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We need financial institutions to fight climate change

It was the single-minded greed of the finance industry and those who operated it that
caused the Financial Crisis. Well, that was the story we were told.

Whether this is a fair assessment is irrelevant. Perception is everything.

Trust was lost in financial institutions. And it could not have happened at a worse time.
Repairing that damage is needed because the survival of the human race may now depend
on it.

We need financial institutions to fund our fight against climate change. There is a huge
investment gap that governments cannot fill.

Insurance companies will benefit from the low-carbon transition because companies
across every sector will require insurance to protect new assets and projects.

Through better funding, banks could actually cause the cost of generating renewable

energy to fall even further and speed up the transition to a low-carbon world.

This is where we as investors can make a difference.

Governments can no longer afford to
battle climate change alone

Many governments are highly indebted (see
chart 1). They have been taking on huge
amounts of debt ever since the Financial Crisis
14 years ago. This accelerated during the
pandemic, when they were forced to spend to
avoid a brutal economic depression.

Subsequently, tackling climate change is now
financially a lot harder than before.
Unfortunately, the need to act has become
even more urgent. And our governments simply
cannot afford it.

According to the think tank Climate Policy
Initiative we will need to spend globally at least
USD 4.1 trillion every year by 2030 if we are to

! Climate Policy Initiative. (10 February 2022). Global
Landscape of Climate Finance 2021. CPI.

succeed in transitioning to a low carbon world
(see chart 3). This is necessary to prevent the
planet from warming more than 1.5 degree
Celsius.t

Right now, we are nowhere near that amount.
In 2019/2020 we only invested USD 632 billion
in fighting climate change globally (see chart 2).
The public sector bore the burden, financing
USD 321 billion (51.0%), while financial
institutions only funded USD 130 billion
(20.6%). Yet, with burgeoning budget deficits
and increasing government indebtedness,
financial institutions will need to pick up the
slack and raise the bar to fund the energy
transition.

https://www.climatepolicyinitiative.org/publication/global-
landscape-of-climate-finance-2021/
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Chart 1: Government debt-to-GDP Chart 2: Who is financing the climate
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Chart 3: Tracked climate finance flows and estimates for what is needed until 2050
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The finance industry will have to
fund the low-carbon transition

If the whole world wants to reach net-zero by
2050, USD 90 trillion of infrastructure
investment is needed over the next 15 years.?

This funding gap can easily be filled by global
financial institutions who already have access
to USD 404 trillion in assets. Each of these
institutions are unique in the way they operate,
but they all can play a crucial role in helping us
reach a low carbon world.

Insurance companies

Insurance companies will actually benefit from
the low-carbon transition because companies
across every sector will require insurance to
protect new assets and projects. The premiums
they earn are also likely to be invested over the
long term in sustainable assets that aim to
match their future liabilities.

They will be crucial in helping protect against
climate catastrophes. The losses from perils
such as severe convective storms or wildfires
will need to be managed as their frequency
increases with climate change. New innovative
techniques will be needed to model these
events and help insurers diversify their
exposure.

2 Miller, G. (19 August 2021). Here's how to to bridge the
net-zero funding gap. World Economic Forum.
https://www.weforum.org/agenda/2021/08/nine-steps-to-
bridge-the-net-zero-funding-gap/

The winners in the insurance sector are likely to
be those groups with the right risk modelling,
pricing and risk management at the heart of
their business. It is these attributes amongst
others that help them outperform.

Banks

Banks are very important in this fight against
climate change. As lenders they can lower the
cost of capital for building clean energy
infrastructure. They can do this by simply
facilitating the flow of money from the private
sector into these projects. At present, deposits
around the world are rising along with savings,
which means banks have sufficient lines of
funding to invest (see chart 4). In economics,
savings equal investment, but in this case low-
carbon investment.

Banks also work closely with fintech companies
to provide new and innovative ways to raise
finance that can help make renewable energy
infrastructure affordable and bankable. They
can help new initiatives overcome the
institutional and financial barriers that fintech
companies face.

Furthermore, through better funding, banks
could actually cause the cost of generating
renewable energy to fall even further and speed
up the transition to a low-carbon world.3

3 Schub, J. (27 August 2019). Why We Need Finance to
Fight Climate Change. Yale Insights.
https://insights.som.yale.edu/insights/why-we-need-
finance-to-fight-climate-change

Page 3 of 6


https://www.weforum.org/agenda/2021/08/nine-steps-to-bridge-the-net-zero-funding-gap/
https://www.weforum.org/agenda/2021/08/nine-steps-to-bridge-the-net-zero-funding-gap/
https://insights.som.yale.edu/insights/why-we-need-finance-to-fight-climate-change
https://insights.som.yale.edu/insights/why-we-need-finance-to-fight-climate-change

twelve
CAPITAL

Marketing material for professional/qualified investors only

info@twelvecapital.com
www.twelvecapital.com

March 2022

Chart 4: Savings equal investment

Savings to splurge

Lockdown barriers to spending combined with stimulus-boosted incomes have left consumers with

massive pent-up savings
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Asset managers and wealth managers

Asset managers will also provide important
capital investment into sustainable projects and
infrastructure on behalf of the investors they
represent. Some of these flows will come from
institutional investors, but they will also come
from the wholesale market. This includes
investments made by wealth managers on
behalf of their high-net-worth client base. It also
includes retail investors and those represented
by financial advisors.

Fintech and insurtech companies

Fintech and insurtech companies will be vital for
enabling  sustainable investing through
innovative digital technologies. These could be
used to find alternative sources of funding and
also help the wider industry quantify climate
risks.

They will help measure and analyse the impact
of climate change on the investment side, but
also understand the risks and impacts of
climate change on the liability side.

Data and automation will play a pivotal role by
allowing them to help banks and insurers make
smarter decisions. This includes loan book
management, fraud reduction and overall risk
management.

In addition to this, machine learning-based
models developed by these companies may
help the financial sector measure risk more
accurately and at a much finer level.

Our economy cannot transition to
net-zero without the financial sector

This is something that is going to happen.
Tackling climate change will be one of the
biggest and most significant long-term
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structural trends that our global economy
experiences this century. The investment
opportunity is enormous. None of this can
happen without the financial sector.

At present, capital is still flowing through our
financial system to finance the high carbon
economy (see figure 1). However, this is a
transition and it is one where we will slowly see
a decrease in capital flowing into high-carbon
activities, as it increasingly flows into our new
low carbon economy.

For investors, this is where the investment
opportunity lies.

Figure 1: The great transition for high to low-
carbon economy funding
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Source: UNEP, Financial Institutions Taking Action
on Climate Change, GlobeNewswire, March 2021.
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About Twelve Capital

Twelve Capital is an independent investment manager
specialising in insurance investments for institutional
clients. Its investment expertise covers the entire balance
sheet, including Insurance Bonds, Insurance Private Debt,
Catastrophe Bonds, Private Insurance-Linked Securities
and Equity. It also composes portfolios of its Best Ideas. It
was founded in October 2010 and is majority-owned by its
employees. It has offices in Zurich, London and Munich.
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Disclaimer

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited, Twelve Capital
(DE) GmbH or their affiliates (collectively, “Twelve Capital”). This material has been furnished solely
upon request and is intended for the recipient personally and may not be reproduced or otherwise
disseminated in whole or in part without prior written consent from Twelve Capital. It is expressly not
intended for persons who, due to their nationality or place of residence, are not permitted access to
such information under local law as the product may not be authorised or its offering may be restricted
in certain jurisdictions. It is the responsibility of every investor to satisfy himself as to the full observance
of such laws, regulations and restrictions of the relevant jurisdiction. This is an advertising document.

This information was produced by Twelve Capital to the best of its knowledge and belief. However, the
information herein may be based on estimates and may in no event be relied upon. All information and
opinions contained in this document are subject to change without notice. Twelve Capital’'s analyses
and ratings, including Solvency Il compliance analysis, Twelve Capital’'s Counterparty Credit Rating and
Twelve Capital’s Legal Rating, are statements of Twelve Capital’s current opinions and not statements
of fact. Source for all data and charts (if not indicated otherwise): Twelve Capital. Twelve Capital does
not assume any liability with respect to incorrect or incomplete information (whether received from public
sources or whether prepared by itself or not). This material does not constitute a prospectus, a
request/offer, nor a recommendation of any kind, e.g. to buy/subscribe or sell/redeem investment
instruments or to perform other transactions. The investment instruments mentioned herein involve
significant risks including the possible loss of the amount invested as described in detail in the offering
memorandum(s) for these instruments which will be available upon request. Investments in foreign
currencies involve the additional risk that the foreign currency might lose value against the investor's
reference currency. Investors should understand these risks before reaching any decision with respect
to these instruments. The information does not take account of personal circumstances and therefore
constitutes merely promotional communication, and not investment advice. Consequently, Investors are
advised to take all necessary legal, regulatory and tax advice on the consequences of an investment in
the product. Past performance is no indication or guarantee of future performance. The performance
shown does not take account of any commissions and costs associated with subscribing to and
redeeming shares.

Note to EEA investors: when distributed in the EEA, this information has been distributed by Twelve
Capital (DE) GmbH in accordance with the terms of its authorisation and regulation by the
Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin).

Note to US investors: Neither this information nor any copy thereof may be sent, taken into or distributed
in the United States or to any U.S. person (within the meaning of Regulation S under the US Securities
Act of 1933, as amended). The products and services described herein may not be offered to or
purchased directly or indirectly by US persons.

Twelve Capital AG is licensed as "Manager of collective investment schemes" by the Swiss regulator
FINMA. Twelve Capital AG is incorporated in Switzerland, registered number 130.3.015.932-9,
registered office: Dufourstrasse 101, 8008 Zurich. Twelve Capital (UK) Limited is incorporated in
England & Wales: company number 08685046, registered office: Moss House, 15-16 Brook’s Mews,
London, W1K 4DS. Twelve Capital (UK) Limited is authorised and regulated by the UK Financial
Conduct Authority and is registered as a commodity pool operator (“CPQO”) with the U.S. Commodity
Futures Trading Commission (“CFTC”) and is a member of the National Futures Association (the “NFA”)
in such capacity. Such registrations and membership in no way implies that the FCA, the CFTC or the
NFA have endorsed Twelve Capital (UK) Limited’s qualifications to provide the advisory services
described in this document. Twelve Capital (DE) GmbH is authorised and regulated by the
Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin) in Germany. Twelve Capital (DE) GmbH is
incorporated in Munich, Germany, commercial register number (registry court: Munich) HRB 252423,
registered office: Theatinerstrasse 11, 80333 Munich.

© 2022 Twelve Capital. All Rights Reserved
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