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EU Emissions Trading: EU Emissions Trading: 
One company’s view on the role of the Financial IndustryOne company’s view on the role of the Financial Industry
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Key Facts
• Founded 1863 in Zurich, Switzerland
• Head Count  > 9,000 world wide, > 2,800 in Zurich
• Second largest reinsurer with 70 offices in 30 countries
• “AAA”- rated company

Profile of Swiss Re

Our Business
• International reinsurance business with traditional and  

“Alternative Risk Transfer” (ART) Products 
• Direct insurance solutions for “Fortune 2000” Companies

(Energy, Utility, Transportation etc.)
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Why GHG matters to the financial industry?

• Human activity (GHG release) linked to climate change; 
unabated GHG release will potentially accelerate climate change

• It will impact the economic well-being and the societal fabric
• Most worst case insurance loss scenarios are climate borne  

(e.g. storms, floods, hurricanes)

Impact on severity and frequency 

of extreme events ?
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Insured Natural Catastrophe Losses 1970–2000
in USD billions, at 2000 prices. Source: Swiss Re sigma

Upward trend expected to continue:
• higher insurance penetration
• growing values
• value concentration in coastal areas 
• changing hazard cycles and trends, 
e.g. natural & man-made climate 
change
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Swiss Re’s sustainability commitment and opportunity
• UNEP Finance Initiatives - signatory 

and chair of climate change group

• Environmental Management System
– Exposures  - Identification/Management
– Markets - GHGRS’s role: sustainability 

business opportunities generation 
responsibility within Swiss Re

– Operations - Efficiency and Effectiveness

• Sustainability (water and climate) -
“top topics” of Executive Board and 
stakeholder dialogs at Rüschlikon

• 580+ CHF million of “green” 
investment into Swiss Re

• Memberships (e.g. WBCSD), 
publications, participations (WEF)

• Sustainability represents a business 
opportunity to Swiss Re!

• To facilitate business: Sustainability 
Commitment should be adopted within 
entire FSBG group

• No subsidy and special treatment 
needed for environmental 
investments and business 
generation

• Opportunity to leverage number 1
sustainability ratings

• Leading position in GHG Market and 
standing as an innovator

• Swiss Re’s “Sustainability” reputation 
risk: Eventually, we ‘have to put the 
money where our mouth is’

2000 figure
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Identification
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Management
(storm exposures 

single biggest threat)
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Opportunities

Markets

Swiss Re’s Environmental Commitment

Sustainability and 
best practice in respect of . . . 

Operations

Efficiency
and

Effectiveness

All Contribute to Swiss Re’s brand image >> Reputation
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GHGRS 2002 strategy, activities and goals  

GHG-FS
Feasibility Study

GHGRS implementation (R&D 
phase)

GHG concept fully 
activated into FSBG 
business

July 2000 April 2001 April 2002 April 2003

• Pursuit of business opportunities - FSBG alignment/synergies

- Focus: energy and utility sectors 

- Concentration: Second-tier Fortune 2000 multinationals

• “Building the Brand” - premier financial services company market positioning 

• GHG risk identification to existing Swiss Re (re)insurance and investment book

• Education and awareness building (internal and external) on our activities

• Market standard setting

April 2004
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Potential GHG emissions reduction market

36%

5%
20%

23%

16%Utility

Other

Manufacturing &
Construction
Transportation

Energy

World CO2 emissions by industry sector: annual output = 23 billion Mt 

•Utility, Energy and Transportation sectors account for approximately 75% of global emissions
•Pre-COP7 - CO2only Kyoto trading value: $19bn to $38bn, with derivatives $75bn and $154bn  

(likely to be reduced by >25% without US participation)

•Overall, OECD emissions reduction compliance market (with US) = $100bn per year
Source - Univ. of St. Gallen Dec 2000

Source : USEPA 

(MIT, 1999)
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GHG EMISSIONS
REGULATIONS

REGULATOR
Y

FINANCIAL

NGO's

PUBLIC AT LARGE

Driving GHG emissions reductions (2002 and beyond): 

Corporations need to deal with a 
Carbon Constrained Future

• National and Bilateral Emissions 
Reductions Schemes 

• Kyoto Ratification  

• Emissions Taxes

•Financial Reporting

•Rating Agencies

•Accounting Procedures

•Climate Change effects

•Boycotts and Media pressure

•Legal Actions

•Voluntary Reduction Programs

• Public Perception (i.e.- Leader 
and Innovator)

• Reputational - Financial and 
Environmental

• Shareholder concern & activism

DRIVERS
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Industry’s response to carbon constrained future

Governmen
t 

Regulation
Assess-
ment of 
Carbon 

Footprint

Reporting 
Require-
ments 

(Govern-
ment and 
Financial)

Carbon 
Footprint 
Reduction

Requires Carbon Footprint Management

Capital Considerations:
Factoring the cost of Carbon 
(e.g. cheaper  to build in 
compliance than to retrofit)

Efficiency:
Potential CO2 and 
$ savings

Carbon Management: 
Integration into Corporate 
and National Strategies

Inhouse 
Reductions

Trading 

Offset
Projects

Voluntary 
Commitmen

t
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Emissions Reductions: The convergence of the environment and capital market

Kyoto Protocol Reduction targets per country

Incentives/obligations for companies to reduce GHG emissions

Direct Regulation Market mechanisms

Direct Reductions Indirect Reductions

National Schemes

In-house (Technical 
Measures)

Offset Projects: Joint Implementation (JI) 
and Clean Development Mechanism 
(CDM)

Emissions 
Trading

Funds

• Diversification

• Kyoto hedge

Investments

• Venture Capital

• GHG Portfolio 
Risks

(Re)Insurance/ART

• New Products

• New Exposures

Project Finance

• New Project 
Revenue streams 
(“credits”)

Derivatives

• Futures/options

• Weather

Business Strategies

Commercial opportunities and risksFinancial Sector

1997-2001

2002-5

2002-3

2002-5
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GHG Market - the convergence of the Environment and Capital Markets

Overcoming 
Scepticism & 
Experimentation
SOX trading

Early 
1990’s

1997 2002

Market 
Mechanisms  
adopted for 
Kyoto Protocol 
to reduce GHG 
emissions

2005

National emissions reductions 
schemes
employing market 
mechanisms

10 year Capital Markets Development Cycle

Early Movers: 
BP, Shell, 
DuPont

Awareness of need to hedge exposures

Energy and Utility Multinationals 

Near Universal Awareness 
- large scale trading and 
offset projects

Corporate 
Responses

Corporate Rationale Reputation, 
First mover 
advantage etc.

Hedge Risk, build up knowledge
Compliance with 
government regulations

Year 7-8 of cycle

General Regulation
Carbon Constrained 
Economy

Emissions > from 
1990 baseline

2008/2012
5% below 1990 baseline
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GHG offset markets

US:  
>2003 Mexico

Europe &
UK (2002)

Japan 
2003

Australia

Canada 
2002

South Africa

Russia, Eastern Europe

India and ChinaCorporate Voluntary 
action

Emissions Trading

Offset projects: JI,  
CDM

Brazil
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The Financial Industry …… our responsibility

• Leadership and advisory

• Facilitation and enabling of emerging GHG market

• Financing

• Set Standards

• Mitigating the Risk
– Limit the risk

– Pool the risk (diversification)

– Isolate and apportionment of the risk

– Control the damage (loss adjusting, consulting the client)

– Prevent losses (engage in stakeholder dialog and loss prevention)
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GHG Risk Identification will require SR to:

• Investment Portfolio
• (Re)insurance Book
• Business Strategy
• Sustainability Rating

• Relationship 
Management

• Client Expectations
• Client Risks from 

Carbon Constrained 
Future and Climate 
Change

• Product Structures

• D&O
• Prof. Indemnity
• CGL
• Property
• Liability
• Business Interruption

Detect 
risks & 
adjust SR
portfolio

Adapt SR/
industry cover

Know the 
client/ GHG
market
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Bridging the Corporate GHG Knowledge and Business Decision 
Gap

Corporate Environmental Decision Makers

Environmental Officer
Special Platform

Risk Manager

CRO
Developing

CIO CFO

CEO

GHGRS 
contacts

Swiss Re Business 
lines contacts

GHG Risk

Awareness

Risk Hedges 
and Buyers
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What the Financial Community would like to see from the 
EU trading scheme:

• Transparency

• Certainty in regulations and requirements

• Ensure Kyoto compatibility

• Inclusion of other GHG (not only CO2)

• Consideration of secondary markets

• Fungibility and liquidity

• Inclusion of project-based credits (JI and CDM)
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How to reach us:   

www.swissre.com
Greenhouse Gas Risk Solutions
wolfgang_ortloff@swissre.com
Tel: +41 43-285 2946
Fax: +41 43-282 2946

Swiss Re’s “Reducing GHG emissions” conference
10-11 October 2001

Presentations and conference report  
www.ruschlikon.net


