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Abstract 

 
Nordic Development Finance Institutions (DFIs) play an important role in providing sustainable 
development for Africa which accordance with their mandates.  By investing in private equity 
Funds in Africa, investee companies have covered various sectors in Africa which may not only 
improve economic development but also increase employment. Additionally, investing in a Fund 
can spread risk through diversifications and help DFIs to share knowledge with Fund manager in 
local presence.  
 
This study analyzes the management control systems (MCS) of DFIs’ investing in private equity 
Funds, wherein we mainly focus on output control and behavior control which are two types of 
control widely discussed in previous research and literature. Hereby we set three hypotheses based 
on our research and get findings to support the research questions, which are: 

1. DFIs use output control mechanism with contractual framework to secure their 
investment.  

Output control sets standards as to targets. It plays a fundamental role in the control process, as the 
contractual framework is short of standardized in private equity industry and Fund managers are 
selected strictly during screening process. 
 
2. DFIs use behavior control to interact with Fund managers. 

Behavior control means appropriate instruction and guidelines imposed as results become 
foreseeable during the monitoring process. It becomes a central element where DFIs have to 
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interact with Fund managers to track the investment progress & development effect, including 
investment decision making. 

 
3. DFIs’ syndicated investment affects their control activities. 

Nordic DFIs’ investment strategy is making co-investment in Funds. When more parties are 
involved, the monitoring and control process become different compared with only one investor 
and it is affected by syndicated investment. While we did not deeply explore the control 
mechanism and process under syndication investment by either quantitative & qualitative method 
or case studying approach, we conclude that it does exist based on communication with 
interviewees. 
 
The word “Control” looks like a bureaucratic word. However, we found that Alignment is essential 
in control process for each partners while behavior control helps to assure the alignment. We think 
that control process become less difficult when previous strict selection of trust partner is 
successful. We suggest that the alignment between DFIs and other investors as well as Funds 
should be strengthened in the control process, so that investment objectives can be well realized. 
 
Besides Nordic DFIs, Africa also benefits from others such as China’s “going global” strategy to 
encourage outward FDI. China-Africa Development Fund (CADFund) is the first Fund focused 
specially on large scale investment in Africa among Private Equity Funds in China. China 
Development Bank (CDB) is the shareholder of CADFund, who provide resources and support to 
CADFund. By briefly comparing Nordic DFIs and CADFund, we found they use similar 
investment instruments and also similar strategies, such as investment in less developed countries 
in Africa to improve economic conditions, support home companies investing in Africa etc. 
Including an analysis on CAD as well as the comparison with Nordic DFIs not only strengthen the 
understanding of DFIs’ activities in Africa, but also clarify the different investment characteristics 
of Western and Eastern investors in Africa. We also suggest that Nordic DFIs and CADFund can 
share experience and knowledge to promote sustainable development for Africa. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Keywords:  FDI, DFI, Limited Partnership, Control, Monitor, Private Equity, Development Effect 
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Sammanfattning 
  
Nordic Development Finance Institutions (DFIs) spelar en viktig roll för att skapa en hållbar 
utveckling för Afrika i linje med dess mandat. Genom att investera i private Equity-fonder i Afrika 
har investeringsföretagen täckt olika sektorer i Afrika, något som inte bara kan förbättra den 
ekonomiska utvecklingen, utan även öka sysselsättningen. Dessutom kan investering i fonder 
sprida risker genom diversifiering och hjälpa instituten för DFI att sprida kunskaper från 
fondförvaltare på lokal närvaro. 
  
Denna studie analyserar ledningskontrollsystemet för DFIs’ investeringar i private Equity-fonder 
och vi fokuserar främst på produktions- och beteendekontroll, Dessa är de två typer av styrning 
som allmänt diskuteras i tidigare forskning och litteratur. Härmed ställer vi upp följande tre 
hypoteser som är baserade på relevant forskning och slutsats för att stödja nedslående hypoteserna: 
  
1. DFIs använder en produktionskontrollmekanism med avtalsram för att säkerställa sina 
investeringar. 

Produktionskontroll-mekanismen är en metod som sätter standard enligt målet. Denna metod 
fungerar som den mest grundläggande i kontrollprocessen, eftersom avtalsramarna redan är 
standardiserade i privata Equity-fonder och fondförvaltaren är omsorsgsfullt valda i den initiala 
urvalsprocessen. 
 
2. DFIs använder kontroll av beteende för att interagera med fondförvaltare. 

Beteendekontroll används beroende på utfall av investesteringen, och i denna kontrollprocess 
verkställs lämpliga instruktioner och riktlinjer efter resultat. DFI och fondförvaltaren samarbetar 
här för att följa investeringsprocessen och utvecklingseffekten, däribland också att fatta 
investeringsbeslut. 
 
3. DFIs' saminvesteringar i fonder kommer att påverka dess kontrollverksamhet. 

DFI investeringsstrategier är att göra saminvesteringar i fonder. När flera partier är inblandade blir 
spårande- och kontrollprocessen annorlunda jämfört med endast en investerare och detta är 
påverkad av sammarbetsinvesteringar. Även om vi inte gjorde en djup undersökning av 
kontrollmekanism och processen under sammarbetsinvestering gällande kvantitativ och kvalitativ 
metoder eller fältstudier. Men vi sammanfattar detta att det existerar via kommunikation med 
intervjuer i föreliggande studie kan vi sammanfattningsvis slå fast att styrningen via fonder 
påverkas av att en DFI inte ensamt investerar i en fond. 
 
Ordet "kontroll" (på svenska snarare ”styrning”) kan låta byråkratiskt, men vi kommer fram till att 
kontrollprocessen huvudsakligen sker i samförstånd för varje part, medan beteendekontroll 
underlättar samförståndet. Vi tror att kontrollprocessen blir mindre komplicerad när val av 
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godtrogna parter lyckas. Vi föreslår ett utökat samarbete mellan DFIs och andra investerare och 
fonder under kontrollprocessen, så att investeringsmålen kan uppnås.  
 
 
Förutom investeringar från nordiska DFIer drar Afrika också fördel av andra initiativ, såsom Kinas 
"going global"-strategi för att uppmuntra direkta utlandsinvesteringar. Den Kinesisk-Afrikanska 
Utvecklingsfonden (CADFund) är den första fonden som fokuserar speciellt på strategiska 
investeringar, med det största antalet private Equity-fonder i Kina, medan Kinesiska 
utvecklingsbanken (CDB) är aktieägare till CADFund, och förser fonden med resurser och stöd . 
Genom en kort jämförelse av Nordic DFIs och CADfund fann vi att liknande 
investeringsinstrument med samma strategi används, såsom investering i mindre utvecklade länder 
i Afrika för att förbättra de ekonomiska villkoren, hjälpa företag från respektive hemland att 
investera i Afrika etc. Detta kan också stärka förståelsen för DFIs verksamhet i Afrika. Vi har valt 
att även analysera CADFund samt göra en  jämförelse med de nordiska DFIs, vilket inte bara 
stärkkt vår förståelse av DFIernas aktiviteter i Afrika, men också hjälpt till att förstå och klargöra 
skillnader mellan investerare från väst respektive öst när det gäller investeringar i Afrika. Vi 
föreslår även att nordiska DFIs och CADfond kan dela erfarenhet och kunskap för främjande av 
den hållbara utvecklingen i Afrika.  
  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Nyckelord: direkta utlandsinvesteringar, DFI, FDI, kommanditbolag, kontroll, övervaka, private 
"Equity", utvecklingseffekt 
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摘  要 

 

    北欧发展金融组织构成了为非洲提供可持续发展的重要组成部分，这也符合其运作的使命。通过投资在

非洲的私募股权基金，受资公司覆盖非洲的各行业，这不仅促进了当地经济的发展，而且也增加了就业机

会。与此同时，投资于基金能够分散风险，并且北欧金融组织能够和当地的基金经理分享投资经验与知识。 
  
    本文分析了北欧发展金融组织投资私募股权基金采用的管理控制流程，我们重点研究产出控制和行为控

制，这两种控制方法在以前的研究和文献中也被广泛提及。同时我们基于相关理论提出三种假设并得出结论

来支持研究问题，它们是： 

 
1.北欧发展金融组织采用产出控制方法及一系列合同及框架条款来保证他们的投资. 
   产出控制指的是一种根据目标设立标准的控制方法，它在控制控制中起着基础性的作用，因为合同条在

这个行业已经基本标准化，而且它们在筛选基金经理时有严格的条件。 
   
2.北欧发展金融组织采用行为控制方法来影响制约基金经理。 
    行为控制指当结果可以预知时，在控制过程中采用适当的规范和准则.当北欧发展金融组织与基金经理互

动来跟踪投资进展，发展效应，以及做投资决定时，它就变得至关重要。 

  
3.北欧发展金融组织的联合投资将会影响到他们的控制行为。 
     北欧发展金融组织的投资策略是与其他组织共同投资于基金。当多方参与时，跟踪和控制流程就与只有一

个投资者参与时不一样，而且其受联合投资的影响。虽然我们没有用定性和定量的方法甚至案例来深入研究

在联合投资下的控制机制和流程，但是根据多方面的采访我们认为这个影响确实存在。 
  
  “控制”一词虽然听起来官僚，但是我们发现在控制流程中各方的精诚合作至关重要，同时行为控制也能

加强这种合作。在这种情况下，我们认为在前期选择好合作伙伴后控制流程就变得相对简单。我们的建议是

北欧发展金融组织和其他投资者以及其与基金的合作应该加强，从而实现更好的投资目标。 
  
    除了北欧发展金融组织外，非洲也受益于中国的“走出去”对外投资战略。中非发展基金是第一只也是

中国最大的专注于非洲投资的私募股权基金。国家开发银行（国开行）是中非发展基金的股东,它可以为该

基金提供项目资源与支持。通过对北欧发展金融组织和中非发展基金的简单对比，我们发现他们采用类似的

投资工具和策略, 比如投资于非洲的不发达国家来改变当地的经济状况,支持本国企业在非洲投资等.这也将

加强读者对北欧发展金融组织在非洲的认识。我们同时也建议北欧发展金融组织和中非发展基金之间能交流

投资经验和知识来更好地推动非洲的可持续发展。 
  
  
   
  
  
 

 

 

 

 

 

关键词: 对外直接投资,发展金融组织,有限合伙人关系,控制,跟踪,私募股权,发展效应 
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Abbreviations and Terminology   
 

CDC: Commonwealth Development Corporation                

 

CSR: Corporate Social Responsibility   

 

CADFund: China-Africa Development Fund                 

 

DFI: Development Finance Institution              

 

EDFI: European Development Finance Institutions       

 

EFP: European Financing Partners 

 

ESG: Environmental, Social and Governance matters  

 

FDI: Foreign Direct Investment 

 

FII:  Foreign Indirect Investment   

 

IFC: International Finance Corporation    

 

GP: General Partner                                    

 

LP: Limited Partner                                  

 

GDP: Gross Domestic Product        

 

GNI: Gross National Income                         

 

GNP: Gross National Product    

 

LDC: Least Developed Countries             

 

MDG: Millennium Development Goals 

 

ODI: Outward Foreign Direct Investment    

 

SME: Small and Medium Enterprises                            

 

UK’s development finance institutions  

How companies manage business processes to produce an overall 
positive impact on society 

First Chinese fund focused specially on investing to Africa 

Risk capital investment funds represent government to invest in 
sustainable and profitable businesses in less developing countries    
 
 
Association of 15 bilateral institutions operating in developing and 
reforming economics 
  

which a scheme between European banks and EDFIs 
 
 
Another term for Corporate Social Responsibility 
 
 
A type of investment that involves the injection of foreign funds into an 
enterprise that operates in different country of origin from the investor 

 
Portfolio investment and asset transfer without the retention of control 
 
 
A member of the World Bank Group 
 
 

A partner in a business who has unlimited liability 

 

A partner in a business who has limited liability 
 
 
The market value of all final goods and services produced in a country 
in a given period 
 
 
The value of all products and services generated within a country in one 
year and its net income received from other countries 
 
 
The value of all products and produced in one year by labor and 
property supplied by the residents of a country 
 

The lowest indicators of socioeconomic development, with the lowest 
human development index ratings of all countries in the world 
 
 
Eight international development goals to be achieved by  2015 
 

Domestic firm expands its operations to a foreign country 

Smaller companies whose headcount or turnover falls below certain 
limits 
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1. Introduction 

1.1 Background 
Africa accomplished relatively high GDP growth rates in the first decade of the 21st Century, 
significantly culminating in a continent-wide average gross domestic product growth rate of  6.1 
percent in 2007 (World Bank, 2011). The rapid growth is inevitably related to the increased 
investment behaviors from Foreign Direct Investment (FDI) and national investment as well as 
other capital inflows (economic report on Africa, 2010). Negative impacts, in particular, 
employment, have been caused by global financial and economic crisis in 2008. Even so, the 
continent seems continuously attractive to all sorts of capital (World Investment Report, 2009) and 
may not only release stress from the financial crisis, but also lay a foundation for sustainable 
economic development, which can be considered as a way of reducing poverty (Africa Pulse, 
2010). 
 
By purchasing shares of existing firms or developing new firms, foreign direct investment (FDI)1, 
which is considered to be beneficial to both recipient countries and foreign investors (Dunning, 
1992), is regarded as an outstanding stimulus to Africa’s economic growth. Aid and FDI flows to 
Africa have complementary effects. It is argued that aid to Africa is likely to attract greater FDI 
inflows, which will lead to combined impacts (MU Karakaplan, 2005). Furthermore, the Private 
Sector FDI from both internal and external Africa is also growing. Besides Aid and Private Sector, 
Development Banks2 are also important factors for poverty reduction in the way of providing 
financing & technical assistance in Africa, building partnerships with public private sectors.  
 
Most industrialized countries have put into operation their Development Finance Institutions 
(DFIs)3 as vehicles to address the financing challenges and risk mitigation needs of foreign direct 
investment projects in emerging economies (Lucien Bradet, 2001). DFIs are supplementary among 
Aid4 and Development Banks. The rationale of DFI business model is to be “additional”( going 
where other investors will not) and “catalytic” (paving the way for others to follow) (Dalberg, 
2009). DFI investment domains mainly focus on SME, agribusiness, financial services, energy, 

                                                 
1 Foreign direct investment (FDI) means transferring both tangible and intangible assets from home country to host country. 
Besides physical capital, FDI embodies a bundle of potentially growth-enhancing attributes, including technology, managerial 
know-how, and access to global distribution networks (Dunning, 1992). 
2 Development Banks: The World Bank group and regional development banks such as the African Development Bank are typical 
developments banks 
 
3 Development Finance Institutions (DFIs) are risk capital investment funds represent government to invest in sustainable and 
profitable businesses in less developing countries (Dalberg, 2011) like East Asia, Latin-America, Africa etc. The DFIs invest in 
private sector companies and projects with the aim of generating development impact while at the same time delivering a financial 
return. They invest in projects or private sectors which are not easy to get funding from other financial institutions. With the goal of 
development effect, the investment regions are typically in less developing countries and emerging markets. DFIs also seek to 
promote responsible corporate governance and to uphold social and environmental standards in the projects in which they are 
involved (Dalberg, 2011). 
4 Aid: Donations provided to public and civil society partners through bilateral and multilateral assistance programmes  (Dalberg,   
2011). 
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telecommunication and infrastructures etc., which are under-capitalized or under-served in 
developing or less developed countries. By co-investing with partners from Nordic private sectors 
or other financial institutions, they form a union of expertise and technically advanced team to 
decentralize the risk, share knowledge and accelerate domestic companies for better performance 
in host countries.                                                                                       
 
Each of the Nordic countries has its own DFI: FinnFund (Finland), IFU (Denmark), NorFund 
(Norway) and SwedFund (Sweden) (Dalberg, 2009). They constitute an important component, 
which is capable of providing sustainable development for less developed countries that apply for 
their mandates. Private equity funds have accounted for an outstanding proportion in these Nordic 
DFIs’ portfolios, as a result, the investee companies have covered various sectors in Africa, which 
not only boosts the economic development, but also increases the employment. Analyzing the 
controlling mechanism of DFIs’ investment in private equity fund aims to see how DFIs invest in 
fund, how they achieve their development effects in Africa, and give a glimpse of DFIs’ activities 
in Africa to reduce poverty.  
 

Figure 1. Various actors involved to reduce poverty in Africa                  
 

                   
            
In addition to Europe, Africa is also benefiting from China’s strategy of “going global” to 
encourage outward FDI, China is one of the major (developing economy) investors in Africa, with 
annual average FDI inflows of 2528 million USD between 2006 and 2008 (UN, 2010). Chinese 
investment in Africa, especially China-Africa Development Fund (CADFund), may be of interest 
for readers, and comparative analysis between Nordic DFIs and CADFund, which will strengthen 
the understanding of DFIs in Africa. 
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1.2 Research Questions 
Previous research primarily focuses on Venture Capital and FDI, FII, and limited partnership, but 
rarely aims to explore the controlling mechanism of DFI, namely, the limited partner to monitor 
and control Fund investment. Our research question is then put forward and will address this gap:  
   
Research Question:   
 
How does Nordic Development Finance Institutions (DFIs) monitor and control fund 
investments in Africa? 
 
 

Figure2. Research Question 
      
                             
 
 
 
 
 
                                                                     Explore Control Mechanism 
 
 
 
 

1.3 Aim and purpose of the study 
Our thesis researches how Nordic DFIs monitor and control fund managers’ investments in Africa 
by means of testing hypothesis through interviews and questionnaires with Nordic DFIs and Fund 
they invested in. Therefore, the management control system adopted by DFIs to monitor and 
control Fund, including factors which affect the controlling process, is explored and evaluated.  
 
By answering the research question, scholars try to understand and describe control mechanisms 
which enable DFIs to achieve profitable and sustainable development in Africa. Furthermore, this 
gives readers a sight of DFIs’ activities in Africa to address poverty. In order to strengthen the 
impression of DFIs, the authors briefly introduce Chinese investment in Africa in Chinese 
perspective, and try to give readers a clear picture of DFIs’ investment in Africa. 

1.4 Methodology 
A scientific method of problem solving the research should start with the construction of 
hypotheses from casual observations and background knowledge (inductive reasoning) with the 
purpose of realizing consequences or implications of hypotheses (deductive reasoning), followed 
by testing of the implications and confirmation or rejection of the hypotheses (Yadav & 
Menon,1981). Based on previous researches and a literature review, three hypotheses that can 
answer the research question are hereby raised in the article. Then it is necessary to collect reliable 
data to test these hypotheses. Analyzing process of the thesis is described as follows: 

Limited 
Partner 

Nordic 
DFIs 

Venture 
Capital 

Portfolio 
Company 
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Figure 3.  Analysis Process 
                                          
 
 
 
 
 
Descriptive Research Methodology 
 
The descriptive research has been chosen as our main methodology in this research. Descriptive 
research involves gathering data that describe events and then organizing, tabulating, depicting, 
and describing the data collection (Glass & Hopkins, 1984). The method aims to find out "what 
is," so observational and survey methods are frequently used to collect descriptive data (Borg & 
Gall, 1989). The authors will mainly concentrate on the cross-sectional design, in the standard 
cross-sectional design, data are collected at one point of time and the groups based on existing 
difference rather than random allocation (De Vaus, D.A, 2001). The sample survey method, which 
focuses on representative companies, has been chosen. 
 

Figure 4.  Descriptive Research 
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• Longitudinal  
• Delphi  technology 

 

      Identify 
     Research 

 

  Formulate
     Hypothesis
 

Collecting 
relevant 

information

Analyze and 
Test 

Hypotheses 

Drawing  
Conclusion
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Due to limited time and difficulty in getting data by questionnaire, people have to gather more 
specific information to formulate hypotheses. So they conducted several face-to-face interviews 
with DFIs. This is in accordance with Mason’s argument that tackle the questions from a different 
angle or in greater depth, etc (Mason,2002) 
 
 

Figure 5.    Interviews taken with DFIs and Fund manager 
 
 Position Location Time 

IFU Senior investment manager Copenhagen 2011-4-13 

NorFund Head of department, Financial 
institutions and SME Funds. 

Senior investment 
manager, Oslo 2011-4-29 

AfriCap  CEO  South Africa(Tel) 2011-5-17 

SwedFund Director, Strategy Development Stockholm 2011-7-15 

 
 
Each exploratory face-to-face interview with IFU in Copenhagen and NorFund in Oslo lasted for 
more than one hour, wherein IFU senior investment manager, NorFund investment director and 
senior investment manager gave us detailed and valuable information with first-hand evidence to 
support our hypothesis, including: their investment processes, interaction approaches, 
documentation requirements, factors that are (or not) of their main concerns, what’s the difference 
among DFIs’ activities and strategies etc. Besides, last interview taken place in SwedFund 
provided us with important clarifications and valuable suggestions. 
 
Mason  mentioned that “it is important to remember that tape-recording or video-recording usually 
represents a very large commitment of time and resource” in her book with the name of qualitative 
researching in 2002, so the interview content was recorded for the purpose of avoiding important 
information loss after coming back to Stockholm, which was permitted by each interviewee. Part 
of the interview content is attached in Appendix. Afterwards, questionnaire to fund managers 
which DFIs invested were mailed. Through this way, people would like to get complementary 
information from different roles in the controlling process. People expected to confirm and 
examine the issue from symmetry of information at an objective level to deeply explore the control 
mechanisms, not only within the research scope but also outside the scope, so as to make the 
evidences more persuasive. After completing the thesis, our research result is sent to each DFI for 
double confirmation to make the research more accurate. 

Finally, in order to give perspective and role of Nordic DFIs investment through fund in Africa, 
the authors introduce Chinese FDI in Africa, especially CADFund, which is first Chinese PE Fund 
and only makes investment in Africa for comparing; the authors intend to enhance the 
understanding of differences between eastern and western foreign investment institutions. 
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1.5 Limitations 
Because of time limitations, the authors were only able to directly interview three DFIs (SwedFund, 
NorFund and IFU) out of four. However, we tried to get certain feedbacks from each Nordic DFI 
after finishing the final draft and confirming important points to make sure the analysis is practical 
and objective. 
 
The concept of control in the area of venture capital industry seems to be broad; it is hard to find 
deep information from interviews. As a result, for the analyzing part, the authors have concentrated 
on testing the hypothesis that were set up, since the contract framework includes not only 
management fee, carried interest, hurdle rate, but also other important things, which results in the 
limitation of  information that has been gotten , the authors just focus on the scope he/she can 
handle. 
 
Gathering quantitative data to evaluate the control mechanisms has also posed problems. Due to 
lack of financial support and limitation of validity period of visa staying out of China, the authors 
have not been able to interview fund managers and their portfolio companies in Africa. Some 
further information about this aspect is given in the report, but is deemed insufficient for the 
research.  

1.6 Outline of the thesis 
In Chapter 2, previous study regarding economic, overall investment environment and situations in 
Africa will be discussed. Chapter 3 continues to introduce the overview about the Nordic DFIs, 
especially that it highlights the investment in Africa through funds. 
 
After reviewing relevance theories and documents, Chapter 4 sets up three hypotheses about 
control process based on research questions, which is followed by testing and analyzing 
hypotheses and drawing the summary. The article tries to give readers a clearly understanding of 
how DFIs monitor and control funds in Africa. 
 
Since Africa is the carrier of our studying on DFIs, a description of FDI and quasi-DFI in Africa 
will be presented in Chapter 5 in the perspective of China. Writing Chinese investment in Africa 
may seem to be interesting for readers in the way that it aims to give readers a basic picture of 
investors there. 
 
And finally, conclusions of findings are drawn in Chapter 6. Suggestions for these four DFIs and 
future research are concluded. 
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2. Introduction to Sub-Saharan Africa Economics 
 
Sub-Saharan Africa (SSA) is one of the poorest regions in the world, which suffers from the 
effects of economic mismanagement, internal corruption and (inter) ethnic conflict. The region, 
which contains many least developed countries in the world (DFID, 2007a) and also marks the 
major investment target for a variety of foreign institutions in Africa. That’s the reason why it is 
selected by the report as the analysis objective. The economic development and the investment 
inflows have been described as follows. 

2.1 The Growth rate recovered growth trend 
During 2000-2008, a rapid increase of growth rate in Sub-Saharan Africa had been witnessed, 
averaging more than 5% a year. After that, a sharp decrease occurred in 2008-2009. The economic 
growth rate in Sub-Saharan Africa was hit hard by the global crisis. However, the GDP of SSA 
recovered the growing trend, which was expanded from 1.8 percent in 2009 to 4.9 percent in 2010. 
Sub-Saharan Africa’s growth rates will be the third fastest among developing regions, ahead of 
Europe and Central Asia, Latin America and the Middle East and North-Africa (Africa Pulse, 
2010). The region has demonstrated noticeable resilience during global financial crisis. The 
recovery in SSA indicated that the growing trend would continue. 
 

Figure 6. Growth Rate in Sub-Saharan Africa 
 

 
 
Source: Development Perspective group, World Bank (2010) 

2.2 Social Phenomenon in Sub-Saharan Africa (2007-2009) 
The population in Sub-Saharan Africa was increased by 2.3 % between 2008 and 2009. As a result, 
a great number of people in Africa were pushed by a huge economic stress. Besides, during the 
economic crisis in 2008, the unemployment dropped by 7.6% while vulnerable employment rate 
was around 77% in Sub-Saharan Africa. An increasing number of people had difficulty in finding 
jobs in the formal sector (Economic report on Africa, 2010). In contrast, Sub-Saharan Africa has 
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made a positive progress to develop an educated and healthy environment with net primary 
enrolment rate growing by 74% till 2007, meanwhile, gender equally also improved slowly. 
However, only nine countries in Sub-Saharan Africa have attained or are on track to achieve the 
Millennium Development Goals (MDGs) (Africa Pulse, 2010).  
 
In conclusion, Sub-Saharan Africa needs higher investments in infrastructure, human capital, 
health care, education so as to create more jobs to eliminate poverty. This is supported by Chantal 
Dupasquier and Patrick N. Osakwe (2005), who argue that increase in investment is crucial to the 
attainment of sustainable growth and development in the region. 
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3. Nordic Development Finance Institutions 

3.1 Overview 
 

 , which is owned by the Swedish government, established in 1979 with the 
headquarters in Stockholm and a regional office in Nairobi, provides investment in terms of 
venture capital, expertise and financial support in Africa, Asia, and Latin America with over 220 
foreign subsidiaries. 

 (Norwegian Investment Fund for Developing Countries) is an investment company 
established by the Norwegian Parliament in 1997. It is owned by the Norwegian Government 
through the Ministry of Foreign Affairs and plays a key role in Norwegian development policy. 
The storting (Norwegian parliament) allocates annual capital grants to NorFund in its development 
assistance budget. 

, established in 1967 and located in Denmark, works to promote economic activity and 
venture capital in private-sector projects by offering funding for investment in developing 
countries in the form of collaborating with Danish partners. 

is a Finnish development finance company launched in 1980. By co-investing with 
Finnish partners and financing profitable private projects, it provides long-term risk capital in 
emerging markets in developing countries for social benefits and environmental issues. 
 
A brief profile and investment table from 2009 is attached below (Data from 2009 Annual Report 
(operation report) of SwedFund, NorFund, IFU and FinnFund.) More detailed introduction is presented in 
Appendix3.
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Figure7.    Brief profile of the Nordic Development Finance Institutions in 2009 (see also appendix 3) 
Nordic 
DFIs 

SwedFund NorFund IFU FinnFund 

SwedFund make  investment by 
equity, Fund and loan 
But mainly focused on equity 
investments with a Swedish 
interest(5 to 10 million Euros) 

NorFund develop and establish 
profitable and sustainable 
enterprises in poor countries with 
critical selecting criteria in terms 
of   Renewable energy and 
financial sectors, etc. SMEs are 
the main aspect in investment 
through Fund. 

IFU will enhance the Danish companies 
and provides share capital participation, 
loans and guarantees in terms of 
commercial for investments in 
production and service companies. 

FinnFund mainly invests in equity, 
quasi-equity and loans. Small and 
medium sized companies have been 
mentioned by indirectly financing 

Investment 
Strategy 
 

Co-finances projects together with other development finance institutions 

INVESTMENT 
ACTIVITIES 

INVESTMENT 
ACTIVITIES 
(AFRICA) 

INVESTMENT 
ACTIVITIES 
(AFRICA) 

INVESTMENT 
ACTIVITIES 
(AFRICA) 

Fund 
investmen
t 
 

41 
% 
 

Financial 
Institutions
(committed) 22 %

New 
projects 
financed 
 

53.5
% 

Fund 
investm
ents 

32 
% 

Total 
investment 
portfolio-
amounted to 
SEK 1,768 
million.87 
portfolio 
companies are 
located in 26 
countries and 
87 portfolio-
companies held 
through Funds 

Financial 
services 

81 
% 

NorFund invested 
in 22 projects and 
committed NOK 
944 million.78 per 
cent of the new 
investments were 
in Africa. 32 % is 
the private equity 
Fund 

SME 
Funds 
(committed) 26 %

IFU had co-
financed a 
total of 687 
projects in 83 
countries. Of 
the 218 
active 
projects, 
49% are 
located in 
Asia and 
37% in 
Africa. 

Additional 
financing 
of 
ongoing 
projects 

7.5%

Number of 
investments in 
portfolio and 
commitments by 
region total EUR 
138 million by 
sector total euro 
464 million, 41Eur 
million in Africa.118 
euro million in 
Funds. 

Resourc
e based 
industri
es 

20 % 

Active 
projects 

37 %

Engergy 
and 
environ-
ment 

5.7% 

Portfolio 
 
Sector 
 
Region  306m SEK to 

five Funds that 
invest in Africa, 
which makes 
41% of Sweden 
Fund’s total 
capital 
committed to 
Fund 
investments. 
 

Informatio
n and 
Communi
cation 
Technolog
ies 27 

% 

Committed 
portfolio in Africa 
is 60% (2009) 
Share of new 
investments in 
SSA is reached 
by 78% the main 
region is Southern 
Africa and East 
Africa. 

Renewa-
ble 
Energy 
(committed)
 

7 %

IFU mainly 
investment 
through 
equity and/or 
quasi-equity 
which 
counted 84% 
of its total 
contracted 
investment. 

Projects 
commitm
ent in five 
largest 
portfolios

34.6
% 

Africa is the famous 
continent invested 
by FinnFund which 
accounting for 36%.

Manufac
-turing 

9.7% 
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3.2 Nordic DFIs Invest through Fund 

3.2.1 General Description 
Each DFI has three investment instruments, namely: equity, private equity fund, loan and 
guarantee. In the study, the authors will mainly focus on their investment through private equity 
fund, which is also called fund for short in this thesis. 
 

Figure8. The frame work of Nordic DFIs investment through Funds in Africa 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 

Source: Annual (operation) report 2009 of Nordic DFIs 

3.2.2 The benefit of Nordic DFIs investment through Funds in Africa  
By reviewing public information regarding Nordic DFIs, the authors have found the following 
benefits of investing through funds: 

● With the support from funds, portfolio companies in Africa are growing and developing in a 
positive way, therefore, their management of environment, social, and governance (ESG) matters, 
and Corporate Social Responsibility (CSR) are improved. 
● By investing in fund, investment risk is reduced through diversification by reaching wider pool 
of companies. It is also a right strategy to reach out to the SMEs. 
● When investing in fund, Nordic DFIs can gain valuable information from fund managers, 
which is very important for their expansion and further rounds of investment. 
● Economic development and local capital markets are strengthened. 
● Nordic DFIs can mobilize private capital to invest in SME Funds, which is either less attractive 
to private capital or difficult to get further financed in spite of good performance. 

Limited partners 
-Nordic DFIs 

Swedfund: bring capital, know how, 

add value, etc. 
 
Norfund: inject money into fund, 
established fund and fund managers 
(Fanish and FIPA) In order to fill gaps. 
First generation fund manager account 
for 2/3. 
 
IFU: mainly invest together with 
Danish partner closely. 
 
Finnfund: take part in EFP and have 
Finnpartnership. 

Bring capital, 
know-how, share 
risk; co-invest with 
other DFIs/private 
investors/Financing 
partners/banks 

Portfolio firms in 
Africa 

 
Teranga Gold  
Wananchi 
NSIA 
Finadev 
Veolia Water Maroc 
Scientific Engineering 
Deli Foods 
Orwell 
Craft Silicon 
Paystream 
Etc… 

General Partners 
-Fund in Africa 

 
ECP Africa Fund II, ECP 
Africa Fund III, African Infras. 
Fund, AfriCap,etc.    
                           -  Swedfund 
African Infras. Fund, 
Aureos, Fanisi, FIPA,etc 
                            -Norfund 
FIPA, EFP, Aureos, 
African Infras.Fund,etc. 
                                    -IFU 
AfriCap, African Infras. 
Fund, Aureos, Fanisi,etc. 
                             -Finfund 
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4.Theoretical Backgrounds and Hypothesis 
4.1 Theoretical Background 
Generally, an accepted definition of venture capital is ‘independent professional managed, 
dedicated pools of capital that focuses on equity and or equity  linked investments in privately held, 
high growth companies? (Gompers and Lerner, 2001). Venture capital investments are investments 
in both private and public companies where the invested capital becomes part of the equity. It’s 
often involved in a limited time frame with a planned exit at some predetermined time. (Eliasson 
and Larsson, 2007).  
 
Previous research has emphasized a lot on the venture capital process and added value to activities. 
Furthermore, the limited partnership venture of funds can be found since 1958 in USA, Gompers 
and Lerner (2001) claim that it is the most common structure that plays the dominating role in 
USA. The classic role of the venture capital firm is to act as an intermediary between fund 
providers as limited partners and entrepreneurs and young high growth firms in need of risk capital 
(Chan et,al,1990)With the development of the interlinked international financial markets, foreign 
limited partners have been considered purely in an economic perspective in the local venture 
capital markets (Sutton, 2008). Lerner et al. (2007) continually highlight that those limited partners 
(institutions) do not have much resources to intensively monitor a portfolio of private firms. So 
they suggest that the bulk of institutional investment in private equity be done through funds.  
 
Today's globalization of venture capital has been marked by an increasing number of cross-border 
entries of VCs from developed markets into emerging markets (Patricof, 1989; Sagari and Guidotti, 
1992; Aylward, 1998). The entry of foreign VCs helps firms in emerging markets by shortening 
and reducing the costs of learning process (Black and Gilson, 1998). Cross-border VC is essential 
in new growth-oriented ventures with high risks in emerging markets, where the domestic supply 
of VC is limited (Dossani and Kenney, 2002). 
 
The concept and theory of the “Foreign indirect investment”, which is one of the forms of venture 
capital, have been studied continually. Dunning (1992) gave explicit definition of foreign indirect 
investment, which included portfolio investments as well as a somewhat expanded idea of asset 
transfer without the retention of control. 
 
Regarding DFI, which is the research objective in our thesis, Dalberg(2009, 2011) published “The 
Growing Role of the Development Finance Institutions in International Development Policy”, 
which gave an introduction to the Nordic DFIs and their work and concluded that DFIs were 
important “Third Pillar” in the international development policies of the Nordic countries, with aid 
and multilateral development banks being the other two pillars. This report also argues about DFIs’ 
value-added role.   
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While the authors see a strong presence of theoretical research in the fields of venture capital and 
limited partnership, in line with foreign indirect investment in emerging market, little research has 
been made regarding DFI as foreign investors making indirect investment in emerging market, 
especially DFIs’ control mechanism of investment through fund, due to the asymmetric 
information5 existing in limited partnership6. To explore this, theoretical literature about control is 
essential for the analysis. 
 
Davis (1928) defined control as “the instruction and guidance of the organization and the direction 
and regulation of its activities”. Recent research has deeply explored the control types, Baliga and 
Jaeger(1984) developed bureaucratic and cultural control framework, wherein bureaucratic model 
was described by Weber who conceived that the control based on a serials of explicit monitoring 
and directing routines. 
  

Figure 9.  Comparison of Bureaucratic and Cultural Control Mechanisms 
 

Type of Control Pure bureaucratic/ formalized control Pure culture control
 

Output Formal performance reports Shared norms of 
performance 

Behavior Company manuals Shared philosophy of 
management 

 
Source: Baliga & Jaeger, 1984 
 
With the year passing by, three types of control were defined by Snell (1992), that is to say, input 
control, output control and behavior control. Input control implies management based on 
monitoring the input such as knowledge, HR, skills etc, output control means examine end results 
of performance, while the last one implies appropriate instruction and guidelines imposed when 
the results are foreseeable during the monitoring process. Some studies stated that the usage of 
behavior control is a substitutive of management by files or record, and output control is more 
appropriate when it is difficult to monitor a manager’s actions or decision choices (Eisenhardt, 
1985; Ouchi, 1977, 1979), especially that when the separation of ownership and control result in 
agency costs, which can be reduced by designing an appropriate monitoring and controlling system 
(Demski & Feltham, 1978). But behavior control is handy when measure outcomes and 
performance are difficult, particularly under the condition that the data of performance is not the 
                                                 
5 Sahlman (1990) have described this asymmetric information in limited partnership include venture capital firms and entrepreneurs. Appropriate 
partnership agreements are suggested to be a solution to solve this principal-agent problem by him. 
 
6 The partnership between DFIs and private equity fund can vary depend on the practice and organization. i.e. When Swedfund, IFU, Norfund invest 
in in AfriCap, since they take seats on the board, it’s not suitable to say they are limited partnership. Hereby, when DFIs do not take any seats on the 
Fund’s board is called limited partnership; however, we will use this expression of limited partnership in this paper for analysis, but explain here to 
avoid conflicting with the practice and theoretical definition of limited partnership. 
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only index need to be assessed. Since DFIs and most private equity funds are the separation of 
ownership (except first generation fund for instance), output and behavior control system is 
essential to solve Principle-Agent problem7 between DFIs and private equity fund, which will be 
the concentration of the research. For instance, Gompers and Lerner (1996, 1999) did empirical 
analysis on the structure of partnership agreement, including compensation terms and the use of 
covenants to reduce agency problems.  
 

In practice, Nordic DFIs always make syndicated investment in fund. Syndication relationships 
serve as a mechanism for spreading deal-related information to trusted partners, and as a 
mechanism to reciprocate prior invitations to syndicates and prior sharing of deal information 
(Bygrave, 1987). Syndication also means risk sharing via portfolio diversification. Rational 
investors diversify their portfolios to reduce idiosyncratic risk and to make their portfolios more 
efficient (Markowitz, 1952).  

4.2 Hypothesis 
As principal, limited partners DFIs are experienced in fund investment and may introduce control 
systems to monitor and influence fund managers’ investment activities, then this method will not 
only cope with the increasing information needs, but also avoid loss of control due to lack of 
monitoring, which is supported by Child and Mansfield (1972). By summarizing the discussion of 
limited partnership, principle-agent theory and control system, the authors give three hypotheses of 
DFIs’ control mechanisms when investing in fund. 
 
Output control is more appropriate when it is difficult to monitor a manager’s action or decision 
choice (Eisenhardt, 1985; Ouchi, 1977, 1979); In the case of separation of ownership and control, 
which then results in agency costs, it can be reduced by designing an appropriate monitoring and 
control system (Demski & Feltham, 1978). Then the following hypothesis is established: 
 
Hypothesis 1: DFIs use output control mechanism with contractual framework to 
ensure their investment. 
 
The limited partnership structure generally has aligned the interests of general partner and limited 
partner through sharing profit, however, interaction as a behavior control is very important, 
especially when profit is not the only objective of managers’ true performance. Besides, Barry 
(1994) also stated that principal-agent problem exists during the interaction between the ventral 
capitalist and investors and entrepreneurs the issue of the asymmetric information problem can be 
considered as one of the preconditions that are set in hypothesis 2.  
                                                 
7 principal–agent problem treats the difficulties that arise under conditions of incomplete and asymmetric information when a principal hires an 
agent, such as the problem of potential moral hazard and conflict of interest, in as much as the principal is—presumably—hiring the agent to pursue 
the principal's interests-Wikipedia. 
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Hypothesis 2: DFIs use behavior control to interact with Fund managers. 
 
Instead of investing alone, DFIs syndicate the funding to private equity fund. A syndicate is run by 
a "leading" investor that obtains the "informal privilege" of inviting other investors: the "passive" 
ones (De Clercq & Dimov, 2004; Lerner, 1994; Manigart et al., 2006). Nordic DFIs are members 
of EDFI, and to some extent, as trusted partners, they share common strategy and mandate. By co-
investing with other DFIs, they can share information and knowledge, as well as spreading risk, 
increase bargaining power and control the monitoring process etc. Syndication8 may however 
reduce monitoring intensity, as each institution has an incentive to ‘‘free ride’’ on others (Pichler 
and Wilhelm, 2001). Since more parties are involved in the investment activities, monitoring and 
controlling of fund may be different and affected. This leads to the third hypothesis: 
 
Hypothesis 3: DFIs’ control activities are affected by syndicated investment. 

4.3 Testing and Findings 
In order to test the hypothesis, the authors have conducted interviews and questionnaire 
approaches with the reason that information in this industry is highly sensitive and difficult for us 
to collect within limited time. The sample survey method, which focuses on NorFund, IFU and 
SwedFund (limited partners), Fannis and AfriCap (general partners) in Africa, has been chosen. 
Some relevant information has been collected in order to test the three hypotheses. Some 
paragraphs and words are summarized and synthesized from the interviews. 

4.3.1 Output Control -Contract Framework 

Output control is the one which through setting targets, it requires that management has a clear 
view and sets standards as to the goals that are to be reached (Snell, 1992). As important elements 
of contract framework, management fee, carried interest, hurdle rate were discussed during 
interviews, some comments shown as followed. 
 
DFIs state that they are raising the management fee9 depending on the size of the firm and 
resources that used by the fund manager. IFU also mentioned that the management fee of 2%-3% 
which depends on the size of firm, the large-sized firm should go down to 1.5%  of management 
fee of committed funds while the small one will set higher(3%-3.5%). The GP management fee 
may vary over the life of the fund, generally decreasing over time, as the LPs’ original committed 
capital is paid back from investment returns. The purpose of a management fee is to cover 
                                                 
8 Syndication (or co-investment) is often taken to mean that two or more venture capitalists share a particular round of financing. Sometimes, 
however, the term is used more broadly to refer to situations where different venture capitalists invest in a given project at different times- see 
Brander, Amit, and Antweiler (2002), P1. 
 
9 Management Fee is a fee charged by the GP to the LPs. 
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reasonable costs of the fund manager in executing their investment policy through fund. The 
difference of NorFund strategy is that they are both additional and catalytic with their mandate to 
secure that the investment does not compete with private investment.  
 
Moreover, a fund must return the capital given to it by the LPs before the GP shares in the profits 
of the fund. The GP will then receive a 20%-30% of the net profits as “carried interest”. This fee is 
also known as “carry” or “promote”, which gives GP a certain percentages of capital gains. When 
a private equity fund returns invested money to the investors, they get carried interest, which is 
20%, but they have to keep annual return as threshold. This threshold is often called “hurdle rate”10 
or “preferred return”. 
 

Figure 10.  Governance Structure of Private Equity Investment 
 

 
 
Source: Modified from Smith and Kiholm Smith (2000)   . 

 
Normally limited partners have limited statutory rights to participate in management of funds; if 
they exceed these limited rights, they run the risk of being personally liable for partnership 
liabilities and obligations, so the contractual terms and management fees have long-lasting effects 
on the behaviors of the venture capitalist (Gompers and Lerner, 1996). They govern the output 
control of investment result, which is put into application together with the statement that: Output 
control is more appropriate when it is difficult to monitor a manager’s actions or decision choices 
(Eisenhardt, 1985; Ouchi, 1977, 1979), especially when the separation of ownership and control 
results in agency costs, which can be reduced by designing an appropriate monitoring and control 
system (Demski & Feltham, 1978).  On the other hand, in order to maintain a good reputation and 
track record to get further round of investment, fund managers normally seek to be cooperative and 
responsible, which means that only high performance venture capitalists are able to raise follow-
on-Funds and, while working trustworthy, to develop high reputation (Daniel Schmidt & Mark 
Wahrenburg, 2003). It is strongly supported by Lerner and Scholar (2004) that an effective way to 
                                                 
10 Some LPAs include a minimum rate of return on the capital invested before the GP can earn any carry. This minimum rate is 
called hurdle rate or preferred return. 

General partners 
-Generate deal flow    –Negotiate deals 
-Screen opportunities   – Monitor and advice
-Harvest investments 

Private Equity Fund 
Portfolio 

companies 
(Value creation) 

Management 
Fee 1-3% 

Financial Claims 

Capital appreciation 
70-80% of Gain  

DFIs as Limited partners 

Carried interest 
20-30% of gain 
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punish venture capital managers is not participating in the follow on funds of a venture capital firm. 
In this situation, its gives new institutional investor signal that this fund manager is in low quality. 
  
But in practice of DFIs, since the commercial terms are going to be standardized, the contract 
terms play a fundamental framework between the principle-agent relationships. However, the 
authors find that these DFIs have followed on rounds of investment in the same fund, which gives 
positive signals of good output result of fund managers and mutual trust between them. 
 

“In practice, carried interest is always 20% and it is normal and hard to negotiate down for 
investors and it is difficult to fund manager negotiated up about careered interests because it 
has been standardized, generally, the contract is going standard for private equity”-NorFund. 
 
“Generally, the contract is going to be standard for private equity.  It is not specific for 
investment Fund for Nordic DFI”-IFU. 
 
“There is a market way for what is a fair management fee and hurdle rate (Some LPAs include 
a minimum rate of return on the capital invested before the GP can earn any carry.”), it can 
be seen as prefer to return the investors. Many investors will have to get as return on 
investment (LP) before Fund manager get any carried interests, to indicating the carried 
interest is the success fee to Fund manager which totally depend on the performance through 
the Fund. The performance is good enough, the Fund manager will get the success fee, the 
success fee will increase when the performance of Fund is very good, and carried interests 
will also be very good”-NorFund. 

 
Hereby hypothesis 1 is supported and we can establish that output control plays a basic role. 
 

4.3.2 Behavior Control- Interaction and Documentation 

Control means the right to make strategic decisions in contingencies not explicitly covered by 
contractual arrangements (Grossman and Hart, 1986). Interaction and communication are 
necessary parts in the control process between limited partners and general partners. 
 

 DFIs Interact with Fund Managers 
 

1) DFIs interact with fund managers and they require fund managers to report to DFIs 
timely regarding important issues. Telephone and email contact are the most common ways for 
interaction. Sometimes they will also visit portfolio firms accompanied by fund managers to see 
what is going on. Most funds are reported to the investors quarterly with relevant details and fund 
performances, which includes portfolio companies. Each investment DFIs have been made, one 
internal investment manager is responsible for following up the investment and keeping 
relationship with fund manager. In addition to the reporting, DFIs’ investment manager will 
represent advisor committee that receives information and regular basis of performance.  
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On the other side, fund managers update the performance of fund as well as portfolio of investment, 
which enables them to monitor whether the fund is investing capital by following DFIs’ 
investment policy and strategy. If it doesn’t, DFIs can criticize how the investment is done via the 
advisory committee. In the prospective of DFI during interview, fund managers normally tend to 
be very responsive to the feedback of investors. 
  
In some situations, DFIs may share investment committee with some other DFIs. To illustrate, 
when IFU invested in Africa Infrastructure Fund 2, IFU shared the seat on investment committee 
with SwedFund and other co-investors. IFU also shares seat on investment committee with other 
co-investors, which means that when project needs approval, other co-investors will follow IFU. 
There may be two conferences when discussing the project and making decisions wherein one 
internal conference without fund manager, because one of the meeting members will sit on the 
investment committee. Otherwise, DFIs are not always involved in the investment committee. 
 
Although they have direct interaction with fund managers, DFIs still keep a rule, which is 
regulated in the condition of limited partnership agreement, that is to say, as general partner, DFIs 
do not directly influence a given investment decision to the fund, nor will they always take a seat 
on the board of investment committee11. For each investment, they have internal meeting without 
fund manager, but fund managers and investment committee make the investment decisions, so 
technically the investment recommendation will come from the board of fund, which is responsible 
for the formal investment.   
 
During the monitoring process, if extreme cases happen (e.g.: if the fund manager did something 
criminal), DFIs can indict fund managers for not doing the job properly and take them to court and 
claim compensation.  
 

“We get detailed reporting under audited accounts every quarter and audited accounts every 
year, and  performance report that describes how the individual investment they are doing, … 
then if something special comes up… then we have telephone conference with Fund manager 
regarding these issues with all the investors participating”-IFU. 
 

2) DFIs (like NorFund) established first generation fund manager. NorFund has paid attention 
to setting up the first generation of fund managers, which is a distinct strategy from other DFIs. If 
the performance through the fund is also not satisfactory, they will also select fund manger to 
                                                 
 
11 The reason why DFIs not always take a seat on the board of investment committee:  

• The investors make fully accountable performance to fund manager if the performance is not satisfactory.  
• Fund manager is better for the position of managing because their background, local knowledge and local experience.  They may have 

more suitable industrial experience to mentor entrepreneur, as well as manage fund operation and make investment decisions. 
                 That’s why fund investors not make decision simply because if DFIs make decisions fund manager has more compensation with this area. 
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make sure they are skillful and reliable. This is seen as making the interaction more trustful and 
reliable. 
 

 Documentation 

During the investment period, DFIs set several standard documents to fund managers regarding 
their responsible investment practices. Fund managers then provide guidance and standard to 
portfolio companies to assisting them in improving the quality of its operations, which include 
management of environmental, social and governance (ESG) matters. CSR and development effect 
document are processed in the form of questionnaire or survey quarterly or annually. (The CDC’s 
framework for measuring development effects, which includes four key performance parameters 
and is widely adopted by Nordic DFIs, is attached in Appendix 5 for illustration). 
  
Additionally, each DFI requires annual audited financial statement, which also gives account about 
performance through the fund. Annually, DFIs receive annual report of performance and social 
environmental issues from each private equity fund. Besides, DFIs also attach importance to soft 
values (such as tax revenue and job creation12), which belong to behavior control, in order to create 
good environment. 
 

“…On the other hand, there are lots of written documents from Fund managers. Fund 
managers give document feedbacks as per DFI’s request annually such as policy documents”-
NorFund. 
 
 “Furthermore, Independent auditing process is the part of the monitoring process, through 
which gives us insure”-IFU. 
 
“SwedFund, NorFund, FinnFund require the same documents each year, the difference is 
format of CSR document and the depth of information.”- AfriCap. 

  
By documentation and assessment framework, DFIs can track new investment and compare the 
performance annually to see weather investment is good or not. It is also a management tool to 
improve investment and business practice. At the same time, fund managers’ investment and their 
portfolio companies’ performance are monitored and followed up by DFIs. 
    
DFIs influence funds’ activities by direct or indirect communications (written or unwritten form), 
for instance, investment strategy and management behaviors to portfolio companies. 
Simultaneously, effective interaction could reduce the possibility of the principal-agent problem to 
some extent. The authors also find out that DFIs attempt to reduce the risk of those problems and 
                                                 
12  Tax revenue and job creation can be understood as outcomes and performances of Fund and its portfolio companies. However, it is evaluated 
and calculated from private equity fund after the investment from DFIs. These soft values are required to report to DFIs. Hereby we categorize it to 
behavior control. 
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make good interaction with fund managers by setting up new fund. Therefore, “interaction” can be 
seen as a reasonable solution and crucial elements during DFIs’ control process.  
 
Hereby, Hypotheses 2 is fully supported. 
 

4.3.3 Syndication affects monitoring and control process 

Since Nordic DFIs have committed to make co-investment only, the authors reviewed their 
portfolio of funds, which were invested by at least two Nordic DFIs and made a comparison below 
for illustration. 

Figure 11.  Co-investment among Nordic DFIs 
 

 FinnFund NorFund SwedFund IFU 
AfriCap ✓  ✓  
African Infras. Fund. ✓ ✓ ✓ ✓ 
Fanisi ✓ ✓   
Aureos  ✓  ✓ 
FIPA  ✓  ✓ 
EFP   ✓ ✓ 

 
When being asked about the cooperation between DFIs, the authors got a firm response that 
NorFund, IFU and SwedFund seldom make single investments. They always co-invest with Nordic 
DFIs or other EDFI members, as well as private investors and Development Banks. As a behavior 
of risk sharing via portfolio diversification (Smith & Kiholm Smith, 2000), syndication proposes a 
positive effect on limited partners during monitoring and controlling the private equity funds. 
 
If the investment risk demonstrated is beyond anticipation, it would be hard to assess the portfolio 
by divesting, especially in the case of information asymmetry. As a result, syndication supplies a 
means of risk sharing that may help limited partners reduce overall portfolio risk (James, 2002). 
The resource-based perspective views syndication as a response to the need of sharing or accessing 
information in the selection and management of investments (Bygrave, 1987,1988)  By co-
investment, DFIs can share information and spread knowledge learning among DFIs because  
networks have been well established and they know each other quite well. During the monitoring 
process, co-investors may share the same investment committee or advisory board, through which 
feedbacks and information between DFIs and fund managers can be conveyed. This can be seen by 
the example of SwedFund and IFU invests in AIF as discussed in 4.3.2. 
 

“We need co-investor, we even know that people behind the Fund, they have the right 
experience and strong financing and strong marketing...”-IFU. 
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Furthermore, if an investment is made together with IFC, their guidelines for Corporate 
Governance and Environmental and Social Sustainability are used with the reason that they are 
both comprehensive and accurate. IFC also enjoys an ambitious follow-up program on their 
investments. (Karlsson, 2008 and IFC, 2008)13. However, if co-investors have conflict attitudes or 
opinions against fund managers’ activities, it will cause more discussions or activities to align each 
investor’s interest again.  
 

 “… If we are not happy with Fund managers’ decisions or activities, then they (Fund 
manager) will try to change. However, if other investors are happy while we are not happy 
with Fund managers’ decisions or activities, this situation is more difficult for us”-NorFund. 
  

All DFIs may give more weight to get a comfortable relationship with their shareholders. However, 
control mechanism will be affected when each party’s interests or views are conflict. Pichler and 
Wilhelm(2001) conceived that syndication might reduce monitoring intensity, as each institution 
has an incentive to ‘‘free ride’’ on the others, however, this needs to be deeply evaluated among 
Nordic DFIs and other investors as well as private investors by future research.  
 

“If we have co-investment with them, we can rely on them because we have the same rules and 
the same way to follow the rules…we can trust them, of course we do our own 
investigation....Normally, we always have shares and seat on the board as long as other DFIs 
can handle the problems because we have the same goals and requirements…so we can’t say 
co-investment makes control complicate”-SwedFund  

 
Hence, the finding for hypotheses 3 fully supports that since syndicated investment is always made 
within Nordic DFIs, the control mechanism is affected by syndication.  

4.3.4 Conclusion and Findings 

Previous literatures have highlighted the importance of contractual agreement under principal-
agent relationship between investors and private equity funds, wherein compensation terms of 
management fee, carried interest, hurdle rate are often referred to. During DFIs’ practice as limited 
partners, contractual (compensation) terms trend to be standardized, mature trust and good 
relationship are commonly recognized in this process. So in practice, DFIs may not spend too 
much time on the negotiation of contractual (compensation) terms. However, the control 
mechanism discussed above constitutes a proven vehicle for DFIs invest through Fund. 
Meanwhile, DFIs invest in fund manager rather than invest in Fund Management Company. That’s 
why NorFund and IFU highlight the importance of alignment between Fund and DFIs. NorFund 
said that: 
 

 “The main thing is alignment. The contract is still helpful but not so important because the 
format is standard, so we don’t really need to use these agreements to enforce the strategy. 

                                                 
13 Quoted from interviews which made by other two graduated students in 2008. See reference. 
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The most important thing is to make sure align interests between Fund manager and other 
investors. Therefore, we spend time to discussing that we make commitment to Fund.”-
NorFund. 

 
When compared with experienced fund managers, behavior control becomes a central concern, 
because DFIs need to monitor and control fund’s investment during the life cycle, while 
experienced fund managers already have experiences of how to invest in portfolio companies by 
implementing DFI’s mandate. The cooperation between both sides is already established, network 
and reputation are identified, and therefore, development effect is much more expected under such 
circumstance. Drawing from our interviews, we conclude that the relationship is more important 
than reporting and interaction. Bygrave (1987 and 1988) revealed that syndication is both a 
function of the desire to spread financial risk as well as the need to share information under 
uncertainty. 
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5. China Foreign Direct Investment (FDI) in Africa 

5.1 Overview 
Africa has become the increasingly attractive target of China’s FDI outflow, especially under the 
incentives of China “going global” strategy and rapid expansion of economy. In recent years, 
Africa has received increasing FDI flows from China. In 2009, total Chinese outward FDI stock 
amounted to 245.8 billion USD while outward to Africa stock totaled 9.3 billion USD (MOFCOM, 
2009). However, Chinese FDI stock in Africa accounting for only 4 per cent of its total outward 
FDI stock (UN world annual report, 2010). Explicitly data are attached in Appendix 7. 
 

5.2 China-Africa Development Fund (CADFund) 
China-Africa Development Fund (“CADFund”)14 was founded in 2007 after Chinese President Hu 
Jintao announced at Beijing Summit of the Forum on China-Africa Cooperation at the end of 2006. 
CADFund is the first fund focused specially on investing in Africa with the biggest scale among 
PE Funds. The Chinese government officially approved the establishment of the CADFund with 
the first-phase funding of 1 billion USD provided by China Development Bank, and the fund will 
eventually reach 5 billion USD.   
 
China Development Bank (“CDB”), the shareholder of CADFund, has accumulated profound 
experience vis-à-vis investing in Africa through its “Going Global” initiative. CDB, by virtue of its 
overall resources and advantages, will provide a high level of professional support for CADFund. 

 

 
                                                 
 
14 Mission and Goal: 
CADfund aims to support Chinese companies to develop the cooperation with Africa and enter the African market and also explore new makets for 
Chinese companies in Africa. Its target Chinese enterprises which doing business in Africa as well as enterprises and projects invest in Africa by 
building up “bridge linking” and “connection” of the economic and trade cooperation between China and Africa; Enhancing the self-develop 
capability of Africa; fulfill the investment environment and social responsibility; Promoting mutually beneficial and win-win between China and 
Africa by market-oriented operation. 
Strategy: 
Equity investment 
By equity investment, CADFund will provide support for Chinese enterprises to conduct economic and trade activities and for them to set up 
operations and projects in Africa.  In principle, CADFund will does not seek to control stakes of companies and project and limit its shareholder 
between 10-50 percent. 
Quasi-equity investment 
CADFund may make investments in any manner that is permitted by Chinese state policy and in line with the laws and regulations of the host 
countries, including but not limited to preferred stock, hybrid capital instruments and convertible bonds. 
Investment through Fund 
CADFund may invest, as a "fund of funds", a reasonable proportion of its capital in other funds that invest in Africa. 
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5.3 CADFund Compares with Nordic DFIs 
Based on the funds profile and their activities, the authors find that despite of differences, 
CADFund shares some similar characters with Nordic DFIs. 
 
The similarities of Nordic DFIs and CADFund are described below: 

♦They are all state-owned and sponsored by their respective government. 
♦Supporting domestic companies to expand (invest) in Africa is a clear focus. 
♦Investment instruments are the same: Equity, quasi-equity, investment through fund. 
♦Promoting economic development and reducing poverty of Africa are highlighted. 
♦Investment process, monitoring and exit are more or less the same. 
♦Agriculture, infrastructure and manufacture sectors etc. are the primary investment areas. 
 
But Nordic DFIs have some differences: 
 
Nordic DFIs have a long history of operation and good track record, their investment region covers 
Asia, Latin America, East Europe, and Africa etc. Each DFI has invested in funds, wherein some 
of them start their own Funds of Funds. They also use various evaluation frameworks to evaluate 
development effects, share knowledge and cooperate with EDFI members and other finance 
institutions, Co-investment within EDFI members and other finance institutions such as IFC is 
quite common. They also invest in Microfinance, SMEs, and ICT sectors. 
 
On the other hand, the authors find that CADFund is newly established and supported by China 
Development Bank (CDB) with resources and experiences; limitations are in existence to get track 
records. Main investment areas in projects in African countries and regions which Chinese 
enterprises also participate, industrial parks set up by Chinese enterprises in Africa, natural 
resources such as oil, gas and solid mineral resources are included in investment areas. Fund 
investments, investment with other financial institutions are mentioned in strategy, but there is no 
official track record. CADFund also focused on debt-reduction in Africa while Nordics DFIs 
provide to Africa. (The comparison is attached in Appendix 8). 
 
Though the authors did not make interview with CADFund, and had difficulties in finding public 
information for their investments through fund, then the authors did not analyze the control 
mechanism of CADFunds with hypotheses. But the authors can conclude that CADFund has paid 
attention to behavior control for their investment that contains substantial political and diplomatic 
component. It is stated that CADFund will “embody the Chinese Government's diplomatic and 
economic policies towards Africa and boost a new type of strategic partnership between China and 
Africa” (CDB, 2011). In doing so, CADFund can manage their investments and ensure at a macro 
level that there is "alignment" between Chinese government’s diplomatic policies, interest of 
investors, funds, and portfolio companies.  
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6. Conclusions and Future Research 

6.1 Conclusion 
Investing in funds plays an important role in Nordic DFIs’ portfolio and is coherent with their 
strategy, which is described in chapter 3.2.2.  Information Asymmetry exist in this principal-agent 
relationship between DFIs and Funds, and effective control mechanism and tools are very 
important to secure their investment and strategy. The authors find that DFIs use output and 
behavior control as important tools to follow up and monitor fund’s operation. The contract 
framework and sets of agreement define the obligations and incentive to fund managers, which is 
very crucial for the performance outcome, therefore, DFIs use output control tool to ensure that the 
investment is profitable; Since one of DFI’s goals is to develop and establish enterprises of 
profitable and sustainable development in an economic and environment-friendly manner in poor 
countries, they have to ensure that the fund follows their strategy and report performances as per 
their request, thus behavior control is also essential to influence and interaction with fund 
managers. Hence, besides daily email contact, fund managers are required to report various 
documents, including financial report, development effect report and EGS report. Our finding and 
conclusion are: during the monitor and control process, both control tools are important for DFIs, 
whereof output control plays a fundamental role in control process because the contractual 
framework is standardized in private equity industry and fund managers are selected during a strict 
screening process. However, behavior control becomes a central concern since DFIs have to 
interact with fund managers to track investment progress & its development effect, including 
investment decision making. 
 
 
Since Nordic DFIs always co-invest with partners, the authors also find that when syndicated 
investment is made, the control and monitor process becomes different compared to a 
corresponding process involving only one investor. In some situations, DFI representatives share 
seats in the board, thus share information and decisions internally. For this reason, monitoring and 
controlling are strengthened for DFIs because they are trustful partners sharing resources. However, 
when DFIs have conflict opinions against the activities of a fund, this would be another situation. 
 
Despite that the word “Control” can be seen as a bureaucratic word, control mechanisms are 
commonly discussed in organizations and previous research. However, alignment is vital for 
trustful partners while behavior control helps to assure the alignment. In other words, the control 
process and collaboration becomes less difficult when the previously performed strict selection of 
trust partner is successful. That is why both interviewees in DFIs and fund highlight the 
importance of “ALIGNMENT” to such extent. 
 
After comparing with China CADFund, the authors have found similarities and differences 
between Nordic DFIs. Investment strategies including co-invest with local partners and other 
financial institutions, Funds of Funds have been stated in website of CADFund, thus DFIs’ 
business model is quite common in this industry. In other words, Nordic DFIs with years of 
investment experiences in Africa can provide a good example for newly established CADFund in 
private equity investment (CADFund may benefit from learning and absorbing experiences from 
experienced international finance institutions like Nordic DFIs). 
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However, when we mentioned CADFund, most of our interviewees were not familiar with it, 
which aims at invest in Africa (either because of CADFund’s less articulated presence 
internationally, or less attention paid by overseas’ investment practitioners or researchers). Since 
CADFund aim at achieving economic development in Africa to eliminate poverty, the mature 
learning and knowledge sharing may be beneficial for both DFIs and CADFund, as well as to the 
sustainable development of Africa. The authors also suggest that when investing in Africa, 
understanding African culture will be instrumental for the success of the relatively recently 
established CADFund . 

6.2 Future Research  
Given the time constraint, the authors did not explore the control mechanism of how private equity 
fund controls portfolio companies in Africa, even this was planned in the beginning. The topic is 
very interesting and in line with the research question which constitutes a complete control process 
from DFIs to portfolio companies. Besides, it would also be interesting to make research to see the 
effectiveness of control process by quantitative research method. 
 
The control mechanism and process under syndication investment can be an independent topic for 
deeply exploration with either quantitative or qualitative methods, including case studying 
approach. 
 
Last but not least, the authors have only selected Nordic DFIs for the research; it would be also 
very interesting to explore difference between other EDFI members, either from control 
mechanism or process. And future research may not limit to their investments through fund, but 
reach out to equity instrument or investment sectors like clean technology. 
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Appendix 

Appendix 1. Questionnaire to DFIs (IFU&NorFund) 
 
1. Can you give us a brief introduction about your company and the investment in Africa in 2010? 
 
2. We have found three investment instruments in the annual report (Equity, Fund and Loan), 
which is preferred instrument between direct investment private equity and indirect investment 
(Fund), or in other words, the advantages and disadvantages? 
 
3. Which sectors are mainly invested through Fund and why in Africa?  
 
4. Can you tell us about the investment through Fund by taking examples? 
  
5. Do you have second round or even more rounds to invest in the same Fund? What factors do 
you consider when to do so? 
 
6. What’s the selection criteria and decision process when choosing Fund managers in Africa? 
 
7. Do you have strategy to establish a newly Fund where there is no venture Fund exist? Do you 
have any strategy to choose different Funds managers for different countries or regions? 

 
8. Do you seek collaboration with other Nordic DFIs, western ones and or Chinese ones? Can you 
take an illustration? Does this cooperation affect your decision process when investing in Fund? 
How to mobilize private investor and other financial institution or Nordic DFIs? 
 
9. It is stated that IFU always invest with Danish partners. Can you tell us more about this about it? 
When IFU invest in Fund, do you cooperate with Danish partners? (To IFU) 
 
11. What’s the common process/procedure to invest in Fund? How about contract framework 
between DFIs and Funds in Africa? (Management fee, carried interest, hurdle rate, and other 
contract terms)/ Does it the same with other Nordic DFIs/ or in Venture Capital industry? 
 
14. How to control and monitor /follow up Fund managers’ investment? What’s the 
indicators/method/system/frame work used? Can you cases in Africa as example to illustrate what 
tools/actions once made to interaction Fund manager’s performance and investment?  
 
15. To what extent do you have discussions and /or formal contacts with Fund managers and which 
areas are required to communicate with each other. i.e.: portfolio firm’s selection, contract terms, 
and exit etc. (by face to face meeting, or email or telephone?) 
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16. What knowledge gap and barriers do you have to control and follow up the Fund managers in 
Africa?  What challenges?  Do you have some effective certain solution to solve the problems? 
How you find illegal behavior? Follow the problems? 
 
17. Does Fund manager in Africa invest in portfolio companies in Africa by executing your 
mandate and strategy? What methods they used for investment? Does it have any good or bad 
examples?  
 
18. What are the positive and negative impacts of Fund managers’ investment to DFI’s 
performance in host countries? In turn how this factors effect DFI’s strategy or decision for 
selecting Fund managers and investment locations?  
 
20. Do you think Fanisi is a good example of syndication investing through Funds? How do you 
coordinate with other partners? Do you have another case about this kind of syndication? – (TO 
NorFund) 
 
22. We found that the Development impact, Fund’s additionality, Sustainability and profitability of 
projects, Efficiency and effectiveness of Fund operation are four categories to measure success 
criteria. We are not clear about how you assess these factors, can you tell us more about this? 
 
23. How do you think the competition of China FDI in Africa? Do you think that Chinese 
competition impact Nordic DFI’s investment considerations in order to be competitive? Do you 
know CADFund, what are your comments on this? 
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Appendix 2. Questionnaire/Telephone interview to Fund in Africa 
 

1. What’s the common process when DFIs investing in close Fund of your company? What’s the 
organization implies of the investment committee and advisor board, do any DFIs take a seat? Do 
they directly or indirectly influence your decisions? 

2. What common agreement will you sign with DFIs for new close Fund? Does the agreement play 
a critical framework to constrain the liability and responsibility for both parties? 

3. Does compensation terms standardized with DFIs, or what are the factors for the differences? 

4. Do you think the agreement and compensation terms mean a kind of output control to you?   
(May be control sounds hieratical). 

5. Is there any other output control mechanism existed? Do you think development effect belongs 
output control or behavior control? 

 6. Which documents are required by Nordic DFIs and how often? Are there any differences 
between SwedFund, IFU, NorFund, FinnFund?  

7. From our understanding, that development effect document, CSR document, annual finical 
report etc. are required to provide to DFIs, any other documents for each DFI? 

8. How you mainly interact with DFIs, by email, telephone, video meeting, and visit?  Which is 
most way, and how often? 

9. How about the situation when at least two DFIs invest in the same Fund, does their decision 
process quicken or much slower, effective or less effective? 

10. Do you think DFIs have affected your investment strategy, or even affect the portfolio 
companies’ management, culture, HR policy etc? 

11. How you influence DFI’s strategy or decisions when needed? 

12. How you think the difference between Nordic DFIs. (Strategy, control mechanism etc). 

13. Do you think DFIs plays an important role to reduce property conditions in Africa? 

14. Do you know China Africa Development Fund? Do you think it will compete with your 
company? 
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Appendix 3- Profiles of Nordic DFIs 
 
SwedFund 
 
Goal 
 
The aim of SwedFund is encouraging sustainable development economically and environmentally 
of developing countries by co-financing with investment partner in order to create jobs and 
satisfies the demand for products and services as well as fighting poverty. They evaluated the 
investment through assess the ethical and environmental consequences but not in areas of weapons, 
tobacco or alcohol manufacturers. 
 
Investment Strategy 
SwedFund made investment by equity, Fund and loan which give SwedFund a flexibility that is 
essential in order to reach out to as many companies as possible. SwedFund’s focus is on equity 
investments with a Swedish interest, in the order of 5 to 10 million euros. Through loan financing 
SwedFund can participate in larger projects with other like-minded investors. Fund investments 
enable SwedFund to cost-effectively reach more companies in countries that otherwise would have 
been difficult to reach without local presence. 
 
Portfolio, Sector, Region in 2009   
At the end of 2009 SwedFund’s total investment portfolio amounted to SEK 1,768 million 
(acquisition value), consisting of 81 investments in 36 countries. In 2009 SwedFund made 13 
investments and 3 exits. SwedFund’s 87 portfolio companies are located in 26 countries across the 
emerging markets. The portfolio investment value of SwedFund from the aspects of regions and 
instruments has been showed as follow: 
 

Portofolio of SwedFund 
 

 
Source: SwedFund  Annual Report 2009 
 
SwedFund's 87 portfolio companies held through Funds are active across a wide range of industry 
sectors. The largest investments are in cleaner technologies, where 77m SEK of SwedFund's 
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capital is invested in 16 companies, followed by financial services, information and 
communication technology and cleaner technologies. 
 
SwedFund in Africa 
 
Africa, especially Sub-Saharan Africa, is the largest investment destination for SwedFund's 
investments committed through Funds. SwedFund has committed 306m SEK to five Funds that 
invest in Africa, which makes 41% of Sweden Fund’s total capital committed to Fund investments. 
By the end of 2009, 130m SEK was invested in 34 portfolio compnaies in 20 countries across the 
African continent. Most of these companies are located in Sub-Saharan contries. 
 
NorFund  
 
Goal 
It aims to develop and establish profitable and sustainable enterprises in poor countries. With the 
objective of promoting business development and contribute to economic growth and poverty 
alleviation.  
  
Investment strategy 
The investment strategy is designed according to NorFund Act, providing loans and investing in 
equity or quasi-equity. NorFund concentrate the investment in limited countries with critical 
selecting criteria. Renewable energy and financial sectors are paid highly intention which result in 
high development effects and mobilizing expertise from parterres. 
  
Portfolio, Sector, Region in 2009   
NorFund invested in 22 projects and committed NOK 944 million in 2009. 78 per cent of the new 
investments were in Africa and 36 per cent in the world’s least developed countries (LDCs).Equity 
normally carries more risks than loans, It takes a large proportion in NorFund’s portfolio as 
NorFund act as catalyst by putting investors in a better position. 32 %is the private equity Fund  

Portofolio of NorFund (Source: NorFund Annual Report 09) 
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Source: NorFund Annual Report 09 
NorFund in Africa 
NorFund contributes to the struggle against poverty by investing in some of the most difficult 
markets and least developed countries in the world. Sub-Sahara Africa has been given focusing 
increasingly. By the end of 2009, its committed portfolio in Africa is 60% exclude SN Powers’ 
investment of renewable energy in Latin American and Asia. Share of new investments in SSA is 
reached by 78% in 2009. The main region is Southern Africa and East Africa. 
 
NorFund has set up offices in Nairobi and Johannesburg. From the investment regions 
distributions we can find that NorFund’s investment is mainly in Africa countries. 
 

SwedFund’s investment through Funds 
 

 
 

 
 
 Source: NorFund Annual report 2009 
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IFU (The Danish Industrialization Fund for Developing Countries) 
 
Goal 
By contributing information and experiences in connection with co-investments, DFI will enhance 
the Danish companies’ economic activities in the global flow of productive investments towards 
developing and reform countries. 
  
Investment Strategy 
IFU provides share capital participation, loans and guarantees in terms of commercial for 
investments in production and service companies. The institute encourages businesses to become 
socially and financially involved in their local community. Additionally, Danish businesses are 
recognized by IFU as a competent provider of knowledge, experience, technology and external 
financing as well as their investment partner in developing countries. 
 
IFU’s investment eligibility have limited to GNI per capita exceeds USD 3,084 for two 
consecutive years. The limits remains far below the threshold levels applied by the Nordic DFIs, 
thereby excluding IFu from a number of investment countries. 
  
Portfolio, Sector, Region( in 2009) 
IFU had co-financed a total of 687 projects in 83 countries. Of these, 218 are ongoing investments, 
while IFU has exited 469 projects up to the end of 2009.(annual report 2009). 
 
The distribution of the active projects by geographic region: Of the 218 active projects, 49% are 
located in Asia and 37% in Africa. A new SME definition has been adopted occupyed 47%, which 
is more widely recognized by the European Commission.Whereas 15% of the Danish partner s are 
now categorized as ‘medium-sized’ compared to 9% the group of small partners has consequently 
declined to 47%. Accounting for 62% of the investments, manufacturing is the largest sector by far 
followed by trade and transport at 12%, finance and insurance at 7%, agriculture at 6%, while 
other sectors make up 13% combined. 

Portofolio of IFU 

 
Source: FinnFund Annual report 2009 
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IFU in Africa. 
IFU have strong performance in Africa, up till 2009, 37% percent of active projects are located in 
Africa, ranked No.2 followed. Because of IFU’s  investment eligibility limit, some countries in 
Africa are no longer eligible for investment. IFU mainly investment through equity and/or quasi-
equity which counted 84% of its total contracted investment. Danish partners comes from a wide 
range of private sectors, large industry enterprises and SMEs from  agricultural, manufacturing and 
services sector 
 
FinnFund 
  
Goal 
It will be aimed to enhance the relationship between Finnish business and developing countries. 
Especially sharing risks in projects implemented by medium-sized companies and increasing 
development impacts to improve sustainable development in the challenging markets of mandate 
countries. 
 
Investment Strategy 
FinnFund mainly invests in equity, quasi-equity and loans. Small and medium sized companies 
have been mentioned by indirectly financing in order to promoting private sector development in 
FinnFund. On the other hand, FinnFund generally co-finances projects together with other 
development finance institutions to emphasize projects with significant positive development that 
also can benefit from FinnFund’s links to Finnish businesses. 
 
Portfolio Sector, region in 2009 
By the end of 2009, an increasingly trend of annual investment decision in terms of investment 
portfolio has been shown in FinnFund. The total amount of expenses up 67% compared the last 
year which include equity investment accounting for EUR4.2 million and Fund investments for 
EUR 13.7 million. For the Region part, Africa is the famous continent invested by FinnFund which 
accounting for 36%.  

 

 
Source: FinnFund Annual report 2009 
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FinnFund in Africa 
 

 
Source: FinnFund Annual report 2009 

 
 

Conclusion: Like other EDFIs, Nordic DFIs have track-record of important results. Evaluations 
show that they are able to generate both positive development impact and good financial returns in 
a majority of their projects (Dalberg, 2009). So the goal of financial returns is a precondition for 
each investment. 
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Appendix 4-The CDC’s framework for measuring development effects 
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Appendix 5- Introduction of Nordic DFIs through Fund 

Each DFI have more or less three investments instrument namely equity, private equity Funds, 
loans. Different strategies will in turn have important effect to the performance and overall 
strategies of DFI. In our studying, we will mainly focus on their investment through Funds.  
 
SwedFund Invest In Africa through Funds 
Investment through Funds is an important component to SwedFund’s direct investment. The 
mechanism is SwedFund mobilize other private investors plus other DFIs to investment in Fund 
managers, Fund managers invest in a company for four to seven years. The portfolio companies 
then follow the guidance provided by Fund manager to improve its operations. SwedFund set 
standard for responsible investment to Fund managers and monitoring the performance Fund 
managers and their portfolio companies during the investment period. 
 
In terms of SwedFund’s investment committed trough Funds, Sub-Sahara Africa is the largest 
investment region which counts for 41% of total capital committed to Fund investments.39700 
people are working for their portfolio companies in Africa.  
 
 
 
 
      SwedFund Invest Process though Fund                                    Third Party Capital along SwedFund  

 
Source: SwedFund website 
 
Case- AfriCap: Successful expansion of micro-finance across Africa. 
  
The AfriCap Funds provide capital to micro finance institutions (MFIs). SwedFund committed 
20m SEK to AfriCap Fund II, which has invested in 13 MFIs providing financial services across 
Africa to low-income clients. The informal sector in Africa hosts many promising entrepreneurs 
who often face complications in accessing the capital required to start-up, run and expand their 
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businesses. The Fund was initiated in order to mobilize such capital in a manner that delivers high 
financial returns to its investors. 
  
Between 2007 and 2008, the number of borrowers grew remarkably for many of the MFIs in 
AfriCap Fund II's portfolio. For MFI Afrique Emergence & Investment in Côte d'Ivoire, the 
number of borrowers grew by 470%, from 1,100 to 6,300. OIBM Malawi and Women’s World 
Banking Ghana also demonstrated impressive growth in the number of borrowers: 250% from 
13,361 to 34,000 and 80% from 3,500 to 6,400, respectively. The typical loan size in the MFI 
portfolio of AfriCap's Fund II ranges from USD 50-100 for the MFIs that focus on the smallest 
companies, to about USD 1,100 for those that focus on larger companies. An estimated two-thirds 
of the clientele of the MFIs in the AfriCap Fund II portfolio are women. 
 
NorFund Invest In Africa Through Funds 
(Small medium-sized enterprises) Funds were invested in Africa accounted by 55% and 68% of 
the new investment agreements in NorFund. Additionally, besides investing through external Fund 
managers, NorFund also establishes Funds and Fund managers for strategic importance or if there 
is no Funds presence, or for instance, FIPA and Fanisi.  
 
Case- Fanisi in East Africa-Pioneering work in Funds targeting start up and early phrase 
Enterprises  
  
Fanisi is the first venture capital Fund from NorFund in East Africa since 2007. Fanisi has 
appointed managers and invested resources to enhance the local markets in order to raising capital. 
The Fund aims for investment in Kenya, Rwanda, Tanzania and Uganda. Fanisi play an activities 
part in SMEs companies in order to improve the professional skills and enabling them to grow, 
which involved improved strategy advisor services, leadership training, new accounting systems 
and health, safety and environment standard. 
  
NorFund invest around USD2.5million on behalf of Fanisi in terms of software and help Craft 
Silicon which is a pioneer in software development and operation for microfinance institutions and 
banks like mobile banking solutions, it enable local customers use many kinds of transactions or 
purchase via their mobile phone. The service is become more and more essential in poverty area 
and now is in use in 38 countries with 120 banks and microfinance institutions. Besides, Craft 
Silicon has 160 employees major from Kenya, it is also better from the local employment to 
provide considerable working opportunities in East Africa. 
  
IFU Invest Through Funds. 
The areas for Fund manager invested chosen by IFU will target infrastructure and SMEs, it will 
also provide a new source of risk financing to newly established and expanding companies. IFU 
always invest with Danish partners.The investment through Fund will give IFU experience and 
knowledge which in turn boost the investment for IFU and its partners in Africa. 
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 Case-Auros Africa Fund 
Aureos Africa Fund is an equity capital Fund investing in small- and medium-sized enterprises in 
selected African regions. The total capital of the Fund corresponds to NOK two billion, and 
NorFund has invested NOK 230 million. Among the other investors are the British CDC and the 
Dutch FMO, as well as IFC (The World Bank) and several private enterprises. Aureos Africa Fund 
is one of the largest Funds that target small- and medium-sized enterprises in Africa. By delivering 
good financial results over time, Aureos has succeeded in attracting a large proportion of private 
capital to the Fund, which is essential in a long-term development perspective. 

 
FinnFund Invest in Africa through Funds  
FinnFund as the one of  EDFI members plays a crucial role in co-financing through the Fund with 
collaborate other Nordic DFIs and other EDFIs not only by share the information of investment 
chance and targets markets especially in Low- income countries ,but also take part in 
EFP(European Financing Partners which a scheme between European banks and EDFIs.The aim of 
Finnpartnership is increase the commercial collaboration between companies in Finland and those 
in developing countries and provide the support to the development in emerging markets. 
 
In the terms of investment by Funds in Africa, FinnFund also in this form to get the cooperate 
opportunity with other partners such as invest in new clean-tech Fund in South Africa ,SMEs Fund 
by Fanisi which invested USD7.5 million and the micro-financing industry in AfriCap’s recent 
time round of investment, which raised about USD 50 million. 
 
Case -AIG African infrastructure Fund 
AIG African infrastructure Fund was founded in 2000 which make profitable infrastructure 
projects in Africa. The Fund has substantial partners with world-class international and local 
partners who have extensive operational experiences. FinnFund as an important member in 
investors group invested around 12 million euros which has a total size of just under 400 million 
US dollars in this Fund to solve the deficient infrastructure and energy supply system. Other 
participants include American insurance company and IFC which belongs to World Bank and 
other Nordic Funds. 
 
The AIG Africa is the largest private equity Fund on Africa which invested mainly includes nature 
resources, Transportation, and Telecommunications, etc. the target markets in investment from 
AIG africa has a widely scope except Sub-Saharan Africa, North Africa is also the main attractive 
part like Morocco, Tunisia and Egypt. 
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Appendix6. Chinese ODI 
 

Chinese 2009 ODI Stock by Region  
 

 
 
 

Chinese ODI flow by Region 

 
 

Source: MOFCOM, 2009 Statistical Bulletin of China’s Outward Foreign Direct Investment (Beijing: 2010). 
Regional Distribution of China’s ODI 

 
Chinese ODI by Region, Stock 

 
(U.S. $ million) 
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Source: MOFCOM, 2009 Statistical Bulletin of China’s Outward Foreign Direct Investment (Beijing: 2010) 
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Appendix7. Interview List 
 

Stefan Tongur, PhD candidate, at KTH, 20110315 
 
Pontus Cerin, Researcher at KTH, 20110322 
 
Hans-Jørgen Nyegaard, IFU Senior investment manager, at Copenhagen, 20110413 
 
Rune Selma and Vegard Halvorsen in NorFund, at Oslo, 20110429 
 
Johan Lagerkvist, Senior Research Fellow, Swedish Institute of International Affairs, at KTH, 
20110506 
 
Anne-Marie Chidzero, CEO, AfriCap, telephone interview on 20110517 
 
Per Juth, Director of Strategy Development, at Stockholm 20110715 
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Appendix8. Comparison of Nordic DFIs and China CADFund 
 
 
 
 

 
 
 
 
 
 

 
 

 
 
 
 

             
             
             
             
             
              

 
(Information synthesized from website of DFI and CADFund). 

 

 

♦Long history of operation and good 
track record 
 
♦Investment region covers Asia, 
Latin America, East Europe, Africa 
etc. 
 
♦Each DFI have invested in funds. 
Wherein some of them start their 
own funds of funds 
 
♦Use varies evaluation framework to 
evaluate development effect 
 
♦Knowledge sharing and cooperation 
within EDFI members and other 
finance institutions 
 
♦Make co-investment within 
EDFI members and other finance 
institutions tremenderly like IFC. 

♦They are all state owned and 
sponsored by government 
 
♦Support home companies to expand 
(invest) in Africa and Africa is highly 
focused. 
 
♦Investment instrument are the same: 
Equity, quasi-equity, investment 
through fund 
 
♦promote economic development and 
reduce poverty of Africa is highlighted 
 
♦Investment process in equity, 
monitoring and exit are more or less 
the same. 
 
♦Agriculture,infrastructure,manufacture 
sectors etc are mainly investment 
areas. 

♦Newly established with limitations to 
get track records. 
 
♦Mainly in projects in African countries 
and regions which Chinese enterprises 
also participate 
 
♦Fund investment, investment with 
other financial institutions is mentioned 
in strategy, but no official track records. 
 
♦Supported by China Development 
Bank (CDB) with resources and 
experiences 
 
♦Industrial parks set up by Chinese 
enterprises in Africa, Natural resources 
such as oil, gas and solid mineral 
resources are included in investment 
areas. 

 

Nordic DFIs Similarities China CADFunds 


