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 3

• N
ew

, in
n

ovative clim
ate risk fi

n
an

cin
g in

strum
en

ts, 
such as a C

C
F, should be design

ed an
d tested.

• T
he InsuR

esilience G
lobal Partnership and its partners, 

as w
ell as other in

stitution
s, should focus heavily on

 
im

provin
g th

e accessibility an
d th

e affordability of  
protection

 provided by clim
ate risk in

suran
ce to the 

m
ost vuln

erable.

• R
egion

al risk pools like A
frican

 R
isk C

apacity (A
R

C
), 

C
C

R
IF

-SP
C

 C
aribbean

 C
atastroph

e R
isk In

suran
ce  

F
acility (C

C
R

IF
-SP

C
) an

d P
acifi

c C
atastroph

e R
isk  

A
ssessm

en
t &

 Fin
an

cin
g In

itiative (P
C

R
A

F
I), w

ith the 
support of developin

g partn
ers, should w

ork tow
ards 

the form
ation

 of broader, m
ore diversified risk pools.

• R
egulatory harm

on
ization

 tow
ards on

e V
uln

erable 20 
(V

20) m
arket for fin

an
cial services an

d products should 
be stren

gthen
ed to en

able eff
ective bun

dlin
g an

d diver-
sifi

cation
 across geograph

ical areas to reduce costs 
such as prem

ium
s. 

• N
G

O
s should in

crease their en
gagem

en
t w

ith clim
ate 

risk fi
n

an
cin

g by carryin
g out p

olicy an
alysis an

d  
research, an

d en
gagin

g w
ith decision

 m
akers.

W
hen

 T
yphoon

 H
aiyan

 hit the P
hilippin

es in
 N

ovem
ber 2013, thousan

ds of people w
ere killed an

d  
in

jured. M
ore than

 on
e m

illion
 people lost their houses. T

he P
hilippin

es is am
on

g the coun
tries that  

are m
ost vuln

erable to clim
ate chan

ge. 

T
his paper presen

ts an
d discusses n

ew
 an

d established 
clim

ate risk fin
an

cin
g in

strum
en

ts an
d approaches an

d 
how

 they could better con
tribute to closin

g the protection
 

gap in
 vuln

erable coun
tries. It provides in

form
ation

 an
d 

n
ew

 ideas to civil society organ
ization

s an
d p

olicy- 
m

akers w
ho are en

gaged in
 the broader debate on

 fin
din

g 
fin

an
cin

g solution
s to com

p
en

sate clim
ate-in

duced  
loss an

d dam
age follow

in
g the prin

ciples of equity an
d 

clim
ate justice. A

 further aim
 is to address kn

ow
ledge 

gaps an
d m

iscon
ception

s about w
hat can

 be expected 
an

d w
hat can

n
ot be expected from

 risk fin
an

cin
g in

stru-
m

en
ts. It is an

 an
alytical paper, presen

tin
g fact-fin

din
gs 

an
d som

e recom
m

en
dation

s derived from
 research, but  

it is n
ot a policy paper. 

In
 term

s of recom
m

en
dation

s, B
read for the W

orld 
(B

rot für die W
elt) supports the developm

en
t of a fun

d  
or a n

ew
 m

ech
an

ism
 design

ed to com
pen

sate for cli- 
m

ate-in
duced loss an

d dam
age th

at recogn
izes an

d  
follow

s the prin
ciples of equity an

d clim
ate justice, as 

w
ell as the “polluter pays” prin

ciple. R
espective propo-

sals w
ill be presen

ted in
 a policy paper to be released at 

the en
d of 2019.

C
lim

ate-in
duced loss an

d dam
age are acceleratin

g 
again

st the backdrop of un
hin

dered global w
arm

in
g. T

he 
cum

ulated econ
om

ic losses as a result of extrem
e  

w
eather even

ts am
oun

ted to U
S$ 3.47 trillion

 betw
een

 
1998 an

d
 2017 alon

e, w
ith

 th
e C

aribbean
, C

en
tral  

A
m

erica, South an
d Southeast A

sia, Sub-Saharan
 A

frica 
an

d th
e South

 P
acific facin

g th
e h

igh
est m

acro-eco- 
n

om
ic risks.
A

s a con
sequen

ce, sustain
able developm

en
t in

 cli-
m

ate vuln
erable coun

tries, particularly sm
all islan

d de-
velopin

g states (SID
S) an

d least developed coun
tries 

(L
D

C
s), is bein

g ham
pered by recurren

t dam
ages, thus 

in
creasin

g the risk of low
er investm

en
ts, stran

ded in
fra-

structure investm
en

ts, w
orsen

in
g credit ratin

gs, higher 
in

debtedn
ess an

d, ultim
ately, low

ered adaptive capacity.
It is the role of com

prehen
sive clim

ate risk m
an

age-
m

en
t strategies, w

ith
 risk fi

n
an

cin
g its core pillar, to  

reduce these risks an
d to protect vuln

erable coun
tries 

an
d people from

 losses that go beyon
d their risk absorp-

tion
 capacity.
R

isk fin
an

cin
g in

strum
en

ts are, in
 the n

arrow
 sen

se, 
categorized accordin

g to th
eir sources (i.e. region

al/ 
n

ation
al/in

tern
ation

al/risk tran
sfer to third parties) an

d 
w

hether they are ex-an
te disaster or ex-post disaster in

-
strum

en
ts. E

x-an
te disaster fi

n
an

cin
g in

strum
en

ts, like  
calam

ity fun
ds, catastrophe bon

ds or other clim
ate risk 

copin
g in

strum
en

ts, require proactive advan
ce plan

n
in

g 
an

d upfron
t investm

en
ts. P

ost-disaster fin
an

cin
g in

stru-
m

en
ts, such

 as don
or assistan

ce, budget reallocation
,  

tax in
crease or credits, are sources that do n

ot require  
advan

ce plan
n

in
g. H

ow
ever, the m

obilization
 of post- 

disaster resources con
tain

s an
 elem

en
t of un

certain
ty 

an
d takes m

ore tim
e. C

oun
tries usually com

bin
e a m

ix of 
diff

eren
t in

strum
en

ts for their risk fi
n

an
cin

g strategies. 
H

ow
ever, an

alysis show
s that the protection

 gap rem
ain

s 
con

siderable. 
T

his paper iden
tifi

es key challen
ges to closin

g the 
protection

 gap an
d in

creasin
g the resilien

ce of poor an
d 

vuln
erable people again

st clim
ate risks. A

ff
ordability of 

clim
ate risk in

suran
ce an

d the in
troduction

 of in
n

ovative 
clim

ate risk fin
an

cin
g in

strum
en

ts, for in
stan

ce a con
tin

-
gen

t m
ultilateral debt facility providin

g convertible con
-

cession
al fin

an
ce (C

C
F

) that does n
ot lead to the further 

in
debtedn

ess of vuln
erable coun

tries, are con
sidered  

im
portan

t approach
es given

 th
at suffi

cien
t fi

n
an

ce is 
m

obilized to operation
alize these in

strum
en

ts in
 a w

ay 
that at least partially com

pen
sates for loss an

d dam
age, 

w
ith the priority bein

g on
 lettin

g polluters pay.

T
h

is pap
er con

cludes w
ith

 eigh
t recom

m
en

dation
s on

 
h

ow
 to m

ove risk fi
n

an
cin

g forw
ard: 

• T
he m

obilization
 an

d provision
 of clim

ate risk fin
an

c- 
ing in the context of com

prehensive clim
ate risk m

ana- 
gem

en
t approaches is a crucial prerequisite to closin

g 
the clim

ate protection
 gap faced by vuln

erable people 
an

d coun
tries. T

hus, it should be given
 sign

ifi
can

tly 
h

igh
er priority in

 in
tern

ation
al policy forum

s an
d  

listed as a perm
anent agenda item

, for instance at inter-
n

ation
al clim

ate con
feren

ces (C
O

P
s ‒

 C
on

feren
ces 

of th
e P

arties to th
e U

n
ited N

ation
s F

ram
ew

ork  
C

onven
tion

 on
 C

lim
ate C

han
ge, U

N
F

C
C

C
), G

20 sum
-

m
its and regular m

eetings held by m
ultilateral develop-

m
ent banks.

• O
ption

s on
 h

ow
 to m

obilize n
ew

 fi
n

an
ce sh

ould be  
developed, especially w

ith regard to sourcin
g fin

an
cin

g 
from

 the m
ain

 polluters, in
dustrialized coun

tries an
d 

m
ultilateral developm

en
t ban

ks for th
e off

settin
g of 

clim
ate-in

duced loss an
d dam

age, by n
o later th

an
 

C
O

P
25.

• C
lim

ate vuln
erable coun

tries should establish clim
ate 

risk fin
an

cin
g strategies.

E
xecu

tive Su
m

m
ary

E
xecutive Sum

m
ary
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C
lim

ate-in
duced econ

om
ic R

isks an
d the R

elevan
ce of R

isk Fin
an

cin
g

A
 w

iden
in

g ran
ge of disastrous, clim

ate chan
ge-related, 

sudden
 an

d slow
 on

set even
ts are in

creasin
gly causin

g 
substan

tial socio-econ
om

ic an
d fin

an
cial risks th

at 
un

derm
in

e sustain
able developm

en
t an

d provoke loss 
an

d dam
age. It is the role of com

prehen
sive clim

ate risk 
m

an
agem

en
t an

d disaster risk fi n
an

cin
g strategies to 

reduce these risks an
d to protect vuln

erable coun
tries 

an
d people from

 losses that go beyon
d their risk absorp-

tion
 capacity. T

hree m
ain

 dim
en

sion
s of socio-econ

om
ic 

risk related to a risin
g n

um
ber of clim

ate disasters can
 

be iden
tifi ed.

L
oss an

d dam
age leadin

g to reduced 
econ

om
ic developm

en
t an

d low
ered 

adaptive capacity

E
con

om
ic losses an

d dam
age due to clim

atological, 
m

eteorological an
d hydrological extrem

es have been
 on

 
the rise sin

ce the 1980s, both in
 term

s of the n
um

ber of 
catastrophes an

d the exten
t of econ

om
ic losses. A

ccor-
din

g to data provided by the M
un

ich R
e N

atC
atService 

(see fi gure 1), the cum
ulated econ

om
ic losses as a result 

of extrem
e w

eath
er even

ts betw
een

 1998 an
d

 2017 
am

oun
ted to U

S$ 3.47 trillion
, an

d those for the year 2017 
to as m

uch as U
S$ 340 billion

. 
If in

direct dam
ages such as droppin

g con
sum

ption
 

are also in
cluded, the total losses w

ould have am
oun

ted, 
on

 average, to as m
uch as U

S$ 520 billion
 an

n
ually over 

the last decade (W
orld B

an
k G

roup 2017). A
ccordin

gly, 
the loss in

 global G
D

P
 grow

th caused by clim
ate-in

duced
disasters h

as reach
ed average levels of about 0.4‒

0.7 
percen

t. 
C

lim
ate chan

ge im
pacts are very un

even
ly distrib-

uted. D
isasters have a m

uch m
ore disruptive im

pact on
 

less advan
ced econ

om
ies (W

orld B
an

k G
roup 2012). 

D
evelopin

g coun
tries are usually m

ore geographically ex-
posed to clim

ate-in
duced hazards (bein

g m
ostly located 

in
 the tropics an

d subtropics), have a higher socio-econ
o-

m
ic vuln

erability (see glossary), an
d a low

er techn
ical 

an
d fi n

an
cial capacity (to resist an

d to recover). A
ccor-

din
g to the latest global clim

ate risk in
dex (G

erm
anw

atch 
2018), if w

e exam
ine the eff ects of extrem

e w
eather events 

for the period betw
een

 1998 an
d 2017, w

e see that fi ve of 
the ten

 m
ost aff ected coun

tries lie in
 C

en
tral A

m
erica 

an
d the C

aribbean
, three in

 Southeast A
sia an

d tw
o in

 
South A

sia. E
ight of the n

ext ten
 m

ost-at-risk coun
tries 

are in
 either of these w

orld region
s or in

 A
frica. O

n
ly 

on
e ‒ Fran

ce ‒ is an
 in

dustrialized coun
try (see fi gure 2). 

M
ost of th

ese coun
tries belon

g to th
e group of low

-
in

com
e or low

er m
iddle-in

com
e developin

g coun
tries. 

W
hile som

e of these coun
tries ran

k high in
 the lon

g-term
 

clim
ate risk in

dex because sin
gle extrem

e disasters have 
had very severe an

d lon
g-lastin

g econ
om

ic im
plication

s 
(e.g. P

uerto R
ico), an

 in
creasin

g n
um

ber of h
igh

-risk 
coun

tries have been
 recurren

tly hit by clim
ate extrem

e 
even

ts in
 recen

t decades, for exam
ple the P

hilippin
es, 

V
ietn

am
 an

d H
aiti. A

ccordin
g to the latest scien

tifi c re-
p

ort from
 th

e In
tergovern

m
en

tal P
an

el on
 C

lim
ate 

C
h

an
ge (IP

C
C

), w
h

at all clim
ate vuln

erable coun
tries 

have in
 com

m
on

 is that their exposure to clim
ate hazards 

is very likely to increase sharply w
ith rising tem

peratures. 
W

hat is m
ore, a very rare on

e-in
-250-year extrem

e even
t, 

for in
stan

ce a m
assive cyclon

e, fl ood or drought, m
ay be-

com
e a m

ore recurren
t on

e-in
-50-year even

t, im
plyin

g 
that disaster risk preven

tion
 an

d reduction
 w

ill becom
e a 

m
uch m

ore pressin
g topic, an

d disaster risk fi n
an

cin
g 

strategies an
 urgen

t n
ecessity. U

n
til recen

tly, risk aw
are-

n
ess has n

ot been
 adequately cultivated in

 m
ost coun

-
tries. D

espite clim
ate-in

duced loss an
d dam

age in
-

creasin
g year upon

 year, com
preh

en
sive disaster risk 

fi n
an

cin
g an

d clim
ate risk m

an
agem

en
t, w

hich leads to 
better preparedn

ess an
d m

ore robust resilien
ce, backed 

up by risk in
suran

ce an
d other form

s of risk tran
sfer (see 

glossary) to com
p

en
sate for losses in

 th
e w

orst-case 
scen

ario, are, in
 m

ost coun
tries, n

ot yet w
ell en

ough 
established to w

ithstan
d a m

ajor disaster even
t. U

n
less 

attitudes shift, the tren
d of in

creasin
g econ

om
ic loss an

d 
dam

age is likely to con
tin

ue. T
he m

ore clim
ate risks in

-
crease, the less a coun

try can
 aff ord to disregard disaster 

risk fi n
an

cin
g option

s to im
prove its protection

. T
his w

ill 
becom

e particularly relevan
t if th

e 1.5°C
 tem

perature 
threshold, w

hich is n
ow

 bein
g con

sidered by the IP
C

C
 

(2018) as the n
ew

 lim
it to avoid un

m
an

ageable clim
ate 

chan
ge, becom

es reality. 

In
creasin

g risk of stran
ded assets caused by 

clim
ate extrem

es in
 vuln

erable coun
tries

A
ssets m

ust be protected from
 dam

age in order to retain
 

their value ‒ the m
ere risk of poten

tial dam
age bein

g 
caused by future clim

ate extrem
es can lead to value loss. 

Such “stranded assets” are investm
ents that have becom

e 
w

orthless because they have lost value, becom
e liabili-

ties or been
 subjected to un

an
ticipated or prem

ature 

w
rite-dow

n
s. W

h
ile in

 th
e clim

ate ch
an

ge discourse 
stranded assets are m

ainly discussed w
ithin the context of 

the fossil fuel industries, assets m
ay also becom

e stranded 
due to the physical risks of sudden

 or slow
 on

set clim
ate 

events, w
hich m

ay aff ect their operations, e.g. sea level rise.
M

any low
-lyin

g coastlin
es, e.g. in

 river deltas, belon
g 

to the m
ost den

sely populated region
s on

 earth, w
hich are 

in
habited by m

ore than
 on

e billion
 people. M

ost are situ-
ated in

 A
sia an

d fall un
der the category of cities. C

oastal 
com

m
un

ities an
d urban

 areas face grow
in

g fi n
an

cial risks 
regardin

g their public an
d private in

frastructure as a re-
sult of sea level rise. T

he credit ratin
g agen

cy Stan
dard &

 
P

oor’s has an
alyzed the exposure of in

frastructure in
 ten

 
U

S coastal cities to a sea level rise of 20 cm
 by 2050. Stan

-
dard &

 P
oor’s has con

cluded that substan
tial investm

en
ts 

in
 fl ood barriers are n

eeded to avoid m
ulti-billion

 assets 
becom

in
g stran

ded due to the fl oodin
g of houses, roads, 

harbors, rail lin
es, bridges an

d other private an
d public 

in
frastructure. W

ithout addition
al protection

 m
easures, 

the an
n

ual average econ
om

ic losses resultin
g from

 a sea 
level rise of 20 cm

 w
ould am

oun
t to as m

uch as U
S$ 4.791 

billion
 for M

iam
i in

 2050. T
he w

orst-case projection
, w

ith 
sea level rise exceedin

g 20 cm
, w

ould see M
iam

i facin
g 

an
nual losses totalin

g U
S$ 228,589 m

illion
 by 2050 (Stan

-
dard &

 P
oors 2015, p. 67). W

ith
out substan

tial invest-
m

en
ts in

 com
prehen

sive clim
ate risk reduction

, coastal 
com

m
un

ities an
d cities all over the w

orld w
ill face con

-
siderable stran

ded assets, w
hich w

ill im
pact their en

tire 
in

frastructure. T
he stran

ded asset risk an
d cost w

ould be 
passed on

 to either con
sum

ers/tax payers, the public sec-
tor or investors/local ban

ks that are lookin
g to recover 

capital. T
o m

obilize th
e n

ecessary resources to sign
i-

fi can
tly reduce the risks caused by clim

ate chan
ge, an

d to 
m

ake coastal cities an
d com

m
un

ities clim
ate-resilien

t, 
high upfron

t investm
en

ts are n
eeded, w

hich again
 put an

 
extra fi n

an
cial burden

 on
 these com

m
un

ities.

In
troduction

C
lim

ate-In
d

u
ced

 E
con

om
ic R

isks 
an

d
 th

e R
elevan

ce of R
isk

 Fin
an

cin
g 

F
igu

re 1: D
irect econ

om
ic loss an

d dam
age caused by extrem

e events (1980‒2017) 
Source: M

unich R
E

 N
atC

atService online

  H
yd

rological
  M
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W
orsen

in
g capital m

arket access  
caused by clim

ate risks leadin
g to h

igh
er  

in
debtedn

ess an
d low

er in
vestm

en
t

W
orsen

in
g con

dition
s in

 term
s of access to in

tern
ation

al 
capital have becom

e an
other huge con

cern
, particularly 

for clim
ate vuln

erable coun
tries an

d SID
S. T

hey feel they 
are bein

g pen
alized by the fi

n
an

cial m
arkets for bein

g 
vuln

erable. R
esearch fin

din
gs from

 B
uhr an

d V
olz (2018) 

con
clude that for every U

S$ 10 paid in
 in

terest by these 
coun

tries, an
 addition

al dollar w
ill be spen

t due to cli-
m

ate vuln
erability. T

he study further show
s that over the 

past decade alon
e, a sam

ple of developin
g coun

tries have 
had to pay U

S$ 40 billion
 in

 addition
al in

terest paym
en

ts 
just on

 govern
m

en
t debt. E

con
om

etric m
odellin

g sug-
gests th

at clim
ate vuln

erability h
as already raised th

e 
average cost of debt in

 a sam
ple of developin

g coun
tries 

by 1.17 percen
t ‒ an

d a further in
crease is alm

ost certain
, 

given
 that the un

derlyin
g clim

ate risks w
ill in

ten
sify. A

c-
cordin

gly, it is estim
ated that clim

ate chan
ge-in

duced 
additional interest costs are set to rise to betw

een U
S$ 146 

billion
 an

d U
S$ 168 billion

 over the n
ext decade (ibid). 

R
ecogn

izin
g th

e im
p

ortan
ce of green

h
ou

se gas  
m

itigation
 an

d of resilien
ce buildin

g through adaptation
 

in
 order to m

in
im

ize clim
ate disaster risks, the credit  

ratin
g agen

cy M
oody’s has developed six in

dicators to  
assess the possible clim

ate risks of credit borrow
ers. T

hey 
in

clude the share of econ
om

ic activity that com
es from

 
coastal areas, hurrican

e an
d extrem

e w
eather dam

age as 
a share of the econ

om
y, an

d the share of hom
es in

 flood-
plain

s an
d drought-aff

ected areas. In
 2016, M

oody’s pub-
lished assessm

en
t results, sign

alin
g that sm

all islan
ds 

could h
ave G

D
P

 levels four p
ercen

t low
er by 2030  

(C
lim

ate A
n

alytics 2018) com
pared to a w

orld w
ith n

o 
m

an
-m

ade clim
ate chan

ge, w
hich w

ould im
pact these 

countries’ econom
ies as a w

hole. For exam
ple, Fiji’s recent 

credit profile w
as determ

in
ed by n

ot on
ly assessin

g exis-
tin

g debt an
d political stability, but also by in

cludin
g vul-

n
erability to clim

ate even
ts an

d gradual clim
ate chan

ge 
tren

ds (L
iban

da 2018). M
any sm

all islan
d states are al-

ready rated below
 investm

en
t grade by M

oody’s, m
akin

g 
it diffi

cult to m
ain

tain
 an

d attract n
ew

 in
vestm

en
ts,  

in
cludin

g for clim
ate risk m

an
agem

en
t an

d adaptation
.

B
ecause of the clim

ate risks they face ‒
 for w

hich 
they are n

ot respon
sible ‒ poor an

d clim
ate vuln

erable 
coun

tries have to con
ten

d w
ith low

er credit ratin
gs an

d 
are thus forced to m

ake higher in
terest paym

en
ts. T

hey 
are the on

es havin
g to cover these addition

al costs, n
ot 

C
lim

ate-in
duced econ

om
ic R

isks an
d the R

elevan
ce of R

isk Fin
an

cin
g

C
oun

tries m
ost aff

ected  
by extrem

e w
eath

er even
ts  

(1998‒2017) 
 1   

P
u

erto R
ico 

2   
H

on
duras 

3   
M

yan
m

ar 
4   

H
aiti 

5   
P

h
ilippin

es 
6   

N
icaragua 

7   
B

an
gladesh

 
8   

P
akistan

 
9   

V
ietn

am
 

10  
D

om
en

ica 
  Italics: C

ountries w
here m

ore than 90 percent  
of the losses or deaths occurred in one year or event

1‒10
11‒20

21‒50
51‒100

> 100
N

o data

th
e p

olluters, w
h

ich
 furth

er reduces th
eir fin

an
cial  

scop
e to in

vest in
 sustain

able developm
en

t. Sim
on

  
Z

adek, C
o-D

irector of the U
N

 E
nviron

m
en

t In
quiry in

to 
th

e D
esign

 of a Sustain
able F

in
an

cial System
, calls it  

“…
 blin

din
gly obvious th

ey’ll pay m
ore. W

e’ve been
 

pushin
g fi

n
an

ce to recogn
ize clim

ate chan
ge as a risk. 

N
ow

 it has resulted in
 in

creased costs to clim
ate vuln

era-
ble coun

tries” (Jackson
 2018).

Jackson
 (2018) poin

ted to the fact that clim
ate disas-

ters “can
 both cause govern

m
en

ts to spen
d m

ore than
 

they ideally should (i.e. m
ore or less as m

uch m
on

ey as 
they collect in

 tax over the lon
g term

) but can
 also reduce 

grow
th.” H

e called it a “double-w
ham

m
y eff

ect on
 credit-

w
orthiness, as debt levels increase and w

ith low
er grow

th, 
the ability to service that debt decreases” (ibid). H

e criti-
cized

 
th

at 
developin

g 
cou

n
tries 

w
ou

ld
 

be 
h

igh
ly 

disadvan
taged w

hile developed coun
tries stan

d to recei-
ve high ratin

gs on
 their bon

ds sim
ply because they are 

less vuln
erable an

d have the techn
ology, in

stitution
s an

d 
m

ean
s to rapidly recover from

 clim
ate shocks (ibid). T

he 
m

ore clim
ate chan

ge accelerates, the higher the risk of 
bein

g dow
n

graded w
ill becom

e for clim
ate vuln

erable de-
velopin

g coun
tries. E

scalatin
g clim

ate-in
duced fin

an
cial 

risks w
ill even

tu
ally erod

e th
eir ability to attract 

F
igu

re 2: W
orld M

ap of the G
lobal C

lim
ate R

isk In
dex (1998‒2017) 

Source: G
erm

anw
atch 2018
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In
strum

en
ts of C

lim
ate R

isk Fin
an

cin
g

In
 the n

arrow
 sen

se, risk fi n
an

cin
g in

strum
en

ts are cate-
gorized accordin

g to their sources an
d w

hether they are 
ex-an

te or ex-post disaster fi n
an

cin
g in

strum
en

ts (W
orld 

B
an

k 2012): E
x-an

te d
isaster fi n

an
cin

g in
stru

m
en

ts, 
like con

tin
gen

t credit lin
es, calam

ity fun
ds, catastrophe 

bon
ds or clim

ate risk in
suran

ce, require proactive advan
-

ce plan
n

in
g an

d upfron
t in

vestm
en

ts. In
 turn

, fun
ds 

w
ould be available alm

ost im
m

ediately after a disaster 
happen

ed, e.g. to support relief operation
s an

d the fi rst 
recovery phase. A

 clim
ate risk fi n

an
cin

g strategy m
ust 

take the critical tim
e dim

en
sion

 ‒ w
hen

 an
d how

 m
any 

resources w
ill be required for disaster risk reduction

, 
em

ergen
cy aid an

d resilien
t recovery ‒ in

to accoun
t.

E
x-p

ost d
isaster fi n

an
cin

g in
stru

m
en

ts, like don
or 

relief an
d rehabilitation

 assistan
ce, budget reallocation

, 
tax in

crease or conven
tion

al credits, are sources that do 
n

ot require advan
ce plan

n
in

g or upfron
t investm

en
ts. 

M
obilizin

g resources in
 such a w

ay en
tails an

 elem
en

t 
of un

certain
ty an

d takes m
ore tim

e. T
hus, these in

stru-
m

en
ts are m

ore ideally suited to the recon
struction

 phase 
an

d lon
ger-term

 recovery program
s w

ith expen
ditures 

th
at are due th

ree or m
ore m

on
th

s after th
e disaster 

takes place.
Som

e of the aforem
en

tion
ed in

strum
en

ts fall in
to 

the category of risk
 tran

sfer in
stru

m
en

ts, like clim
ate 

risk in
suran

ce w
h

ere th
e risk is tran

sferred to an
 in

-
surer, or altern

ative risk tran
sfer in

strum
en

ts, such as 

catastroph
e (cat) bon

ds an
d oth

er securitized in
stru-

m
en

ts w
here the risk is tran

sferred to capital m
arkets. In

 
any of these cases, the risk is ceded to a third party, an

d 
the sovereign

 state has to pay a prem
ium

 (in
suran

ce) or 
in

terest (cat bon
ds) to the third party for agreein

g to take 
the risk. T

he higher the risk, the higher is the price to 
tran

sfer it.
T

h
ough

 fi n
an

cin
g resilien

ce buildin
g ‒

 in
cludin

g 
clim

ate risk preven
tion

 ‒ reduction
 an

d preparedn
ess are 

the m
ost crucial investm

en
ts to reducin

g the im
pact of 

clim
ate disasters (apart from

 m
itigatin

g green
h

ouse 
gases). T

hey are not categorized as disaster risk fi nancing 
in

 the n
arrow

 sen
se: R

isk fi n
an

cin
g is thus defi n

ed as in
-

vestm
en

ts to address or com
pen

sate for residual loss an
d 

dam
age that could n

ot be preven
ted for diff eren

t reason
s. 

In
 term

s of fi n
an

cin
g resilien

ce bu
ild

in
g in

 the w
ider 

sen
se, m

ultilateral clim
ate fi n

an
ce in

strum
en

ts (in
clu-

din
g the G

reen
 C

lim
ate F

un
d (G

C
F

), the U
N

 A
daptation

 
F

un
d an

d th
e G

lobal C
lim

ate R
esilien

ce P
artn

ersh
ip 

(G
C

R
P

)) could be used, in
 addition

 to resources provided 
through bilateral assistan

ce, n
ation

al budgets an
d loan

s, 
in

cludin
g green

 bon
ds. F

igure 4 provides an
 overview

 
of risk fi n

an
cin

g in
strum

en
ts.

N
ation

al sources

In
tern

ation
al 

sources

R
isk tran

sfer to 
th

ird parties

A
n

te-d
isaster 

risk fi n
an

cin
g

C
alam

ity fun
d

/d
isaster 

reserve fun
d

B
ud

get con
tin

gen
cy

C
on

tin
gen

t debt facility

C
lim

ate risk in
suran

ce 

Sovereign
 (region

al) 
clim

ate risk p
ools

C
atastroph

e (C
at) bon

ds

P
ost-d

isaster 
risk fi n

an
cin

g

B
ud

get reallocation

T
ax in

crease

D
om

estic cred
it

D
on

or assistan
ce 

E
xtern

al cred
its &

 bon
ds

F
in

an
cin

g 
resilien

ce build
in

g

O
w

n
 bud

get lin
es/

n
ation

al fun
ds

D
om

estic cred
it

B
ilateral don

or assistan
ce

M
u

ltilateral clim
ate fun

ds

E
xtern

al cred
its &

 
(green) bon

ds

com
m

ercial capital. T
his w

ould ultim
ately in

clude n
on

-
clim

ate-related fi n
an

ce that is used to boost the econ
om

y 
an

d to invest in
 sustain

able developm
en

t (C
lim

ate A
n

a-
lytics 2018). In

 a w
orst-case scen

ario, poor, clim
ate vul-

n
erable coun

tries, particularly sm
all on

es, m
ay en

d up 
caugh

t in
 a fi n

an
cial trap an

d h
igh

ly in
debted due to 

clim
ate chan

ge, havin
g lost their already lim

ited ability 
to attract the investm

en
ts n

ecessary to overcom
e poverty. 

T
h

us, w
ith

out takin
g specific disaster risk fin

an
cin

g 
m

easures, clim
ate chan

ge m
ay put vuln

erable coun
tries 

at the ultim
ate risk of either en

din
g up as fragile states or 

becom
in

g largely depen
den

t on
 in

tern
ation

al support. 
T

o stren
gthen

 fi n
an

cial stability (see glossary) an
d to 

avoid such a detrim
en

tal dow
nw

ard spiral of in
creasin

g 
clim

ate, econ
om

ic an
d fi n

an
cial vuln

erability (see glos-
sary), com

prehen
sive clim

ate risk m
an

agem
en

t m
easu-

res n
eed to be establish

ed, an
 in

tegral part of w
h

ich 
n

eeds to be a disaster risk fi n
an

cin
g strategy. Such a stra-

tegy, accordin
g to the O

E
C

D
 R

ecom
m

en
dation

 on
 D

isas-
ter R

isk Fin
an

cin
g Strategies (2017), “should be an

chored 
in

 an
 in

tegrated fram
ew

ork of hazard iden
tifi cation

, risk 
an

d vuln
erability assessm

en
t, risk aw

aren
ess an

d educa-
tion

, risk m
an

agem
en

t, an
d disaster respon

se an
d resili-

en
t recovery”. It should con

sist of a m
ix of clim

ate risk 
fi n

an
cin

g in
strum

en
ts (see n

ext chapter), refl ectin
g an

 
approach that con

siders risk tran
sfer tools as im

portan
t 

in
strum

en
ts to reduce the econ

om
ic im

pacts of disasters, 
n

ot as a silver bullet but as an
 in

tegral com
pon

en
t, an

d 
thereby reduce the costs an

d in
crease the eff ectiven

ess of 
even

 m
ore crucial in

terven
tion

s: “T
he on

ly sustain
able 

w
ay to reduce disaster im

pacts over tim
e is th

rough 
in

vestm
en

ts in
 risk reduction

 an
d buildin

g resilien
ce 

again
st disaster risks” (O

E
C

D
 2017). C

om
preh

en
sive 

risk m
an

agem
en

t strategies in
 accordan

ce w
ith the “pre-

ven
t ‒

 reduce ‒
 absorb” m

axim
 are essen

tial to reduce 
clim

ate risks an
d vuln

erabilities, an
d to en

able clim
ate-

resilien
t sustain

able developm
en

t (for further details, see 
B

rot für die W
elt 2017, 2018). Figure 3 highlights the key 

steps in
 a com

prehen
sive risk m

an
agem

en
t approach.

C
lim

ate risk &
 

im
pact m

odellin
g &

 
m

appin
g

E
arly w

arn
in

g, 
evacuation

 an
d contin-

gen
cy plan

n
in

g, etc.
R

ehabilitation
 &

 
buildin

g back better

F
in

an
cin

g adaptation
 

an
d disaster risk reduc-

tion
; buildin

g reserves/
calam

ity fun
ds; catas-

trophe bon
ds, clim

ate 
risk in

suran
ce, em

er-
gen

cy loan
s, contin

g-
en

cy credits, etc.

P
reventin

g hazards 
from

 happen
in

g an
d 

reducin
g possible 

im
pacts (lan

d use 
plan

n
in

g, buildin
g 

codes, coastal protec-
tion

, livelihood diver-
sifi cation

, etc.)

R
isk assessm

en
t

R
isk preven

tion
 

&
 reduction

R
isk prepared

n
ess 

&
 em

ergen
cy aid

R
isk fi n

an
cin

g
R

esilien
t recovery

Sea level rise due to clim
ate chan

ge is dan
gerous in

 T
uvalu 

sin
ce the average height of the islan

ds is less than
 tw

o 
m

etres. T
he frequen

cy of tropical cyclon
es an

d kin
g tides 

is also in
creasin

g due to clim
ate chan

ge.

In
stru

m
en

ts of C
lim

ate 
R

isk
 Fin

an
cin

g

F
igu

re 3: E
lem

ents of existin
g com

prehen
sive clim

ate risk m
an

agem
ent

Source: T
hom

as H
irsch

F
igu

re 4: C
lim

ate (R
isk) F

in
an

cin
g In

strum
ents

Source: T
hom

as H
irsch
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In
strum

en
ts of C

lim
ate R

isk Fin
an

cin
g

T
hese people displaced by clim

ate chan
ge from

 Shyam
n

agar, B
an

gladesh w
ere seekin

g  
shelter from

 C
yclon

e A
ila on

 higher groun
ds. 

D
om

estic clim
ate risk fi

n
an

cin
g sources

• C
alam

ity fu
n

d
/d

isaster risk
 reserve: C

reated by the 
govern

m
en

t before a disaster happen
s, providin

g re-
sources for im

m
ediate relief an

d recovery in
 the case of 

recurren
t, low

 to m
edium

 severe disaster even
ts. E

x-
am

ples: C
alam

ity F
un

ds/P
h

ilippin
es, F

O
N

D
E

N
 ‒

M
exico’s N

ation
al D

isaster F
un

d 
• B

udget con
tin

gen
cies: Set aside by the govern

m
en

t be-
fore a disaster happen

s, servin
g as a budgetary reserve 

to com
pen

sate for losses of recurren
t, low

 to m
edium

 
severe disaster even

ts.
• B

u
d

get reallocation
, tax in

crease an
d

 d
om

estic  
cred

its are ex-post disaster sources to m
obilize additio-

n
al resources in

 the recovery an
d recon

struction
 phase; 

m
obilizin

g fin
an

ce from
 these sources usually requires 

addition
al legal steps an

d thus takes m
ore tim

e as com
-

pared w
ith ex-an

te risk fi
n

an
cin

g. T
hese in

strum
en

ts 
should be used on

ly on
ce calam

ity fun
ds an

d budget 
con

tin
gen

cies have been
 exhausted.

 

In
tern

ation
al clim

ate risk fi
n

an
cin

g  
sources 

• C
on

tin
gen

t cred
its: A

 con
tin

gen
cy loan

 or a fin
an

cial 
guaran

tee w
ill be in

itiated on
ce a disaster-related  

trigger h
as been

 breach
ed. T

h
e W

orld B
an

k G
roup  

provides such
 con

tin
gen

t credit lin
es th

rough
 th

eir  
con

tin
gen

t fin
an

cin
g program

s, allow
in

g borrow
ers  

to rapidly m
eet fi

n
an

cial requirem
en

ts in
 case of a  

m
edium

 or large-scale disaster. C
on

tin
gen

t credit lin
es 

are agreed ex an
te.

• D
on

or assistan
ce: P

ost-disaster assistan
ce provided by 

in
tern

ation
al don

ors for relief, recovery an
d recon

struc-
tion

. D
on

or assistan
ce can

 be provided in
 the form

 of 
gran

ts, con
cession

al loan
s or equity capital. T

his is an
 

im
portan

t source of risk fin
an

cin
g, particularly for poor 

coun
tries an

d in
 the afterm

ath of m
edium

 or large-scale 
disasters. H

ow
ever, these fun

ds usually require m
on

ths 
if n

ot years to be raised an
d disbursed, apart from

  
im

m
ediate support, w

hich is usually m
in

im
al.

• E
xtern

al cred
its &

 b
on

d
 issu

es: R
esources m

obilized 
on

 capital m
arkets, i.e. the m

ost expen
sive form

 of cli-
m

ate risk fin
an

cin
g, particularly in

 the case of poor an
d 

vuln
erable coun

tries w
ith low

 credit ratin
gs (see above).

 R
isk tran

sfer to th
ird parties 

• C
lim

ate risk
 in

su
ran

ce: T
ran

sfer of clim
ate risks to an

 
in

surer, guaran
teein

g a payout should a certain
 disaster 

occur; in
suran

ce prem
ium

s to be paid by the policy-
holder reflect the risk: T

he higher the probability of a 
disaster, an

d the higher the payout, the higher the pre-
m

ium
; clim

ate risk in
suran

ce can
 be param

etric (pay-
out is triggered autom

atically if a pre-defi
n

ed para- 
m

eter, for in
stan

ce extrem
e w

in
d speed, is breeched) or 

in
dem

n
ity-based. T

h
e latter en

sures a better fi
t, i.e. 

com
pen

satin
g payout (i.e. payout reflects actual loss). 

H
ow

ever, in
dem

n
ity-based payouts are com

plex an
d 

costly. C
lim

ate risk in
suran

ce can
 be an

 effi
cien

t an
d 

effective protection
 m

ech
an

ism
 again

st loss an
d  

dam
age caused by extrem

e even
ts th

at are n
ot very  

frequen
t but of an

 extrem
e m

agn
itude.

• S
overeign

 (region
al) clim

ate risk
 p

ools: M
utual risk 

in
suran

ce, in
 m

ost cases ow
n

ed by the in
sured sover-

eign
 states them

selves. R
isk poolin

g across coun
tries, 

or even
 region

s, can
 reduce in

suran
ce costs sign

ifi
- 

can
tly: T

h
e m

ore h
eterogen

eous th
e risks an

d risk 

exposures faced by the policyholders in
 an

 in
suran

ce 
pool, the low

er the costs of in
suran

ce coverage. T
hus, 

sovereign
 risk pools provide an

 eff
ective m

echan
ism

 to 
address losses from

 less frequen
t but severe disasters. 

T
he C

aribbean
 C

atastrophe R
isk In

suran
ce F

acility ‒ 
Segregated P

ortfolio C
om

pany (C
C

R
IF

-SP
C

, form
erly 

th
e C

aribbean
 C

atastroph
e R

isk In
suran

ce F
acility) 

w
as the w

orld’s first region
al risk pool to use param

etric 
in

suran
ce (sin

ce 2007), follow
ed by the Pacifi

c C
atas-

troph
e R

isk A
ssessm

en
t an

d F
in

an
cin

g In
itiative 

(P
C

R
A

F
I) (sin

ce 2013) an
d the A

frican
 R

isk C
apacity 

(A
R

C
) (sin

ce 2014) (for furth
er in

form
ation

, see  
B

rot für die W
elt 2017, p.22 f.).

• C
atastrop

h
e b

on
d

s: A
lso kn

ow
n

 as cat bon
ds. T

hese 
are capital m

arket-based, risk-lin
ked securities th

at 
tran

sfer an
 ex-an

te defi
n

ed set of risks (for in
stan

ce  
cyclon

e, flood or drought) to investors. C
at bon

ds are 
usually used for in

suran
ce securitization

 to create risk-
lin

ked securities that tran
sfer a specific set of risks from

 
an

 issuer or spon
sor to investors. In

 this w
ay, investors 

take on
 th

e risk of a specifi
ed catastroph

e or even
t  

occurrin
g in

 return
 for attractive rates of investm

en
t. 

Sh
ould a qualifyin

g catastroph
e or even

t occur, th
e 

investors w
ill lose the prin

cipal they invested an
d the 

issuer (often
 in

suran
ce or rein

suran
ce com

pan
ies, but 

also states; for in
stan

ce, th
e n

ation
al govern

m
en

t of  
M

exico or the State of F
lorida in

 the case of hurrican
es) 

w
ill receive that m

on
ey to cover their losses (for rein

- 
suran

ce, see glossary). C
atastroph

e bon
ds w

ere fi
rst  

issued in
 the 1990s after H

urrican
e A

n
drew

. 

Fin
an

cin
g resilien

ce bu
ild

in
g th

rou
gh

  
clim

ate risk
 m

an
agem

en
t an

d
 ad

ap
tation

 

• D
om

estic sources: T
o fi

n
an

ce clim
ate adaptation

 an
d 

risk reduction
, govern

m
en

ts usually create ow
n

 budget 
lin

es (e.g. for a m
in

istry for disaster m
an

agem
en

t) or set 
up n

ation
al clim

ate chan
ge fun

ds (e.g. the B
an

gladesh 
C

lim
ate C

han
ge T

rust F
un

d ‒ B
C

C
T

F
).

• B
ilateral don

or assistan
ce: G

ran
ts or con

cession
al  

loan
s, e.g. for fin

an
cin

g coastal protection
, w

ater  
con

servation
 (e.g. G

erm
an

 In
tern

ation
al C

lim
ate In

itia-
tive ‒ IC

I)
• M

ultilateral clim
ate fun

ds: G
ran

ts or con
cession

al  
loan

s (e.g. G
reen

 C
lim

ate F
un

d)

In
creasin

g w
ater scarcity en

dan
gers the existen

ce of people 
livin

g in
 U

kam
ba region

 in
 K

en
ia. 
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C
lim

ate R
isk Fin

an
cin

g  in
 the C

on
text of the In

suresilien
ce  G

lobal Partn
ership

C
lim

ate R
isk

 Fin
an

cin
g  in

 th
e C

on
text  

of th
e In

su
resilien

ce  G
lobal P

artn
ersh

ip

In
 2017, In

suR
esilien

ce’s start-up phase cam
e to an

 
en

d. T
he m

ain
 features of its m

ulti-actor partn
ership ap-

proach w
ere fin

alised, an
d the im

plem
en

tation
 started by 

testin
g an

d puttin
g in

to place th
e ideas develop

ed.  
T

estin
g approaches to the tran

sfer of kn
ow

ledge to devel-
opin

g coun
tries h

as been
 placed h

igh
 on

 th
e agen

da. 
T

his in
cludes supportin

g the creation
 of n

eeds an
alyses 

an
d cost-ben

efi
t calculation

s for clim
ate risk in

suran
ce, 

data an
alysis, risk m

odellin
g an

d risk p
oolin

g, th
e  

creation of the necessary fram
ew

ork conditions, and rais-
in

g aw
aren

ess about clim
ate risk m

an
agem

en
t, as w

ell as 
evaluatin

g lesson
s learn

t from
 clim

ate risk in
suran

ce ap-
proaches in

 con
sideration

 of their ben
efits for poor an

d 
clim

ate vuln
erable people. A

 good im
pact assessm

en
t is 

particularly im
portan

t, an
sw

erin
g question

s such
 as: 

H
ow

 m
any people are actually protected? A

re the m
ost 

vuln
erable people bein

g reached? A
n

d is their resilien
ce 

bein
g stren

gth
en

ed in
 th

e face of disaster? In
suR

esi- 
lien

ce has developed the tools n
eeded for m

on
itorin

g an
d 

evaluation, but a standardized reporting system
, covering 

all in
suran

ce system
s an

d risk pools that w
ork together 

w
ith the In

itiative, is still to be established (ibid).

G
erm

any laun
ched the In

suR
esilien

ce In
itiative at the 

2015 G
7 Sum

m
it w

ith the aim
 of sign

ifican
tly im

provin
g 

the protection
 provided by clim

ate risk in
suran

ce in
 the 

G
lobal South: B

y 2020, 400 m
illion

 addition
al poor an

d 
vuln

erable people are to be provided w
ith clim

ate risk in
-

suran
ce coverage. T

his should en
sure a fivefold in

crease 
in

 th
e n

um
ber of people w

ith
 clim

ate risk in
suran

ce 
w

ithin
 five years, w

ith the greatest poten
tial in

 Sub-Saha-
ran

 A
frica, the C

aribbean
, the South Pacifi

c an
d South 

A
sia (B

M
Z

 2015). In
 the run

-up to the establishm
en

t of 
In

suR
esilien

ce, con
sultation

s w
ere con

ducted w
ith  

poten
tial partn

er coun
tries, in

suran
ce in

itiatives an
d de-

velopm
en

t ban
ks as w

ell as w
ith the private in

suran
ce 

in
dustry an

d N
G

O
s. In

suR
esilien

ce has alw
ays argued 

that it w
ill n

ot be successful w
ithout broad participation

 
(B

rot für die W
elt 2017). B

y an
d large, clim

ate risk in
- 

suran
ce is a little-kn

ow
n

 in
strum

en
t beset w

ith m
any  

m
iscon

ception
s an

d false expectation
s, for in

stan
ce the 

expectation
 that risk in

suran
ce w

ould deliver fast ben
e-

fits to policy holders, or that in
suran

ce prem
ium

s w
ould 

be paid back if n
o dam

age occurs. It thus takes tim
e to 

in
crease un

derstan
din

g, develop targeted in
strum

en
ts 

an
d to w

iden
 protection

. In
 this con

text it is crucial to 
un

derstan
d that clim

ate risk in
suran

ce is n
ot a suitable 

risk tran
sfer in

strum
en

t either in
 the case of frequen

t  
extrem

e even
ts or in

 the case of slow
 on

set even
ts, such 

as sea level rise, desertification
 or the adverse im

pacts of 
glacier retreat (see glossary). 

A
ff

ordable access to clim
ate risk insurance has been a 

key concern of the InsuR
esilience Initiative from

 the out-
set. In

 2017, a w
orkin

g group w
as established to develop 

proposals for sm
art support. It has started to investigate 

the options that exist to m
ake clim

ate risk insurance m
ore 

accessible for poor and vulnerable countries. T
he aim

 is to 
enable countries to decide w

hich solutions are appropriate 
in

 w
hich con

text. Im
portan

t prin
ciples for this un

der- 
takin

g could in
clude avoidin

g the creation
 of depen

den
-

cies and disincentives to do less in term
s of disaster pre-

vention, w
hile underlining the exceptional nature of dis-

aster relief (ibid). Furtherm
ore, it has alw

ays been rightly 
stressed by In

suR
esilien

ce that clim
ate risk in

suran
ce  

coverage should follow
 the pro-poor principles as adopted 

by In
suR

esilien
ce to provide guidan

ce on
 design

in
g 

clim
ate risk insurance solutions that support closing the 

clim
ate protection gap of clim

ate vulnerable populations. 
T

h
ese prin

ciples in
clude com

preh
en

sive n
eeds-based  

solution
s, clien

t value, aff
ordability, accessibility, parti- 

cipation, sustainability, and an enabling environm
ent.

E
xtern

al credits an
d green

, blue an
d  

resilien
ce bon

ds 

R
esources m

obilized on
 capital m

arkets is usually the 
m

ost expen
sive form

 of fin
an

cin
g resilien

ce buildin
g.

G
reen

 bon
ds are a special category of bonds, intended to 

encourage sustainability and to support clim
ate-related or 

other types of special environm
ental projects. If certified, 

green bonds som
etim

es com
e w

ith tax incentives such as 
tax exem

ption
 an

d tax credits, m
akin

g them
 a m

ore at-
tractive investm

en
t com

pared to a com
parable taxable 

bond. T
o qualify for certified green bond status, they have 

to be verified by a third party, for in
stan

ce the C
lim

ate 
B

ond Standard B
oard (for m

ore inform
ation, see https://

w
w

w
.clim

atebonds.net/standard/governance/board).

R
esilien

ce B
on

d
s have becom

e very attractive sin
ce they 

n
ot on

ly guaran
tee m

on
ey flow

s (e.g. like cat bon
ds in

 the 
case of losses) but also guaran

tee a structural im
prove-

m
en

t in
 an

 area of resilien
ce buildin

g an
d thus low

er the 
actual risk over tim

e. C
on

crete exam
ples are the “B

lue 
F

orest R
esilien

ce B
on

d Idea” (http://w
w

w
.blueforestcon

-
servation

.com
/old4

/) or th
e fin

an
cin

g of m
arin

e re- 
silien

ce buildin
g by T

h
e N

ature C
on

servan
cy (T

N
C

)  
(https://w

w
w

.rein
suran

cen
e.w

s/sw
iss-re-backs-in

n
ovati-

ve-coral-reef-in
suran

ce-solution
/). 

T
he In

suR
esilien

ce Secretariat is also active in
 this area 

(coastal resilien
ce). 

 S
electin

g th
e op

tim
al m

ix of clim
ate risk

  
fi

n
an

cin
g in

strum
en

ts th
rough

 risk layerin
g

C
lim

ate risk layerin
g is an

 approach used to design
 risk 

fi
n

an
cin

g strategies w
ith an

 optim
ized m

ix of clim
ate 

risk fi
n

an
cin

g in
strum

en
ts. T

he m
ain

 selection
 criteria 

for risk layerin
g are th

e frequen
cy an

d th
e severity of  

disasters. U
sually a bottom

-up approach
 is suggested: 

T
h

e govern
m

en
t secures fun

ds (i.e. a calam
ity fun

d,  
budget con

tin
gen

cies) to deal w
ith relatively frequen

t but 
less severe even

ts (low
 risk

 layer). C
on

tin
gen

t credits, 
conven

tion
al credits, don

or assistan
ce an

d budget real-
location

s, com
bin

ed w
ith risk tran

sfer in
strum

en
ts, are 

m
ost appropriate to deal w

ith m
oderate, less frequen

t 
risks (m

ed
iu

m
 risk

 layer). R
isks of h

igh
 severity an

d  
very low

 frequen
cy should best be tran

sferred to third 
parties, in

cludin
g region

al in
suran

ce pools (h
igh

 risk
 

layer) (for m
ore in

form
ation

, see M
C

II 2016, W
orld B

an
k 

2012, 2017). T
o reach a com

prehen
sive risk coverage that 

en
sures cost eff

ectiven
ess, clim

ate risk fin
an

cin
g strate-

gies sh
ould sh

rew
dly com

bin
e differen

t ex-an
te an

d  
ex-post risk fi

n
an

cin
g in

strum
en

ts, as w
ell as risk pre-

ven
tion

 an
d reduction

 m
easures, to leverage their costs. 

M
ed

ium
 

frequen
cy  

m
oderate 

severity

H
igh

 
frequen

cy  
low

  
severity

L
ow

 
frequen

cy  
m

oderate to  
h

igh
 severity

V
ery low

 
frequen

cy  
very h

igh
  

severity

L
osses in

 
prop

ortion
  

to G
D

P
 in

 %

P
robability 

of occu
rren

ce 
in

 years

R
isk prevention

 
&

 reduction
 

+ retention

R
isk prevention

 
&

 reduction
 

+ risk fi
n

an
cin

g

R
isk prevention

 &
 reduction

 
+ risk tran

sfer to in
suran

ce/
rein

suran
ce m

arkets

R
isk prevention

 &
 reduction

 
+ retention

 
+ other form

s of risk tran
sfer 

(such as com
bin

ation
 ot  

n
ation

al/region
al in

suran
ce 

pools, public fi
n

an
cin

g, etc.)
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T
he C

aribbean
 coun

try H
aiti is regulary battered by  

tropical storm
s such as H

urrican
e M

atthew
 w

hich hit this 
house in

 L
es C

ayes in
 2016. 

F
igu

re 5: O
ptim

al sovereign
 disaster risk fi

n
an

cin
g accordin

g to diff
erent risk layers. 

Source: M
C

II, C
lim

ate R
isk A

daptation an
d In

surance in the C
aribbean P

roject, 2018
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th
e poor an

d vuln
erable, an

d th
eir m

icro, sm
all an

d  
m

edium
 en

terprises, at the core of the Partn
ership an

d 
stren

gth
en

 th
is asp

ect w
ith

in
 such

 a broad forum
.  

M
oreover, an

 assessm
en

t of the con
tin

ued developm
en

t 
of th

e P
artn

ersh
ip n

eeds to take an
oth

er im
p

ortan
t  

criterion
 in

to accoun
t: th

e exten
t to w

h
ich

 th
e V

20  
rem

ain
 involved.

T
h

e road ah
ead: Stren

gth
en

in
g cooperation

 
w

ith
 th

e V
20 clim

ate vuln
erable coun

tries 

B
ut to w

h
at exten

t h
as th

e In
suR

esilien
ce G

lobal 
Partn

ership already m
an

aged to operation
alize its poten

-
tial to reduce the gaps in

 protection
 by in

creasin
g clim

ate 
risk fin

an
cin

g, particularly to the ben
efit of clim

ate vul-
n

erable coun
tries? 

A
t least at the discourse level, the acceptan

ce an
d 

readin
ess to provide (tem

porary) prem
ium

 support has 
in

creased, as the discussion
 at the 2n

d In
suR

esilien
ce 

Partn
ership Forum

 in
 K

atow
ice, w

hich took place back to 
back w

ith the C
O

P
24 in

 2018, show
ed. A

part from
 buil-

din
g in

-coun
try clim

ate risk in
suran

ce kn
ow

ledge an
d 

capabilities at all levels, putting this approach into practi-
ce at a sign

ifican
t scale should be on

e of the top priorities 
in

 2019. U
n

less such steps are taken
, clim

ate risk in
su-

ran
ce w

ill rem
ain

 in
accessible for the clim

ate vuln
erable 

an
d the w

iden
in

g protection
 gap w

ill con
tinue to grow

. 
In

 term
s of govern

an
ce, it is an

 en
couragin

g sign
 for 

en
han

ced cooperation
 betw

een
 V

20 an
d G

20 coun
tries 

that the M
in

ister of Fin
an

ce of the R
epublic of the M

ar-
shall Islan

ds an
d the G

erm
an

 Parliam
en

tary State Secre-
tary to the F

ederal M
in

istry for E
con

om
ic C

ooperation
 

an
d D

evelopm
en

t co-chair the Partn
ership’s H

igh-L
evel 

C
on

sultative G
roup (H

L
C

G
). H

ow
ever, the real litm

us 
test for successful V

20-G
20 cooperation

 on
 reducin

g  
clim

ate disaster risks w
ill be w

h
eth

er it can
 produce  

con
crete results in

 term
s of reducin

g vuln
erabilities  

an
d fairly off

settin
g the clim

ate-in
duced losses an

d ex- 
tra fin

an
cial burden

s suff
ered by vuln

erable coun
tries.

A
s stated in

 the H
L

C
G

, the V
20 m

ade it clear that its 
m

em
bers n

eed to protect critical in
frastructure, in

dust-
ries an

d sm
all en

terprises as their econ
om

ic backbon
e 

again
st clim

ate chan
ge. T

o facilitate the n
ecessary pro-

tection
, th

e V
20 en

deavors to en
able private sector  

uptake of in
suran

ce in
 V

20 econ
om

ies. V
20 n

ation
al 

m
arkets, how

ever, are often
 too sm

all to be viable an
d the 

risks faced are too distin
ct to be diversified. T

hat is w
hy 

T
he tiny islan

d state K
iribati is particularly aff

ected by clim
ate chan

ge. D
ue to sea level rise, its 33 atolls are sin

kin
g.  

C
oastal erosion

 an
d coral bleachin

g further en
dan

ger the life of the islan
ds’ 95,000 in

habitan
ts. 

M
ovin

g from
 a G

7 to a G
20 risk  

in
suran

ce an
d risk fi

n
an

cin
g in

itiative
 

In
 2017, G

erm
any used its G

20 presiden
cy to place the 

issue of clim
ate resilien

ce high on
 the G

20 agen
da. O

n
 

the recom
m

en
dation

 of a study con
ducted by the W

orld 
B

an
k (2017), the In

suR
esilien

ce G
lobal Partn

ership for 
C

lim
ate an

d D
isaster R

isk Fin
an

ce an
d In

suran
ce Solu-

tion
s w

as in
itiated at the G

20 sum
m

it an
d form

ally laun
-

ched at C
O

P
22 in

 B
on

n
 in

 2017. T
he In

suR
esilien

ce G
lo-

bal Partn
ership brin

gs together govern
m

en
ts, in

tern
atio-

nal organizations, and actors from
 civil society, the private 

sector an
d academ

ia. A
ccordin

g to its un
derstan

din
g, it 

particularly builds on
 collaboration

 betw
een

 G
20 an

d 
V

20 coun
tries. T

he V
20 G

roup of Fin
an

ce M
in

isters w
as 

foun
ded in

 O
ctober 2015 to act as a high-level policy dia-

logue an
d action

 group pertain
in

g to clim
ate chan

ge an
d 

the prom
otion

 of clim
ate-resilien

t an
d low

-carbon
 deve-

lopm
en

t. D
espite its n

am
e, the V

20 G
roup n

ow
 span

s 
over 48 coun

tries an
d represen

ts over on
e billion

 people.
 C

om
pared to th

e 2015 in
itiative, th

e In
suR

esilien
ce  

G
lobal Partn

ership is broader in
 its scope:

• F
ocusin

g on
 diff

eren
t clim

ate risk fin
an

cin
g solution

s, 
in

cludin
g but n

ot lim
ited to in

suran
ce

• H
as n

o quan
tifi

ed targets (e.g. 400 m
illion

 p
eople  

addition
ally in

sured by 2020), an
d run

s in
defi

n
itely,  

i.e. beyon
d 2020. 

T
he G

erm
an

 govern
m

en
t, how

ever, still sticks to the 
form

er ben
chm

ark of providin
g clim

ate risk in
suran

ce 
coverage to 400 m

illion
 addition

al people by 2020.

T
h

ere are m
ore diff

eren
ces to th

e in
itial G

7 In
su- 

R
esilien

ce strategy. W
hereas from

 a developm
en

t coope-
ration

 perspective, the G
7 is view

ed as a don
or com

m
un

i-
ty w

ith a lon
g tradition

 of an
d vast com

m
itm

en
t to in

ter-
n

ation
al developm

en
t an

d clim
ate fin

an
cin

g, this is n
ot 

the case w
ith the G

20. In
 this respect, the In

suR
esilien

ce 
approach can

n
ot sim

ply be tran
sferred; it n

eeds to be 
em

bedded w
ith

in
 a broader con

text. T
h

e approach
 to 

buildin
g region

al risk pools, w
ith the aim

 of fin
din

g w
ays 

to reduce the cost of risk fin
an

cin
g, is on

e of the features 
that has gained in relevance. It presents an approach that 
could also be applied to South-South cooperation

 an
d to 

national initiatives in populous countries that face highly 
heterogen

eous risk structures, such as In
dia or C

hin
a.

T
h

e m
u

lti-stakeh
old

er ap
p

roach
 of th

e In
su

- 
R

esilien
ce G

lobal Partn
ership brin

gs together diff
eren

t 
actors w

ith partially divergen
t in

terests, such as stakehol-
ders from

 m
ultilateral developm

en
t ban

ks, govern
m

en
ts 

from
 in

dustrialized an
d developin

g coun
tries, an

d actors 
from

 the hum
an

itarian
 aid an

d developm
en

t cooperati-
on

 sectors, academ
ia an

d the in
suran

ce in
dustry. T

he  
level of coordin

ation
 that this involves is very high an

d 
the diffi

cult n
egotiation

s that led to the form
ation

 of the  
In

suR
esilien

ce G
lobal Partn

ership illustrate how
 chal-

len
gin

g it is to agree on
 a coheren

t approach, w
ith com

-
m

on
 ow

n
ersh

ip of all actors involved. It th
erefore re-

m
ain

s to be seen
 how

 w
ell the approach can

 be im
ple-

m
en

ted. From
 the perspective of the vuln

erable states, 
the crucial question

 is w
hether the Partn

ership can
 pro-

vide them
 w

ith added value. In
 fact, the success of the 

In
suR

esilien
ce In

itiative w
ill be m

easured on
 w

hether it 
is able to place the prim

acy of clim
ate risk in

suran
ce for 

th
e V

20 is curren
tly developin

g th
e Sustain

able In
su-

ran
ce Facility (SIF

). T
he SIF, align

in
g w

ith the objectives 
of the Partn

ership, is envision
ed as a V

20-in
itiated tech-

n
ical assistan

ce facility that en
ables coun

try-level in
su-

ran
ce solution

s aim
ed at m

edium
 an

d sm
all en

terprises 
for the fin

an
cial protection

 of key econ
om

ic sectors an
d, 

in
 particular, their value chain

s. A
 secon

d objective w
ill 

be th
e de-riskin

g of investm
en

ts in
 ren

ew
able en

ergy  
an

d fin
an

cial protection
.

O
ver tim

e, the SIF
 w

ould ideally substantiate the gra-
dual build-up of region

al risk tran
sfer solution

s that con
-

n
ect several, coun

try-led in
itiatives across V

20 econ
o-

m
ies, allow

in
g poolin

g across diff
eren

t geographical are-
as an

d addressin
g the com

m
on

 m
arket con

strain
ts an

d 
barriers the V

20 face. F
urtherm

ore, the V
20 stron

gly be-
lieve that there is a n

eed to n
ot on

ly com
e up w

ith a broa-
der ran

ge of fin
an

ce in
strum

en
ts, but to also ‒ w

ith in
n

o-
vative lin

kages betw
een

 existin
g fin

an
cial in

strum
en

ts ‒ 
build the m

ost cost-eff
ective, com

plem
en

tary solution
s 

that provide resilience dividends. O
ver tim

e, such shaped 
clim

ate an
d disaster risk fi

n
an

cin
g architecture should 

develop in
to a w

ider agen
da of econ

om
ic resilien

ce an
d 

fin
an

cial stability in
 the face of clim

ate chan
ge. 

T
he laun

ch of the In
suR

esilien
ce Investm

en
t F

un
d 

(IIF
) an

d the Solution
s F

un
d (ISF

), both in
itiated by G

er-
m

any un
der the auspices of In

suR
esilien

ce an
d design

ed 
to be in

strum
en

tal for the developm
en

t of clim
ate risk 

in
suran

ce products, are steps tow
ards th

at en
d (for 

further in
form

ation
, see https://w

w
w

.in
suresilien

ce-solu-
tion

s-fun
d.org/en

 an
d h

ttp://w
w

w
.in

suresilien
ceinvest-

m
en

t.fun
d). H

ow
ever, n

ot on
ly is clim

ate risk in
suran

ce 
n

o silver bullet, the products an
d region

al risk pools cur-
ren

tly operatin
g have yet to succeed in

 m
assively scalin

g 
up their protection

 shields for clim
ate vuln

erable people. 
For in

stan
ce, accordin

g to its first evaluation
, the A

frican
 

region
al risk pool, A

frican
 R

isk C
apacity (A

R
C

), foun
ded 

in
 2012 an

d operation
al sin

ce 2014, is strugglin
g to m

ain
-

tain
 ‒

 let alon
e sign

ifi
can

tly en
h

an
ce ‒

 its protection
 

shield (E
-Pact 2017). A

ggressive steps are thus n
eeded to 

en
sure In

suR
esilien

ce m
eets its objectives, n

am
ely of 

“closin
g the protection

 gap an
d in

creasin
g the resilien

ce 
of poor an

d vuln
erable people again

st clim
ate risks an

d 
disasters”, as join

tly stated by the co-chairs of the H
igh-

level C
on

sultative G
roup of the Partn

ership at its 2n
d  

forum
 in

 K
atow

ice (see https://w
w

w
.in

suresilien
ce.org/

secon
d-in

suresilien
ce-partn

ersh
ip

-forum
-in

-katow
ice-

pavin
g-the-w

ay-to-eff
ective-risk-fin

an
cin

g-solution
s/).

C
lim

ate R
isk Fin

an
cin

g  in
 the C

on
text of the In

suresilien
ce  G

lobal Partn
ership
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T
he rem

ain
in

g C
lim

ate P
rotection

 G
aps

C
lim

ate-in
duced droughts en

dager the livelihood of people an
d an

im
als especially in

 Sub-Saharan
 A

frica.  
C

on
sequen

tly, con
fl

icts an
d m

igration
 are risin

g.  

T
h

e R
em

ain
in

g C
lim

ate  
P

rotection
 G

ap
s

T
o w

hat exten
t are the clim

ate disaster risk fin
an

cin
g in

-
strum

en
ts put forth in

 this paper suitable for closin
g the 

protection
 gaps ‒ an

d w
hat are the m

ain
 challen

ges? T
o 

an
sw

er th
ese question

s, w
e m

ust reexam
in

e th
e m

ain
  

socio-econ
om

ic risk dim
en

sion
s related to clim

ate  
disasters.
 T

h
e m

ain
 ch

allen
ges in

 off
settin

g th
e  

econ
om

ic loss an
d

 d
am

age associated
  

w
ith

 clim
ate even

ts

C
lim

ate risk in
suran

ce has becom
e the m

ost prom
oted 

in
strum

en
t for the tran

sfer of clim
ate extrem

e even
t risk, 

particularly due to In
suR

esilien
ce. C

lim
ate risk in

su-
ran

ce is an
 im

portan
t in

strum
en

t, yet it rem
ain

s un
-

kn
ow

n
 in

 m
an

y clim
ate vuln

erable coun
tries. It m

ay 
have the poten

tial to avoid hum
an

itarian
 disasters in

 the 
afterm

ath of a clim
ate-related extrem

e even
t by distribu-

tin
g the burden

 across m
any shoulders, an

d if access an
d 

aff
ordability are en

sured, it m
ight even

 be the m
ost effi

ci-
en

t in
strum

en
t to h

elp th
e poor recover quickly from

  
an

 extrem
e even

t. C
lim

ate risk in
suran

ce essen
tially has 

tw
o im

m
an

en
t lim

itation
s th

at restrict its coverage 
again

st clim
ate risks:

A
ff

ord
ab

ility of clim
ate risk

 in
su

ran
ce for th

e m
ost 

vu
ln

erable is n
ot en

su
red

 an
d

 w
ill b

ecom
e even

 m
ore 

lim
ited

 if th
e frequ

en
cy an

d
/or m

agn
itu

d
e of clim

ate 
d

isasters fu
rth

er in
crease, as forecasted

. T
h

ere are a 
n

u
m

b
er of op

tion
s to exten

d
 afford

ab
ility an

d
 co

-
verage. T

h
ese th

ree are cu
rren

tly th
e m

ost p
rom

isin
g:

• R
educin

g in
suran

ce prem
ium

 prices by bun
dlin

g m
ore 

d
iversifi

ed
, large risk

 p
ools, preferably across a large 

an
d diverse geographical area an

d in
cludin

g as m
any 

diff
eren

t policyholders as possible. A
ccordin

g to a re-
cen

t W
orld B

an
k Study (2017), the form

ation
 of a broad 

risk pool that in
cludes aroun

d 90 low
- to m

iddle-in
-

com
e coun

tries from
 A

sia, E
urope, L

atin
 A

m
erica an

d 
the Pacific could reduce costs by up to 50 percen

t com
-

pared to region
al risk poolin

g. 
• P

rem
iu

m
 su

pp
ort provided by in

tern
ation

al don
ors ‒ 

or, better yet, by the m
ain

 G
H

G
 polluters ‒ is a prere-

quisite to m
assively scalin

g up in
suran

ce in
 the m

ost 
vuln

erable coun
tries, as the experien

ce gain
ed from

 the 
fi

rst region
al risk pools (e.g. A

R
C

) show
s. T

he In
su- 

R
esilien

ce G
lobal Partn

ership, am
on

gst others, should 
take steps to fun

d in
suran

ce prem
ium

s for the poor to 

close the protection
 gap. T

his w
ould also be a first im

-
portan

t step to fulfillin
g hum

an
 rights obligation

s an
d 

to pavin
g the w

ay for the in
troduction

 of the polluter 
pays prin

ciple in
to clim

ate risk fin
an

cin
g.

• B
etter lin

k
in

g of social p
rotection

 w
ith

 clim
ate resi-

lien
ce bu

ild
in

g: A
daptive an

d tran
sform

ative social 
protection

 system
s, w

ith
 th

e support of clim
ate risk  

fin
an

cin
g m

echan
ism

s (e.g. in
tern

ation
al don

or assis-
tan

ce, clim
ate risk in

suran
ce, con

tin
gen

t debt facility), 
could m

obilize several syn
ergies that exist betw

een
 so-

cial protection
 an

d risk m
an

agem
en

t if th
ey en

able 
coun

ter-cyclical social expen
diture to stabilize th

e  
socio-econ

om
ic situation

 in
 tim

es of disaster. 

C
lim

ate risk
 in

su
ran

ce is also lim
ited

 to th
e h

ed
gin

g of 
rare bu

t very seriou
s even

ts th
at cau

se h
igh

 levels of  
d

am
age. It is n

eith
er su

itable for in
su

ran
ce again

st  
frequ

en
tly recu

rrin
g d

am
age n

or as coverage again
st 

grad
u

al d
am

age, su
ch

 as th
at cau

sed
 by sea level rise. 

T
he m

ore frequen
tly extrem

e even
ts occur, the m

ore da-
m

age w
ill be caused by less extrem

e but highly recurren
t 

even
ts ‒ as w

ell as by sea level rise ‒ an
d the larger that 

specific area of the protection
 gap that can

n
ot be closed 

by risk in
suran

ce w
ill becom

e due to the in
strum

en
t’s im

-
m

an
en

t lim
itation

s. If clim
ate chan

ge con
tin

ues un
aba-

ted, the eff
orts an

d fun
din

g curren
tly com

m
itted to in

su-
ran

ce also run
s the risk of bein

g lost. D
ue to the inverse 

relation
sh

ip betw
een

 green
h

ouse gas em
ission

s an
d  

in
surability, m

itigation
 action

 m
ust be scaled up sign

ifi-
can

tly to m
ain

tain
 the feasibility an

d poten
tial of in

su-
ran

ce solution
s. In

 addition
, the use an

d ben
efit of com

-
bin

in
g in

suran
ce w

ith other risk fi
n

an
cin

g approaches 
previously discussed in

 th
is paper sh

ould con
tin

ue to 
fi

n
d equal con

sideration
 an

d n
ot be n

eglected to th
e  

ben
efit of curren

tly popular risk tran
sfer in

strum
en

ts.

T
h

e m
ain

 ch
allen

ges to avoidin
g stran

ded
  

assets as a result of clim
ate extrem

es

T
he on

ly w
ay to preven

t public an
d private in

frastructure 
in

 zon
es w

ith high risk exposure, such as low
-lyin

g coast-
lin

es, becom
in

g stran
ded assets due to the physical risks 

of sudden
 an

d slow
 on

set even
ts (e.g. sea level rise) are 

m
assive in

vestm
en

ts in
 risk

 p
reven

tion
 an

d
 red

u
ction

 
(e.g. flood barriers) com

bin
ed w

ith fast an
d deep G

H
G

 
em

ission
 cuts as dem

an
ded by the IP

C
C

 (2018). SID
S,  

as w
ell as coastal com

m
un

ities an
d cities in

 oth
er 

vuln
erable developin

g coun
tries, are facin

g large-scale 
stran

ded assets that w
ill im

pact their en
tire in

frastruc-
ture. M

obilizin
g the resources to en

able resilien
ce w

ill 
overburden

 these states if they are left either alon
e or  

solely dep
en

den
t on

 regular capital m
arkets. T

h
ese  

n
ation

s require fin
an

cial support to build their resilien
ce 

at scales that far exceed the curren
t clim

ate fin
an

ce levels 
(A

C
T

 2018). T
his is an issue that m

ust be addressed w
hen

 
design

in
g the future clim

ate fin
an

cin
g architecture.

T
h

e m
ain

 ch
allen

ges to avoidin
g  

w
orsen

in
g capital m

arket access as a  
result of clim

ate risks

It is a fact that clim
ate vuln

erable coun
tries already pay 

sign
ifican

tly higher in
terest rates solely because they are 

clim
ate vuln

erable, an
d th

at th
e projected in

crease in
  

severe floodin
g an

d disastrous cyclon
es m

ay furth
er  

w
orsen

 their credit ratin
g by an

 average of 20 percen
t ac-

cordin
g to sim

ulated m
odels (B

uhr/V
olz et al. 2018). T

his 
further pen

alizes these coun
tries an

d deprives them
 of 

fair con
dition

s in
 accessin

g capital m
arkets in

 order to 
fi

n
an

ce low
 carbon

, clim
ate-resilien

t, sustain
able de- 

velopm
en

t pathw
ays. N

ot on
ly do these coun

tries suff
er 

disproportion
ally from

 econ
om

ic loss an
d dam

age due to 

clim
ate chan

ge, w
hich they bear n

o respon
sibility for, 

they also have to pay higher in
terest rates because of the 

accelerated clim
ate risks they m

ay face in
 future, w

hich 
they also have played n

o part in
 causin

g. T
his m

arket lo-
gic leads to a p

erp
etu

ated
 d

iscrim
in

ation
 th

at n
eed

s to 
b

e ad
d

ressed
 by the in

tern
ation

al com
m

un
ity th

rou
gh

 
n

ew
 risk

 fi
n

an
cin

g app
roach

es aim
ed at com

pen
satin

g 
for this un

fair discrim
in

ation
. T

herefore, it is an
other 

im
portan

t issue to be addressed by: 
• th

e U
N

F
C

C
C

, p
articu

larly th
e In

tern
ation

al W
arsaw

 
M

ech
an

ism
 (W

IM
) in

 its discussion
s on

 com
prehen

-
sive risk m

an
agem

en
t an

d on
 en

han
cem

en
t of fi

n
an

-
cial support to address loss an

d dam
age,

• th
e con

su
ltation

s of th
e G

20 an
d

 V
20 on

 collaboration
 

an
d facilitation

 of support in
 addressin

g clim
ate risks, 

w
hich disproportion

ally – an
d through n

o fault of their 
ow

n
 – aff

ect V
20 coun

tries,
• m

u
ltilateral d

evelop
m

en
t ban

k
s an

d oth
er relevan

t 
stakeholders in

 the in
tern

ation
al fin

an
ce system

 in
 the 

con
text of design

in
g eff

ective an
d effi

cien
t clim

ate risk 
fin

an
cin

g strategies, in
strum

en
ts an

d facilities, an
d

• n
ation

al p
olitical d

ecision
 m

ak
ers an

d
 stakeh

old
ers 

from
 civil society an

d the busin
ess sector to overcom

e 
w

idely spread in
suran

ce illiteracy an
d to fi

n
d n

atio-
n

ally appropriate an
d fair solution

s.
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C
on

cludin
g P

olicy R
ecom

m
en

dation
s

C
on

clu
d

in
g P

olicy  
R

ecom
m

en
d

ation
s

A
dequate clim

ate risk fi
n

an
cin

g is an
 in

tegral part of  
developin

g clim
ate risk m

an
agem

en
t strategies for vul-

n
erable developin

g coun
tries. It is vital th

at th
ey be  

operation
alized eff

ectively an
d effi

cien
tly. F

in
ally, it is 

key to address, m
in

im
ize an

d off
set clim

ate-in
duced  

econ
om

ic loss an
d dam

age. 
R

isk fi
n

an
cin

g has to be provided un
der fair term

s 
an

d w
ith a view

 to avoidin
g any discrim

in
ation

 or pen
ali-

zation
 of a state an

d its ability to access fun
ds that w

ould 
off

er it protection
 again

st clim
ate risks for the sole reason

 
that the state is clim

ate vuln
erable due to reason

s beyon
d 

its con
trol. T

his relates to the protection
 of clim

ate vul-
n

erable coun
tries, com

m
un

ities an
d people again

st:
• clim

ate-in
duced loss an

d dam
age leadin

g to reduced 
econ

om
ic developm

en
t an

d low
ered adaptive capacity;

• in
creasin

g risks of stran
ded assets caused by clim

ate 
extrem

es in
 vuln

erable coun
tries;

• an
d w

orsen
in

g capital m
arket access caused by clim

ate 
risks leadin

g to h
igh

er in
debtedn

ess an
d low

er in
- 

vestm
en

t.

So far there has been
 n

o com
m

itm
en

t by in
dustria-

lized coun
tries an

d other m
ajor polluters to provide any 

fin
an

ce to com
pen

sate for loss an
d dam

age occurrin
g in

 
poor an

d vuln
erable coun

tries as is already the case for 
m

itigation
 an

d adaptation
. 

D
espite eff

orts m
ade to provide clim

ate risk fi
n

an
-

cin
g on

 a volun
tary basis, such

 as th
e In

suR
esilien

ce  
G

lobal P
artn

ersh
ip an

d in
itiatives un

dertaken
 by th

e 
V

20, the protection
 gap rem

ain
s sign

ifican
t an

d is likely 
to w

iden
 even

 further in
 future due to on

goin
g global 

w
arm

in
g. 

T
hus, B

read for the W
orld puts forw

ard the follow
in

g  
policy recom

m
en

dation
s:

1. T
h

e m
obilization

 an
d provision

 of clim
ate risk fi

n
an

-
cin

g in
 th

e con
text of com

p
reh

en
sive clim

ate risk
  

m
an

agem
en

t ap
p

roach
es is a cru

cial p
rerequ

isite to 
closin

g th
e clim

ate protection
 gap for vuln

erable p
eop

-
le an

d
 cou

n
tries. T

hus, it should be given
 sign

ifi
can

tly 
higher priority in

 in
tern

ation
al policy forum

s, b
ecom

in
g 

a p
erm

an
en

t agen
d

a item
, for in

stan
ce at C

O
P

s, G
20 

su
m

m
its an

d
 regu

lar m
eetin

gs h
eld

 by m
u

ltilateral  
d

evelop
m

en
t ban

ks.
2. In

 ligh
t of in

su
ffi

cien
t global m

itigation
 eff

orts, th
e 

in
ad

equ
ate p

rovision
 of clim

ate fi
n

an
ce to h

elp
 cou

n
-

tries ad
ap

t to th
e eff

ects of clim
ate ch

an
ge, an

d
 th

e 
com

p
lete lack

 of fu
n

d
in

g to com
p

en
sate for loss an

d
 

d
am

age, a n
ew

 fu
n

d
 to com

p
en

sate for loss an
d

 d
am

a-
ge n

eed
s to b

e establish
ed

. T
his fun

d is required to sup-
port disaster risk fi

n
an

cin
g an

d off
set clim

ate-in
duced 

loss an
d dam

age, an
d should be m

obilized based on
 the 

polluter pays prin
ciple. A

s m
an

dated at C
O

P
22 in

 2016 in
 

M
arrakesh (4/C

P.22 paragraphs 2(f) an
d (g)), a techn

ical 
paper detailin

g possible sources of fi
n

an
cial support ai-

m
ed at addressin

g loss an
d dam

age shall be prepared by 
the U

N
F

C
C

C
 Secretariat. It shall serve as an

 in
put to the 

review
 of the W

IM
 in

 2019. T
he W

IM
’s E

xecutive C
om

-
m

ittee is to assist th
e Secretariat in

 determ
in

in
g th

e 
scope of the techn

ical paper that shall be available to  
Parties by Jun

e 2019. A
t the eighth m

eetin
g of the W

IM
’s 

E
xecutive C

om
m

ittee, its m
em

bers agreed on
 the term

s 
of referen

ce for the techn
ical paper as w

ell as on
 an

 out-
lin

e. O
bservers criticized that in

dustrialized coun
tries 

blocked a decision to include an assessm
ent of how

 m
uch 

fi
n

an
ce is n

eeded as w
ell as to establish n

ew
 an

d addi- 
tion

al sources for such
 a fun

d ‒
 th

ough
 th

e so-called 
Suva E

xpert D
ialogue in

 2018 m
ade clear that fin

an
ce is  

a crucial issue. T
he assessm

en
t that has n

ow
 been

 agreed 
up

on
 w

ill th
us on

ly en
tail an

 assessm
en

t of already  
existin

g fun
ds. 

A
s th

is paper sh
ow

s, th
e existin

g in
strum

en
ts are  

in
suffi

cien
t to close the protection

 gap as required. E
ff

ec-
tive an

d effi
cien

t risk fi
n

an
cin

g an
d th

e off
settin

g of  
clim

ate-in
duced loss an

d dam
age requires n

ew
 fun

ds 
that are provided to the clim

ate vuln
erable in

 a w
ay that 

delivers clim
ate justice an

d that is sourced in
 lin

e w
ith 

the polluter pays prin
ciple. It is therefore of the utm

ost 
urgen

cy th
at th

e com
m

u
n

ity of states, an
d

 esp
ecially 

th
e P

arties to th
e P

aris A
greem

en
t an

d
 th

e E
xecu

tive 
C

om
m

ittee of th
e W

arsaw
 In

tern
ation

al M
ech

an
ism

, 
d

evelop
 op

tion
s to m

obilize th
ese fu

n
d

s in
 2019 w

ith  
a clear outcom

e adopted by C
O

P
25.

3. 
C

lim
ate vu

ln
erab

le cou
n

tries sh
ou

ld
 estab

lish
  

clim
ate risk

 fi
n

an
cin

g strategies, bein
g in

form
ed by the 

O
E

C
D

 R
ecom

m
en

d
ation

 on
 D

isaster R
isk

 F
in

an
cin

g 
Strategies (2017):
• that eff

ectively m
an

age the fin
an

cial im
pacts of clim

ate 
disasters,

• that form
 an

 in
tegral part of clim

ate risk m
an

agem
en

t 
strategies,

• that are eff
ectively aligned w

ith national adaptation plan- 
ning, sustainable developm

ent planning and budgeting,
• th

at build on
 a soun

d m
ulti-h

azard risk assessm
en

t  
(for hazard an

d risk assessm
en

t, see glossary),

In
 order for any disaster risk fin

an
cin

g strategy to be suc-
cessful, it is key that it m

itigates the risk of a state’s credit 
ratin

g bein
g dow

n
graded due to its level of exposure to 

clim
ate ch

an
ge risks. T

h
e W

arsaw
 In

tern
ation

al M
e-

ch
an

ism
, m

ultilateral clim
ate fun

ds an
d oth

er relevan
t 

stak
eh

old
ers, in

 coop
eration

 w
ith

 V
20, sh

ou
ld

 th
ere-

fore d
esign

 n
ew

 h
ed

gin
g in

stru
m

en
ts for d

evelop
in

g 
cou

n
tries to m

itigate clim
ate risk

s w
h

en
 issu

in
g 

b
on

d
s. A

t n
ation

al level, su
ch

 ap
p

roach
es sh

ou
ld

 b
e 

back
ed

 by th
e d

esign
 an

d
 im

p
lem

en
tation

 of clim
ate 

risk
 m

an
agem

en
t strategies th

at are resp
on

sive to 
id

en
tifi

ed
 clim

ate ch
an

ge im
p

acts an
d

 th
at en

h
an

ce  
resilien

ce. In
 order for them

 to be operation
al, they n

eed 
to be w

ell capitalized an
d m

an
aged sustain

ably. F
urther-

m
ore, m

ain
stream

in
g an

d in
corporatin

g clim
ate chan

ge 
risk in

to developm
en

t plan
n

in
g an

d budgetin
g processes 

is key to ach
ievin

g resilien
ce an

d attain
in

g a soun
d  

credit ratin
g (Jackson

 2018).
W

hat options are available to off
er clim

ate vulnerable 
coun

tries access to the n
ecessary fin

an
cial m

ean
s to im

-
plem

ent their disaster risk financing strategies? It is clear 
that dyn

am
ic access to in

n
ovative fin

an
cin

g for a socio-
econ

om
ic tran

sform
ation

 tow
ards clim

ate-resilien
t, low

 
carbon

 developm
en

t is required w
hile avoidin

g further 
in

debtedn
ess. In

n
ovative fi

n
an

cin
g im

plies accessibili-
ty, predictability an

d th
at fi

n
an

cin
g con

dition
s are fair 

in
 th

e sen
se th

at th
ey do n

ot b
ear th

e risk of furth
er in

-
d

ebted
n

ess cau
sed

 by th
e im

p
acts of clim

ate ch
an

ge. 
Furtherm

ore, innovative financing options should incen-
tivize tran

sp
aren

cy of action
 as w

ell as support stron
g 

ow
n

ersh
ip an

d in
ten

se collab
oration

 betw
een

 vuln
er-

able countries and the financing partner institutions. 
C

on
tin

gen
t d

ebt facilities are con
tin

gen
t fin

an
cin

g 
program

s th
at are usually off

ered by m
ultilateral de- 

velopm
ent banks. T

hey allow
 for concessional debt based 

on
 loan

s that are exten
ded on

 term
s substan

tially m
ore 

gen
erous than

 m
arket loan

s an
d, as previously m

en
ti-

on
ed, are already a typical disaster risk fin

an
cin

g in
stru-

m
en

t. H
ow

ever, it is im
portan

t to fu
rth

er im
p

rove su
ch

 
facilities by b

etter align
in

g in
cen

tives on
 th

e d
esign

 
an

d
 im

p
lem

en
tation

 sid
e: If disaster strikes, con

tin
gen

t 
credit lin

es are usually provided by m
ultilateral ban

ks, 
such

 as th
e W

orld B
an

k, to vuln
erable coun

tries as a 
m

ain
 fi

n
an

cial source to recover from
 the shock. T

hese 
loan

s are con
cession

al, i.e. provided below
 m

arket rates, 
but lin

ked to a sovereign
 debt guaran

tee provided by the 
borrow

in
g coun

try, m
ean

in
g that the repaym

en
t is gua-

ran
teed. C

oun
tries w

ill thus be further in
debted w

hen
 

N
ew

 O
p

tion
s to C

lose th
e  

C
lim

ate P
rotection

 G
apaccessin

g these credit lin
es in

 order to recover from
 cli-

m
ate-in

duced losses an
d dam

ages. H
igh

er in
debted- 

n
ess, in

 turn
, w

ill n
egatively aff

ect the coun
try’s credit  

ratin
g an

d w
ith it its access to fin

an
ce, thus lim

itin
g its 

lon
g-term

 ability to invest in
 a clim

ate-resilien
t, low

 car-
bon future. T

he negative eff
ects of contingent debt facili-

ties could be alleviated if th
e sovereign

 d
ebt gu

aran
tee 

com
p

on
en

t w
ere to b

e reduced or susp
en

ded. 
A

 n
ew

 an
d in

n
ovative in

strum
en

t based on
 this ap-

proach of resilien
t debt m

an
agem

en
t could be a con

tin
-

gen
t m

u
ltilateral d

ebt facility p
rovid

in
g con

vertible 
con

cession
al fin

an
ce (C

C
F

). T
h

e provision
 of C

C
F

 
w

ould require the align
m

en
t of in

cen
tives in

 the design
 

ph
ase an

d th
e im

plem
en

tation
 ph

ase, i.e. it w
ould be 

con
tin

gen
t on

 usin
g the fin

an
ce provided for ex-an

te ag-
reed disaster risk m

an
agem

en
t m

easures that eff
ectively 

reduce risks an
d address dam

ages. R
isk fin

an
cin

g in
 the 

form
 of C

C
F

 w
ould con

sist of highly con
cession

al con
-

vertible debt in
strum

en
ts an

d gran
t-to-con

cession
al 

debt, w
orkin

g w
ith the follow

in
g in

cen
tive: T

o build resi-
lien

ce again
st high clim

ate risks, this step should first be 
supported by gran

ts. If successful, the support could be 
converted in

to pre-approved con
cession

al debt term
s. 

Should a project fin
an

ced by con
cession

al debt fail (sub-
ject to ex an

te agreed in
dicators for success an

d failure), 
the debt should be converted in

to a gran
t. Such an

 ap
-

proach
 w

ould h
elp overcom

e th
e dan

gerous spiral of  
w

orsen
in

g credit ratin
gs, risin

g in
debtedn

ess an
d m

ore 
stran

ded assets caused by clim
ate chan

ge. It w
ould en

ab-
le clim

ate vuln
erable coun

tries to m
obilize risk capital for 

investm
en

t in
to resilien

ce buildin
g an

d higher clim
ate 

am
bition

. It w
ould ben

efit clim
ate vuln

erable com
m

un
i-

ties an
d people, an

d it w
ould factor solidarity an

d justice 
in

to clim
ate risk fi

n
an

cin
g by off

settin
g econ

om
ic loss 

an
d dam

age caused by clim
ate extrem

es. It w
ould pro-

m
ote socio-econ

om
ic an

d fi
n

an
cial in

clusion
 as w

ell as  
clim

ate resilien
ce. F

in
ally, it w

ould be a n
ew

 h
edgin

g 
strategy of global com

m
on

 in
terest that helps to stabilize 

the international financial and econom
ic system

s against 
clim

ate-in
duced disasters, w

h
ich

 w
ill occur m

ore fre- 
quen

tly an
d on

 a larger scale in
 future. 

H
ow

ever, n
ew

 fi
n

an
ce is requ

ired
 to capitalize a 

con
tin

gen
t m

ultilateral debt facility that provides conver-
tible con

cession
al fin

an
ce for clim

ate disaster risk fin
an

-
cin

g an
d resilien

ce buildin
g, an

d th
at off

sets clim
ate  

in
duced loss an

d dam
age. T

hus, h
ow

 th
e facility cou

ld
 

b
e p

rovid
ed

 w
ith

 ad
equ

ate fu
n

d
in

g is a k
ey issu

e th
at 

n
eed

s to b
e ad

d
ressed

 w
ith

 u
rgen

cy.

N
ew

 O
ption

s to close the C
lim

ate P
rotection

 G
ap
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• that en
sure broad participation

, cooperation
 an

d coor-
din

ation
 across relevan

t public an
d private sectors,  

in
cludin

g civil society an
d the m

ost vuln
erable,

• that provide the resources necessary to ensure suffi
cient 

institutional capacity and expertise for the assessm
ent 

of disaster risks and diff
erent risk financing options,

• that assess an
d disclose the appropriate levels of risk  

reten
tion

 an
d risk tran

sfer, takin
g in

to accoun
t specific 

vuln
erabilities an

d capabilities,
• that prom

ote participatory an
d com

prehen
sive risk as-

sessm
en

t processes,
• that take in

to accoun
t both the direct an

d in
direct im

-
pacts, evaluatin

g both n
orm

al an
d extrem

e scen
arios, 

an
ticipatin

g sign
ifi

can
t future chan

ges due to global 
w

arm
in

g,
• that raise the aw

aren
ess of in

dividuals, busin
esses an

d 
subn

ation
al govern

m
en

ts con
cern

in
g disaster risks an

d 
their fi

n
an

cial im
plication

s, protection
 schem

es an
d 

their ow
n

 respon
sibility for m

an
agin

g those risks,
• that im

plem
en

t an
 en

ablin
g fin

an
cial sector an

d regu-
latory fram

ew
ork,

• that en
sure the n

ecessary plan
s, processes an

d operati-
on

al capacity are in
 place to provide tim

ely an
d fair 

paym
en

t of claim
s resultin

g from
 disasters,

• that evaluate the availability an
d aff

ordability of risk 
tran

sfer tools an
d put them

 in
to practice, w

here appro-
priate,

• that evaluate the availability an
d aff

ordability of n
atio-

n
al public com

pen
sation

 an
d fin

an
cial assistan

ce an
d 

put them
 in

to practice, w
here appropriate,

• that specifi
cally iden

tify an
d address the n

eeds of the 
m

ost vuln
erable,

• that an
alyze the poten

tial im
pact of clim

ate disasters 
on

 m
acro-econ

om
ic con

dition
s, public an

d private in
-

frastructure an
d services, as w

ell as credit ratin
gs,

• that assess an
d prom

ote n
ew

 in
strum

en
ts of clim

ate 
risk fin

an
cin

g, in
cludin

g, in
ter alia, (region

al) risk 
pools an

d convertible con
cession

al fin
an

ce,
• an

d that en
able or stren

gthen
 partn

erships, e.g. w
ith 

the private sector.

4. T
h

e V
20 an

d its developm
en

t partn
ers, like th

e In
su

-
R

esilien
ce G

lobal P
artn

ersh
ip, sh

ou
ld

 d
esign

 an
d

 test 
n

ew
 an

d
 in

n
ovative clim

ate risk
 fin

an
cin

g in
stru

-
m

en
ts, su

ch
 as a con

tin
gen

t m
u

ltilateral d
ebt facility 

p
rovid

in
g con

vertible con
cession

al fi
n

an
ce (C

C
F

), that 
h

elp to overcom
e th

e dan
gerous spirals of w

orsen
in

g  
credit ratin

gs an
d risin

g in
debtedn

ess an
d that en

able 
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A
bbreviation

s

clim
ate vuln

erable coun
tries to m

obilize risk capital for 
investm

en
ts in

to resilien
ce buildin

g an
d higher clim

ate 
am

bition
. 

5. T
h

e In
su

R
esilien

ce G
lobal P

artn
ersh

ip, its p
artn

ers 
an

d
 oth

er in
stitu

tion
s sh

ou
ld

 p
u

t a stron
g focu

s on
  

im
p

rovin
g th

e accessib
ility an

d
 th

e afford
ab

ility of 
p

rotection
 p

rovid
ed

 by clim
ate risk

 in
su

ran
ce to th

e 
m

ost vu
ln

erable by
• providin

g prem
ium

 support, an
d

• supportin
g lin

kages betw
een

 clim
ate risk in

suran
ce 

an
d adaptive tran

sform
ative social protection

 system
s.

6. E
xistin

g region
al risk

 p
ools, like A

R
C

, C
C

R
IF

-SP
C

 or 
P

C
R

A
F

I, w
ith

 th
e supp

ort of developin
g partn

ers, 
sh

ou
ld

 w
ork

 tow
ard

s th
e form

ation
 of broad

er, m
ore 

d
iversifi

ed
 risk

 p
ools, preferably across a large an

d di-
verse geographical area an

d in
cludin

g as m
any diff

eren
t 

policyholders as possible, in
 order to reduce costs an

d 
thereby im

prove aff
ordability an

d accessibility. F
urther-

m
ore, in

 order to im
prove tran

sparen
cy, participation

, 
in

clusion
 an

d eff
ectiven

ess, region
al risk pools an

d their 
developm

en
t partn

ers should take the recom
m

en
dation

s 
provided by M

C
II (2018), n

am
ely:

• region
al risk pools should actively en

courage m
em

ber 
coun

tries to con
sen

t to risk pools publishin
g full details 

of policies taken
 out, prem

ium
s an

d risk tran
sfer para-

m
eters, payouts an

d detailed use w
ithin

 agreem
en

ts;
• don

ors should provide direct fi
n

an
cin

g to civil society 
groups in

 the G
lobal South to en

gage an
d build capa-

city on
 clim

ate disaster risk fin
an

ce; 
• risk pools an

d n
ation

al govern
m

en
ts sh

ould en
sure 

that civil society organ
ization

s are invited to ‘closed’  
policy spaces to en

sure that risk fin
an

cin
g discussion

s 
ben

efit from
 voices on

 the groun
d represen

tin
g aff

ected 
com

m
un

ities; 
• the W

orld B
an

k should con
sult an

d collaborate w
ith  

civil society in
 its D

isaster R
isk F

in
an

cin
g an

d In
- 

suran
ce P

rogram
.

• R
egu

latory h
arm

on
ization

 tow
ard

s on
e V

20
 m

ark
et 

for fin
an

cial services an
d

 p
ro

d
u

cts sh
ou

ld
 b

e 
stren

gth
en

ed to en
able eff

ective bun
dlin

g an
d diversi-

fication
 across geographical areas to reduce costs such 

as prem
ium

s. 

7. N
G

O
s sh

ou
ld

 in
crease th

eir en
gagem

en
t w

ith
 clim

a-
te risk

 fi
n

an
cin

g by carryin
g out p

olicy an
alysis an

d  
research

, an
d en

gagin
g w

ith
 d

ecision
 m

akers.

A
bbreviation

s

A
R

C
 

A
frican

 R
isk C

apacity

B
C

C
T

F
 

B
an

gladesh C
lim

ate C
han

ge T
rust F

un
d

C
C

F
 

C
onvertible C

on
cession

al Fin
an

ce

C
C

R
IF

-SP
C

 
C

aribbean
 C

atastrophe R
isk In

suran
ce Facility ‒  

 
Segregated P

ortfolio C
om

pany

C
O

P
 

C
on

feren
ce of the Parties to the U

N
F

C
C

C

C
V

F
 

C
lim

ate V
uln

erable Forum

G
C

F
 

G
reen

 C
lim

ate F
un

d

G
D

P
 

G
ross D

om
estic P

roduct

G
H

G
 

G
reen

house gases

IC
I 

In
tern

ation
al C

lim
ate In

itiative (G
erm

any)

IIF
 

In
suR

esilien
ce Investm

en
t F

un
d

IP
C

C
 

In
tergovern

m
en

tal Pan
el on

 C
lim

ate C
han

ge

ISF
 

In
suR

esilien
ce Solution

s F
un

d

H
L

C
G

 
H

igh-L
evel C

on
sultative G

roup of the In
suR

esilien
ce  

 
G

lobal Partn
ership

L
D

C
s 

L
east D

eveloped C
oun

tries

N
G

O
 

N
on

-G
overn

m
en

tal O
rgan

ization

P
C

R
A

F
I  

Pacific C
atastrophe R

isk A
ssessm

en
t &

  

 
Fin

an
cin

g In
itiative

SD
G

s 
Sustain

able D
evelopm

en
t G

oals (part of A
gen

da 2030)

SF
D

R
R

 
Sen

dai Fram
ew

ork for D
isaster R

isk R
eduction

SID
S 

Sm
all Islan

d D
evelopin

g States

SIF
 

Sustain
able In

suran
ce Facility of the V

20

U
N

F
C

C
C

 
U

n
ited N

ation
s Fram

ew
ork C

onven
tion

 on
 C

lim
ate C

han
ge

U
N

ISD
R

 
U

n
ited N

ation
s O

ffi
ce for D

isaster R
isk R

eduction

V
20          

V
uln

erable T
w

en
ty G

roup of M
in

isters of Fin
an

ce

 
of the C

lim
ate V

uln
erable Forum

W
IM

 
W

arsaw
 In

tern
ation

al M
echan

ism
 for L

oss an
d D

am
age
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d accoun
tability ‒ A

n
 overview

 assessm
en

t of 
region

al risk pools. B
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w

w
.clim
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suran
ce.org/fileadm

in
/m
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ap
er 
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C

II_D
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R
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 D
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w
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en
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isk: 
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G
lossary

C
on

cession
al loan

: L
oan

s that are exten
ded on

 term
s 

substan
tially m

ore gen
erous than

 m
arket loan

s. T
he con

-
cession

ality is ach
ieved eith

er th
rough

 in
terest rates 

below
 those available on

 the m
arket or by grace periods, 

or a com
bin

ation
 of these. C

on
cession

al loan
s typically 

have lon
g grace periods (O

E
C

D
, see https://stats.oecd.

org/glossary/detail.asp?ID
=5901).

D
isaster risk

: T
he poten

tial disaster losses of sudden
 or 

slow
 on

set even
ts in

 lives, health, livelihoods, assets an
d 

services, w
hich could be in

curred by a particular com
m

u-
n

ity or a society over som
e specified future tim

e period. 
D

isaster risk is a fun
ction

 of hazard, exposure, vuln
erabi-

lity an
d capacity.

D
isaster risk

 red
u

ction
: T

h
e con

cept an
d practice of  

reducin
g disaster risks through system

atic eff
orts to an

a-
lyze an

d m
an

age th
e causal factors of disasters, in

clu-
din

g th
rough

 reduced exposure to h
azards, lessen

ed  
vuln

erability of people an
d property, w

ise m
an

agem
en

t 
of lan

d an
d the environ

m
en

t, an
d im

proved prepared-
n

ess for adverse even
ts. 

Fin
an

cial protection
: In

 the con
text of disaster risks, the 

level of paym
en

t to be expected based on
 the occurren

ce 
of a disaster even

t an
d/or the specific costs in

curred as a 
result of a disaster even

t (e.g. property in
suran

ce con
-

tract, param
etric in

suran
ce con

tract, catastrophe bon
d, 

govern
m

en
t com

pen
sation

 or fi
n

an
cial assistan

ce for  
disaster losses).

Fin
an

cial vuln
erability: A

 vulnerability that results from
 

a gap betw
een

 exposure to dam
age an

d loss an
d th

e  
fin

an
cial capacity to absorb those dam

ages an
d losses.

H
azard

: A
 dan

gerous phen
om

en
on

, substan
ce, hum

an
 

activity or con
dition

 that m
ay cause loss of life, injury or 

oth
er h

ealth
 im

pacts, prop
erty dam

age, loss of liveli-
hoods an

d services, social an
d econ

om
ic disruption

, or 
environ

m
en

tal dam
age. 

P
ro-p

oor p
rin

cip
les: P

rin
ciples as adopted by In

su- 
R

esilien
ce to provide guidan

ce on
 design

in
g clim

ate risk 
in

suran
ce solution

s that support closin
g the clim

ate pro-
tection

 gap of p
oor, clim

ate vuln
erable p

opulation
s:  

1. C
om

prehen
sive n

eeds-based solution
s; 2. C

lien
t value; 

3. A
ff

ordability; 4. A
ccessibility; 5. Participation

; 6. Sus-
tain

ability; 7. E
n

ablin
g environ

m
en

t.

R
ein

su
ran

ce: In
suran

ce that is purchased by in
surers 

from
 the public or the private sector to cover parts of the 

risk taken
 by the in

surer; reduces the fin
an

cial risk of an
 

in
surer.

R
esilien

ce: T
h

e ability of a system
, com

m
un

ity or so- 
ciety exposed to hazards to resist, absorb, accom

m
odate 

to an
d recover from

 the eff
ects of a hazard in

 a tim
ely an

d 
effi

cien
t m

an
n

er, in
cludin

g through the preservation
 an

d 
restoration

 of its essen
tial basic structures an

d fun
ction

s. 
T

h
e resilien

ce of a com
m

un
ity in

 respect to poten
tial  

hazard even
ts is determ

in
ed by the degree to w

hich the 
com

m
un

ity has the n
ecessary resources an

d is capable of 
organ

izin
g itself both prior to an

d durin
g tim

es of n
eed.

R
isk assessm

en
t: A

 m
ethodology to determ

ine the nature 
an

d exten
t of risk by both an

alyzin
g hazards an

d their  
potential likelihood and intensity and estim

ating im
pacts 

through the evaluation of conditions of vulnerability and 
the identification of exposed people, property, infrastruc-
ture, services, livelihoods and their environm

ent.

R
isk

 reten
tion

: A
n

 approach to risk m
an

agem
en

t that 
in

volves retain
in

g respon
sibility for th

e risk an
d an

y 
costs associated w

ith the m
aterialization

 of that risk. 

R
isk

 tran
sfer: A

n
 approach

 to risk m
an

agem
en

t th
at  

involves the tran
sfer of fin

an
cial respon

sibility for som
e 

or all of the risk an
d any costs associated w

ith the m
ateri-

alization
 of that risk (e.g. through a fin

an
cial in

strum
en

t 
such as a property in

suran
ce con

tract).

Slow
 on

set even
ts: C

lim
ate-in

duced, slow
ly occurrin

g 
ch

an
ge of hydrological or m

eteorological param
eters. 

C
om

pen
sation

 for loss an
d dam

age caused by slow
 on

set 
even

ts can
n

ot be provided by clim
ate risk in

suran
ce due 

to three reason
s: Slow

 on
set even

ts are foreseeable, the 
m

agn
itude of eff

ects is huge an
d can

n
ot be expressed in

 
fi

n
an

cial term
s, an

d it is im
possible to calculate exact 

losses an
d prem

ium
s.

V
u

ln
erability: T

he characteristics an
d circum

stan
ces of 

a com
m

un
ity, system

 or asset that m
ake it susceptible to 

the dam
agin

g eff
ects of a hazard an

d, hen
ce, disaster. 

T
h

ere are m
any aspects of vuln

erability, arisin
g from

 
physical, social, econ

om
ic an

d environ
m

en
tal factors. 

D
efinitions, unless otherw

ise indicated, are taken from
 IP

C
C

 
(2018), O

E
C

D
 (2017) or U

N
ISD

R
 (2004).
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