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Executive Summary

This study aims to explore how Ecosystem-Based Adaptation (EbA) and Nature-Based Insurance Solutions (NbIS)
can effectively mitigate the impacts of climate-related hazards in the Philippines and in the region. It delves into
understanding the policy landscape, examining market practices through case studies, identifying challenges in
the sector, and proposing steps to scale EbA and NbIS solutions in the country.

Through one-on-one interviews with 23 individuals, focus group discussions with key partners in the private and
regulatory sectors, and a webinar that attracted over 65 participants, we gained valuable insights. However, the
study findings reveal a low awareness among local partners in the Philippines, with only 30% of participants being
aware of these solutions. Around 80% of participants emphasized the crucial role of government support in scaling
these solutions. Despite the low awareness, there is a clear appetite among local and international insurance
partners to pilot and potentially scale more Nature-Based Insurance Solutions in the Philippines. It is evident from
available data that EbA solutions can significantly reduce financial losses while providing long-term environmental
and social benefits. Natural assets like corals and mangroves, in addition to their environmental benefits, hold high
economic value that should be considered and valued as assets like grey infrastructure by insurance companies.

The Philippines, along with neighbouring countries like Indonesia, boasts diverse and extensive coral and
mangrove assets, which can substantially reduce the impact of storm surges. Investing in nature-based resources
is a logical risk management strategy, especially considering that climate change could significantly reduce the
Philippines' gross domestic product (GDP).

The Philippines is well-positioned to become a leader in the EbA insurance space, given the availability of funds
from national and international agencies, relevant policies, and successful examples of scaling innovative
insurance products like microinsurance, which now covers 57 million lives. Proven case studies from countries like
Fiji, Hawaii, and Mexico provide a foundation for the Philippines to build on and create a thriving ecosystem for
EbA and NblS.

Leveraging natural assets and creating sustainable revenue streams through carbon offsets, natural capital bonds,
and catastrophe bonds will be critical, with government support being essential for ensuring the financial viability
of these solutions in the country.

Local players such as insurance associations, development agencies, cooperatives, and insurers should
collaborate through technical working groups to expedite piloting and scaling these projects. The goal is to create
a playbook to scale these solutions not only in the Philippines but also across Southeast Asia. Policy makers have
recognized the importance of tackling climate change and conserving biodiversity, as evidenced by key policies.
However, swift implementation remains crucial. Policy makers will also need to act quickly to create incentives for
higher private sector participation, considering the high risks associated with these solutions. It will take a joint
effort over 2-3 years to create a sustainable solution in the country.




Il.  Scope of the Study and Snapshot of Key Findings

This study, initiated in Q4 of 2023 in partnership with GIZ, international insures, cooperatives, subject matter
experts, and regulator, aims to share the following insights across (5) key areas:

)

Assessment of Policy Landscape

Ll..-.
&

Provide a comprehensive assessment of existing policies to identify opportunities for scaling EbA solutions in the
country. We engaged individuals in both regulatory and private sectors to understand which policies and laws can
be leveraged or further adapted to scale EbA solutions in the Philippines. Our findings surfaced several existing
policies with links to EbA that require greater attention from stakeholders to both learn about and identify how they
can be put into practice within the insurance industry.

Scoping of Market Practices

Summarize market practices from successful global projects and initiatives to the Philippine context. We
interviewed organizations involved in piloting EbA projects globally to understand the requirements for scaling
similar solutions. While there were several projects globally, they were limited in scale to fully commercialize into a
scalable product locally. Additionally, there was a lack of a comprehensive inventory of projects, limiting the creation
of strong investment cases.

Identification of Challenges

h

Surface challenges include funding, project identification, market development insights, and scalability.
Stakeholders from the government, private sector, and development sector highlighted domestic and global
challenges in creating and identifying business cases for scaling EbA and NbS solutions. These challenges ranged
from high financial risks to insufficient resources, lack of government incentives, and a shortage of technical
expertise among professionals in project identification and assessment.

Market Development Insights

Equip stakeholders with actionable insights for navigating the emerging new market. We spoke to cooperatives
and local insurers to understand existing market entry points, including international experts on potential avenues
for developing this instrument in the region. Similar to how the Philippines scaled Microinsurance, initially deemed
too risky, through a multi-stakeholder effort leading to the country having the highest microinsurance penetration
in the world, covering over 57 million insured lives (48% of the population).

o=
E(E/ Scoping of Good Market Practices

Share how good marketing scaling practices from other regions with successful pilots like Mexico's Quintana Roo
and Hawaii Reef Insurance and could be leveraged to drive successful projects in the Philippines and the Southeast
Asian region.



Methodology

This study employed a rigorous methodology to ensure accuracy and gather insights from a broad and diverse
audience. The study was conducted as follows:

1. Expert Interviews: We conducted one-on-one interviews with experts across various sectors, including
executives in the insurance industry, regulatory bodies, cooperatives, insurance associations, and consultants.
A standardized set of questions was used for all participants, with some modifications based on individual
expertise. This approach ensured consistency in study results and allowed for comparison across different
stakeholders. Our interviewees ranged from organizational leaders to subject matter experts in the field of EbA
and NblIS insurance solutions.

2. Literature Review: We analysed over 15 published and internal reports, including case studies from various
regions, to provide comprehensive insights. These reports were sourced from multinational banks,
development agencies, insurance associations, and top consulting firms. Our aim was to build a broad
knowledge base while limiting redundancy in existing content.

3. Focus Group Discussion: A focus group discussion was conducted, involving around 10 participants from
diverse segments of the insurance sector. This session aimed to foster conversations among stakeholders
and cover topics ranging from understanding entry points for EbA solutions to challenges in product
development.

4. Webinar: We organized a webinar that attracted participants from the international insurance and reinsurance
industry, cooperatives, and subject matter experts from development agencies. The webinar was attended by
over 65 participants, featured presentations on NblS insurance solutions, successful case studies from around
the world, and ongoing pilots in the Philippines. The goal was not only to educate the audience on these
innovative solutions but also to gather critical insights on the challenges and necessary cooperation for
successful scaling.

5. Consultant Experience: Insights from a consultant with over five (5) years of experience in microinsurance
and NbIS in the Philippines were also incorporated. The consultant's recommendations, based on various
aspects studied, were integrated into this report.

Stakeholder Interview

To ensure we gathered comprehensive insights from diverse stakeholders, we engaged a wide group of
participants, including domestic and international insurers, specialists, regulators, cooperatives, consulting firms,
and insurance associations. In total, we hosted discussions with 23 individuals, conducting both one-on-one
engagements and facilitating a focused group discussion, followed by a webinar which drew in more than 65
participants. The aim of these interviews was to gather insights from individuals and organizations directly
influencing this space and spark new ideas for these new solutions.

Figure 1: Chart illustrating the participants contributing to this study
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Key Interview Findings
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AWARENESS

30% of participants were aware about EbA and NbIS.
20% were actively engaged in directly developing these solutions.

CHALLENGES

80% of participants surfaced government support as crucial for market
development.

70% of participants stated funding resources as a barrier to scale EbA
solutions.

SUPPORT

70% of participants stated requiring technical training on developing EbA
solutions.

60% of participants stated clarity and ease of use in securing government
funding.

TOP RECOMMENDATIONS

Cross Governmental Agency support is crucial for creating and scaling
EbA solutions.

Identify additional projects to enable scale, attract funding and mitigate
risk.




V.

Introduction

As the challenges of climate change accelerate, it is imperative to fortify financial instruments and adaptation
strategies. To understand the intricacies of market practices within the risk transfer industry, pinpoint challenges,
and highlight investment opportunities that merge EbA and climate and disaster risk finance and insurance
(CDRFI), the Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ) GmbH, through the Strengthening
Disaster Resilience and Risk Mitigation through Ecosystem-based Planning and Adaptation (E4DR) project, is
spearheading a study designed to comprehensively assess the policy landscape and regulatory frameworks that
support CDRFI and EbA initiatives in the Philippines. The research also aims to scope out Global CDRFI and EbA,
with the goal of encouraging both public and private sector stakeholders in the Philippines to embed climate action
within their strategic agenda and business operations.

By surfacing successful strategies employed in analogous regions, both public and private sectors in the Philippines
can derive guidance for the effective incorporation of climate-focused initiatives into their programs and business
portfolios. Through these combined efforts, this research aims to contribute to the broader discourse on climate
resilience and sustainable financial practices, fostering a more robust and adaptive framework for the future.

Acronyms and Definitions

1. Nature-based Solutions (NbS) is defined as the wide range of actions that work with, mimic and enhance
nature by securing ecosystem services to help address three central societal challenges:
Mitigate and adapt to climate change and build disaster resilience.
Protect biodiversity.
Ensure human well-being.

Based on the definition of the International Union for Conservation of Nature (IUCN), NbS are actions to
address societal challenges through the protection, sustainable management and restoration of ecosystems,
benefiting both biodiversity and human well-being.

2. Ecosystem-based Adaptation (EbA) is a strategy that harnesses NbS and ecosystem services. According
to the IUCN, EBA is a nature-based solution that harnesses biodiversity and ecosystem services to reduce
vulnerability and build resilience to climate change, such as the sustainable management of forests,
grasslands, and wetlands, that increase the resilience and reduce the vulnerability of people and the
environment to climate change. For example, preserving coastal habitats like mangroves enables natural flood
defences; reforestation limits desertification and replenishes groundwater supplies during droughts. EbA has
the potential for generating economic returns because of the co-benefits that EbA measures generate but
requires integration at multiple levels, including national, regional, and local, and involves collaboration
between policymakers, communities, and conservation practitioners.

3. Climate and Disaster Risk Finance and Insurance (CDRFI) refers to the use of financial instruments,
strategies, and insurance mechanisms to manage the risks associated with climate change and natural
disasters. The goal of CDRFI is to provide financial protection by limiting the economic and social impact of
climate change and natural disaster especially in low-to-middle income countries. CDRFI includes a broad
spectrum of key components, including risk modelling, early warning systems, capacity planning, public-private
partnerships, regulatory frameworks, catastrophe bonds, etc.



10

Ecosystem-based adaptation (EbA)

EbA is a nature-based approach to adapting to the impacts of climate change. It focuses on harnessing the power
of healthy ecosystems to provide natural solutions that help people, communities, and wildlife become more
resilient to climate threats. EbA insurance solutions encompass various types of insurance aimed at strengthening
the resilience of natural capital, such as coral reefs and mangroves. These include parametric insurance products,
which provide coverage for extreme weather events and natural catastrophes based on predetermined parameters.
They enable rapid emergency responses and longer-term reconstruction efforts. Another example is indemnity
insurance, which compensates the insured party for the loss or damage of physical assets like infrastructure or
EbA green infrastructure. The insured value is calculated based on the market and reconstruction value of the
asset, while insurance premiums are determined by the cost of repairing the grey or green asset (example: Reefs)
and the likelihood of damages. Indemnity insurance products are typically used for low severity but high frequency
events. There are three (3) key benefits of solutions.

EbA strategies often deliver benefits beyond climate Examples of EbA

change adaptation.

They can support biodiversity conservation, improve
livelihoods, and promote sustainable natural

resource management. .
Protecting and

I\ 4
EbA leverages the natural functions and services ) managing wetlands
provided by healthy ecosystems.

Sustainable
Development
- Protecting

coral reefs

y Communi
B adaptation oroj

Restoring degraded
forests and mangroves

Figure 2: Linkages between EbA and other approaches
to sustainable development (UNEP)
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EbA solutions designed to work with nature to build resilience and limit financial losses, while providing social
benefits to vulnerable communities, include the following solutions:

1.

Ecosystem protection and restoration: Natural assets like
mangroves, forests, and wetlands protect infrastructure and Southeast Asia is
communities from storm surges and soil erosion, while sequestering Yol gl=RioX:118l0 1 Mo 8=
carbon. Mangroves can store on average 1,000 tons of carbon per third of mangroves

globally, with ~20%

hectare in their biomass and underlying soils, while providing protection
against floods and storms. UNEP estimates mangroves to be worth at
least US$1.6 billion per year in ecosystem services with a worth of o f t h e wor
US$33,000-57,000 per hectare per year. World Bank values mangrove [liteWlel{0VCOR1g]
ecosystems between US $14,000 to $47,000 per hectare per year. Indonesia alone.
These valuations are influenced by the value mangroves provide in
building ecosystem services. Without considering for these services,
mangroves are worth less, at around US $230 per hectare. The real value in mangroves is their ability to
store 4,000 tons of carbon dioxide per hectare.

Among Southeast Asian countries, the Philippines has the largest (2.7 million ha) and most diverse (19
species) seagrass meadows and has the fourth |
mangroves account for 20% of the global area and storing 3.14 billion tons of carbon dioxide, which is
equivalent to GHG emissions from approximately 2.5 billion passenger vehicles per year. World Bank
suggests that Indonesian mangroves are valued between US$15,000 to almost US$50,000 per hectare.
From an insurance perspective, we can estimate the economic value of mangroves for flood risk reduction
by using probabilistic and process-based valuations of the damaged mitigated by mangroves. The
benefits can be combined with restoration costs to develop spatially explicit benefit cost ratios, which
considers the distribution of the benefits and costs across a geographic area.

Marine (reefs, living shorelines) protection: Marine assets like coral reefs act as natural barriers that
dissipate wave energy during storms and typhoons, thus protecting coastal infrastructure (ports, beaches,
small businesses) and community livelihood (fisheries, aquaculture, tourism). Coral capital also plays a
crucial role in carbon storage through a process called calcification, which reduces ocean acidification
and preserving marine habitats. Coral reefs cover less than 1 percent of the ocean floor square miles yet
support 25% of all marine life.

Sout heast Asia contains 30% of t
reefs covering 39,000 square km and Philippines covering 26,000 Coral reefs reduce
square km. Apart from asset protection, coral reefs are estimated to 6oL e=IN{lelels[Iale[=Ngle!
provide up to $9.9 trillion/year through ecosystem services and goods, erosion by dissipating
with up to $36 billion from coral reef tourism. Across Indonesia,
Thailand, and Malaysia) alone, the scuba diving industry was
estimated to be around $4.5 billion/year. The total economic value of wave energy.
reef ecosystem services in the Philippines is estimated to be $4 billion
per year. Apart from economic benefits, coral reefs can provide up to $4 billion of savings in flood
protection. Loss of just 1 meter of healthy reef due to climate change induced disasters like Typhoons and
Hurricanes and double financial losses, hence dedicated insurance solutions are essential to protect
coastal and onshore assets. From an insurance perspective, providing coverage is straightforward
considering the reefs reduce wave energy by 97% thus protecting property damage during storm surges.
Southeast Asian countries like the Philippines and Indonesia can establish a parametric Coral Protection
insurance to guarantee repair of reef systems, like grey infrastructure (buildings, bridges, ports, etc.), thus
providing protection benefits for future events. Cooperatives can act as a single purchaser of the insurance
product and raise funds through public-private partnerships, government funds, philanthropic sources, in
addition to charging members (property owners, local businesses, hotels etc.) a basic annual fee to fund

as much as 97% of

premiums. Tourists could also be |l evied a fAcor al

and ensure product sustainability. The parametric insurance policy would provide coverage to a specific
geographical area, which defines the Corals included in the policy. Projected costs of restoration would
form the basis to calculate the required amount of insurance coverage. A Coral Asset Protection (CAP)
product could be bundled with a Mangrove Asset Protection (MAP) product to create a comprehensive
coverage for Southeast Asian countries.

reef

argest

1

t axo
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EbA6s i mpact rsks reducing

The UN estimates that investing just $6 billion a year in nature-based resources could avoid $360 billion disaster
related losses over the next 15 years. The report states that this $6 billion represents only 0.1% of the projected
expenditure on new infrastructure. This creates a compelling business case for both private and government actors
to act, considering the high financial upside of mitigating long term losses.

The 2022 World Risk Index placed the Philippines as the most-disaster prone country in the world. An average of
20 typhoons, compounded by floods and landslides, take back any economic gains made by the country. Without
action, climate change will reducethe countrydéds GDP by 13.6% by 2-gedlent
infrastructure in the Philippines is estimated at 0.7 % of GDP, highlighting that at a country level, the benefits of
limiting and avoiding damage far outweighs the investment costs. Several climate actions are expected to directly
benefit the private sector, creating $168 billion in potential opportunities in the next 10 years. This includes
opportunities in climate smart cities, clean energy, agroforestry, transportation, and agriculture, which all require
asset protection through insurance. Hence from an economic perspective, it is evident that the benefits of limiting
and avoiding damage far outweighs the investment costs.

Figure 3: Impact of Climate Change in Southeast Asian Countries

IMPACT ON THE PHILIPPINES

Climate-related hazards led to US$10-B losses from climate-related hazards, despite low-carbon emission for a
10-year period. Department of Finance (DOF) states this amount makes up 98.2 percent of the country’s total
estimated losses and damages from 2010 to 2020 of around US$10.6 billion.

IMPACT ON VIETNAM

World Bank states that Vietnam lost about $10 billion in 2020, or 3.2 percent of its gross domestic product, to
climate impacts. The projected costs to the economy generated by climate change could total as much as $523
billion by 2050.

IMPACT ON INDONESIA

The United Nations Economic and Social Commission for Asia and the Pacific shows that Indonesia is losing
US$31.2 billion annually from disasters, of which US$23.3 billion is derived from droughts.

The
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Nature-based Insurance Solutions (NbIS) and its benefits and opportunities

NbIS incorporates actions and measures supported by nature (example: mangrove carbon sequestering),
qguantifying the value of natural assets (coral reef cover, wetlands, forests) and providing insurance products to
maintain/restore natural capital resources. NbIS investments are one of the most effective adaptation and mitigation
tools to offset the impact of climate change induced weather and natural catastrophes, while contributing to income
generation activities, community development, and biodiversity preservation. Philippines insurance companies are
uniquely positioned.

Direct benefit from hedging physical risks of around 20 typhoons that enter the region
annually, thus reducing actual investment costs through lower pay-outs for claims over time. For
example, financing natural storm prevention systems (reef and mangrove covers) could lower the
physical risk of flooding in certain areas, thus offset the costs of pay-outs when a typhoon occurs,
especially from MSMEs.

High financial upside of reducing impact of Nat-cat events. The Philippines Department of
Finance stated the country is expected to lose $268 billion in the next 50 years, with NEDA reports
stating $73.5 billion worth of planned infrastructure completion by 2028. By reducing the impact
of natural hazards, Insurance companies will reduce pay-out costs on physical insurance.

Strong government backing for NbS is evident in several policies, frameworks and roadmaps
drafted by the government, emphasizing natural capital protection. As part of COP28, the
Philippines joined the World Economic Forms Blue Carbon Action Partnership to preserve coastal
ecosystems in the country, representing 700 billion metric tons of sequestered carbon. Together
with Indonesia, both countries store nearly 4 trillion tons of blue carbon eco systems, equivalent
to 11 trillion barrels of oil. Through strong collaborating with regulators, Insurance companies can
lead efforts to lower national financial risks for the country.

High availability of funds to scale NbS initiatives. Currently, there are >$14 billion pledged and
available dollars for several initiatives including agroforestry, mangrove restoration, climate
change mitigation, etc. from international, private, and national resources. This allows local
insurance players to pilot, launch and scale NbS products with lower financial risks and tapping
into readily available local and international technical resources.

Robust international support from multi-lateral banks. As of 2023, the Philippines will all be the
beneficiary of a $600 million funding from the World Bank to help enhance its financial sector, with
a focus on developing the catastrophe insurance marketplace. Apart from financial support from
the World Bank& IBRD Capital program, local insurance firms can collaborate with global entities
such as Swiss Re and Munich Re. Both players, involved in the joint structuring and placement of
this fund, can further assist in the development of NbS- focused insurance solutions.

Highly developed microinsurance market. Globally, Philippines has the highest microinsurance
outreach (percentage of the population covered), with 57.75 million insured lives (IC report) and
premiums growing 14% annually. With high penetration and strong distribution channels, scaling
NbS products through distribution channels like microfinance banks, cooperative insurance
societies, MBAs and NGOs provide an enabling factor unique to the Philippines. For example,
the Cooperative Insurance System of the Philippines (1CISP) insures over 1.2 million individuals.
Similarly, pawnshop networks like Cebuana Lhuillier, with extensive physical and digital reach,
have the potential to scale NbS products to 30 million customers nationwide, particularly
vulnerable communities most affected by climate change.
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Insurers are also recognizing the significance of insuring natural ecosystems and are exploring innovative practices
in this area. Nature-related opportunities go beyond risk management and can be strategic for innovative insurers.
There are several ongoing pilots executed by international insurers like AXA Climate, Swiss Re, Munich Re,
Hanover Re, in partnership with governments and international agencies. Homegrown efforts, led by 1CISP in the
Philippines in protecting mangroves, combined with international efforts, are encouraging initiatives, showcasing
interest from multiple stakeholders in investing in using natural assets to reduce risk. From our research, we've
noted that through these pilots, insurers are also creating innovative risk management frameworks, services, and
procedures related to the loss of ecosystem services. These range from protection, restoration, community
development, public-private partnerships to protect green infrastructure, new risk modelling tools, and in some
cases tailored solutions for specific regions.

We also observed the use of sophisticated tools like Artificial Intelligence (Al), which can potentially enhance an
insurer's entire value chain from data entry to customer support to pricing. For NbIS, Al can serve as a powerful
tool in using larger datasets in modelling out risk and predictions, which can expedite valuations of ecosystems,
leading to faster go-to-market products and solutions. Al can further drive down overall operating costs for insurers,
freeing up more capital to support nature and ecosystem adaptation insurance solutions.

GIZ in the Philippines is currently conducting a pre-feasibility study of insurance solution for marine protected areas
(MPAS) against typhoons. Three product ideas and its combination are being studied: 1) MPA physical asset
protection targeted to those managing the MPAs, 2) marine habitat protection for those managing the MPAs or
other stakeholders who want to support ecosystem restauration, 3) community protection for community groups or
business sector that directly depend on a functioning MPA. Public entities (including local government units),
private insurance industry, community, and business sector in the tourism value chain are being consulted in the
study. Drawing out sustainability mechanisms for funding the MPA insurance premium is a key scope of the study.
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