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Financing Sub-Saharan
Africa’s Energy Transition

Key Insights

+ Sub-Saharan Africa (SSA) countries achieved substantial pledges of renewed
financing at COP26, although these fall short of estimates of the total funding
needed for loss and damage from, adaptation to, and mitigation of the effects of
climate change.

« Regional development and multilateral financial institutions are stepping in to fill
the financing gap, although it is still not enough; the cost of the climate change
transition is estimated at USD1.7 trillion in SSA alone by 2030 (100% of SSA's GDP as
of 2020).

« Further, lags in regulatory development and aligning countries’ climate change
agendas with economic development plans are hurdles to accessing allotted funding.

« Some SSA countries, including the Democratic Republic of the Congo, Gabon, Ghana,
Kenya, South Africa, and Zambia, are likely to benefit from the opportunities derived
from climate change mitigation and decarbonization in key sectors such as power,
transport, agriculture, construction, mining, and natural gas.

Figure 1: ESG Bonds by Sub-Saharan African Issuers
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The African Group of Negotiators on Climate
Change (AGN), the technical body of Africa’s
three-tier negotiating structure, met from
March 14 to March 17 in Livingstone, Zambia |
to review the outcome of last year’s United
Nations Climate Change Conference of
Parties (COP26). Discussions focused on the
outcomes of COP26 on SSA, ahead of COP27
due to be held in Egypt in November 2022.

SSA countries received insufficient
financial pledges at COP26 to cover their
full climate adaptation needs, but they did receive substantial commitments

UNFCCC estimates indicate that about USD125 trillion of direct capital investments
are needed to transform the global economy and avoid the worst physical impacts
of climate change by 2050. Of this, about USD32 trillion of investments is needed by
2030, out of which USD1.7 trillion (5.3%) of this amount is required in SSA - that is,
USD170 billion per year. This equates to 100% of the region’s GDP in 2020. Renewed
pledges for adaptation made at COP26 equate to USD40 billion in funding by 2025,
but this falls short of estimates by the UN Environment Programme (UNEP) that
annual adaptation costs for developing countries would total USD70 billion.

Despite the huge financing challenges ahead, some SSA countries did manage

to secure important financing deals at COP26 to support their individual energy
transition plans. South Africa - the continent’s most industrialized economy and
largest carbon-dioxide (CO2) emitter - secured a USD8.5-billion deal under the

Just Energy Transition Partnership with the United States, the European Union,

and several individual European countries, a climate-finance swap to close several
coal-fired power plants and launch renewable projects to replace them. However, to
unlock this funding, the South African government is very likely to be required to build
aviable pipeline of eligible projects.

SSA governments face growing difficulty in attracting funding for carbon-intensive
projects since investors are focusing increasingly on environmental, social and
governance (ESG) objectives

There is a broad consensus among the world’s leading donor countries to end
international financing of projects producing carbon-intensive fossil-fuel energy
sources, namely coal and upstream oil. The pursuit of ESG objectives has already
resulted in the withdrawal of financing commitments to projects in the sub-Saharan
Africa region. For example, in November 2021, China announced that it would no
longer finance a 3-megawatt coal power plant in South Africa’s Limpopo province.

Narrow support for midstream and downstream natural gas projects remains, but
upstream natural gas projects face even greater financing challenges. The The

EU green taxonomy deems natural gas a ‘transition’ energy source, making the
investment in natural gas projects compatible with the EU’s 2050 net-zero goal.
Similarly, the World Bank stated that it would, in “exceptional circumstances”, support
upstream natural gas projects. Nonetheless, financial disclosure requirements
regarding carbon emissions, pressure from shareholders, and concerns of
‘greenwashing’ among potential investors when raising capital appear increasingly
likely to reduce the appetite of regional and domestic financial institutions, including
sovereign wealth funds, to continue supporting hydrocarbon projects. Consequently,
fossil fuel projects are likely to face increasing difficulty in finding investment
guarantees, political risk insurance, and performance bonds,typically sought to
mitigate project risks, perceived to be high in SSA.

To learn more about S&P Global ESG Intelligence, contact us here. 2
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Regional multilateral development banks (MDBs) and private capital sources are
unlikely to fill the gap left by traditional financing sources

African governments are likely to turn to regional MDBs, domestic financial
institutions such as sovereign wealth funds and pension funds, and aspirational
regional middle-class private investors with investment capital to fund strategic
fossil-fuel projects. For example, on 27 January 2022, African Export-Import
Bank (Afreximbank) announced USD5-billion funding for Nigeria’s national oil
company, Nigerian National Petroleum Company Ltd, under a resource-backed
loan arrangement for greenfield and brownfield projects in the country’s upstream
sector. Private investment from domestic sources is also likely to increase in
upstream fossil fuel projects. In Tanzania, local firm Mirambo Mining bought a
controlling stake in Tancoal Energy, which, from its Ngaka coalfield, is reportedly
East Africa’s biggest supplier of the fuel.

Given that funding is increasingly likely to be prioritized and shifted towards clean
energy, innovation, and energy efficiency, some SSA countries should benefit from
the opportunities of mitigation and decarbonization in key sectors such as power,
transport, agriculture, construction, mining, and natural gas

In this regard, countries such as Gabon, Ghana, and South Africa have commenced
developing and implementing policies around a sustainable circular economy,
particularly deepening renewable energy penetration in the total energy mix. Further,
the EU Green New Deal’s circular economy plan presents opportunities to localize
parts of the value chain to African producers and strengthen value addition by
promoting manufacturing - which will become even more critical as the EU’s carbon
border adjustment mechanism is introduced. Finally, African governments are seeking
increased investments in new forms of resource-based industrialization using critical
minerals such as copper and cobalt, which are vital for the energy transition and
abundant on the continent.

Figure 2: Sub-Saharan Africa: Minerals for Energy Technology
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Subject Matter Experts

Natznet Tesfay
Executive Director, Africa — Economics & Country Risk

Her areas of specialization include analysis of political developments affecting the offshore energy

sector in West Africa, particularly Nigeria; commercial developments, especially in mining, energy, and
infrastructure in East Africa; and piracy risks in the Gulf of Aden and Gulf of Guinea. Ms. Tesfay leads

the development of the Africa risk indicator and horizon scanning infrastructure, drawing on a range of
methodologies such as geospatial analysis and scenario modelling techniques. She supports business
growth across the continent, advising C-level executives on market entry, stakeholder engagement and
risk management, and African governments on leveraging their natural resource potential for sustained
economic growth. In 2017, Ms. Tesfay was named a Young Global Leader by the World Economic Forum.
She regularly speaks in major media outlets and at highlevel conferences. Previously, at Exclusive Analysis
she managed the Africa intelligence team of in-country analysts and sources, as well as Exclusive Analysis’s Johannesburg office.
She also advised municipal governments on sustainably developing megacities and national governments on the development

of free trade zones, foreign policy and the mining sector in East Africa. Ms. Tesfay’s degrees include a BA in Government from
Harvard University and a MSc in Urbanization and Development from the London School of Economics.

Peter Gardett
Executive Director — Climate and Cleantech

Mr. Gardett is an executive director for IHS Markit and is part of a dedicated research team that
provides integrated climate and cleantech advisory research to the financial sector. Mr. Gardett

has more than 20 years of experience in energy and commodities markets as a journalist, analyst,
entrepreneur, and executive. His work at IHS Markit focuses on the energy transition and cleantech,
including solar, wind, hydrogen, batteries, and storage. Mr. Gardett holds a degree from the University
of St Andrews in Scotland and lives in New York City.

Theo Acheampong
Senior Analyst Country Risk — Sub-Saharan Africa

Dr. Acheampong specialises in analysing developments relevant to political and business risks in
Sub-Saharan Africa. His research covers risk forecasts and analysis, including of war, terrorism, and
political unrest, as well as the impact of business risks - tax, legal, operational - on industry sectors and
companies. Prior to joining IHS Markit, he worked as an independent consultant providing macroeconomic
analysis and market research focused on frontier emerging markets in Sub-Saharan Africa. He has also
worked on many client projects in the global energy industry, particularly in upstream oil and gas. Dr.
Acheampong holds a Ph.D. in economics and an and an MSc in petroleum, energy economics and finance
from the University of Aberdeen, Scotland. He earned his Bachelor of Science in chemical engineering
from the Kwame Nkrumah University of Science and Technology, Ghana.

William Farmer
Analyst, Sub-Saharan Africa — Country Risk

An analyst for IHS Markit, William Farmer specializes in the political, security, and business environment of Central and East
Africa. Prior to joining IHS Markit, he worked as an Africa-focused political risk analyst in London and Dar es Salaam, Tanzania.
There, William authored political risk reports and conducted due-diligence investigations. He has previously traveled to Kenya,
Uganda, and South Africa. William holds a BA in History from King’s College London and an MA in Conflict, Security and
Development from King’s College London, both in the United Kingdom.
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About S&P Global Sustainable1

S&P Global Sustainablelis the central source for sustainability intelligence from S&P Global. Sustainable1 matches customers with the ESG
products, insights and solutions from across S&P Global’s divisions to help meet their unique needs. Our comprehensive coverage across global
markets combined with in-depth ESG intelligence provides financial institutions, corporations and governments an unmatched level of clarity and
confidence to successfully navigate the transition to a sustainable future. Our data and well-informed point of view on critical topics like energy
transition, climate resilience, positive impact and sustainable finance allow us to go deep on the details that define the big picture so customers
can make decisions with conviction. To learn more, please visit: www.spglobal.com/sustainablel

About S&P Global

S&P Global (NYSE: SPGI) is the world’s foremost provider of credit ratings, benchmarks and analytics in the global capital and commodity markets,
offering ESG solutions, deep data and insights on critical economic, market and business factors. We’ve been providing essential intelligence

that unlocks opportunity, fosters growth and accelerates progress for more than 160 years. Our divisions include S&P Global Ratings, S&P Global
Market Intelligence, S&P Dow Jones Indices and S&P Global Platts. For more information, visit www.spglobal.com.

These materials have been prepared solely for information purposes based upon information generally available to the public and from sources believed to be reliable. No content (including
index data, ratings, credit-related analyses and data, research, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Global. The Content shall not be used for any unlawful
or unauthorized purposes. S&P Global and any third-party providers, (collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content.

S&P Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON “AS IS” BASIS.
S&P GLOBAL PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH

ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with
any use of the Content even if advised of the possibility of such damages.

S&P Global’s opinions, quotes and credit-related and other analyses are statements of opinion as of the date they are expressed and not statements of fact or recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P Global may provide index data. Direct investment in an index is not possible.
Exposure to an asset class represented by an index is available through investable instruments based on that index. S&P Global assumes no obligation to update the Content following publication
in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when
making investment and other business decisions. S&P Global does not endorse companies, technologies, products, services, or solutions.

S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain divisions of
S&P Global may have information that is not available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P Global reserves the right to disseminate its
opinions and analyses. S&P Global’s public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and www.ratingsdirect.com (subscription), and
may be distributed through other means, including via S&P Global publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
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