Climate Change

By Des Langkilde of Lloyd’s cover holders – SATIB Risk Solutions
Climate change is an issue that affects everyone, but more so the tourism industry, which relies to a great degree on a country’s  natural resources to attract visitors, writes Des Langkilde of Lloyd’s cover holders - SATIB Risk Solutions.
The Lloyd’s 360 Risk Project looks at how best to manage risk in today’s business environment and how climate change may impact insurance.

Lloyd’s 360 Risk Project
Today’s risk environment is changing and evolving – more rapidly than ever before. Understanding and anticipating major risk trends is what Lloyd’s does. 

The Lloyd’s 360 Risk Project has been created with one aim: to generate discussion on how best to manage risk in today’s business environment. By tapping into the concentrated expertise and knowledge within the Lloyd’s market – and bringing together the views of experts from the insurance industry and the wider business, political and academic worlds – Lloyd’s is attempting to stimulate practical, thought-provoking discussion about the issues that matter.

Lloyd’s 360 Risk Project will not deliver all the answers but it will provide a forum to debate the steps needed to better manage risk.

Adapt or Bust
A growing body of expert opinion now agrees that climate is changing – and that human activity is playing a major role. Even more alarmingly, the latest evidence suggests that future climate change may take place quicker than previously thought.

The issue of climate change will be vital to the future of the insurance industry. So far the insurance industry has coped with the huge costs of weather-related catastrophes. But it is by no means certain that we will continue to do so and there is no doubt that the issue of catastrophe trends is not being taken seriously enough.

Key Issues
In recent years we have seen an increase in the magnitude and frequency of catastrophes. By 2050 mega-catastrophes like Hurricane Katrina, which used to occur every 100 years, are predicted to happen every 25. Yet few companies have changed their risk management strategy as a result of increasing weather-related catastrophes. Businesses need to prepare for the prospect of growing natural hazard risks now. 

Greenhouse Gases

Future temperature change is dependent on levels of atmospheric greenhouse gases, in particular carbon dioxide, and to a lesser extent methane and other greenhouse gases. Atmospheric carbon dioxide concentrations are rising fast due almost entirely to human activity. Current levels are the highest for at least 650,000 years. In the past about half of all carbon dioxide emissions have been absorbed by natural ‘sinks’ in ecosystems and oceans. However, rising temperatures could reverse this process. Methane is also known to contribute to temperature change. Concentrations have risen fast and are now at their highest for at least 420,000 years. 

Climate change is inevitable. Even if man stopped producing greenhouse gas emissions immediately, we will still experience rising temperatures for decades to come and sea temperatures will continue to rise for many centuries.

Sea Temperatures

High sea temperatures are a key ingredient in windstorm formation. The ‘hurricane season’ and ‘typhoon season’ exist because the sea is at the right temperature for a few months each year to allow storms to form.

Overall sea surface temperatures globally have risen between 0.2ºC to 0.6ºC over the past century according to climate models and observations. Natural rhythms play a significant role, as analysis in the North Atlantic shows. As the last cycle lasted 30 years, we can expect very severe hurricane activity to continue for the short to medium term due to this natural cycle alone.

As climate change causes temperatures to rise further, insurers should be prepared for increased frequency of extreme storms not just in the Atlantic, but around the world.

With higher temperatures creating the right conditions for storm formation, we can also expect the hurricane season to lengthen. The insurance industry could become more ‘on risk’ over a wider geographical area than previously.

Sea Levels

A significant contribution in sea level rise comes from the thermal expansion of sea water, but the world’s continents are also moving – in some cases upwards and some cases downwards. The consensus is that the global average sea level rose by somewhere between 10cm and 20cm during the 20th century. However, recent studies suggest that future changes could be greater than the Intergovernmental Panel on Climate Change (IPCC) report predicted with the timeframe for icecaps melting reducing from millenia to hundreds of years. Today, approximately half the world’s population – some three billion people – live within 200 kilometres of the coastline. By 2025, the number is likely to double to six billion if current trends continue unchecked.

These populations will be increasingly at risk from large, sudden changes in sea level in addition to the slow change we might expect from gradual melting. Up until recently the major West Antartic Ice Sheet was thought to be stable for many years to come. However, recent research has begun to question this assumption and the likelihood of collapse now needs to be reassessed. 

Although rising sea levels are often viewed as a long term issue, society could also be impacted in the short-term. Society will experience very significant sea level rises over the coming centuries, threatening huge concentrations of population and economic activity.

Land & Air Temperatures

In addition to sea temperatures, land and air temperatures provide an important measure of climate variation, and have been reliably monitored for many decades. It is generally agreed that the 1990s was the warmest decade, and 2005 the warmest year in a millennium. The projected rate of increase in global temperatures for the 21st century is likely to be the fastest of any century in the past 10,000 years. Some of the causes of these trends are natural. However, scientists have now shown beyond reasonable doubt that global warming caused by human activity is also a key factor.

Forest fires are expected to increase in frequency and severity under most predicted scenarios. In some areas, it is estimated that fire frequency and areas affected could double by 2069.

Increasing temperatures present significant risks for urban and rural communities. Issues such as subsidence, lower water quality and shortages and overheating in buildings are all likely. With increasing development taking place at the forest/urban fringe, greater economic loss will result from forest fires in the future.

Higher land and air temperatures raise a number of concerns for insurers. Property insurers will want to monitor aggregations of risk in the expanded areas likely to be affected by forest fires, and prepare for the likelihood of increased subsidence events as a result of hotter drier summers in some areas. An increasing possibility of attributing weather-related losses to man-made climate change factors is a possibility. This opens the possibility of courts assigning liability and compensation for claims of damage.

Unstable Climate

Long-term historic climate patterns are now known to be much more volatile than the stability of the recent past would make us believe. Until about 30 years ago, most experts agreed that climate change occurs slowly. After analysis of ice-core records from the Greenland and Antarctic ice sheets, it is now clear change has been very rapid at times.

The impact of small-scale climate fluctuations over the last 1,000 years had a significant impact on society at the time. Future temperature changes are likely to be even greater and we might experience major disruption as a result.

Rain Fall

Changing patterns of precipitation are likely to be a further result of climate change, with a potentially significant impact on society and the environment. Urban drainage systems were designed on historic climate data and will not meet the challenges of the future, leading inevitably to significant increases in insurance claims. Studies show that the number of extreme rain related events is expected to increase faster than the trend line for precipitation itself, as climate change alters weather patterns and makes them less predictable. Research shows that the potential increase in landslide frequency varies both with rainfall duration and the level of total annual precipitation.

The scientific evidence points to increased volatility of insurance losses due to extreme events. There are many issues to consider: scarce water resources will affect the population and business alike. Soil erosion will increase, affecting crop yields and also reducing the ability of the ground to absorb water; in turn this will increase flood risk.

Conclusions

We don’t know exactly what impact climate change will have. But we do know that it presents society and the economy with an increasing level of risk and uncertainty as it seeks to manage risk.

We believe it is time for the insurance industry to take a leading role in understanding and managing the impact of climate change.

This means that the industry can no longer treat climate change as some peripheral workstream, simply to tick the regulatory and compliance box, or to support its public relations strategy.

Instead, understanding and responding to it must become ‘business as usual’ for insurers and those they work with. Failure to take climate change into account will put companies at risk from future legal actions from their own shareholders, their investors and clients.

It must inform underwriting strategy – from the pricing of risk to the wording of policies.

It must guide and counsel business strategy – including business development and planning.

And it must lie at the heart of a new impetus to engage with the wider world through meaningful, tangible partnerships to mitigate risk – bringing corporate and social responsibility plans to life.

The insurance industry must now seize the opportunity to make a difference, not just to the future of the industry, but to the future of society.

The Lloyd’s Climate Change Report can be downloaded at http://www.lloyds.com/News_Centre/360_risk_project.htm
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