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CAPITAL, CANARIES OR CATALYSTS

The role of the insurance sector in enabling the climate
ing community resilience




Trillion-dollar insurance sector already deploys climate capital

De-risking green technology, funding new solutions and supporting communities
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Glasgow Financial Alliance for Net Zero

Insurance sector and pensions
are largest pools of patient capital
Insurers were early movers
Asset-to-liability matching is key
Leaders in space supporting
shareholder resolutions and
undertaking active stewardship

© Muni-bond purchaser

Insurance sector holds over $500 billion
in municipal bonds

« 1/8" of $4T muni-bond market

« A bit more than half are held by

property-casualty firms

10% of US insurer bond holdings are in
municipal markets
Question is whether sector could
leverage market influence to encourage
climate-smart projects
Partnerships with rating agencies could
also raise awareness
Industry model exists with Low Income
Housing Tax Credit markets
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Core societal role is to send risk signals

Risk-reducing behavioral incentives difficult to achieve with long-term system-level exposures

* Like the canary that detects unseen risks, industry uses price to
send signals and incentivize behaviors

« Typical transmission method is a 12-month insurance policy
— Significant regulatory interference in pricing
— Climate risks manifest over years not months

— Eco-system nature of climate exposures transcends individual
policyholder resilience efforts

« TCFD filings make clear that industry strategy is to raise prices
until it must withdraw capital

* Long-term climate modeling is still evolving

« January 2023 reinsurance renewals saw dramatic price
increases for climate exposed capital

+ “Last-resort” mechanisms emerging as market leaders in several
states
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But remember what happens when the canary does its job
It sends the ultimate risk signal by dying
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Insurers have catalyzed all-of-society responses to new risks
As distance between risk and intervention increases complexity demands eco-system level solutions

Highly effective immediate-impact
A risk reduction technologies that
insurers made ubiquitous

US highway system prompts industry
to research auto safety; today stands

as leader in auto safety standards ~~ II s
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1892 launch of widescale electricity
use prompts industry to establish

. T safety guidelines; today it reviews all
\ electrical appliances and machines
Evidence-ba

Locally enforced building
codes; only effective in 1/3 of
American communities
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sed resilient
construction certification
program sponsored by IBHS

Complexity of Risk Reduction Intervention
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Marsh McLennan is catalyzing industry support for climate
adaptation projects, frameworks and approaches

Sharm el-Sheik
Adaptation
Agenda

Cross-Cutting
Finance
Objectives
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Marsh McLennan
leveraging its

client base,
Private investors . .
to mobilize industry relations
$300B by 2030 and other

partnerships to

—y pPromote call to
action while
assessing internal

Public finance
allocate 50% of
climate funds to

resilience ey
capabilities to
advance
Insurers to support ]
projects, develop commercial
framework and EE— adaptation
institutionalize )
longer-term approach offermgs

e L T A EE S CTA R G ET (W46l [V (d dmandates that FEMA identify and prioritize
communities with high social vulnerability and climate risk exposure. Implementation work
includes partnering to infuse insurance talent into technical assistance offering as well as
identifying and addressing wildfire risk at high-priority marginalized communities. Industry
pursuing next phase of legislation to incentivize private sector investment.

Promoting new projects:
extreme heat microinsurance,
NBS watershed flood
mitigation, wildfire mitigation

Supporting new frameworks:
IDF exploring 1.5 equivalent for
adaptation, others exploring
sectoral metrics and targets

Institutionalizing solutions:
consolidating platforms, EU-

insurance dialogue, pushing

enabling legislation
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