by Sinohydro. The total cost was approximately USD $1.7 billion, of which 85% 
($1.4 billion) was from the China Exim Bank, with the Government of Uganda contributing $253 
million (15%). Although securing financing was initially difficult, the government was strongly 
committed to this project and initiated land clearing 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 formal loan agreement was signed in 2014. There were 
two components to the financing: an EBC of $645,821,407, and a PEBC of $789,337,275 
(Parliament of Uganda, 2015a). The initial scheduled completion date was December 2018, 
although following various delays, this was changed to December 2019, and then to December 
2020. 
 
The EBC component of the Karuma Dam 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; it was obligatory 
for loan insurance cover to be obtained from the China Export & Credit Insurance Corporation 
(aka SINOSURE) amounting to around USD $65 million for total loan period (Parliament of 
Uganda, 2015a). 
 
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. 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 the minimum 
amount needed to meet the next repayment due. The standard application procedures also 
required: a signed contract with Chinese contractors/exporters; a project feasibility study report; 
environmental impact assessment report; information about the project owner; and information 
about the contractor and major subcontractors and suppliers (China Exim Bank, 2018b).  
 
The Parliamentary Committee Report on National Economy observed that the conditions of this 
loan package were not particularly favourable and recommended that the government always 
examine alternative sources rather than always borrowing from the same source (Parliament of 
Uganda, 2015a). The complexity of the loan arrangements raises governance questions about the 
capacity and competence of the actors involved (including oversight bodies), as well as issues 
relating to accountability, transparency and governance of loan agreements. The report 
contradicted those who have argued that Chinese loans were cheaper compared to Western donors 
and had “no strings attached”, as had been claimed by many African leaders including President 
Museveni (Bwambale, 2012; Kynge, 2014). 
 
As is common with many Chinese-funded projects in Uganda and elsewhere in Africa, there have 
been many questions relating to the bidding process, contractor selection, procurement issues, 
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and quality of work. Although an official procurement process was initiated, it was subsequently 
bypassed, with Sinohydro being directly awarded the tender (The Observer, 2013; Parliament of 
Uganda, 2015a). Although Sinohydro had been among three prequalified bidders, originally it 
was not invited to tender because the Contracts Committee of the Ministry of Energy and Mineral 
Development considered that it had not provided sufficient information regarding the roles and 
responsibilities of the partners in the joint venture. The Contracts Committee indicated that China 
International Water Electronic 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 this action by stating his advisors had 
recommended Sinohydro (Atuhaire and Akella, 2013). 
 
A Memorandum of Understanding relating to construction of the dam and transmission line was 
signed between Sinohydro and the Ministry of Energy and Mineral Development in June 2013. 
The same day, CWE wrote to the Ministry threatening to take legal action citing violation of the 
procurement process. Legal action was abated by CWE being given a contract to build another 
dam, the Isimba Dam (see below). 
 
It is not clear why Sinohydro was given the Karuma project and/or why the President ordered 
this. Apparently, the Chinese Government only required the Government of Uganda to choose 
any qualified Chinese company and left the decision on the choice of company to the Government 
of Uganda (Atuhaire and Akella, 2013). The Minister for Energy and Mineral Development 
argued that Uganda’s procurement laws “allow bilateral arrangements such as that negotiated by 
Museveni”, while his Senior Minister argued that, “the public had lost faith in the procurement 
process because of endless allegations [of corruption] and court injunctions” (Atuhaire and 
Akella, 2013 online). 
 
Given the circumstances surrounding how Sinohydro was awarded the contract to build this dam, 
it remains to be seen whether Ugandans will get value for money. In future transactions of this 
nature, the government should ensure there is open competition among the Chinese firms in order 
to mitigate the negative consequences of no bid contracts, which have damaged the image of the 
company as well as the government officials involved. There should also be proper supervision 
and monitoring of any project before, during and after construction. 
 
CASE 3: ISIMBA HYDROELECTRIC DAM 
 
The 183MW Isimba Hydroelectric Dam project commenced construction in April 2015 and 
became operational in March 2019. Following the objection regarding the contracting process for 
the Karuma Dam (see above), the China International Water and Electric Corporation (CWE) 
was directly given the tender for the Isimba project in a Presidential Directive dated 24 July 2013. 
The project comprised construction of the Isimba Dam and power station, a 132kv substation, 
and construction of 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 
(Parliament of Uganda, 2015b). Given that China Exim Bank’s PEBC application 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 (Parliament 
of Uganda, 2015b). The loan was awarded in 2014.  
 
Some specific aspects of the loan agreement were as follows. The loan would have a fixed interest 
of 2% per annum. A once-off management fee of 0.25%, equivalent to USD $1.21 million, and 
commitment fees of 0.25% ($1.35 million) were to be paid in the first year of the loan. The 
government must 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) 
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must be deposited. The government had to ensure that a Power Purchase Agreement (on ‘take or 
pay’ basis) was concluded with the electricity companies. Any shortfall 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 (Parliament of Uganda, 2015b). 
 
CWE came under criticism for shoddy work. Some critics (e.g. Mbanga, 2017) argued that the 
cost (approx USD $568 million or $3.1 million per megawatt) was excessive. 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 identified problems, namely 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 key 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 (Mbanga, 2017). CWE was accused of ignoring correspondence from 
regulatory officials, making alterations without approval or informing the Government of 
Uganda, 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. (Mbanga, 2017, 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 the equipment will 
corrode more quickly and need replacement in a shorter time, requiring taxpayers to pay to fix 
the problem (Mbanga, 2017). Although a senior government official in the Ministry of Energy 
and Mineral Development we interviewed dismissed these concerns as unsubstantiated 
allegations without merit, it is apparent that there are doubts about the dam’s technical integrity 
and the legitimacy and credibility of the project. 
 
Just like the Karuma Dam, there was no open bidding to construct the Isimba Dam. Because of 
failure or negligence to follow proper procedures, the dam was constructed without adhering to 
the original specifications submitted by CWE. All this indicates that, over time, the government 
will likely require extra funds to rectify problems (Matsiko, 2016b, Matsiko, 2016c). 
 
CASE 4: THE STANDARD GAUGE RAILWAY FROM KAMPALA TO MALABA 
 
The East Africa Standard Gauge Railway project is a grand master plan, costing tens of billions 
of dollars, that is intended to link various countries in East Africa by rail to Mombasa, a seaport 
in Kenya. It is called ‘standard gauge’ because it will be constructed according to the international 
railway standard of 1,435 mm (historically 4 ft 8 1⁄2 in) rather than the colonial legacy one-metre 
narrow gauge that was used in much of Africa. The idea is to freight shipping containers by rail 
rather than road, as is currently the case, reducing the cost of transporting a 40-foot shipping 
container from Mombasa to Kampala from USD $3500 to $1500 (https://www.sgr.go.ug/). The 
project has already commenced in Kenya and Tanzania, with the Ugandan sections yet to be 
developed. It is expected that the network will eventually be extended to South Sudan, Rwanda, 
Burundi and the Democratic Republic of Congo.  
 
Within Uganda, four sections of the Standard Gauge Railway are planned. The primary section 
connects Malaba (on the border with Kenya) to the capital city, Kampala. However, a critical 
component for Uganda is the link between Malaba and Naivasha in Kenya. In May 2017, Kenya 
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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. (Mbanga, 2017, 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 the equipment will 
corrode more quickly and need replacement in a shorter time, requiring taxpayers to pay to fix 
the problem (Mbanga, 2017). Although a senior government official in the Ministry of Energy 
and Mineral Development we interviewed dismissed these concerns as unsubstantiated 
allegations without merit, it is apparent that there are doubts about the dam’s technical integrity 
and the legitimacy and credibility of the project. 
 
Just like the Karuma Dam, there was no open bidding to construct the Isimba Dam. Because of 
failure or negligence to follow proper procedures, the dam was constructed without adhering to 
the original specifications submitted by CWE. All this indicates that, over time, the government 
will likely require extra funds to rectify problems (Matsiko, 2016b, Matsiko, 2016c). 
 
CASE 4: THE STANDARD GAUGE RAILWAY FROM KAMPALA TO MALABA 
 
The East Africa Standard Gauge Railway project is a grand master plan, costing tens of billions 
of dollars, that is intended to link various countries in East Africa by rail to Mombasa, a seaport 
in Kenya. It is called ‘standard gauge’ because it will be constructed according to the international 
railway standard of 1,435 mm (historically 4 ft 8 1⁄2 in) rather than the colonial legacy one-metre 
narrow gauge that was used in much of Africa. The idea is to freight shipping containers by rail 
rather than road, as is currently the case, reducing the cost of transporting a 40-foot shipping 
container from Mombasa to Kampala from USD $3500 to $1500 (https://www.sgr.go.ug/). The 
project has already commenced in Kenya and Tanzania, with the Ugandan sections yet to be 
developed. It is expected that the network will eventually be extended to South Sudan, Rwanda, 
Burundi and the Democratic Republic of Congo.  
 
Within Uganda, four sections of the Standard Gauge Railway are planned. The primary section 
connects Malaba (on the border with Kenya) to the capital city, Kampala. However, a critical 
component for Uganda is the link between Malaba and Naivasha in Kenya. In May 2017, Kenya 

 

opened the first leg of the railway line (some 472 kms) linking the port of Mombasa to Nairobi, 
costing USD $3.2 billion. After Kenya secured a loan from the China Exim Bank in May 2017, 
the 120 km Nairobi-Naivasha section was completed in October 2019. From Uganda’s 
perspective, it is essential for the railway line to be continued a further 375 kms from Naivasha 
in Kenya to Malaba on the Uganda-Kenya border.  
 
The Kampala to Malaba section (273 kms) was originally meant to have been completed in 2018, 
however, this was revised because Uganda initially failed to secure financing from China Exim 
Bank. It is not clear whether Uganda had also approached other banks. In 2019, Uganda was in 
negotiation with the China Exim Bank. The Bank required that, before it would approve a loan, 
the Uganda Government must secure guarantees that Kenya will complete the Naivasha to 
Malaba section (Matsiko, 2017). The Bank also demanded that the Uganda Government 
compensate all project-affected persons, amounting to some USD $90 million. Another condition 
was that a study of the financial viability (the business case) of the project had to be conducted. 
According to Asiimwe (2016), the Bank was concerned about Uganda’s ability to meet its 
repayment obligations and whether construction of the railway made business sense. In 
November 2019, Uganda resubmitted its application to the Bank, together with the requested 
feasibility study, but probably without full assurance that Kenya would promptly complete the 
link from Naivasha to Malaba. Consequently, in March 2020, the China Exim Bank again rejected 
the application. Uganda immediately announced that it was still committed to the project and 
would take every action to ensure its success, although clearly this will be some years away. 
 
The current plan is still that the Malaba-Kampala route will be completed within 42 months once 
finance is approved. John Holland, an Australian-based subsidiary of the China Herbor 
Engineering Company, will operate the railway line for 10 years before returning it to the 
government. It will be a classic BOT infrastructure project.  
 
Despite a general positive view about the railway line from many people, there are various 
detractors. The construction of the first Kenya sections of the line, from Mombasa to Nairobi, and 
then to Naivasha, had created much controversy. In Uganda, there were complaints that the 
estimated cost of construction was higher than similar projects elsewhere in the region. After 
visiting railway projects in Ethiopia and Djibouti, a Ugandan parliamentary committee demanded 
a review of the project noting that the costs associated with Uganda’s section were much higher. 
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 will cost $3.4 billion ($7.2 million per km) (Parliament of Uganda, 
2016; The Independent, 2017).  
 
While Uganda maintains its desire to proceed with the Standard Gauge Railway, the China Exim 
Bank is setting conditions. With no obvious alternative source of funding, Uganda will need to 
meet these demands, which, in any case, are similar to the normal conditionalities traditional 
lenders typically apply. The government has been using all diplomatic means to persuade Kenya 
to provide the guarantee the Exim Bank expects. But actually, the project is highly complex and 
complicated, especially in that there will be different operators for different segments of the line. 
Thus, the Standard Gauge Railway line is a real megaproject, replete with the seven Cs (Frick, 
2008; Vanclay, 2017): colossal in size and scope; captivating because of their 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 the project funders; and prone to corruption. 
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DISCUSSION: IS CHINESE FINANCE IN UGANDA DEBT TRAP OR MYTH TRAP 
 
As is evident from the four cases we considered, China is a major player in Uganda and Africa. 
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 self-interest ahead of 
the borrowing country, and the absence of conditions regarding good governance (IMF, 2005; 
Corkin, 2012; Cheung et al., 2012; Halland et al., 2014; Lin and Wang, 2016). As discussed 
below, 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. 
 
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 
(Bank of Uganda 2019). By world standards 
(https://en.wikipedia.org/wiki/List_of_countries_by_public_debt), this is not necessarily high, 
and perhaps more significant are the interest rate and potential for unfavourable exchange rate 
fluctuations. A 2018 Ministry of Finance, Planning and Economic Development report (Kasaija, 
2018) 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 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 (Mulondo, 2017). The Bank of Uganda has warned that, should 
there be an exchange rate depreciation or slow growth in revenues (such as due to a delay in first 
oil), there would be increased risk of failure to meet external debt obligations. The Bank also 
indicated that a high debt burden could slow economic growth in Uganda by discouraging public 
investment in socially-desirable projects. 
 
With the anticipated loans for the Standard Gauge Railway (USD 12.5 billion) and other projects, 
Uganda’s debt will more-than-double. The Ugandan Government is seeking these loans in the 
expectation that future oil revenues will service them. The risk to Uganda (and arguably to the 
China Exim Bank) depends on the viability of the planned projects as well as the certainty of oil 
revenues in the future, and especially in the short term immediately after the grace period when 
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 commencement of oil 
production (as happened in 2019), stoppages in the future, or a reduction in oil price and thus 
revenue to Uganda, the government may find it difficult to repay its increasing debt. Uganda has 
a poor debt repayment history and has previously benefited from debt relief under the World 
Bank and International Monetary Fund 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 large oil reserves, 
which are forecast to net Uganda around USD $43 billion over the next 25 years (Davis, 2017). 
 
Construction of the Karuma and Isimba dams reportedly experienced shoddy workmanship 
(Matsiko, 2016b). Allegations of bribes and kickbacks, which delayed the procurement process 
for the dams by almost two years, have continued into the construction phase. Some critics say 
the projects were ‘dammed’ from the beginning given that the President directly engaged 
Sinohydro for Karuma and CWE for Isimba without any competitive bidding process 
(Twinoburyo, 2013). The Karuma and Isimba projects have come under scrutiny because of 
alleged substandard works, procurement irregularities, lack of adherence to normal employee 
welfare issues, and lack of any local content component (Matsiko, 2016c). For both dams, there 



107 

 
DISCUSSION: IS CHINESE FINANCE IN UGANDA DEBT TRAP OR MYTH TRAP 
 
As is evident from the four cases we considered, China is a major player in Uganda and Africa. 
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 self-interest ahead of 
the borrowing country, and the absence of conditions regarding good governance (IMF, 2005; 
Corkin, 2012; Cheung et al., 2012; Halland et al., 2014; Lin and Wang, 2016). As discussed 
below, 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. 
 
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 
(Bank of Uganda 2019). By world standards 
(https://en.wikipedia.org/wiki/List_of_countries_by_public_debt), this is not necessarily high, 
and perhaps more significant are the interest rate and potential for unfavourable exchange rate 
fluctuations. A 2018 Ministry of Finance, Planning and Economic Development report (Kasaija, 
2018) 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 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 (Mulondo, 2017). The Bank of Uganda has warned that, should 
there be an exchange rate depreciation or slow growth in revenues (such as due to a delay in first 
oil), there would be increased risk of failure to meet external debt obligations. The Bank also 
indicated that a high debt burden could slow economic growth in Uganda by discouraging public 
investment in socially-desirable projects. 
 
With the anticipated loans for the Standard Gauge Railway (USD 12.5 billion) and other projects, 
Uganda’s debt will more-than-double. The Ugandan Government is seeking these loans in the 
expectation that future oil revenues will service them. The risk to Uganda (and arguably to the 
China Exim Bank) depends on the viability of the planned projects as well as the certainty of oil 
revenues in the future, and especially in the short term immediately after the grace period when 
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 commencement of oil 
production (as happened in 2019), stoppages in the future, or a reduction in oil price and thus 
revenue to Uganda, the government may find it difficult to repay its increasing debt. Uganda has 
a poor debt repayment history and has previously benefited from debt relief under the World 
Bank and International Monetary Fund 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 large oil reserves, 
which are forecast to net Uganda around USD $43 billion over the next 25 years (Davis, 2017). 
 
Construction of the Karuma and Isimba dams reportedly experienced shoddy workmanship 
(Matsiko, 2016b). Allegations of bribes and kickbacks, which delayed the procurement process 
for the dams by almost two years, have continued into the construction phase. Some critics say 
the projects were ‘dammed’ from the beginning given that the President directly engaged 
Sinohydro for Karuma and CWE for Isimba without any competitive bidding process 
(Twinoburyo, 2013). The Karuma and Isimba projects have come under scrutiny because of 
alleged substandard works, procurement irregularities, lack of adherence to normal employee 
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have been fatal accidents and health and safety concerns. Sinohydro has been accused of 
carelessness and negligence relating to the safety of workers (Matsiko, 2016d). When there is not 
a competitive bidding process, there is a risk that a country will not get value-for-money 
(Brautigam, 2010). Corruption, opportunism, elite capture, and lack of transparency are not 
limited to R4I/RFI transactions, and frequently arise in all resource and infrastructure projects 
(Halland et al., 2014). 
 
A criticism of the Chinese loans relates to their cost (Tan-Mullins et al., 2017). According to 
Twinoburyo (2013), 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 (Corkin, 2012; Alves, 2013). Brautigam and Gallagher 
(2014) advocate 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’ 
(Blanchard and Shepherd, 2018). China’s Special Envoy for Africa has stated that China was not 
the main creditor of most highly-indebted African countries and stressed that it was senseless and 
baseless to blame China for Africa’s debt problems (Blanchard and Shepherd, 2018). The Envoy 
also observed that there were many factors that had contributed to the increased cost of financing 
and reduced income from exporting raw materials, and that Africa’s overall debt burden had 
accumulated over a long time. The Envoy also argued that African countries should export more 
finished products rather than just raw materials. However, many African countries suffer from 
structural problems like poor infrastructure, limited power supply, and poor technology that 
prevent them from transforming raw materials into finished products. Furthermore, many have 
liberalised their economies to make them attractive locations for multinational companies from 
developed countries, which has resulted in making many local businesses uncompetitive.  
 
CONCLUSION 
 
Given that the demand for infrastructure is considerable, it is likely that China will continue 
investing in Uganda and Africa generally. While there are fears that cash-poor, resource-rich 
countries may become trapped with considerable long-term debt, this issue is problematic. It is 
true that increasing national debt can cause social unrest as the government will have to spend 
more on debt servicing than on providing much-needed social services, but the lack of 
infrastructure is also a social issue. From our four cases, it would be impossible to conclude that 
China is actively promoting inappropriate borrowings, instead it is likely that the increase in 
Chinese lending is demand driven.  
 
Even though China has provided finance for infrastructure projects at seemingly better terms than 
traditional western lenders, there is still a need for the Ugandan Government to invest in economic 
activities that will spur the development of the economy. In many cases, the conditions of Chinese 
concessional loans require considerable use of Chinese inputs and construction firms (Brautigam, 
2011a; Swedlund, 2017). Thus, in contradiction to the comments of the Ugandan President, 
Chinese aid actually does come with strings attached (Bwambale, 2012; Kynge, 2014). Cheap as 
they may sound in interest rate terms, Chinese loans may actually be expensive since they prevent 
non-Chinese companies from being considered for such projects. The fact that most construction 
materials must come from China deprives local industries of an opportunity for growing. It also 
means that there may not be proper scrutiny of development options, construction plans, or of 
environmental and social impacts. Overall, use of Chinese finance and construction means there 
is little local market stimulus, little local capacity building, and little regional multiplier effect. 
Governments should carefully monitor how contracts are awarded and ensure value for money 
by closely supervising the quality of construction.  
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China’s development cooperation is motivated by a wide range of economic and diplomatic 
interests, including securing vital resources, opening-up new markets, widening investment 
opportunities, and forging new political alliances (Buckley et al., 2007). These interests are 
essentially the same as those of traditional Western lenders. Nevertheless, many Western 
observers, especially politicians and the media, are prone to recite simplistic themes about 
Chinese engagement with Africa (Brautigam, 2009). 
 
The surge of the Chinese contractors in Africa is being driven by the perceived willingness of the 
China Exim Bank to extend what African leaders consider to be cheap and unconditional 
development finance. Desperate for project finance, Uganda is willing to award contracts to 
Chinese companies because of the financial backer, the China Exim Bank. However, most 
contracts are awarded through Presidential directives that bypass standard procurement 
regulations, making it difficult to ascertain the actual value for money of the projects. African 
countries should establish how they can ensure they benefit from their engagement with China. 
 
 
POSTSCRIPT 
 
Commercial oil deposits were discovered in Uganda in 2006. The oil fields were being developed 
by a joint venture involving Tullow Oil, Total, and CNOOC. At one 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 2020, no final investment decision had yet been declared. 
In 2018, Tullow Oil decided to reduce its investment in the project and to sell much of its share 
to Total and CNOOC. However, the proposed sale created a dispute between the Government of 
Uganda and the oil companies over the amount of sales tax due. With no resolution to that dispute, 
in August 2019, the oil companies announced a stoppage of all work on the project and associated 
works (including the resettlement of project-affected peoples). In late 2019, the government 
backed down, but as at March 2020, the companies had not recommenced work and it is clear 
that first oil is still many years away. When the infrastructure projects discussed in this paper 
were conceived and the loans negotiated, it was thought that the grace periods (before repayments 
were due) would have allowed income from oil to have commenced, and thus the repayments 
could be easily made from oil revenues. However, with the various delays, the grace periods will 
now expire long before any oil revenue is received. Thus, Uganda will face a severe budget crisis 
in the next few years. 
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