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The Quantifiable Advantages of Local Currency on
African Energy Projects

BLUF: African energy projects are often financed in foreign currency and face high capital
costs, largely due to exchange rate volatility risks. This stifles investment. New analysis
quantifies for the first time that shifting project finance to local currency—with
complementary policies and de-risking tools—can reduce capital cost by up to 31% and provide
electricity cost savings of up to 29%.

Why it matters: Africa’s energy sector is trapped in a cycle of high costs and underinvestment,
especially in clean energy which typically requires higher upfront capital and is reliant on
foreign financing. Between 2005-2025, the continent attracted less than 1.5% of global
renewable energy investment. Without new financing approaches, energy projects in Africa
will remain expensive, delaying the continent’s energy access and economic development
goals. This memo provides real-life and modelled evidence for how local currency paired with
complementary policies and tools can lower costs and increase investment.

Africa’s energy infrastructure has a high capital cost problem

Energy projects in Africa face a much_higher cost of capital than those in other regions: the
weighted average cost of capital (WACC) is_15.6% in Africa, compared to just 2.4% in Japan and
51% in the U.S. This elevated WACC is driven by several factors: high sovereign and utility debt
burdens, the inability of most utilities to recover operating and servicing costs through tariffs,
regulatory and policy uncertainty, lack of transparency and standardization in contract
negotiation, and the limited depth of local capital markets, which constrains the availability of
long-term credit from domestic banks and institutional investors. Additional risks include weak
enforcement of government commitments and payment delays by state-owned utilities
(off-taker risk), the limited availability or high cost of risk mitigation instruments (such as
political risk insurance or guarantees), high transaction costs for relatively small-scale projects,
and a persistent gap in early-stage project development financing.

Chief among the factors elevating WACC for these projects, however, is currency volatility. Most
energy projects in Africa are financed in hard currency (typically dollars or euros) but generate
revenues in local currencies, which are often unstable and prone to depreciation. This currency
mismatch exposes investors and lenders to significant exchange rate risk, further raising the
cost of capital for African projects. This mismatch adds 5-6 percentage points to the cost of
capital and results in:

e Increased debt distress: In 2023, Nigeria's Naira lost 50% of its value against the USD,
crippling debtors (often state-owned utilities) who earn revenue in local currency.
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Chana's Cedi depreciated by 20% annually from 20202023, compelling the
government to absorb approximately $500 million in foreign exchange losses for
energy projects.

Inflated cost of electricity generation: In 2023, the levelized cost of electricity (LCOE)
for utility-scale solar in Africa reached 10-15¢/kWh—two to three times higher than in
Europe or Asia. This stems primarily from elevated financing costs rather than poor
solar resources or high equipment costs.

Strained government budgets: In Ghana, the government covered energy sector
shortfalls equivalent to about 2% of GDP in 2023. In Senegal, energy subsidies reached
3.3% of GDP in 2023 including 1.5% for the power sector.

Decreased foreign investment: Even with hard-currency-denominated power
procurement agreements (PPAs) and sovereign guarantees, currency volatility raises
lenders' risk perception, deterring foreign investment in energy projects.

Local currency financing offers a solution for reducing cost

Local currency financing offers a powerful first step toward solving the high WACC of African
energy projects. Using both field evidence and modeling, we quantify the cost reduction
benefit of this approach—providing concrete numbers where previous discussions only offered
general suggestions

Local currency financing in action—evidence from three African markets

South Africa, Kenya, and Nigeria demonstrate how local currency financing, complemented by
policy and risk mitigation tools, can reduce tariffs, increase investment, and mitigate hard
currency risk for energy projects. (See additional details in Appendix 1)

South Africa: Procurement policy reforms increased local financing and reduced
tariffs. In 2011, South Africa launched the Renewable Energy Independent Power
Producer Procurement Programme (REIPPPP), which provided a transparent and
competitive auction framework, standardized and bankable PPAs, and implementation
agreements with Eskom to backstop contractual risk. These elements reduced lender
uncertainty and enabled local banks to finance up to 70 percent of project debt in
South African Rand (ZAR). Pension and insurance funds followed, investing in equity
and supporting sovereign green bonds. This policy-driven model helped reduce solar
tariffs by more than two-thirds between 2011 and 2023.

Kenya: Changes in local lending policy drove increased energy infrastructure
investment. In Ghana, the government covered energy sector shortfalls equivalent to
about 2% of GDP in 2023. In Senegal, energy subsidies reached 3.3% of GDP in 2023
including 1.5% for the power sector.

Nigeria: Local currency risk hedging mechanisms have increased local investment
in energy projects. The government supported the creation of InfraCredit in 2017,
partnering with the Nigerian Sovereign Investment Authority and GuarantCo.
InfraCredit issues guarantees for infrastructure bonds in Nigerian Naira, reducing
currency risk and attracting local investors. So far, InfraCredit has mobilized over NGN
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159 billion (USD 206 million) from more than 19 pension funds, supporting projects such
as North South Power's 15-year green bond and Darway Coast's mini-grid portfolio. By
anchoring InfraCredit's capital and engaging regulators, the government has enabled
long-term local funding for infrastructure projects, including smaller ones previously
considered unbankable.

Quantifying local currency financing benefits with modeling

To evaluate whether the impact of local currency financing extends across different markets,
we developed a model simulating a portfolio of 500 MW utility-scale solar projects in Kenya,
Nigeria, and Ghana reflecting the risk diversification typical of institutional investors. The model
analyzes WACC and LCOE over a typical 20-year project lifecycle and compares the baseline
scenario in 100% USD financing to mixed debt structures that allow for 50%, 70%, and 100%
local currency financing. Appendix 2 outlines details of the model.

Results show that even partial local financing (70%) can capture most of the benefits of full
local currency financing while maintaining some USD liquidity. Across all three countries, local
currency financing reduces WACC by 3-6 percentage points (21%-31%) and LCOE by 1.4-3.3
cents/kWh (20% to 29%) compared to USD-only financing. Savings from these reductions can
range from 13 % (about $14 million/year) to 29% (up to $ 33 million/year) compared to USD-only
financing.

FIGURE 1: Cost of Capital a Portfolio of 500 MW Utility-Scale Solar Projects Under Different

Local Currency Financing Scenarios
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lifecycle with 30% equity and 70% debt, with varying proportions of debt denominated in local versus hard GRUWTH HUB
currency. Further details are provided in Appendix 2.

Note: Results are based on a model simulating a portfolio of utility-scale solar projects in Kenya, Nigeria, and
Chana, reflecting the risk diversification typical of institutional investors. The analysis assumes a 20-year project @ ENERGY FOR
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Key Finding: Successful local financing requires policy support and risk
mitigation

Real-world experience shows that local currency financing, while essential, is not sufficient on
its own —it must be supported by enabling policy reforms and risk-hedging mechanisms. Our
modelling results reflect similar takeaways. In the modelled scenarios for Kenya and Nigeria,
inflation and currency devaluation shocks increased LCOE by 3-7% compared to base case.
Targeted risk guarantee tools helped offset currency volatility risks and deliver savings over
USD-only financing.

FIGURE 2: Cost of Capital for a Portfolio of 500 MW Utility-Scale Solar Projects Financed 100%
in Local Currency
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* Model reflects a portfolio of 500 MW utility-scale solar projects in Kenya, Nigeria, and Ghana.
Non-modeled Data Source: Clean Air Task Force (2024). Evaluating WACC in African Power Markets.

Conclusion

Our analysis provides the precise quantification of local currency financing benefits for African
energy projects. The evidence is clear: local currency financing, complemented with policy
support, can lower capital costs by up to 31% and electricity costs by up to 29% while unlocking
investment in African energy projects. Yet most foreign investors will continue to prefer
hard-currency instruments. This preference is due to shallow local financial markets, expensive
de-risking mechanisms, and policy environments that are often unpredictable or misaligned.
Overcoming these structural barriers and expanding local currency financing will require
additional policy interventions, an issue we intend to explore in detail in a forthcoming memao.
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APPENDIX 1:

Table 1: Local financing mechanisms across African countries and their role in unlocking
investment and reducing capital costs.

: : . Complementary Impact on . .
Country Local Financing Mechanism Policy WACC Additional Benefits
- Mandated 30% domestic - Transparent _ Solar tariffs fell from
equity participation under auction system  Reduced from 15¢/KWh to 47¢/kWh
REIPPPP (2011) (REIPPPP) ~15% (2011-12) to 207112023)
South - Local banks provided 70% of - Standardized — ~9-10% Mobilized ZAR 2008
Africa  project debt in ZAR (2011-2021) PPAs and (2016-18), a (~USD TIB), with 68%
- Issued sovereign green bonds Eskom drop of 5-6 from doméstic °
(ZAR 8.5B = USD 470M) implementation points iNVestors
(2014-2023) agreements
- KES-denominated PPAs éiigigﬂem
piloted for solar/wind Authorit - Over USD 200M in
(2020-2024) increaseél Reduced from pension fund
- Partnered with local banks ension fund 14% (2020) to commitments (via
Kenva (e.g., KCB, Equity Bank) to offer ﬁ'\fra cab 1o 10% ~9% (2023) for  KEPFIC)
4 15-year KES loans at 12% (vs. 18% (2021) P °  RE projects - Enabled 5M+
USD) (2022)  Enerav sector WACC drop of  off-grid solar
- GuarantCo hedging facility reformgg 4-5 points connections via
supported FX protection for oling | I PAYGCO models
new PPAS enabling loca
lending
- InfraCredit issued .
NGN-denominated guarantees InfraCre(j|t - Mobilized
created with
for clean energy bonds government Reduced from  NGN159B (~USD
(2017-2023) backing (NSIA + 21% (2021) to 206M) from pension
. . -AfDB15-year NGN credit line ~12% (2023) for  fund
Nigeria ' GuarantCo) undas
at 10% interest (2022) _FX risk solar - Avoided ~USD
- InfraCredit backed green mitigation + DFI WACC drop of  120M/year in FX
bonds and mlﬂl—grld 5-6 pOintS losses for solar PPAs

concessional

aggregation with blended capital

finance

M = Million, B = Billion
Currencies: NGN = Nigerian Nira, ZAR = South African Rand, KES = Kenyan Shilling

APPENDIX 2: Modeling Details

Methodology: Key Financial Metrics
1. Weighted Average Cost of Capital: WACC=(VexRe)+(VdxRdx(1-Tc))

o Equity Share (Ve): 30% across all scenarios.

o Debt Share (Vd): 70% (split between USD and local currency by scenario).

o Cost of Debt (Rd): Blended rate of USD and local currency loans, weighted by
their respective shares.
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Cost of Equity (Re): Adjusted downward when policies (e.g., inflation-indexed
tariffs) reduce investor risk.

o Corporate Tax Rate (Tc): Reflects the tax deductibility of interest; reduces the
effective cost of debt.

Levelized Cost of Electricity (LCOE)

Capital Costs: $1,200-1,400/kW and recovered via a Capital Recovery Factor (CRF)
derived from the project's WACC.

Annual Generation: Based on a 20-22% capacity factor, translating to 1,752-1,929
MWh per MW per year.

Savings

o Annual savings represent the difference in total annual costs between the base
case (100% USD financing) and the alternative local currency financing scenarios
(50%, 70%, or 100%).

These savings stem from the reduction in LCOE and lower WACC, which lowers
the cost of servicing project debt and equity over time.

Policy interventions includes:

Partial Risk Guarantees (PRGs): Lower local debt rates by 3-5 percentage points.
Currency Hedging Subsidies: Offset 2-3% of debt value in hedging costs,
improving the effective local debt rate.

o Inflation-Indexed Tariffs: Reduce equity risk premiums by 5-7%.

Scenario definitions

Base Case (100% USD Financing, No Policy Support): All debt is dollar-denominated,
with higher exposure to currency risk.

Intermediate Cases (50% and 70% Local Currency, With Policy Support): Mixes USD and
local currency debt, employing partial risk guarantees, hedging subsidies, and
inflation-indexed tariffs.

Policy Scenario (100% Local Currency, Full Policy Support): Entire debt stack in local
currency, fully utilizing risk mitigation tools.

Sensitivity Analysis

Evaluates impact of currency devaluation risk (5, 7(base), 10%) in Kenya
Evaluates inflation shock impact (20, 28.9(base), 35%) in Nigeria
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RESULTS

. 50% Local 70% Local 100% Local
Case
WACC 13.4% 11.0% 10.6% 10.4%
LCOE 11.0¢/kWh 9.6¢/kWh 91¢/kWh 8.8¢/kWh
Kenya Savings vs. 13% 17% o
Base - ($14M/year) ($19M/year) 28% ($31M/year)
LCOE with
devaluation - - 8.9-9.4¢/kWh -
WACC 17.8% 14.0% 13.1% 12.3%
LCOE 1.3¢/kWh 8.6¢/kWh 8.2¢/kwh 8.0¢/kWh
Nigeria | savings vs. 24% 27% .
Base B ($27M/Nvear) | ($31M/year) 29% ($33M/year)
LCOE with
devaluation B - 79-86¢/kWh -
WACC 241% 20.2% 19.3% 18.9%
Ghana LCOE 13.5¢/kWh 11.2¢/kWh 10.9¢/kWh 10.8¢/kWh
Savings vs. B 17% 19% o
Base ($23M/year) ($26M/year) 20% ($27M/year)

Takeaway: 70% local currency with guarantees achieves ~85-90% of the savings of a 100% local
scenario—while retaining some USD liquidity for equipment imports.

energyforgrowth.org 8



	The Quantifiable Advantages of Local Currency on African Energy Projects 
	Africa’s energy infrastructure has a high capital cost problem  
	Local currency financing offers a solution for reducing cost  
	Local currency financing in action—evidence from three African markets 
	Quantifying local currency financing benefits with modeling 

	Key Finding: Successful local financing requires policy support and risk mitigation 
	Conclusion 
	Endnotes 

