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Theory of Change

Goal: Increase affordable local-currency climate lending through improved management of currency risk

*within three-five years 
**post 5 years 

OUTCOME 
(Medium term)**

INPUTS

OUTPUT

IMPACT 

OUTCOME 
(Immediate)*

Legal/regulatory feasibility 
assessment for the FX risk-
sharing scheme.

Financial and exchange-
rate modeling for pricing 
the tail-risk FX guarantee.

Engagement with hedge 
providers (TCX) and guarantee 
providers (DFIs or donors).

UDB’s market assessment 
and pipeline identification 
through its CFF.

UDB secures a tail-risk 
FX guarantee for the 
unhedged portion.

UDB executes hedging 
contracts on part of the 
credit line.

Reduced volatility in UDB’s cost 
of funds.

UDB maintains a resilient 
balance sheet.

FX risk more effectively through partial 
hedging and a tail-risk guarantee.

UDB increases the volume of UGX 
climate loans.

More donors and hedge 
providers engage with UDB.

UDB aligns loan terms 
with partial hedging and 
guarantee structures.

Climate-aligned borrowers can access 
affordable long-term local currency credit.

More affordable local commercial 
hedging opportunities available.

Impact framework 
and baseline metrics 
finalized.

Private and concessional capital 
mobilized for climate projects.
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Local capital markets are 
strengthened.



Hedge provider
(e.g., TCX)

Guarantee provider
(e.g., DFI or donor)

Hedged section: UDB seeks hedging 
instruments, such as currency swaps, 
for a portion of the foreign credit line.

CURRENCY RISK DISTRIBUTION

Unhedged section: For the remaining 
portion of the credit line, UDB is 
exposed to FX fluctuations up to a 
predetermined threshold of the 
foreign credit line.

Guarantee: If depreciation exceeds 
the pre-determined threshold, excess 
losses on the unhedged section of the 
foreign credit line are covered by the 
guarantee.

Local currency loan: The loan is 
disbursed to the borrower in 
local currency, or in foreign 
currency with repayments 
indexed to local currency.

Pays local currency 
rate on hedged 

section of the loan 
principal

Receives foreign 
currency rate on 

hedged section of the 
loan principal

Loan 
disbursement

Loan 
repayment

Pays guarantee 
premium

Shares gains if 
appreciation 

exceeds 
threshold

Receives 
payment if 

depreciation 
exceeds 

threshold

Local borrowers

Uganda Development Bank

Currency Risk-Sharing Facility – visual representation

Foreign Lenders (e.g., DFI)
Foreign-currency loan: UDB 
borrows through concessional 
foreign-currency credit lines and 
repays in foreign currency, 
exposing it to FX risk.

Loan 
repayment

Loan 
disbursement

LOAN SERVICING
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Stakeholders and Roles

Stakeholder Core Role Key Contributions

PDB leading the initiative 

Strategic support & 
project coordination

Technical assistance 
design and delivery

• Instrument proponent
• Portfolio and operational data
• Identification of eligible climate project pipeline
• Legal assessment review 

• Operational Secretariat
• Technical analysis and validation of deliverables
• Instrument presentation and engagement materials 
• Stakeholder interface and outreach 

• FX risk modelling  and scenario testing 
• Legal and regulatory assessment 
• Guarantee pricing model
• Guarantee Methodology
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Pilot Phase: Instrument Development Process

Feb’25 Apr’ 25 Oct’25Aug’25 Sep’25 Dec’25

Project kickoff

Project selection 
announced at FiCS 
Summit

Legal/regulatory feasibility 
assessment for FX risk-
sharing scheme

• Stakeholder feedback 
on instrument structure

• Final report assessing the 
pilot’s potential impact

• Instrument blueprint 

• Financial modeling to price 
tail-risk FX guarantee and 
partial hedging structure

• Stakeholder 
engagement 
workshops

• UDB sets pathway 
for  piloting the 
instrument

Engagement with 
potential guarantor 
& hedge providers

Nov’25
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UDB borrows in 
foreign currency

UDB takes a credit 
line in hard currency 
(e.g., USD or EUR) to 
finance domestic 
climate lending, from 
an international 
funder at 
concessional interest 
rates.

UDB wants to lend 
in local currency

UDB wants to use 
these funds to 
provide long-term 
climate loans to 
domestic borrowers 
in UGX.
But this creates a 
currency mismatch: 
UDB earns in UGX 
but must repay in 
USD or EUR.

UDB hedges only 
part of the credit 
line with a 
traditional swap

To limit costs, UDB 
uses a currency swap 
to hedge only part of 
its borrowings under 
the credit line. 

A guarantee 
protects the 
unhedged portion

UDB absorbs small 
FX movements (up to 
5% depreciation per 
year).

If the UGX 
depreciates beyond 
5% per year, the 
guarantor covers the 
excess depreciation 
by providing the hard 
currency shortfall.

UDB gives up FX 
appreciation gains, 
beyond a certain 
threshold 

The guarantee is 
symmetric: it also 
benefits the guarantor 
in upside scenarios. 

This makes the 
guarantee sustainable 
and mutually 
beneficial.

Currency Risk-Sharing Facility

1 2 3 4 5

Note: the credit line refers to the hard currency loan provided to UDB by a development partner (e.g., AFD). 
This does not refer to the downstream loans issued by UDB to local borrowers.
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Scenario 3: Currency Risk-Sharing Facility  (1/2)

UGX 35 B = USD 10 M

50%
USD 5M
(UGX 17.5B)

50%
USD 5M
(UGX 17.5B) 

UDB Credit Line

Hedged section
(currency swap) 

Guaranteed section
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Phase 1: Setup and institutionalization 

Establish the Currency Risk-Sharing Facility within UDB

Define governance, operational processes, and implementation arrangements

Finalize instrument design and prepare for pilot activation

Phase 2: Pilot activation and implementation 

Activate the instrument and begin pilot operations

Phase 3: Monitoring and learning

Collect baseline data on interest rates, loan volumes, and FX exposure

Monitor pilot performance and refine the model as needed

Prepare an interim performance report 

Phase 4: Final evaluation and scale-up 

Prepare a final report and develop a scaling roadmap for other sectors and EMDEs

Provide recommendations for a dedicated FX guarantee fund

Month
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