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began, the debate about climate change is

no longer how to reverse global warming, but
rather how to adapt to this new reality. For re/
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from agents of risk transfer to facilitators of
risk reduction. And not only for insureds but

also for the uninsured.
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B INTRODUCTION

Trlple planetary

crisis is an

unprecedented,"‘ |
generational ™
opportunityss

The introduction to this
Lloyd’s List Intelligence
special report on
climate adaptation

and resilience is by
Butch Bacani, head

of insurance at the

UN Environment
Programme

The insurance risk management
continuum of understanding risk
(risk assessment and quantification),
preventing and reducing risk (loss
prevention and risk reduction) and
sharing and transferring risk (insur-
ance) has a key role to play in tack-
ling climate risk.

Climate change adaptation and miti-
gation are two sides of the same coin.
They can be both viewed from a risk
reduction lens. Adaptation and build-
ing resilience entails coping with the
physical impacts of climate change
through, for example, disaster risk
reduction measures and insurance as
a financial shock absorber. Climate
change mitigation and the transition
to a net-zero emissions economy can
also be viewed as risk reduction as it
addresses the root cause of climate
change - greenhouse gas emissions.
Therefore, insurance can also be a le-
ver to support the decarbonisation of
the real economy.

At the UN Environment Programme
(UNEP), we Dbelieve the insurance
industry has a triple role — as risk
manager, insurer and investor — in
building climate-resilient communi-
ties and supporting the transition to
a net-zero emissions economy. Ad-

dressing both climate resilience and
the net-zero transition — and across
both sides of an insurance compa-
ny’s balance sheet — is a coherent
and holistic approach to climate risk
management.

In this context, UNEP has a range of
pioneering insurance initiatives that
build climate resilience and accelerate
and scale up the net-zero transition.

Enhancing climate risk
assessment

In 2019, UNEP’s Principles for Sustain-
able Insurance Initiative (PSI) start-
ed a global, multi-year process that
convened 22 leading insurers and
reinsurers from around the world to
pilot state-of-the-art climate risk as-
sessment approaches — particularly
the use of climate change scenarios —
to better assess climate-related phys-
ical, transition and litigation risks in
the insurance business.

The overall aim of the PSI pilot pro-
ject was to contribute to the develop-
ment of consistent and transparent
analytical approaches that can be
used to identify, assess and disclose
climate change-related risks and op-
portunities in insurance underwrit-
ing portfolios in a forward-looking,
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scenario-based manner. This led to
the launch of the 2021 PSI global re-
port, Insuring the climate transition:
Enhancing the insurance industry’s
assessment of climate change fu-
tures. The 2021 PSI global report in-
spired a similar effort in Brazil and
led to the 2024 report, Insuring the
climate transition in Brazil, a collab-
orative effort to enhance climate risk
assessment involving the PSI and the
country’s insurance association the
Confederacdo Nacional das Segura-
doras, with technical support from
Latin American sustainable finance
consulting and evaluation practice
Nint. With the PSI project’s success
in Brazil, similar efforts are being
planned in other countries.

Protecting MSMEs

To help close the insurance protec-
tion gap, the PSI has a unique part-
nership with the Vulnerable Twenty
Group of Ministers of Finance (V20).
The V20 - originally 20 and now 68
climate-vulnerable nations in the
Global South - has a combined pop-
ulation of 1.7 billion, a 5% share of
global emissions and GDP of $3.8trn.

A 2022 V20 report revealed within a
span of two decades (2000 to 2019),
climate change wiped out 20% of
the collective GDP of V20 economies.
Micro, small and medium-sized en-
terprises (MSMEs) are the backbone
of V20 economies. They contribute
20% to 70% of GDP and export reve-
nues and make up more than 80% of
businesses. But MSMEs are constantly
threatened by escalating climate risks.

Insurance can enhance risk manage-
ment, absorb financial shocks and
derisk cost-saving renewable energy
and energy efficiency infrastructure.
At the V20 Asia-Pacific meeting in
Manila in 2017, I broached the idea of
the world’s first vulnerable country-
led insurance facility of its kind and
conceptualised the V20 Sustainable
Insurance Facility (V20-SIF). Work-
ing together with the V20 and Mu-
nich Climate Insurance Initiative in
the ensuing years, we announced
the V20-SIF at the 2021 UN Climate
Conference (Cop26) — a project pipe-
line development facility to assist

V20 economies scope the financial
protection needs of MSMEs and facil-
itate concept and proposal develop-
ment for funding vehicles.

A V20-SIF office hosted by the PSI
was then set up with funding from
Germany’s economic development
ministry, the Bundesministerium
fir wirtschaftliche Zusammenarbeit
und Entwicklung, and we completed
our global team of experts last year.
This is why at the 2023 UN Climate
Conference (Cop28), having devel-
oped a pipeline of projects spanning
Africa, Asia-Pacific and Latin Ameri-
ca and the Caribbean, we shared les-
sons in the V20-SIF journey.

For example, we believe “demand
aggregators” — such as banks, micro-
finance institutions, digital platforms
and agriculture buyers - are key to
insuring MSMEs that form part of
supply chains and loan portfolios.
MSMEs are highly vulnerable to cli-
mate risks, creating costs to larger
companies (demand aggregators)
that trade with and rely on MSMEs to
produce or sell goods or repay loans.
Demand aggregators’ financial per-
formance is impacted by MSMEs’
risks and most want to offer insur-
ance. But costs in serving MSMEs
— whether via demand aggregators,
brokers or insurers - is a major bar-
rier and must reduce significantly.

The V20-SIF’s goal is not to do more
market diagnostics or pilots, but to
understand key elements that work
and can be replicated to scale and
speed up insurance solutions that
build climate-resilient MSMEs, in
line with the underlying tenet of the
UN Sustainable Development Goals
of leaving no one behind. More V20-

SIF developments will be announced
soon as it moves into its next level of
implementation this year.

Accelerating and scaling net zero
In April, UNEP announced the cre-
ation of the Forum for Insurance
Transition to Net Zero (FIT), a new
UN-led and convened structured di-
alogue and multi-stakeholder forum
to support the necessary acceleration
and scaling up of voluntary climate
action by the insurance industry and
key stakeholders.

The creation of the FIT is a major new
opportunity for UNEP, the insurance
industry and key stakeholders; and
takes into account the experience
gained by UNEP’s previous work
with the insurance industry that first
transformed net-zero insurance from
theory to practice. In creating the FIT,
UNEP met with a wide range of key
stakeholders to discuss practical and
effective ways in which insurance
can support and accelerate the transi-
tion to a net-zero emissions economy.
These consultations have validated a
clear and urgent need to create a new,
multi-stakeholder forum and have
also identified work priorities.

As UNEP’s head of insurance, I am
honoured to chair the FIT. The FIT
will work with insurance market
participants (for example, insurers,
reinsurers and brokers) and engage
with insurance regulators and su-
pervisors, net-zero standard-setters
and initiatives, the scientific and ac-
ademic community, civil society and
other key stakeholders (for example,
sustainability disclosure initiatives
and real economy actors) to advance
net-zero insurance thinking and
practices globally.

By speeding and scaling up a just transition to
climate-resilient and inclusive communities
and net-zero and nature-positive economies,
insurers can play a key role in tackling the triple
planetary crisis of climate change, nature and
biodiversity loss and pollution and waste, which
require urgent and ambitious action
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Initial priorities for the FIT include
advancing frameworks for net-zero
insurance metrics and voluntary
targets and developing new net-zero
insurance concepts; developing a
net-zero transition plan framework
for insurance market participants;
engaging with the real economy on
the development of net-zero tran-
sition plans by corporates across
different sectors; and tackling chal-
lenges and opportunities to develop
insurance solutions and taxonomies
that would support the net-zero
transition. The aim is to foster avail-
ability of insurance and finance for
transition projects and technologies
and net-zero activities.

Overall, the FIT is kickstarting its
work with a critical mass and di-
verse group of 46 organisations from
across the globe, made up of 19 in-
surers and reinsurers, 16 insurance
regulatory and supervisory author-
ities and 11 renowned academic
institutions and civil society organ-
isations. It is expected more organ-
isations worldwide will join the FIT
in the coming months as it becomes
fully operational.

Tackling nature loss and pollution
The world is facing a triple plane-
tary crisis of climate change, nature
and biodiversity loss and pollution
and waste. Net zero and nature
positive are two sides of the same
coin, just like climate change adap-
tation and mitigation.

The Nature Positive Initiative de-
fines nature positive as a global soci-
etal goal to “halt and reverse nature
loss by 2030 on a 2020 baseline and
achieve full recovery by 2050” and
“it means ensuring more nature in
the world in 2030 than in 2020 and
continued recovery after that”. The
science is clear. The world cannot
reach net zero without becoming na-
ture positive. Neither climate change
nor biodiversity loss will be solved in
isolation as they mutually reinforce
each other and are interconnected.

With the adoption of the Kunming-
Montreal Global Biodiversity Frame-
work in 2022, as well as the ongoing

FIT founder members

There are 19 founding re/insurance
organisations in the Forum for
Insurance Transition to Net Zero:

Achmea

African Risk Capacity
a.s.r.

Aviva

Beazley

CNP Assurances
Co-operators

Crédit Agricole Assurances
Fatum

Fidelidade

Generali

Insurance Australia Group
Intesa Sanpaolo Vita
NamibRe

NN Group

Odeon Insurance Re
Singapore Life

Sonepar International Re
The Fidelis Partnership

inter-governmental process to forge
an international legally binding in-
strument to end plastic pollution,
there is a growing recognition of the
importance of finance, including in-
surance, for nature, both in reduc-
ing nature-related risks and seizing
nature-positive opportunities. Insur-
ers can play a key role to halt and
reverse nature loss so by 2030 na-
ture is visibly and measurably on the
path to recovery.

Ever since it was established in
2012, the PSI has been address-
ing nature-related and pollution
risks - from tackling illegal, un-
reported and unregulated fishing,
environmental pollution liability,
plastic pollution and high-impact
hydropower projects; to protecting
Unesco World Heritage Sites and
building climate resilience by pro-
tecting ecosystems such as coral
reefs and mangrove forests.

Nature-related and pollution risks
were also included in the first-ever
environmental, social and govern-
ance guides for non-life insurance
and life and health insurance that

were produced by the PSI. This is why
in 2021, I conceptualised the agen-
da-setting Nature-Positive Insurance
Series co-organised by the PSI and
the UN Convention on Biological Di-
versity. This was followed in 2023
by the paper, Nature-positive insur-
ance: Evolving thinking and prac-
tices, produced by the PSI and UNEP
Finance Initiative’s Nature Team.

The paper identifies how insurers
can contribute to achieving the goals
and targets of the Global Biodiversity
Framework through a range of possi-
ble actions, from embedding nature
in risk management frameworks and
setting underwriting criteria and
guidelines; engaging with clients and
potential clients; and developing in-
surance products and solutions that
cover natural ecosystems and eco-
nomic activities that value, conserve,
restore and wisely use biodiversity
and ecosystem services.

This year, to advance nature-
positive insurance thinking and
practices globally, we are launching
the PSI Nature-Positive Insurance
Working Group, which I announced
at the inaugural Global Sustainable
Insurance Summit in Los Angeles in
April and which will contribute to
the aims of the 2024 UN Biodiversity
Conference (Cop16).

By speeding and scaling up a just
transition to climate-resilient and
inclusive communities and net-zero
and nature-positive economies, in-
surers can play a key role in tackling
the triple planetary crisis of climate
change, nature and biodiversity loss
and pollution and waste, which re-
quire urgent and ambitious action by
all actors in society to protect lives,
livelihoods and assets. By doing so,
insurers can also seize the unprece-
dented generational opportunity to
build a safer, healthier, prosperous
and sustainable future for all. ®

Butch Bacani is head of insurance
at the UN Environment Programme,
programme leader of the UN
Principles for Sustainable Insurance
and chair of the UN Forum for
Insurance Transition to Net Zero
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Insurers must help world adapt

to new climate reality

Milken Institute annual conference was set in the context of record-
breaking climate events, which are ‘just a preview of worse to come’

There is a vital need to galvanise pri-
vate capital towards climate adapta-
tion and resilience and re/insurers
must play their part in this, accord-
ing to a panel of experts at the Milk-
en Institute’s 27th annual global con-
ference, writes Louise Isted.

Delegates at the session titled “The
new climate reality” heard that glob-
ally only 2% of private funds are
directed to addressing the climate
crisis, of which the majority goes to
mitigation. The Milken Institute said
the panel discussion was set in the
context of record-breaking climate
events in 2023, which were “just a
preview of worse to come”.

Moderated by Aimée Christensen,
chief executive of Christensen
Global, the panel comprised Gil-
lian Caldwell, chief climate officer
and deputy assistant administrator
at the US Agency for International
Development (USAID); Jeff Goodell,
New York Times bestselling author
of The Heat Will Kill You First; Ekho-
suehi Iyahen, secretary-general of
the Insurance Development Forum
(IDF); and Stacey Swann, found-
er and chief executive of Resilient
Earth Capital.

“We're still underfinancing climate
mitigation and we're dramatically
underfinancing climate adaptation,
resilience and recovery,” Chris-
tensen said, adding philanthropic
and public capital needed to help
get private capital “off the sidelines”
by derisking it. She said, at Cop28,
21 philanthropic foundations had
come together to announce a com-
mitment to adaptation and resil-
ience financing. Ways needed to be
found, she added, to leverage their

“risk-tolerant” capital towards mo-
bilising private investment.

Goodell described the “vision of
hope” he had that the world was at
a tipping point in understanding the
opportunity presented by climate
change. He said the past 10 years had
been the hottest on record, and 2023
the hottest year ever. “If you want to
get into a fight with a climate scien-
tist, ask him or her about whether
or not this means climate impacts
are accelerating,” he said, “and it's
very clear we are getting deeper and
deeper in trouble.”

In his book, Goodell described heat
as “the engine of planetary chaos”,
which can be seen, for example, in
the melting of the West Antarctic Ice
Sheet, which is “like the cork in the
wine bottle for the whole west side
of Antarctica”.

Its loss, he added, would be equal to
10 feet of sea level rise. He said dis-
integration of this ice sheet is under
way and irreversible. “We're seeing
The Day After Tomorrow scenario,”
he said, referring to the 2004 sci-fi ac-
tion movie, “where the overturning
circulation in the Atlantic stops or
slows down significantly and causes
tremendous changes in our planet.”

Citing a recent article in the Fi-
nancial Times, Goodell said the re-
quirement for climate finance was
$1.2trn, adding there was a need
to reach $9trn by 2030 to achieve
the goals of the Paris Agreement of
2015. “The question is how do we
shift these great flows of money, not
just to mitigation but, more power-
fully and more importantly, and in a
more complex way, to adaptation,”
he said.

The physical impacts of a warming
planet are so obvious, Swann said,
that investors are “starting to wake
up” to the financial risks posed by cli-
mate change. “One of the tools that
most people historically have been
using is insurance, which is not a
risk reduction tool, but a risk trans-
fer mechanism, and investors are
starting to understand that you can't
transfer away this risk, you need also
to reduce it. If you don’t, then this im-
pacts your revenues, your cost basis
and your asset values,” she said. In-
vestors will have to “identify, assess
and quantify” climate-related finan-
cial risk, which will lead to greater
action in relation to “investing in the
right things”, she added.

Globally, only 2% of private cap-
ital is for addressing the climate

“We're still underfinancing
climate mitigation and we're /4
dramatically underfinancing

climate adaptation,

resilience and recovery”

Aimée Christensen
Christensen Global

T
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“What underpins the ability of
the industry to underwrite

these risks is actually

their technical capability

to understand what risk

actually looks like and how

it is changing”

Ekhosuehi lyahen
Insurance Development Forum

crisis, Caldwell stressed, and the
vast majority of that is for the
clean energy transition and miti-
gation. USAID, a branch of the US
federal government, is the larg-
est aid agency in the world, with a
presence in 100 low- and middle-
income countries. “Our focus is on
the countries getting hit first and
worst by the impacts of the climate
crisis,” she continued. “And one of
the first things we did after I start-
ed as a Biden appointee in 2001, was
finalise a climate strategy that takes
us through 2030.”

Co-led by USAID and the US Depart-
ment of State, the Biden administra-
tion’s Prepare initiative aims to cata-
lyse more private sector investment
in climate adaptation and resilience.

Caldwell said 2022 was the year by
which the UN climate negotiations
had been projected to reach the
$100bn of investment countries had
committed to under the Paris Agree-
ment seven years earlier. “If public
agencies can't even get to $100bn,
then we've got to start to use our cap-
ital in more creative ways. So that's
concessional finance, loan guaran-
tees, and the technical assistance
necessary to establish deal flow
that's actually investable,” she said.

USAID has been directing a call to
action to the private sector and an-
nounced at Cop28 it had recruited
more than 25 companies that have
committed a combined $3bn in
both cash and in-kind resources to
advance adaptation and resilience.
“That might involve strengthening

their own supply chains or the pre-
paredness of their workforce but,
even more importantly, it could also
involve changes to the products
and services that they're offering,”
Caldwell said.

One company joining USAID’s call to
action, Jupiter Intelligence, is devel-
oping a product that can model how
any location on Earth will likely be
affected in the years from now until
2100 by eight climate risks, includ-
ing heat, flood and drought, and
quantifying the economic impact of
those risks.

That insight will be “incredibly rel-
evant”, Caldwell said, not just to
businesses, but also to local commu-
nities, so they can think about how
they can try to mitigate those risks.

Iyahen said, globally, insurers col-
lect a premium volume of about
$7trn per year, of which as much
as $5.35trn supports financial re-
silience in the form of insurance
claims and benefits payouts. “That's
significant but oftentimes we don't
think about this contribution that in-
surance makes in terms of support-
ing the ability of people to respond
to shocks,” she said, adding it is the
largest contribution society receives
outside government funding.

The value of insurers within this
context is threefold, Iyahen said. The
first is their risk expertise and ana-
lytics. “What underpins the ability
of the industry to underwrite these
risks is actually their technical capa-
bility to understand what risk actu-

ally looks like and how it is chang-
ing,” she said.

The second value is underwriting.
“Despite the big figures that I refer-
enced, those payouts and those bene-
fits are primarily concentrated in de-
veloped economies. As the Insurance
Development Forum, our efforts are
really focused on how we expand
insurance and risk capabilities in
emerging developing markets. That
is relevant because in these markets,
we are talking about 2% to 3% of in-
surance penetration rates.”

A third value and one that is also of-
ten overlooked, she added, is that in-
surers are more than underwriters —
they are also institutional investors,
having about $40trn of assets under
management. “It is inherently with-
in the interests of the insurance in-
dustry to take climate risk, and resil-
ience and adaptation seriously. If we
are not investing adequately in risk
reduction, then access to insurance
becomes an issue and there are cas-
cading impacts, which can be quite
profound,” she said.

The role of insurers requires part-
nership with the public sector, which
is “very easy to talk about” but trans-
lating it into action is “a completely
different ballgame”, she added.

To that end, the IDF set itself the
challenge of bringing together chief
investment officers from a variety
of insurance companies to find out
what it would take to invest in these
markets, particularly small and
medium-sized enterprises. The re-
sult of those talks is a blueprint of
consensus on their requirements,
and the IDF is now working closely
with BlackRock to operationalise this
and to catalyse even greater action.

Fossil fuel subsidies

Public funding of the fossil fuel in-
dustry through government subsi-
dies continues, Christensen said, and
this amounts to $5trn to $7trn a year.

Goodell described that fact as “one
of the most politically complex and
politically volatile” parts of the cli-
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mate change debate. “Let's be very
clear: burning fossil fuels is respon-
sible for about 80% of the CO2 that
goes into the atmosphere, which is
what is heating up our planet and
causing all the adaptation that we're
trying to finance,” he said. “What is
the responsibility of that industry
towards economic fairness? What is
the responsibility of the rich Global
North, the people who caused this
problem, to help the Global South
with adaptation?”

The politics are shifting on this in-
equality, he continued, and it is “not
by accident” that there are currently
2,180 lawsuits against the fossil fuel
industry. People are asking what
has happened to the “polluter pays”
principle for an industry that made
$4trn in profits last year. “There is a
very big river of cash that we need,”
he said, “and so what role should
they play in helping us to adapt to
this hotter, more chaotic world that
they've helped create?”

Caldwell pointed out that all the G7
countries had committed to phasing
out fossil fuel subsidies by 2025 but
“that's not what's happening”. The
US, for example is “rife” with pro-
duction and consumption subsidies,
she continued.

The latest data is from 2022, in the
wake of Russia’s invasion of Ukraine,
and shows an estimated $1.2trn in
direct subsidies. That balloons to
$7trn, she added, when combined
with indirect subsidies. “It's bizarre
that we're investing in direct cross
purposes with where we need to
head in terms of mitigation and ad-
aptation,” she said.

The big success story, however, is that
renewable energy is still cheaper in
the countries where USAID is work-
ing, to the extent that it has become
the “energy of choice” there. But the
political cycles of democratically
elected governments tend towards
short-term thinking on the clean en-
ergy transition, she continued. “[Oil
and gas companies] have a great
enough hold on politics that we don't
see decisions made in the public in-

“[oil and gas companies]
have a great enough hold

on politics that we don't

see decisions made in the

public interest; we see
them more frequently

made in private interests”

Gillian Caldwell
USAID

terest; we see them more frequently
made in private interests.”

The public balance sheet “is an in-
vestor too”, Swann said, and in many
countries this is “bearing the cost of
the damages of the warming plan-
et that we're living in”. That needs
to change so that public balance
sheets catalyse private investment
in climate adaptation, resilience
and mitigation. She highlighted
positive moves in that direction by
the Inflation Reduction Act (IRA)
and the Greenhouse Gas Reduction
Fund (GGRF), stressing every sector
in every industry stands to benefit.
“It’s about thinking how to take the
spectrum of capital and apply it in
the most effective and efficient ways
and the opportunity-set that inves-
tors are looking for.”

Caldwell highlighted a report pro-
duced by the Boston Consulting
Group (BCG) in December 2023 in
collaboration with USAID and the
Global Resilience Partnership. Their
research found every dollar a com-
pany invests in implementing adap-
tation and resilience measures can
yield $2 to $15 in financial benefits.

The report, titled “From risk to re-
ward: The business imperative to
finance climate adaptation and re-
silience”, was launched at Cop28,
alongside an announcement by US
special presidential envoy for cli-
mate, John Kerry, and USAID admin-
istrator, Samantha Power, that BCG
is responding to the Prepare Call to
Action — a growing coalition of ma-
jor private sector players committed

to advancing adaptation and resil-
ience in developing countries.

The study is the first of its kind to
detail the range of opportunities
and financial benefits for the pri-
vate sector to fund adaptation and
resilience in both emerging mar-
kets and developing economies and
advanced economies. “It’s focused
on the business case for adapta-
tion because nobody wants to hear
an aid agency tell them how to do
business,” Caldwell said. “We need-
ed hard data to understand what's
happening with those capital flows,
and what yield companies are get-
ting from the investments they're
making.” The median yield for such
investments, of $9 for every $1, is “a
lot higher” than USAID anticipated
because adaptation-related invest-
ments are not normally perceived
as being as profitable as mitigation
efforts are, she added.

The myth that adaptation is a more
expensive investment than mitiga-
tion is being broken, Swann said. “I
think that investing in resilience and
adaptation is actually going to prove
to be more financially sustainable,
and also give a higher return,” she
said. Caldwell added every $1 spent
on adaptation and resilience yields
an estimated $4 to $10 in cost savings
later on.

A new reality

The scale of the opportunity for
private investors is hugely under-
estimated, Goodell said, adding there
is a need to drop the assumption
that the response to climate change
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is to try and return to the past. “The
amount of CO2 in the atmosphere is
more or less permanent, meaning
we have created a new climate that
is very different to the one that all
of us grew up in. And that means
everything is going to change,” he
said. “It’s a different world now and
we’re not going back and if you get
smart about that, then you under-
stand there's a lot of opportunities.”

Those opportunities need to be con-
sidered, not simply in terms of assets,
but as the quality of human lives, he
added. Citing medical journal The
Lancet, he said around 400,000 peo-
ple die every year because of ex-
treme heat. “How does that get val-
ued in this conversation? How is this
predatory force put into the calcula-
tion of the investment changes that
we are talking about?”

Iyahen agreed any conversation
about climate adaptation and resil-
ience was an opportunity to focus on
people’s lives and livelihoods. “His-
torically, when we've talked about
climate change mitigation at a high
level, it's almost been disenfran-
chising and made it inaccessible to
ordinary people,” she said. The IDF
therefore makes sure that any risk
analysis it does, answers the ques-
tion, “What does this look like?”

As an example, Iyahen said a flood
in Mozambique can lead not just
to a loss of infrastructure but, six
months later, to an outbreak of chol-
era. Risk modelling and risk financ-
ing are therefore an opportunity
to engage with communities about

how they are affected by climate
change, she added.

Humanitarian financing totalled
$4bn last year. Half of that was
driven by natural disasters but
only 1.2% was pre-arranged fi-
nance. “That's an extreme level of
inefficiency,” Iyahen said. “If we're
talking about the climate transi-
tion, about climate justice, then the
resilience and adaptation conver-
sation is incredibly important.”

Attracting investors

On ways to attract institutional cap-
ital to climate adaptation and resil-
ience, Caldwell highlighted Green
Guarantee Company (GGO).

GGC is the first-ever privately run
guarantee company devoted to cat-
alysing green bonds and loans in
partner countries. The company
focuses on Africa, Asia and Latin
America. With a $100m balance
sheet, it was launched at Cop28 to
unlock an estimated $1bn in new
mainstream private capital for cli-
mate finance by 2024.

The GGC aims to solve the problem
of bringing investors to “higher risk
rating markets, where it’s difficult to
get the foreign direct investment in-
volved,” Caldwell said.

USAID is also working with finan-
cial institutions in Rwanda and Co-
lumbia, for example, to “help them
understand how to green their own
portfolios”. Caldwell explained glob-
al alliances are still “heavily domi-
nated” by Western institutions but

“I think that investing in
resilience and adaptation
is actually going to prove

to be more financially

sustainable, and also give

a higher return [than
mitigation]”

Stacey Swann
Resilient Earth Capital

the lines between the Global North
and Global South are “not so hard
and fast” because investments in
reducing emissions are likewise
investments in increasing adapta-
tion. For example, a project to plant
shade trees that can buffer coffee
trees from prolonged droughts and
extreme temperatures is “both a mit-
igation plan and a resilience play”,
she said.

Swann highlighted the “pipeline
problem”, in that large infrastruc-
ture projects take a long time to
move through an investment pro-
cess. She explained: “A project that's
being financially closed today was
probably on the drawing board five
or seven years ago, and the ques-
tion is, were the developers or the
investors asking the right questions
about the climate-related physical
risks and/or the resilience of that as-
set over its lifetime. The likelihood
is they weren't yet.” That is chang-
ing, however. For example, Resilient
Earth Capital worked with Canadian
pension funds several years ago on
helping them “diligence a project
around climate”.

More and more small- and medium-
sized enterprises (SMEs), “on the
frontline of communities”, are com-
ing up with solutions to the types
of climate hazards they are facing.
“But those projects are small and so
no pension fund or big asset manag-
er is going to invest in them,” Swann
said, “because anything less than
$5m is not on the radar of a lot of
investors”. The need therefore is to
build an ecosystem in the financial
sector around such SMEs, she add-
ed, to increase the pipeline of these
types of investments.

Swann mentioned she sits on the
board of the Montgomery Coun-
ty Green Bank, which is “hyper lo-
cal”. Two years ago, the legislators
that control that bank adopted ad-
aptation and resilience for their
mandate, which mainly focuses on
coupling energy and building effi-
ciencies with resilience measures,
such as flood management, for
multifamily projects.
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Not a binary choice

Caldwell described work in the
so-called blue economy, which in-
cludes mangroves and seagrasses
as carbon-dense terrain. “If you in-
vest in green rather than grey infra-
structure, you're protecting coastal
communities against erosion and
the incursion of water and sea level
rise, even as you're helping reduce
carbon in the atmosphere,” she said.
“The only way to capitalise these
kinds of interventions in biodiver-
sity and in restoring natural land-
scapes, is through the sale of carbon
credits.” The challenge, she added,
is to ensure the integrity, transpar-
ency and equity of carbon credit
transactions so they create value for
communities.

Goodell warned against the “bina-
ry conversation” of climate miti-
gation versus climate adaptation,
underscoring they are not separate
things. “The best adaptation prac-
tice we could take is to get off fossil
fuels as quickly as possible because
that is what's driving all of these
kinds of changes,” he said, adding
that “mitigation is the most power-
ful form of adaptation”.

He said that Texas, where he re-
sides, is the “belly of the Beast” in
terms of US fossil fuel production
and yet, two weeks earlier, 70% of
the power on the state’s electricity
grid was coming from renewables.
“That’s not happening because Tex-
as is full of tree huggers. The engine
there, is economics and permitting,”
he said. “Speed is essential to action
on adaptation and mitigation,” he
continued, “because speed equals
justice and equity. We simply don't
have time for 10-year studies on
whether we can put a transmission
grid up or not.”

Iyahen agreed speed was vital to
a community’s ability to recover
from an extreme weather event,
noting how regional risk pools are
designed to inject capital into a
government’s response. The IDF has
worked with African Risk Capacity
Group, a specialised agency of the
African Union, on drought risk. “A

“Speed is essential to action
on adaptation and mitigation,

because speed equals

justice and equity. We simply
don’t have time for ten-year
studies on whether we can

put a transmission grid
up or not”

Jeff Goodell
Author, The Heat Will Kill You First

farmer can't wait for the tradition-
al timeline of nine months before
financing comes to him or her, and
so a lot of our thinking, and some of
the issues that we are also wrangling
with within the insurance industry,
is how to link risk analytics to fi-
nance with the dimension of speed,”
she said.

She also highlighted the parametric
insurance pool, brokered by Gallagh-
er Re, that Morocco was able to draw
from following an earthquake in
September 2023. “That was a quick
trigger of $270m, but then there's
the challenge of how you actual-
ly get the money from the central
treasury to communities?” The is-
sue then, she added, is not only the
speed of financing, but also “plumb-
ing the structures” by investing in a
country’s ability to deliver support to
their citizens.

The GGRF in the US creates such
“plumbing” to enable a fair and eq-
uitable transition to a clean econo-
my, Swann said. Administered by
the Environmental Protection Agen-
cy (EPA), the fund will invest $27bn
directly into financing projects like
home retrofits, renewable energy
development, clean manufacturing,
and transportation to reduce pol-
lution while supporting healthier
communities and family-sustaining
jobs. Funds from this programme
will be distributed from EPA to
green banks and other non-prof-
it lending institutions around the
country, as well as state, local, and
tribal governments.

“Part of the plumbing issue we have
around finance in many parts of
the world is there isn’t a lot of con-

nective tissue between the big and
small players, but in the US, this pot
of $27bn is going to be flowing. By
this September, hopefully, it will
have flowed to a network of essen-
tially frontline investors,” Swann
said. “Many of these investors will
be providing debt and not a lot of
equity,” she said, “but that is going
to fund the bottom-up work that
needs to be done for the energy
transition.” It is a “basket of incen-
tives” and “concessional money in
its flavour”, which is helpful in the
current interest rate environment.

Swann explained: “When we had
2% interest rates a few years ago,
it was hard to see how a 25-basis
point discounted concessional loan
was going to move the needle, but
when you have 5% or 6% in the
market and if you're able to access
capital to do residential energy ef-
ficiency, or multifamily housing,
or electrification infrastructure in
communities at a discount of 5% to
3%, then that could be material and
so this is going to be really interest-
ing to watch.”

Crucially, Swann added, the GGRF
incorporates the Justice40 initia-
tive, which is the US government’s
goal that 40% of the overall benefits
of certain investments flow to dis-
advantaged communities that are
marginalised by underinvestment
and overburdened by pollution. That
component is crucial, she said, “be-
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cause you can't assume that, left to its
own devices, the finance sector is go-
ing to think about equity and justice
on its own”.

Contrast that $27bn with the carbon
markets, which last year had about
$2bn of transactions, then the GGRF
offers a lot and will be “impactful”.
The IRA in its entirety amounts to
$360bn, she added. “If we had some-
thing like that for the Global South,
that would be amazing.”

Good examples

Christensen asked the four panellists
to each give an example of a project
they wanted to highlight.

Swann said she had spoken with
institutions that work with small
and micro enterprises with experi-
ence of the Mastercard Center for
Inclusive Growth, which aims to
advance sustainable and equitable
economic growth and financial in-
clusion around the world. These
institutions, such as the Community
Development Financial Institutions
Fund in the US, “learned a lot” from
the Paycheck Protection Program
during the Covid pandemic in how
to support small and micro enter-
prises. “Those are the same players
who can be engaged to help to en-
sure that they can be part of both
accessing insurance and other re-
sources that they need to mitigate
the harm of climate change, but also
build new opportunities to tap into
the IRA,” Swann said.

On support in countries most vul-
nerable to climate change, Iyahen
highlighted work with the Self-
Employed Women's Association in
India to compensate women when
they are unable to go to work be-
cause of a heatwave. “We're seeing
a lot more of these innovative solu-
tions emerging that I hope we can
scale because they connect people
and their livelihoods to finance,”
she said.

USAID’s Save our Seas initiative is
focused on “tackling the scourge”
of plastic pollution, Caldwell said,
“which is very relevant to the cli-

A worker in Vietnam picks
up plastic waste, an issue
the USAID’s Save Our Seas
initiative aims to tackle

mate crisis because if the plastic life-
cycle were a country, it would be the
world's fourth-largest emitter of car-
bon emissions.”

USAID has been working with mu-
nicipalities globally to target 40% of
mismanaged plastic waste by build-
ing circular economies. That means
supporting impoverished waste
pickers in these communities, many
of whom are women without access
to capital. “We’re trying to figure out
how to formalise their engagement
in the process of identifying plastic
and building the infrastructure to
recycle that and looking at things
like extended producer responsibil-
ity to reduce the production of plas-
tic in the first place, because so little
plastic is recycled. But with many of
these economies and interventions,
we’re thinking about how to make
these good-paying jobs, which is
so important.”

Goodell gave a “big shout out” to
Paris city council for the initiative it
launched last September called Par-
is at 50°C. “It's really inspiring when
you think about how much can be
done with the right political will and
the right shifting of the flows of mon-
ey,” Goodell said.

Paris is vulnerable to extreme heat
because it is a densely populated
urban area with little open ground
and so ideas like “making the Seine
swimmable on muggy days and put-
ting up a lot more trees to turn the
Place de la Concorde, which is now
like a frying pan, into something that
is habitable” are welcome, he said.

“The reimagining of even an an-
cient and iconic city like Paris,
which includes rebuilding a lot of
low-income architecture, is really
important and it’s one of the inspir-
ing big-picture projects of how we
can use this moment to reimagine
our world,” he added.

Swann also highlighted how Re-
silient Earth Capital had worked
with a bank in Tanzania to create
an agriculture investment platform
specifically focused on regenera-
tive farming practices. “We helped
them set up a facility where they
could lend in local currency, pro-
vide capacity building and a techni-
cal assistance sidecar,” Swann said.
This project, which was funded
through the Green Climate Fund, is
a good example of “country owner-
ship, she said, for managing invest-
ment flows. =
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Climate risk and Pacific Small
Island Developing States

Nature Picture Library/Alamy Stock Photo

The UN's resident co-ordinator to Fiji, Solomon Islands, Tonga, Tuvalu
and Vanuatu, Dirk Wagener, outlines the impact of climate change on
Oceania small island states to Louise Isted

What have been the impacts

of climate change on these
countries?

The vulnerability of Pacific Small
Island Developing States (PSIDS) to
climate change is complex. It stems
from their distinctive character-
istics, which not only define their
uniqueness but also heighten their
exposure to climate-related risks.
Key sectors pivotal to the economies
of many SIDS, including tourism,
fisheries and agriculture, heavily
rely on environmental stability, ren-
dering them susceptible to shifts in
climate patterns. Moreover, the eco-
nomic fragility of SIDS exposes them
to increased vulnerability during
extreme weather events and subse-
quent disasters. Given their limited
economies and populations, a single
large-scale disaster can inflict signif-
icant national damage.

The convergence of hazards, expo-
sure and vulnerability results in
current impacts and anticipated
risks. PSIDS are acknowledged to be
enduring impacts and confronting

considerable risks arising from both
sudden events like storms and floods
and gradual processes such as rising
sea levels, land erosion and altera-
tions in the global water cycle. The
consequences of climate change are
broad and dire, including more loss
of life, livelihoods and assets, health
risks, water stress, ocean acidifica-
tion, loss of species, declining crop
yields, poverty and displacement.

All countries receiving Pacific Insur-
ance and Climate Adaptation Pro-
gramme (Picap) implementation are
SIDS. The damages caused are worth
millions of dollars every year. It is es-
timated between 1970 and 2020, SIDS
have lost $153bn owing to weather-,
climate- and water-related hazards,
while their average GDP is $13.7bn.

Fiji, a country that experiences tropi-
cal cyclones every year with varying
levels of impact has, since 2019, seen
14 tropical cyclones that have affect-
ed the country, either from direct
landfall or increased wind and rain-
fall. A study by the Asian Develop-

ment Bank (ADB) shows the impact
of climate change in Fiji will con-
tinue to be severe in the future. The
ADB estimates higher temperatures
and more extreme weather events
will affect agriculture and the broad-
er economy to reach a loss of 4% in
annual GDP by 2100. The analysis
shows other countries in the region,
such as Samoa, the Solomon Islands,
Timor-Leste and Vanuatu, could also
experience negative impacts such as
a significant decrease in rain-fed ag-
riculture yields, reduced fish catches,
widespread coral bleaching and fall-
ing tourism numbers.

In January 2022, Tonga experienced
the largest volcanic eruption in mod-
ern history. The eruption, described
as a “once in a millennium event”
triggered massive tsunami waves of
up to 15 metres and caused massive
ashfall. The damage is estimated to
be equivalent to $182m — more than
36% of Tonga’s GDP — with a particu-
larly strong impact on communica-
tion infrastructure, roads and the
entire tourism sector as well as ag-
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riculture and fisheries. Although the
volcanic eruption had the largest im-
pact in recent memory, Tonga is also
susceptible to other natural hazards
such as heatwaves, droughts, floods,
cyclones and storm surges.

One of the world’s most hazard-prone
countries, Vanuatu, has been severe-
ly affected by climate change. In
2015 Cyclone Pam hit Vanuatu and
caused economic loss and damage
estimated at 64% of GDP, with 60%
of the population affected and 96%
of food crops destroyed. The country
was also affected by twin cyclones
Judy and Kevin in March 2023, when
two Category 4 cyclones hit Vanuatu
in a matter of days. They affected ap-
proximately 66% of the population
and caused damage to the amount of
$433m. Approximately 85% of Vanu-
atu exports in 2011 were constituted
by food products and more than 40%
of Vanuatu GDP is linked to the tour-
ism sector. Consequently, extreme
weather events have led to loss of in-
come and endangered entire sectors.

Tuvalu is also affected by sea level
rise since the country’s highest point
is only 4.5 metres above sea level.
This year, king tides caused unprec-
edented floods and damage in Tuva-
lu, with heavy rainfall, strong wind
and waves topping 3.4 metres dur-
ing several days. The event pushed
rocks on to land, inundated homes
and destroyed crops, reaching areas
that had never been affected in the
past. Considering the impact of glob-
al warming on global sea level rise,
Tuvalu is at risk of disappearing be-
cause of climate change.

What are their specific needs in
adapting to climate change?

The impact of climate change in
PSIDS highlights certain constraints
in adaptation and in turn outlines
certain needs to enable local resil-
ience and adaptation capacity. These
are as follows.

Climate finance: climate finance is
vital for bolstering climate resilience
in SIDS, yet access remains limited.
The Covid-19 pandemic exacerbated
the situation by depriving many SIDS

of crucial tourism revenues, impact-
ing disaster risk reduction efforts.
Despite contributing minimally to
global emissions and being among
the most affected, SIDS accessed only
$1.5bn of the pledged $100bn in cli-
mate finance for developing coun-
tries in 2019. SIDS lack the financial
resources for robust assessments of
climate-related needs and priorities
and to design and implement climate
plans. Mobilising climate finance
from international sources to sup-
port adaptation projects and disaster
risk reduction remains one of their
key needs.

The UN Capital Development Fund
(UNCDF), the UN Development Pro-
gramme (UNDP) and the UN Univer-
sity Institute for Environment and
Human Security (UNU-EHS) togeth-
er administer Picap, a multi-year,
multi-country regional programme
covering several PSIDS. The aim of
the programme is to build the resil-
ience to and preparedness of Pacific
islanders for the impacts of climate
change and natural hazards, with
agriculture, fisheries, tourism and
retail being the sectors of focus with
cross-cutting focus on women, youth,
micro, small to medium-sized enter-
prises and persons with disabilities.
Working with private sector local in-
surers to develop and deploy appro-
priate and affordable market-based
disaster risk financing instruments
like parametric microinsurance, the
programme creates local ecosystems
— including agriculture/fisheries
co-operatives, women’s associations,
fintech/insurtech providers, other fi-
nancial service providers, advocacy
partners - to reach the last mile.

UNCDF aims to boost financing for
climate adaptation in least developed
countries, including the Pacific Island
Countries (PICs), prioritising vulnera-
ble communities. Picap has launched
micro- and meso-level parametric in-
surance in the countries of implemen-
tation. The improved and new climate
disaster risk financing and insurance
products range from a standalone
windspeed cover to a multi-peril cov-
er that includes windspeed, rainfall,
earthquake and drought.

There are also macro-to-micro in-
surance products for social welfare
beneficiaries and a meso-level insur-
ance product — Anticipatory Action
Insurance - in Fiji. The products are
tailored to the country context after
a demand- and supply-side study;
hence each country has its own dis-
tinct climate risk insurance product.
The Pacific Reinsurance Company
(Papua New Guinea-based) has been
onboarded as the primary reinsurer
for the product. Payouts have been
made in several instances. For Fiji,
1,097 claims were made in 2023 fol-
lowing four trigger events. A further
337 claims were paid in March 2024.
More than 80% of these parametric
microinsurance claim payouts have
been made within a few days of the
extreme weather event directly into
the mobile wallets of the beneficiar-
ies, thereby reducing administrative
costs. These success stories demon-
strate how innovative risk financing
solutions as proposed by UNCDF can
contribute to build financial resil-
ience and preparedness against the
increasing impact of natural hazards
due to climate change.

Early warning systems and disas-
ter preparedness: among all risk
reduction and adaptation measures,
early warning systems and early
actions are one of the best-proven
and most cost-effective measures to
save lives and reduce the economic
impact of natural hazards. Enhanc-
ing Early Warning Systems (EWS)
stands out as a crucial necessity for
PSIDS in their quest to bolster resil-
ience against climate change impacts.
Country-specific examples, such as
Tonga and Vanuatu, showcase sub-
stantial investments made to im-
prove early warning infrastructure
and mitigate the risks posed by cy-
clones and storm surges. Additional-
ly, Fiji and Samoa have been making
efforts to establish community-based
EWSs, aiming to empower local com-
munities to respond effectively to
climate-related disasters.

In this regard, Picap has developed a
meso-level insurance product — An-
ticipatory Action (AA) - in partner-
ship with the UN Office for Disaster
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Risk Reduction (UNDRR). Meso-level
insurance refers to insurance de-
signed for aggregators, which include
institutions such as development
banks, microfinance institutions,
provident/pension funds, associa-
tions and co-operatives. AA works on
EWS and aims to pay out a part of the
sum insured 48 to 72 hours before
the event occurs so the community
can be better prepared and take nec-
essary actions to reduce the impact
of the disaster. This ex-ante product
was piloted in Fiji in October 2023,
with four co-operatives being the ag-
gregators that are insured. Plans are
under way to expand the coverage to
10 communities in 2024 and scale the
solutions to the Solomon Islands and
Tonga as well.

Building better data and access to
information: better data availabili-
ty and access to information is vital
for unlocking climate finance and
developing EWSs in a country, cre-
ating more opportunities to build
resilience. Analysing risk data and
quantitative evidence enables gov-
ernments tomake informed decisions
about financial protection against
disasters. Effective decision-making
involves actuarial analysis and tools
to assess financial instruments and
strategies, user-friendly interfaces to
connect policymakers with technical
models and quantitative analysis to
use financial markets and private
sector solutions. Further research is
necessary to understand potential
changes in cyclone seasonality and
likely routes.

The demand for climate adaptation
data is increasing, driven by polit-
ical and practical needs. Countries
are transitioning from planning to
implementing adaptation measures,
requiring specialised observational,
projected and historical data. Ac-
tors at different scales contribute to
data provision, with national mete-
orological and hydrological services
playing a central role. However, gaps
persist, including inadequate obser-
vation systems and limited down-
scaled data. UNDP has supported
Tuvalu to improve data about
sea-level rise using Lidar (light de-

“PSIDS are
acknowledged to be
enduring impacts
and confronting
considerable risks
arising from both
sudden events like
storms and floods and
gradual processes
such as rising sea
levels, land erosion
and alterations in the
global water cycle”

Dirk Wagener
UN

tection and ranging) technology,
informing adaptation efforts. Oppor-
tunities for improvement include
leveraging big data, ensuring open
access and closing remaining data
gaps through long-term funding. Ca-
pacity development and guidance on
managing uncertainty are essential
for effective data use.

Disaster-resilient infrastructure:
the PICs are susceptible to very high
relative economic losses from dis-
asters, with average annual losses
ranging from 1% to 10% of GDP. In
the case of Palau, Tonga and Vanuatu,
average annual losses are estimated
at more than 10% of GDP - 11.98%,
18.2% and 20.67% respectively.

Enhancing infrastructure to with-
stand extreme weather events

such as cyclones, storm surges and
sea-level rise becomes vital. Building
resilient coastal defences, including
seawalls and mangrove restoration,
helps to protect against erosion and
flooding. In Kiribati, an ADB project
co-financed by the Green Climate
Fund involves constructing a sea-
water desalination plant powered
by solar energy, providing a climate-
resilient water supply for South
Tarawa. In the Solomon Islands,
ADB financing supports infrastruc-
ture projects like bridges and cul-
verts to improve connectivity and
climate resilience for residents of
East Guadalcanal.

Institutional and community ca-
pacity building: empowering local
communities through educa-
tion, training and awareness pro-
grammes to actively participate in
climate change adaptation efforts is
crucial and Picap engages in contin-
uous capacity building workshops
with relevant stakeholders and the
private sector. Strengthening insti-
tutional capacity at the national and
local levels helps to develop and im-
plement effective adaptation poli-
cies and strategies.

In the Solomon Islands, several UN
agencies, including UNCDF, are
working with various national-level
stakeholders like the meteorological
department and National Disaster
Management Office to build their
capacities. The Regional Pacific Fa-
cility identifies various interventions
including vulnerability assessment,
disaster risk planning, financing and
insurance initiatives for climate risks
and support for resilience-building
interventions.

What is the scope of the
memorandum of understanding
(MoU) Lloyd’s and the UNCDF
signed last September?

Lloyd’s is the world’s leading market-
place for insurance and reinsurance
and, on behalf of the Sustainable
Markets Initiative (SMI) Insurance
Taskforce, signed an MoU with UN-
CDF in September 2023 at Climate
Week NYC to scale insurance access
for climate-vulnerable countries.
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The SMIwaslaunched by King Charles
III during the 2020 annual meeting of
the World Economic Forum in Davos.
SMTI’'s mandate, called the Terra Carta,
has a mission to build a co-ordinat-
ed global effort to enable the private
sector to accelerate the achievement
of global climate, biodiversity and
Sustainable Development Goal (SDG)
targets. SMI has 17 industry and fi-
nancial taskforces under it, compris-
ing chief executives across the private
sector whose purpose is to drive col-
lective action towards a sustainable
future within and across industries in
line with the Terra Carta, and one of
the taskforces is insurance.

The MoU with UNCDF focuses on
developing and increasing access to
parametric insurance, particularly
in the Pacific, Caribbean and Africa
regions, for the last mile communi-
ties vulnerable to the consequences
of natural hazards. The agreement
outlines the co-operation is expected
to contribute to progress on closing
the protection gap, build financial
resilience in climate-vulnerable

countries, expand opportunities for
the flow of adaptation finance, cat-
alyse investments from the public
and private sectors to accelerate the
achievement of the SDGs.

The aftermath of Cyclone
Pam in Port Vila, Vanuatu

What are the training workshop
objectives of Lloyd’s, UNCDF and
the SMI’s insurance taskforce?
While the MoU was signed between
UNCDF and Lloyd’s, the activities fall
under the purview of the SMI and
UNCDF only. Parametric insurance
training workshops are organised by
UNCDF, UNU-EHS and SMI, either at
national or regional level. The most
recent workshop was held in Suva,
Fiji in March and saw the participa-
tion of insurance stakeholders from
seven PSIDS. A separate national-
level training workshop took place in
Papua New Guinea.

The main objectives of these work-
shops are:

e Establish a common knowledge
base in parametric insurance;

e Train insurance stakeholders in
parametric insurance products;

* Explain the nuances and re-
quirements of the same through
a participatory approach; and

¢ Build stakeholder capacity to facil-
itate the introduction of new and
innovative products in the market.

The workshops also help the partic-
ipants gain insights into innovative
insurance approaches. These events

bring together all the actors of the
sector such as insurers, reinsurers, in-
surance regulators, governments and
development partners. The work-
shops help foster networking, collab-
oration, knowledge exchange and can
also bolster potential partnerships for
future projects and initiatives.

The training workshops aim to of-
fer insights into frontier concepts
and evidence-based approaches re-
lated to parametric insurance. They
also delve into the underwriting
and product design factors associat-
ed with parametric insurance. The
workshops also explore financial and
capacity development tools related
to parametric insurance; the objec-
tive being this expanded knowledge
base and enhanced skill set con-
tribute to more informed decision-
making and effective implementa-
tion of insurance-related initiatives.

How will you measure the
success of this training?
Participants are given surveys to fill
in, which are used as an evaluation
tool. At the beginning of the train-
ing workshop, a baseline survey is
circulated to the participants to self-
report their initial knowledge on the
relevant topics (parametric/index
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insurance or the focus of the work-
shop) as well as their expectations.
The survey also captures the diver-
sity of the participants by grouping
them into various categories such as
insurer, regulators and so on. This
is supplemented by a final survey at
the end of the training where partic-
ipants report the major takeaways
from the workshop, their knowledge
enhancement and what more they
would like to learn.

The survey also anonymously cap-
tures the country of work for the
participants to analyse the success
component by countrylevel. This sys-
tem of baseline and post-event sur-
vey allows the collection of essential
data on training workshop impact
and participant engagement during
the event. Moreover, the informa-
tion participants receive during the
training remains accessible to them
as the PowerPoint presentations are
sent to them. This step is important
to ensure knowledge retention and
give the participants a reference doc-
ument to use as a refresher on these
concepts later if needed.

An additional metric of training suc-
cess, although more difficult to meas-
ure, could be the successful design
and implementation of parametric/
index insurance products in the re-
gion and sharing of the experience.
As the training allows the stakehold-
ers to gain knowledge and capacity
in this area, it could be expected they
gain the essential tools to identify the
opportunities to develop this market.
It is also proposed to do an online
survey of the participants six months
after the training workshop to assess
their application of the knowledge
acquired in their business.

How does the UN process
involve the tools and expertise
of re/insurance?

Within the UN system, various or-
ganisations work in the areas of risk
financing and insurance, specifically
in the Global South, where the needs
are greatest. Identifying the oppor-
tunities to foster the growth of risk
financing and insurance requires the
contribution of the re/insurance sec-

tor. Working at the micro, meso or
macro level requires not only collab-
oration between the insurance pro-
viders and the UN organisations, but
also the tools and expertise of the re/
insurance sector to pursue a compre-
hensive approach.

Picap, through its completely market-
led innovative approach to insurance,
aims to offer Pacific Islanders imme-
diate cash relief following extreme
weather events, enhancing the finan-
cial preparedness of Pacific house-
holds, communities, small business-
es, organisations and governments
against climate change and natural
hazards. Payments are automatically
triggered when specific parameters
are met (such as wind speeds or rain-
fall levels), reaching policyholders’
accounts within two weeks.

Picap collaborates with local co-
operatives and agencies to extend
coverage to underserved communi-
ties and is partnering with the local
governments to extend the cover for
social welfare beneficiaries. It is also
building a digital ecosystem to reach
the last mile through a customer re-
lationship management platform
called iOnboard and leveraging on
mobile money platforms for efficient
service delivery/faster premium pay-
ments and payouts. Picap is also col-
laborating with international insur-
ance players such as Howden Group
(besides Lloyd’s SMI). Howden was
also one of the facilitators of the re-
gional insurance training workshops
held in Fiji and Papua New Guinea.
In February 2023 it also provided
subsidy support for the premiums
of beneficiaries in Fiji who are most
vulnerable to the impact of tropical
cyclones and floods, including small-
holder farmers, fishermen, market
vendors, female-headed households
and people with disabilities.

Under Picap, the Inclusive Insurance
Solutions Hub was established to
support the development of inclu-
sive insurance markets in the Pacific.
Through the hub, Picap - in collabo-
ration with the UNDRR and a local in-
surer in Fiji, Sun Insurance — has also
piloted an anticipatory action insur-

ance product in Fiji through four lo-
cal co-operatives. A scoping study is
also being completed in the Solomon
Islands to assess the feasibility of this
insurance product in the country.

Workshops have been organised with
UNDRR on anticipatory action as a
disaster risk reduction tool in the Sol-
omon Islands and Fiji recently, which
saw the presence of local and inter-
national insurers such as Tower In-
surance. The objective of these work-
shopsis to understand the importance
of disaster risk financing, enable
knowledge transfer for national and
local capacity-building in the country
and to apply practical methodologies
in real-world contexts through inter-
active group work and exercises.

UNCDF and the World Food Pro-
gramme (WFP) together launched a
first-of-its-kind climate risk micro-
insurance for welfare recipients in
Fiji. The pilot covered 274 welfare
recipients and in 2023, 2000 welfare
beneficiaries were covered, with the
number set to increase this year. The
beneficiaries are identified by the
Department of Social Welfare and
the premium is financed by the Min-
istry of Women, Children and Social
Protection. In addition, the WFP’s R4
Rural Resilience Initiative integrates
insurance tools with risk reduction
activities like nature-based solutions
and improved agricultural practices.

Moreover, sovereign  insurance
products like the Africa Risk Capaci-
ty (ARC) Replica offer pre-arranged
funding for rapid responses to major
disasters, protecting vulnerable peo-
ple and communities. Through ARC
Replica, in 2021 the WFP supported
the governments of Burkina Faso, The
Gambia, Mali, Mauritania and Zimba-
bwe, with expansions to Madagascar
and Mozambique. WFP also offers
forecast-based financing, which em-
powers proactive disaster mitigation
efforts at both community and gov-
ernment levels by using reliable sea-
sonal and weather forecasts.

In December 2022, UNCDF Pacific and
UN Women forged a partnership to
provide parametric microinsurance
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coverage to women market vendors
identified by the Markets for Change
(M4C) project. UN Women also pro-
vided premium support to 400 Fijian
women in 14 communities as part of
the Women’s Resilience to Disasters
and M4C projects in Fiji. This initia-
tive, lasting until the end of 2024, of-
fers a 50% premium subsidy in the
first year, gradually reducing to 25%
in the second year. Alongside, partici-
pants receive financial and insurance
literacy training to enhance long-
term adoption and resilience against
climate change and natural hazards.

Since 2008, the International Fund for
Agricultural Development (IFAD) has
been dedicated to agricultural and
climate risk insurance. Starting in
2018, IFAD’s agricultural and climate
risk insurance programme, Insured,
has been integrating insurance tools
into its programmes by combining
it with other offerings like farming
inputs and loans. This not only adds
value for clients but also reduces
risk for rural investments. Insured
is carried out by the multi-donor
Platform for Agricultural Risk Man-
agement and is funded by the Swed-
ish International Development Co-
operation Agency. By integrating in-
surance, development programmes
can establish stronger ties with the
private and re/insurance sectors to
benefit from their tools and expertise
to help vulnerable communities pro-
tect their livelihoods. Engaging in-
surers in development programmes
can foster sustainable markets and
promote investment in rural areas.

In markets where the insurance sector
is facing challenges to grow, the tools
and expertise of the reinsurance sec-
tor will be critical to leverage the full
potential of climate risk insurance.
However, fostering growth in the in-
surance sector is not sufficient to pro-
pose sustainable solutions to vulnera-
ble communities. It must be coupled
with education and technical assis-
tance for all relevant stakeholders.

For instance, UNCDF has launched
two index insurance training cours-
es, in collaboration with the Access to
Insurance Initiative. The two pioneer-

ing self-directed training programmes
on parametric/index insurance are
designed to empower insurance su-
pervisors and other stakeholders en-
gaged in the development of index
insurance markets, particularly in
emerging and developing economies.
The first course is open specifically to
insurance regulators and is certified,
whereas the second course is publicly
available for all stakeholders.

What direct role should re/
insurers play in adaptation and
resilience to climate change?

As the world’s biggest risk aggrega-
tors, re/insurers can play a crucial
role in adaptation and resilience to
climate change. The graphic below
examines the role of the insurance
industry in addressing climate risk.

With their expertise in risk manage-
ment and their financial capacity, the
re/insurance sector can contribute to
several capacities, including:

Risk assessment and pricing: in-
surance and reinsurance companies,
along with brokers, are crucial play-
ers in tackling climate change risks.
They can support climate risk insur-
ance through premium assistance

programmes. Leveraging their ex-
pertise, they can develop risk analy-
sis tools, enhance assessment models
and create sustainable insurance
products. Collaborating with policy-
makers, they can promote market-
drivenrisk adjustmentsand advocate
for climate resilience.

Innovative insurance products:
they can develop innovative insur-
ance products tailored to climate-
related risks, such as parametric
insurance that pays out based on
pre-defined triggers like wind speed
or rainfall levels. These products
provide rapid payouts after a disas-
ter, enabling quicker recovery.

Prevention and risk mitigation
services: re/insurers can offer risk
mitigation services to their clients,
such as providing guidance on build-
ing resilient infrastructure, imple-
menting disaster preparedness plans,
and investing in renewable energy
projects to mitigate climate risks.
Through tools such as communica-
tion campaigns, tailored customer
advice, and underwriting and pricing
policies, they can motivate individ-
uals to adopt preventive measures.
Re/insurers can also work with ad-

Insurance is an integral part of the whole climate risk management cycle

Graphic: Roles of the insurance industry in tackling climate change
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ministrative agencies to develop pre-
ventive and adaptive public policies
supporting a climate-resilient future.

Data and research: they can contrib-
ute to climate research by collecting
and analysing data on climate-
related risks and sharing insights
with policymakers, businesses and
other stakeholders to inform adap-
tation strategies. Insurance industry
initiatives, like the Global Resilience
Index Initiative, aim to provide open
climate risk data to support resilience-
building efforts.

Partnerships and collaboration: re/
insurers can collaborate with gov-
ernments, non-governmental organ-
isations and other stakeholders to
develop comprehensive adaptation
and resilience strategies, leveraging
their expertise and financial resourc-
es to maximise impact. They work
with policyholders, policymakers and
administrative agencies to develop
climate-resilient public policies and
recovery coalitions post-disaster.
Promoting public-private partner-
ships and pooling mechanisms can
offer affordable coverage, helping
real economy actors absorb climate-
related shocks, reduce default rates,
and maintain creditworthiness.

Advocacy and awareness: re/
insurers can advocate for policies
that promote climate resilience, such
as building codes that incorporate
climate risk considerations or in-
centives for adopting resilient prac-
tices and communicate longer-term
climate risk information as well as

potential adaptation options along
with associated possible benefits to
their clients (for example, premium
reductions and discounts). They can
also raise awareness among their
clients and the public about the im-
portance of adaptation and resil-
ience efforts. Due to their expertise
in understanding and quantifying
risks, re/insurers can also support
national and global conversations
on the best practices in addressing
and managing risks associated with
climate change.

How should the re/insurance
sector join the wider financial
community to address climate
risk?

Drawing from their expertise, re/
insurance companies can share
valuable insights on risk assess-
ment and management, facilitating
a deeper understanding of climate
risks across financial institutions. By
integrating climate risk considera-
tions into investment strategies and
lending practices, the financial com-
munity can align with climate goals
and contribute to building a more
sustainable and resilient economy.
Collaborative efforts between the re/
insurance sector and the wider risk
financing community can also drive
innovation in financial products,
such as green bonds and climate
risk insurance, mobilising capital
towards climate-resilient projects.
As experts in risk assessments, re/
insurance actors can also act as a
bridge between governments, de-
velopment partners and the wider
financial community.

Ash distribution from the
Hunga Tonga-Hunga Ha'apai
volcanic eruption in 2022

“By engaging clients,
the wider financial
community and other
development partners,
as well as advocating
for change, the re/
insurance sector can
use its influence to
catalyse action to
address climate risk”

Dirk Wagener
UN

Additionally, sharing data and re-
search on climate risk can enhance
the collective understanding of fi-
nancial risks associated with climate
change. The re/insurance sector can
partner with training and education-
al institutions to design learning pro-
grammes that would support wider
financial community in understand-
ing climate risk. Moreover, by advo-
cating for policies that incentivise
climate resilience and engaging in
policy dialogue, the re/insurance
sector and the wider financial com-
munity can create an enabling en-
vironment for sustainable finance
initiatives. Through these concerted
actions, they can harness their col-
lective resources and influence to
address climate risk effectively and
transition towards a more sustain-
able and resilient future.

Furthermore, the re/insurance sector
can partner with governments and
development institutions to extend
protection to those who might not be
able to afford it while allowing insur-
ance companies to continue operating
in markets that may seem unprofita-
ble (for example, due to the increased
frequency of extreme weather events
and premium pricing regulation).

Finally, by engaging clients, the wid-
er financial community and other
development partners, as well as ad-
vocating for change, the re/insurance
sector can use its influence to catalyse
action to address climate risk. m
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Insurability becoming uncertain
beyond 2°C

WTW's ecosystem resilience practice lead urges insurers to co-ordinate
climate risk transfer with risk reduction

Re/insurers should see adaptation
and resilience as crucial compo-
nents of safeguarding communi-
ties, economies and the environ-
ment against the impacts of climate
change. They should also see them
as critical to the survival of their
own industry, according to the head
of WTW’s ecosystem resilience prac-
tice, writes Louise Isted.

“That might sound alarmist, but cli-
mate change is increasing the fre-
quency and/or intensity of a range of
climate-related perils, which could
limit the affordability of insurance in
the future,” Sarah Conway says in an
interview with Insurance Day.

“Beyond 2°C warming, insurability
becomes increasingly uncertain,”
she continues, “leading to possible
and serious economic and societal
disruptions as future losses may be

carried by individuals, firms and
governments, which are often the
‘insurer of last resort’.”

Risk reduction through adaptation
may be the only sustainable means
to limit the increase in future climate
losses and damages, and potential
disruptions to insurance markets.
Therefore, risk transfer and risk
reduction increasingly need to go
hand-in-hand, Conway says, and the
insurance industry is uniquely posi-
tioned to support this.

In risk transfer, insurance coverage
provides households, businesses and
communities with the funding they
need to recover rapidly from climate
events. Insurers also have the data
and expertise to encourage risk-re-
ducing activities, enable more resil-
ient communities and directly invest
in resilience.

Alongside mitigation, adaptation is
one of the major responses to ad-
dressing climate change under the
UN Framework Convention on Cli-
mate Change.

Broadly speaking, adaptation refers
to adjustments in natural or human
systems to address the impacts of cli-
mate change, with the intention of
moderating harm or exploiting ben-
eficial opportunities. Building resil-
ience, similarly, is preventing, antic-
ipating and absorbing the impacts of
climate shock and slow-onset events.

Business imperative

Insurers are exposed to both transi-
tion and physical risks from climate
change through their underwriting
and investment activities. Under-
standing climate risk therefore is
“not only important but a business
imperative”, Conway says.
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There is an increasing recognition
that natural catastrophe models de-
veloped using historical loss data
may be limited when it comes to
assessing future impacts, she says,
because climate change is modify-
ing the baseline processes that drive
risk. There is also awareness of the
need to accurately represent chang-
es to exposure because of the rising
concentration of people in often
higher-risk urban areas.

Conway says: “We’re seeing a lot
more money and time spent on
modelling that makes use of new
technologies like artificial intelli-
gence and satellites, and lots of new
companies forming that provide re-
al-time data for globally consistent
coverage. As such, we can under-
stand climate risk a lot better than
we could 30-plus years ago when ca-
tastrophe modelling began.”

This trend is likely to persist, thanks
to advanced analytics, augment-
ing climate change models with
big data and predictive analytics
which have “huge potential” to sig-
nificantly broaden risk assessment
considerations.

Furthermore, over the past few
years, climate risk is increasingly
discussed alongside biodiversity and
ecosystem-related risk. Conway says
this represents an increasing recog-
nition of the need to bring “natural
capital” within risk assessment and
management frameworks.

In its latest Natural Catastrophe
Review, WTW highlights global in-
sured losses from natural catastro-
phe events surpassed $100bn for the

“Beyond 2°C warming, insurability becomes
increasingly uncertain, leading to possible
and serious economic and societal
disruptions as future losses may be carried
by individuals, firms and governments,
which are often the ‘insurer of last resort

Sarah Conway
WTW

fourth year in a row in 2023. Conway
says these losses are “becoming the
norm, not the exception”.

“What’s driving this? Well, interest-
ingly, the so-called secondary perils
are a key contributor,” she says.

Primary perils, such as earthquakes
and tropical cyclones, are historical-
ly defined as having the highest loss
potentials. They are well-monitored
and usually covered by catastrophe
models. Secondary perils, like hail,
flood, landslide, storm surge and
bushfire, are those that generate
small to mid-sized losses.

The economic and societal impacts
of secondary perils have become
a focal point for risk managers
following a year dominated by se-
vere convective storms, wildfire,
drought and flood. It is the aggre-
gation of these perils that poses a
threat to re/insurers, Conway says.
The distinction between perils is
thus “increasingly blurred”, and
secondary perils have acquired an
alternative label - earnings perils
— to acknowledge that they can, in
aggregate, have a primary effect on
re/insurance profitability.

Catastrophe model pros and cons
The availability of climate-condi-
tioned hazard data means re/in-
surers can better understand the
range in frequency and severity of
potential events under a number of
greenhouse gas concentration tra-
jectories, known as “shared socio-
economic pathways”. This is a huge
improvement, Conway says, from
the early days of natural catastro-
phe modelling.

Modelling is, however, a “simplifica-
tion of reality” and ultimately only as
good as the data it receives.

“There will always be model ‘misses’,
where an event is not picked up ad-
equately, but this highlights the im-
portance of validation - post-event
analysis — after an impactful event
has occurred, especially in the con-
text of climate change,” Conway says.

Another issue to flag, Conway con-
tinues, is that, typically, natural ca-
tastrophe models do not “capture”
the risk reduction or protective val-
ue of ecosystems, such as the way
coral reefs and mangroves mitigate
storm surge and flood.

Ultimately, catastrophe models are a
good first step in quantifying risk to
transfer and price it, and they sup-
port an understanding of range, in
terms of the frequency and severity
of hazard events that could “plausi-
bly occur” at a given geographic lo-
cation, Conway says.

This is achieved through the stochas-
tic event set, which can also be al-
tered to incorporate climate change.
As such, catastrophe models can help
with stress testing and allow the user
to understand the best- and worst-
case scenario in terms of hazard for
a given exposure, and the associated
modelled losses.

Model resolution is important to en-
sure processes are not overly sim-
plified or too generalised in their
assumptions — otherwise the value
of the model output would “deterio-
rate”, Conway says. This is particular-
ly the case for flood, as its impact can
change rapidly over small spaces
depending on topography and
land cover. Fine resolution
models are thus needed for
this peril, she adds.

Formulaic approaches to
risk quantification can
lead to the exclusion of

important factors that
‘ cannot be easily
\ quantified,  she
24 continues.  For
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instance, the differential impact
that disasters have on vulnerable
segments of society, or how risk per-
ception plays into risk management.
“Holistic risk assessment should
seek to capture these other aspects
alongside robust quantitative risk
assessment,” she adds.

The outputs of catastrophe models
can be used for planning in a range
of areas, she continues. They can
provide indications of the required
budget for potential losses, help
design adaptation plans and imple-
mentation of precautionary meas-
ures, and help to rationally price
premiums.

Catastrophe modelling “simplifies
the science” behind risk assessment
and allows technical experts to ef-
fectively communicate potential
scenarios to interested stakeholders,
she adds. The outputs of the models
can also be used in capacity build-
ing activities and to raise awareness
amongst those managing the finan-
cial impacts of disasters, such as fi-
nance ministries.

A disadvantage is the lack of a uni-
versal skill set among conventional
catastrophe modelling vendors glob-
ally, with risk better understood in
areas where there is more data avail-
ability. Vendor catastrophe models
are often “black box”, moreover,
which means there are many “hid-
den assumptions that are not visible
to users”, Conway says.

Parametric insurance

When WTW works to design para-
metric insurance solutions it prefers
to use open-source data and mod-
elling platforms rather than “black
box” models, as a method can “easily
be replicated and the assumptions
are visible”. This is also helpful when
placing parametric products in re/
insurance markets, as these “defen-
sible” sources help gain the trust of
underwriters.

Parametric insurance, a risk transfer
solution that enables innovative cov-
erage to address impacts beyond di-
rect, quantified loss, are designed to

WTW's approach

WTW?s interdisciplinary global team of specialists in alternative risk trans-
fer and disaster risk finance has offerings that contribute to adaptation
and resilience — including insurance solutions, but also broader consulting
services focused on disaster risk finance.

For example, the broker is working with the governments of the Bahamas
and Pakistan on comprehensive disaster risk management and financing
strategies, and with the Asian Development Bank on demonstrating how in-
vestments in tropical cyclone wind and flood adaptation measures in the
city of Hue, in Vietnam, could lead to a reduction in insurance premiums.

On parametric insurance, WTW serves a range of public and private enti-
ties with solutions customised by geography, risk exposure, risk manage-
ment objectives and the client’s budget.

Building on its work with the MAR Insurance Programme, which is under-
written by Axa Climate, WTW recently helped to design and launch a coral
reef insurance programme in the Lau Seascape of Fiji, working with Va-
tuvara Foundation as policyholder and with financial support from BHP.

“This programme not only recognises the value of immediate liquidity to
support reef restoration, but also the need for community assistance in the
aftermath of a cyclone event — provision of water and food — and has built
this into the post-cyclone response plan,” Conway says.

On livelihood protection, WITW is working with conservation non-
governmental organisation Rare, and with support from the government of
Canada via the Ocean Risk and Resilience Action Alliance, looking to design
a parametric insurance product that helps small-scale fishers in the Philip-
pines to adapt to climate change. This aims to provide protection from lost
income incurred because of bad weather days that prevent safe fishing.

WTW is kicking off a project funded by the US Agency for International
Development to develop a climate-resilient insurance solution that aims to
unlock climate adaptation investment from the private sector. Specifically,
WTW will design a pilot facility to offer a parametric insurance solution
- a “resilience wrapper” — that protects direct loans to private enterprises
from climate-related shocks.

After having supported Unicef — the UN Children’s Fund - in developing the
first child-sensitive cyclone insurance mechanism, WTW is looking forward
to turning the Today & Tomorrow Initiative, launched at Cop27 in 2022,
from a pilot into a platform over the coming years, Conway says. The initia-
tive includes response measures that promote climate-resilient, sustainable
recovery and build-back-better interventions, such as the rehabilitation and
reconstruction of health, education and nutrition infrastructure.

pay - trigger — a pre-agreed amount
to the policyholder when specific
and measurable event conditions,
or parameters, occur — such as peak
wind speed above a certain thresh-
old - in a defined geographic location
and timeframe.

Conway says parametric solutions can
address both the direct and indirect
impacts of climate risk. For example,
they can be developed to capture the
direct damage caused by wind and
tailored to cover indirect losses, such
as heat stress on power grids.
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Parametric insurance traces its roots
back to the 1990s, to the weather de-
rivatives market and the birth of the
catastrophe bond market. In recent
years, its growth has been fuelled
by three factors, Conway says. They
are the increasing frequency and se-
verity of natural catastrophes and
the hard market resulting from this;
an increased awareness that cli-
mate change risks are pervasive and
far-reaching; and an increased need
for alternative risk-transfer solutions.

“Ultimately, parametric insurance
has allowed for a widening of what
is insurable,” Conway says. “Any
economic exposure arising from
an event — whether a climate shock
event or a cyber attack or a pandem-
ic, to name a few — can be insured. As
a result, uninsurable exposures be-
come insurable, with the parametric
trigger providing the ‘missing link’ to
unlock contingent capital.”

Another notable feature is that, un-

“Without really doubling down on risk reduction -
and recognising and rewarding the risk reduction
value of intact ecosystems, for example - the
insurability of certain perils and geographies will
become increasingly questionable. Thankfully,
the industry is well placed to inform and
encourage risk reducing adaptation activities”

Sarah Conway
WTW

like indemnity products, which neces-
sitate a potentially lengthy loss adjust-
ment and claims process, parametric
insurance pays out a pre-determined
amount when specific, pre-defined
parameters or triggers are met.

“Relying on objective and measura-
ble data to determine payouts allows
for money to flow within weeks of
an event — when immediate liquidity
can be critical,” Conway says.

She concludes: “Without really dou-
bling down on risk reduction — and
recognising and rewarding the risk
reduction value of intact ecosys-
tems, for example — the insurability
of certain perils and geographies
will become increasingly question-
able. Thankfully, the industry is well
placed to inform and encourage
risk reducing adaptation activities
and other investments that build
resilience.” ®

‘Secondary perils’ make a significant contribution to 2023 insured loss bill
Map: Prominent natural catastrophes, July to December 2023
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Source: WTW
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Zurich Malaysia highlights
takaful for cllmate-vulnerable

Islamic insurance can enhance financial resilience
to impacts of climate change, the chief executive
of Zurich General Takaful Malaysia Berhad says

Zurich Insurance Group plans to of-
fer more products and services in
Malaysia to help build the south-east
Asian country’s resilience to extreme
weather events, writes Louise Isted.

These products include takaful, a
type of Islamic insurance.

As climate change intensifies disas-
ter risks, innovative solutions like
takaful are needed to protect vul-
nerable populations, according to a
webinar hosted by the Insurance De-
velopment Forum, Global Shield Fi-
nancing Facility and the World Bank
Disaster Risk Financing and Insur-
ance Program.

Shamsul Azman, chief executive of
Zurich General Takaful Malaysia
Berhad, said floods have become the
main environmental risk in Malaysia.

“Malaysia has been very fortunate
in terms of major climate disasters.
However, for the past few years, we
have been hit by floods. It’s a major is-
sue in the country and, as an industry,
we are struggling to come up with a

model that will enable us to offer the
right protection,” Azman said.

Massive floods in December 2021
and January 2022 affected 11 of Ma-
laysia’s 13 states, leading to the larg-
est insurance claims payout for a
flood event in a decade, according to
a survey by Zurich Malaysia.

However, of the nearly $2bn in flood
damage, only 36% was covered by
insurance and takaful. Such low lev-
els of insurance penetration are a
feature of the market despite the fact
Malaysia faces annual, cyclical mon-
soon seasons.

“Together with the regulators, we
have been exploring various models,
aswell as various potential solutions.
We have not come to a conclusion yet
on how to deal with this. It’s a work
in progress,” Azman said.

The 2021 major flood event incurred
economic losses equivalent to 0.4%
of Malaysia’s GDP. In 2022, flood
events caused total losses equating
to 0.03% of GDP.

“Malaysia has been
very fortunate in
terms of major climate
disasters. However,
for the past few years,
we have been hit by
floods. It's a major
issue in the country
and, as an industry, we
are struggling to come
up with a model that
will enable us to offer
the right protection”

Shamsul Azman
Zurich General Takaful
Malaysia Berhad

insurance day | Climate adaptation and resilience

Page 24

ojoyd 201S Awejy/Buipieyiiaqol


https://insuranceday.com
https://www.insuranceday.com/ID1149017/Zurich-Malaysia-highlights-takaful-for-climate-vulnerable-communities
https://www.insuranceday.com/ID1149017/Zurich-Malaysia-highlights-takaful-for-climate-vulnerable-communities
https://www.insuranceday.com/ID1149017/Zurich-Malaysia-highlights-takaful-for-climate-vulnerable-communities

B NEW REALITY

Evolution of takaful

From the Arabic word for “guar-
anteeing each other”, takaful is de-
signed to meet sharia guidelines.

Malaysia’s takaful market began
with the Takaful Act of 1984 and has
since evolved as a component of the
country’s Islamic financial system,
which operates in parallel with its
conventional financial system. The
first takaful operator was established
in 1985.

This had a composite licence, Azman
said, meaning it had both family and
general operations. This changed in
2017, when takaful operators were
required to separate their compos-
ite licences into family (life) and
general (non-life).

There are 11 family takaful opera-
tors in Malaysia at present but only
four general takaful operators.

Malaysia’s insurance sector is regu-
lated by the country’s central bank
- Bank Negara Malaysia (BNM) — as
part of its full supervision of the fi-

Flooding in
Malaysia in 2022

=35

Cloudyew/Alamy Stock Photo )

nancial industry, Azman continued.
The latest evolution of its takaful
sector includes retakaful (reinsur-
ance). All non-life insurers in Ma-
laysia, including takaful operators,
have adopted the Malaysian Finan-
cial Reporting Standard 17, equiv-
alent to the international IFRS 17,
effective from January 1, 2023.

In contrast to conventional insur-
ance policies, where policyholders
pay an insurance company to in-
sure them against risk, in takaful
the contract participants are both
the insurer and the insured. To
manage the takaful contract and
coverage, several models of con-
tracts are used: wakalah (agency),
mudharabah (profit-sharing) and a
hybrid of the two.

In Malaysia, most insurance business
follows the wakalah model, includ-
ing Zurich.

“We ensure there is compliance with
all aspects of sharia [guidelines],”
Azman said. “For example, in under-
writing we have permissible risks as

well as rejected risks, but there is also
allowance for mixed risk, whereby a
certain percentage of non-permis-
sible risk is considered permissible.
This means the sharia requirements
are safeguarded by our takaful oper-
ational model.”

The model includes a Participants
Risk Fund (PRF) based on a tabarru’
(contribution) contract.

A participant appoints a takaful oper-
ator to manage the PRF in return for
a fee, which is an agreed percentage
of the contribution. The contribution
is credited to the PRF to be used for
claims purposes.

Any surplus — after deducting claims,
retakaful, reserve and related ex-
penses — is distributed between par-
ticipants and the takaful operator.
That means the takaful operator
takes some of the surplus as its “per-
formance fee”, which is based on
ju’alah (contract), and the remaining
amount is distributed to the partici-
pants based on hibah (gift). If there
is a deficit, then the takaful operator
provides qard (interest-free loan) to
the PRF.

According to AM Best, the total non-
life gross premiums written in Ma-
laysia in 2022 saw a 11.7% increase
year on year, reaching Ringgit24.5bn
($5.3bn). Of this growth, 31% was
from the general takaful segment.

A challenge to growing takaful is not
only awareness that insurers offer it,
but also the perception of what it is,
Azman said. “There is a widespread
belief takaful at the retail end is only
meant for Muslims and, as an indus-
try, we have been trying to remove
that perception.”

The industry is guiding the growth
of takaful alongside developments
in digitalisation as well as trying to
achieve financial inclusion, Azman
continued, in line with the BNM’s
focus on insurance addressing the
needs of the underserved and the un-
served. In addition, it needs to take
a “values-based approach” to climate
risk and sustainability, he added.m
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Insurance looks to climate
scenarios, but are they the

Regulators urge using scenario analysis to test solvency risk, but this
may not be useful for capital planning

When journalists and policymakers
talk about the risk climate change
poses to insurance markets, they of-
ten focus on the threat to consumers:
the fear is increasing and unpredict-
able severe weather events, perhaps
caused by climate change, will make
coverage either too expensive or sim-
ply unavailable for businesses and
households, writes Ben Margulies.

But severe weather can sink insur-
ers, too. In the US, Louisiana saw
four hurricanesin 2020 and 2021 - as
aresult, a dozen insurers in the state
went bankrupt between July 2021
and February 2023. Florida has also
seen a slew of carriers fail in recent
years, with a state resolution author-
ity listing 14 property/casualty (P&C)
failures since the start of 2020.

Last month the National Associa-
tion of Insurance Commissioners

(NAIC) published its National Cli-

mate Resilience Strategy for Insur-
ance. Solvency testing was one of its

five priorities, with a focus on using
“scenario analysis”, a form of mod-
elling, to quantify and guard against
that risk.

Climate scenario analysis is not new —
ironically, fossil fuel companies have
a long history of trying to project how
climate change will affect their in-
frastructure and assets. However, it
is not clear whether present climate
scenario tools are useful for measur-
ing solvency — they involve different
data, assumptions and timeframes. It
also remains unclear exactly whether
and how climate change shapes indi-
vidual weather events, separate from
other systems like El Nifio.

Creating a clear link between solven-
cy, weather and climate is a complex
exercise dependent on hypotheses
and projections — and so, inescapa-
bly, is a work in progress.

Capital at risk?

Ilana Winterstein, an environmental
campaigner with the Sunrise Project,
a global climate justice campaign
network, says climate change pre-
sents a serious threat to the solven-
cy of insurers because it “hits both
strands” of their business.

“As underwriters they risk huge nat-
ural catastrophe payouts due to cli-

mate damage and as investors in the
fossil fuel industry they risk stranded
assets as environmental regulations
will increasingly restrict oil and gas
production,” she says.

In a survey of 44 European non-
life insurer enterprises, published
in 2022, the European Insurance
and Occupational Pensions Author-
ity (Eiopa) found these firms had
€42.6trn ($45.5trn) in windstorm
cover, as well as €38trn in river and
coastal flood cover and €22.8trn in
wildfire policies.

Norbert Pieper, a spokesperson for
Germany’s federal financial regulator,
the Bundesanstalt fiir Finanzdien-
stleistungsaufsicht (BaFin), says P&C
insurers are mainly exposed to phys-
ical risks, while transition risks are
more of a problem for life insurers.

Other regulators, including the cen-
tral banks of South Africa and New
Zealand and Japan's financial regula-
tor, tell Insurance Day they interpret
climate change as a risk to insurer
solvency. Italy’s insurance regulator,
the Istituto per la Vigilanza sulle As-
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sicurazioni (Ivass), says it is “aware
of the risks” posed by climate change
to supervised insurers’ solvency and
has been “constantly adapting” to EU
regulation to encompass these new
risks within its prudential superviso-
ry tasks.

However, although severe weather
and climate change can contribute
to solvency risks, analysts argue in
most cases it will not alone capsize
a competently run insurer, especial-
ly not a larger one. Robert Chaplin,
partner at law firm Skadden, Arps,
Slate, Meagher & Flom, says climate
change could cause “significant fi-
nancial strain” to carriers in vulner-
able zones, but a well-managed in-
surer is unlikely to collapse from its
impact alone.

“Climate change in itself is not a risk
to insurers’ solvency — the risk arises
from how an insurer manages the ef-
fects of climate change, both with re-
spect to physical climate risk and car-
bon transition risk,” Brandan Holmes,
vice-president and senior credit of-
ficer at rating agency Moody’s, says.

Taos Fudji and Charles-Marie
Delpuech, directors for Europe, the
Middle East and Africa insurance
ratings at S&P Global Ratings, tell
Insurance Day they agree climate
change-induced severe weather
events may prove fatal for small
property carriers in high-risk areas.
However, they do not pose immediate
threats to large, diversified insurers,
which can also adjust their under-
writing exposure every year or two.

Regulators’ warnings
Many insurance regulators are now
pressing companies to assess climate

change risks as part of their corpo-
rate governance. In September 2020,
New York state’s insurance regulator,
the Department of Financial Servic-
es (DFS), instructed insurers to start
considering climate risks.

In April 2021, Eiopa told national
insurance regulators they “should
expect insurers to integrate climate
change risks in their system of gov-
ernance, risk management system
and Orsa [Own Risk and Solvency
Assessment]”. BaFin, the Dutch cen-
tral bank and Ivass all told Insurance
Day they expect insurers to analyse
climate risks in their Orsa exercise.

In November 2021, the Australi-
an Prudential Regulation Author-
ity (Apra) published a “prudential
practice guide” informing the firms
it regulates the agency “considers
it prudent practice for the board to
seek to understand and regularly as-
sess the financial risks arising from
climate change that affect the institu-
tion, now and into the future”. Apra
is currently conducting a climate risk
assessment survey, its second, across
the financial services sector.

In Quebec, Canada the province’s
financial markets regulator, the Au-
torité des Marchés Financiers (AMF),
says the firms it regulates “are now
expected to consider climate-related
risks in their integrated risk manage-
ment processes”.

Estimating catastrophe

To measure the risk from global
warming, regulators and other ex-
perts recommend or require the use
of scenario analysis. The Internation-
al Association of Insurance Supervi-
sors (IAIS) defines scenario analysis

as “a method of assessment that con-
siders the impact of a combination of
circumstances to reflect historical or
other scenarios, which are analysed
in light of current conditions”. The
IAIS held a consultation on the use of
scenario analysis in gauging climate
risks to insurers between November
2023 and February 2024.

In the US, the NAIC strategy calls on
state regulators to “embed climate
stress testing and climate scenario
analysis into routine financial anal-
ysis, data collection and financial
surveillance”.

Some US state regulators now require
insurers to conduct climate scenario
analyses. In guidance issued in No-
vember 2021, New York’s DFS said it
would expect insurers to “use scenar-
io analysis to inform business strat-
egies and risk assessment and iden-
tification. Scenarios should consider
physical and transition risks, multiple
carbon emissions and temperature
pathways and short-, medium- and
long-term horizons”. Neighbouring
Connecticut issued an identical guide-
line in September 2022.

In the EU, Eiopa guidance from Au-
gust 2022 expects regulators to re-
quire firms “to consider at least two
long-term climate scenarios”: one
where temperatures rise no more
than 2°C and one where they rise
more than that.

In guidance issued last year, the Re-
serve Bank of New Zealand advised
the firms it regulates, including in-
surers, to “develop capabilities in
climate-related scenario analysis
and stress testing or have access to
external scenario analysis and stress

“There is a big challenge with climate change... [the Network
for Greening the Financial System and Intergovernmental
Panel on Climate Change scenarios] just provide climate
assumptions on global warming, but you can't really directly
link those to what will happen to different periods”

Charles-Marie Delpeuch
S&P Global Ratings
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testing capabilities while internal ca-
pacities are developed”.

The central bank tells Insurance Day
it encourages but does not require
insurers to use scenario analysis.
However, New Zealand law requires
larger insurers to show “how they
have analysed the resilience of their
business model and strategy under a
1.5°C scenario, a more than 3°C sce-
nario and another scenario of an en-
tity’s choosing, which will assist their
management of solvency risks”.

Japan’s Financial Services Agency
(FSA) and the Bank of Japan piloted a
climate scenario analysis with three
banks and three non-life insurance
companies, building on scenarios
from the Network for Greening the
Financial System (NGFS), an inter-
national association of central banks
and financial regulators, in 2022. Jap-
anese regulators concluded global
warming would increase claims and
are working on a second scenario

analysis, but the FSA tells Insurance
Day it does not currently require
insurers to use scenario analysis as
work on methodology and data col-
lection is still ongoing. However, "we
consider it desirable for financial
institutions to eventually utilise sce-
nario analysis", and notes some non-
life insurers in Japan have done so.

The AMF tells Insurance Day it expects
insurers to start using climate scenar-
io analyses from the second half of
2024. It will also publish a climate risk
management guideline this year.

Writing the scenario script
Regulators and insurers can write
their own scenarios, but frequently
rely on scripts produced by external
associations. A common source is the
NGFS, which has developed seven sce-
narios grouped into four categories:

e Orderly, which “assumes climate
policies are introduced early and
become gradually more stringent”;

e Disorderly, which expects poli-
cies are adopted more slowly and
with less co-ordination;

¢ Hot house world, in which too
little is done and “critical tempera-
ture thresholds are exceeded”, and

¢ Too little, too late, which also in-
volves tardy and unco-ordinated
policies and thus “elevated tran-
sition risks in some countries and
high physical risks in all countries
due to the overall ineffectiveness
of the transition”.

The scenarios run to 2060, and pro-
ject temperature changes ranging
from 1.4°C - for example, if net zero
is reached by 2050 - to 3°C or more if
the world maintains current trends.

The Intergovernmental Panel on
Climate Change (IPCC) listed five
scenarios in its 2021 report, with es-
calating degrees of global heating -
from 1.4°C to 4.4°C by 2100.

Annual natural catastrophe insured losses vary but the trend is upwards

Graph: Insured natural catastrophe losses, 1970 to 2022 (Shn)
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In its 2021 Biennial Exploratory Sce-
nario, the Bank of England proposed
three scenarios - early action, late ac-
tion and no additional action — which
adopted 2050 as an end date. In the
first two scenarios, temperatures rise
no more than 1.8°C over this period;
in the last, temperatures rise 3.3°C.

The Dutch central bank has pub-
lished guidance for internal scenario
analyses. It recommended firms em-
ploy “the principles of relevant stress
tests as a basis for assumptions” in
their scenarios, citing exercises con-
ducted by Eiopa, the Dutch central
bank and the UK’s Prudential Regu-
lation Authority (PRA).

Ivass tells Insurance Day Italian carri-
ers usually pick two NGFS scenarios,
“one of orderly transition and the oth-
er of disorderly transition to assess
the materiality of their exposure to
both physical and transition risks”.

“Sometimes, insurers adapt these sce-
narios depending on the characteris-
tics of their portfolios,” Ivass adds.

Last month the PRA published a pa-
per advising insurers how to adapt
macro-level scenarios to individual
asset types.

Canada’s federal Office of the Su-
perintendent for Financial Insti-
tutions and the AMF are jointly
developing a Standardised Climate
Scenario Exercise (SCSE), with the
second part of a consultation begin-
ning last month. The SCSE includes
three sections dealing climate tran-
sition risks, covering credit, market
and real estate exposure risks, as
well as a physical risk section. The
AMF says the SCSE “is not an exer-
cise to obtain an absolute quanti-
tative impact of climate change or
predict the future, but to differenti-
ate among risks”.

But is this the right tool?

Scenario analysis can help map risks
to assets and property over time, but
John Scott, head of sustainability risk
at insurance giant Zurich, suggests
climate scenario analysis is not a use-
ful tool for assessing solvency risk.

One problem is differentiating be-
tween weather and climate. The
existence of climate change is “in-
controvertible”, Scott says, but the
relationship between global warm-
ing and individual weather phenom-
ena “is not as straightforward as we
think”, he tells Insurance Day. “These
are complicated issues of attribution
and climate science, which are diffi-
cult to interpret,” Scott continues.

Delpuech says it is difficult to meas-
ure exactly how much climate
change contributes to rising losses
from extreme weather, partly be-
cause the precise impact of climate
change on the frequency and sever-
ity of events is not well quantified.
Fudji, referring to Swiss Re data, says
in recent years natural catastrophe
losses have risen. “The very high ma-
jority — I would say more than 80% —
of the increase in the sum of insured
losses for insurers is linked to the
rise in property values,” he says, as
opposed to more frequent and more
severe extreme weather events.

Another problem Scott identifies is
climate scenario analysis uses very
different timescales and data from
solvency assessments. Regulators
and firms measure their solvency
on an annual basis or perhaps over
a few years, while climate scenarios
run for decades. And while insurers
measure things like credit or liquid-
ity risk based on retrospective data,
such as claims records, climate sce-
narios rely on hypotheses and pro-
jections, with no guarantee the risks
will ever be realised.

“There is a big challenge with cli-
mate change,” Delpuech says. The
NGFS and IPCC provide climate sce-
narios, “but the challenge is those
scenarios... just provide climate as-
sumptions on global warming, but
you can’t really directly link those
to what will happen to different pe-
riods” along the scenario timescale.

Delpuech adds IPCC and NGFS sce-
narios “don’t give any indication of
how the physical risks linked to glob-
al warming actually play out... there
is no quantification”. Insurers and

regulators must develop more exact
specifications to gauge their solvency.

Another issue is whether analyses of
long-term climate change risks should
change the ways insurers allocate
capital. Solvency management in-
volves maintaining sufficient capital
in today’s insurance markets to pro-
tect policyholders and for financial
stability. That works very well for the
existing severe weather-related risks,
“but it could be destabilising to cur-
rent pricing and markets, if regulators
require capital to be applied today to
something that may or may not hap-
pen” decades down the line, Scott says.

Holmes says “overestimating risk
could lead to insurers forgoing prof-
itable business and become uncom-
petitive in the market”.

“The more immediate risk of great-
er unpredictability of severe weath-
er can be managed through more
sophisticated data and modelling,
which helps price risk more accu-
rately,” Holmes adds.

Fudjisaysinsurers canreprice or drop
policies or acquire more reinsurance
on a regular short-term basis — unlike
banks, which have fixed-term assets
in the form of loans. It is “not neces-
sarily most relevant to make business
decisions today on what could hap-
pen in 25 or 30 years’ time”, he says.

Scenario analyses may be plausible
forecasts, but one cannot determine
how probable they are, Scott says. If
insurers start reserving capital for hy-
pothetical long-tail climate risks, they
will end up severely curtailing the
availability of affordable insurance.

Scott distinguishes between solven-
cy analysis, which tends to rely on
historical data, and scenario analy-
sis, which is more prospective and
based on algorithms. He suggests
regulators encourage the use of the
latter, which includes the long-term
“what-if” guidelines in the Taskforce
for Climate-Related Financial Disclo-
sures. “I think everybody’s learning
still,” he says, “and especially in the
regulatory space.” ®
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Climate risk demands a fresh
take on investment return

The real currency of adaptation and resilience is natural capital, the
director of Resilient Planet Finance Lab says

To unlock the flow of capital needed
for climate adaptation and resilience
projects, re/insurance principles
must be placed at the heart of global
finance, according to Dr Nicola Rang-
er, director of the Resilient Planet Fi-
nance Lab at the University of Oxford
and co-chair of the Resilient Planet
Data Hub (RPDH), writes Louise Isted.

An accelerator research and inno-
vation programme, the Lab sits with
the RPDH under the Resilient Planet
Initiative (RPI) being developed by
the UN Climate Change High-Level
Champions.

In an interview with Insurance Day,
Ranger stresses the value not only of
risk metrics but impact metrics. “We’re
used to talking about the negative exter-
nalities for climate mitigation. Paying a
price for the negative impact your ac-
tions have on others. But we need to
start talking more about pricing in the
positive impact of adaptation. To ac-
celerate adaptation, I want to see the
industry lead in pricing in the positive
externalities of insurance and invest-
ing in resilience, as well as the risks of
climate change,” Ranger says.

“The traditional insurance mindset is
how to measure loss reduction —when
we buy an insurance policy or invest
in resilience, the story is always the
risks that will be avoided,” she contin-

ues. “But this story is failing us — both
the industry and society. We need to
flip that mindset on its head and start
building a set of metrics that capture
the positive benefits of adaptation
both for the insured and wider socie-
ty. Insurance and adaptation are fun-
damentally positive investments with
substantial ROIs [returns on invest-
ment] — unlocking investments, jobs,
poverty alleviation or food security.”

Ranger says she and her colleagues
are already doing this. To mobilise
finance into mangroves, for example,
they are building a set of metrics for
insurers and investors that capture
the potential positive return on in-
vestment for business, local commu-
nities and government. From there,
they can work with financiers and
governments to structure ways to
mobilise finance effectively, she adds.

Mark Carney’s challenge

The RPDH began as the Global Resil-
ience Index Initiative (GRII), which
was launched at Cop26 by six found-
ing partners, including three co-chairs
from the Insurance Development Fo-
rum (IDF), the University of Oxford,
and the UN Office for Disaster Risk
Reduction. The initiative was support-
ed by technical partners, such as the
Global Earthquake Model Foundation
and Oasis Loss Modelling Framework
with their open data architectures.

The GRII was their response to the
challenge set by Mark Carney, the
former Bank of England governor,
when he galvanised the finance
community in time for the climate
talks in Glasgow. Carney asked the
IDF to come up with a metric that
financial institutions could use to
price risk and assess different ad-
aptation options. Mitigation efforts,
Carney argued, had a clear metric —
a tonne of carbon - but adaptation
did not. Enter the GRII to plug the
information gap for aggregated risk
decision-making and the guidance of
capital flows towards resilience.

Ahead of Cop28, the GRII forged a part-
nership with the UN Climate Change
High-Level Champions team to devel-
op a transparent, freely available and
globally consistent view of physical
climate risk. Their participation in a
“design sprint”, hosted by Google at
Climate Week NYC, led to the creation
of the Resilient Planet Initiative.

This development renamed the GRII to
RPDH and led to the creation of the Re-
silient Planet Finance Lab to seek ways
to mobilise finance for adaptation. The
RPDH is thus now defined as a data
service that includes future climate
risk insight under the UN headings of
“people, planet and prosperity”. The
Oxford team recently launched a new
partnership with the Howden Foun-

Nicola Ranger

Resilient Planet Finance Lab, University of Oxford

“The traditional insurance mindset is how to measure loss
reduction — when we buy an insurance policy or invest

®' in resilience, the story is always the risks that will be
avoided. But this story is failing us”
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dation to build the next generation of
metrics needed for adaptation with a
focus on “people and planet”.

The RPI’s aim for Cop29 is to launch
a toolkit that brings data together
with solutions. A recommended set
of metrics will thus mark the RPDH’s
move into “operational service”.

Ranger says: “This year we’re going
from the enormous amount of know-
ledge we have built up, to a set of key
metrics that are not only consistent
with the needs of new regulations but
can also guide financial flows towards
areas that build resilience, such as re-
silient infrastructure, natural capital
and agricultural systems.

“Boiling everything down to one met-
ric is extremely difficult but we want
to be able to show a set of core metrics
around risk and impact in the context
of people, planet and prosperity.”

Blueprint for investment

A key milestone on the road to Cop29
is the blueprint for investment in
resilient architecture recently an-
nounced by the IDF in collaboration
with global asset manager BlackRock.

“This is exactly the type of initiative
needed from the re/insurance indus-
try to turn the dial on adaptation,”
Ranger says. It is also the latest ex-
ample, she adds, of the “catalytic”
role the IDF is playing in mobilising
the strengths of the industry - risk
expertise, investment capital and un-
derwriting — to reach the heart of the
UN’s climate and sustainable devel-
opment goals.

The aim of the blueprint is to help
make the $2.7trn that is invested in
infrastructure globally each year re-
silient, Ranger stresses, and to bring
another $1trn into infrastructure in
emerging and developing economies,
including renewable energy, water,
schools, hospitals and transport.

“I hugely congratulate the IDF on this
critical new initiative,” Ranger says.
“I hope to see it crowd in adaptation-
aligned capital at scale from the
industry as well as leverage the

industry’s wider strengths in risk
knowledge and underwriting.”

Having worked on climate risk in a
wide variety of contexts, including
academia, government, banking
and insurance, Ranger urges a holis-
tic approach. “A big part of our work
at the Resilient Planet Initiative is
not just to support communities on
the ground, but how to embed risk
into the whole financial system. It’s
about taking insurance principles
and applying them to banking, pen-
sions and other areas of investment
so that we get the whole system sup-
porting adaptation.”

The true value of investment in adap-
tation can clearly be seen in projects
that are linked to nature, which is it-
self a form of infrastructure, she con-
tinues. “We’ve been looking at how
to quantify and model the benefits
of nature in terms of loss reduction,
such as for our projects in Jamaica
and Bangladesh,” she adds.

Ranger warns against seeing the con-
cepts of mitigation, adaptation and
resilience as separate entities in the
real world. “It’s still frustrating for
me that they aren’t being connect-
ed more,” she says. “By integrating
them, we can design projects that give
both the mitigation and adaptation
benefits, as well as the societal bene-
fit. However, at a global level, we still
disconnect them far too much and
in policy there are far too clear lines
drawn between them.”

Another source of frustration is how
adaptation is seen as a failure to tack-
le mitigation. “I've even heard some
people say they’re scared to talk
about adaptation because it will make
them seem defeatist,” Ranger says.
“That’s the wrong attitude because if
we don’t do both, then there’s no way
we can tackle this enormous risk.”

The role of re/insurers in driving in-
vestment towards climate projects
cannot be overstated, she stresses.
With about $40trn in assets under
management, insurers are them-
selves a significant part of global cap-
ital, she says. And reinsurers should

be playing their part in ensuring in-
vestments “build and not negate” re-
silience, she adds.

The success of the RPI will be meas-
ured, then, not merely by re/insurers
using the toolkit it offers, but also by
their willingness to spur efforts to have
climate risk embedded into the whole
financial system. Ranger says: “If our
initiative can actually catalyse that big-
ger change then that, for me and the
other co-chairs, would be success.”

Quantifying nature loss

Ranger is also director for “greening
finance” at the UK Integrating Fi-
nance and Biodiversity Programme
and one of the lead authors of a re-
cent report that analyses the impact
of the degradation of natural ecosys-
tems. The report — Assessing the ma-
teriality of nature-related financial
risks for the UK - presents the first
quantitative evidence of the econom-
ic risk posed by nature degradation
and the erosion of ecosystem servic-
es, both domestically and interna-
tionally, to the UK economy.

Damage to the natural environment
is slowing the UK economy, the re-
port says, and could lead to an esti-
mated 12% reduction to GDP in the
years ahead - larger than the hit to
GDP from the global financial crisis
or Covid-19. In addition, the report
considers how this economic risk to
GDP could translate into risk for the
financial sector, as an indication of
the potential impact of nature-relat-
ed risk on financial resilience.

Ranger says: “Over the past decade,
central banks and financial institu-
tions woke up to the risks posed by
climate change and we’ve seen mean-
ingful steps to address them, includ-
ing mandating disclosures, and be-
ginning to shift capital flows toward
green sectors and technologies.”

She concludes: “With this report, we
comprehensively demonstrate that
risks from environmental degrada-
tion and biodiversity loss are at least
as severe and urgent, and indeed
that, if not addressed, will double cli-
mate change losses.” ®
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Re/insurers invited to learn
ocean science for human good

Arizona State University and Bermuda Institute of Ocean Sciences
‘uniquely placed’ to offer insights into ocean ecology, industry veteran

Stephen Weinstein says

A century of ocean research com-
bined with an elite scientific re-
source offers unique insights into cli-
mate risk, according to re/insurance
industry veteran Stephen Weinstein,
writes Louise Isted.

Founded in 1903, the Bermuda Insti-
tute of Ocean Sciences (BIOS) docu-
ments the warming of the ocean in
concert with rising global temper-
atures, changes in ocean chemistry
and associated long-term changes to
the ecology of the ocean.

In 2021, BIOS merged with the Global
Futures Laboratory at Arizona State
University (ASU), joining its mission
to help sustain a habitable planet.

ASU-BIOS researchers leverage a va-
riety of vessels and facilities operat-
ing at the edge of the Sargasso Sea
in the north Atlantic to explore the
ocean and address critical local and
global environmental issues.

Among its recent achievements is
being selected to “ground truth” Na-
sa’s new plankton, aerosol, cloud and
ocean ecosystem satellite mission,
which launched from the Kennedy
Space Center in Florida in February.

Weinstein spent nearly 20 years
at RenaissanceRe as group gener-
al counsel and chief compliance
officer, a member of its executive
committee and as chair of RenRe’s
Risk Sciences Foundation. He has
held numerous roles dedicated to
catastrophe and environmental re-
search, including chair of the ex-
treme events committee at the Rein-
surance Association of America and
now chair of BIOS.

“The sector is never
going to have a precise
number for most
manifestations of
climate-driven risk.
Instead, we're going

to have an estimate of
risk and of the impacts
of mitigating and
adaptive features”

Stephen Weinstein
Bermuda Institute of Ocean Studies

Proven track record

A Harvard and Columbia University
alumnus, Weinstein says the creden-
tials of ASU cannot be overstated.
“ASU is among the most pragmatic,
nimble and solutions-oriented re-
search institutions and it gives BIOS
an opportunity to relaunch, with a
much broader strategic ambit, some-
thing that has a proven track record
of success,” he says in an interview
with Insurance Day, referring to the
Risk Prediction Initiative (RPI).

BIOS launched RPI in 1993 to facil-

itate communication between the
scientific and business community. A
year before, Hurricane Andrew had
galvanised Bermuda as the future
risk capital of the world. RPI under-
took research focused on making sci-
ence on natural hazard risk available
and understandable to stakeholders.
According to Weinstein, RPI played
a significant role in the aftermath of
Hurricane Andrew in propagating a
more robust, validated view of Atlan-
tic hurricane risk, a peril of signifi-
cant interest to the Bermuda market,
as well as Florida-based, US national
and global re/insurers.

Subsequent major topics of RPI-fund-
ed research include paleotempesto-
logy (the relationship between trop-
ical cyclone activity and climate),
improvement of best-track data and
European storms. RPI members and
stakeholders receive reports, data
and research focused on addressing
business-relevant information on
the science of extreme events.

Weinstein says “RPI 2.0” will be fo-
cused on climate and technological
innovation, with a concentration on
finance risk, as well as mitigation
strategies for reducing the impacts
of rising CO2 on Earth systems, both
ecological and human.

“Success has a thousand parents, but
the validation BIOS offered in the
period of uncertainty following Hur-
ricane Andrew, as an independent
institution with peer-reviewed stand-
ards, was enormously valuable. How-
ever, decades later, before our merg-
er with ASU, to a degree RPIran out of
runway to continue to add more rele-
vancy to the sector,” Weinstein says.
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“Today there is broad consensus
that while more can be done and no
model is perfect, we understand At-
lantic hurricanes reasonably robust-
ly. However, there are numerous
hazards we don’t understand nearly
as well, some of which are also cli-
mate-related, such as extreme heat.

“But the RPI’s proven model of gov-
ernance and collaboration with in-
dustry, and the independent, robust
and energised scientific research
ASU-BIOS can offer, has a lot of val-
ue to accelerate a better, transparent
view of these risks. In turn, these
collaborations can reduce the risk of
loss of life, promote community-wide
resiliency and help launch exciting
new financial and physical products
to the market.”

Competitive advantage

The re/insurance industry is at a
competitive advantage compared
with many other sectors in under-
standing climate risk, Weinstein
stresses, thanks to its “willingness to
embrace uncertainty”.

“The sector is never going to have a
precise number for most manifesta-
tions of climate-driven risk,” he ad-
mits. “Instead, we’re going to have
an estimate of risk and of the impacts
of mitigating and adaptive features.”

The pace of change with respect to
climate-driven hazards is changing
the nature of risk, he says, highlight-
ing wildfire.

“To take one peril, we don’t under-
stand wildfire risk as well as we need
to and traditional methodologies
based on past events are proving less
effective for a peril and exposure set
that are both rapidly changing. For
example, experts in wildfire risk
management have noted that, histor-
ically, population density centres in
wildfire-prone regions are correlat-
ed with where wildfires used to not
go. Paradise in California is a good
example of this,” Weinstein says.

“But for a range of reasons, including
changes in ocean heat, which have
led to changes in wind patterns, we

are seeing changes to the scatterplot
of where wildfires start and where
they propagate towards. Current
and developing conditions seem to
be pushing some wildfires towards
certain population centres and to
high-value commercial property lo-
cations. As a result, the historical
data, which remains important and
valuable for certain hazards, seems
to be less valuable for wildfire risk in
a large number of locations.”

Mitigation efforts

The insurance sector wants to en-
courage businesses, governments,
small and medium-sized enterprises
and households to invest in site-spe-
cific, economically efficient mitiga-
tion, Weinstein stresses.

He says: “Collectively we have been
engaged in trying to find ways to bet-
ter communicate why mitigation can
be valuable and to encourage policy-
makers to promote it and consumers
to adapt it. One of those efforts was to
come up with a metric. We got com-
fortable over a very long process,
from my perspective, with communi-
cating the premise at the time that $1
invested in mitigation is worth $4.

“Today, the consensus is to point to
an even higher return on the miti-
gation investment. But whatever we
agree to use, we can always acknowl-
edge it’s never actually precise. To
me it’s a positive we have found a
way to communicate a more digest-
ible message, while providing access
to more complete assessments and
research to stakeholders who want
to dig beneath a single number.”

Re/insurers need to find a way to com-
municate “concisely and effectively”
to the public, politicians and thought
leaders, but climate change requires
everyone to think differently.

“Traditional insurance underwriting
is based on a framework and ground-
ed in a foundation of historical data,
but we don’t have data for the heat
conditions of the next century or even
the next decade,” Weinstein says. “We
don’t have claims data for homes in
the new wildfire scatter patterns. We

don’t have flooding data from homes
that haven’t been at great risk before.
Historical data is relevant but it’s not
a complete tool to understand how to
price risk today, nor to allocate capital
for the time to come.”

Actionable insight

That is another reason, he adds, why
capital allocators, investors, busi-
nesspeople, risk managers and re/in-
surers should engage with scientists,
“to turn their hypotheses into tools
that can be actionable in our sector”.

A not-for-profit research institute
like ASU has been assembling data
“for other purposes that in turn have
renewed utility” in the re/insurance
sector, Weinstein notes.

“It could be wildfire and extreme
heat, but it could be artificial intelli-
gence, it might be pandemic - there’s
always data. It might not be the data of
an underwriter’s dreams, it might be
synthesised data, it might be compa-
rable data, but in many cases I think a
broadly gauged institute like ASU can
begin by helping you with the poten-
tial of being able to access reasonably
robust, potentially high-utility data.”

Weinstein invites re/insurers to attend
the 121st anniversary of BIOS in June.

“We really want to keep introduc-
ing reinsurers, investors, entrepre-
neurs and other capital providers to
the merged ASU-BIOS family and en-
gage in a dialogue with them as to:
Where can we help you the most?
What are the perils that you fear
the most? What are the perils you
think you don’t understand as well
as you’d like? And how can we work
together to get to a better and more
actionable understanding?”

Weinstein concludes: “We want to
be in a conversation about what we
can offer, what the scale of existing
research is at ASU. And I'm willing
to predict if our colleagues at ASU
don’t already have the capability
needed, they’ll explore with them
ways to go get it. This is not the at-
titude of every other elite academic
research institute.” ®
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Catastrophe models must keep
pace with climatology

Pioneer of catastrophe modelling urges re/insurers to switch focus from
static event sets to dynamic science

Catastrophe modelling will remain
the “global standard technology”
for pricing and managing extreme
event risk, but it must incorporate
the latest climate science, the pres-
ident and chief executive of Karen
Clark & Company (KCC) says, writes
Louise Isted.

Karen Clark pioneered the proba-
bilistic catastrophe modelling tech-
niques that revolutionised the way
re/insurers and financial institutions
manage their catastrophe risk.

She founded the first catastrophe
modelling company, Applied Insur-
ance Research (AIR), in 1987.In 2002,
she sold AIR to Insurance Services Of-
fice, which later became Verisk Ana-
lytics. She co-founded KCC in 2007
with Vivek Basrur, who created the
first data standards and web-based
applications for the catastrophe
modelling industry in the mid-1990s.

The awards Clark has received in-
clude a Nobel Peace Prize certificate
in 2007 for her contributions to the
work of the Intergovernmental Panel
on Climate Change (IPCC). Her close
collaboration with climate scientists
over decades means she is highly
qualified among re/insurance veter-
ans to speak about the value of mu-
tual respect.

In an interview with Insurance Day,
Clark says climate scientists some-
times make “derogatory” state-
ments about catastrophe modelling
because they fail to appreciate the
“main crux”, which is that it is an
event-based technology.

“Catastrophe modelling makes hun-
dreds of thousands of projections of

| %

“All the historical
data KCC uses for
weather-related
perils are completely
climate conditioned,
so the science is an
enhancement to our
catastrophe models”

Karen Clark
Karen Clark & Company

potential future events to ensure in-
surance companies and reinsurance
companies are not overly exposed.
Scoring algorithms that make use
of aerial photography and machine
learning may be able to give highly
valuable property-specific informa-
tion, and they can complement ca-
tastrophe models, but not replace
them,” Clark says.

Catastrophe models thus provide
information far beyond that which
is specific to a given property. “The
point is that insurance companies
use catastrophe models to ensure
they have a good spread of risk
and aren’t overly concentrated and

over-exposed to one event. If they
are, then they need to buy enough
reinsurance, or other types of risk
transfer, to cover that exposure,”
she adds.

The threat to catastrophe modelling,
however, is a failure to encompass
climate science. “All the historical
data KCC uses for weather-related
perils are completely climate condi-
tioned, so the science is an enhance-
ment to our catastrophe models,”
she says.

Converting the industry

On a panel with Bermuda market
veterans John Swan, Locke Burt, Fio-
na Luck and Brian O’Hara at the Ber-
muda Risk Summit in March, Clark
said re/insurers themselves can have
misconceptions about catastrophe
and climate modelling.

“I’ve heard it said, wrongly, that ca-
tastrophe models were developed
after Hurricane Andrew, which is
not the case,” Clark told delegates at
the conference.

Before the formation of AIR, she
added, all property catastrophe re/
insurance was written out of London
or New York. The challenge was to
convince those markets they needed
a “new-fangled technology” called a
computer model.

“AIR’s first product, Catmap, was for
many underwriters in New York and
Lloyd’s the first contact they had ever
had with a computer application,”
Clark said. It was hard to convince
re/insurance underwriters of the val-
ue of computer models because the
US had been “in a lull”, with respect
to hurricane activity.
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“Up to 1987, the most costly hur-
ricane had been Alicia in 1983,
which was a loss of about $1bn. In
1989, Hugo hit, which was about
$4bn. And the industry thought, at
the time of Andrew in 1992, that
the worst-case scenario was about
$7bn,” Clark said.

The issue was that insurers had
stopped tracking their exposures.

Clark explained: “Way back when,
insurers used to have maps on the
wall and put pins in where their in-
sureds’ properties were. When they
got too many properties, they didn’t
have enough pins and so they wer-
en’t tracking them at all. What were
Lloyd’s underwriters using to model
their exposure? Premiums. The only
data reinsurance underwriters were
getting were state, line of business
premiums. That was it.”

To enable re/insurers to use ca-
tastrophe models, AIR created the
first Industry Exposure Database,
in 1987. This had exposure by five-
digit zip codes, so it was a “reason-
able resolution”, Clark said. Under-
writers could run losses based on
exposures and then use the premi-
ums by state and line of business to
calculate the market shares of indi-
vidual ceding insurers.

“It sounds straightforward, but it

Hurricane Andrew
approaches Florida at
peak intensity in 1992

was difficult to get reinsurers to em-
brace this new technology. All the
same, at the time of Andrew, we had
about 30 Lloyd’s syndicates and New
York reinsurers using the model, so
we weren’t doing that badly, but it
wasn’t a wave of people saying, ‘We
want this technology’.”

AIR’s model indicated the worst-case
scenario was “more like” $60bn and
not $7bn, “so even our own clients
didn’t really believe the numbers”.
For Hurricane Andrew, AIR estimat-
ed the insured losses were likely to
be more than $13bn.

“That got faxed out, and our land-
lines started ringing off the hook.
Lloyd’s underwriters argued with
me, saying, ‘I bet you five quid it
won’t be more than $6bn’.”

The reason for their bet was that
Hurricane Andrew made landfall
about 50 miles south of Miami. “One
underwriter told me it had to be
less than Hugo, because Hugo hit
Charleston and Andrew missed Mi-
ami. Well, what that underwriter
didn’t realise is the property value
in Dade County alone at the time
was more than the property value in
the whole state of South Carolina,”
Clark said.

The full impact of Hurricane Andrew
sunk in “about six months later”,

that the industry was going to have
to pay out around $15bn. The Ber-
muda Class of 1993 emerged, includ-
ing RenaissanceRe, founded by one
of AIR’s original clients, Jim Stanard,
formerly of F&G Re.

Exposure information improved
from zip codes to geo-coded loca-
tions, Clark said, improving the accu-
racy of catastrophe models, which in
turn were adopted not just to assess
individual risks and portfolios, but to
build diversified portfolios.

Trapped capital

Noting the increasing appeal of par-
ametric insurance to manage cli-
mate risk, Clark highlights the dis-
quiet indemnity-based cover creates
for providers of insurance-linked
securities (ILS). The final loss from
Hurricane Ian in 2022, for example,
is still unknown.

“What investors and reinsurers
don’t like is trapped capital because
indemnity cover means it could take
years for them to know what their fi-
nal loss will be after a major event.
And there can be loss creep, like the
cost to rebuild a home in that period
can increase by 10% to 20%, which
wasn’t accounted for when their
contract was priced,” Clark tells In-
surance Day.

The “beauty” of a parametric trigger,
therefore, is knowing the contract
can settle soon after an event. Ca-
tastrophe models inform parametric
triggers, such as the probability of a
certain wind speed in each location.
Based on that probability, counter-
parties will price a parametric deal.

Climate risk does not spell the de-
cline in indemnity insurance, how-
ever, because parametric products
create basis risk for re/insurers.

Clark explains: “For example, there
could be a 150 mph hurricane, but it
just takes a certain track that is not
really where the insurance compa-
ny has a lot of exposure. That would
mean they get a payout when they
don’t need it. In contrast, there could
be a hurricane with a lower maxi-
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mum wind speed that goes directly
through their exposures and causes
them a huge loss.

“The rating agencies, like AM Best
and S&P, want to know what kind of
reinsurance protection an insurance
company has, and they would not
look as favourably on a parametric
deal as they would on a pure indem-
nity product. And so, parametric is
good for state and federal govern-
ments, for a quick payout for recov-
ery, but I don’t think we’ll ever see
a world where there’s no indemnity
cover for insurers.”

KCC has therefore developed a new
product, called a modelled loss trans-
action, to provide additional reinsur-
ance protection to insurers who have
found that traditional reinsurance
capacity is shrinking relative to in-
creasing risk.

“A few weeks after a hurricane like
Ian, we can run a company’s expo-
sures through our model and give an
estimate of the actual loss and that
is the number on which the contract
will settle, eliminating the issue of
trapped capital. There’s still a little
bit of basis risk in that, but a lot less
than there would be from a paramet-
ric trigger,” Clark says.

KCC is providing the necessary in-
formation for a lot of these covers
now, she adds, especially for severe
convective storm, for which reinsur-
ers are requiring insurers to raise
their retentions. “We’re innovating
with different types of reinsurance
transactions, and there will be in-
novation going forward, but I don’t
think parametric-based is the ideal
solution for insurers.”

Physical techniques

The main output of a catastrophe
model is the exceedance probability
(EP) curve, which indicates the likeli-
hood of losses of different sizes via a
stochastic model output.

The EP curve is based on hypothet-
ical events but the modelled loss
transaction triggers are based on the
actual event, Clark stresses.

“If we really want risk reduction as a society,
then we're going to have to do more than give
insurance mitigation credits. We're going to
need to stop building properties in areas highly
exposed to sea-level rise, for example”

Karen Clark
Karen Clark & Company

“At KCC, we’ve implemented very
advanced physical modelling tech-
niques - that ingest high-resolution
radar, atmospheric and satellite data
— and that can accurately reproduce
the complexities of frequency perils
such as severe convective storm. We
model the physics of the atmosphere
in four dimensions, including time,”
she says.

KCC has adapted numerical weather
prediction used by weather forecast-
ers to catastrophe modelling.

“Our models automatically produce
every morning, by 7am Eastern time,
a hail and a tornado wind footprint
that insurers use to estimate their
claims that day. And of course, those
are the same footprints that will be
used to settle modelled loss transac-
tions. It’s a very advanced technolo-
gy, based on the physics of the atmos-
phere and not on a parameterised
model,” Clark adds.

A catastrophe model can quanti-
fy risk reduction, enabling insur-
ers to give credits to insureds who
have mitigated their risks, incenti-
vising property owners to “do the
right thing”. Beyond that, however,
climate risk reduction needs soci-
etal and political will. “If we real-
ly want risk reduction as a society,
then we’re going to have to do more
than give insurance mitigation
credits. We’re going to need to stop
building properties in areas highly
exposed to sea-level rise, for exam-
ple,” Clark says.

Sourcing the best and latest data is a
constant pursuit, Clark says, noting
that, the higher the resolution, the
more chance there is for mistakes.

That means data must be continu-
ally tested and verified, she says.
However, there is an issue with data
on commercial and industrial prop-
erties, which are not always in the
best format nor of the highest qual-
ity, she adds.

California problem

On incentives for insurers to contin-
ue to provide cover, Clark describes
the situation in California where
potential losses from wildfire have
made it unprofitable for some of
them to stay.

As insurers have reduced writings
in the state, homeowners can ob-
tain only limited coverage from the
Fair Plan Association, established in
1968 to meet the needs of California
homeowners unable to find insur-
ance in the traditional marketplace.
This is a syndicated fire insurance
pool comprising all insurers licensed
to conduct property/casualty busi-
ness in California.

Clark highlights the problem it
creates of not allowing the use of
catastrophe models to assess the
risk. “If insurers can’t use the ca-
tastrophe models, then they’re not
going to write as much there,” she
says. “In the US, a lot of the regula-
tors are elected politicians and, of
course, they want to keep their con-
stituents happy, but insurers need
to charge homeowners the true cost
of the risk.”

There are reasons to be hopeful,
however. KCC is among the compa-
nies working with the California in-
surance commissioner on how to al-
low the use of catastrophe models in
the state. The California Department
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of Insurance held a hearing on ca-
tastrophe modelling and insurance
on April 23 to discuss a proposed
regulation that would allow for the
use of wildfire and flood catastrophe
models for residential property in-
surance ratemaking. Not only would
it allow the state to use the tools the
rest of the insurance industry uses,
but it also establishes an independ-
ent review process that aims to pro-
vide transparency about the scientif-
ic appropriateness of these models.

“They’re moving in the right direc-
tion,” Clark says, “because home-
owners have to understand that
climate change is happening, prop-
erty values are going up, and this is
increasing the risk, which has to be
paid for.”

Confidence levels

The science continues to evolve.
Clark notes that, in its last two re-
ports, the IPCC has expanded its es-
tablished focus on changes to atmos-
pheric variables to also include what
catastrophe modellers already ana-
lyse — extreme weather events.

“For example, current scientific con-
sensus is that hurricane severity is
increasing, not frequency, but severi-

KCC has always used the
term frequency peril for
events such as wildfire

ty. With respect to wildfires, it’s both
frequency and intensity that are in-
creasing. The same with floods.

“In their most recent assessment re-
port, ARG, the scientific community
assigned confidence levels to their
projections. There’s high confidence
in the impacts of climate change on
hurricanes, but confidence is lower
for severe convective storms. It is
very important for insurers and re-
insurers to know, not just what the
projections are, but how much con-
fidence we have in those projections.
And of course, as time goes on, we’ll
get more and more confidence across
more perils.”

Clark encourages re/insurers to drop
the term secondary peril, which the
sector created to explain events,
such as severe convective storms,
that were not expected to produce
solvency-impairing losses. Instead,
KCC has always used the term fre-
quency peril and started modelling
severe convective storm as long ago
as 2015.

“KCC has always put a big emphasis
on the frequency perils — not second-
ary perils, frequency perils — with se-
vere convective storm, winter storm

and wildfire being the challenges of
today. What the industry is focusing
on a little bit more, is not necessari-
ly the tail of the distribution, but the
lower return period losses, and how
climate change and other factors are
influencing those losses.

“A lot of the disruption we’re seeing
in the market is coming from the
frequency of medium-sized losses,
and it’s generally accepted that we
shouldn’t be using the term second-
ary because these events are just as
important as hurricanes and earth-
quakes,” Clark says.

Frequent perils need frequent up-
dates and Clark warns re/insurers
against catastrophe models that do
not keep pace with climate science.
So that updates are “evolutionary
rather than disruptive”, KCC re-
freshes its weather-related peril
models “at least every two years, if
not every year”.

Clark concludes: “The industry has
been in a world where most of the
catastrophe models they’re using
are very static, with an update once
every five to six years or longer.
That simply isn’t going to cut it in the
world of climate change.” ®
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Chronic perils like heat
stress are not captured in
today’s catastrophe models

Climate should be in every
conversation about risk

Just as they faced ‘silent cyber’, re/insurers must be alert to ‘silent
climate’, Aon's global head of climate risk advisory warns

The essential factor behind the tool
Aon recently launched to help its cli-
ents visualise and understand their
exposures to physical climate risk
is it is “in the hands” of each of its
brokers, according to the company’s
global head of climate risk advisory,
writes Louise Isted.

Climate Risk Monitor (CRM) assess-
es an organisation’s present and
future exposures to key chronic
risks — drought, extreme rainfall,
extreme heat, freeze and wildfire
- under different climate change
scenarios, providing diagnostic re-
ports on individual asset and port-
folio impact, as well as geographi-
cal visualisations.

In an interview with Insurance Day,
Liz Henderson stresses the CRM will

be applied to every product line in
the broker’s ambit.

“Climate change 1is essential to
every conversation our colleagues
are having with a client about risk
and this tool will be in all our bro-
kers’ hands as part of their day-to-
day work. The success of the CRM
will be when I can go to any part of
the world and find our brokers and
clients are making better decisions
about their business through that
climate lens,” Henderson says.

The CRM is Aon’s first release of a
specifically climate-focused tool that
looks at chronic perils over a long
time horizon and it is global. This
enables the broker to add data to its
“suite of capabilities” in a way that is
“additive to the perils” it models.

“This opens up the conversation
to a wider audience of our clients
and helps them begin to know what
they are exposed to in terms of cli-
mate adaptation and resilience,
then to understand how that’s going
to change over time,” Henderson
says. “It means really digging into
loss control, risk engineering, asset
resilient investment, those types of
services we’re able to unlock with
an initial conversation that is data-
driven.”

‘End-to-end partnership’

The most important way Aon is in-
vesting in adaptation and resilience,
Henderson continues, is by forming
a team that brings together its risk
capital colleagues spanning reinsur-
ance and commercial risk - who are
close to the insureds — and its risk
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engineers, who have in-depth know-
ledge on the ground. This “end-to-
end partnership” helps the broker
“expand the conversation into parts
of the world where there hasn’t been
access to great data”, she says, and
also into insurance for humanitarian
causes by creating solutions for un-
derserved communities.

The team launched last year but be-
gan the process of working together
four years ago, when Aon first start-
ed talking “more specifically and
practically” to financial institutions
about their climate-related risks.

This tool will be part of a client’s
platform, among its Aon “suite of
capabilities”. Henderson says: “Our
clients are on a journey where
they’re first trying to get their arms
around climate as an entirely new
class of risk. Financial institutions
are excellent at understanding credit
risk and investment-related risks, but
climate-related risk is a new data set
and a new way of thinking for them.
The most sophisticated banks have
made investments in data, modelling
and teams of people to help them to
assess this risk, but mid-sized and
small institutions need access to this
data as well and this tool is the first
step to giving them the information
they need to understand this class of
risk in their portfolio.”

This journey is not new for re/insur-
ers, Henderson says. “Finding solu-
tions for resilience is in our DNA as
an industry that understands how
to quantify and transfer risk and
we have helped make developed
economies safer and more resilient
over time. That knowledge can be
translated into broader infrastruc-
ture investments, especially in the
developing world where the insur-
ance markets are not as sophisticat-
ed and where the benefit of having a
risk-minded partner in their econo-
my has been missing.”

Aon is also working on how to mod-
el hail to support developers of solar
plants. “A lot of the solar project de-
velopers in Texas, for example, were
using about two years of data to de-

“Finding solutions for
resilience is in our
DNA as an industry
that understands

how to quantify and
transfer risk and we
have helped make
developed economies
safer and more
resilient over time”

Liz Henderson
Aon

cide if hail was going to happen or
not. Anyone who works in modelling
will tell you two years of information
is completely wrong if you're trying
to do site selection for hail-related
risks,” she says.

“We can help those project owners
make better decisions just by show-
ing them the full model output of
hail, where the events can occur and
how extreme they can be. Even if
they still decide to build there, they’ll
be baking that risk into their costs
and their project estimates, which
will help them to navigate potential
volatility.”

Bringing its risk capital and risk
engineering teams together, Aon is
creating a model of hail risk to a pol-
ygon solar field, instead of a single
house, which is what most catastro-
phe models are limited to. The bro-
ker is also working with underwrit-
ers to help them embed that view of
risk into their pricing.

“We’re in the early days of that pro-
ject, but we’re getting so much in-
terest from insurers because it’s a
perfect example of bringing all our
insight, data and analytics together
to fill a gap in the market,” Hender-
SOT says.

Insurance and finance “make the
economy happen”, Henderson
stresses, and both are needed to get
an energy project off the ground.
“The Inflation Reduction Act in the
US offers more than $370bn in tax
incentives for investment in clean
energy and the insurance indus-
try is ready to build capacity and
product to support that investment,
but I don’t see it happening at scale
quickly enough.”

New clean energy technologies car-
ry risks and so insurers need to “get
creative and innovative” to address
the concerns of investors to unlock
the investment that is needed. This
creativity could take the form of, for
example, technology performance
guarantees, revenue swaps, intel-
lectual property insurance products
and parametric solutions. “There’s
so much we can do. It just requires
a focus and an investment in talent,
skills and data to meet that demand.”

Parametric potential

A form of innovation that can help
unlock investment in clean energy
projects is parametric insurance. At
Cop28 last year, Henderson noticed a
theme emerging of the difficulty in-
demnity insurance poses to financial
institutions.

She says: “A client at a financial in-
stitution explained to us the time
it takes for a traditional insurance
policy to pay out makes it very dif-
ficult for a project to pass its risk
control criteria. Indemnity insur-
ance products don’t help move
a project from non-bankable to
bankable, so we have to get creative.
Parametric insurance has been the
Cinderella of the ball for a decade,
but now it can be a solution to ad-
dressing that specific problem.”

Although re/insurers are “still better
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positioned than anyone else” on cli-
mate risk, a “reckoning is coming”
on how climate change is affecting
extreme weather events,” Hender-
son says.

Managing the risks posed by nat-
ural catastrophes as solvency-
impacting events are “super critical
to a healthy industry”, but recent
years have shown climate change
can affect losses in ways that are
not as big and extreme. Instead,
these losses are “hidden in the
earnings” on re/insurance balance
sheets, she adds.

“It’s really important for the indus-
try to understand and isolate how
those trends are impacting their
overall loss outcome. The blind spot
is around chronic perils, like heat
stress and extreme precipitation,
which are not captured in catastro-
phe models and are not event-based,
but that start to erode the value of
properties, impact people’s lives and
their insurance policies,” Hender-
son says.

There is also the challenge of under-
standing climate risk in terms of the
transition to net zero, she continues,
because the industry’s focus is tradi-
tionally on physical risk. “There’s a
lack of information and data regard-
ing how new energy technologies
and systems are going to affect our
overall risk environment. There are
also casualty-related risks to the life,
health and workers’ compensation
lines of business.”

Climate data transparency is ex-
tremely important, she continues,
especially for non-physical risks, es-
pecially since companies are being
asked to self-report on the transition
disclosure requirements, meaning
the onus is on the organisation itself
to assess if a risk is material or not
and thus whether it even has to dis-
close it.

Problems with self-reporting

Self-reporting creates a significant
amount of uncertainty in the data
for investors and insurers, and there
has been a huge push on them from

activists to look at their financed and
insured emissions.

“A lot of re/insurers struggle to be
able to say what’s in their under-
writing portfolio from an emissions
standpoint. If it’s an oil and gas re-
finery, that’s probably pretty easy,
but it’s much more complicated with
insureds in manufacturing and retail
businesses,” Henderson says.

“I think there’ll be a real push in the
next couple of years in getting access
to better, more reliable information
to be able to assess what their expo-
sure is,” she says.

“There have been so many start-ups
providing climate data and transi-
tion-related data for the physical
risks space, but the pure ability to
look at a portfolio and deduce cred-
ible, reliable asset-level information
about emissions and the transition
really doesn’t exist yet. But once an
insurable asset is tied to that kind of
data and information then the insur-
ance industry will be able to lean in

US severe convective storms and winter weather events drive Q1 loss total

Graph: Global insured losses from natural disasters in Q1, 2014 to 2024 (Sbn)
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and puts its stamp on a project,” Hen-
derson adds.

Aon is working on a product for
the voluntary carbon offset market,
which Henderson says is “where
the true opportunity lies” for non-
regulated oil and gas companies.

The firm is looking at ways to cre-
ate an insurance product that gives
a purchaser of a carbon offset confi-
dence its project is getting the right
kind of auditing and servicing and
calculations are standardised in how
a credit is valued.

This equates to financial protection
that should create a stronger and
more resilient carbon offset market,
Henderson says, with better projects
coming through and more confident
buyers.

“Oftentimes, when you’re in the
room with people who operate in
the carbon offset space, it’s like
they’ve forgotten insurers exist, but
we’re starting to see underwriters
who really want to focus on that
market and create bespoke products
for it, which will lead to a more sta-
ble market.”

‘Silent climate’ challenges

Just as re/insurers faced “silent cy-
ber”, they are now grappling with
“silent climate”. A good example of
this, Henderson highlights, is the
commitments energy companies,
financial institutions and insurers
have made to becoming net zero.
These have the potential to be re-
tracted with a change of chief exec-
utive or a change to the geopolitical
environment.

“There’sa growing movementtohold
the company boards accountable to
those past statements,” Henderson
says. “We haven’t seen massive rush
to litigation, but climate-related cas-
es globally have more than doubled
in the past five years. Greenwashing
claims are one of the fastest-grow-
ing areas, so board members need
to look at whether their directors’
and officers’ policy covers climate
disclosure-related risks or not.”

At the same time, regulators are re-
quiring companies to disclose their
transition plans, so it will be “inter-
esting to see how carriers respond
and start carving it out or removing
the protection or at least defining it
more clearly”, Henderson says.

A more obvious feature of “silent
climate” is so-called secondary per-
ils, in aggregation, are now having
a significant impact on re/insurers’
results.

“These non-catastrophe catastro-
phes are not individually going to
be tail events but they are affecting
companies that don’t have much di-
versification benefit, which might
be more regional and directly ex-
posed to these perils. A big trend in
the reinsurance space is an increase
in insurance company retentions
for their catastrophe treaties, which
is having a direct effect on insur-
ers’ earnings, which will translate
into higher premiums for insureds,”
Henderson says.

It is difficult to calculate how climate
change is affecting those perils. Aon
published a report on the 20-year
trend in losses from severe convec-
tive storms. Its analysis looked at
the impacts specifically of inflation,
property valuation and exposure
concentration, to be able to isolate
the impact of this peril.

“We found 80% of the increase in se-
vere storm losses are attributable to
those factors, whereas the remain-
ing 20% is unexplained,” she says.
“It could be a climate signal, but it’s
difficult to say with certainty, and it
doesn’t explain the entire trend on
its own.”

According to Aon’s latest research,
global insured losses from natural
disaster events in the first quarter
of 2024 are estimated to reach at
least $17bn. This is close to the av-
erage since 2000 ($16bn) and nota-
bly higher than the median ($12bn)
for the period. Notably, severe con-
vective storms and winter weather
events in the US generated $7.7bn of
that global total.

Modelling climate risks

It is clear, Henderson says, catastro-
phe modelling and climate model-
ling “need to come together to ad-
dress the full suite of climate risks”.
To achieve this, a way needs to be
found to bridge the gap between the
short and medium-term outlook of
catastrophe modelling and the long-
term projections of climate models.

“Certainly, we need to know 20 years
out for longer-term investment deci-
sions, but I'd also really like to know
what that gap is for the next five
years, so I can make decisions for my
business in that timeframe,” she says.

Another gap to fill, Henderson adds,
is taking the combination of hazard-
exposure-vulnerability = components
used in catastrophe models and ap-
plying that to climate models. Some-
thing catastrophe models do not offer
and which Aon is thinking about is the
“chronic” nature of non-event-based
risks that manifest themselves not just
in property but in other lines of busi-
ness as well. “What does extreme rain-
fall that isn’t a flash flood event mean
for a property five years from now?
Catastrophe models won’t show that,
but climate models can, so we need to
bring them together,” she says.

Above and beyond the fact re/insur-
ers are well placed to help manage
the challenges of climate change, by
leaning in to their long-standing role
in risk management, is the moral
obligation to support humanitarian
work, Henderson says. Last year, for
example, Aon, Lloyd’s Disaster Risk
Facility and the Centre for Disaster
Protection created a risk-transfer
mechanism that provides a backstop
for the International Federation of
Red Cross and Red Crescent Societies’
Disaster Response Emergency Fund.

Henderson concludes: “As the devel-
oped world, we’re the big polluters
and there are dues we should pay the
developing world. That means lever-
aging our insights and experience
for partnerships with development
banks and other organisations to get
better protection into the vulnerable
parts of the world.” =
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Earth observation is a game-

changer for climate resilience

g

Executives at Finnish microsatellite maker Iceye outline how fast and
reliable natural catastrophe data before, during and after events creates
a ‘sweet spot’ of resilience

Earth observation has the potential to
transform the way re/insurers model
and respond operationally to natural
catastrophe perils, according to Ste-
phen Lathrope and Rupert Bidwell,
respectively senior vice-president of
solutions and global head of insur-
ance at Iceye, writes Louise Isted.

The Finnish microsatellite manufac-
turer and operator owns the world’s
biggest privately owned synthetic
aperture radar (SAR) satellite constel-
lation that detects and responds to
changes in any location on Earth. Its
objective and near-real-time insights
are gathered day and night, even in
low-visibility conditions.

In an interview with Insurance Day,
Lathrope and Bidwell outline how
such insights empower re/insurers
and other organisations in adapta-
tion and resilience to climate change.

They highlight Iceye’s collaboration
since 2020 with Tokio Marine to de-
velop new insurance products and
services. “Tokio Marine is able to

use our data to manage claims more
effectively,” Bidwell says. “Combin-
ing Iceye data and its customer-
supplied data helps to reduce the
need for onsite adjusters. That’s a
game-changer.”

Lathrope says Iceye data can be
“dropped into” existing systems and
encourages re/insurers to “experi-
ment” with SAR data. “Tokio Marine
started that way three years ago and
is now making really important busi-
ness decisions using our data.”

Other projects Iceye has been in-
volved in with its public and private
partners include: providing flood
and bushfire data for the Australian
government to strengthen disaster
response; working with Guy Car-
penter and Swiss Re on a parametric
pilot programme to protect low-in-
come communities in New York City
from flooding; and supporting a UN
Development Programme (UNDP)
and Insurance Development Forum
(IDF) initiative to increase flood re-
silience in Ghana and Nigeria.

Iceye recently announced a new con-
tract with the US Centers for Disease
Control and Prevention (CDC), which
provides the federal agency with ac-
cess to Iceye flood insights for events
across the US and its territories. As
part of the agreement, Iceye will de-
liver flood impact data and analysis
to teams at CDC’s Geospatial Research,
Analysis and Services Program.

Iceye’s reach extends to ecological dis-
asters that are not weather-related,
such as the breach of the Kakhovka
Dam in Ukraine in June 2023, and also
to defence, which includes its August
2022 contract with the Serhiy Prytu-
la Charity Foundation, which allows
the Ukrainian armed forces to receive
radar satellite imagery on critical lo-
cations with a high revisit frequency.

Synthetic aperture radar

SAR technology overcomes the
size-versus-resolution issue present-
ed by real aperture radar (RAR),
which is limited by the size of the
antenna that can be sent into space.
To produce high-resolution imaging
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of the Earth’s surface, the antenna
of an RAR needs to be hundreds of
times greater in size than a satel-
lite can carry. An SAR, on the other
hand, uses movement of its antenna
to “synthesise” a larger aperture that
collects signals from brief, closely
spaced successive pulses.

Lathrope says although satellite tech-
nology has existed for more than 70
years, there has been a “quiet revo-
lution” in the past 15. For example,
the number of spacecraft launches
increased from 53 in 2017 to 1,743
in 2021. A major purpose of such
launches is to place satellites into
orbit, which now number close to
10,000. Key enabling factors behind
that number are the miniaturisation
of technologies, lighter materials and
lower launch costs.

“There’s a huge range of satellite-
borne sensors in orbit and they can
be used to observe weather systems,”
Lathrope says, “by measuring tem-
peratures, CO2 levels in the atmos-
phere and moisture in soil, as well
as ice formations, forestation and a
whole host of other things that are
either understood to be factors that
influence climate change or are indi-
cators climate change is happening.”

SAR technology is evolving all the
time to provide better resolution,
volume and timeliness of informa-
tion. One of the “real differentiators”
Iceye brings, Lathrope says, is it has
launched more than 35 SAR satellites
into orbit — a figure he believes is
substantially more than other oper-
ators. Uniquely, he adds, Iceye has a
strong focus on natural catastrophe
reporting, particularly for insurers
and for governments.

SAR technology is well suited to the
observation of natural catastrophe
events, Lathrope says, because it
sends its own signal and then re-
ceives the signal that bounces back
from whatever it encounters on the
Earth’s surface.

“That’s important because it doesn’t
rely on light from the Sun like opti-
cal imagery does. As a result, it can

“We're focused on
enabling our customers
to help communities,
businesses and their
insured customers

deal with the impacts
of climate change.
Their resilience and
response to individual
events is a core focus”

Stephen Lathrope
Iceye

monitor the Earth day and night. The
particular wavelength we use, more-
over, also enables us to see through
clouds, smoke and dust, which means
radar eyes on the ground, whatever
the conditions.”

For example, Iceye demonstrated the
flexibility of its technology for re-
cent volcanic activity in Iceland. “In
collaboration with the Icelandic Met
Office, we did some work monitoring
that seismic activity. And we were
able to see deformation of the land
around that event by six or seven
centimetres over a nine-day period.
So, we can measure quite specific,
quite detailed, and quite small move-
ments on the ground using that tech-
nology,” Lathrope says.

Within its SAR constellation, Iceye
can electronically move the anten-
na, either to zoom out to scan hun-
dreds of square kilometres of an
area, such as to monitor hurricanes
making landfall, or zoom in to meas-

uring millimetres of change, such as
the thermal expansion of buildings.
Lathrope describes balancing these
actions as a “trade-off” between lev-
els of resolution.

Iceye takes multiple images as one
satellite passes over a given area and
this enables it to observe movement
— of direction and of speed. It can
also make three-dimensional imag-
es of structures by looking at them
from different sides as an SAR satel-
lite passes overhead. Each satellite
completes an orbit of the Earth every
one-and-a-half hours.

“We don’t speed them up or slow
them down as they’re passing but we
do have the ability to adjust their or-
bits slightly, to direct radar imaging
at different angles,” Lathrope says.

Climate change impacts

Iceye is at the “sharp end” of the
management of climate risk, Lath-
rope stresses. “We’re focused on ena-
bling our customers to help commu-
nities, businesses and their insured
customers deal with the impacts of
climate change. Their resilience and
response to individual events is a
core focus for Iceye,” he says.

“We’re building a really powerful
back catalogue of analyses of events,
which are going to be very useful to
a number of organisations in under-
standing what the impact of climate
change is over time,” he adds.

Iceye uses its technology and data ana-
lytics to provide near-term predictions
of events and then report on how they
are evolving. “We’re at the sharp end
of the change, rather than reporting
on the big trends that represent cli-
mate change overall,” Lathrope says.

Being able to provide data over time
is “powerful” in helping re/insurers
refine their catastrophe models, but
Lathrope is clear about the boundary
between Iceye and the catastrophe
modellers.

“Even having completed 200 flood
analyses and delivered those to our
customers around the world over
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the past three years or so, we don’t
second guess the modelling compa-
nies,” he says. “What we can do is
help with resilience in response to
an event, based on an understanding
at a much higher resolution of what
has happened on the ground.”

Iceye analysis supports the develop-
ment of parametric insurance solu-
tions to help close the protection gap,
Lathrope says. Citing an estimate
by Swiss Re in 2021 that 80% of eco-
nomic losses from flooding were un-
insured, he highlights IDF and UNDP
projects in Nigeria and Ghana that
Iceye supports.

Bidwell stresses how SAR satellites
also serve climate risk analysis by
capturing extreme weather events
where and when they are not nor-
mally expected to occur, such as the
flooding in Dubai last month and
the Marshall fire in Colorado in De-
cember 2021. “The characteristics,
frequency and severity have signifi-
cantly changed just in the past two or
three years and we can see that from
our data,” he adds.

The ability of re/insurers to respond
rapidly to catastrophe events is thus
more important than ever. “The sec-
ondary perils, which we focus on, are
now becoming as expensive as prima-
ry perils,” Bidwell says. “A hurricane
is a peak event but a big element of it
will be large-scale flood damage.”

A series of named storms and conse-
quent flooding in the UK was unex-
pected, given before 2021, in terms of
insured losses, “it was actually rela-
tively quiet”, Bidwell says. “From an
insurance perspective, named storms
are operationally very stretching be-
cause there’s a huge volume of claims,
many quite small but alongside some
large claims. This creates a huge oper-
ational stress for most insurers, par-
ticularly if the named storms come in
quick succession,” he adds.

Iceye recently announced the launch
of its high-resolution Flood Early
Warning and ongoing customer pi-
lots of Flood Rapid Impact solutions
for the UK insurance market.

The Flood Early Warning provides
four days in advance flood impact
forecast prediction. This is at build-
ing-level resolution and is overlaid
with the respective UK Environment
Agency’s flood hazard zones. Iceye’s
Flood Rapid Impact is a rapid satellite
data-derived flood extent map, deliv-
ered within 12 hours of the start of the
flood and at eight to 12-hour intervals
thereafter, enabling insurers to track
the progression of the flooding.

Three main goals

Iceye supports approximately 30 in-
surers, brokers and reinsurers across
the globe at present and Bidwell out-
lines the team’s three main goals.

The first is to provide critical natural
catastrophe data insight, “as fast and
as reliably as possible”, before, dur-
ing and after events. That means in-
surers can “transform” their claims
processes, he says, “and don’t need
to wait for customers to notify them
before taking action”.

“The secondary
perils, which we
focus on, are

now becoming as
expensive as primary
perils. A hurricane

is a peak event but

a big element of it
will be large-scale
flood damage”

Rupert Bidwell
Iceye

The second is for insurers to “proac-
tively intervene” by protecting their
insureds from a flood or wildfire
ahead of an event itself. “It is so much
better to protect the customer than
having to restore a customer,” he says.

The third goal is for Iceye to build
an historic catalogue, which Bidwell
says will help refine risk engineering
interventions.

Iceye provides flood early warning
data for about 15,000 locations. One
of its clients for this product is Nor-
dic insurer If. “We’re able to alert
individual client managers to when
there is a flood potentially about to
impact one of their insured’s loca-
tions,” Bidwell says.

Iceye’s leading client in Australia is
Suncorp group, which has invested
in a 24-by-7 event control centre to
manage their catastrophe event re-
sponse. “This is a control room with
a number of screens where they are
monitoring all manner of differ-
ent weather phenomena occurring
across Australia, and our data is used
to inform their critical decisions
around flood and wildfire, before,
during and after the actual event,”
Bidwell says.

Bidwell’s advice to re/insurers is “not
to be held back” by any preconcep-
tions about satellites. “Historically,
a lot of insurers have experience
of aerial drones and optical satel-
lites and they found they missed a
flood or a fire, but visibility isn’t a
constraint using synthetic aperture
radar satellites because they can
see through clouds and through the
dark,” he says.

Data gleaned from SAR satellites of-
fers “real value for relatively limited
effort”, he stresses. “You don’t need
huge IT investment or to start off
with IT integrations but, as and when
you do want to make your use of the
data more industrial, it can be em-
bedded in policy admin claims sys-
tems and geospatial exposure man-
agement platforms, through APIs. To
start with though, you can be tactical
and get value very quickly.” m
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Education key to mitigating basis
risk in parametric policies

Miller's head of parametric solutions, Alice Glenister, outlines how to
present parametric insurance to insureds

Miller has put a “high degree of fo-
cus” on educating its insureds about
basis risk associated with paramet-
ric insurance policies, according to
Alice Glenister, head of parametric
solutions at the re/insurance broker,
writes Queenie Shaikh.

In an interview with Insurance Day,
Glenister says basis risk is more
prevalent in parametric insurance
as a result of the policies’ pre-
determined payouts at certain trig-
ger thresholds. Glenister joined
Miller in March from Mastercard,
before which she was a parametric
underwriter at Generali Global.

Miller’s solution has been to try to
understand exactly what insureds
need a parametric insurance policy
to do and to make sure the payout
structure reflects the potential dam-
age they would sustain should that
given event occur.

Unlike traditional indemnity-based
cover, parametric insurance pays
out a pre-determined sum if a specif-
ic event or trigger occurs, such as if
wind speed or rainfall is recorded to
have breached a certain threshold.

Recent growth
The concept of parametric insur-

ance dates back to the late 1990s,
but its recent growth has been
spurred by the increasing amount
of data insurers can use to verify a
parametric claim.

These policies are positively predis-
posed to weather and climate-related
events for exactly this reason, Glen-
ister stresses, as insurers can call on
thousands of accredited datapoints
to assess claims to ensure policy con-
ditions are met.

However, all of this can amplify
basis risk. One commonly cited ex-
ample is home insurance that cov-
ers fire damage but excludes fire
damage caused by extreme weather
events. While parametric insurance
would provide a reliable payout if
the pre-determined condition is met
— the house fire — it might fall short
of covering the actual costs of the
trigger event.

“To mitigate basis risk, we make
sure we fully understand the in-
sureds’ needs and the parameters
selected closely align with their ex-
posures,” Glenister says.

Basis risk needs to be mitigated in
both directions, both negative and
positive, she continues. While not

common, positive basis risk - where
payouts exceed actual losses and
risks are underpriced - have oc-
curred in recent years, particularly
in the agricultural sector.

For example, Oxfam successfully
negotiated a payout from Sri Lankan
insurer Sanasa to cover policy-
holders whose crops had been af-
fected by extreme drought, despite
short bursts of rain exceeding the
parametric policy’s maximum rain-
fall threshold.

Glenister adds in some cases, Miller
designs a “stepped payout policy” to
mitigate basis risk.

This is designed to pay out a larger
amount of money for more extreme
events, rather than a binary payout.

“We want to make sure payouts re-
flect damage ratios,” Glenister says.
“You wouldn’t get a 100% payout
for a Category 3 hurricane, but you
would for a Category 5. It’s important
we’re not creating binary payouts.”

It is incumbent on brokers to ex-
plain the benefits of parametric
insurance to support its continued
growth. “If brokers don’t under-
stand the upsides, there will be re-

“If your roof has been blown off by a hurricane, you don't
want to wait a year for the loss adjuster to come round.

You want to repair your roof. We are trying to give people
the resources they need to recover quickly. That's why

parametric insurance is so powerful”

Alice Glenister
Miller
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duced demand... hindering growth
and innovation,” she says.

Lack of traditional capacity
Parametric policies have been a
welcome form of innovation for
the insurance sector over the past
two decades, Glenister points out.
She argues a prevailing lack of tra-
ditional capacity — the maximum
amount of risk indemnity insurers
can underwrite based on the cap-
ital they have available to cover
claims - is being stretched thin in
certain markets by the increasing
frequency and severity of certain
natural catastrophe perils. “This is
why it’s important to think about
non-traditional means to manage
risks,” she says.

This is particularly the case for per-
ils such as Florida wind risk, where
more severe weather events have
left the traditional market strug-
gling to find capacity.

“It’s quite hard to get capacity for
wind risks in Florida the closer you
get to wind season. The sad reality
is climate change is making events
more frequent and parametric in-
surance provides us with ways to
transfer risk, even in sophisticated
markets like North America.”

A Florida home damaged
by Hurricane Irma in 2017

The principal benefit of a para-
metric insurance policy in the case
of a weather event is to cut the time
between claims and payouts, she
says, while traditional indemnity
insurance provides no certainty a
claim is covered and payouts can
take months or even years.

“If your roof has been blown off by
a hurricane, you don’t want to wait
a year for the loss adjuster to come
round. You want to repair your roof,”
Glenister says. “We are trying to give
people the resources they need to re-
cover quickly. That’s why parametric
insurance is so powerful.”

The combination of trigger-based pol-
icies and swift payouts gives paramet-
ric insurance the potential to work in
several markets, including agricul-
ture, cyber and marine, she adds.

Moral hazard

As well as basis risk, brokers should
also educate their clients about the
way parametric insurance can re-
duce moral hazard, by incentivising
policyholders to mitigate risks up to
their first trigger indexes. A moral
hazard is the probability the insured
may engage in riskier behaviour or
neglect risk management practices
because the payout is triggered by

pre-defined parameters rather than
actual losses.

Miller partly mitigates against mor-
al hazard with its stepped payout
policies, which encourage policy-
holders to carry out maintenance or
take mitigation measures.

Independent third-party data has a
significant role to play in mitigating
moral hazard, Glenister says. “It’s
very important to ensure neither
the insured nor the insurer can in-
fluence the reporting of an event to
inflate or deflate final payments,”
she adds.

The insurance market is only
scratching the surface of what para-
metric insurance products can do,
Glenister stresses, but she is con-
fident they can only continue to de-
velop over the next several years.
Notably, digitalisation of global busi-
ness means parametric solutions
are no longer the preserve solely of
large corporate clients.

“Because data is ever improving
the way we’re measuring risk, the
way we can gauge risk, the way we
can handle large quantities of data,
[parametric] is only going to get bet-
ter and better,” she concludes. ®
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In climate risk analysis, do not
be blindsided by numbers

Re/insurers should think about climate data storylines, rather than fixating
on modelling outputs, Lloyd’s director of portfolio risk management,
Kirsten Mitchell-Wallace, says

Re/insurers that narrow their focus
to a single extreme weather event are
“on a fool’s errand” in their under-
standing of climate change, according
to Lloyd’s director of portfolio risk
management, writes Louise Isted.

In an interview with Insurance Day,
Dr Kirsten Mitchell-Wallace says the
industry is unlikely ever to under-
stand the full impact “in a really gran-
ular way”, so climate-conditioned
catastrophe modelling should be
seen as “one tool in the whole discus-
sion about what climate risk means
to a business”.

Informed decisions about climate risk
would be better based on “communi-
cation of what we can know and what
we can’t know and on what our risk
appetite as a business is in the context
of all that uncertainty”, she adds.

Better communication includes iden-
tifying the limitations of catastrophe
modelling. “People want to under-
stand the potential impact of climate
change, but they also want to have
one number that tells them whether
there’s going to be a financial loss,”
Mitchell-Wallace says.

“I'm really keen that, as an indus-
try, we move more towards think-
ing about climate data storylines to
explore the potential risk and don’t
make the mistakes of the past where
we get really fixated on model out-
puts. Models need to become one of
the tools that help us explore the po-
tential risks to our business.”

Value of models
Despite its limitations, the value of
catastrophe modelling is clear. “What

a fortunate position we are in, com-
paratively as an industry, to have the
catastrophe models, because they are
tools that allow us to really under-
stand the risk associated with climate
perils. And we have this ability to
combine the hazard, the vulnerability
of the structures and the financial in-
formation with the description of the
exposures to get a loss distribution,”
Mitchell-Wallace says.

“When we look around at under-
standing climate risk, a lot of people
tend to work in separate disciplines or
certainly historically did. And having
catastrophe models, which cross all of
the disciplines associated with risk, I
think has given us a real advantage to
have these tools as an industry.”

Catastrophe models are not always
complete, however, and do not nec-
essarily contain all aspects of the
source of a potential loss. This means
having to make adjustments to them
and Lloyd’s has been doing a lot of
work with the market on that over
the past four or five years.

For example, hurricane models his-

torically did not have precipitation
included in them, but rainfall rather
than wind was the key driver of loss-
es from 2017’s Hurricane Harvey. “It’s
very important to understand what a
model covers and what it doesn’t and
make sure you are up to date and
you have the complete sources of
loss covered,” Mitchell-Wallace says.

Another limitation of catastrophe
models is the length of history, which
is used to calibrate the model, given
the fact the climate is changing.

She says: “To develop a model, you
need to understand the physical char-
acteristics, frequency and severity of
the events. If that history you are us-
ing is no longer representative of the
risk then your model is no longer rep-
resentative of the current risk, so one
of the things we have said to the mar-
ket is we expect the models they are
using to be reflective of current-day
risk. And when they provide us with
a validation of that model, it needs to
have a section in it, explaining why
the model they are using is appropri-
ate for today’s risk and the testing has
been done on that.”

“I'm really keen that, as an
industry, we move more
towards thinking about climate
data storylines to explore the
potential risk and don't make the
mistakes of the past where we get
really fixated on model outputs”

Kirsten Mitchell-Wallace
Lloyd's

insurance day | Climate adaptation and resilience

Page 47


https://insuranceday.com
https://www.insuranceday.com/ID1148906/In-climate-risk-analysis-do-not-be-blindsided-by-numbers
https://www.insuranceday.com/ID1148906/In-climate-risk-analysis-do-not-be-blindsided-by-numbers

H PERILS

That validation is “up to the individ-
ual company” to decide, although
many rely on model vendors to pro-
vide that information “because it’s a
difficult question that requires quite
a lot of technical understanding” and
not all Lloyd’s users have scientific
expertise in-house.

Climate risk understanding

Lloyd’s understanding of climate risk
has evolved thanks to the time and
money it has invested in learning
about the science of climate change.
This includes employing scientists
and fostering links with academia.
“As the science evolves, we’re going
to get a clearer understanding of the
impact of the risks. We know claims
are already increasing and will con-
tinue to do so because of exposure
and inflationary factors. Our key
message is we really need to be pre-
pared because, by the time we see
these climate impacts manifesting
consistently in claims, the change will
already have happened and it will be
too late,” Mitchell-Wallace says.

Scientists have reached “different
levels of consensus” about the im-
pact of climate change on the various
weather perils, while climate mod-
elling is “complicated and not very
good at resolving extreme events”.

Mitchell-Wallace says: “We’re most
certain about the impact of rainfall
and sea level rise; those are virtually
certain. And we know heavy precipi-
tation will become more frequent and
more intense globally. These factors
are likely to increase rainfall-based
flooding. But there are many other
perils where the impact is less clear
cut and I’d call out severe convective
storm, particularly in the US, as well
as tornado and hail, because it is less
clear how they are going to be impact-
ed in a warming world.”

It is “irksome”, she continues, when
climate risk and climate change risk
are treated as one concept. The indus-
try is already familiar with climate
risk — extreme weather events — but
what it needs to learn more about
is the risks associated with climate
change. A good place to start is defin-

ing perils correctly. “We don’t use the
term ‘secondary’ perils at Lloyd’s and
we never have because they can have
really extreme impacts on the places
they hit — humanitarian and also in
terms of claims. It’s devastating for
people who are affected by them, so
to call them secondary is a bit mini-
mising,” she says. Instead, Lloyd’s
calls them frequency perils, which
include flood, wildfire, tornado and
severe convective storm, “because we
see these much more often”.

The notion of secondary perils was
“invented” at least a decade ago to
cover unmodelled weather events,
she adds, and because the losses they
produced were seen as less severe
than the so-called primary perils.

The level of attention paid to fre-
quency perils relates to how individ-
ual re/insurers use catastrophe mod-
elling and the focus on pricing or for
accumulation to set capital. Mitch-
ell-Wallace says: “Frequency perils
are really important to pricing, be-
cause we see them in aggregate an-
nually, but they are as important to
capital, which will tend to be driven
by larger peak peril losses. Frequen-
cy perils may form a portion of the
risk, but they’re never going to drive
it, so you need to think about the way
you’re using the models and also
how you’re talking about the perils.”

New peak perils

Lloyd’s announced in March it has
four new peak perils: US flood, US
severe convection storm, US wild-
fire, and New Zealand earthquake.
Mitchell-Wallace says these are now
material perils for Lloyd’s and as ma-
terial as the lowest of the LCM5 peak
perils, which was Japan typhoon,
in the tail. “We are responding to a
change in our underlying portfolio,
and we’ve extended the definition of
our peak perils because of the size
of their contribution to the overall
Lloyd’s potential loss,” she says.

Lloyd’s previously had five peak per-
ils: north Atlantic hurricane, North
America earthquake, European wind-
storm, Japan earthquake and Japan
typhoon. “If the risk from another

peril approaches the lowest of those
five or it’s up to three-quarters of the
way above that then we include it in
our leaderboard of perils,” she adds.

Lloyd’s collects data from syndicates
annually, looking at the relative size
of all the perils outside its peak perils
list. “We’re constantly monitoring to
see if things are growing and wheth-
er they may need to be included in
our explicit representation,” she
says. “We’re pretty confident at the
moment the four peak perils should
capture the changes we need for at
least a couple of years.”

Mitchell-Wallace  highlights  how
Lloyd’s enables collaboration via
FutureSet, an openly accessible glob-
al platform and community, to create
and share risk insight, expertise and
solutions to the world’s most challeng-
ing problems. “Lloyd’s is a convener
and our ability to influence the mar-
ket as a whole helps with finding solu-
tions that are global,” Mitchell-Wallace
says, “and climate change requires us
to have more sophisticated and more
innovative products globally.” An ex-
ample of this is Lloyd’s collaboration
with Moody’s Analytics to develop a
tool to help quantify greenhouse gas
ermissions across managing agents’ un-
derwriting and investment portfolios.

Product innovation is key, she con-
tinues, highlighting some of the grad-
uates of Lloyd’s Lab: Kita’s carbon
purchase protection cover; Flood-
Flash’s parametric flood insurance
sensor; Yokahu’s parametric insur-
ance product for financial institu-
tions; and FireBreak’s mobile app for
self-inspection of property wildfire
risk. “Lloyd’s is uniquely placed to get
involved with global influencing and
really link into the broader sustaina-
bility agenda as well,” she says, add-
ing she would like to see the develop-
ment of products that reward climate
mitigation and adaptation efforts.

She concludes: “Re/insurers should
think qualitatively about risk because
that will help us explore the conse-
quences of climate change in a way
that mitigates the risk for which num-
bers could provide false comfort.” =
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Insurers brace

for active 2024
hurricane '
season

ojoyd xo01s Awejy/us|g

Early forecasts suggest a busy year but more hurricanes does not
necessarily mean higher losses, analysts say

Multiple early hurricane forecasts
for 2024 have predicted higher-than-
average activity this year, writes
Francis Churchill.

In April the Colorado State Univer-
sity (CSU) forecasting team said it
expects an “extremely active” At-
lantic hurricane season this year,
with 23 named storms, of which 11
will become hurricanes and five will
reach major status.

Tropical Storm Risk (TSR) made a
similar early forecast, in which it
said to expect 70% more storm ac-
tivity than the 1991 to 2020 30-year
norm.

The forecasts should come as no sur-
prise, as the conditions are right for
high levels of hurricane activity.

Sea surface temperatures are per-
haps the biggest component driving
aggressive early seasonal hurricane
forecasts, Josh Darr, global head of
peril advisory at broker Guy Car-
penter, says. By early May this year,
they were running at the same lev-

els normally seen in August, which
is the start of peak hurricane sea-
son. The day he spoke to Insurance
Day marked the end of a 418-day
streak of record Atlantic Sea surface
temperatures.

The other big driver is the El
Nifio-Southern Oscillation (Enso) cy-
cle. An El Nifio period is when the
tropical Pacific experiences warmer
water temperatures than normal,
while La Nifia is a period of cooling.

La Nifia conditions tend to create
less wind shear, which allows thun-
derstorms to develop vertically
more rapidly and spin with more
strength. This helps convert warm
sea surface temperatures into thun-
derstorms, which can then become
tropical depressions and potentially
hurricanes.

There is evidence La Nifia increases
insured losses. CSU recently pub-
lished research suggesting during an
El Nifio period, the probability of a
$10bn US hurricane loss is 10%; dur-
ing La Nifia that is closer to 60%.

The effect of La Nifia is also tilted
more towards Florida and the US
East Coast, Darr says, whereas the
Gulf Coast is largely unaffected by
the Enso cycle.

“There’s well-known connections to
Enso and La Nifia in terms of the hav-
oc it can wreak on the world insur-
ance industry and nations around the
world,” Andrew Siffert, senior mete-
orologist at broker BMS Re, says.

However, whether this translates
to an increased number of landfalls
— and whether these landfalls then
turn into insured losses — is a more
difficult question to answer.

More storms but not more losses
Last year was a perfect example
of how increased activity does not
necessarily translate to losses: 2023
was the fourth-most active season
for storm count with 20 named
storms and seven hurricanes, of
which three were major. But there
was only one landfall, by Hurricane
Idalia, which landed in a largely un-
populated area.
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CSU predicts 2024 will be one of the most active recent storm seasons

Graph: North Atlantic named storms and hurricanes, 2014 to 2024
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“We just got extremely lucky about
where it was,” Elizabeth Harris,
vice-president for modelling and re-
search at Lloyd’s re/insurer Ariel Re,
says. “You don’t have a significant
industry loss until you have a major
hurricane make landfall in one of
five metropolitan areas of the US.”

If the storm had made landfall just
100 miles further east, it would have
hit the heavily populated Tampa
area, Darr points out.

Early hurricane projections have
little “skill” — meaning their ability
to forecast accurately is little better
than using a historic average. They
do improve slightly by June and
are usually quite good by August,
Harris says, “but by then it’s not a
forecast really. It is a forecast for
September and October but by then
we already have everything locked
in place.”

2017

2018 2019 2020

This is echoed by Siffert. “There’s ba-
sically no skill in forecasting April
named hurricane activity,” he says,
even given the advancements in data
and technology over the past 10 years.

“I always wonder what we do with
this information anyway,” Siffert
adds. “Ultimately a lot of [reinsur-
ance] treaties get placed in June;
they’re already in the market. And is
one forecast going to change the rat-
ing environment? Not necessarily.”

Increasing frequency

Hurricanes have increased in fre-
quency since the 1980s, but perhaps
not for the reasons expected, Harris
says. Climate change is likely to be
one factor but there are other “much
stronger signals” to explain the trend.

Part of the cause is a natural slow-
down in ocean circulation in the
tropics, leading to less heat in the

2021

2022 2023 2024*

Hurricanes @ Major hurricanes

north Atlantic. The other cause Har-
ris points to is linked to a clean-up of
sulphates from the atmosphere that
has had a warming effect on sea sur-
face temperatures.

High levels of sulphates in the 1970s
and 1980s had a shading effect and
removing those sulphates has al-
lowed more shortwave radiation
to reach the surface of the ocean.
“Cleaning up air pollution has, unfor-
tunately, led to more north Atlantic
hurricanes,” she says.

There has also been a trend of in-
creasing landfalls since 2017 com-
pared with the previous 12 years.
Between 2006 and 2016 there were
no major Florida landfalls, “which is
something we’ve really struggled to
explain”, Harris says.

The devil is in the detail, Siffert adds.
While 2023 was particularly active
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for an E1 Nifio year, half of the storms
seen were very short-lived and did
not amount to anything.

“In the broad scheme of things, we re-
ally only had 12 robust named storm:s,
which is right where you would expect
in terms of average,” he says. “Our
classifying of these named storms is
very different from how it used to be,
much more trigger-happy.”

Convective storm losses

Severe convective storms have dif-
ferent drivers from hurricanes and
are perhaps more difficult to predict.
“Severe convective storms are often
highlylocalised and can happen with
very little warning,” Rich Coyle, US
commercial director at parametric
insurer FloodFlash, says.

These losses have been on the rise
for a while now, reaching record lev-
elsin 2023. Severe convective storms
caused $71bn in insured losses last
year, Gallagher Re reported, repre-
senting 57% of all insured catastro-
phe losses. Of this figure, $60bn of
severe convective storm losses in-
curred in the US.

Last year was also the first time in-
sured losses surpassed $100bn with-
out a single event topping $10bn.
However, the rise in losses is less to
do with frequency and more to do
with increasing exposure growth.

Overall, the frequency of severe
thunderstorms has remained pret-
ty constant, Darr says. What has
changed from a meteorological view-
point is the hail and tornado belt in
the US has shifted further east, away

“I always wonder what we do with
this information. Ultimately a

lot of [reinsurance] treaties get
placed in June; they're already
in the market. And is one
forecast going to change
the rating environment?”

Andrew Siffert
BMS Re

from the sparsely populated plains
of Nebraska, Oklahoma and Kansas
to more heavily populated cities, in-
cluding St Louis, Nashville and the
Texas Triangle.

There has also been a change in sea-
sonality, Darr says, with a dispropor-
tionate amount of activity now being
seen in the off-season winter months
and more bursts of activity during
prime season.

But this is only a minor part of loss
propensity, he continues. The bigger
problem is population sprawl over
the past 30 years, particularly the
growth of connecting cities across
the US’s interstate system.

“You can’t go anywhere in the US
anymore without going off an exit
and seeing a small subdivision, en-
clave or major factory placed there,”
Darr says.

Over the past 10 years overall popu-
lation migration in the US has been
towards the south - caused by a
range of social factors, starting with

“There’s no clear signal in [loss
A data] with large-scale climate

=@ oscillations or climate change

) for convective storm. Are they
A correlated? | don't think we
have any evidence”

Elizabeth Harris
Ariel Re

the 2008 financial crisis and acceler-
ating with the pandemic. As a result,
high-risk places like Nashville have
experienced a population boom.

Not only does that contribute to pop-
ulation swell, but it also introduces a
population that is not attuned to the
disaster risk of an area, potentially
exacerbating the impact of a storm
or hurricane when it happens.

Add to this the high inflationary envi-
ronment, which has greatly increased
the cost of materials and labour, and
it is a perfect storm for rising losses.
“We’ve seen 40% to 50% increases
[in reconstruction costs] in the past
five years. That pretty easily turns an
$800m loss into $1.4bn,” Darr says.

This is echoed by other analysts
speaking to Insurance Day. “Really,
there’s no clear signal in [loss data]
with large-scale climate oscillations
or climate change for convective
storm,” Harris says. “Are they corre-
lated? I don’t think we have any ev-
idence in our short loss record that
that is the case.”

These non-peak perils have been
around for a long time, according to
Siffert, who prefers the term “non-
tail risk” to the increasingly outmod-
ed term “secondary peril”. “There
are many different things that are
now bringing some of these non-tail
risks to the forefront,” he says.

The human element

A lot of this is man-made. Most US
wildfires are triggered by human
causes, often electrical-based fires
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from downed power lines or age-
ing infrastructure. Similarly, dam-
age from Winter Storm Uri in 2021
was largely a man-made loss event
caused by a utility company that
“maybe wasn’t as prepared as it
should have been”.

“That would have been a pretty man-
ageable event if the electricity had
stayed on,” Siffert says.

He also cites population growth as
a big driver of increasing losses,
with more and more people moving
to the “wildland-urban interface” —
high-risk areas for forest fires. “It’s
not always about climate change
and it’s very easy to point the fin-
ger,” he adds.

But being part of the problem also
means humans can be part of the solu-
tion. “We’ve got to encourage home-
owners to mitigate the [wildfire] risk
by building defensible space, making
sure they have the right type of roof-
ing materials, doing little things that
will increase the chances of limiting
fire damage to structures,” Siffert says.

This is being done both through ed-
ucation and through policy changes,
such as increasing deductibles. Bet-
ter risk models allow better risk as-
sessments that provide much more
detail than 10 years ago and these
insights are being passed on to prop-
erty and business owners.

Building codes are also improving. Af-

ter Hurricane Charley in 2004, which
hit Cape Coral and south-west Florida,
residents built back to better codes.
These made a tangible difference to
losses when Hurricane Ian hitin 2022,
where roof damage was less severe.
“We’re seeing the insurance industry
is becoming more collaborative with
policymakers and helping provide an
avenue for insurance to help push for
mitigation efforts and build longer-
term stability,” Siffert says.

He concludes: “If insurance becomes
unavailable in an area, you’ve got
to change something. You've got
to change your way of thinking,
change how that building is going
to be rated by building in more risk
measures.” B

Population growth in hail-exposed areas adds to convective storm losses

Map: Hail risk and major population centre growth in the US, 2010 to 2020

o

Circles represent area within 30 miles of major metropolitan centroid with >500k population
® >12% housing unit growth (top 25th percentile)

® 5% - 12% housing unit growth (middle 50th percentile)
® <5% housing unit growth (bottom 25th percentile)

Source: Gallagher Re
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Dubai’s recent
cataclysmic flooding
highlights the urgent
need for improved
flood resilience

and preparedness
measures, Previsico’s
Jonathan Jackson says
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Dubai flooding event

Dubai’s lack of awareness about the
flood risk it faces can be attributed to
several factors, writes Jonathan Jack-
son, Previsco.

First, the city is not traditionally
prone to heavy rainfall and flood-
ing because of its arid climate. Con-
sequently, infrastructure and urban
planning may not have accounted
for such extreme weather events.
Additionally, rapid urbanisation and
development may have outpaced the
city’s ability to adapt and implement
adequate flood prevention measures.
Flood insurance too, while available,
is often not bought by the public.

What can be done to minimise the
risk of future flooding, based on a
“prepare, act and prevent” approach?

Investment in infrastructure: Du-
bai’s rapid urbanisation and expan-
sion have strained its infrastruc-
ture, leading to drainage systems

that may not adequately cope with
heavy rainfall. Investing in resilient
infrastructure, such as improved
drainage networks and flood barri-
ers, is crucial to reducing the impact
of flooding.

Enhanced forecasting technolo-
gies: traditional weather forecasting
methods may not always accurately
predict extreme weather events like
the heavy rainfall that caused Du-
bai’s flooding. Furthermore, weath-
er forecasts warn the level of rain
heightens the risk of flooding in a
wide geographic area and does not
forecast where flooding is predict-
ed to occur. By leveraging advanced
technologies, such as real-time data
analysis and internet of things sen-
sors, Previsco delivers accurate and
timely flood forecasts, allowing au-
thorities to take proactive measures
to protect lives and property. This
has been proven to work in flood-
prone areas like Devon in the UK.
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Community engagement and edu-
cation: many residents and business-
es in Dubai may not have been ade-
quately prepared for the possibility
of flooding. Community engagement
and education initiatives can raise
awareness about flood risks and
provide guidance on preparedness
measures, such as securing property
and creating emergency plans.

Integration of climate change con-
siderations: climate change is exac-
erbating the frequency and intensity
of extreme weather events, including
flooding. It is essential to integrate
climate change considerations into
urban planning and development
strategies, particularly in a histori-
cally dry place such as Dubai, ensur-
ing infrastructure and policies are
resilient to future climate scenarios.

Collaboration and co-ordination:
effective flood management requires
collaboration and co-ordination
among various stakeholders, includ-
ing government agencies, private
sector organisations and communi-
ty groups. By working together and
sharing resources and expertise, we
can enhance our collective ability to
respond to and recover from flood-
ing events.

Investment in research and in-
novation: continued investment

in research and innovation is es-
sential for developing new tech-
nologies and solutions to address
the challenges posed by flooding.
This includes the development of

Climate change is exacerbating the frequency
and intensity of extreme weather events,
including flooding. It is essential to integrate
climate change considerations into urban
planning and development strategies, ensuring
infrastructure and policies are resilient to future

climate scenarios

flood-resistant building materials,
innovative drainage systems and
predictive modelling tools.

Adoption of nature-based solu-
tions: nature-based solutions, such
as green infrastructure and wetland
creation, can help absorb excess
rainfall and reduce the risk of flood-
ing. This would be challenging in Du-
bai, but integrating these approaches
into urban planning would enhance
flood resilience while also providing
additional environmental benefits.

Resilience planning for critical in-
frastructure: critical infrastructure,
such as power plants, hospitals and
transportation networks, must be
resilient to flooding to ensure the
continued functioning of essential
services during and after an event.
Implementing resilience measures,
such as flood-proofing and redun-
dancy planning, can minimise dis-
ruptions and save lives.

Preparedness and response exer-
cises: regular preparedness and re-
sponse exercises, including simula-

tions and drills, can help authorities
and emergency responders refine
their procedures and identify areas
for improvement. Also, raising pub-
lic awareness about flood risks and
promoting community preparedness
can enhance the city’s overall resil-
ience. These exercises are essential
for ensuring a co-ordinated and ef-
fective response to flooding events.

Long-term planning and adapta-
tion: flooding is a complex and evolv-
ing challenge that requires long-term
planning and adaptation strategies,
which may involve revising building
codes to ensure flood-resistant con-
struction. By incorporating flexibili-
ty and adaptive management princi-
ples into our planning processes, we
can better respond to changing flood
risks and uncertainties.

Insurers also have a vital role to play
in this, as despite best efforts it will
never be possible to mitigate all flood
risk. In Dubai, where flood insurance
is already widely available, but there
is low penetration, the focus may
shift towards ensuring the adequacy,
affordability and awareness of exist-
ing insurance products in light of re-
cent flood events.

The recent flooding in Dubai serves
as a stark reminder of the importance
of proactive flood management and
preparedness. By implementing the
lessons learned from this event and
investing in a resilient infrastructure,
advanced forecasting technologies,
and community engagement, we can
build more flood-resilient cities and
communities for the future. ®

Jonathan Jackson is chief executive of
Previsico
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Clean energy is much more

than a climate change

solution

Broker’s head of renewables, power and energy describes an evolving
market that embraces climate, security of supply and geopolitical risks

Renewable energy is a serious busi-
ness opportunity for re/insurers that
are clear-eyed about the transition
to net zero, according to McGill and
Partners’ head of renewables, pow-
er and energy, Tom Sexton, writes
Louise Isted.

Sexton has more than 30 years of en-
ergy broking experience, including at
Aon and Marsh. “I get a bit frustrated
with talk about new energy, new tech-
nologies, the energy transition itself
to a certain extent, because it’s busi-
ness as usual in my mind,” Sexton
says in an interview with Insurance
Day. “The energy sector as a whole
is developing rapidly but it’s more an
evolution than a revolution.”

The appeal of wind, solar and bat-
tery storage lies in the varying pace
of technological change.

Sexton says: “Every risk that comes
to market is slightly new, but it’s al-
ways based on something that’s gone
before, which makes it exciting and
interesting. The whole energy space,
but definitely renewables, is a sector
you have to live and breathe. You
can’t just dip in and dip out because
you need to go on a journey to help
clients navigate the risks of evolving
technologies and get the best prod-
ucts out of the insurance market. You
must be fully immersed in the sector
to stay abreast of the changes.”

A development Sexton recently
helped spearhead at McGill is bespoke
catastrophe models for offshore wind
portfolios. This collaboration with Re-
new Risk is a response to the trend of

“A lot of the traditional
oil and gas insurers
have really stepped in
and in a very positive,
technical way. They're
looking to develop
their renewable energy
understanding... It's

a fairly balanced
situation in the
marketplace right

now, so things have
definitely improved
over the past five years”

Tom Sexton
McaGill and Partners

siting wind energy assets further off-
shore and, potentially, into highly ex-
posed natural catastrophe zones.

These models will assist both off-
shore wind clients and insurers to

access more efficient risk-transfer
capital, Sexton says, and will enable
re/insurers to price coverage more
accurately, understand asset class
aggregations and assess offshore
wind’s impact on other lines of busi-
ness. These were “previously in-
accessible” insights, he adds.

Government support

But the pace of growth in renewable
energy depends as much on govern-
ment support as it does on market
innovation. “We’ve recently seen
a few renewable energy auctions
fail around the world and that’s
definitely going to put a hiatus on
major projects in some countries
for a year or two, which is a worry,”
Sexton says.

This interruption reflects political
pressure from the inflationary costs
embedded into projects, which has
made them commercially less attrac-
tive, Sexton says.

“Auction prices secured on some
of the power purchase agreements
have gone down while the costs of
installing those assets have gone up.
That disconnect is a concern for in-
surers and their clients because the
pipeline of projects and risks they
thought may be coming in the next
few years could be delayed.”

There are encouraging signs, howev-
er, from the relaunch of wind power
auctions in the UK and the US.

The UK held the sixth allocation
round (AR6) of its contracts-for-
difference (CfD) scheme between
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March 27 and April 19. The assess-
ment window closed on May 20.

AR6 had the biggest budget of any
CfD round to date and saw a range
of renewable technologies, including
offshore wind, onshore wind, solar
and tidal stream, compete for gov-
ernment support. A budget of more
than £1bn ($1.25bn) was allocated
for the auction, which is a substan-
tial increase from the £227m set for
the previous one. The 2023 auction
saw no offshore wind project bids
because the prices guaranteed were
considered too low by developers.

Meanwhile, progress in the US in-
cludes two proposals for offshore
wind energy auctions off the coast of
Oregon and in the Gulf of Maine. The
two sales, proposed by the Bureau of
Ocean Energy Management, reflect a
multi-year planning process that has
included engagement with tribes, lo-
cal communities, federal and state
agencies, ocean users and stakehold-
ers to balance the social, environ-
mental and economic factors.

Energy sector success

Insurers that succeed in the energy
sector come into it “with their eyes
open”, a willingness to be flexible

and an ability to add value. “No in-
surer or client wants to have a bad
risk because losses and claims are
not going to help them commercial-
ise a sector they’ve strived to devel-
op,” Sexton says.

“There was concern in the early days
of renewable energy that insurers
were going to be the research and
development department of some
of these new technologies. That as-
sumption dissipated quite quickly
because, on the whole, people want
to develop the technology in a com-
mercial and prudent manner and I
think insurers have responded well
to that.

“Now, there’s a fairly strong collab-
oration between both sides because
it’s in everyone’s interest that the re-
newable energy sector grows — from
a climate change perspective, from
a security of supply perspective and
for all the other reasons why we
need to accelerate the transition to
clean energy.”

Sexton warns against seeing clean
energy as a short-term opportunity.
“Get the best talent you can to un-
derstand the technologies and the
risks associated with them in the lo-

cations they might be in. Try to un-
derstand the engineering risks as-
sociated with them to manage your
exposures. Don’t take too big a line
too early and make prudent use of
reinsurance protection so you have
longevity and build up your statisti-
cal background and claims under-
standing so you can make better de-
cisions,” he says.

As for clients, Sexton continues, they
are often experienced power utility
and renewable energy companies
that have done a substantial amount
of due diligence with their new tech-
nology, “so by the time they’re ready
to engage with the insurance market,
a lot of the hard work has already
been done”, he adds.

There are typically two types of in-
surers in the renewable energy mar-
ket: leaders and followers.

“Those that lead want to understand
the technicalities of the risks, to be
able to price them effectively and
to add value. That attitude is valued
by our clients because they want to
learn from insurers and educate the
insurers at the same time, so it’s of
mutual benefit for both parties to
work together.
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“Then the other type of insurer is
providing follow-type capacity. They
are prepared to let the others do the
hard work, but that’s absolutely fine,
because we need the capacities as the
projects scale up. Not everyone can
find or hire the technical capability
required to be a leader, so I don’t
undervalue those follow markets at
all,” Sexton says.

Plentiful capacity

Insurance capacity for renewable en-
ergy projects is “strong” at present,
Sexton continues, with a flow of new
entrants over the past 18 months.

“A lot of the traditional oil and gas
insurers have really stepped in and
in a very positive, technical way,”
he says. “They’re looking to develop
their renewable energy understand-
ing, which goes to hydrogen, carbon
capture and the traditional renew-
able energy technology as well, like
wind, solar and battery storage. It’s a
fairly balanced situation in the mar-
ketplace right now, so things have
definitely improved over the past
five years.”

Sexton recommends curbing enthu-
siasm, however, for green hydrogen
and carbon capture, utilisation and
storage (CCUS). “At the moment, if it
comes purely down to value at risk
and premiums in the market, the
role of these new technologies is
overstated,” he says, “because there
isn’t much green hydrogen or CCUS
in the marketplace.”

He continues: “There’s a huge
amount of on- and offshore wind and
large-scale battery storage projects
are definitely on the march, but I
think hydrogen and CCUS have got a
long way to go and they’re probably
taking up too much of the airtime.”

Re/insurers generally are not looking
as far ahead as the potential risks
from decommissioning renewable
energy assets.

“They are looking at it from a physi-
cal loss-type of exposure. We’re now
seeing decommissioning of offshore
wind farms, for instance, and that is

being insured, as well as the liabili-
ties associated with it.

“But, from a day-to-day perspective,
insurers are less involved in the
long-term ability to recycle material
or equipment. I imagine that comes
into the environmental, social and
governance requirements in their
investment arms and less in their
underwriting,” Sexton says.

The scale of renewable energy glob-
ally is already “huge” and the limi-
tations these technologies face are
mostly related to government policy
and planning regulations.

“The not-in-my-backyard concerns
probably aren’t going to go away, but
if you look at some of the offshore
wind farm developments, the scale
is absolutely enormous and will con-
tinue to be so,” Sexton says.

Role for nuclear

According to the International En-
ergy Agency (IEA), electricity gen-
eration from low-emissions sourc-
es — which includes nuclear and
renewables such as solar, wind and
hydro - is set to cover all global de-
mand growth over the next three
years. They are forecast to account
for almost half of the world’s elec-
tricity generation by 2026, up from
39% in 2023.

McGill has a team specialising in nu-
clear energy, which Sexton says is
an integral part of the global energy
mix. “Nuclear is a very important

CCUS's role in the clean energy
market is ‘overstated’
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sector we think definitely has a fu-
ture role to play, although that will
obviously be bigger in some territo-
ries than others. It’s something we
are looking to develop further, as
and when the opportunities arise,”
he says.

The IEA’s World Energy Qutlook in
2023 showed for the first time de-
mand for oil, natural gas and coal
would each peak in each of its sce-
narios before 2030. Consumption of
fossil fuels, however, is unlikely to
decline for the foreseeable future,
Sexton says.

“It's a matter of decarbonising the
production of those fuels and to
transition over time. It would be na-
ive to think it’s going to change over-
night. We’re on a journey here. And
those climate change targets are, I
hope, at the forefront of everyone’s
mind to try to reach those 2030 and
2050 goals.”

The main thing for re/insurers to
know is they can come into the re-
newable energy sector with more cer-
tainty regarding loss performance.

Sexton concludes: “People are mak-
ing money in that sector from an
insurance perspective and a rein-
surance perspective. And I think the
growth trajectory is an exciting prop-
osition. But, obviously, come into
that sector with your eyes open, be
sensible how you do it and provide
good, sustainable capacity to your
clients into the future.” ®m
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Climate change
brings a wide array
of challenges and
opportunities for the
insurance industry,
Kearney’s Antonio
Serrapica says

With 2023 being the warmest calen-
dar year on record since 1850, Eu-
rope grappled with extreme weather
events, bringing the growing threat
of climate change to the forefront.

Climate change brings a wide array
of challenges and opportunities for
the insurance industry as a result
of trends including more volatile
weather patterns, the transition to
sustainable energy and the potential
for more black swan events such as
pandemics.

Against this backdrop, companies
need to consider different strategies
for climate change adaptation to re-
main competitive and resilient in the
changing environmental landscape.

The rise in severe weather incidents
has had an impact on the technical
balance in underwriting, as meas-
uring, predicting and apportioning
risks accurately has become increas-
ingly challenging because of the
unpredictability of these events. Cli-
mate change has been compounded
by the frequency and severity of ad-
verse weather, putting overall busi-
ness sustainability into question.

The push from local regulators for

increased coverage presents an ex-
citing opportunity for insurers to ex-
pand their market reach and develop
innovative product offerings to meet
the evolving needs of consumers and
businesses. However, when consid-
ering the likelihood of catastrophic
weather events, new risk models
are needed, as is a more tenable dis-
tribution of risk and value across
insurers, reinsurers and alternative
risk-transfer systems.

Clean energy transition

Global investments in renewables
have been on the rise, with capital
expenditure in renewable techno-
logy rising from $215bn in 2018 to
$495bn in 2022, as shown by Kear-
ney’s The State of Global Insurance
in 2024 report.

This is still less than one-third of
what is needed each year to hit
sustainability targets in the battle
against climate change. Insurers can
play an important role here and help
ensure the success of the clean ener-
gy transition.

Specifically, insurers can incentivise
carbon-intensive and high-emission
industries to reduce their carbon
footprint by proactively derisking
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investments in low-carbon technol-
ogies. Not only will this support the
transition to sustainable technolo-
gies, but it will also require future
pricing models to align with the
growing popularity of eco-friendly
technology.

Further to this, expanding policy
terms can help finance the clean
energy transition, creating a more
favourable environment for invest-
ment in sustainable technologies.
Offering more flexible and compre-
hensive insurance coverage will mit-
igate the risks associated with clean
energy products, ultimately attract-
ing more investors and increasing
the availability of capital.

Growing threat of pandemics

One of the more alarming factors at
play is the possibility of future black
swan events. Many diseases have
emerged over the years, including
Sars, Ebola and Zika, all of which

have originated from animal popula-
tions living in difficult environmen-
tal conditions.

The unpredictable nature of future
health threats and pandemics casts
a dark shadow over the long-term
strategies of insurance firms. The
Covid-19 pandemic, for example, led
to increased claims and investment
income decreases for health insurers.

The potential for future global health
crises in the near future is also some-
what of an unknown, with Microsoft
co-founder Bill Gates putting the
odds of another pandemic within 20
years at more than 50%.

As a result, companies are having to
re-evaluate risk assessment models
and the development of new prod-
ucts in the face of emerging health
threats to society. This shift in ap-
proach is crucial for insurers to re-
main resilient and responsive to the

evolving healthcare landscape and
consumer needs.

That said, the pandemic also prompt-
ed the industry to adapt, with new
innovations in remote claims pro-
cessing and adjustments to policy
terms, demonstrating the industry’s
resilience and flexibility in the face
of volatile circumstances.

Ultimately, changing environmental
conditions and healthcare advance-
ments, fuelled by technological pro-
gress and evolving consumer expec-
tations, will require the insurance
industry to adopt a more strategic ap-
proach to future planning. Refresh-
ing product offerings and innovating
service delivery infrastructure will
be essential as the threats of future
environmental shifts will increasing-
ly need to be front of mind. =

Antonio Serrapica is a partner at
Kearney

Renewable investments on the rise but still short of sustainability targets

Graph: Capital expenditure on renewables, 2015 to 2022 (Sbn)
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Insurance’s interest in carbon
capture market gathers pace

Aon has become the latest company to create a product supporting the
emerging carbon capture and storage sector

An increasing number of brokers
and insurers are turning to the car-
bon capture market to support cus-
tomers in their transition to net zero,
writes Francis Churchill.

Earlier this month Aon became the
latest to join the fray with a carbon
capture and storage (CCS) product
aimed at international transport and
storage companies.

The global broker claims the product
is the first “fully comprehensive” CCS
insurance product, covering aspects
including the integrity of carbon
storage reservoirs and indemnity
for loss of tax credits associated with
carbon leaks.

The product is a result of Aon’s in-
volvement with the HyNet North West
project, a clean hydrogen production
project being developed in the north-
west of England - clean hydrogen be-
ing one of the potential alternatives
to fossil fuels. The project, which also
aims to build a hydrogen pipeline and
storage facilities through the region
and into north Wales, will include a
carbon capture and transportation el-
ement that will pipe captured carbon
into undersea storage.

Aon, which acted as a broker for
one of the project’s lead develop-
ers working on the carbon pipeline,
says the scheme is among the first
commercial-scale carbon sequestra-
tion and capture projects in the UK.

The cover provided by the product
includes the construction and repur-
posing of existing assets as well as
the operational phase of projects.

Like other carbon insurance prod-

Carbon capture and storage is a mixed bag
including a variety of technologies ranging
from removing carbon from the output of
existing fossil fuel-burning industries to
trying to extract existing carbon directly from

the atmosphere

ucts, Aon hopes that by providing rel-
evant insurance products, it can help
bring in investment to support what
is still a developing technology by de-
risking some of the financial aspects.

Earlier this year, global broker How-
den released its own facility provid-
ing cover for the leakage of carbon
from commercial-scale CCS plants.

Led by Scor, the Lloyd’s facility pro-
vides balance-sheet protection for
environmental damage and loss of
revenue arising from either a sud-
den or gradual carbon dioxide leak
associated with CCS technology.

Managing general agent CFC has tak-
en a different tack, placing a bet on the
voluntary carbon market by launch-
ing a product protecting against non-
delivery of voluntary carbon bonds.
Like its peers, CFC hopes that by pro-
viding buyers of voluntary credits
guarantees with a refund if a carbon
capture or offsetting project fails ei-
ther fully or partially, it will encour-
age more industry players to invest.

CCS is a mixed bag including a va-
riety of technologies, ranging from
removing carbon from the output
of existing fossil fuel-burning indus-
tries to trying to extract existing car-
bon directly from the atmosphere.

While the former is seen as a stick-
ing plaster — with the only viable
solution the phasing out of fossil fu-
els — the latter has often been touted
by some as one of the best hopes for
mitigating global warming.

What is generally agreed is neither
approach is happening at a scale re-
quired to offset the total emissions
being created by human activity. The
International Energy Agency (IEA),
an inter-governmental organisation,
estimates there are just 40 commer-
cial CCS facilities in operation today.

Momentum is growing. There are
around 500 projects in various stag-
es of development across the CCS
supply chain, including plans for 50
new carbon capture facilities to be in
operation by 2030, capturing around
135 megatonnes of carbon a year.

However, the IEA says this would still
be about a third of the 1.2 gigatonnes
of carbon capture capacity needed to
meet net zero by 2050.

However, far from being a lost cause,
the IEA is calling for increased gov-
ernment focus, public funding and
cross-boarder collaboration on CCS
projects. Increasingly, the insurance
industry is also finding ways to sup-
port the technology. =
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Insurers ask whether their policy
pays out cash or carbon

The growth of carbon credits creates a new insurance market with new
business models — and some insurers are redeeming policies in carbon

credits instead of cash

Insurers want to help get carbon
out of the atmosphere: the physi-
cal dangers alone pose an alarming
challenge for carriers and both they
and their clients want to be environ-
mentally conscious and responsible,
writes Ben Margulies.

One of the most visible ways to tack-
le climate change is to participate in
carbon markets. While many large
polluters must participate in manda-
tory governmental emissions trading
systems (ETSs), anyone can buy car-
bon credits in the smaller — but grow-
ing — voluntary carbon market.

The novelty of the carbon market
has posed challenges for insurance,
which is only now beginning to in-
sure carbon credits on a significant

Hellisheidi geothermal power [ *
plant in Iceland has carbon 3
capture and storage facilities

)

scale. The market is changing at
speed, but not every peril in the car-
bon market can be covered by exist-
ing insurance products or systems.
Because markets effectively have
their own internal currencies — car-
bon credits — some firms are offering
policies that pay out in those credits,
rather than cash.

Origins of carbon markets

ETSs originated in the US as a meas-
ure to reduce sulphur dioxide emis-
sions, which are a cause of acid rain.
Global carbon ETSs emerged follow-
ing the signing of the 1997 Kyoto Pro-
tocol, which launched global efforts
to control greenhouse gas emissions.

Carbon credits take two forms. The
first are permits issued by govern-

ments and traded on government-
backed ETSs, sometimes called the
compliance market. The EU’s ETS
dates from 2005 and China launched
its own in 2021. In the US, the state of
California has operated an ETS since
2006. The World Bank reported rev-
enue from ETSs and carbon taxation
came to nearly $95bn in 2022.

In addition to state-backed ETSs,
there are also private sector vol-
untary carbon markets. Voluntary
markets trade credits, rather than
permits. Removal credits, seen as
the most reputable form of volun-
tary credit, are tied to projects that
remove a certain amount of carbon
dioxide from the atmosphere.

The voluntary exchanges are much

>

.
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smaller than the ETSs; German en-
ergy company E.on cited figures
claiming carbon offsets worth
€1.5bn ($1.6bn) were traded in 2021.
Deloitte reported as of 2022, total
issuance of carbon credits came to
close to $1.3bn.

In November 2022, the European
Commission proposed a regula-
tion to create “a Union certification
framework for carbon removals”.
Any accredited instrument must pro-
duce a “net carbon removal benefit”,
which is quantifiable net the carbon
generated by whatever activity is
providing the offset.

The EU’s carbon market regulation
also mentions insurance, calling for
“appropriate liability mechanisms”
to provide for cases when seques-
tered carbon leaks, among them “up-
front insurance mechanisms”.

Coenraad Vrolijk, chief executive of
CarbonPool, a new insurer that plans
to offer carbon market insurance,
says the voluntary and compliance
markets are gradually converging.
This is because official ETSs are start-
ing to accept some removal credits
as equivalent in carbon value to an
official emissions permit.

George Beattie, head of innovation
at managing general agent CFC, says
the 2015 Paris Agreement could
grant legal status to voluntary car-
bon market credits, which would
make them valid for regulatory com-
pliance. The Paris Agreement estab-
lished a goal of “holding the increase
in the global average temperature to
well below 2°C above pre-industrial
levels and [pursuing] efforts to lim-
it the temperature increase to 1.5°C
above pre-industrial levels”.

Vrolijk says photosynthesis - that
is, forests — will be the main tool for
drawing carbon from the atmos-
phere over the next decade. There
are other methods, including carbon
capture devices, which are very ex-
pensive, Vrolijk adds. Maynard men-
tions converting biomass into char-
coal, called “biochar”, and spreading
carbon-absorbing rock over fields.

“We take carbon
liabilities and we
charge people
premiums in dollars

or in [other] cash, but
we invest that cash in
our carbon removal
projects. The core of
our business model, of
course, sits around the
fact carbon is its own
distinct currency in
this climate space and
it is acutely scarce”

Coenraad Vrolijk
CarbonPool

Slow progress

Natalia Dorfman, chief executive
of carbon insurance specialist Kita,
says some “nascent” insurance ini-
tiatives emerged in the compliance
market around 2005 and 2006, but
these largely faded away as a result
of the start of the global financial cri-
sis two years later. The line revived
again with the Paris Agreement.

Beattie places the market’s revival
a bit later, saying: “Only since 2022
have things really picked up, prob-
ably due to the growing sophistica-
tion and size of the voluntary car-
bon market.”

Hayley Maynard, head of innova-
tion at specialty re/insurer Chaucer,
which has partnered with Kita and

provides its underwriting sponsor-
ship, says “when we first started
working with Kita... you had existing
carriers dabbling in this space”, but
now the market has “carbon-spe-
cific entities” specialising in these
fast-moving markets.

Kita is among these new entrants:
a Lloyd’s coverholder, it partnered
with Chaucer to offer carbon mar-
ket insurance in early 2023. The two
companies began working togeth-
er via the Lloyd’s Lab. “Lloyd’s has
been very, very supportive to us, as
has Chaucer,” Dorfman says. Lloyd’s
provided access to both capital and
experienced insurance profession-
als, she adds.

Maynard stresses Kita gives Chaucer
vital insight into a rapidly changing
market, to which it can add its “in-
surance expertise”. Dorfman sees
Kita as “the bridge between the car-
bon markets and the insurance mar-
kets”, which is important because
not all carbon risks can be insured.
She points out carbon sequestration
is supposed to last for a century,
meaning clients will seek infeasible
100-year policies.

CarbonPool has not started offering
policies yet and is in the process of
seeking a licence from the Swiss
Financial Market Supervisory Au-
thority. In the interim, Vrolijk says
the company is “pre-assessing” po-
tential clients, building up capital
reserves and researching potential
carbon-offsetting projects.

CEC unveiled its “carbon delivery in-
surance” in March but Beattie says
market volume remains quite small.
Though there are no exact figures, he
says there may be fewer than $5m
in gross written premiums for car-
bon insurance. “This is like the cyber
market in the year 2000,” he adds.

Categories of risk

There are a number of participants
in the carbon market. There are
corporates purchasing credits or
permissions, but also firms that of-
fer carbon offset projects and their
investors.
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“l would be concerned, as an insured, about having
my claim paid in carbon credits from projects | don't
know about and whose value | can't easily deduce and
that may be worth less than the credits I've lost... We
believe, right now, purchasers of carbon credits would

rather have a cash payment”

George Beattie
CFC

But they all essentially need insur-
ance for either the failure of the car-
bon project — for example, because a
forest burns down or suffers stunted
growth - or because an actor has pol-
luted more than it was allowed or
had committed to.

CarbonPool plans coverage against
three categories of risk: excess emis-
sions beyond what is provided by a
policyholder’s carbon credits; acci-
dental release of sequestered carbon;
and a failure of purchased offsets
to absorb sufficient carbon. Vroli-
jk says most of the insurance perils
that could cause a shortfall in offsets
can be accurately modelled and in-
sured against, with some exceptions
- mainly large-scale political risk.

Dorfman says Kita covers “delivery
risk”, focusing on the earlier phases of
carbon abatement projects before the
new facility is producing carbon cred-
its and undergoing auditing. “We’re
looking at the investment into those
projects to enable them to scale up
and protecting the investor against the
risk the project fails to meet its perfor-
mance expectations,” Dorfman says.

Relevant risks include natural dis-
asters; counterparty risks like bank-
ruptcy, fraud and negligence; or “the
carbon standard or its methodology
being invalidated”, Dorfman says.

Beattie says CFC’s product does cover
political risks: “CFC’s carbon deliv-
ery insurance protects forward pur-
chasers of voluntary carbon credits
against non-delivery arising from any
cause and we are the first to combine
coverage for natural perils and politi-
cal risks under one coverage.”

In cash or in kind

What makes CarbonPool and Kita un-
usual is they plan to pay out on their
insurance policies in carbon credits
rather than in cash. Vrolijk points out
paying out in kind is not unprecedent-
ed — motor insurance policies, for ex-
ample, sometimes provide roadside
services instead of cash cover.

Vrolijk argues that because carbon
markets are not very liquid, it would
be difficult simply to buy replace-
ment credits with cash — much as
a stranded motorist cannot simply
buy a mechanic in the middle of no-
where. In most cases, “cash can make
you good” — but emissions markets
use “this currency of carbon, which
is completely illiquid and scarce”.

CarbonPool deals with this peculiar
market “by basically running a car-
bon balance sheet. We take carbon
liabilities and we charge people pre-
miums in dollars or in [other] cash,
but we invest that cash in our carbon
removal projects”, Vrolijk says.

“The core of our business model, of
course, sits around the fact carbon is
its own distinct currency in this cli-
mate space and it is acutely scarce,”
Vrolijk says, adding “carbon is the
currency of net zero”.

Kita also offers cover in carbon cred-
its, although it will also pay out in
cash. “We feel it’s very important to
have flexibility in how we pay a claim,
because what a client wants is going to
be based on how and why it’s engaging
in the carbon market,” Dorfman says.

Dorfman gives two examples: one
company might be insuring against

a failure to meet a net-zero target,
which means it needs carbon credits.
On the other hand, a bank that loans
funding to a failed carbon offset pro-
ject will need cash.

One challenge for insurers is carbon
credits are not necessarily fungible.
Dorfman says some clients want their
carbon removals attached to specific
projects or locations. She gives the
example of a South American forest
project — should it burn down, the
client might not want credits from
a different operation in south-east
Asia. Kita uses a “best match” model
to match credit demand with poten-
tial substitutes.

Beattie is sceptical of this business
model: “I would be concerned, as
an insured, about having my claim
paid in carbon credits from projects
I don’t know about and whose value
I can’t easily deduce and that may be
worth less than the credits I've lost.”
Beattie adds carbon credits may all
nominally equal one tonne of carbon
dioxide, but the projects that produce
that credit “can be very different, so
it’s felt voluntary carbon credits are
in fact quite non-fungible”.

“We believe, right now, purchasers
of carbon credits would rather have
a cash payment that allows them to
rectify a non-delivery in a way that
suits them,” Beattie concludes.

Kita and CarbonPool develop portfo-
lios of carbon offset projects to pro-
vide them with the necessary carbon
credits. Kita has a “carbon supplier
pool, which are carbon project de-
velopers we have vetted and that
have the right type of carbon credits
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available”. Since January, Carbon-
Pool has been “building a pipeline of
investments ourselves in these car-
bon removal projects”, so it can start
buying or reserving removal credits
before the end of 2024.

Certain growth

Beattie expects the carbon market
and the demand for carbon credit
insurance will continue to grow. He
cites estimates the voluntary market
will be worth $30bn by 2030.

Dorfman says as the market adopts
standard contractual language and
definitions of key terms — something
Kita is actively involved in crafting —
it will be able to attract more capac-
ity. She sees a large number of deals
in the carbon market reaching com-
pletion towards the end of 2024 and
start of 2025.

The Kita chief executive cites a re-
port from Oxbow Partners that pre-
dicts carbon credit insurance could
account for $1bn in gross written
premiums by 2030 and between
$10bn and $30bn in 2050.

Vrolijk also expects very rapid
growth in the voluntary market, as

“We feel it's very
important to have
flexibility in how we pay
a claim, because what
a client wants is going
to be based on how and
why it's engaging in

the carbon market”

Natalia Dorfman
Kita

increasing numbers of large corpo-
rations purchase carbon credits — “it
will be billions spent this year on car-
bon removals”.

The CarbonPool chief adds the num-
ber of major corporations buying
carbon credit appears to be doubling
annually. “It’s going very, very fast
right now and the amounts people
are spending on this is also not less
than $100m each a year,” he says.

“Right now, these credits are not cov-
ered, but once these big players face
an unexpected shortage of carbon
credits in a new market, the demand
for insurance will swell,” he adds.

Although “the climate deniers obvi-
ously slow down this process” of de-
carbonisation, Vrolijk does not expect
them to stop the expansion of carbon
markets, since the obvious effects of
climate change are worsening.

“The urgency will go exponential,” he
says, until “there’s a complete panic
moment.” That is when the world will
need an insurer with a long balance
sheet in carbon credits, he adds.

“I don’t think we’ll be overwhelmed,”
Vrolijk concludes. “We may not be
able to reach the goals we set... but
that’s not going to be because we are
overwhelmed and insurance can’t
handle it.” m

Carbon markets present a significant growth opportunity for insurance industry

Graph: Insurance gross written premium and voluntary carbon market growth
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Insurers essential to voluntary
carbon market

By derisking certain aspects of carbon forward contracts, CFC hopes to
accelerate trading, its head of innovation says

Insurers have a key role in the de-
velopment of the voluntary carbon
market in measuring the quality of
projects, according to the head of
innovation at CFC, writes Francis
Churchill.

George Beattie tells Insurance Day
insurers could help improve the
quality of what is still a largely un-
regulated market by handling much
of the due diligence for smaller busi-
nesses looking to offset their carbon
emissions.

He adds CFC is placing a long bet
on a future where tougher reg-
ulations on emissions will make
buying offsets common for busi-
nesses of all sizes.

CFC made its first move into the car-

bon offsetting space earlier this year
with the launch of its carbon deliv-
ery product, which protects buyers
of credit forwards if a credit is not
delivered.

The product offers cover for a
broad range of risks depending on
the carbon project being insured,
including political risk and natural
catastrophe.

“If you put $1m into a project and
you get 50% of the credits you ex-
pect — for any cause — we refund you
$500,000. No deductible, no perfor-
mance franchise,” Beattie says.

The underwriter can write up to £5m
($6.2m) of exposure per project and
provide cover for multiple projects
under a single policy.

Confidence to invest

In the first instance, Beattie says
the hope is the product will support
the growth of the voluntary carbon
market by giving buyers of carbon
forward contracts the confidence to
invest.

But he also envisions a future where
buyers of carbon forwards will be
reluctant to put money down on pro-
jects that are uninsurable. “You’ll
have a super high-quality end of the
market that is insurable and you’ll
have everything else,” he says.

“If a corporate is looking at a project
and they can’t get it insured, they
will want to understand why that is,
so the diligence that insurers do can
feed into a real quality dynamic for
this market, which is critical.”
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Beattie is adamant the voluntary car-
bon market is a vital way to transi-
tion to net zero. Unlike compliance
carbon markets like the EU’s “cap-
and-trade” emissions trading system,
voluntary credits are generated by
projects that avoid or remove carbon
from the atmosphere.

This means each credit corresponds
to a “real-world” tonne of carbon
that has been avoided or removed.

However, while compliance carbon
markets tend to be heavily regulat-
ed, the voluntary market lacks any
central oversight and finding high-
quality carbon bonds that deliver on
their promise is a challenge.

Rapid growth

This has been exacerbated by the
rapid growth of the sector, which
Beattie forecasts will grow from
$2bn this year to $30bn by 2030. This
hockey-stick growth has attract-
ed bad actors, he says, creating an
oversupply of poor-quality credits
at one end of the market, while at
the high-quality end there is an
undersupply.

Buying carbon forward contracts is
not the same as buying futures on
tangible goods such as steel or oil,
Beattie continues, because a carbon
credit is not fungible in the same
way. There are standards for prod-
ucts like steel, but a voluntary car-
bon credit cannot be easily replaced
by another.

“It’s not the case that if I've invested
into a basket of 1,000 [carbon] pro-
jects, I don’t care where the credits
come from. That’s not the zeitgeist,”
Beattie says.

“Although a carbon credit is a tonne,
there is a big difference between the
projects.”

There are a lot of potential stum-
bling blocks for buyers of forward
contracts, which often do not know
their counterparty’s reputational or
credit risk.

“Are they still going to be here in a

“If a corporate is
looking at a project
and they can't get

it insured, they will
want to understand
why that is, so the
diligence that insurers
do can feed into a
real quality dynamic
for this market,
which is critical”

George Beattie
CFC

year? Some sellers are highly pres-
tigious, but relatively unknown to
those outside the industry... these
kinds of problems are slowing down
and gumming up the market,” Beat-
tie says.

By derisking this aspect of carbon
forward contracts, CFC hopes to
speed up deal-making by allowing
buyers to focus on other aspects of
the projects they are looking to in-
vest in, such as whether they are a
good ethical or strategic fit.

The carbon market has had an “im-
perfect start”, Beattie concedes, but
one that was made in good faith.

“We need it to succeed because we
need to protect our natural assets,”
he says, arguing it is an important
economic incentive to prevent the
exploitation and destruction of vital
natural resources.

Regulation

Tighter regulation is also a big part
of CFC’s bet on the voluntary carbon
market. “In the future, there won’t
be a [separate] voluntary market
and compliance market. It will
be one regulatory regime where
everybody has to participate: every
industry, every size of company,”
Beattie predicts.

While the largest players such as en-
ergy companies already have sophis-
ticated internal teams conducting
due diligence, “in the future the little
guy is going to want to use insurance
- not as a rubber stamp... but as a
proxy for quality,” he says.

CFC has already seen sellers of vol-
untary credits recognising the role
insurers can play.

“We have a lot of project develop-
ers approaching us and saying ‘we
know we’re not the target policy-
holder, but if CFC can underwrite
our project and can offer coverage
to our potential buyers, it’ll speed
up the deal-making process’,” Beat-
tie says.

For CFC, carbon delivery is the first
of what could become a suite of
products across the carbon credit
supply chain, with carbon cancella-
tion insurance likely to be the next.
This would protect businesses in the
event a credit is cancelled after de-
livery — for example, if a forest that
has been planted later burns down.

Beattie says there are another three
to six similar products CFC would
like to launch in the next couple of
years.

Of the voluntary market, Beattie
says, “Yes, it’s complicated, but it’s
an honourable mission the market is
trying to achieve.”

He concludes: “We want to be part
of that and make sure the market
grows in a sustainable and ethical
way and in the right direction to-
wards proper value add, proper
science and proper carbon removal
improvement.” |
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Insuring credits to make
carbon market credible

Chris Slater, chief executive of Lloyd's syndicate-in-a-box Oka, discusses
the role of insurance in carbon credit markets

“I, on a personal basis, was drawn to
actually try to get out of insurance,”
Chris Slater, chief executive of spe-
cialty insurer OKka, says, writes Ben
Margulies.

Slater spent more than a decade
building an online commercial in-
surance retailer, Simply Business,
which was sold to Travelers in 2017.

He started a second business in the
niche, but growing, market for car-
bon credit insurance. Taking its
name from a word in Tupi-Guarani
languages that means “home”, Oka
was established at the turn of 2023
and, once it had received regulatory
approval, began selling insurance
policies from January 1 of this year.

In an interview with Insurance Day,
Slater says he came back to insurance
to help “solve one of the existential
crises of our lifetime” by using his in-
dustry experience. “And I think young
kids do that for you,” he adds.

His company is one of a small group
of new entrants that provide cov-

er in the voluntary carbon market,
where corporations trade various
privately sourced credits that — at
least nominally - represent a tonne
of carbon removed or not emitted
into the atmosphere.

By providing cover for carbon cred-
its in the private, voluntary carbon
market, insurers like Oka can signal
to corporate investors the credits are
solid assets, smoothing the entry of
new capital into carbon abatement
more generally.

The carbon market in 200 words
Governments first established emis-
sions trading schemes (ETSs) in the
late 20th century, first to fight acid
rain, then global warming. Govern-
ments including the EU, California,
South Korea and several Canadian
provinces operate regulatory ETSs
covering certain polluting sectors.

More recently, a voluntary market
has developed, in which private ac-
tors can purchase credits tied to var-
ious projects that compensate for
carbon emissions. Many promise to

avoid carbon emissions that would
otherwise be released - called avoid-
ance credits — while others offer to ac-
tively capture carbon by planting for-
ests, sequestering CO2 in the ground
or using carbon capture technology.

Carbon credits normally equal one
tonne of carbon dioxide. Voluntary
credits are not usually accepted in
official ETSs, but this is beginning
to change - Slater says Singapore is
beginning to permit the use of some
voluntary credits and some insurers
in the field expect the voluntary and
mandatory markets to converge in
the near future.

Insurers have only begun operating
in this market in recent years. Slater
estimates there are about $100m to
$200m in gross written premiums at
present. In February Kita, a Lloyd’s
coverholder that offers carbon insur-
ance, co-published a report with Ox-
bow Partners predicting the market
will reach about $1bn in gross writ-
ten premium by 2030.

The birth of Oka

Oka is a primary insurer that writes
its own policies. Slater decided to es-
tablish a “full-stack insurer” rather
than an agency because he wanted
to be able to tailor the product. “This
is a new market and because it’s fast,
evolving, real, you need control over
product, you need to be able to build
product that meets customer de-
mand,” he says.

At Lloyd’s, Oka operates syndicate
1922, a “syndicate-in-a-box” man-
aged by Asta. Lloyd’s granted syndi-
cate 1922 preliminary approval last
October, followed by final approval
in early January.
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Slater says Oka turned to Lloyd’s to
take advantage of the high-quality
capital and “technical and specialist
knowledge”, and also because the
market has a global reach. “I think
writing these risks anywhere else
would have been a little less straight-
forward,” Slater says.

One of Oka’s rivals, Kita, also oper-
ates in the Lloyd’s market as a cover-
holder, in partnership with Chaucer.
The two companies began their part-
nership in the Lloyd’s Lab.

Oka operates through a managing
general agent in the US market, and
Slater says the US was initially meant
to be Oka’s primary market. How-
ever, Lloyd’s allowed Oka to extend
its business elsewhere: the firm also
operates, or will soon operate, in the
UK, Australia, Canada and the Baha-
mas, with plans to enter the EU mar-
ket as well.

What Oka insures and how

Slater says OKka’s business focuses
on “post-issuance” coverage, insur-
ing the carbon credit itself in case it
becomes incapable of representing
a tonne of withdrawn or unemitted
CO2. This could happen, for example,
from the failure or destruction of the
underlying carbon abatement prob-
lem - a forest burning, for example.

This contrasts with competitors such
as Kita, CarbonPool and CFC, which
cover or plan “pre-issuance” cover-
age for the carbon-mitigation pro-
jects themselves, to facilitate them
producing the credit.

Slater compares Oka’s insurance to a
warranty. “We insure the credits, we
show the serial number and if some-
thing were to happen that impairs
that credit, we effectively pay out,”
he says. The insurance payment can
go to either the issuer of the carbon
credit or to the purchaser.

Oka has “had over 300 conversa-
tions and quoted over 70 projects
over the last three months”, Slater
says. In March, Oka announced it
would insure credits produced by
an Oregon biochar producer, which

“This is a new market
and because it’s fast,
evolving, real, you
need control over
product, you need

to be able to build
product that meets
customer demand”

Chris Slater
Oka

manufactures a carbon-absorbing
material similar to charcoal that is
used to enrich soils.

Slater says Oka has reinsurance back-
ing through what he calls “a fairly
typical quota-share agreement”, with
Liberty Mutual as lead reinsurer.

Cash or carbon

Carbon market insurance is some-
what unusual in that some carriers
offer, or plan to offer, to pay out
claims in other carbon credits.

Kita offers such policies in some cas-
es, although it pays out cash in oth-
ers. Switzerland-based CarbonPool
will primarily pay out claims in car-
bon credits once regulators in that
country grant approval, arguing car-
bon credits can be difficult to replace
on open markets.

Oka pays out in cash. Slater says
“credits today aren’t fungible... the
market hasn’t been designed for
that”. A carbon credit may be worth
one tonne of CO2 in theory, but their
precise valuation can be debatable.

Slater says corporations often choose
carbon projects because they are lo-
cated in specific regions, meaning
the credits have a non-commercial
or reputational value. It would be
very difficult to source credits from a
narrowly defined region, Slater says.

Finally, carbon credits are an asset,
which means they carry the risk they
will devalue and undermine the fi-
nancial health of the insurer.

One of the reasons Slater wants to
extend insurance coverage in the
carbon markets is precisely to stabi-
lise the value and credibility of car-
bon credits.

The policyholder can use cash from
on Oka policy to buy new carbon
credits in the market, Slater says.
However, they can also choose to
use the policy payout to settle regu-
latory or legal claims deriving from
its failure to meet environmental
rules or commitments.

The bigger picture

Slater believes corporate buyers
may hesitate to purchase credits
because of the market’s fungibili-
ty problem - it is difficult to know
whether one credit really equals one
tonne of CO2. “I think specifically
for the carbon market, what I worry
more about is ensuring insurance is
providing that signal of quality,” he
says. This can in turn draw liquidity
into the market.

“What ’'m hoping for is our insur-
ance and our peers’ insurance can
help really unlock demand [and]
bring that confidence,” he says, add-
ing he especially wants to draw in
buyers from the financial sector.
Banks and other financial sector
players “can really move the mid-
dle market into making the commit-
ments that can drive carbon out of
the atmosphere”.

However, the carbon market will
not be a substitute for government
regulation, including hard caps and
bans on greenhouse gas emissions.
“Carbon markets are not the silver
bullet,” Slater concludes. ®
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US insurance regulators increase
focus on climate risk mitigation

The National Association of Insurance Commissioners has made property
improvements central to its new climate resilience strategy, but some fear
these efforts may not be enough

As several US states face insurance
crises driven by extreme weather
events, insurance commissioners
are striving to strengthen properties
against the resulting hazards, writes
Ben Margulies.

However, some experts doubt these
risk mitigation efforts will succeed in
lowering insurance premiums and
say regulatory initiatives do not ad-
dress the issue that some areas have
been rendered unsafe because of
weather hazards.

The National Association of Insur-
ance Commissioners (NAIC) has risk
mitigation as one of the five key
pillars of its first National Climate
Resilience Strategy. The document,
which was published in April, calls
on regulators to take a greater role
in educating the public about adapt-
ing and protecting their properties
and it urges insurance commission-
ers “to advocate on where federal
and state mitigation dollars... will
generate the most benefits to insur-
ance access”.

The NAIC’s plan arrives in the wake of
storms, floods and wildfires that have
withered private insurance markets
in some US states. In Louisiana and
Florida, hurricanes have blown nu-
merous insurers into bankruptcy,
while in California, capacity has dried
up after years of extreme wildfires.

Across all three states, private in-
surance has become prohibitively
expensive for many or even unavail-
able, forcing hundreds of thousands
of people to take out policies with
state-owned insurers of last resort.

Governments can encourage risk mit-
igation through tax incentives and
financing, education, updating and
enforcing building and land use regu-
lations, and improving infrastructure.

Focus on resilience

Tim Temple, a Republican who was
elected as Louisiana’s insurance
commissioner last year, says: “We’re
beginning to see a rapid shift to-
wards a focus on resiliency in states
across the country.”

Roof damage after a
- tornado passed through a
Louisiana neighbourhood

i

In Louisiana, the state is providing
funds for homeowners to reinforce
their roofs, a policy that “enjoys
broad, bipartisan support”.

Many states have regulations that
require insurers to provide premi-
um discounts to policyholders if they
take steps to make their homes more
resilient. “This is especially prev-
alent in hurricane-prone states,”
Mark Friedlander, communications
director at the Insurance Informa-
tion Institute (III), says.

Louisiana, for instance, requires in-
surers to provide premium discounts
for policyholders who improve their
roofs to the Fortified standard.

The Insurance Institute for Business
& Home Safety runs the Fortified pro-
gramme, which provides guidelines
for hardening roofs and has organ-
ised a network of qualified contrac-
tors. According to figures from the
institute, close to 37,000 homes had
qualified for the Fortified standard in
May 2022, more than 80% of which
were in Alabama. Temple says Lou-
isiana is “following Alabama’s lead”.

“Louisiana and other states can do
more than we’re doing now, but I
think we understand that and are
moving towards an even strong-
er emphasis on resiliency,” Temple
says. “I'm looking for significant pro-
gress on widespread adoption of the
most updated building codes and/
or the Fortifed roof standard over
the next decade, as well as for those
codes to be effectively enforced.”

Temple’s goal is for residents to be
able to “continue living and working
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“Part of the problem is elected leaders don't like to

talk about climate change as climate change. There is
wide acceptance climate change is real, but property
owners and voters resist the enforcement of existing risk

mitigation measures”

Jenny Shuetz
Brookings Metro

in our coastal region with appropri-
ately priced insurance coverage”.

However, Jenny Schuetz, senior fel-
low and urban economist at Brook-
ings Metro, says simply hardening
existing properties is insufficient.

The US needs to stop building homes,
businesses and infrastructure in ar-
eas “we know are going to be at risk
from climate events”, she says. Au-
thorities will also need to evacuate
people and move infrastructure from
the most vulnerable zones, she adds.

Dave Snyder, vice-president of poli-
cy, research and international at the
American Property Casualty Insur-
ance Association, says risk mitiga-
tion efforts may instead encourage
people to remain and continue build-
ing in these imperilled areas.

“Experience has shown when miti-
gation credits are designed to simply
make insurance premiums ‘afford-
able’ and don’t reflect the risk, this
typically creates a false signal in high-
risk areas, as the true costs of insur-
ance are masked or subsidised.”

This will ultimately compound the
insurance affordability crises, since
new storms or fires will bring “even
higher losses, resulting in significant-
ly higher insurance costs and less
choice for consumers”, Snyder says.

Politics

In the US, decisions about land use
are made by local governments,
which Schuetz says lack the exper-
tise, resources and political motiva-
tion to stop developing in high-risk
areas. Local governments in the US
rely heavily on property taxes, which

makes it hard to refuse new develop-
ments, she adds.

Political considerations also limit
what policymakers can do to miti-
gate climate-related perils. “In the
south, part of the problem is elect-
ed leaders don’t like to talk about
climate change as climate change,”
Schuetz says.

In California, “there is wide accept-
ance climate change is real, but prop-
erty owners and voters resist the
enforcement of existing risk mitiga-
tion measures”, she continues.

“The fact insurance commissioners
are elected officials in many states
doesn’t help,” Schuetz says. This is
the case in California, Florida and
Louisiana.

As a representative body of insur-
ance commissioners from both US
parties, the NAIC itself must negoti-
ate conflicting political interpreta-
tions of climate change and the role
of government. The NAIC strategy
does, for example, discuss climate
risk, but not greenhouse gas emis-
sions or their impact on global tem-
peratures. The strategy “was a prod-
uct of compromise”, Snyder says.

Measuring progress

There are also questions about how
to measure the success of risk miti-
gation efforts. Friedlander says reg-
ulators can, for example, count how
many homeowners sign up. “How-
ever, the biggest measure of success
is to see how properties fare against
hazards,” he says.

Bob Carey, superintendent of the
Maine Bureau of Insurance, says his

state is “at the beginning stages of
working on risk mitigation strate-
gies”. He says reinforcing structures
can lower premiums, either directly
or by reducing the size of losses car-
ried by insurers.

Snyder says risk mitigation can save
money - up to $11 for every $1 spent,
potentially — and can also be a prof-
itable investment. “States and local
communities should also promote
resilience benefits that cannot be
quantified following a catastrophe,
such as the loss of lives and irre-
placeable family heirlooms, and for
peace of mind,” he adds.

But Schuetz says there is no single
metric for measuring whether a risk
mitigation strategy has succeeded,
because genuine risk reduction in-
volves not just hardening existing
properties, but also ceasing to build
in risk-prone areas. “How do you
measure things that aren’t construct-
ed?” she says.

Schuetz suggests the federal govern-
ment will need to develop common
guidelines, adding data needed for
effective mitigation is often held pri-
vately, and not available to govern-
ments and policyholders. “Private
data is not a substitute for public
data,” she says.

For states where extreme weather
threatens to make private home-
owners’ insurance unaffordable or
unavailable - like California, Flor-
ida and Louisiana - risk mitigation
will not suffice, Schuetz says. It
might slow down the rate at which
premiums increase, but real reduc-
tions would require relocations,
she adds. m
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Climate activists turn up the
heat in 2024

Litigation remains the
most significant tool
for climate activists,
DAC Beachcroft's
Toby Vallance says

This year has already witnessed cli-
mate activists succeed in the Europe-
an Court of Human Rights, challenge
the UK’s national climate strategy for
the second time and secure a signif-
icant greenwashing victory against
KLM in the Netherlands, writes Toby
Vallance, DAC Beachcroft.

What should insurers be looking for
throughout the rest of the year?

Litigation remains, arguably, the
most significant tool for climate ac-
tivists seeking to challenge and influ-
ence the policymaking of states and
corporates; however, the volume and
spread of climate actions can make it
difficult to spot the wider trends.

While such decisions may not im-
mediately impact insurance risk, we
are already seeing related actions
against insurers about the applica-
tion of a pollution exclusion in re-
sponse to a claim for defence costs.

rudall30/Alamy Stock Vector

Actions against public bodies
Since the landmark 2019 decision in
Urgenda v State of the Netherlands,
climate activists have used litigation
to challenge national climate policies
and define states’ human rights ob-
ligations. The recent dismissal of the
UK government’s Carbon Budget De-
livery Plan is the second time since
2022 the courts have ruled the UK’s
net-zero strategy is inadequate.

The continued challenges to the
construction of Europe’s largest
plastics plant in Belgium by Ine-
os provide another example of the
appetite of ClientEarth and other
non-governmental organisations for
confrontation in the courts. Having
successfully challenged construction
because of omissions in documen-
tation detailing the environmental
impact, they have picked up the ba-
ton again, following the reissue of
the building permit by the Flemish
authorities.
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Back in the UK, the focus has moved
to another activist-led action seeking
a judicial review of the UK’s National
Adaptation Programme (in R v Secre-
tary of state for the Environment, Food
& Rural Affairs). It is argued the UK’s
Adaptation Programme fails to con-
sider the unequal impacts of climate
change on protected groups in socie-
ty, with interested parties including
care home residents vulnerable to
overheating during seasonal heat-
waves and property owners at risk of
losing their home and possessions to
rising sea levels and coastal erosion.

The landmark European Court of Hu-
man Rights decision in April this year
in Verein KlimaSeniorinnen Schweiz v
Switzerland also resulted from sim-
ilar concerns about the effects of
climate change on an association of
Swiss women over the age of 75.

This decision upended orthodox un-
derstanding of states’ obligations in
relation to the European Conven-
tion on Human Rights, finding the
right to a private and family life en-
compasses effective protection from
serious adverse effects of climate
change. States, therefore, have a pri-
mary duty to adopt and effectively
apply measures to mitigate climate
change, including a substantial and
progressive reduction in green-
house gas emissions.

It remains to be seen how govern-
ments and domestic courts will re-
spond to the decision, but we expect
it will generate further rights-based
litigation seeking to influence do-
mestic policymaking. Changes in do-
mestic policymaking may result in
additional regulations or measures
for business to comply with and fail-

ure to comply with such standards
will generate litigation.

Latin America and South Korea
There is important activity in Latin
America and South Korea. In 2023,
Colombia and Chile requested an
advisory opinion from the Inter-
American Court of Human Rights to
“clarify the scope of state obligations,
in their individual and collective di-
mension, to respond to the climate
emergency within the framework
of international human rights law”
as guaranteed by the American Con-
vention. The opinion will address
issues such as the potential need for
regional standards bearing in mind
population groups and nature. To
date, the first three days of the public
hearing have been heard, with three
further days to follow.

Similarly, in South Korea, the first
hearing relating to a number of con-
solidated human rights-related ac-
tions has recently been heard. The
constitutional claim of Byung-In Kim
and others v South Korea challenges
South Korea’s nationally determined
contribution plan to cut emissions
and its failure to protect the claim-
ants’ fundamental human rights. The
action also has the novel element of
including a claimant who was a foe-
tus at the time the relevant claim was
commenced.

Attribution and biodiversity

Claims seeking to give a voice to
Indigenous and vulnerable commu-
nities often also raise complex ques-
tions relating to attribution science
and biodiversity risk. The landmark
attribution claim of Lliuya v RWE,
in which the claimant alleges the
approximately 0.5% contribution

The KlimaSeniorinnen Schweiz v Switzerland
decision upended orthodox understanding of
states’ obligations in relation to the European
Convention on Human Rights, finding the
right to a private and family life encompasses
effective protection from serious adverse
effects of climate change

of RWE to global emissions has con-
tributed to increased flooding risk
to his farm in Peru, has been on-
going since 2015.

There have been significant mile-
stones in the protection of bio-
diversity affected by extractive
activities and climate change. The
Marafion River in Peru was recently
granted legal personhood and pro-
tections following a campaign by
Indigenous communities reliant on
the river for sustenance.

This kind of legal framework for pro-
tection may be replicated worldwide.

The New Zealand Supreme Court has
also acknowledged Maori custom-
ary conceptions of loss, which are
neither physical nor economic, must
be considered in the ongoing claim
of Smith v Fonterra Co-operative
Group Ltd.

In Australia, judgement is expected
this year in Pabai Pabai and another
v Commonwealth of Australia. The
action not only seeks a reduction in
Australia’s greenhouse gas emissions
but also the implementation of adap-
tation measures to protect the Torres
Strait islanders, their marine envi-
ronment and cultural rights.

The similar action of Asmania v Hol-
cim brought by four inhabitants of
the Indonesian island of Pari seeks
compensation for climate-related
damages and financial contribution
to adaptation measures from the
Swiss concrete manufacturer.

Such demands for financial com-
pensation to support adaptation
measures alongside action to re-
duce corporate or state greenhouse
gas emissions accurately reflect the
twin drivers of activity we are seeing
in climate change litigation. Corpo-
rates, directors and officers will in-
creasingly be expected to consider
their companies’ exposure to liabili-
ty, physical and transitional risks as-
sociated with climate change. m

Toby Vallance is a partner at DAC
Beachcroft
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Lessons from the challenge to
UK's net-zero strategy

The decision in the
case brought against
the UK's secretary

of state for Energy
Security & Net Zero
serves as a reminder
to the insurance
industry climate
change policies will
be scrutinised closely,
including by the courts,
Brodies’ Niall McLean
and Sarah Keir write

In a recent court case, Friends of the
Earth, ClientEarth, Good Law Project
v Secretary of state for Energy Securi-
tv & Net Zero, the claimants success-
fully challenged the UK government’s
Carbon Budget Delivery Plan (CBDP)
made under the Climate Change Act
2008 (CcA).

Three non-governmental organisa-
tions — Friends of the Earth, Client-
Earth and the Good Law Project —
challenged the legality of the CBDP,
published in March 2023. The CBDP
aimed to outline the UK’s approach
to meeting the sixth carbon budget
(covering 2033 to 2037) and to set
the path towards achieving net zero
greenhouse gas emissions by 2050.

This plan replaced the Net Zero
Strategy, which the High Court ruled
did not comply with the CCA in July
2022 after a successful challenge by
Friends of the Earth, ClientEarth, and
the Good Law Project. In the most
recent legal challenge to the revised
plan, the claimants argued the CBDP
was flawed and the UK government
had failed to comply with the CCA.

Legal basis
The legal challenge was about specif-
ic provisions of the CCA, including:

* Section 13(1): this section man-
dates that the secretary of state
must prepare such proposals
and policies as are necessary to
ensure the carbon budgets set by
the UK government are met.

e Section 13(3): this provision
requires these proposals and
policies must contribute to sus-
tainable development; and

e Section 14: the secretary of
state must publish reports on
proposals and policies, detailing
how they will enable the carbon
budgets to be met, and to lay
these reports before parliament.

The claimants had five grounds of
challenge:

Breach of section 13(1): they ar-
gued the secretary of state failed to
consider all mandatory material con-
siderations. Specifically, the CBDP
assumed all planned policies and
proposals would be delivered fully
and on time, which was not justified
by available evidence.

Unlawful lack of contingency plan-
ning: the second ground focused on
the CBDP’s absence of robust contin-
gency planning. The claimants high-
lighted the plan lacked mechanisms
to address potential under-delivery
of key policies and was incapable of
guaranteeing carbon budgets would
be met.

Irrational lack of contingency
planning: for similar reasons set out
in the second ground, the secretary
of state’s decision was irrational in
determining the proposals and poli-
cies would enable the carbon budg-
ets to be met.

Breach of section 13(3): accord-
ing to the claimants, the secretary
of state’s assertion the CBDP was
“likely” to contribute to sustaina-
ble development was insufficient.
The statutory requirement was the
policies “must” contribute, which
implies a higher degree of certainty
and accountability.

Breach of section 14: this ground
alleged the secretary of state failed
to include essential information. The
claimants maintained such omissions
prevented meaningful parliamentary
scrutiny and public engagement, vio-
lating the transparency requirements
of section 14.

Justice Sheldon upheld the claim-
ants’ first four grounds, finding the
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secretary of state’s decision irra-
tional and unlawful because of the
failure to consider the risk of non-
delivery of policies and the lack of
sustainability assessment.

However, the fifth ground was not
successful, as the court found de-
tailed risk information on individ-
ual policies was not required in the
plan itself.

As a result, the secretary of state
must produce a new report by May 2,
2025, outlining credible policies and
proposals to meet the sixth carbon
budget.

Insights for insurers

This decision serves as a reminder to
the insurance industry that climate
change policies will be scrutinised
closely, including by the courts. In-
surers should understand the impor-
tance of comprehensive plans and
policies, including for:

Risk management and assess-
ment: robust plans provide in-
surers with clear, actionable data
that is essential for accurate risk
assessment and management. De-
tailed and reliable information on
climate change enables insurers to
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forecast potential risks more effec-
tively. Without detailed plans that
consider climate change, insurers
face increased uncertainty, making
it difficult to predict and price risks
accurately.

Financial resilience: climate
change exacerbates the frequency
and severity of natural disasters,
leading to higher claims. Robust cli-
mate plans help insurers to prepare
for these eventualities to ensure
they remain solvent and capable
of meeting claims, even during pe-
riods of increased climate-related
incidents.

Regulatory compliance and repu-
tation: governments are tightening
regulations governing climate risk

disclosure and management. Robust
climate plans ensure insurers are
not only compliant but also per-
ceived as responsible and proactive
in addressing climate risks. This
maintains the insurer’s trust and
reputation in the industry.

The judgement in this case high-
lights the importance of robust cli-
mate change policies and sustaina-
ble development considerations.

Insurers should ensure they are pre-
pared to implement effective plans
to address the evolving risks of cli-
mate change. ®

Niall McLean is a partner and
Sarah Keir is a trainee lawyer at
Brodies LLP

Justice Sheldon upheld the claimants’
first four grounds, finding the secretary
of state’s decision irrational and unlawful
because of the failure to consider the risk
of non-delivery of policies and the lack of
sustainability assessment. However, the
fifth ground was not successful
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