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Climate Events: a Financial and 
lDevelopment Concern
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Implications for Impact AssessmentImplications for Impact Assessment

• Past is no longerPast is no longer 
prologue and may lead 
to erroneous 
assumptions – 1 in 
1,000 year event now 1 
i 100 ???in 100 or ???

• Need to allow for 
surprises we don’tsurprises – we don’t 
know what we don’t 
know!know!



Climate Risk Perspectives: 
fa Function of Position

Time Frame Geographic scale Scientific  
Resources

Governments Long‐term Country boundaries Meteorological
services

Enterprise owners Varies by sector, 
often short‐term

Defined by facility 
or business

Defined by what is 
publicly available

Banks/Lenders Typically several Linked to investees Typically veryBanks/Lenders Typically several 
years

Linked to investees Typically very 
limited

Long‐term asset 
managers

Varies depending 
on investment

Predominantly still 
focused within the

Typically very 
limitedmanagers on investment 

strategy
focused within the 
industrialized 
markets

limited

Insurers/ Varies but typically  Defined by sectors  Varies from none to 
Reinsurers short and markets extensive 

(especially some 
reinsurers)



Climate Links to Financial 
f d dPerformance: Direct and Indirect

Performance of 
assets andassets and 

equipment may 
decrease

Operating  and 
maintenanceCountry risks  maintenance 
costs may rise

Insurance costsAsset

may increase

Insurance costs 
increase, some 
risks no longer 

insurable

Asset 
depreciation 
rates may 
increase

Worker health & 
safety costs may 

rise

Loss contingency 
reserve 

requirements  risemay rise



Developing the ToolsDeveloping the Tools

• Downscaling modelsg
• Increased focus on 

decadal time‐frames
M ki f• Making sense of 
conflicting model results

• Understanding linkagesUnderstanding linkages 
between climate impacts 
& financial consequences
R d i l biliti• Reducing vulnerabilities

• Increasing adaptive 
capacitycapacity



The Analytical Challenge: 
k d hAre We Looking Under the Lamp Post?

• The largest costs mayThe largest costs may 
be the most difficult to 
predict, e.g.:

• Collapse of ecosystems
• Chaotic responses p
(Katrina?)

• Military conflict
• BUT to assume NO risk 
may be even riskier!



Initial IFC Pilot 
Studies of Climate 
Risks in Portfolio 
Investments

• Nepal 60 MW Hydro 
project
P ki t l d• Pakistan pulp and 

paper packaging 
company
• Ghana palm oilGhana palm oil 
plantations and 
processing

Source: IFC, “Climate Risk 
and Business 
Practical Methods for 
Assessing Risk” (2010)Assessing Risk  (2010)



Climate Change Asset Allocation StudyClimate Change Asset Allocation Study

• Organized by Mercer 
supported by IFC, Carbon 
Trust, 14 institutional 
asset owners

• Scenario based study by 
Grantham Research 
Institute /Vivid Economics

• Evaluating impact by 
sector, region, and 
financial instrument to financial instrument to
2030 and 2050

• Final Report early 2011



Uncertainty as a Risk Management 
blIssue – Not a Unique Problem

“Th d t li t h i t l t d“The data on climate change is at least as good 
if not better than most medium‐term military 
strategy like what’s the military intention ofstrategy, like what s the military intention of 
China in 2040.”

Rear Admiral Neil Morisetti, UK climate andRear Admiral Neil Morisetti, UK climate and 
energy security envoy



Climate Risk Management by 
l lInternational Financial Institutions

• Performance Standards (now under review at IFC)e o a ce Sta da ds ( o u de e e at C)
• Risk assessment/management
• Pilot studies with clientsPilot studies with clients
• Insurance requirements and products

– E.g., weather derivativesg , eat e de at es
• Advisory services

– E.g., salt resistant seed promotion in Bangladeshg , p g
• Public/private adaptation projects

– E.g., private sector component in PPCR projects



Recent IFC Publications 
( f / l h )(www.ifc.org/climatechange)

• Climate Risk and Business: 
l h d f

• Climate Risk and Financial 
h ll dPractical Methods for 

Assessing Risk (November 
2010)

Institutions: Challenges and 
Opportunities (October 
2010)

• IFC reports on studies with 
clients in developing 
countries which aim to better

• This publication discusses 
climate‐related risks material 
to financial institutionscountries which aim to better 

understand gaps and barriers 
to climate risk analysis, test 
and develop risk evaluation 

to financial institutions, 
including commercial banks, 
institutional investors, and 
international financial 

methodologies, and identify 
possible adaptation 
responses and needs. 

institutions.


