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Executive Summary

An Innovative, Pioneering Programme

The Sida independent guarantee scheme, which was introduced in 1999 as a pilot scheme by the 
government, is an innovative private sector and fi nancial market initiative. Through a public-private 
partnership the programme has the potential to achieve several development objectives at potentially 
very limited costs to Sida. Thus, the guarantees can:

• Enhance private capital fl ows for investments in infrastructure, especially in high-risk contexts 
beyond what existing fi nancial markets are able or willing to provide;

• Trigger development and deepening of  local capital markets for longer term fi nancing, including 
the development of  new fi nancial instruments in such contexts such as bonds; 

• Indirectly infl uence the institutional environment in which private sector investments are taking 
place towards better regulations etc., leading to lower transaction costs for businesses and inves-
tors;

• Engage commercial fi nancial institutions, for example commercial banks, in ventures they would 
not be themselves be involved in due to perceived risks. 

• Provide a direct exposure for Sida to problems in market operations which can lead to other 
forms of  assistance addressing key institutional constraints.

… with mixed results

Sida has been able to put together a few projects which are innovative and pioneering, with potentially 
all the positive features indicated above. However, very few such projects have been launched over the 6 
year trial period1. Only two ‘real’ independent guarantees have been approved since 1999 fulfi lling the 
intentions and criteria behind them. These are the MTN telecom project in Uganda and the Maputo 
Port project in Mozambique. Jointly the Sida guarantee amounts to MSEK 160 for these two projects. 
Two other projects are offi cially counted by Sida as independent guarantees, but one of  these is a 
misnomer – the Nam Power project in Namibia, and the other project is at best a borderline case, the 
AIG Africa Infrastructure Fund. In the latter projects the guarantee instrument was used as a stop-gap 
measure when other, more conventional fi nancial methods were not possible for Sida to apply for 
different reasons. While these projects are interesting in their own right, they should not be used as a 
reference for an assessment of  the experience with independent guarantees.

Three guarantee projects can be considered to be in Sida’s current pipeline, should the programme be 
continued and the projects proceed with their fi nancing as planned. They might in such case come on 
stream in 2005–2006. These are:

• the Adones fi bre optic cable project in Angola; 

• a guarantee for micro credit organisations in Bosnia, and 

• the Lilayi housing project in Zambia. 

These three might in total represent guarantees in the order of  MSEK 350. However, such a scenario 
requires that: 1) there is a prolongation of  the programme; 2) the underlying projects are going ahead 
as planned; 3) the project sponsors chose the Sida guarantees over other fi nancial options; and 4) Sida 
approves the guarantees. None of  these conditions are certain.
1 The status of  the reviewed projects refers to April 2005 when most of  the investigations were undertaken
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Sida has since 1999 pursued another seven projects where guarantees were considered. In three of  
those cases the sponsors eventually chose or are likely to chose a different fi nancial arrangement. 
These are:

• the ENITEL telecom project in Nicaragua; 

• the Wataniya telecom project in Algeria; 

• an airport toll road in Sri Lanka; and 

The reasons vary why the sponsors have pursued or are pursuing other fi nancial solutions than the Sida 
guarantee, but in two cases Sida’s decision making process was considered too slow and cumbersome by 
the sponsors and/or the arranging banks (ENITEL; Wataniya), while in the Sri Lanka airport road 
project, the government chose to undertake conventional government funding. 

Two projects are currently in a vague status. These are:

• the Bujagali hydropower project in Uganda; and

• the Broadlands hydropower project in Sri Lanka.

In the case of  Bujagali a Sida guarantee was actively being developed from 2002 until 2003 when the 
project collapsed due to different reasons (The project sponsor, the American energy company AES, 
run into major fi nancial problems at home; cases of  corruption were brought against the company and 
some of  its suppliers, and there was a major environmental controversy around the project). A new 
project sponsor, the Aga Khan IPS group, is currently negotiating a contract with the government, and 
the fi nancial arranger might seek a guarantee from Sida, but Sida has not made a decision whether the 
organisation would pursue such a request, should it emerge. 

The Broadlands project, for which Swedish potential suppliers and contractors (Skanska and ABB), 
pursued a fi nancial solution with a Sida guarantee in 2002–2003, has not yet materialised due to indeci-
sion by the Sri Lankan government. (Informal sources claim an ICB will take place soon).

Only in two projects Sida has made the decision not to pursue a requested guarantee: 1) the SME 
project in Serbia, in which Sida considered thyat6 the sponsor, the Serbian guarantee Agency, has a too 
wide mandate; and 2) the FINARCA housing project in Nicaragua, where Sida considered a guarantee 
not the right approach, and instead a subsidised fi nancial solution is being developed by Sida.

The Approved ‘Real Guarantee Projects’.

For the two ‘real’ guarantees approved the performance is mixed. MTN Uganda can overall be de-
scribed as a success-story. After winning Uganda’s second operating licence in 1998, the company, 
(owned mainly by MTN International (South Africa) and Telia Overseas), has been a part of  and to a 
large extent a driver of  a rapid reform process in telecommunication in the country. Through competi-
tion in the sector the expansion of  services has dramatically increased from some 60,000 lines in 1998 
to 1,2 million today, making Uganda one of  the most dynamic telecommunication markets in Sub 
Sahara Africa. Prices have dropped dramatically and services have become affordable for a large share 
of  the population. Special programmes to provide telecommunication services to the poor and to rural 
areas have emerged as a result of  the reform and the competition, some initiated by government, some 
by MTN. While the Sida guarantee was not in any way critical for this process, Sida nevertheless 
pioneered a fi nancial solution for local fi nancing of  MTN’s network expansion, which: 1) was essential 
for MTN and fi tted MTN’s fi nancial requirements at this time; and 2) acted as a development input 
into the nascent Ugandan capital market, a development which today very much is a priority by the 
government. With current trends in MTN’s fi nancial performance, it is unlikely that Sida’s guarantee 
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would need to be used, and Sida might at the time of  the expire of  the guarantee in 2008 even book a 
net revenue due to the risk premium paid by MTN during the guarantee time. 

The Maputo Port project in Mozambique, undertaken by an international consortium including 
Skanska, British, Portuguese, and Mozambique interests, intends to rehabilitate the severely run down 
port after the civil war in a concession to run and operate the port. The project is a critical link in the 
Maputo Corridor for transit trade to and from South Africa, Swaziland, Zimbabwe and Malawi, and as 
such an essential potential foreign exchange earner for Mozambique and revenue maker for the govern-
ment. The port, which in the 1960s handled over 12 million tons per annum, had declined to 3 million 
prior to the project. The project, as one of  Mozambique’s fi rst BOT projects, has potentially very 
strong development effects on the economy not only for Mozambique, but also for the neighbouring 
countries. It would be a signifi cant revenue source of  the government Mozambique from licences. 
Sida’s guarantee of  MSEK 80 of  a loan provided by Rand Merchant Bank of  South Africa over 12 
years has been described by Skanska as critical for the project to materialise as the fi nancial options 
provided by DFIs were exhausted. However, the project is a high-risk venture in the sense that it is 
dependent on the effi cient operation of  the rail and road infrastructure to and form the port. 
Especially the railway to South Africa is critical for the volumes of  freight required for the port to be a 
profi table venture. In spite of  assurances of  privatisation of  this railway-line made part of  the Maputo 
Port agreement, the state of  the railway is deteriorating and the privatisation is not solved 7 years after 
it was initiated, and no immediate solution is foreseen. The project is in a problematic stage, the fi nan-
cial performance of  MPDC is poor, the investments are held up after the fi rst stage, and the sponsors 
are negotiating with the government of  Mozambique to withhold part of  the licence fees. The long-
term future of  the project is uncertain, and the risk that the Sida guarantee would be called upon in 
part is not negligible. 

While two projects are too few to draw any defi nite conclusions from, the overall performance of  the 
‘portfolio’ is reasonable and Sida’s participation clearly justifi ed: First, Sida’s guarantee had clear 
additionality to the projects in both cases. Second, both projects have clear potentially strong develop-
mental impact on the infrastructure sectors and/or capital markets. Third, while not pro-poor per se, 
the projects have both clear potential impact on poverty in two countries with rampant poverty; and 
fourth the Sida guarantees were provided at market like conditions with no distorting effects of  any 
signifi cance. 

Reasons for disappointing performance

There are a number of  reasons why Sida has not been able to approve more guarantees and not having 
more projects in the pipeline after six years. These are:

• The market conditions – the early 2000s has overall not been a conducive time for private 
investments in infrastructure in developing countries after the boom in the mid 1990s; 

• Quasi government Development Finance Institutions provide often a strong competition for 
funding of  projects, often with more attractive conditions and prices than the expensive options 
that the Sida guarantees in effect are;

• Sida has been re-active rather than pro-active in pursuing guarantees on the market, 

• Sida, as a government agency, is perceived to be slow and cumbersome in its decision making 
process, not well attuned to the needs of  the commercial requirements of  these projects.

• The conditionalities established for the guarantees, i.e.1) the guarantees should only be offered 
when there were no commercial options, i.e. Sida should be a last resort, and there should be a 
risk-refl ecting price on Sida’s guarantees (set by the advice of  EKN). 



6 SIDA’S INDEPENDENT GUARANTEE SCHEME – Sida EVALUATION 06/52

Adherence to policy and directives

A number of  conditions (besides those mentioned above) were stipulated by the government for the 
guarantees and elaborated by Sida in a Risk Policy. Sida has basically adhered to these conditions for all 
of  the ‘real’ projects pursued, hence no criticism can be raised in terms of  how Sida has managed the 
programme from this point of  view. Questions can, on the other hand, be raised of  the appropriateness 
of  some of  these policies and rules as discussed below.

Recommendations

In view of  the innovative feature of  the guarantees as a public-private partnership system for risk 
mitigation, it is recommended that the Government makes the independent guarantees a permanent 
feature of  Swedish development assistance, but with a number of  modifi cations of  the existing policy, 
and also the administrative structure for the guarantees. These are briefl y indicated below:

• There should be a de-linking of  the guarantees from Swedish commercial interests. 
The current mixture of  Swedish commercial interest and developmental objectives are unfortu-
nate. The guarantees should be pursued as a developmental tool.

• There should be a more fl exible pricing approach of  the guarantees, allowing higher risk-taking 
(and lower premiums) when there are clear developmental and poverty reducing developmental 
effects at hand, and especially when structural changes of  local fi nancial markets are likely to 
take place. Positive externalities can be used as a criteria. EKN’s assessment in terms of  risk 
premium should be sought but not be binding.

• The guarantees should be pursued pro-actively at the market place in order to build a portfolio 
which can balance higher-risk projects with lower risks. Pro-active work requires more than 
informing of  the existence of  the guarantees. It requires active involvement in the emergence of  
fi nancial packages.

• Guarantees for local fi nancing is the most unique element of  the guarantees where there are few 
alternatives on the market, and should be a strong feature of  Sida’s guarantees. 

• The guarantee instrument should be expanded as an option for non-infrastructure projects 
(which to some extent already is taking place).

• Sida should use the involvement in specifi c fi nancial packages to learn directly what the major 
constraints in project implementation and fi nancing is. Such learning can be translated into 
institutional development, for example in regulations, governance, etc. There are clear synergy 
effects to be pursued between guarantees and other forms of  Sida support.

• Sida should draw conclusions from the two on-going projects for institutional development. 
In the case of  the MTN Uganda, Sida can feed the experience from the project into ongoing 
Sida fi nanced local capital market development. In the case of  Maputo Port Sida can learn in-
depth of  the issues related to BOT projects and private infrastructure projects in Mozambique, 
and possibly translate such learning into institutional development more generally.

• The organisational set-up for the guarantees must be considered. There is a need for high 
professional standards; specialised competence, high degree of  continuity, and decision making 
processes which are in tune with market demands. This is diffi cult to maintain in the context of  
Sida’s conventional structure and decision-making format. Yet, breaking out guarantees from Sida 
has clear drawbacks as the synergy effects and the developmental orientation risk of  being lost.

• The co-ordination and possible fusion with GuarantCo, another Sida initiative in guarantees 
established in 2004 must be worked out.
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1. Introduction

1.1 Background

In 1995 the Swedish government requested Sida to undertake a study of  the role and function of  
credits in Swedish development assistance. In Sida’s review, submitted in 1996, it was proposed that a 
new fi nancial instrument – independent guarantees – should be used as an alternative to credits in 
certain cases.2 The main justifi cation was, according to the study, that such guarantees might provide 
more ‘development leverage’ than credits, i.e. accomplish more ‘development effect’ per SEK. 
The World Bank’s partial risk/credit guarantees formed a model for the proposed system. The idea was 
further pursued by Sida in several internal studies during 19973. After approval by the Parliament in 
December1997, the government requested in 1998 that Sida jointly with EKN should develop the 
details of  a pilot scheme of  independent guarantees. Based on a Sida/EKN proposal issued in June 
19984, the Government authorised Sida in March 1999 to initiate a pilot scheme over three years of  
such guarantees within a maximum limit of  MSEK 1,000. With the pilot scheme followed a series of  
guidelines for how such guarantees could be provided, for what purposes and under which conditions. 
Furthermore, a reserve of  MSEK 500 should be established to cover potential losses under the scheme. 
In May 2002, on the request by Sida, the Government extended the authorisation for another 3 years 
(until March 2005). 

1.2 Purpose of Report

This report is a review of  the pilot scheme to form a basis for a decision whether the independent 
guarantees should become a permanent feature of  Sida’s work or not. According its Terms of  Refer-
ence, the study should assess to what extent the guarantees have been provided in line with the guide-
lines established by the Swedish government. The report should also analyse the reason why not more 
guarantees have been issued during the trial period.

In the review, the guarantees should, furthermore, be assessed as developmental instruments on the 
basis of  fi ve criteria:

• additionality – to what extent Sida’s participation has been critical for the projects;

• the development effects of  the projects;

• the pro-poor dimension, if  any;

• potential market distortions as a result of  the guarantees; and

• the expected cost of  the guarantees to Sida.

According to the ToR, the review should cover not only the independent guarantees which have been 
approved by Sida, but also projects which are in the pipeline, i.e. likely to come on stream in the near 
future, as well as projects which of  one reason or the other have been abandoned or dropped by Sida or 
the client. On the other hand, guarantees provided in the context of  concessionary credits should not 
be covered by the study. To guide the work a list of  14 projects was provided for the review. (See box 1).

For details of  the Terms of  Reference, see annex 1.

2 Sida: Bistånd på kredit. En rapport från Sidas kreditutredning, September 1996.
3 For example, by a consultancy study prepared by DevFin in May 1997..
4 Sida: Garantiutredningen, June 1998.
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1.3 Methodology

The methodology applied for the study is as follows:

• A review of  the documentation for the 14 projects available at Sida. 

• Follow up by telephone or e-mail with key stakeholders in these projects in Sida, Swedish embas-
sies, EKN, Swedfund, companies sponsoring the projects, participating banks, World Bank, 
Development Finance Institutions, consultants, etc., in Sweden, host countries or elsewhere. 
For persons interviewed, see annex 2.

• Field work in relation to one of  the on-going projects, the Uganda MTN project. For people met, 
see annex 2.

Box 1. Sida’s list of guarantee projects (as of February 2005)

Approved:
Uganda, MTN, telecom
Mozambique, Maputo port
Namibia, Nam Power
AIG, Swedfund, infrastructure fund

Pipeline
Algeria, Wataniya telecom
Angola, ADONES, telecom
Bosnia, micro-finance
Serbia, SME 

Not completed
Nicaragua, ENITEL, telecom
Nicaragua, FINARCA, housing
Sri Lanka, Airport road
Sri Lanka, hydro power
Uganda, Bujagali hydro power
Zambia, housing

Much of  the material related to the individual projects are of  confi dential nature, and while no business 
secrets are being disclosed in this report, the material is nevertheless sensitive, and this report should be 
treated as confi dential.

1.4 Structure of the Report

This report is structured as follows. In chapter 2 the government directives and Sida’s Risk Policy is 
outlined In chapter 3 the 14 ‘projects’ are described, divided into four categories: 1) approved projects; 
2) projects in the pipeline; 3) vague projects; and 4) abandoned projects.. In chapter 4 the 14 projects 
are analysed in respect of  different elements of  the government directives and policy guidelines. 
In chapter 5 the performance of  the approved projects are described, and they are assessed as to their 
likely development effects; to what extent they are likely to achieve the objectives established for them 
by Sida; their potential pro-poor dimension; Sida’s additionality, and their likely cost to Sida once the 
guarantee period is over. In chapter 6 the reasons why only few projects so far have been approved are 
discussed, and fi nally, in chapter 7, the overall conclusions are drawn and recommendations are given.

2. Sida’s Independent Guarantee Instrument

2.1 The Government’s Guidelines 

The purpose of  Sida’s pilot guarantee scheme was expressed by the government in its directives to Sida 
in March 1999 as: 

“With in relative terms limited public funds and public sector risk-taking mobilise commercial resources 
which otherwise would not be available for projects which are prioritised from a development 
perspective.”5

5 UD (1999): Försöksverksamhet med fristående garantigivning, 1999-03-11
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According to the government’s instruction, three types of  guarantees could be envisaged:

• Credit enhancement guarantees, i.e. strengthening the creditworthiness of  the sponsors implementing 
the project on the local or international fi nancial markets. 

• Performance guarantees, mitigating political risks such as non- adherence of  governments or authori-
ties in host countries of  conditions essential for a commercial project; and 

• Investment guarantees, for covering political risks for Swedish investors in terms of  equity of  new 
investments in, for example Build-Operate-Transfer (BOT) projects in developing countries.

The criteria established by the Government for Sida’s guarantees were the following6:

Guarantees should only be provided:

• for clearly defi ned projects and projects only; 

• against risks that cannot be covered or are diffi cult to cover by commercial institutions (e.g. due to 
the loan maturity; high perceived risk, new fi nancial services, etc.);

• for projects with a ‘Swedish interest’, for example due to development co-operation, and/or 
Swedish commercial interests in the project;

• for projects which are in line with the objectives and targets of  the Swedish Development 
Co-operation Policy;

• on a risk-sharing basis. Only exceptionally could the Sida guarantee cover 100% risk; and 

• against a risk-refl ecting fee to be paid by the benefi ciary.

Furthermore, Sida should seek a spread of  risks between countries and sectors, and no single guarantee 
should exceed 20% of  the limit established, i.e. MSEK 200. For guarantees over MSEK 100, approval 
should be made by the government. In terms of  eligible countries, the Swedish country strategies 
should govern when guarantees can be given or not. For the administration of  the guarantees, the risk 
premiums charged should be set aside in a separate account to cover future defaults under the scheme. 

The government instruction also specifi ed how the guarantees should be handled administratively. 
Thus, Sida should to the extent possible use existing guarantee systems (EKN) before issuing new ones, 
and should co-operate with EKN in terms of  risk levels, premiums, and technical issues. While Sida 
would make the decision, EKN should carry out the administration of  the guarantees and manage the 
risk reserve. EKN should also annually perform a risk assessment of  the outstanding guarantees which 
will determine the potential risks for Sida, and the needed reserve. 

2.2 Sida’s Risk Policy for the Guarantees 

The government’s instruction of  March 1999 for the independent guarantees requested Sida, in co-
operation with EKN, to suggest a more detailed risk policy by June 1999. In October the same year, 
Sida issued a Risk Policy for the independent guarantees based on the government’s instruction. 
This policy was amended in December 2000 and in October 2001 made a formal government policy. 
The major policy guidelines of  the Risk Policy are given below7:

6 UD (1999) op cit. and Sida (2002): Sida’s financial instruments
7 Sida: Riskpolicy för Sidas fristående kreditgivning, December 2000. Sida’s Risk Policy has also a series of  guidelines for how Sida 

should act in the case of  failure. These are not elaborated here.
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Type of projects, risks and guarantees
The Risk Policy includes a series of  rules related to the type of  projects when guarantees can be pro-
vided, the types of  risks that can be covered, conditions for such guarantees, etc. Specifi cally, the policy 
stipulates that:

• Guarantees should only be given for well-defi ned and independent projects. A project is defi ned 
as an activity which has as a purpose of  producing goods or services. A supported project shall be 
able to provide a cash fl ow analysis, which can be used to determine its ability to honour its 
fi nancial obligations throughout its lifetime. 

• Only commercially ‘sound’ projects based on market principles should be supported. 

• The project sponsors should normally be private entities, but might also be municipalities or 
government entities. 

• Sida shall avoid projects which create market distortions.

• Sida’s guarantees can cover both political and commercial risks. The policy gives examples of  
types of  risks that can be covered, and also risks which Sida shall not cover. The latter include 
guarantees against exchange risks and risks related to re-fi nancing.

• Sida should always strive for risk-sharing in its guarantees with other stakeholders. Sida shall limit 
its role in risk-taking in order to avoid being a lead agent in case of  failure. The project sponsors 
shall always contribute with a stake which clearly determines their genuine interest, and which 
takes the fi rst loss in case of  failure.

• Guarantees shall always be defi ned in terms of  time and money. Longer periods than 15 years 
should not be applied, except for joint fi nancial arrangements, for example with the World Bank.

• Recipients of  guarantees can be banks, fi nancial institutions, the market (for bonds), leasing 
companies, investors (only for political risks), suppliers and other guarantee agencies on a risk-
sharing basis, for example EKN. 

• Guarantees should only be given to banks and fi nancial institutions with good standing and good 
references. 

• Sida shall avoid to provide guarantees for common supplier’s credit which normally should be 
covered by organisations such as EKN.

• Security for the guarantee should be required, for example in buildings or equipment related to 
the project.

The administrative process
The Risk policy also outlines the procedure for providing guarantees. Thus: 

• Sida shall prior to make a decision make an in-dept risk analysis of  the project including market 
assessment, profi tability, etc. The relevant subject-matter department of  Sida should be involved 
in an initial assessment. 

• EKN should be involved in the early assessment of  potential guarantees in terms of  risk level, 
premium, etc. External competence might be used.

• Sida should attempt spreading its guarantees in each specifi c country to as many different 
projects and sectors as possible. 

• Sida shall make reservations for each guarantee refl ecting the risk expressed in nominal terms.

• Sida should to the extent possible apply the rules and principles EKN applies.
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Internal Sida risks
The Policy specifi es a series of  what is called ‘Sida internal risks’ which Sida should try to minimise. 
These are:

• The long-term administrative demand on Sida as the guarantees run over a period of  up to 15 
years.

• Sida’s reputation – related to issues such unemployment caused by failed projects; issues on 
environment, gender etc., which might cause public criticism.

• Exchange rate risks for guarantees given in other currency than SEK in case for fallacy. 
The policy recommends development of  means to reduce such risks, should the pilot project be 
extended or made permanent.

• Refi nancing risks (in case of  demand at fallacy greater than Sida’s risk reserve). The policy 
recommends development of  means to reduce such risks, should the pilot project be extended or 
be made permanent.

Evaluation at the end of the pilot phase
The Risk Policy requested an evaluation of  the guarantee scheme after the trial period. Such an 
evaluation was undertaken by Sida, but has not been made available to the author of  this report as a 
means of  providing a more independent assessment. Hence, the conclusions reached by that prior 
evaluation is neither known to the author, nor has it infl uenced the views and conclusions reached in 
this study.

2.3 Extension of the Pilot Period 

Sida sought in May 2001 permission from the government that the pilot period would be extended by 
another three years. The reason given was that only two guarantees had been approved so far (while 
four were in the pipeline), and this was seen as too few to allow an evaluation of  the new instrument. 
Sida also requested that the organisation itself  would administer the guarantees rather than EKN. 
The government approved in May 2002 such an extension and change of  administration8. The extend-
ed pilot period was to March 2005. At the same time, the government instructed Sida not to give 
guarantees for a longer period than 10 years during the extended pilot period without prior agreement 
by the government. Furthermore, the government instructed Sida to investigate the option of  external 
administration of  the guarantees before October 2003.9

In the decision for the extension, the government also stated how the guarantees should be linked to the 
Swedish development objectives:

“Sida should, in the framework of  the overriding objective of  improving the living conditions of  
the poor, specifi cally make explicit how each guarantee project relates to this objective.”10 

2.4 The Situation of Sida’s guarantees at the end of the pilot phase

As of  April 2005 – when the second phase of  the trial period for the guarantees was over – Sida had 
issued 4 guarantees worth totally MSEK 230. So far no fallacy has occurred among these projects, and 
no fallacy is foreseen for the immediate future. EKN’s latest risk assessment (for 2004 based on data for 
September 2004), of  the portfolio was in total MSEK 49. Sida has therefore made reservation of  
MSEK 49. Since the beginning of  the scheme, Sida has received MSEK 5,6 in risk premiums from the 
guarantees. The annual revenues of  premiums are currently in the order of  MSEK 1,4.
8 UD: Förlängd försöksverksamhet med Sidas fristående garantier, 1002-05-23
9 In response to this Sida suggested that the administration should be kept in Sida given that so few guarantees had been 

issued.
10 Unofficial translation from Swedish
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2.5 GuarantCo – a parallel project

During the pilot period of  the Sida guarantees, a similar project was initiated in the early 2000s by Sida 
and DFID in the context of  the Private Infrastructure Development Group of  donors (PIDG) consist-
ing of  the World Bank and the aid agencies of  UK, the Netherlands, Switzerland, and Sweden. 
The project was in 2004 formalised as a share holder company under the name of  GuarantCo, to 
which DFID has committed MUSD 25 in share capital. (It was assumed that the Swedish government 
would commit a similar amount, but the decision has been held up, and the current position is unclear. 
GuarantCo’s mission is to provide credit enhancement guarantees for local currency borrowing by 
infrastructure operators to support investment by the private sector as well as in instances of  public–
private partnership (PPP) investments in low income countries. GuarantCo is currently located in 
Stockholm (with the intention of  relocation to London) and so far (April 2005) not approved any 
guarantee, but has an active pipeline of  5–6 projects. In some cases Sida and GuarantCo are pursuing 
the same projects.

3. The ‘Projects’

3.1 On-Going Projects

From the time the independent guarantee instrument became available (March 1999) until presently 
(April 2005), Sida has approved 4 guarantees. These are:

• AIG Africa Infrastructure Fund – a venture capital fund for private investments in infrastructure in 
Africa. The Fund was established 1999 with a limited life of  10 years possible to extend to a maxi-
mum of  12 years. The fund was initiated by IFC in the World Bank group jointly with AIG, the 
world’s largest insurance company and a major international investor with several similar funds. 
The aim of  the fund was to be the largest for Africa by raising MUSD 500, and a minimum of  
MUSD 400. The Fund targeted an internal rate of  return on the investments of  25%. A company 
for the purpose of  administering the Fund was registered in Mauritius, and the fund management 
was entrusted to Emerging Market Partnership, EMP, a US based company owned and run by 
former World Bank and IFC directors. Investments would be made during the fi rst 5 years 
(1999–2005), where after the fund would de-invest. The AIG Fund eventually became operational 
with a subscribed capital of  MUSD 407 provided by – besides AIG and IFC – a number of  Euro-
pean Development Finance Institutions (DFIs) and donors including the Development Bank of  
South Africa (DBSA), the European Investment Bank (EIB), Proparco, African Development Bank, 
Swiss Development Co-operation, Swedfund, Norfund, Finnfund and the Nordic Development 
Fund (NDF), and commercial investors11. Sida is providing a guarantee for the political and com-
mercial risk for a Swedfund share of  the fund of  MUSD, 5 raised by a loan in ABSEK. The total 
Sida guarantee is MSEK 70 as Sida also covers Swedfund’s cost of  raising this capital in ABSEK, 
estimated to MUSD 3. No premium is being charged, but at the liquidation of  the Fund in 2010 
(or latest 2012), Sida would share the potential net profi t (or loss) in relation to ‘Sida’s stake (through 
Swedfund). The unconventional construction of  Sida’s guarantee is a result of  Sida’s interest to 
participate in the AIG Fund when it was established, but a ‘payment embargo’ at the time prevented 
Sida to follow the normal procedure of  participation through a conditional loan through Swedfund. 
From this perspective, the AIG Fund is not well fi tting the intention and criteria behind the inde-
pendent guarantees.

11 A major owner was Mohammad Al Amoudi, a Saudi self-made billionaire of  Ethiopian origin ranked as one of  the richest 
men in the world (who after 9/11 2001 ended up on the US list of  terrorist sponsors).
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• MTN telecom, Uganda. Uganda was one of  the fi rst countries in Sub Sahara Africa which reformed 
and privatised its telecommunication sector. In 1997, a second national operating licence for the 
period 1998–2018 was subject for competitive bidding, which was won by an international consor-
tium dominated by the South African telecom company MTN International and Telia Overseas. 
MTN Uganda was established as a company by the consortium for building and operating the 
network. The same year MTN Uganda initiated an investment programme primarily for rolling out 
the country’s second cellular phone network12. Participation of  Sida for a local fi nancing through a 
guarantee was sought, and a project of  this nature was discussed in Sida’s Investment Committee in 
October 1998 and in February 199913. However, as Sida was unable to make a rapid decision, MTN 
Uganda went ahead with the investment without Sida participation. The MUSD 60 investment 
programme was fi nanced through a combination of  equity (50%), loans, guarantees and quasi-
equity loans. The non-equity part was provided by a group of  DFIs, including EIB, FMO, DEG, 
Swedfund and NDF. Due to good performance and good market prospects, MTN Uganda decided 
in year 2000 on a more ambitious and faster expansion that planned in the licence agreement, 
requiring an additional investment of  MUSD 50. For this purpose MTN Uganda approached Sida 
a second time for a local fi nance guarantee, this time for a specifi c expansion to 24 identifi ed rural 
communities. Sida approved in December 2000 a guarantee of  MSEK 80 over a 8 year period 
through Stanbic Bank, Uganda – a subsidiary of  Standard Bank, for a “fl oating rate promissary 
note programme” to raise capital to MTN Uganda on the local market. This programme, with a 
rather complicated structure, was a fi rst bond issue on the local capital market. The Sida guarantee 
concerned mainly commercial risks, and had a premium of  3% p.a. of  the outstanding guaranteed 
amount. The guarantee commenced in 2001 and is valid to 2009. 

• Maputo Port, Mozambique. In 1998 a consortium of  Skanska, Mersey Docks & Harbours (UK) and 
Liscont (Portugal) was selected preferred bidder for a 15 year concession to rehabilitate and operate 
the run-down Maputo Port after Mozambique’s long civil war. In 2000 the Maputo Port Develop-
ment Company (MPDC) was set up by the consortium for the BOT project. The company also had 
CFM, the Mozambique railway and port parastatal as a partner. A three year investment pro-
gramme was established for this purpose with an estimated investment of  64 MUSD. The project 
intended to rehabilitate the port, which is a part of  the Maputo corridor, to mainly cater for transi-
tion trade along the Maputo Corridor with South Africa and the land-locked countries of  Southern 
Africa. The business plan was to increase the volume of  traffi c from 3 million tons to 10 million. 
While negotiations continued between MPDC and the government of  Mozambique, Sida approved 
in February 2002 a guarantee for a commercial loan of  MUSD 12 over 12 years by Standard 
Corporate & Merchant Bank to MPDC, maximised to a MSEK 80 The other participating fi nanc-
ing institutions in the project were FMO and DBSA. Several DFIs, including Swedfund, are also 
providing quasi-equity for the project. In the guarantee Sida would cover the political risk and partly 
the commercial risk. Sida charges SCMB a premium of  3,5% p.a. over the fi rst 4 years of  the 
guarantee, and in the case Sida would take the full risk thereafter, 5% p.a. The guarantee is valid 
until 2014.

• Nam Power, Namibia, Namibia Power initiated in the late 1990s a project for building a transmission 
line from South Africa to Windhoek, Namibia, in order to enhance Namibia’s power supply. 
The investment was MUSD 165. ABB was considered to be the contractor and supplier in the 
investment. The Swedish government14 agreed in 1998, based on a proposal by Sida, to provide a 
concessionary credit of  the corresponding of  200 MSEK of  15 years and a conditional credit of  
MSEK 85 for the same period for the project. The latter would be used as a credit enhancement to 
facilitate for Nam Power to get fi nancing by issuing bonds on the domestic market. AB SEK would 

12 At this time the coverage by the existing operator, Celtel, was limited to 5,000 subscribers in Kampala.
13 It should be noted that this was half  a year prior to the Swedish Government’s formal decision to initiate Sida’s independent 

guarantees.
14 The credit was of  such nature that the final decision was made by the Swedish government, based on a proposal by Sida.



14 SIDA’S INDEPENDENT GUARANTEE SCHEME – Sida EVALUATION 06/52

provide the concessionary credit, and administer the conditional loan. As EKN only would provide 
a guarantee in Swedish Crowns for these loans, AB SEK approached Sida to get an exchange risk 
guarantee. Sida agreed to provide a guarantee of  unlimited exchange risk to ABSEK above what 
would be available from EKN15. The issued guarantee carried no premium as Sida considered the 
probability for a loss very small. Neither did Sida make any additional allocation to the security 
reserve for this reason. While this guarantee of  the Nam Power project is formally included among 
Sida’s approved independent guarantees, it is technically not such a guarantee, but one linked to 
Sida’s concessionary credits. As further discussed later, the Nam Power project does not fi t the 
government instructions for the independent guarantees as its only purpose is guarantee against 
exchange risk. For this purpose, the project is not further included in this review.16 

3.2 Pipeline Projects 

As of  April 2005, three projects can be considered to be in Sida’s active pipeline for guarantees. 
These projects are either in a process of  due diligence and subject for full preparation by Sida, or in an 
earlier stage of  preparation. If  pursued, the projects are likely to take off  in 2005 or latest 2006. 
These projects are:

• ADONES Angola, The project comprises instalment of  a fi bre optic cable along Angola’s coast to be 
undertaken by the state-owned company Angola Telecom (AT). The cable might be extended to the 
neighbouring countries. Ericsson won the contract after an ICB in competition with Siemens and 
Alcaltel, partly due to Ericsson’s readiness to arrange the fi nancing. On the request of  Ericsson, Sida 
is considering providing a guarantee for a commercial loan of  MUSD 25 for ten years to be pro-
vided by Rand Merchant Bank of  South Africa to AT. The total investment is MUSD 85, to also be 
fi nancing by FMO and DBSA. The fi nancing would be guaranteed by the Government of  Angola. 
The project is in the process of  due diligence which is carried out by Rand Merchant Bank. The due 
diligence, which has been slower than anticipated due to AT’s unwillingness to release sensitive 
information, is expected to be ready in the spring of  2005. The Swedish government has during a 
trade mission in 2004 made a formal commitment to support the project (but not specifi cally 
through a guarantee). The government has also indicated that it is positive to a Sida guarantee 
(as the project due to its amount needs to be decided by the government). Sida’s Investment Com-
mittee has agreed to a full assessment of  the project, and specifi cally requested assessment of  its 
poverty impact. A key issue for the Sida guarantee to be acceptable to Angola Telecom is its pricing, 
an issue not yet discussed between the parties. Another issue is whether the fi nanciers (including 
Sida) would agree to a 100% project fi nancing without AT contribution.

• Micro credit organisations, Bosnia & Herzegovina. Based on a feasibility study commissioned by Sida in 
2004, Sida is considering providing a guarantee to a group of  7–8 micro credit organisations, 
(MCOs), which intend to borrow from local commercial banks for on-lending to local micro enter-
prises. The proposed Sida guarantee of  10 MEUR would be above a guarantee provided by 
German KfW of  MEUR 5 in a so called ‘excess of  loss guarantee’17. The local banks would take 
50% of  the risk, hence the total fi nance made available to the MCOs would be in the order of  
MEUR 30. The project is under preparation with KfW as lead agency. KfW expects the projects to 
be ready for launching, assuming Sida will approve the guarantee, in late 2005. The project has not 
yet been discussed in Sida’s Investment Committee.. EKN has made a preliminary assessment of  the 
premium level, indicated to 2,7% p.a. of  the guaranteed amount.

15 EKN would under its normal procedure cover the first 25% of  such appreciation. 
16 The Nam Power project is included in Sida’s official reporting of  the independent guarantees in terms of  a project. 

However, there is no guarantee amount established as the guarantee in theory is unlimited. EKN is also including the Nam 
Power project in its annual assessment for risk of  the independent guarantees to Sida. In the 2004 assessment, EKN valued 
the risk to 35 basic points and MSEK 1,9 in nominal terms.

17 In case of  fallacy, KfW would cover the first MEUR 5, while Sida’s guarantee would be used for losses thereafter up to in 
total MEUR 15.
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• Lilyai housing, Zambia, a housing project comprising a planned investment of  MUSD 65 covering 
infrastructure and mortgages for middle income housing in Lusaka by a consortium of  Zimbabwe-
an, Zambian and US parties. Discussions were held with Sida concerning a guarantee of  MUSD 10 
in 2004 for local fi nancing, in combination with loans from OPIC of  United States and FMO. 
The Sida’s Investment Committee has made an initial review of  the project and requested further 
assessment of  its poverty dimensions. Due to a combination of  FMO’s interest in additional funding 
of  the project, a perceived slowness in Sida’s decision making by the sponsors, and that local long-
term fi nancing is untried in Zambia, the sponsors decided to go ahead without a Sida guarantee as 
the project could be fully fi nanced by the other parties. The fi nancing is expected to be fi nalised in 
May 2005, and construction begin in July 2005. However, the sponsors have expressed interest in 
Sida at a later stage replacing part of  the FMO loan for the infrastructure development through a 
guaranteed local bond issue. Such a replacement could take place possibly in 2006. The sponsors 
interest in such a replacement is to avoid the exchange risk. Local fi nancing would not be possible 
without a credit enhancement guarantee, requiring also that the Lilyai project has a certain track-
record. 

3.3 Vague Projects 

There are two projects for which a potential Sida guarantee have been considered at one point of  time 
since 1999, but currently the projects are either vague or have been stalled due to a variety of  reasons. 
These are:

• Broadlands hydropower, Sri Lanka. The idea of  a hydropower project at Broadlands at the Kelani 
Ganga river some 100 km from Colombo dates back to the mid 1990s. Both ABB and Skanska have 
been active in pursing the project with the Sri Lankan government, and also to fi nd a fi nancial 
solution for the investment. Sida was approached in 2002 by Skanska for a potential guarantee of  a 
MUSD 20 local fi nancing out of  a total estimated investments of  MUSD 60. Sida expressed its 
interest in such a guarantee to the Sri Lankan government, which earlier had indicated to the 
companies that an International Competitive Bidding (ICB) would take place. However, three years 
later, no formal decision has yet been made by the Sri Lankan government to pursue a project. 
Also the interest by Skanska has disappeared due to a company policy to focus on so called ‘home 
markets’ in which Sri Lanka is not included. There are indications as of  April 2005 that the Sri 
Lankan government might activate the project once again and invite companies to an ICB. 
Whether any Swedish company would be invited or would participate, or whether a Sida guarantee 
would be sought in such case, is not known as of  today.

• Bujagali hydropower, Uganda. The American energy corporation AES won in the 1990s a concession 
for building and operating Uganda’s planned second hydropower project. Two major consortia were 
formed by AES to build the power plant and related infrastructure with an investment of  MUSD 
600. ABB and Skanska participated in these consortia. After failure of  an initial fi nancial arrange-
ment (in which Sida was not a part), Skanska and the World Bank approached Sida in 2002 for a 
guarantee of  a minimum of  MUSD 20, but preferably MUSD 50, to insure the Uganda govern-
ment’s adherence to the power-purchasing agreement signed with AES. Sida expressed interest in 
the guarantee, and Sida’s Investment Committee decided on a full assessment. 
However, in 2003 the project collapsed when AES pulled out of  the project with a considerable loss. 
The reasons for the collapse were several: Foremost AES fi nancial problems at home after the Enron 
bankruptcy; but also formal cases of  corruption brought against several of  the participating compa-
nies, including AES and Skanska; and a considerable controversy since the inception of  the project 
of  its environmental impact and how the deal had come about. With active participation of  the 
World Bank and IFC, a new ICB for the project was initiated in 2004 without Swedish commercial 
parties involved among the short-listed consortia. The ICB was won by IPS, an Aga Khan related 
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group which currently is negotiating a contract. Sida has informally been approached by FMO 
concerning Sida’s interest to participate with a guarantee in a future fi nancial package. 
Whether Sida would react positively to such a request is still unclear.

3.4 Abandoned Projects by the Client

There are three projects for which a Sida guarantee have been discussed at one point of  time since 
March 1999, but which have been abandoned as the sponsors sought different fi nancial solutions. 
These are:

• Airport road, Sri Lanka. The Sri Lankan government initiated a toll road project between Colombo 
and the airport in the late 1990s. The idea of  fi nancing this road through mobilisation of  private 
capital on the local market was informally discussed between the Government, Asian Development 
Bank (ADB)and Sida, and in this context the option of  a Sida guarantee. Nothing came eventually 
out of  these discussions due a change of  government in Sri Lanka. The road is currently being built 
as a government funded project with support of  ADB. However, the construction has run into 
problems and is currently in a stalemate. Possibly the project might be shifted to a BOT, but no 
decision has so far been taken on this by the government. In terms of  a Sida guarantee, the ‘project’ 
was never more than an idea, thus not discussed in Sida’s Investment Committee. 

• ENITEL telecom, Nicaragua. Nicaragua began reforming its telecom sector in the 1990s. A consortium 
comprising Swedtel and EMCE, a Central American holding company, bought a majority share of  
the state-owned Nicaraguan telecom company ENITEL in 2001 after winning an ICB. Included 
was a licence for a mobile network. The consortium approached Sida in early 2002 for a credit 
enhancement guarantee for an international bank loan of  MUSD 20 over ten years as part of  a 
planned investment of  MUSD 100. The investment comprised both expansion of  the fi xed network 
and building out of  the mobile network system. Ericsson would be a main supplier. Sida’s Invest-
ment Committee reviewed the project and decided on a full assessment. It was noted that the 
bidding procedure was subject for a controversy with potential cases of  corruption. ENITEL did not 
pursue the Sida guarantee, but found another fi nancial arrangement using a FMO facility. 
Also Swedfund participates in this fi nancing18. The major reason to give up the idea of  Sida guaran-
tee was, according to Swedtel, that the Sida guarantee was assumed to take too long time to be 
arranged. ENITEL has since developed rapidly on an increasingly competitive telecommunication 
market in Nicaragua with fast increasing coverage and reduced costs of  communication, described 
as a success story in telecommunication reform19. In 2004, after a bidding procedure, the Nicara-
guan government sold its remaining 49% of  ENITEL to the Mexican telecom company AMX. 
Later the same year AMX bought out Swedtel and EMCE (reputedly with a considerable profi t to 
the earlier owners), hence AMX is now full owner of  ENITEL.20 

• Wataniya telecom, Algeria. Wataniya, a Kuwait based telecom company, won Algeria’s third mobile 
licence in an international competitive bidding in 2004. Out of  a planned investment of  totally 
MUSD 490 for building out the network, Sida was in late 2004 approached by CitiGroup – as the 
fi nancial arranger – inquiring whether Sida would consider providing a guarantee of  MUSD 25 for 
a 6 year period out of  a MUSD 100 local credit facility to be provided by a group of  Algerian 
banks, including CitiGroup. The project would be fi nanced by export credit guarantees, including 
from EKN, but the sponsors wanted in addition a large local fi nancing facility to be provided in 
Algerian Dinars to reduce the exchange risk. Other agencies approached for the local facility 

18 In early 2003 Swedfund was approached by FMO for participation in a syndicated loan of  MUSD 30 to ENITEL. 
The purpose of  the loan was payment of  equipment delivered by Ericsson and further investments. Such a loan was also 
provided by a syndicate of  several banks/DFIs, including Swedfund, FMO and Finnfund.

19 Business Week, Oct 20 2003
20 AMX simultaneously re-financed the FMO/Swedfund syndicated loan at considerable better price, hence also Swedfund 

has ended its relationship to ENITEL.
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guarantee were the FMO, Proparco and DEG. Sida expressed interest in the project, but indicated 
that a guarantee probably would be limited to the corresponding of  MUSD 10. The project was 
submitted in early 2005 to Sida’s Investment Committee, which requested further information as to 
the potential poverty impact before making a commitment to a guarantee. Such information was 
provided by CitiGroup, after which the Investment Committee decided to do a full preparation of  
the project. However, by April 2005 CitiGroup informed Sida that the project most likely had found 
full fi nancing from the other partners, including the local facility, by FMO, DEG and Proparco, 
hence Sida’s participation was not longer needed. The reason was primarily the time aspect: Sida’s 
decision making was seen as too prolonged, besides that the amount was small in relative terms. 

3.5 Project Abandoned by Sida

Two project being discussed since 1999 have been dropped on the initiative by Sida. These are:

• FINARCA housing, Nicaragua. FINARCA, a private Nicaraguan leasing enterprise, initiated a project 
to build low-cost houses to be leased to employees working in companies in Nicaragua. The project 
came out of  a feasibility study fi nanced by Sida, which also suggested concessionary credit of  
MUSD 1 to be provided by Sida for the fi rst stage of  the project21. This was suggested by the study 
to be followed by another credit in the order of  MUSD 9–10. However, as concessionary credits are 
not available to private entities, a Sida guarantee for a commercial loan was pursued as an alterna-
tive by a Sida mission visiting Nicaragua in October 2003. However, the mission found that the risk-
refl ecting premium for a guarantee would likely be too high – taking EKN’s assumed recommended 
pricing into account – to make leasing of  the houses by the target group affordable. The project was 
submitted to Sida’s Investment Committee in November 2003 for a principle discussion whether a 
subsidy of  the premium should be provided for ‘worthy’ projects. The Investment Committee 
concluded that no such subsidies should be provided, and that in general low cost housing should be 
fi nanced through other means than market-based commercial loans and guarantees. As a result, the 
Swedish Embassy in Nicaragua considered to provide a conditional loan of  MUSD 1 out of  the 
country frame to FINARCA for the housing project. The preparation of  such a loan was remitted to 
Sida Stockholm and has – 1,5 years later – yet to be fi nalised. In the meantime, the FINARCA 
project has been held up in expectation of  a Sida loan.

• Small and medium enterprises, Serbia. A Sida mission visited Belgrade in 2002 to investigate new forms of  
co-operation with Serbia in view of  a planned shift in Swedish support from humanitarian aid on a 
grant basis to concessionary credits, guarantees etc. During the mission, the opportunities to provide 
a Sida guarantee for credits to private small and medium enterprises (SMEs) through the local 
banking system were discussed with the Serbian SME Agency and other organisations in Serbia. 
Such a guarantee could be provided to a planned government guarantee fund, which would guaran-
tee credits by local banks to Serbian SMEs. Such a fund – the Serbia Guarantee Fund (SGF), – was 
also established in 2003. However, SGF’s mandate turned out to be much broader than anticipated 
in the sense that the fund also provides guarantees for housing loans and agricultural credits. In mid 
2004, SGF approached Sida for exploration of  support, including guarantees. However, Sida has 
showed no interest in a guarantee as SGF is seen to have a too wide mandate to be of  interest for a 
Sida project. A formal decision has, however, not yet been communicated to Serbia.

3.6 Summary of the Current Project Status

As noted above, one of  the four approved Sida guarantees –Nam Power in Namibia – should not be 
considered an independent guarantee, and should be taken off  Sida’s project list. A second of  the 
guarantee projects, AIG Infrastructure Fund, can at best be considered a borderline project to the idea 

21  University of  Colorado: Feasibility study FINARCA employer assisted housing proposal, May 2003
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behind the guarantees. Thus, six years after the pilot scheme was initiated, Sida has only approved two 
independent guarantees fully fi tting the concept behind the scheme. These two projects provide guaran-
tees in total of  MSEK 160, i.e. 16% of  the amount set as the maximum in the government’s directive 
to Sida. The current risk assessment of  the portfolio by EKN is estimated to MSEK 49, and if  only the 
‘real’ independent guarantees are counted, MSEK 36, i.e. less than 10% of  the MSEK 500 security 
reserve established for the pilot scheme. 

According to this review, there are three projects at different stages of  development in Sida ‘pipeline.’22 
The ADONES project is in an advanced stage of  fi nancial arrangement, planned to start by mid 2005. 
Sida has given go ahead, and a Sida guarantee is actively sought by the arranging bank. Whether such 
guarantee (of  MUSD 25) would materialise, depends largely on the pricing of  the guarantee. 
The MCO, Bosnia project is at a stage of  ‘due diligence’, and the fi nancial structure largely decided. 
If  it goes ahead, it will likely materialise in late 2005. The project is unlikely to look for a different 
fi nancial model than now proposed, but Sida has yet to determine if  Sida wants to participate. 
The Lilayi Zambia project is further down the pipeline and, if  the sponsors seek a refi nance with a Sida 
guarantee, is not likely to take place until 2006. While the amounts still are not fi nalised the total level 
of  Sida’s guarantee engagement for these three projects might be in the order of  MSEK 350.

Of  the two ‘vague projects’, one is in such stage due to the Sri Lankan government’s in-decisions in 
terms of  the underlying project, and/or its policy concerning private participation in infrastructure 
projects. This has nothing to do with a potential Sida guarantee as such. The second of  the vague 
projects, the Bujagali hydropower, initially collapsed due to a complexity of  factors in which the Sida 
guarantee had no role. Whether this project eventually will join the pipeline in a new set-up is yet to be 
decided, including by Sida.

Of  the fi ve ‘failed’ projects, Sida’s guarantees were perceived as too expensive, Sida’s processing time 
too slow, and/or the guarantees of  other reasons non-attractive as compared to other options for three 
of  them. One of  these projects (ENITEL) has already gone ahead without Sida participation; one is 
planned to do so in the near future (Wataniya), while one (FINARCA) has been held up due to lack of  
fi nancing, but awaiting a Sida decision for fi nancial support of  a different kind. One of  the abandoned 
guarantee project is due to the fact that it did not to fi t the technical interest of  Sida (SME, Serbia), 
while the fi fth project never came further than an idea, and the government sought a different fi nancial 
solution (Sri Lanka airport road) 

3.7 Conclusions from the ‘Portfolio’

It can be concluded from the ‘portfolio’ that:

• The number of  ‘real’ independent guarantees approved and on-going are only two, which must be 
far below the expectations behind the programme when it was initiated. 

• If  all the pipeline projects come about (and the programme is extended), the picture would look 
somewhat better by 2006, but such a scenario is far from certain.

• The overall number of  13 projects for which a guarantee at all have been discussed at one time or 
the other over the 6 year period is quite small. 

• For projects which have not materialised this is mainly due to the decision-making by the sponsors. 
In two cases Sida declined to go ahead as the projects did not fi t Sida’s interests and/or the guaran-
tee was not considered the right approach.

• Slowness in Sida’s decision-making is the given primary reasons why sponsors have chosen not to use 
the Sida guarantees.

22 These are partly different than those identified by Sida for the study (see box 1), largely explained by the fact that the 
pipeline has changed in the meantime.
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All in all, in terms of  portfolio, pipeline and processed projects the result must be described as disap-
pointing, which is not a news to Sida (or the government) to judge from the ToR for this study. 
The reasons for this, however, are essential to understand, a theme discussed later in this report.

4. The Guarantee Projects Versus Policy and Guidelines

Below, the 13 ‘guarantee projects’ are assessed along the criteria established by the government in its 
instruction to Sida of  March 1999, and elaborated in Sida’s Risk Policy of  December 2000. 

4.1 ‘Sound’ Commercial Projects

Policy: Guarantees should only be given for well-defi ned and independent projects. A project is 
defi ned as an activity which has as a purpose of  producing goods or services. A supported project 
shall be able to provide a cash fl ow analysis, which can be used to determine its ability to honour its 
fi nancial obligations.

Most of  the projects fulfi l these two criteria without questions. However, 2 of  the 13 projects are not 
‘projects’ in the sense of  the guidelines, and one is a borderline. The AIG Fund guarantee, covering the 
risks and capital cost of  a Swedfund administered share in a venture capital fund, must be considered 
borderline as a ‘project’. The guarantees for credit lines – the MCO, Bosnia and SME Serbia projects, 
are technically not projects at all in the defi nition of  the guidelines. 

Policy: Only commercially ‘sound’ projects, determined based on market principles, should be 
supported. 

All the projects have a commercial orientation. There soundness is a matter of  judgement, which 
should be determined by the due diligence process. For projects which have been pursued further than 
the initial stage, Sida has depended on the due diligence of  the lead fi nancial agencies and also under-
taken its own assessment using consultants. In one project, the guarantee was not pursued partly of  the 
reason it would have been to expensive for the project (FINARCA, Nicaragua). 

4.2 Risks Taker of Last Resort 

Policy: Guarantees should only be issued against risks that cannot be covered or are diffi cult to cover 
by commercial institutions (e.g. due to the loan maturity; high perceived risk, new fi nancial 
services, etc.);

This criteria is essential in the sense that if  commercial alternatives are readily available, there is in 
theory no justifi cation for Sida participation. However, it is very diffi cult to assess such additionality 
both from the point of  counterfactual (i.e. what would have happened if…), and the interpretation of  
the term ‘commercial institutions’. For almost all the projects for which Sida guarantees have been 
considered, the main fi nancing is undertaken by DFIs such as IFC in the World Bank Group, the 
European Investment Bank, FMO, Proparco, OPIC, DEG or the Nordic Swedfund, Norfund and 
Finnfund with at least a partial ‘development mandate’ by governments or multilateral organisations. 
While commercial in one sense, these DFIs are not operating on the same conditions as commercial 
banks, and in many ways creating a ‘market’ by themselves for long-term fi nancing in high-risk develop-
ing countries. Thus, commercial institutions require a more clear defi nition.
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Below is an assessment of  the ‘additionality’ for the 14 projects. 

Project Additionality Comment
AIG infrastructure fund None Fund would have been established also without Sida participation 

by DFIs and private investors
Maputo Port, Mozambique High According to sponsors – very essential due to high risk factor and 

limited supply by DFIs
MTN, Uganda Mixed For project marginal; for local financing high
ADONES, Angola High Complex financing, high risk country with limited supply of DFI interest
Lilyai, Zambia Mixed For project no – for local financing high 
Micro credit, Bosnia High Uncertain, but only development agencies likely to be interested 

due to high risk
Wataniya, Algeria None Financing already guaranteed by DFIs, ECAs, etc.
Airport road, Sri Lanka Unknown Project never developed
Broadlands, Sri Lanka Unknown Project never developed
Bujagali, Uganda High Initial financial arrangement broke down. Guarantee of Uganda 

government power purchasing essential
ENITEL, Nicaragua None Project went ahead without Sida through DFI and commercial funding
FINARCA, Nicaragua Mixed Commercial funding not possible. Sida providing alternative 

subsidised funding
SME, Serbia Unknown Project never developed

As noted above, for 3 of  the projects for which an assessment can be made with some certainty, the 
events showed that the Sida guarantee was not additional. In one of  these cases, this was probably 
known at the time the decision was made (AIG Fund), but in the other two such an assessment was 
diffi cult to make at the time the fi nancial package was initially put together. For at least 4 of  the 
projects, the Sida guarantee was, or would have been, critical for the projects. For several projects Sida 
seems to have been additional in the sense of  ensuring (part) fi nancing on the local market, hence 
reducing the exchange risk for the sponsors.

4.3 Coherence with Swedish Development Objectives 

Policy: Guarantees should be provided for projects which are in line with the objectives and 
targets of  the Swedish Development Co-operation Policy. 

Sida should, in the framework of  the overriding objective of  improving the living conditions of  
the poor, specifi cally make explicit how each guarantee project relates to this objective. 

Below is a summary of  the objectives for the guarantees as expressed in the Sida documentation.

Project Objectives and anticipated impact on:
General/sector Capital markets Poverty – pro-poor

AIG fund Support of reform process 
and private investments in 
Africa; economic growth

Improved local capital markets 
such as stock exchanges 
(through divestments); stimulate 
other international investors

Growth as a prerequisite for 
poverty reduction; not pro-poor 
per se

Maputo Port, 
Mozambique

Contribute to reforms; cost-
savings in transport also for 
neighbour countries;  eco-
nomic growth; forex earnings 
for government; ERR 33%

Trigger further FDI Project considered enclave project 
– indirect effect through enhanced 
growth. Not pro-poor per se

MTN, Uganda Improved communications; 
increased productivity; 
positive externalities; greater 
economic benefits than 
financial;

Enhanced willingness for local 
long-term financing; increased 
liquidity at the market

More rapid integration of rural 
communities in the telecom 
system; marginally pro-poor
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Adones, Angola Economic growth; counter 
distortions in information; 
enhance transparency; 

Increased know how to local 
bank, PCB, for financial arrange-
ment of major projects 

Growth prerequisite for poverty 
reduction; telecom has social 
benefits (access to basic services); 
general welfare gains. Not pro-poor 
per se

Lilyai, Zambia Add resources to housing 
sector; a model for private 
housing schemes in Z. and 
elsewhere; 

Deepen capital markets; 
create mortgage lending 
vehicle

Relieve pressure on slum areas. 
Not pro-poor per se

MCOs, Bosnia Development of small 
enterprises, job-creation,

Strengthening MCOs by graduat-
ing from donor funding to 
commercial loans

Reduced unemployment; marginally 
pro-poor

Wataniya, Algeria Contribution to economic 
growth; more efficient 
markets through enhanced 
communication; improved 
access to social services; 
improved law and order

Contribute to local capital 
market development; 
strengthen the local banks

As a result of the general develop-
ment listed above. Not pro-poor 
per se

Airport road, 
Sri Lanka 

No formal definition of Sida’s objectives to provide the guarantee were established at the preliminary 
stage

Broadlands, 
Sri Lanka 

Not elaborated in the early stage, but linked to support of privatisation, ergy sector reform, and to 
capital market reform

Bujagali, Uganda Contribute to increase supply 
of energy, critical for econom-
ic diversification and develop-
ment; most cost-effective 
solution

Not assessed Increased power supply essential 
for future rural electrification; 
power supply critical for poverty 
eradication; not pro-poor per se

ENITEL, Nicaragua No formal definition of Sida’s objectives to provide the guarantee was established at the 
preliminary stage; in proposal: reduce unemployment, financial system development

FINARCA,
Nicaragua

No formal definition of Sida’s objectives to provide the guarantee were established 
at the preliminary stage

SMEs, Serbia No formal definition of Sida’s objectives to provide the guarantee were established 
at the preliminary stage

For all the projects which have been approved or have been discussed in the Investment Committee, 
Sida has undertaken often an elaborate analysis of  the potential impact and how they would fi t the 
Swedish development objectives in general and the poverty reduction objective in particular. Given that 
Sida’s development objectives are expressed in general terms, and that the Risk Policy has no discussion 
of  how guarantees should be assessed in view of  these objectives, none of  the projects above can be 
claimed not to fi t the Swedish development objectives. Hence, the projects fulfi l the policy guidelines.

Potential poverty impact
None of  the pursued guarantee projects can be described as ‘pro-poor’ in the sense they are or were 
aimed specifi cally at the poor. The exception might be MCO, Bosnia, but also the target group of  small 
businesses by micro fi nance organisations tend to be beyond the poverty group. Instead, poverty is 
addressed indirectly by these projects by: 

• higher effi ciency in infrastructure markets, contributing to economic growth which is a pre-condi-
tion for poverty reduction; 

• expansion of  services which eventually would address the needs of  the poor (such as supply of  
power which will make rural electrifi cation possible); 

• improvements in public sector organisations which eventually also benefi t the poor (e.g. in urban 
housing), 

• enhanced government revenues which can be used for focused poverty programme such as 
health, etc. 
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While poverty can be addressed indirectly through all these projects, there is likely a signifi cant differ-
ence in terms of  impact dependent on where the projects take place. Thus, a guarantee provided for a 
project in a country with a high incidence of  absolute poverty, such as Uganda or Mozambique, is likely 
to be much more effective in reducing absolute poverty, versus a project in a richer country with 
marginal absolute poverty, such as Algeria or Serbia, everything else equal. From this point of  view, the 
Sida guarantees are, or attempted to be, overall in well chosen locations with a predominance of  
countries with high incidence of  (absolute) poverty. 

4.4 Coherence with Sweden’s Country Strategies

Policy: The Swedish country strategies shall provide guidelines whether a country is open for 
guarantees.

A review of  the Swedish country strategies for the countries where guarantees have been considered 
shows that in almost no case the country strategy gives an explicit indication whether guarantees is a eli-
gible instrument or not, possibly due to the fact that the independent guarantees is a new instrument 
with still limited spread. Whether the sector (infrastructure and/or fi nancial) the projects deal with are 
explicit priorities in the Swedish country strategies vary, but overall there is a reasonable fi t. In some of  
the considered projects the guarantees fi t in, or would have fi tted very well with major on-going sector 
projects and programmes by Sida, hence allowed synergy. Such attempted synergies seem not be 
pursued actively by Sida, however.

4.5 ‘Swedish Interests’

Policy: Guarantees should be applied only for projects with a ‘Swedish interest’, for example that 
there is a possibility for a Swedish exporter to win a contract in international competitive bidding, 
and/or the project is an element of  Swedish development co-operation with the country, and/or 
Swedish interests are involved in the project. 

In the table below, the ‘Swedish interests’ for the 14 projects are defi ned. 

Project Country Potential Swedish 
suppliers

Development co-operation Swedish spon-
sors

AIG infrastructure fund Pan Africa Not known Mixed Not known
Maputo Port Mozambique Skanska High, programme country Skanska
MTN Uganda Ericsson High, programme country Telia
ADONES Angola Ericsson High, programme country No
Lilyai Zambia No High, programme country No
Micro credit Bosnia No Yes No
Wataniya Algeria Ericsson Low No
Airport road Sri Lanka Not determined High, programme country No
Broadlands Sri Lanka Skanska, ABB High, programme country No
Bujagali Uganda Skanska, ABB High, programme country No
ENITEL Nicaragua Ericsson High, programme country Swedtel
FINARCA Nicaragua No High, programme country No
SME Serbia No Medium No

At least 7 of  the 13 projects have Swedish companies as major suppliers or with strong likelihood of  
becoming major suppliers. In these cases, the Swedish potential suppliers have often been pro-active in 
seeking Sida guarantees. In all the projects, except Wataniya, Algeria, Sida has an on-going develop-
ment co-operation with the host country. In the majority of  the cases, the host country is a ‘programme 
country.’ A few of  the projects have also ‘Swedish’ companies as sponsors. (Also in those cases, these 
sponsors tend to have been pro-active in seeking the guarantees). In summary, all the projects fulfi l at 



SIDA’S INDEPENDENT GUARANTEE SCHEME – Sida EVALUATION 06/52 23

least one of  the ‘Swedish interest’ criteria23, hence they have been pursued well within the policy and 
government instructions. 

It is noteworthy that only a few ‘Swedish’ companies feature in the projects, namely Ericsson in telecom 
projects, Skanska in power or port projects; and ABB in power, while among the sponsors also Telia and 
Swedtel participate. It can perhaps from this be concluded that the ‘Swedish commercial interests’ are 
limited to very few multinational enterprises24. 

4.6 Spread of Risks

The government instruction includes the criteria that there should be a decent spread of  risks between 
countries and sectors, while, at the same time, recognising that the Sida portfolio is likely to be too small 
to allow a reasonable spread. There shall also according to be a limit of  an individual guarantee to 
maximum MSEK 200. Below, the country and sector division is given:

Project Country Sector Sub-sector /project Guarantee 
amount
MSEK*

Time period
(years)

AIG infrastructure 
fund

Pan Africa Mixed, dominated by 
telecom)

Mixed 70 10-12

Maputo Port Mozambique Transport Sea port 80 12
MTN Uganda Telecom Mobile network 80 8
ADONES Angola Telecom Fibre optic cable 175 (request) 10 (request)
Lilyai Zambia Housing Municipal 

infrastructure
75 (request) 12–15 (request)

MCO Bosnia Industry and 
services

Not known 100 (request) 5–7 (request)

Wataniya Algeria Telecom Mobile network 175 (request)
5 (offered)

6

Airport road Sri Lanka Transport Toll road Not specified Not specified
Broadlands Sri Lanka Power Hydro power plant 150 (request) Not specified
Bujagali Uganda Power Hydro power plant 150 – 350 

(request)
10–16 (request)

ENITEL Nicaragua Telecom Mobile network 150 (request) 10 (request)
FINARCA Nicaragua Housing 10 (request) 10–15 (request)
SME Serbia Industry and 

services
Not known Not specified Not specified

(* Note: as most of  the requested guarantees are expressed in USD or EUR, the conversation rate used here are for a matter of  convenience 

USD 1 = SEK 7,5 and EUR = SEK 10, rounded to nearest MSEK 5.)

In terms of  regions, Africa dominates the pursued projects, accounting for 7 of  the 13 projects. 
However, there is a spread to all the developing country regions and no country has more than 2 
‘projects’, which must be considered as good a spread as can be expected. It is noteworthy that LDCs 
have a high prevalence among the projects, given that these countries tend to feature to a quite limited 
extent in major commercial infrastructure projects. This would indicate a preparedness for high risk 
taking by Sida, which might be seen as contrary to the risk policy. However, it can also be argued that 
Sida has a positive bias from a development perspective with poverty as the main objective. This refl ects 
less Sida’s pro-active marketing of  guarantees and more a re-active bias based on Sida exposure 
through its overall operations. 

23 The AIG Fund project is difficult to assess along these criteria as the investments have been made in a large number of  
African countries, and the sponsors and/or suppliers in these projects are not known (to the author).

24 The ‘Swedish interest’ can to some extent be questioned also for some of  these companies as they are truly multi-national, 
and winning a contract in a ‘guarantee project might have no implications for Swedish employment or the Swedish 
economy.
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In terms of  sectors, telecommunication and power dominate, together accounting for more than half  of  
the projects. This is in line with the overall spread in commercial infrastructure investments, thus 
refl ecting the ‘market’. Especially telecommunication projects (mobile networks) have so far proven to 
be successful and profi table commercial infrastructure investments in developing countries, including 
Africa. Hence, commercial risk-taking tends to be less in such projects, and investors’ appetite higher. 
Noteworthy is that there are two housing projects in the Sida list, not common in commercial infra-
structure fi nancing. There are also two non-infrastructure projects (SME and MCO). Especially the 
latter must be considered a higher risk-project given that MCOs tend overall not to be commercially 
viable without subsidies. Also noteworthy is the absence of  water & sewerage projects, refl ecting the 
overall market among private investors. In conclusion, the spread among the Sida projects on sectors 
would have been reasonable from a risk policy perspective if  they all had materialised.

Only three of  the projects have a clearly defi ned guarantee amount as they have gone through the full 
process. All of  them are less than MSEK 100 which is the maximum for Sida to make a decision on its 
own. For the balance of  the projects, the guarantee amounts are or were still open for discussion (or not 
defi ned yet), but the requests by the sponsors indicate generally larger amounts, but all but one below 
the maximum level applicable to Sida. 

The on-going guarantees have a spread in terms of  tenor between 8 and 12 years, i.e. within the time 
frame stipulated by the government’s instruction as of  1999, but in the case of  the Maputo Port above 
the upper limited in the government’s instruction for the second phase pilot. Sida had in this case to 
request permission from the government which was granted. For pipeline and other projects Sida has or 
had not fi nally decided on a time period, and in several of  the cases, there are or were requests for 
guarantees of  up to 16 years, i.e. well beyond the current maximum level of  10 years. Time frames for 
guarantees need to be coherent with underlying loans or commitments, and also often taking with total 
fi nancial package for the investment into account. For term fi nancing of  infrastructure this periods tend 
to be long, a certainly a ten year maximum would be a unnecessary constraints in a permanent scheme 
(although justifi ed in a pilot scheme.). The 15 year limit applied in the fi rst phase seems to be adjusted 
for what the market requires.

4.7 Type of Sponsors, Intermediaries and Projects

Policy: Recipients of  guarantees can be banks, fi nancial institutions, the market (for bonds), leasing 
companies, investors (only for political risks), suppliers and other guarantee agencies on a risk-sharing 
basis, for example EKN. 

The government instruction and Sida’s risk policy leave room for different types of  projects and guar-
antees, also, for example allowing municipality or government ownership, although private sponsors 
should be the norm. Also the type of  guarantees are left fl exible, while defi ning three types: credit 
enhancement; performance guarantee, and investment guarantees (the latter for Swedish sponsors). 
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In table below, the 13 projects are specifi ed along the criteria of  type of  sponsor, type of  project and 
type of  guarantee. 

Project Type of sponsor Type of project Type of guarantee Beneficiary
AIG infrastructure fundMixed Mixed Of loan for equity Swedfund
Maputo Port, 
Mozambique

International consortia BOT International bank 
loan

SCMB, (South African 
Bank)

MTN, Uganda International consortia Company investment Local bonds ‘local market’/ Stanbic 
Bank, Uganda

Adones, Angola State owned company Investment Loan Rand Merchant Bank, 
South Africa

Lilyai, Zambia Regional consortia Investment and BOT Local bonds Local market/ Standard 
Bank, Zambia

MCO, Bosnia Local NGOs Retail lending Excess of loss KfW /local banks
Wataniya, Algeria International company Company 

Investment
Local loans Local banks

Airport road, Sri 
Lanka

Not determined Not determined Not specified Not specified

Broadlands, 
Sri Lanka 

Not determined BOT or BOO Local Not specified

Bujagali, Bujagali International consortia BOT Local bonds to cover 
Government’s PPA 

AES

ENITEL, Nicaragua International consortia Privatisation – 
investment

International bank 
loan

Not specified

FINARCA, Nicaragua Local investor Leasing Not specified Not specified
SME, Serbia State agency Retail lending Local bank credits Local credit guarantee 

fund

The pursued projects provide a wide variety of  sponsors and types of  projects. Most of  the sponsors are 
private entities, but in two of  the projects government companies/agencies are behind the projects, and 
in one case, a set of  NGOs (MCO Bosnia). In terms of  recipients of  the guarantees, the majority are 
commercial banks either providing loans on their own books to the sponsors of  the projects, or raising 
funds on the local capital markets. 

4.8 Types of Risks, Risk Sharing, Risk-Reflecting Premiums and Security

Policy: Sida’s guarantees can cover both political and commercial risks. The policy gives examples 
of  types of  risks that can be covered, and also risks which Sida shall not cover. The latter include 
guarantees against exchange risks and risks related to re-fi nancing. Sida shall avoid to provide 
guarantees for common supplier’s credit which normally should be covered by organisations such as 
EKN.

Sida should always strive for risk-sharing in its guarantees with other stakeholders. Only exception-
ally could the Sida guarantee cover 100% risk. Sida shall limit its role in risk-taking in order to avoid 
being a lead agent in case of  failure. 

The project sponsors shall always contribute with a stake which clearly determines their genuine 
interest, and which takes the fi rst loss in case of  failure.

Guarantees should be provided against a risk-refl ecting fee to be paid by the benefi ciary.

Security for the guarantee should be required, for example in buildings or equipment related to the 
project.

Only some of  the 13 projects the preparation went far enough that the type of  risks which was to be 
guarantees, the risk sharing formula and premium were established or discussed. 
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Project Type of risks 
guaranteed

Risk sharing Premium Sponsor equity Security

AIG infrastructure 
fund

Commercial 
and political

With other equity holders 
and in projects; Sida has 
low total exposure

No premium, but 
share of potential 
profits at end of 
project period

In invested 
projects

None

Maputo Port Commercial 
and political, 
negotiated every 
4th year

With SCMB 3,5% -5,0% p.a MUSD 10

MTN Commercial Yes, political risk 
excluded

3% p.a. Major (50% of 
investment)

Regress on 
MTN;

Adones Not yet deter-
mined

Not yet determined Not yet determined None Guarantee of 
project by 
GoA.

Lilyai Not determined Not determined Not determined Not known at 
this stage

Not known at 
this stage

Micro credit Excess of loss KfW takes first loss of 
MEUR 5 as a grant

Tentatively 2,7% 
p.a.

Not known yet Not known yet

Wataniya Political and 
commercial

Yes, with banks 2,25% suggested 
by CitiGroup

Yes Equipment 

Airport road Not specified due to early stage 
Broadlands Not specified due to early stage
Bujagali Government’s PPA Not specified due to early stage
ENITEL Not specified due to early stage
FINARCA Not specified due to early stage
SME Not specified due to early stage

In none of  the projects pursued has Sida taken 100% risk, but worked according a risk sharing formula. 
Neither has Sida taken a high stake in the total fi nancial package in any of  the pursued projects. Sida 
has adhered to the principle of  risk-refl ecting premium, using the advice of  EKN. When EKN has 
given a range, Sida has chosen the lower level. All but one of  the projects include major equity stakes. 
Adones Angola is an exception, where the total project fi nancing is loan based. Overall, Sida has 
pursued the guarantee projects well within the guidelines.

4.9 Market Distortions

Policy: Sida shall avoid projects which create market distortions.

As the Sida guarantees means a direct involvement by a donor at the enterprise level, they bear the risk 
of  distortion of  the competition and the market. Unless these guarantees are provided on fully commer-
cial grounds, such distortions can emerge if, for example, a subsidised guarantee premium would favour 
one market player over another one in a competitive situation. (For example, if  the fi nancial arrange-
ment impacted on bids in an tendering process). Distortions can also emerge as a result of  the fact that 
one market player was able to undertake an advantageous investments due to a guarantee priced below 
market rate not available to other players on the market. Finally, distortions can also emerge in local 
capital markets if  several fi nancial institutions were competing for participation in a fi nancial package, 
one such institution is given a favour through a subsidised guarantee; and/or a guarantee impact on 
investors decision to invest in one instrument over another. 

It should be noted that these ‘distortions’ build on the assumption of  perfect market conditions. 
In reality, the markets where the Sida projects have been considered, the ‘markets’ tend rather to be full 
of  imperfections or be non-existing. Below is an assessment of  the different potential market distortions 
for the 13 projects:
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Potential distortions
Project In bidding At the service market At capital markets
AIG infrastructure 
fund

Not relevant as guarantee is towards a Swedfund equity

Maputo Port, 
Mozambique

No, already done No, a monopoly concession Unlikely

MTN, Uganda No, already done Yes, versus Celtel and UTL Yes, versus other investment 
opportunities

Adones, Angola Yes, financial arrangement 
an element of the bid

No, a monopoly provider Unlikely

Lilyai, Zambia Not relevant Unlikely – no market present Potentially
MCO, Bosnia Not relevant – unique project Yes, towards other MCOs Unlikely
Wataniya, Algeria No, already done Yes, versus other operators Potentially towards banks not 

participating
Airport road, Sri 
Lanka

Not possible to assess as project never developed

Broadlands, Sri 
Lanka

Not possible to assess as project never developed

Bujagali, Bujagali No, already done No, a monopoly provider Not possible to assess
ENITEL, Nicaragua No, already done Yes, versus other operators Not possible to assess
FINARCA, Nicaragua Not relevant – unique project Unlikely – no market present Not possible to assess
SME, Serbia Not possible to assess as project never developed

As noted above, only in one of  the 13 project could a possible distortion have taken place in the bidding 
process, the Adones project in Angola, where the fi nancial arrangement was a decisive competitive 
element in a competitive bidding process which by itself  seems to have been far from ideal. In terms of  
the ‘level playing fi eld’ at the market of  the services, such potential distortions can theoretically have 
taken place (or take place) in the telecom markets as in these there is a real competition between 
providers, while this is not true for power or transport as these are in effect monopolies. Housing must 
also be considered a monopoly in view of  the fact that there is generally only one provider in the 
specifi c market segment. The potential (theoretical) distortions at the local fi nancial markets are more 
diffi cult to assess, but probably negligible basically as these markets tend to be in such nascent status.

The potential distortions of  the Sida guarantees must be seen in the context of  already existing distor-
tions. Thus, the existence of  government backed DFIs dominating the long-term fi nancing in the 
poorer developing countries implies a distortion in the sense that ‘pure market players’,  e.g. local or 
international commercial banks, tend not to participate, both from the perspective that risks are per-
ceived to be too high, and that the market lending rates by DFIs are too low given the risk levels. 
Sida guarantees which are risk-refl ecting and with shared risks with commercial players fall in between: 
they are not provided on ‘ideal’ commercial grounds (which tends to be a theoretical level as there is no 
such commercial market), but they tend to be provided at more market like conditions than many DFI 
operations. There is a certain degree of  ‘market making’ with the Sida guarantees in the sense they 
bring in commercial banks (or local capital markets) in a share private-public partnership in ‘markets’ 
otherwise dominated by the quasi-governmental DFIs. Yet ‘risk-refl ecting’ is an implicit subsidy as 
compared to a ‘market rate’ as Sida is not pricing its own capital.

 In summary, overall Sida’s guarantees which are provided at risk-refl ected price, are more likely to 
reduce distortions in markets already heavily distorted, or to create markets, which do not exist, than be a 
concern for creation of  additional market distortions.
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5. The Performance and Impact of the 
on-going Guarantees25

It should be said at the outset that none of  the guarantee projects which Sida has approved is complet-
ed in the sense the guarantee period is over and the fi nancial or physical performance of  the projects 
can be judged with certainty ex-post. (The fi rst of  these guarantees ends in 2009, and the last in 2014). 
The investment period for the underlying projects, on the other hand, is over for one of  them (MTN 
Uganda), and at the tail end for the other two (AIG Fund and Maputo Port). 

5.1 AIG Africa Infrastructure Fund

Sida objectives
In Sida’s Decision Memorandum of  October 1999, the purposes for Sida to participate in the AIG 
fund were given as 

• To support the Fund, thereby show Sida’s interest and support of  the on-going reform process and 
privatisation in Africa’s infrastructure, especially in the light of  the declining fl ows of  private invest-
ments to Africa in the aftermath of  the Asian and Latin American fi nancial crises.

• Contribute to a total European share in the Fund of  MUSD 75, i.e. equal to that of  AIG and IFC, 
deemed needed by the European investors in order to have a suffi cient saying in the Fund’s invest-
ments.

It the underlying memo for the Project Committee, it was further argued that the objective for Sida to 
participate would be:

• The fund would contribute to economic growth through additional infrastructure investments in 
Africa;

• Contribute to the development of  local capital markets through introduction of  new ventures to the 
local fi nancial market, such as stock exchanges;

• Contribute to the reform process by create transparency of  poorly functioning systems and con-
straints in national investment frameworks.

• The Fund would have a catalytic effect on other investors.

Furthermore, it was argued donor support was essential to top-up private investments in the aftermath 
of  the global fi nancial crisis.

Project performance
The Fund had a fi nal closing in March 2001 and reached by then a capital of  MUSD 407,6, i.e. above 
the minimum capital, but considerably below the target of  MUSD 500. Eventually two of  the share-
holders could not honour their commitments and the fund size has been reduced to MUSD 362. 

The fi rst investments by the Fund took place in 2000. As of  the end of  2004 the Fund’s investment 
committee has approved 15 investments with a total fund commitment of  MUSD 345. Of  these, 
MUSD 181 has so far been invested in 10 projects. Of  these, 2 companies – one in media and one in 
Internet – have collapsed with a total AIG fund investment of  MUSD 17. One Fund investment of  
MUSD 21 in a oil and gas project has been sold with good profi t, providing an IRR of  29% of  the 
Fund’s share. Of  the remaining 7 investments, the majority of  the companies are currently profi table. 

25 As earlier mentioned, the Nam Power project in Namibia is not discussed here as it is not an independent guarantee. 
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The joint AIG Fund investments are currently expected by the Management to give an IRR over 20%. 
The investment period is ending in April 2005, and no further investment is likely to be approved. 

The sector composition of  the Fund’s committed investments are given below. The defi nition of  
infrastructure is wide, and the investments also include several agro-processing projects and – as men-
tioned above – one in the fi eld of  oil & gas.

Sector No of projects Commitment 
MUSD

Performance as of 2004

Telecom 3 117 Profitable
Power 2 80 Investments to be made under 2005
Agro processing 4 68 Mixed
Transport and harbours 3 42 Mixed
Oil & gas 1 21 Profitable (sold)
Media/ Internet 2 17 Both losses (liquidation)
Total 15 345

Five of  the projects are located in Northern Africa (Egypt, Marocco, Algeria and Tunisia); four in West 
Africa (Nigeria, Ivory Coast and regional) while the balance are pan-African. Excluding the pan-
African projects (for which details of  location are not available to this report), none of  the projects, 
except an airline project in Ivory Coast, is located in Africa’s poorest nations.

EKN’s assessment
At the time the investment was made in AIG, EKN did not leave an assessment. For 200226, the fi rst 
assessment, EKN’s risk valuation was 500 basic points, which was kept at the same level for 2003. 
In 2004, EKN reduced the risk premium to 400 basic points in view of  the overall good performance 
of  the fund. In nominal terms, the valued risk for 2004 was MSEK 10,8. 

Potential development impact
As noted above, the AIG fund has invested in a range of  infrastructure and industrial projects domi-
nated in fi nancial terms by telecom and power. No detailed assessment of  the potential development 
impact of  these projects can be made here as no underlying documentation is available to the author. 
Thus, it is unknown whether and to what extent the projects will contribute to economic growth in the 
respective countries, or whether and/or – in lined with the Sida objectives – the Fund will contribute to 
the reform process by creating transparency of  poorly functioning systems and constraints in national 
investment frameworks. It is questionable whether such type of  assessment could be demanded by a 
(small) shareholder in the process of  the Fund, and clearly not by Sida which has no formal relationship 
with the Fund. Nevertheless, the basic assumption behind the AIG Fund is sound: i.e. mobilisation of  
private investments for infrastructure and infrastructure related investments in Africa, on commercial 
terms with a target of  good fi nancial return to the investors. If  the current trend of  overall good 
performance of  the AIG investments is continuing until the end of  the fund, and the investments can 
be exited with good returns, AIG would greatly have contributed to restoring the confi dence for private 
investments in Africa and thereby would be likely to have a catalytic effect on other investors, local and 
international. Already now, a second AIG fund is being discussed. 

To what extent the Fund will impact on domestic capital markets when the Fund de-invest – as antici-
pated by Sida – is yet to be determined. Only one project has so far been divested.

Today Sida claims it had as an objective to learn from participation in funds such as AIG of  the institu-
tional constraints in the investment environments in the specifi c countries, which then could be the basis 
for tailored development assistance. (No such objective was, however, formulated in Sida’s Decision 
memorandum). This type of  feed-back has been non-existent in the AIG fund both as a result of  the 

26 EKN’s assessment are generally based on the situation as of  September for the year, but reported at the end of  the year
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facts that: 1) Sida delegated the administration of  Sida’s stake to Swedfund; 2) no dialogue of  that 
nature has taken place between Sida and Swedfund; and 3) this has not been an issue which seems to 
have featured in the board meetings of  the fund. 

Pro-poor impact
The poorest nations in Africa has marginally been touched by the AIG Fund. The Fund has followed a 
strategy – in line with its initial business idea – to try to secure a good return on its capital and limiting 
investment risks, rather than pursuing a ‘poverty orientation’ towards much riskier low-income country 
investments. Whether the investments have a pro-poor dimension in their particular countries is diffi cult 
assess given the wide variety of  sectors, and without detailed knowledge of  each one of  the projects. 
The basic assumption must be that there is no particular pro-poor dimension of  the AIG fund. This is 
not to imply that the Fund will not have any impact on poverty, but rather than such an impact would 
be indirect, through contribution to growth.

Additionality of Sida’s guarantee
In the end, with the fall-out of  two investors, the AIG fund did not reach its minimum target for 
establishment, MUSD 400, hence the investors appetite was lower than anticipated. Yet, it is unlikely 
that Sida’s participation in the AIG fund was in any way critical for the fund to be established, or even 
less that its fairly small relative stake has had any impact whatsoever on the fund’s investments or 
operations. Thus, Sida has had no infl uence over the Fund, its investment decisions, choice of  coun-
tries, projects, etc., neither directly, nor through Swedfund. In conclusion, the additionality of  the Sida 
participation in the project must be considered negligible in this respect. 

Yet, Sida (and Swedfund’s) participation in the AIG fund can – in line with Sida’s reasoning at the 
outset – be seen as a political statement of  the importance of  mobilising capital for private sector 
investments in Africa in the context of  a broader reform process. It was important for Sida to make 
such a ‘political statement’ by participation, which is a justifi cation in itself. 

Market distortions
The Sida guarantee has no market distortion effects.

Potential cost to Sida
Sida allocated initially MSEK 35, i.e. half  of  its commitment, as a reserve. As of  2004 EKN values the 
risk to MSEK 11.The actual cost (or profi t) to Sida by the end of  its commitment 2010 (or latest 2012) 
is yet to be determined. If  the AIG fund investments would result in an overall internal rate of  return 
of  20% – as currently projected by the fund management – the net effect of  Sida’s guarantee would be 
a surplus over MSEK 70, including covering the cost of  the capital to ABSEK, and Swedfund’s admin-
istration of  the ‘Sida’ contribution. Hence, as there is no opportunity cost of  Sida’s funds, and the 
administrative costs to Sida are small given the delegation to Swedfund, the AIG fund participation 
would imply a net gain to Sida.

Conclusions
The use of  the guarantee instrument for Sida’s participation in the AIG infrastructure fund was prima-
rily a stop-gap measure to resolve the dilemma of  Sida’s inability to provide capital to the Fund through 
Swedfund. As such it has lead to certain additional administrative complexities, and this solution 
neither Swedfund nor Sida are likely to seek again. Sida’s participation in the fund – although so small 
in relative terms that the impact and additionality is likely to be negligible – was justifi ed as a donor 
political statement both in respect of  promoting reforms and private investments in infrastructure in 
Africa, and in respect of  joining European sponsors for an equal share to IFC and AIG. Both these 
objectives are valid and have been or are likely to be fulfi lled. Furthermore, if  the Fund investments 
continue to perform well, these benefi ts might come at no cost to Sida, and possibly even with a net 
dividend. However, the experience of  the Sida’s guarantee instrument in the case of  the AIG Fund has 
of  reasons given above no relevance for a decision on the guarantee instrument.
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5.2 MTN Telephone System, Uganda

Background
Uganda began reforming its telecommunication sector in the mid 1990s, pronouncing a telecommuni-
cation sector policy in 1996. The reform included splitting up the monopoly company Uganda Posts 
and Telecommunication Corporation into a state-held controlling function, the Uganda Communica-
tions Commission, UCC, and a service delivery company, Uganda Telecom Ltd, UTL. A licence for 
operating a limited mobile system in the Kampala region had earlier been issued to an international 
private operator, Celtel in 199327. In 1997 a second national licence, including both a fi xed line and 
mobile telephone system, was put up for international bidding and won in April 1998 by MTN. 
The reform continued when 51% of  UTL year 2000 was sold to a Swiss-German consortium28. 

The telephone density in Uganda prior to the reform was very low: there were less than 50,000 lines in 
the mid 1990s, implying a density of  0,3 per 100 persons, low even in an African context. Furthermore, 
the quality of  the services was low, and prices high.

The project
The operating license required MTN Uganda to establish at least 60,000 lines services all of  Uganda’s 
37 district capitals, and 2,000 public telephones services all of  Uganda’s 165 country headquarters 
within the fi rst 5 years of  the licence. MTN had in its bid, however a more ambitious target, with a 
planned built out by 2003 of  90,000 lines. The planned investment was about MUSD 60 of  which 
MUSD 5,8 for the licence. MTN Uganda began building out its network in late 1998 when also Sida 
was approached for a guarantee. Due to market demand, the expansion rate was considerably faster 
than planned. Thus by 2000, (when a Sida’s guarantee was approved), MTN Uganda had 113,000 lines 
operating, and was planning 193,000 lines by 2004, i.e. more than triple the licence requirements. 
The reason for pursuing the local fi nancing option in the expanded built-out was a desire by MTN to 
increase its local fi nancing in order to reduce the exchange risk, but also – as an international company 
with domination of  South African interest – foster an image of  MTN as a true Ugandan company. 
No local bank was at this time able to or willing to provide local fi nancing at the tenor required by 
MTN. The concept of  bond fi nancing was in a very early stage in Uganda, and the Sida involvement 
played a pioneering role.29 

The Sida guarantee was specifi cally to cover the fi nancing of  the network expansion to identifi ed 24 
rural towns through out the country. These towns, with their local area would typically have some 
12–13000 inhabitants, thus in total the specifi c built out would cover some 300,000 inhabitants. 

Sida objectives
Sida defi ned two key development objectives through its participation:

• An accelerated expansion of  the mobile telephone system to rural areas. While these areas eventu-
ally would be covered according to MTN-Uganda’s licence agreement, these areas ‘on the margin 
of  profi tability, would be covered faster than otherwise would be the case’30.

27  Celtel was at this time owned by Vodaphone and MSI, and also equity provided by IFC. Celtel has recently been bought by 
a Kuwait based telecom company.

28  The intention is that the balance of  the government’s ownership of  UTL also will be sold.
29  Buyers of  the Promissory Notes would be institutional investors in Uganda, such as the National Social Security Fund. 

The Notes would run with an interest rate of  2% above Uganda Treasury Bills of  182 days. The Note holder would be 
entitled to sell the note prematurely to a discounted value of  90% of  the nominal. In case of  fallacy, Sida would cover 90% 
of  the nominal value of  the note, but not any interest accruing to them. Sida would have right of  regress towards MTN 
Uganda, but be subordinated to other lenders.. A number of  covenants were established with MTN Uganda and the broker 
responsible placing them on the market, identifying under which conditions Sida would be obliged to act as a guarantor. 
Sida’s guarantee was excluded from certain specified political risks such as war, discriminatory actions of  government 
against MTN Uganda, nationalisation, etc

30  Sida Decision memorandum 2000-12-28
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• Positive effects on the local fi nancial market, by creation of  a fi nancial instrument which could be 
subject for secondary markets. Furthermore, the longer tenor of  the notes might be a demonstration 
effect in the local fi nancial market, thereby contributing to enhanced market liquidity. 

Project performance

For the fi rst fi ve years of  the licence, MTN was assured a duopoly situation jointly with UTL, where 
after a third licence would be auctioned out. This is likely to take place sometime between 2005–2007 
according to The Uganda Communication Commission. Parallel Celtel has been operating a mobile 
phone licence since the mid1990s, initially only in the Kampala region, but thereafter with an increase 
coverage of  the country. The rapid build out of  the MTN system initiated in 1998 has continued in the 
2000s, and much faster than in the licence agreement or in MTN’s original plan. MTN established 
early a lead position on the mobile phone market, and has maintained this even when the competitors 
aggressively have addressed the same market. By the end of  2004, MTN Uganda has some 700,000 
lines out of  a total market of  1,1 million, the balance shared between UTL and Celtel. A key reason for 
the expansion has been pre-payment of  cards, in the case of  MTN account for about 99% of  its 
turnover. Pre-payment solves the problem of  credit risk and the administrative problem that a large 
share of  the population has no formal address. Today about 70% of  the population is technically 
covered by MTN’s (mobile) network.

The rapid expansion of  Uganda’s telephone system and MTN’s leading role in this is indicated in 
fi gure 1 below.

Figure 1. Fixed and mobile telecom lines in Uganda 1996–2004

Source: Uganda Communication Commission and MTN

The excellent performance in expansion of  the services has been accompanied with an equally excel-
lent fi nancial performance of  the company. MTN’s turnover today is about MUSD 150, with a net 
profi t after taxes of  MUSD 30 (Data from fi scal year 2003–2004). MTN, Uganda an unknown entity in 
the fi nancial world in the late 1990s with no track record has today an excellent position of  the market 
with overall good fi nancial key indicators and excellent cash fl ow. 

While the record so far, (including 2004–2005 according to preliminary fi gures), has been on a very 
positive trend, the saturation in telecom services is probably coming closer (MTN estimated this to 
about 1,5 million lines initially), given Uganda’s low per capita income. In addition, the market is likely 
to become more competitive over the coming years due to: 1) new Kuwaiti ownership of  Celtel with 
strong fi nancial backing; 2) an increasingly aggressive marketing effort by UTL under its brand name 
Mango; and 3) the auctioning of  a third full licence, likely to take place during the next two years. 



SIDA’S INDEPENDENT GUARANTEE SCHEME – Sida EVALUATION 06/52 33

From this perspective, MTN Uganda might not be able to show the same rapid growth and good 
fi nancial performance for the coming years as so far.

Potential development impact
The telecom sector. The reform of  the Uganda telecommunication sector, breaking up a state monopo-
ly and allowing competition with international players under fairly tight government regulation (mainly 
supervised licence agreements), rapidly paid very positive dividends for the country. This reform, 
including the MTN licence and MTN’s subsequent investment, meant:

• A rapid expansion of  services. By the time MTN entered the picture, Uganda had some 60,000 
lines, or a cover of  0,3 per 100 inhabitants. By 2004 there are some 1,1 million lines in Uganda 
giving a density of  4,2 per 100 persons31. This rapid expansion has been triggered by the combi-
nation of  new technology (mobile phone system versus fi xed lines) and a liberalised market with 
strong competition. The other two operators on the market, UTL and Celtel, have responded to 
MTN’s entrance by rapid expansion of  their mobile systems, aggressive marketing and reduced 
prices. Today mobile phones account for 94% of  the market, while there still is just over 70,000 
fi xed lines.

• Rapid expansion of  the sector in economic terms. The telecom sector has grown at a rate of  
25% per annum since 1998. The sector accounts today for 1,4% of  GDP.

• Dramatic reduction of  costs of  services. The cost per line has been brought down from USD 
4,500 prior to the reform to USD 60032. Partly this is a result of  competition, partly a result of  
the cheaper technology of  mobile telephone systems versus fi xed lines. The minute rates are 
being brought down and local calls on mobile systems are today priced at about USD 0,2–0,3 
per minute. Especially international calls have been cut drastically in price, and overseas calls at 
about USD 1 per minute. Rates in Uganda are substantially below those of  other countries in 
the East African region.33

• Mobile telephones have become a prolifi c small business venture in Uganda. Telephones are 
bought by small scale entrepreneurs, who sell calls or SMS services per the minute to customers. 
This is very common especially in rural areas. The concept has been formalised by MTN in a 
Village Phone system (see below). 

• The direct and indirect employment in the telecom sector is calculated to over 135,000 people, 
of  which 5,000 in direct employment.34

• Substantial overseas and domestic private investments have been ploughed into the sector. 
Prior to the reform, the state monopoly was plagued by poor management and limited funds for 
investments. The privatisation of  the sector has added some MUSD 150–200 million in private fi nance 
to telecom infrastructure (UTL, Celtell and MTN) since 1998, and the annual investment in the sector 
is in the order of  MUSD 60–70.

31 Uganda Communication Commission (UCC): Review of  the telecommunication sector policy, 2005
32 Olsen & Misry
33 UCC 2005
34 UCC 2005
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Box 2. MTN Village phone

In 2003 MTN initiated a project  providing telecommunication to the poor in Uganda. Clients of 7-8 local Micro Finance 
Organisations can take a USD 250 loan over 4-6 months to buy a mobile telephone kit including telephone, booster 
antenna, solar panel driven charger, thus expanding services to remote villages without electricity. The entrepreneurs 
sell phone time (at rates discounted by MTN) to the village according to a set formula. Typically, the entrepreneur can 
sell 10-20 minutes per day (often to as many clients) at a rate of about USD 0,2-0,3 per minute depending on the 
network, resulting in a gross profit to the operator of USD 300-400 per annum. Currently some 1,000 persons have 
taken such loans and started business. The project has extended telecommunication services to remote villages all 
over the country. As an additional service, MTN is also providing updated commodity prices over their network 
available by SMS. The Village Phone system is to some extent used for small business, for example in marketing local 
produce, getting information of current market prices, ordering of stocks, etc..

Capital markets. The Sida guarantee played a signifi cant, pioneering role in long-term local fi nancing. 
At the time it was issued, the local capital market was unwilling and unable to provide more than short 
term fi nancing. The bond market was basically non-existent. The Sida guarantee provided a fi rst 
private bond issue in Uganda, which has later been followed by other, for example by UTL (without 
guarantee). The government is today very keen in continuous development of  the capital market, and is 
undertaking a number of  steps to promote a bond-market, not least due to the expected increased 
competition from the Kenyan fi nancial market as a result of  the East African Community. MTN played 
a pioneering role also in the respect in going through a cumbersome procedure of  applying the existing 
capital market legislation, and the company (and Sida) are viewed positively upon by the new Capital 
market Authority for this pioneering effort. However, the anticipated secondary markets for bonds 
never materialised as the MTN notes have not been listed on Uganda’s Security Exchange. The reason 
for this is that MTN found the legal requirements too cumbersome to pursue.

Shortly after the Sida guarantee was approved, but independent of  that, Sida began together with GTZ 
a major technical assistance programme for fi nancial market development in Uganda, the Financial 
Systems Development Programme, which includes support to Uganda’s Capital Market Authority, 
Uganda Security Exchange, bank supervision and a central bank functions for micro fi nance organisa-
tions. 

Pro-poor impact
The Sida guarantee was tailored to expansion of  MTN’s network into selected rural communities. 
As such it contributed to a more rapid built-out of  the necessary infrastructure for a more pro-poor 
approach to telecommunication. Overall, the intense competition in the sector is making telecom 
services increasingly accessible to the poor. MTN Uganda, Celtel and UTL all expand their networks to 
attract new clients, and the companies devise continuously new services to add to their markets, besides 
engage in a highly competitive pricing on the services. As the ‘better-off ’ market basically already 
saturated, the expansion must take place in low income brackets and in rural areas, requiring innovative 
approaches to reach these. An example of  this is MTN Uganda’s programme MTN Village Phone 
undertaken in co-operation with Grameen Trust and a number of  local micro fi nance organisations. 
(See box 2) .

Another feature how telecom services are being tailored to the poor is the Rural Communications 
Development Fund established by the Ugandan government in 2003. A levy of  1% on all telecom 
services in the country is transferred to the Fund to be used to provide telecom services in areas not 
covered by the commercial operators. The Fund is also supported by the World Bank. 

Additionality of the Sida guarantee
The Sida’s guarantee had nothing to do with the broader reform process of  the telecommunication 
sector in Uganda in the 1990s, nor with the initial phase of  the MTN Uganda project. While a Sida 
guarantee was considered at the outset of  MTN Uganda’s investment, the company sought a different 
fi nancial arrangement for its initial investment phase as Sida’s decision making process was perceived 
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too slow. The on-going Sida guarantee came into play at a later stage when MTN’s expansion rate 
increased requiring additional investments. The ‘Sida’ guarantee was specifi cally provided for the built 
out of  MTN’s network to 24 rural towns. These were included in MTN’s licence, hence should – 
according to this agreement – be included within the fi rst 5 years of  the licence, or by 2003. It could be 
argued that the Sida guarantee speeded up the process to some extent. 

MTN sought local fi nancing to reduce the exchange risks, which Sida could provide with its guarantee, 
and the company furthermore wanted a ‘local profi le’. In addition, MTN management claims it was 
concerned with the development of  the local capital market as a means to be able to raise capital 
locally in the future from bonds and equities. From this perspective, MTN was prepared to undertake a 
certain pioneering work with the Sida guarantee, albeit the transaction costs turned out to be quite 
substantial in order to adjust to the existing capital market regulations in Uganda.

Market distortions
It can be argued that the Sida guarantee in theory might have a marginal market distorting impact in 
the sense it provided MTN Uganda with a certain degree of  subsidy in the investment phase. 
However, this subsidy element (assuming that the guarantee was provided at a lower rate than the 
commercial market would have been providing35) was probably offset by the considerable transaction 
costs for MTN to undertake this type of  fi nancing. 

EKN’s assessment
EKN’s assessment of  the risk refl ected in the proposed premium at the time Sida was making a decision 
(year 2000) was 325 basic points. EKN noted at that time that MTN Uganda was performing well, 
backed by strong sponsors, and that the political risk was excluded from the guarantee. On the other 
hand, the Sida’s guarantee had lowest priority of  all loans and lacked securities, and that the bonds 
could be called upon by the bond owners at any time without reasons for 90% of  their face value. 
EKN has maintained the same level in its risk assessment for the purpose of  Sida’s risk reserve for the 
years 2002, 2003, and 2004. However, EKN also notes that the company has developed very well over 
this period with improving turnover, profi ts before and after taxes, and other fi nancial indicators, and 
that the company has a very strong position on the market with over 60% market share. The reasons 
for the maintained risk level, seen as conservative by EKN, were those given initially. 

Potential cost to Sida
EKN’s most recent (2004) assessment of  the nominal risk of  the MTN guarantee is MSEK 4,3, declin-
ing from MSEK 9,7 in 2003. If  the good fi nancial and market performance of  MTN continues over 
the fi nal years of  the guarantee, there is not likely to be a net cost to Sida from the project, but a net 
revenue due to the risk premiums paid annually by MTN. MTN’s most recent fi nancial statement (for 
March 2004- March 2005) is likely to reduce the perceived risk further. MTN seems not likely to use the 
fourth tranche of  the notes, hence this would reduce the Sida risk even further.

Conclusions
The MTN Uganda project is a clear success story in private investments in infrastructure in an LDC. 
With the MTN Uganda license in 1998, a strong and dynamic competitive drive started in the sector 
with rapidly expanding services both in scope and geographically and sharply declining prices on 
telecommunication services. Today the sector is highly competitive and dynamic, making telecommuni-
cation services increasingly in the reach also of  the poor in rural villages. Sida’s guarantee has been a 
part of  this change process, but not in any way driving it, and probably not critical for it. On the other 
hand, Sida’s guarantee was innovative in allowing MTN Uganda to raise capital for expansion on the 
local market, thereby reducing the exchange risk and creating more of  a ‘Uganda’ profi le of  an inter-
national company. In addition, the Sida guarantee was pioneering in the development of  issuing bonds 
on the local the market, today also a priority of  the government. 
35 This is speculative as there is or was no commercial insurance market of  this nature in Uganda.
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MTN’s excellent performance so far might be diffi cult to maintain over the coming years. There are 
several reasons for this:1) the telecom market is approaching saturation; 2) there is an increasingly 
intense competition from the other two operators with strong fi nancial backing; 3) a new license will 
soon be auctioned out; 4) Uganda’s economy is currently in a stage of  slow-down as compared to the 
late 1990s and early 2000s. However, the risk that Sida’s guarantee would be called upon is quite small, 
given MTN strong fi nancial position, cash-fl ow, and leading market position. Hence, the likely outcome 
of  the project is that Sida will make a net fi nancial gain from the premiums paid, while at the same 
time, both have facilitated for MTN to accomplish its expansion in rural communities with local market 
fi nancing, and having provided an innovative approach for raising long-term capital in the local market. 
The MTN Uganda project, although diffi cult to put together and slow in coming, can from Sida’s 
perspective be labelled a success story. It would not have taken place without MTN’s patience and 
willingness to try the model.

5.3 Maputo Harbour, Mozambique

Background
The Maputo Harbour is located in the essential “Maputo-corridor” for transport to and from north-
easterly South Africa, Malawi and Zimbabwe. In the 1970s Maputo port was one of  the most impor-
tant harbours of  the south-easterly African coast, handling over 12 million tons per annum. It was then 
one of  Mozambique’s most important foreign exchange earner. However, the harbour was severely 
damaged and neglected during the long civil war in Mozambique, and the operations had declined to 
some 3 million tons at the end of  1990s. In the late 1990s a privatisation of  the port began, including a 
process to turn over the needed rehabilitation of  the port and its operation to the private sector through 
a concession. In 1998 a consortium in which Skanska is a part was selected preferred bidder, and a 
principal agreement was made in 2000 between the government of  Mozambique, CFM, the govern-
ment owned harbour and railway company, and the Maputo Port Development Company (MPDC), 
established by the consortium. 

The project 
MPDC would act as harbour authority for the whole of  the Maputo bay, and provide services related to 
handling cargo and ship movements in the bay. The company is vested with the powers of  port author-
ity and will be responsible for marine operations, towage, stevedoring, terminal and warehousing 
operations as well as port planning and development. Through the agreement, MPDC is committed to 
rehabilitate the harbour and dredge the Esperito-Santo river mouth where the harbour is located. 
A three year investment programme was established for this purpose with an estimated investment of  
64 MUSD. 

MPDC’s business plan is to change the declining trend in cargo handling through the port from a level 
of  3 million tons in 2000 (prior to the concession) to reach 8 million in 2007 and over 10 million tons at 
the end of  the concession period (2015). Thus, the project would restore Maputo harbour to about the 
same signifi cance as prior to the civil war. Maputo has always been and is assumed to continue to be a 
port mainly for transit trade from the neighbouring countries. South Africa (the north eastern region) is 
most important market, estimated for 70% of  the transit trade. Besides South Africa, Maputo Port can 
cater for trade to and from Zimbabwe, Botswana, Malawi and Swaziland. The market for increased 
cargo is primarily assumed to be exports out of  Africa, accounting for about 80% of  the expected total 
volume. The Maputo Port would through increased effi ciency in operation be a competitive alternative 
to the South African harbours Richards Bay and Durban mainly due to shorter distances to the clients 
than the latter ports. A signifi cant client for Maputo harbour is also expected to be the Mozal alumini-
um plant being established close to the port. 
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 The competitiveness of  the port for transit trade will not only depend on the 
effi ciency of  the port itself, but also to a large extent on quality of  the transport network to and from 
the port through the ‘Maputo corridor’, especially the railway. The latter was assumed to carry over 
80% of  the freight volumes, the balance would be by road transports. There are three railways connect-
ing Maputo to RSA, Swaziland and Zimbabwe respectively, all operated by CFM on the Mozambique 
side. Mozambique was expected to privatise these railways, but pending such privatisation, MPDC has 
an agreement with CDF – with a penalty clause – on acceptable standard of  the railways. 

The Sida guarantee
Sida would, according to its Decision Memorandum of  February 2002, guarantee a loan of  12 MUSD 
provided to MPDC by Standard Corporate & Merchant Bank, SCMB, with a tenor of  12 years. SCMB 
is a subsidiary of  Stanbic, sub-Sahara Africa’s largest bank group. Sida would take the political risks 
and share the commercial risks with SCMB at least for the fi rst (most risk-bearing) 4 years. 
The arrangement would be re-negotiated every 4th year. Based on an assessment by EKN the premium 
for the guarantee was set to 5,5% above Libor. With the risk-sharing of  half  of  the commercial risk, 
Sida would charge SCMB a premium of  3,5% over the fi rst 4 years of  the guarantee, and in the case 
Sida would take the full risk thereafter, to 5%. 

Sida objectives
In its Decision memorandum 2002 Sida argued that the guarantee and the underlying project would:

• contribute to the on-going reform of  the harbour operations (and railways) in Mozambique;

• lead to considerable cost saving gains in the transport sector;

• accelerate economic growth from linkages and multiplication effects;

• generate considerable foreign exchange revenues to the government, estimated to USD 150 
million over the 15 year period, not included CFM’s share of  MPDC profi ts. A ‘fi scal linkage 
effect’ would permit greater government expenditure on poverty oriented service programmes.

As the harbour mainly would cater for transit trade, besides being operated mainly by foreign staff, the 
project was defi ned as an ‘enclave’ project. However, Sida considered that, a well managed harbour 
should lead to ‘considerable positive economic effects to the society’. Furthermore, a well functioning 
project of  this nature would – through a goodwill effect – trigger increased interest in FDI in Mozam-
bique. 

An consultancy report commissioned by Sida further argued that a well functioning Maputo port would 
generate positive results in the land-locked countries in Southern Africa in terms of  trade performance. 
The report quoted a World Bank study claiming that 10%’s reduction in transport costs would increase 
the trade of  countries such as Zimbabwe and Swaziland by 25%. The consultants calculated the 
economic return, EIRR, of  the project to 33%, and fi nancial FIRR, to 19%. 

Risk assessment 
The Maputo Harbour project is characterised by a low degree of  equity of  the total envisaged invest-
ment: the fi nancing of  the investment is to a large extent dependent on: a) bank loans; and b) project 
cash fl ow during the investment period. In order to decrease the risk born by the lenders a number of  
covenants have been established, for example that the project sponsors would underwrite the cash-fl ow 
share of  the investment. A total of  18,5 MUSD of  such stand-by fi nancing was assured. 
Furthermore, an off-shore escrow account would be established for the revenues from the harbour to 
service the debts. 

The lead Bank for the project is DBSA, which has undertaken an independent market survey and 
technical review of  the project. The study concluded that the market and fi nancial projections of  the 
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projects were realistic, but dependent on a well-functioning transport system to and from the harbour. 
An important condition for the project was therefore the agreement reached between CFM and the 
company concerning the operation of  the railways (eventually leading private operations through 
concessions).

Another important risk element, which also has signifi cant social consequences, are the roles of  CFM: 
as a partner in MPDC; as the current owner and operator of  the harbour; and as responsible for the 
railways. CFM, a state-owned company, has been loss-making and performed poorly. The company is 
expected to shed some 12,000 of  its 19,000 employees under a World Bank 100 MUSD Railways and 
Ports Restructuring Project approved in 1999. At the time when the Sida guarantee project was ap-
proved, CFM had 5,750 employees in the harbour. Only 1,550 of  these would be needed, requiring 
laying off  some 4,200 staff. ‘ In the World Bank project there is a fi nancial compensation plan for laid 
off  staff. However, the ability of  CFM to reduce its workforce without demand on further compensa-
tions was a risk-factor of  the project. In addition to this, CFM has a dual function as a part of  a service 
providing group, and as in charge of  the control of  the concession agreement, with inherent confl icts of  
interest. A perceived commercial risk was also that the competing harbours in South Africa charge for 
services in Rand, while Maputo harbour will charge in dollars. A weak Rand versus the USD could 
therefore make the Maputo harbour less competitive. 

Sida used an independent consultant to undertake its due diligence of  the project. The consultant 
concluded that the risk the company would be unable to meet its fi nancial obligations and end in 
contractual default any time during the fi rst 10 years was estimated to cumulatively 10%. The major 
risks would emerge, according to the study, year 3 and 4, i.e. 2004–2005 and thereafter decline. 
The consultants concluded the risks were acceptable to Sida.

The environmental consequences of  the port rehabilitation was assessed in 2000 by a Danish consul-
tancy group commissioned by MPDC. The conclusion was that the rehabilitation would not have any 
signifi cant negative environmental consequences. DBSA commissioned a separate environmental 
assessment in 2001 by a South African group. The consultants concluded that a series of  preventive 
measures had to be undertaken, which later have been made conditions of  the loans to the company, 
and should as such comply with international standards. Sida has, in addition, stipulated that a plan for 
building and fi nancing an access road from the new Maputo-Johannesburg toll-road, by-passing 
Maputo central areas to avoid negative effects on the city. Furthermore Sida has made a condition that 
such a road construction shall begin during the fi rst year of  the project. Sida indicated willingness to 
fi nance such a road through a conditional loan.

Project performance
The Maputo port concession commenced in April 2003, i.e. fi ve years after the consortium was selected 
as the preferred bidder, and three years after signing a principle agreement. The reasons for the delay 
were several: Mozambique had not a developed legal framework for BOT projects, requiring a pro-
longed process of  negotiations. One of  the conditions for the fi nancing of  the project was the privatisa-
tion of  the railway lines, which was initiated in 1998. When the Maputo Port project began in 2003, an 
agreement was reached that the railway should be upgraded within one year. This process has dragged 
out, however, and MPDC fi nally got a waiver from banks to do priority investments under a fi rst 
tranche of  the loan package. 

The fi nancial performance of  MPDC is substantially below expectations and budget. Revenues are 
lower and costs higher, and all key fi nancial numbers are far below plans and budget. MPDC has 
postponed the fi nal element of  its investment programme. The key reason for this is that the port 
handles much less traffi c than planned, which primarily has to do with problems of  the poor status of  
the railway systems linking Maputo with South Africa, and secondary to limited opening hours of  the 
border between Mozambique and South Africa at the trunk road N4. Especially the problems with the 



SIDA’S INDEPENDENT GUARANTEE SCHEME – Sida EVALUATION 06/52 39

Ressano Garcia Rail system, linking Maputo with South Africa are critical. The railway, for which an 
agreement was expected to be signed between an international consortium and the Mozambique 
government for rehabilitation and operation, has not become effective36. In the meantime, CFM has 
not maintained the railway, which today carries even less traffi c. No improvements are expected in 
terms of  volume for at least 1–2 years. Also the Limpopo line linking Maputo with Zimbabwe was in 
shambled until late 2004 when major improvements took place after reconstruction work. 

Due to the poor performance of  the railways, the port has to rely to a large extent on cargo transported 
on the trunk road Johannesburg – Maputo (N4) built in year 2000 by Trans African Concessions, 
TRAC, a private concession which will operate the toll road until 202837. The road traffi c, on the other 
hand, has been restricted due to limited opening hours of  the customs at the border points between 
South Africa and Mozambique. MPDC has negotiated with the relevant authorities to increase opening 
hours to around the clock, which is said to begin in mid-April 2005.

The poor conditions of  the railway lines seriously affect the traffi c Maputo port handles. The much 
lower volumes of  cargo than anticipated are indicated below.

Real and planned Cargo volumes Maputo port 1999–2007 (mill. tons)
Year Planned Real
1999 3,5 3,5
2000 3,0 3,0
2001 4,8 2,5
2002 5,6 4,3
2003 6,3 5,0
2004 6,8 5,6
2005 7,4 5,9 (budget)
2006 8,0
2007 8,4

MPDC is currently negotiating with the Mozambique government a postponement of  the charges for 
fi xed port fees. MPDC is also delaying using the second tranche of  the loans. The fi nancial problems of  
the projects have so far not spilled over into problems for the company in relation to its lenders. MPDC 
has so far honoured its fi nancial commitments to the lenders and even pre-paid some of  the interests.38

EKN’s assessment
EKN’s original recommended risk-premium for the Sida guarantee was 5,5% (November 2001). 
This level was maintained for 2002. In the assessment for 2003, EKN increased the risk premium to 
7% due to two key factors: 1) the railway operations had not yet found a solution and most cargo was 
transported by road; 2) the project sponsors had not channelled the full equity to the company. In end 
of  2004 EKN concluded that the railway issue still had to be resolved, and that MPDC for 2005 
budgets a considerable loss. EKN increased therefor its risk premium to 8%. 

Potential development impact
The Maputo Port – as a critical link in the Maputo Corridor – must be considered a project with very 
strong potential developmental dimensions not only for Mozambique, but also for the neighbouring 
countries. A good performance of  the private concession to upgrade and run the port would also have 
potential catalytic effects on international investors perception of  and appetite for Mozambique, and 

36 The Ressano Garcia Rail system is expected to be operated on a concession by an international consortium led by New 
Limpopo Bridge Project Investments, together with Spoornet, the national rail operators of  South Africa, and CFM signed 
in 2003 a 15-year concession agreement to privatise the railway from the South African border through to the ports of  
Maputo and Matola. 

37 A by-pass of  Maputo, financed by Sida and now completed, eases the congestion in the downtown areas of  Maputo.
38 Swedfund has a quasi-equity of  USD 2,5 million in MPDC. Although Swedfund is fully aware of  the problems facing 

MPDC, the loan is so far booked in Swedfund’s accounts at its nominal value. 
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would have acted as quality benchmarks for local institutions. The assumed benefi ts as presented in 
Sida’s Decision Memorandum must be considered valid. Whether this actually will happen and to the 
extent expected is yet to be seen. Overall the project is in a critical stage. A major share of  the invest-
ments have taken place, including the dredging of  the bay, and the port is operating more effi ciently 
and can receive larger ships with higher turnover than before. As a result, the freight levels have about 
doubled as compared to the before project scenario. Yet the volumes are well below plan, thereby 
affecting the profi tability of  the project, and in the end, the sponsors willingness and ability to carry on 
the project for the full duration of  the concession. The project is in a stage where the sponsors must put 
strong pressure on the government of  Mozambique to resolve the railway issue, but the government’s 
ability to do so in a reasonable time-frame is unclear. Possibly, the port would need to operate on 
considerably lower volumes than anticipated, affecting its profi tability. The likely scenario, however, is 
not a back-tracking to a government-run operations, but that the project will carry on, albeit with a 
slower development than foreseen, with more limited impact than initially envisaged. As a result, also 
the government revenues will be less from the fees out of  the port. 

Pro poor impact
The Maputo harbour project cannot be considered pro-poor in the sense that its benefi t stream is or at 
any time was aimed at the poor. On the other hand, a well-functioning port would both contribute to 
economic growth and considerable government revenues, essential for poverty reduction in Mozam-
bique. In summary, while not a pro-poor project as such, the project is essential for poverty reduction 
not only in Mozambique but also to some extent in neighbouring countries. With the current perform-
ance, these impacts are much less than anticipated.

Additionality of the Sida guarantee 
Sida argued in its decision memorandum that the Swedish guarantee was necessary for a fi nancial 
arrangement, fi tting the requirements of  the project and that such as fi nancial structure had not been 
possible without the guarantee. Skanska, as one of  the sponsors, is of  the same opinion, and sees the 
guarantee as possibly a pre-condition for the project. 

Market distortions
The Sida guarantee cannot be judged to have had, or likely to have in the future any negative market 
distorting impact, but rather to contribute positively to market development

Potential cost to Sida
The Maputo Port project is an increasingly higher-risk project, which can fail, and Sida’s guarantee be 
called upon by SCMB in full or partial. The current assessment of  the risk expressed in nominal terms 
by EKN is MSEK 31,7, which is lower than the assessment for 2003 due to a lower USD exchange rate 
and a shorter exposure. 

Conclusions
The Maputo Port – as a critical link in the Maputo Corridor – must be considered a project with very 
strong potential developmental dimensions not only for Mozambique, but also the neighbouring 
countries as an economic activity contributing to growth and to government revenues, and thereby 
indirectly to poverty reduction. A good performance of  the private concession to upgrade and run the 
port would also have potential catalytic effects on international investors perception of  and appetite for 
Mozambique, and would have acted as quality benchmarks for local institutions. 

The Sida guarantee had likely a certain additionality for the fi nancial package arranged for the project, 
hence brought in a commercial bank for a long-term loan. In short, the project must be given a high 
ranking as a development project with considerable potential externalities. From the outset it was clear 
that the Maputo Port project was a high risk venture of  several reasons: 1) the country context with 
high political risk due to rampant corruption, ineffective institutional framework and a legacy of  a long 
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civil war; 2) the port’s strong dependency on supportive infrastructure (railways), which the project has 
no control over and which was in a poor state as a starter; 3) sensitivity to the exchange rate Dollar-
Rand for the port’s competitiveness with South African ports; and 4) the performance of  the state-
owned CFM, which is both partner and authority, especially in its effort to shed the redundant work-
force. Of  these risk-factors, the railway link has proven the most serious.

5.4 Summary of Assessment

Below, the assessments are summarised 

Project Potential development impact 
of project

Pro poor 
impact

Sida
additionality

EKN risk 
assessment
2004

Potential
cost to Sida

On sector On financial 
markets

AIG Infrastruc-
ture Fund

Difficult to assess 
but likely positive

Positive on 
foreign invest-
ments

Cannot be 
determined

Negligible or 
none

MSEK 10,8 Low or 
Revenue

Maputo Port, 
Mozambique

If success, strong Potentially 
negative on FDI if 
problems persist

If success, 
indirect from 
growth and 
government
revenues

Significant MSEK31,7 High

NMT, Uganda Very significant Significant Significant 
through 
innovative
services and 
competition

Marginal 
overall, but 
significant for 
local financing

MSEK4,3 Low or 
Revenue

Nam Power, 
Namibia

Not assessed here as project is a non-independent guarantee MSEK1,9 Nil

Excluding the Nam Power project which is considered a non-guarantee in this context, the three 
approved Sida guarantees provide a mixed picture, but with a domination of  positive trends. NMT can 
already be called a success from the change process it has contributed and to some extent driven in the 
telecommunication market. The AIG Infrastructure Fund is also on a positive track, although its 
development impact is yet diffi cult to assess. However, should the fund be successful fi nancially it might 
have a considerable impact on overseas investors in their perception of  Africa infrastructure, hence 
trigger additional private fl ows. The Maputo Port project, albeit highly worthwhile from a development 
point of  view, is a problem project, and its outcome largely dependent on the patience of  the sponsors 
to pursue it in a diffi cult business environment and/or the Government of  Mozambique’s ability to sort 
out the transport network through the Maputo Corridor. 

Sida’s additionality in these three projects range from nil (AIG) to signifi cant (Maputo port). While the 
additionality in the case of  AIG would question the participation, Sida’s involvement is nevertheless 
justifi ed as a ‘political statement’. 

The only project which might have a certain direct pro-poor dimension is MTN Uganda, primarily as 
the intense competition in the sector is driving MTN and the other operators to target lower income 
groups in their expansions. However, the potential poverty dimension of  the other projects might, 
nevertheless, potentially be signifi cant through their contribution to the growth and government 
revenues in the respective economies. Thus, none of  the projects should be disqualifi ed as non-poor.

The fi nal cost to Sida of  these projects cannot yet be assessed with any degree of  certainty. Taking 
EKN’s most recent assessment in account, a total level of  about MSEK 48 is indicated39. 
However, while EKN seems to have applied a conservative (and prudent) assessment for the projects, 

39 Excluding Nam Power
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both AIG and MTN could in fact become net revenue makers to Sida. Maputo Port, on the other 
hand, is an (increasingly) high risk venture. 

5.5 Have the Guarantees Been Worthwhile From a Development Perspective?

Disregarding the AIG project which was pursued for different reasons by Sida, and at best is a border-
line project in terms of  independent guarantees, what conclusions can be drawn from the two ‘real’ 
independent guarantee projects so far approved? The answer lies largely in how the future of  these 
projects is perceived. If  MTN Uganda continues in its present positive track, and if  the Maputo port 
project eventually has a break-through in the transport system to the port, allowing the freight volumes 
anticipated through the harbour, the Sida guarantees should be considered a very successful develop-
ment effort. In such a case, these projects would not only have signifi cant development impacts in their 
respective sectors, countries and beyond, but also on the fi nancial markets. In both cases Sida has 
provided a degree of  additionality in the fi nancial arrangements, hence can claim a certain catalytic 
effect. Furthermore, if  these projects both are fi nancially successful, the cost of  Sida’s participation 
would be nil (excluding the administrative inputs), and likely    even gener-
ating a revenue to the organisation as a result of  the risk premiums. In such a scenario, the Sida partici-
pation could be considered development assistance at its very best, and the independent guarantee 
approach should be made permanent, strengthened and further developed. 

If, on the other hand, MTN performs well also in the future, but Maputo port continues on its problem-
atic track and the sponsors eventually pull out, the scenario is more diffi cult to assess. Not only would 
the costs to Sida be high, but a failed project would also have certain negative impact (for example, in 
investors perception of  BOT projects in Mozambique and/or Africa in general). If, for some reason 
also MTN runs into fi nancial problems, the scenario becomes increasingly worse. The problem in this 
assessment from a development perspective is the issue of  too small numbers: only two projects make 
extreme differences in outcome (and costs) dependent on their performances. This leads to the question 
why after 6 years only two independent guarantees have been approved, an issue discussed in the next 
chapter.

6. Why Have so Few Projects Been Approved?

The government’s expectations at the approval of  the pilot scheme for independent guarantees was that 
Sida probably would provide rather few guarantees during the 3 year trial period. When now six years 
have passed since the beginning of  the trial, in total four projects counted as independent guarantees by 
Sida have been approved. However, as discussed in this report, the NamPower project should be 
excluded from the list as a misnomer. Furthermore, the AIG Infrastructure Fund is a borderline project 
to the idea behind the guarantees. Thus, only two projects, with a total guarantee of  MSEK 160 have 
been approved which clearly represent the intention behind the guarantee programme. Thus, the 
instrument has developed very slow, and much slower than probably expected by the government and 
Sida. A series of  factors can be identifi ed over this disappointing performance discussed below.
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6.1 The Overall Market Conditions

An overall sluggish market
The opportunities for guarantees for ‘infrastructure projects’ have been less than anticipated at the 
outset. The level of  private investments in infrastructure in developing countries dropped drastically 
from its peak of  USD 120 billion per annum in the mid 1990s to USD 50 billion per annum in the 
early 2000s as indicated in fi gure 2 below.

Figure 2. Private infrastructure investments in developing countries and emerging economies 1992–2003
(Investments per year in USD billion)

Source: World Bank Private Participation in Infrastructure Database, (PPI), October 2004.

It can be concluded that the Sida guarantee scheme was conceived at the peak of  a trend for private 
investments in infrastructure in developing countries, introduced when the market already to a large 
extent was in deep decline, and has been implemented during a period of  no growth. Obviously, the 
demand for Sida guarantees are dependent on the market for investments and its trends.

Sida is focusing on the most complex countries
As noted earlier, of  the 13 considered guarantee projects, half  are or would have been hosted in LDCs. 
Sida is not mandated to apply the guarantees in LDCs, in fact should use the instrument for countries 
‘graduating’ from grant status. The reason for Sida’s bias towards LDCs in the guarantee projects 
pursued is probably due to the fact that the guarantees have not been promoted by Sida on the global 
market, but they have emerged re-actively. Thereby they refl ect the overall focus of  Sida’s work in the 
poorest nations. In conclusion, Sida’s ‘market’ tends to be the countries with generally the most diffi cult 
investment climates, perceived to have the greatest political and also often commercial risks, and the 
least attractive to private investors, especially for long-term projects in infrastructure. 

‘Oversupply’ of credits
While the demand for fi nance for investments in infrastructure in many developing countries has been 
limited for almost a decade now, at the same time there has been what might be considered an ‘over-
supply’ of  funds for such investments, provided primarily by various quasi-government institutions 
mandated to work in these markets by their governments. These are multilateral DFIs such as IFC, 
EIB, and national DFIs such as FMO, OPIC, Proparco, DEG, Swedfund, Finnfund and Norfund. 
The notion of  surplus is based on the fact that many of  these institutions have a mandate to provide 
equity and/or loans for investments in developing countries by their governments. At the same time, 
there is often no supply by commercial banks for long-term credits to infrastructure in many developing 
countries due to perceived political and commercial risks. In short, Sida guarantees have been operating 
in not only a diffi cult but also quite competitive fi nancial market. As noted in the case material, DFIs 
have had a tendency to replace considered Sida guarantees as the fi nancial arrangements proceed. 
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Declining Swedish commercial interests’
Sida is mandated to provide guarantees only in the case there is a ‘Swedish interest’ in the underlying 
project. Although formally not restricted to projects with Swedish commercial interests involved, there 
seems to be an implicit bias towards such projects. Part of  the reason for this might be that Swedish 
companies have been active in pursuing fi nancial solutions with ‘aid money’ involved, hence have been 
active in pursuing the guarantee option. The period under review was one where major Swedish 
companies withdraw to some extent from the markets. For example, Skanska, a major player in infra-
structure projects, made a decision in the early 2000s to focus on a more narrow set of  ‘home coun-
tries’, excluding most LDCs. During the period Ericsson, another major player, went through diffi cult 
times with lower activities in these peripheral markets. Also ABB had its share of  internal problems 
during the period. As the number of  ‘Swedish companies’ involved in major infrastructure projects in 
developing countries, especially in Sub Sahara Africa, are very few, the declining interest by the leading 
enterprises have had a direct effect on the demand for Sida guarantees, especially if  these are seen 
linked to such Swedish commercial interests.

6.2 Inherent Lack of Sida Competitiveness

Slowness in Sida decision-making
A major complaint by the sponsors and/or participating banks in the projects reviewed is the prolonged 
decision making processes in Sida. In several cases this was a factor which made the sponsor turn to 
other fi nancial solutions. The time factor tends to be essential in commercial operations, and if  other 
fi nanciers are perceived to have shorter decision processes, they have a premium over Sida when there 
are choices. Sida’s extensive decision making process is related to the need to go through several phases 
of  clearances, and the requirements to provide additional information on, for example poverty impact, 
additionality, ecological consequences, etc., above what tend to be required by other partners, for 
example in their due diligence. It can be argued that Sida – as a development agency – must and 
should undertake such a careful screening process. However, there is a trade-off  in the sense that 
volumes will be smaller. Furthermore, it can be argued if  there are choices for the sponsors, the Sida 
guarantee is not additional. However, these choices tend to be between DFI lending and local lending, 
i.e. not comparable from a development perspective.

Organisationally ill-suited
A further reason for slowness in Sida’s decision making is that Sida is organisationally not well set up to 
process the guarantee projects, which in the overall picture a very small share of  the output of  the 
organisation. The guarantees require more of  a business culture, than a development assistance culture. 
While the staff  working on the guarantees tend to have the right business background, they operate in a 
system and structure which is (still) largely geared to government-to-government affairs where timing is 
often not a critical issue, and pro-active behaviour is rather a vice than a virtue.

Sida guarantees are expensive
In the few cases available where the cost of  Sida’s premiums can be compared to alternative solutions 
on the market, Sida’s guarantees tend to be expensive. This is due to the fact that they are mandated to 
be set at a risk-refl ecting principle by the advice of  EKN, an agency which should operate on sound 
commercial grounds. Hence, EKN tends to establish high premiums for high-risk countries, which are 
those where Sida guarantees generally have been considered. In fact, many of  the project countries are 
closed for EKN’s own business in terms of  long-term guarantees. The fi nancial alternatives for projects 
sponsors provided for example through DFIs seem often to be offered at lower rates. This might be due 
to the fact that these DFIs make a different judgement of  risk, but more likely, that there are various 
elements of  hidden or explicit subsidies in the services offered. In the case material, FINARCA in 
Nicaragua, is an example. According to the Sida staff  pursuing this guarantee, they found that the 
guarantee fee for the political risk for a ten year loan in the country ranged between 1% and 6%, the 
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cheaper fees offered by organisations like USAID (which has a guarantee programme similar to Sida), 
MIGA in the World Bank group and OPIC, while the 6% rate would have been Sida’s based on the 
assumed rate by EKN40. 

Limited promotion of the guarantees
Sida has not actively promoted its independent guarantees. These have been one of  many instruments 
by an organisation which increasingly is under administrative pressure of  ‘doing more for less.’ Due to 
the fact that guarantees is a specialised fi nancial service operating on a competitive market requiring a 
pro-active approach to take off. Furthermore, the guarantees, which are not subsidised, ‘compete 
internally in Sida, and in the recipient countries with other services by Sida which are either totally 
subsidised (grants) or heavily subsidised (concessionary credits, soft loans, etc.). Thus, the rather limited 
number of  projects should not come as a surprise. 

7. Conclusions and Recommendations

7.1 An Innovative, Pioneering Programme

As an overall conclusion, the Sida independent guarantee scheme must be considered a quite innovative 
private sector and fi nancial markets initiative. Furthermore, it is a programme which Sida initially was 
largely alone of  in the donor community. The programme has the potential to achieve several develop-
ment objectives at potentially very limited costs to Sida. Thus, the guarantees can:

• Enhance private capital fl ows for investments in infrastructure, especially in high-risk contexts, 
beyond what existing fi nancial markets are able or willing to provide;

• Trigger development and deepening of  local capital markets for longer term fi nancing, including the 
development of  new fi nancial instruments such as bonds; as such the guarantees can provide new 
investment opportunities especially for local institutional investors such as pension funds, insurance 
companies, etc.-

• Indirectly infl uence the institutional environment in developing countries in which private sector 
investments are taking place towards better regulations etc., better routines for capital market 
authorities, etc., leading to lower transaction costs in the economy. 

• Through a private-public partnership engage commercial fi nancial institutions, for example com-
mercial banks, in ventures they would not be themselves be involved in due to perceived risks. 

In short, the guarantees can to a high extent fulfi l the objective established for them by the govern-
ment, i.e. 

With in relative terms limited public funds and public sector risk-taking mobilise commercial resources which otherwise 
would not be available for projects which are prioritised from a development perspective.

But so far with mixed results
However, Sida’s implementation of  the independent guarantees provides a mixed picture. One the one 
hand, Sida has been able to put together a few projects which are innovative and pioneering, with 
potentially all the positive features indicated above. On the other hand, very few such projects have 
been launched over the 6 years trial period. Only two ‘real’ independent guarantees fulfi lling the 
intention and criteria behind them have been approved since 1999, and one borderline case. 

40 Sida: Reserapport Managua October 29, 2003
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Reasons for disappointing performance
There are a number of  reasons why Sida has not been able to approve more guarantees and not having 
more projects in the pipeline after six years. These are:

• The guarantees are complex operations, requiring specialised skills, quite long development 
periods and a time before the instrument becomes known in fi nancial markets;

• The market conditions – the early 2000s has overall not been a conducive time for private 
investments in infrastructure in developing countries after a boom in the mid 1990s; 

• Quasi government Development Finance Institutions provide often a strong competition for 
funding of  projects, often with more attractive conditions and prices than the (near) commercial 
options that the Sida guarantees in effect are;

• Sida has been re-active rather than pro-active in pursuing guarantees on the market, and is 
generally perceived to be slow in its decision making process.

Last but very important:

• Sida’s inherent poor ‘competitiveness’ in offering the guarantees. The conditions established by 
the government for the Sida guarantees, and which Sida has diligently pursued, basically tied the 
hands of  the organisation. I.e. those conditions stipulated that: 1) the guarantees should only be 
offered when there were no commercial options, i.e. Sida should be a last resort; and 2) there 
should be a risk-refl ecting price on Sida’s guarantees (set by the advice of  EKN). Thus, the 
number of  guarantees actually approved and in the pipeline might – given these conditionalities- 
rather be seen as an achievement, than as a refl ection of  poor performance. 

Sida has followed the instructions and policy guidelines.
A number of  conditions (besides those mentioned above) were stipulated by the government for the 
guarantees and elaborated by Sida in a Risk Policy. Sida has basically adhered to these conditions for all 
of  the ‘real’ projects pursued, hence no criticism can be raised in terms of  how Sida has managed the 
programme from this point of  view. Questions can, on the other hand, be raised of  the appropriateness 
of  some of  these policies and rules as further elaborated below.

7.2 Is the Guarantee Instrument Cohernt with Sida’s PSD Policy?

The independent guarantees can be defi ned as a direct intervention at the market place by a donor. 
As such it has in-built problems of  potential market distortions. Furthermore, such micro interventions 
could be considered a sub-optimal use of  a donor agency’s resources as compared to interventions 
addressing institutional bottlenecks. A conclusion in this study is 1) the distortions are mainly a theoreti-
cal and not a practical issue; and 2) as private-public partnership ventures, the guarantees can provide 
structural changes in institutions sometimes more effectively than more conventional grant-based aid.

First, the market distorting effects of  the guarantees are basically theoretical only. Either the fi nancial 
markets are already heavily distorted, or they are non existent, so the Sida guarantees rather functions 
by reducing distortions than add to them. Second, by engaging private sector operators in pioneering 
infrastructure projects and capital market operations, these projects and the private sector operators can 
in fact become strong change agents in the development and adaptation of  institutional behaviour and 
rules. There are clear positive demonstration effects of  such hands-on-support. Furthermore, the donor 
involvement comes at low or no cost, i.e., it reduces the risk of  the ‘perverted’ incentives and morale 
hazards inherent in grants and in heavily subsidised credits. In summary, guarantees is a diffi cult 
instrument to administer and undertake, but it can add unique elements to development assistance. 
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7.3 Make Guarantees a Permanent Feature of 
Swedish Development Assistance

In spite of  the meagre results in terms of  volume of  projects so far, it is recommended that independent 
guarantees are made a permanent feature of  Swedish development assistance. However, such a pro-
gramme should be considerably reformed as compared to the current approach. Such a reform should 
in particular have as an aim expansion of  the volume of  guarantees in order to give them a critical 
mass. Without such an expansion it is doubtful if  the guarantee instrument should be pursued. 
Furthermore, the organisation of  the guarantees is a critical issue to tackle.

7.4 Recommended Policy and Practices for the Guarantees

The changes recommended of  the current policy and practices are given below:

Redefine ‘Swedish interests’
The concept of  ‘Swedish interest’ should be limited to interest from a development assistance perspec-
tive, hence independent on any Swedish commercial interests. The current mixture of  Swedish com-
mercial interest and developmental objectives are unfortunate. The guarantees should be pursued as a 
developmental tool, with clear development objective, not as a hybrid form with Swedish export or 
investment promotion. Development interest should be interpreted broadly, including also the interest 
to build a portfolio and learning through being involved in an innovative commercial project also in 
developing countries normally not part of  Sida’s co-operation. 

Allow flexible pricing 
There should be a more fl exible pricing approach of  the guarantees, allowing higher risk-taking (and 
lower premiums) when there are clear developmental effects at hand, and especially when structural 
changes of  infrastructure and/or local fi nancial markets are likely to take place. The concept of  positive 
externalities can be applied: when an underlying project has such externalities, the guarantee might be 
priced to refl ect the value of  these. Often private companies undertaking pioneering projects in high 
risk environments have to bear a number of, often unexpected transaction costs, for example in respect 
of  infl exible regulations, poorly experienced institutions, etc. As such, the enterprises undertake a 
number of  development efforts for which there tend to be no reward. Swedish development assistance 
should be prepared to share such costs and risks through the pricing of  its guarantee premiums. 

Avoiding market distortions
There is an in-built risk with guarantees provided at less than risk-refl ecting or commercial prices. 
The implicit subsidy element can create market distortions, off-setting the value of  the guarantee. 
Therefore, in cases when pricing is less than risk-based, the potential market distortions must be care-
fully assessed, and placed in the context of  the prevailing market in the specifi c project or business 
transaction. In most cases, such an assessment is likely to lead to the conclusion that there already exist 
distortions, hence the Sida guarantee might as a net effect have a positive impact also in this respect. 
This must, however, be tried in each case. 

Broaden the concept of project
Currently the policy stipulates that the guarantees only can be provided for commercially sound 
projects. While commercially sound is essential to maintain, the concept of  project can be given a wider 
interpretation. In the current project portfolio the guarantee of  a credit lines to micro credit organisa-
tions is a good example. 
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Be flexible in country contexts
There should be no need for specifi c mentioning of  guarantees in country strategies, unless each 
strategy has a blanket statement that it is a legitimate and desired instrument. The argument is that 
guarantees can generally be considered a superior instrument to heavily subsidised credits, that no 
specifi c guideline to apply them is needed. 

More streamlined processing
The guarantees as pursued so far go through a rigorous decision and processing in Sida, with detailed 
requirements of  poverty impact, environmental impact, gender impact, etc., generally requiring the 
client or its arranging bank to come up with such proof, and sometimes demand on the client to make 
the projects ‘more’ poverty focused, more gender sensitive, etc. Such an approach tend to be counter-
productive in most cases: 1) as these fi nancial packages are complex and involve a number of  parties, 
Sida is perceived as diffi cult, slow and cumbersome, and the ‘proof  provided tends to be window-
dressing anyway. The projects can largely be judged in the potential poverty impact and gender impact 
on its own merit and in generic sense, than specifi c requests or studies. The ecological dimensions are 
always assessed by the due diligence. Therefore the guarantees should be pursued in partnership with 
the other fi nancing organisations (which overall have similar concerns as Sida) as a general due dili-
gence process. 

Pro-active marketing of guarantees
A more pro-active marketing of  the guarantee instrument within the fi nancial community is essential to 
reach a critical mass of  projects. The guarantees must be widely known in the context of  fi nancial 
structures of  projects in developing countries and emerging economies, and Sida be able to rapidly 
respond to requests and proposals. Commercial banks involved in arranging fi nancing of  complex 
projects is an important target group. Swedish embassies in partner countries need to be fully familiar 
with the instrument in order to propose such solutions in upcoming tenders, BOT projects, etc. 

Assure confidentiality
Sida, as a public authority, cannot easily make reports, papers etc. confi dential according to Swedish 
law. Guarantees, however, are almost always dealing with sensitive business issues, and clients assume 
that Sida treats such material confi dential. To what extent this in reality can be done is an issue. 
Most (foreign) business partners are unaware of  this principle, hence assume that confi dential material 
will be treated as such by Sida. Should, however, a competitor, or a news person, pursue the matter, and 
such assumed confi dential material leak, Sida would suffer a considerable loss of  faith.

Assure swift decision making
The current set up in decision making is not conducive for the guarantees. Guarantees are treated as 
other project ideas, and the decision making tend to be cumbersome as it not only involves the organi-
sation itself, but also EKN as an advisor on the risk premium. Thus, there are a number of  a decision 
steps within Sida before which a client have an idea whether Sida is interested and under which condi-
tions, especially the price of  the guarantee. If  the guarantee is above MSEK 100, this is further compli-
cated by the fi nal decision making by the Swedish government. In order for Sida to be considered a 
partner in these transactions, the organisation should be able to provide a more rapid indicative answer 
when approached, indicating the premium level, from which the arrangement of  the fi nancing can 
proceed. 

Create close links to institutional development
Furthermore, it is important that the guarantee instrument is not carried out in isolation. These projects 
tend to be practical cases for application of  regulations, laws and institutions in Sida’s partner countries, 
both in the sector the projects take place in, and in the local capital markets. As such they are often 
cases for learning: of  what works, what does not work. As such they can provide excellent inputs into 
Sida’s other work, for example in private sector development, in capital market development, etc. 
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7.5 Finding a Suitable Organisational Set-up

The guarantee instrument requires some specifi c organisational dimensions. First, it is a specialised 
fi nancial technical instrument requiring staff  with specialised capital market competence. Second, there 
must be continuity in the organisation as the guarantees are provided over long periods of  time. 
While the supervision of  the guarantees can be made fairly simple, requiring limited input, continuity is 
essential in cases of  default of  the projects. Third, there is a need of  strong commercial legal compe-
tence as the agreements tend to be complex and, furthermore, can potentially be costly. Fourth, there 
must a ‘business climate’ surrounding the guarantees allowing rapid decision making, fl exibility in 
approach, etc. In many ways Sida is far from an optimal set up to administer the guarantees.

7.6 Resolve the Co-ordination or Co-operation with GuarantCo

A critical issue is how the independent guarantees are linked to, fusioned with, or provided parallel to 
those of  GuarantCo. This issue is beyond the scope of  this report, but it is, nevertheless essential to 
resolve before a decision is taken to make the guarantee scheme permanent.
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Appendix 1. Terms Of Reference

Mål

Resultatet av uppdraget bildar underlag för förestående översyn as Sidas fristående garantier. 
Resultatet skall påvisa huruvida beslutade garantier uppfyll/t/er de kriterier som fastställts av regerin-
gen och orsak/er till att fl er garantier inte kommit till stånd under försöksperioden (mars 1999–2005).

Metodik

Utvärderingen fokuseras på följande fem kriterier:

• Additionalitet – i vilken utsträckning var Sidas engagemang avgörande för att dessa affärer/investerin-
gar kom till stånd? Hade de skett även utan Sidas medverkan? Om Sida inte har någon additional-
itet, kan insatsen som bistånd betraktat anses meningslös. Additionalitet är således en förutsättning, 
men inte tillräckligt villkor för meningsfullt bistånd rent generellt. 

• Utvecklingseffekt: två former – 

• vad som skett/sannolikt kommer att ske, i det specifi ka fallet, dvs. vad har investeringen/affären 
lett till/kommer sannolikt att leda till: 

• har projektet haft (kommer det sannolikt att ha) några strukturella effekter. Vad som ibland kallas 
demonstrationseffekt. Detta kan handla om förändringar i den lokala kapitalmarknaden; om 
förändring av riskbedömning av de kommersiella aktöreren på grund av ökad information, etc. 
Detta kan betraktas som positiva externaliteter och är/bör vara avgörande för motivering av 
bistånd i kommersiella projekt.

• Pro-poor dimensionen: I vilken grad är direkta eller indirekta effekter eller förväntade effekter ’pro-
poor’, i meningen att fattiga direkt eller indirekt gagnas (eller inte gagnas) av investeringarna?

• Eventuella marknadssnedvridningar (distortions) – har Sidas insats i någon mening påverkat marknaden; 
eller sannolikt kommer att påverka marknaden, i mening snedvridning av konkurrens, eller ”crowd-
ing out” av rent kommersiella transaktioner? Dessa typer av effekter, som ju tyvärr är vanliga vid 
bistånd mot marknader måste tas med i slutkalkylen.

• Sidas och garantitagarens kostnad, dvs. den förväntade kostnaden i slutändan. 

Dessa fem faktorer bör ligga till grund för en övergripande bedömning av Sidas engagemang eller icke-
engagemang och en grov bedömning av förväntad kostnadseffektivitet, respektive fattigdomseffekt. 
Utvärderingen skall gälla: 1) pågående projekt; 2) pipeline projekt och 3) avslagna projekt, och bedömas 
utifrån samma kriterier enligt följande:

Pågående Pipeline Avslagna
Additionalitet Vad hade skett om Sida inte 

medverkat?
Vad skulle ske om Sida 
avstår?

Vad skulle ha skett om Sida 
medverkat?

Utvecklingseffekt 1) 
Specifika fallet 2) 
Externaliteter

Vad har hänt/vad kommer att 
hända?

Vilka effekter förväntas? Vad har hänt? Vad skulle ha hänt 
om Sida varit med?

Pro-poor? Vilken effekt för de fattiga har 
skett, kan förväntas ske, om 
någon?

Vilken effekt för de fattiga 
kan förväntas ske, om 
någon?

Vad skulle pro-poor effekten ha 
blivit om projekten genomförts?
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Market distortions Har Sidas medverkan påverkat 
den kommersiella situationen?

Kommer Sidas medverkan 
påverka den kommersiella 
situationen?

Skulle Sidas medverkan ha 
påverkat den kommersiella 
situationen?

Kostnad Beräknad kostnad för Sida och 
garantitagaren vid avslut

Beräknad kostnad för Sida 
och garantitagaren vid avslut

Vad skulle projektet sannolikt ha 
kostat?

Bedömning Grad av kostnadseffektivitet Grad av kostnadseffektivitet Var beslutet korrekt att avstå?

Metod:

Större delen av arbetet bör kunna utföras hemmavid med telefonkontakt/intervjuer, e-mail korre-
spondens och s.k. ”desk studies”. Dock är en resa till Uganda nödvändigt i och med att en av garanti-
erna (MTN-garantin) i det närmaste är slutförd och således garantins fattigdomseffekt bäst kan utrönas. 

2005-02-09
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Appendix 2. People Interviewed 

Stockholm

AB SEK Eva Olsson

DevFin

Sven Öhlund

EKN Johan Sahlén

GuarantCo Stefan Jansson

Sida Elisabeth Ekelund

Jan Engström

Rolf Eriksson

Jan Esséen

Roger Garman

Jan Grafström

Klas Markensten

Mikael Söderbäck

Swedfund Lena Alegerin

Kurt Karlsson

Swedtel Johan Alsén

Johanna Magnusson

Colombo

Swedish Embassy Kulasabanathan Romeshun

Franfurt

KfW Monica Beck

Johannesburg

Rand Merchant Bank Johan Greyline

Kampala

Bank of Uganda Wasswa Kajubi

MTN, Uganda Mike Blackburn

James Olume

Stanbic Bank Anne Aliker

Swedish Embassy Maria Selin

Erik Ström

Uganda Communication 
Commission

Patrik Mwesinga

Uganda Security Exchange Simon Rutega

London

Citi Group Anders Henckel

Standard Bank Henric Thörnberg

Maputo

Skanska/MPDC Mikael Löf, Maputo

Nicaragua

Swedish Embassy Sara Martines 
Bergström

Oman

Swedtel Eric von Essen
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World Bank Suman Babbar

USAID

Skanska Arne Förstedt
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