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ABSTRACT ARTICLE HISTORY
After decades of pressure from vulnerable developing countries, the Warsaw Received 25 June 2017
International Mechanism on Loss and Damage (the WIM) was established at the Accepted 7 March 2018
nineteenth Conference of the Parties (COP 19) in 2013 to address costly damages
from climate change. However, little progress has been made towards establishing ali ; v
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a mechanism to fund loss and damage. The WIM’s Executive Committee issued its and risk; least developed
first two-year workplan the following year at COP 20 which offered, among other  yntries (LDCs); loss and
things, a range of approaches to financing loss and damage programmes, which damage; UNFCCC; Warsaw
we review here. We provide brief overviews of each mechanism proposed by the International Mechanism
WIM ExCom, describe their current applications, their statuses under the United
Nations Framework Convention on Climate Change (UNFCCC), some of their
advantages and disadvantages, and their current or potential application to loss
and damage. We find that several of these mechanisms may be useful in
supporting loss and damage programmes, but identify some key gaps. First, most
of the mechanisms identified by the WIM ExCom are insurance schemes subsidized
with voluntary contributions, which may not be adequate or reliable over time.
Second, none were devised to apply to slow-onset events, or to non-economic
losses and damages. That is, if harms are inflicted on parts of a society or its
ecosystems that have no price, or if they occur gradually, they would probably not
be covered by these mechanisms. Finally, the lack of a dedicated and adequate
flow of finance to address the real loss and damage being experienced by
vulnerable nations will require the use of innovative financial tools beyond those
mentioned in the WIM ExCom workplan.
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Key policy insights

o Despite a full article of the 2015 Paris Agreement devoted to loss and damage,
there is little international agreement on the scope of loss and damage
programmes, and especially how they would be funded and by whom.

e Most of the loss and damage funding mechanisms identified by the WIM ExCom
are insurance schemes subsidized with voluntary contributions, which may
burden the most vulnerable countries and may not be reliable over time.

o None of the mechanisms were devised to apply to slow-onset events, or to non-
economic losses and damages.
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POLICY RELEVANCE

After years of arguments by developing countries for recognition of loss and damage
(beyond their ability to adapt to climate impacts), a full article of the 2015 Paris
Agreement was devoted to the issue. International mechanisms to address loss
and damage are receiving increased attention, particularly given the intensification
of climate impacts occurring and projected to occur in the coming years, and the
inability of mitigation and adaptation projects to adequately address those
impacts. However, there is little international agreement on the scope of loss and
damage programmes, and especially how they would be funded and by whom. As
such, it is crucial to identify potential funding sources and assess their efficacy,
reliability and equity, so that loss and damage response programmes can be institu-
tionalized, implemented, evaluated and improved.

1. Introduction

As climate change impacts escalate and emissions continue to rise, pressure to support vulnerable states’
responses to climate-related ‘loss and damage’ through the United Nations Framework Convention on
Climate Change (UNFCCC) has intensified. Loss and damage is commonly understood to refer to irreversible
losses (e.g. loss of life, species, land) and costly damages (e.g. destroyed infrastructure) associated with the
adverse impacts of climate change. The issue is gaining attention in academic and policy circles owing to
increasingly obvious shortfalls in mitigation action and adaptation support. However, there exists little under-
standing and agreement on how support for loss and damage efforts would be funded, and by whom.
Without a reliable stream of loss and damage funding, hard-won recognition for the issue could be a hollow
victory for vulnerable countries across the globe.

The topic of loss and damage first emerged in international climate negotiations as early as 1991, when
Vanuatu, speaking on behalf of the Alliance of Small Island States (AOSIS), proposed an international insurance
pool to compensate small island developing states for damages from rising sea levels (Vanhala & Hestbaek,
2016). However, it was only at the nineteenth Conference of the Parties (COP 19) in 2013 that Parties agreed
to establish institutional arrangements on loss and damage, creating the Warsaw International Mechanism
for Loss and Damage (WIM). This development was perceived as a major victory for the many vulnerable
country Parties that had argued for years for such arrangements. At COP 20 in 2014, Parties adopted an
initial two-year workplan for the WIM Executive Committee (WIM ExCom), establishing an exploratory direction.
This initial workplan, however, has been criticized for focusing primarily on the first two elements of the WIM
mandate - knowledge-gathering activities and coordination of bodies already working on relevant issues -
and neglecting the third element, enhancing action and support, including finance (CAN and BOND, 2017;
Richards & Schalatek, 2017).

The devotion of a full article to loss and damage in the 2015 Paris Agreement was an unprecedented
acknowledgement of the issue’s significance, although still with limitations. Article 8 of the Agreement states
that ‘Parties should enhance understanding, action and support, including through the Warsaw International
Mechanism, as appropriate, on a cooperative and facilitative basis’ for loss and damage (UNFCCC, 2015, Art.
8.3). Decision 1/CP.21, which provides details for implementation of the Paris Agreement, constrains potential
loss and damage finance under Article 8 by stating that the article ‘does not involve or provide a basis for
any liability or compensation” (UNFCCC, 2015, Decision 1/CP.21, para. 51). Opportunities for ratcheting up
support for loss and damage are also limited by the fact that the Paris Agreement does not mention loss
and damage in its finance article, or call for loss and damage to be included in the Agreement’s enhanced trans-
parency framework (van Asselt, Weikmans, Roberts, & Abeysinghe, 2016), including the global stocktake process
(Sharma, 2017).

This restrained approach was perpetuated in the WIM's five-year workplan, which was adopted in 2017 at
COP 23 (UNFCCC, 2017a). The five-year workplan includes only a strategic workstream on ‘enhanced
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cooperation and facilitation,” rather than providing for new sources of finance (UNFCCC, 2017b). Calls from the
Least Developed Countries (LDC) Group for inclusion of loss and damage as a standing item on the subsidiary
bodies’ agenda (LDC Group, 2017) were only partially recognized. Higher-level political discussions of loss and
damage, including finance options, were postponed to an ‘expert dialogue’ in 2018, which will aim only to
inform a technical article commissioned at COP 22 as an input to the 2019 review of the WIM (UNFCCC, 2017a).

Parties have signalled the need for support, including financial support, to prevent and address loss and
damage. Estimates of loss and damage costs and ‘adequate’ financial support for loss and damage vary con-
siderably. The Climate Vulnerable Forum and DARA (a Spanish NGO), for example, estimate that developing
countries could face a loss of US$4 trillion per year by 2030, with LDCs facing the largest damages proportionate
to the size of their economies (McKinnon, 2012). Baarsch et al. (2015) estimate that loss and damage in devel-
oping countries could be US$400 billion per year by 2030 and US$1 trillion per year by 2050 if warming remains
below 2°C, and substantially more if warming increases to 3°C. On this basis, Richards and Schalatek (2017) rec-
ommend a goal of providing at least $200-300 billion per year by 2030 for loss and damage.

This article aims to enhance understanding of the existing options for financing loss and damage currently
under consideration by the UNFCCC, by reviewing the approaches mentioned in the initial two-year workplan
for the WIM Executive Committee.' The focus of this initial list was on insurance mechanisms, rainy day funds
and bonds. For each instrument, we provide a concise description and discuss its current applications, its status
under the UNFCCC, some of its advantages and disadvantages, and its potential applications to loss and
damage. After reviewing and explaining these approaches, we identify two key gaps: the workplan focuses
on voluntary contributions to insurance schemes, and it lacks attention to instruments which would apply to
slow-onset events and/or non-economic loss and damage. Finally, we conclude that the lack of a dedicated
and adequate flow of finance to address loss and damage requires innovative approaches, an issue we take
up elsewhere (Roberts et al., 2017).

2. Financing loss and damage: a review of approaches proposed by the WIM ExCom

An understanding of the WIM ExCom'’s list of approaches is fundamental to analysing the potential ways forward
on financing climate change-related losses and damages. The decision establishing the WIM describes the
ExCom'’s mandate as to ‘enhance action and support, including finance’ for loss and damage (United Nations
Framework Convention on Climate Change, 2013). The decision includes calls to ‘enhance,’ ‘facilitate,’ ‘mobilise,’
or ‘provide’ finance or resources on five occasions. The intent to generate and disperse additional finance for loss
and damage is clear. However, it appears to this article’s authors that negotiators have manoeuvred this initial
mandate through a series of non-transparent steps® towards a focus on ‘financial instruments,’ and almost exclu-
sively on market-based, private sector instruments.

Within the loss and damage context, market instruments can be distinguished from solidarity instruments
based on whether a population at risk, or the international community, assumes the bulk of fiscal responsibility.
In general, market instruments place responsibility directly on the communities at risk, for example, by expect-
ing them to pay an insurance premium, whereas solidarity instruments transfer responsibility to the inter-
national community, including nations with greater historical responsibility for emissions (UNFCCC, 2008).
Gradually and over time, solidarity-based proposals, including public sector interventions, taxation and transfers
from developed nations to vulnerable countries, have been downplayed, whilst private sector insurance-type
interventions have been given a central role. This shift from the original mandate was noted by panellists
and audience members at a side event held by the ExCom in November 2017 (Executive Committee of the
Warsaw International Mechanism for Loss and Damage, 2017). The shift first appeared in changing language
between the initial mandate in Decision 2/CP.19 and Action Area 7 of the ExCom’s two-year workplan, which
aims to encourage ‘the diffusion of information related to financial instruments and tools.” While submissions
made in response to this Action Area included public finance and non-market approaches (CAN, 2016; CARE
International, 2016; Durand et al., 2016), the resulting summary report (UNFCCC, 2016) focused on private
sector, market-based options.

Here, we consider the range of approaches mentioned in the initial two-year workplan for the WIM ExCom.
The ExCom'’s list of financial instruments to be investigated consists of ‘comprehensive risk management
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Who
provides Is there a clear link to  Useful for slow-onset events and non-
payouts? loss and damage? economic loss and damage (NELD)? ~ What are possible indirect effects?
(1) Risk pooling and Private Yes, pays when Not as typically applied up to present:  Improves risk assessments, provides
transfer, including (2) climate catastrophe collect payout when sudden faster disaster response since
catastrophe risk strikes disaster strikes unpredictably. payout is immediate, lowers
insurance Parametric schemes have been premiums if risk is pooled,
used sparsely for slow-onset incentivises adaptation
events. In theory could apply to
NELD, but no standard method yet
exists to quantify NELD
(3) Contingency Public Yes, pays when Not as applied up to present: Improves risk planning since budget
finance climate catastrophe triggered only in event of sudden is certain, funds are held in
strikes disaster reserve at expense of other
government programmes
(4) Climate-themed Mostly No, only applied to Application to loss and damage, Indirect effects are unknown since
bonds private; mitigation and including NELD and loss and application to loss and damage is
can be tenuously to damage from slow-onset events, is unclear
public adaptation in the unclear
past
(5) Catastrophe bonds  Public and Yes, pays when Not as applied up to present: loans  Facilitates faster disaster response,
private climate catastrophe only forgiven in event of sudden as response funds are already held

strikes

disaster

and simply used when needed

capacity with risk pooling and transfer; catastrophe risk insurance; contingency finance; climate-themed bonds
and their certification; catastrophe bonds; and financing approaches to making development climate resilient’
(United Nations Framework Convention on Climate Change, 2014). We review each of the instruments identified
by the ExCom in turn in Table 1.

2.1. Comprehensive risk management capacity with risk pooling and transfer

Insurance allows the transfer of risk from the initial risk holders to the insurer, allowing risk holders to pass some
of their high-risk exposure, for a premium, to actors with relatively stable and much broader financial bases. Risk
pooling enables the aggregation of risk over larger geographical areas. If climate risk is aggregated, severe
climate-related losses and damages in certain locales may be offset by lower costs in other areas. Moreover, vul-
nerable countries can benefit from lowered premiums as insurers take into account the risk profile across
countries in the pool, rather than only an individual country’s risk profile. An example of a regional risk pool
that allows countries to insure their liabilities at a lower cost is the African Risk Capacity facility, a sovereign-
level climate risk and disaster response insurance pool currently insuring six African countries against
drought (African Risk Capacity, 2017). Aggregation of risk also allows disaster-stricken areas to access collective
reserves when necessary and to ‘gain catastrophe insurance on better terms’ (Warner et al., 2009). We discuss
catastrophe risk insurance in greater detail in the following section.

Insurance penetration in developing countries remains low. In poor countries, on average, only 2% of total
losses owing to weather-related events are insured (Hoeppe, 2016). In recognition of this coverage gap, the
decision adopting the Paris Agreement requested that the WIM ExCom ‘establish a clearinghouse for risk trans-
fer that serves as a repository for information on insurance and risk transfer’ to facilitate Parties’ efforts to
improve their risk management (UNFCCC, 2015, Paragraph 49). A clearinghouse was duly established in Novem-
ber 2017 at COP 23 (Fiji Clearing House for Risk Transfer, 2017).

There are several potential drawbacks to placing insurance mechanisms at the centre of climate risk manage-
ment efforts. First, if highly vulnerable countries, rather than nations bearing the greatest responsibility for
climate change, must shoulder the burden of paying their own insurance premiums, issues of equity arise.
Second, premiums may be prohibitively expensive for poor countries, and payouts may prove insufficient to
address losses and damages (Reeves, 2017; Hallegatte et al., 2017). Third, as climate events increase in frequency,
intensity and predictability and related premiums rise, the viability of insurance mechanisms as an approach to
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widespread loss and damage will diminish. Finally, some critics of insurance approaches for managing climate
risk have warned of a ‘moral hazard’ effect, arguing that insurance may provide a sense of security that attenu-
ates incentives for risk reduction (Hudson, Botzen, Czajkowski, & Kreibich, 2014). For example, in the short term,
insurance coverage could encourage development, farming, or other activities in high-risk areas likely to experi-
ence catastrophic impacts in the future. However, those most affected by loss and damage impacts, particularly
communities in LDCs, may be unable to pursue some risk reduction efforts, regardless of whether insurance cov-
erage provides temporary relief (United Nations Environment Programme, 2017).

Where insurance mechanisms are appropriate, it is crucial to consider how risk insurance can be inte-
grated with risk reduction efforts and embedded in a comprehensive risk management strategy, thereby
averting a ‘moral hazard’ effect (Hoeppe, 2016). Creating an ‘operational link between risk transfer and risk
reduction’ is essential to promoting adaptive responses while preparing for impacts (Surminski & Oramas-
Dorta, 2014). Therefore, policymakers should consider including complementary risk reduction approaches
in risk transfer mechanisms. They can do so by encouraging or requiring insurers to promote risk reduction,
by means of discounted rates for effectively reduced risks. Insurers can also enhance the quality of pre-
disaster risk assessments, and thereby aid government risk planning, by improving the pricing accuracy of
premiums (Hoeppe, 2016).

Conventional insurance is best suited for unpredictable, rapid-onset events, and it is considered unsuitable
for foreseeable, slow-onset events (Warner et al., 2013). Some scholarship has considered innovative risk transfer
approaches that would surpass the constraints of conventional insurance to apply to slow-onset events (e.g.
Kehinde, 2014). Parametric insurance schemes, for instance, redefine the trigger event that would prompt a
payout. Such schemes can be triggered by parameters relevant to slow-onset events, like annual temperature
rise or sea level rise (Kehinde, 2014). Parametric insurance is discussed in more depth below.

2.2. Catastrophe risk insurance

Catastrophe risk insurance is a specific type of risk transfer, defined as insurance coverage for low-probability,
high-cost disasters, with payouts occurring when some set of indicators is achieved. Catastrophe risk insurance
may take a variety of forms, triggered by indicators at the micro, meso or macro level. For example, parametric
insurance schemes prompt payouts when large-scale climate conditions or impacts exceed defined thresholds
(Blampied, 2016). Insurance may be distributed on a micro scale to, for example, smallholder farmers, and can
also be matched with meso- or macro-design by national governments or subnational organizations. If risk insur-
ance contracts cover a sufficiently large area and are designed to incentivise risk reduction activities, such as
using drought resistant crops, then they can also positively impact regional gross domestic product (Hoeppe,
2016; Warner et al., 2009).

A few multi-country catastrophe risk insurance schemes are already in operation. The Caribbean Catastrophe
Risk Insurance Facility (CCRIF) was the first multi-country catastrophe risk insurance instrument. Formed in 2007,
the CCRIF draws upon a regional fund jointly financed by Caribbean governments, allowing the CCRIF to
respond promptly to hurricanes and earthquakes and limit their economic impacts by providing financial liquid-
ity for participants (Caribbean Catastrophe Risk Insurance Facility, 2017). Since 2015, the CCRIF has expanded to
include Central American countries, and 17 countries are currently members. From its launch through mid-2017,
CCRIF had made 36 payouts totalling about US$120 million to 13 members under their tropical cyclone, excess
rainfall and earthquake policies (Caribank, 2017).

Index-based or parametric schemes define specific parameters prompting payouts, possibly allowing for payouts
based on triggers related to slow-onset events. The African Risk Capacity Insurance Company recently employed
this technique to expand coverage to apply to long-term droughts (Wilcox, Kassam, Syroka, & Mapfumo, 2014).
However, this application of risk insurance requires high-quality catastrophe risk models that can be expensive
to create and difficult to employ. For example, the African Risk Capacity initiative has been accused of applying
an inadequate model to famine conditions in Malawi, resulting in a late and insufficient payout (Reeves, 2017).2
Overall, in spite of a few notable efforts to apply insurance schemes to slow-onset climate events, risk insurance
is generally not considered an optimal tool to address loss and damage from high-frequency or slow-onset disasters
with a high certainty of occurrence (Munich Climate Insurance Initiative (MCII), 2012).
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2.3. Contingency finance

‘Contingency finance’ refers to the common practice of including extra ‘rainy day funds’ in project budgets to
prepare for the possibility of cost overruns or unforeseen circumstances (European Commission, 1998). Some
institutions have already adopted this approach to prepare for climate-related disasters, stockpiling funds for
emergency situations and integrating this financial planning with other comprehensive risk management strat-
egies. The Bangladesh Climate Change Trust Fund is a prominent example of a contingency fund applied to
climate impacts. The fund is maintained by the Bangladeshi government to finance climate-related projects,
with about 34% of the annual endowment set aside for ‘emergencies’ (Khan, Huqg, & Shamsuddoha, 201 2).% Con-
tingency finance encourages disaster planning by making predictable the availability of post-disaster funds.
However, determining adequate fund reserves in the face of uncertainty about the types, frequencies and inten-
sities of climate disasters can be a challenge.

Contingency finance, generally considered a public-sector option, can give institutions flexibility in disaster
response. Setting aside contingency finance allows institutions to plan fund allocation in advance of disasters
and then distribute finances earlier in the course of disasters, providing vulnerable households with assistance
‘at the crucial time of shock, before they resort to livelihood-eroding coping mechanisms’ (Makaudze, 2012).
Contingency finance can also be included in individual programme budgets to extend existing support mech-
anisms to more people during climate-related disasters. For example, Ethiopia’s Productive Safety Net Pro-
gramme continually provides basic aid to the chronically food insecure, but includes contingency funds in its
budget for extending coverage to the temporarily food insecure in the event of a shock damaging agricultural
productivity (Makaudze, 2012).

Overall, contingency finance may contribute to better disaster planning and more prompt disaster
response, as pools of money are designated before adverse climate impacts hit. However, by tying funds to
specific types of impacts and response efforts, contingency finance may reduce flexibility in responses to
unpredictable disasters. Furthermore, this mechanism places the onus on governments in vulnerable, less
developed nations to set aside funds for contingency finance, leaving smaller budgets to address other press-
ing needs.

2.4. Climate-themed bonds

Climate bonds are debt securities used to finance projects linked to climate change mitigation or adaptation.
They are mostly issued by corporations, state-owned utilities and multilateral development banks. Purchasers
are largely institutional investors. Purchase of climate bonds by central banks has been suggested to mobilize
finance for the UNFCCC’s Green Climate Fund, with the potential to raise sums larger than the US$100 billion
annual global financing goal for 2020 that was established at COP 15, held in Copenhagen in 2009 (Kroll,
2015). Bonds are also becoming increasingly available for purchase by individuals.

End uses of climate-related bond finance (and, more broadly, green bond finance) have been subject to criti-
cism. Shishlov, Morel, and Cochran (2016) note that further efforts must be made to ensure the environmental
integrity of green bonds beyond current certification efforts. Currently, the green bond market lacks explicit and
shared objectives for green bond standards, which may result in accusations of greenwashing or increased
transaction costs. In addition, as standards are developed, the pipeline of available climate-friendly projects
should be expanded through strategies such as reducing the cost of capital (Shishlov et al., 2016).

The concept of bonds for mitigation projects being repaid with the revenue that cleaner and more efficient
energy, industry, transportation, or agriculture generates, is straightforward. However, greater uncertainty lies in
how climate bonds could be used to finance loss and damage-related projects. Climate bonds can serve as an
attractive long-term investment instrument in areas where significant returns for purchasers are foreseeable.
However, it is unclear how this condition could be met in the context of loss and damage. Still, there is the possi-
bility that green bonds can support adaptation and mitigation projects that could prevent loss and damage.
Creative developments in the catastrophe bond market, which we differentiate from the climate bond
market, have yielded more relevant products, as discussed next.
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2.5. Catastrophe bonds

Whereas climate-themed bonds are issued to raise capital for climate-related projects, catastrophe (cat)
bonds protect the bond issuer from catastrophic impacts by providing the issuer with funds if a catastrophe
strikes (Lebens, 2013). Cat bonds are high-yield investments that involve a specific set of conditions, stating
that if the bond issuer suffers from a certain pre-defined disaster, the issuer’s obligation to pay interest and/or
repay the principal to investors is either deferred or completely forgiven. Cat bonds may be issued by insurers
to protect finances in the event of disaster, or by countries to ensure sufficient financing for disaster
response. Alternatively, countries or insurance pools may purchase catastrophe bonds from subnational gov-
ernments or communities in order to assume and dilute local risks. Several entities, including the CCRIF and
the Turkish Catastrophe Insurance Pool have already employed cat bonds or are considering their use on a
regional scale.

Cat bonds may be attractive to investors in that they are not closely linked to either stock markets or under-
lying economic conditions, and therefore allow diversification of portfolios and risks (Lebens, 2013). Additionally,
the tool offers the security of collateralized protection; the entire reinsured amount is held in trust or invested
securely. Moreover, the longer duration of cat bonds reduces ‘rollover’ risk that arises when countries’ maturing
debt must be rolled over into new debt, raising the possibility of a higher interest rate (Lebens, 2013). Addition-
ally, cat bonds do not require a mandatory reinstatement of the agreement if a loss occurs towards the end of
the period, which is generally a condition in traditional reinsurance schemes.

The main shortfall of cat bonds is that they cover only sudden catastrophes, not slow-onset events. In
addition, cat bonds tend to involve stricter terms and conditions than traditional insurance (Lebens, 2013).
Cat bonds generally have a higher fixed cost, irrespective of how much is insured. Finally, cat bonds are
often available only to institutional investors (Lebens, 2013).

Other innovative bond instruments tailored to climate change impacts are also being devised. For example,
attribution bonds would cover the component of the probability of a natural disaster attributable to climate
change, and sea level rise bonds would provide dividends in the event the mean sea level exceeds a predeter-
mined threshold (Estrin & Tan, 2016). These bonds require extremely advanced modelling and currently exist
only at the conceptual stage, but could be pursued in the future as sources of loss and damage finance.

2.6. Other direct and indirect financing approaches

The WIM two-year workplan includes a broad final category, described as ‘Financing approaches to making
development climate resilient, among other innovative financial instruments and tools, both at the micro
level (direct tools) and meso and macro level (indirect tools).” Under this category, Parties could consider inno-
vative financial mechanisms such as a financial transaction tax, an international airline passenger levy, a solidar-
ity levy, a bunker fuels levy, a fossil fuel levy, or a global carbon pricing system. We discuss these innovative
mechanisms in depth elsewhere, concluding that some of them might raise substantial new funds to
support loss and damage response efforts (see Roberts et al., 2017).

3. Conclusion: gaps and future directions

We have reviewed the financial instruments to address climate-related loss and damage in developing countries
listed in the initial two-year workplan for the WIM ExCom. Our review indicates that a number of these instru-
ments could viably contribute to effective support for loss and damage response efforts. Risk management
approaches, including risk pooling, catastrophe risk insurance and catastrophe bonds, are clearly technically
feasible, as they are already in use in some form in many developed and developing countries. Developed
countries’ recent pledges to support such mechanisms, and the popularity of applying risk management
frames to loss and damage in the international climate policy sphere, suggest that such approaches may cur-
rently be the most politically feasible options available in the short term.

However, exclusive focus on risk transfer approaches is short-sighted. Without substantial external financial
support lowering risk insurance premiums in vulnerable nations, private insurance remains largely unaffordable
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for households and small or medium-sized enterprises in highly exposed areas. Worryingly, the governments of
the world’s most vulnerable nations may be faced with a trade-off between the purchase of risk transfer instru-
ments and government funding for other human needs (MCII, 2012). Therefore, the WIM ExCom must consider
sources of finance to subsidize insurance as a risk transfer option in the face of loss and damage. In addition, risk
transfer approaches will become more expensive and less viable as climate-related disasters occur more often
and as slow-onset events increasingly manifest.

Crucially, the range of approaches to financing loss and damage response efforts listed in the initial two-year
workplan for the WIM ExCom reviewed here display major gaps: almost none were devised to apply to slow-
onset events or to non-economic loss and damage. Traditional insurance is designed to provide compensation
for monetary damages triggered by sudden, unpredictable and infrequent disasters. As climate change inten-
sifies and disasters become more predictable and frequent, impacts will grow too certain and too costly to
insure (Weingartner, Simonet, & Caravani, 2017). Insurance is not well-suited to address slow-onset (and unre-
lenting) events such as sea level rise, desertification and glacial melt. Instead, strategies to build community resi-
lience, such as social protection schemes, livelihood diversification, and, in extreme cases, migration, will require
loss and damage finance that is best provided by public sources. Finally, an insurance-based approach does not
encompass an appropriate response to non-economic loss and damage. Risk insurance does not include any
means to value or repay non-economic loss and damage, including loss of heritage, culture, languages and
ecosystems.

Social and economic development concerns should be central in proposals to address loss and damage. Loss
and damage approaches that integrate poverty reduction and other development strategies can better promote
equitable, effective and sustainable development. In addition, it must be ensured that the incorporation of loss
and damage considerations into development projects, programmes and policies does not divert finance from
other crucial climate-related initiatives and development objectives. In this regard, the mobilization of new
resources is critical. Research has suggested that existing resources for mitigation and adaptation have not
been entirely ‘'new and additional’ (Weikmans & Roberts, 2017), as figures of climate finance have been bolstered
by double-counted aid (Weikmans, Roberts, Baum, Bustos, & Durand, 2017). The gaps between finance needed
and provided, and between finance counted and actually distributed, for mitigation and adaptation is especially
concerning in light of the volume of additional finance needed for loss and damage response, discussed further
below.

In addition, developed countries’ support for loss and damage response must not continue to almost exclu-
sively take the form of one-time voluntary contributions to insurance schemes. Such pledges have been made
on an ad hoc basis, without any long-lasting shift of the financial burden associated with risk insurance away
from vulnerable country governments. Given this context, the InsuResilience Global Partnership on Climate
and Disaster Risk Finance and Insurance Solutions, launched in 2015, is a development worthy of attention:
the partnership has attracted pledges from G20 countries to support the provision of affordable insurance
and other financial protection in the countries that are most vulnerable to climate change. Support from
wealthy nations should be sustained, predictable and adequate, and must increase steadily as climate
change intensifies. The goal of at least $200-300 billion per year by 2030 from Richards and Schalatek (2017)
points to the scale required.

A major gap remains between the amount of funding needed to support responses to loss and damage,
including those described in this article, and the amount of funding currently available. Most climate finance
is directed towards mitigation efforts, rather than towards adaptation (AdaptationWatch, 2015; UNFCCC Stand-
ing Committee on Finance [UNFCCC SCF], 2016). Despite a lack of measurement of loss and damage finance, we
can assume that even less finance is directed towards efforts to address it. Loss and damage is an issue distinct
from adaptation, and is therefore in serious need of distinct financial support. Future UNFCCC discussions and
negotiations, including the scheduled 2019 review of the WIM, must consider establishing permanent, equitable
and adequate financial mechanisms for loss and damage. To deliver finance at the scale of losses and damages
from climate change in vulnerable nations, innovative mechanisms for raising funding, such as levies on airline
travel, fossil fuel extraction, greenhouse gas production, bunker fuel use or financial transaction taxes — which
have been overlooked by the WIM ExCom to date — must be urgently considered.
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Notes

1. Our review originated as a response to a call for submissions from the WIM Executive Committee; for a summary of those sub-
missions, refer to UNFCCC, 2016).

2. Virtually all negotiations on loss and damage are held behind closed doors at COPs, and at the ExCom meeting to formulate
the five-year workplan, all negotiations on the five-year workplan were held in closed sessions, excluding representatives of
observer organizations.

3. The ARC model used the assumption that farmers would plant maize with maturation times of 120-140 days. However, 60% of
maize planted by farmers had a maturation time of just 90 days. Therefore, the impact of the drought was much worse than
anticipated, as rains came too late to water the maize seeds actually planted (Reeves, 2017).

4. National decision making in Bangladesh about when and how to release these funds was still ongoing at the time of writing.
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