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ADB RETA 7987 - The GMS Core Environment Program and Biodiversity Conservation
Corridors Initiative (CEP) Phase II

Concept Note

Developing Risk Financing Strategies to Strengthen Climate Resilience
in GMS Biodiversity Conservation Landscapes1

I. Background

1. In 1992, the six countries along the Mekong River – Cambodia, People’s Republic of China
(PRC), Lao PDR, Myanmar, Thailand and Viet Nam – formed the Greater Mekong Subregion (GMS)
with the launch of the GMS Economic Cooperation Program (GMS ECP). For the past 20 years, the
GMS ECP has facilitated regional investment, collaboration and integration across major economic
sectors, stimulated economic growth and helped reduce poverty in the Subregion.

2. Rapid economic development has, however, increased pressure on the GMS natural
resource capital which underpins much of the economic success. Recognizing that sustainable
development in the GMS requires innovative approaches to protect and responsibly manage its
shared natural resources, in 2005 the GMS ECP launched the Core Environment Program and
Biodiversity Conservation Corridors Initiative (CEP).2 Since then, CEP has supported the GMS
countries to achieve the shared vision of a “poverty-free and ecologically rich GMS” by helping them
to mainstream sound environmental practices within key economic growth sectors and geographic
landscapes.

3. CEP is a multi-donor funded program administered by the Asian Development Bank (ADB).
Phase II of CEP commenced in 2012 under an ADB Regional Technical Assistance (RETA 7987).
The program is overseen by the GMS Working Group on Environment (WGE), comprising
representatives from the environment ministries of the six GMS countries. The Environment
Operations Center (EOC) in Bangkok acts as the secretariat to the WGE and provides coordination
and technical support for the implementation of CEP.

4. Climate change responses are increasingly being integrated into activities of CEP. CEP
Phase II (2012-2016) will promote climate-friendly development within the GMS through the
integration of climate change mitigation and adaptation considerations for key development sectors.
For adaptation, activities will focus on conducting vulnerability assessments and identification of
adaptation strategies for rural communities dependent on natural resources for livelihoods. In this
context, opportunities for ecosystem-based adaptation (EBA) and risk financing strategies for
climate resilience will be identified and piloted. The primary geographical focus will be in
communities located in GMS landscapes that are the sites of the ADB-financed Biodiversity
Conservation Corridors (BCC) investment projects in Cambodia, Lao PDR and Viet Nam.3

5. This concept note describes the rationale and approach of CEP to develop risk
financing strategies to strengthen climate resilience of rural communities in GMS

1 The concept note is developed by Ornsaran Pomme Manuamorn (ornsaran@gms-eoc.org), Climate
Change Coordinator, GMS Environment Operations Center (EOC)
2 Visit www.gms-eoc.org for more information about CEP.
3 See more information about the BCC projects at http://www.gms-eoc.org/resources/biodiversity-
conservation-corridors-project-2012-onwards-
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biodiversity conservation landscapes. It discusses a proposed set of activities to be supported
under the climate change adaptation component of CEP Phase II.

II. CLIMATE CHANGE IN THE GMS CONTEXT

6. The GMS is increasingly vulnerable to climate change. The Intergovernmental Panel on
Climate Change (IPCC) forecasts a 2.4-2.7ºC rise in mean annual temperature, a 7% increase in
wet season rainfall, and longer and drier dry seasons in the Southeast Asian region by the end of
this century. These changes are expected to result in more frequent extreme and severe weather
events, including typhoons, floods, storm surges, and protracted droughts. GMS countries recorded
an 8-fold increase in the cost of damages associated with weather related disaster events in the
years 2000-2009 (USD108 billion) compared to 1980-1989 (USD14 billion). Recent studies have
suggested that the cost of climate change could be as high as 6.7% of gross domestic product
(GDP) per year by 2100 in Thailand and Viet Nam, significantly higher than the global average.4
Major GMS investments in energy and transport, particularly in the Mekong delta and along the
coastal areas, are likely to be vulnerable to sea level rise. Preliminary studies suggest that USD 5
billion worth of ongoing and planned GMS transport and energy projects are located partially or fully
in areas most vulnerable to climate change (i.e. areas that will be affected by 1 meter sea level rise).

7. Climate change threatens development gains and the rural poor are particularly at risk.
The GMS is particularly vulnerable to the impacts of climate change due to its high socio-economic
dependence on climate-sensitive sectors and lack of resources and adaptive capacity associated
with widespread poverty especially in rural areas. Rural poor populations in the GMS face an
uncertain future as most lack adequate social safety nets to cope with the anticipated impacts of
climate change. Currently, nearly 67 percent of the region’s population lives in rural areas.
Agriculture alone contributes to over 21% to the region’s GDP and provides employment for 40 % of
the population in the GMS. With climate change, the GMS could experience a decline in agricultural
yields and available freshwater and further degradation of biodiversity and ecosystem services.
Inability to increase climate resilience of rural communities to these pressures might result in the
slowing down or even reversal of progress towards development outcomes.

III. THE ROLE OF RISK FINANCING IN CLIMATE RESILIENCE

8. Climate change brings a new set of economic and financial exposures to households
and institutions in the GMS. With climate change, climate-related hazards are anticipated to
increase in intensity and frequency. These shocks can cause widespread damage to infrastructure,
disrupt supply chains, strain the resources of public and community funds, and induce large-scale
losses in the portfolio of agricultural and micro-finance institutions. At the community level, these
covariate shocks simultaneously affect a large number of households and therefore have the
potential to devastate entire communities, especially those dependent on farming. The impacts of
these shocks within households can be gendered, as productive roles in agriculture, access to and
control of assets, including climate-related information, and decision-making among women and
men within households and communities can differ. At the economic sector level, the threat of
climate-related shocks increases production risks in climate-sensitive sectors such as agriculture
and livestock. It also creates uncertainty which increases the costs of lending, potentially
discouraging development of formal financial services in these sectors.

9. Lack of effective climate risk financing mechanisms for households and communities
creates the cycle of vulnerability and compromises long-term development. Households and
communities in the GMS currently employ a wide range of risk management strategies to minimize
the impact of climatic shocks. These include crop and labor diversification, personal savings,

4 ADB (2009) The Economics of Climate Change in Southeast Asia: A Regional Review. Manila.
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informal risk pooling arrangements, investing in semi-liquid assets such as livestock or buffer
stocks, loans from moneylenders, etc. While many of these strategies can help cope with the impact
of low and moderate events, they are likely to be overwhelmed as weather-related shocks become
more extreme and frequent with climate change. These strategies also have high opportunity costs
for development. For example, farm households forgo the opportunity to concentrate investment in
higher return, higher-risk production strategy by diversifying crops to spread risks. However, crop
diversification strategies may fail as households are likely to experience losses from both cash and
subsistence crops due to extreme weather. To deal with extreme shocks, many poor households
are forced to smooth post-disaster consumption by incurring additional debts, distress-selling
productive assets, reducing food expenses, and cutting education spending for children. Female-
headed households and female members of households can be particularly vulnerable due to lesser
assets and social norms that hinder decision-making capacity. All of these short-term “coping”
measures are inadequate and sub-optimal; they create economic strains by depleting productive
assets, drive poorer households into chronic poverty, and undermine their capacity to adapt to
climate change in the long run.

10. At the aggregate level, the costs of climate-related disasters are also borne by
institutions that support affected households and communities. The costs can take various
forms, such as increased safety net and rehabilitation expenditures in the public sector or business
interruption losses in the private sector. After a disaster, local governments usually need to divert
resources from other development objectives to finance short-term disaster relief and rehabilitation.
Such post-disaster assistance is often inadequate as it relies on limited public resources. The
support can also be ad-hoc, poorly targeted, and slow in disbursal. In addition, governments often
have to realign capital investment plans from other development projects to accommodate long-
term reconstruction needs.  At the same time, conservation funds may be also drawn down to
rehabilitate livelihood-supporting ecosystems post-disaster. Lending institutions, community
development funds, input suppliers, wholesalers etc. are also likely to experience losses from
defaults as the entire community is suffering. With climate change, these financial losses from
extreme climatic events are likely to be recurring and can seriously affect operational sustainability
of these institutions, especially those that operate in a concentrated geographic area.

11. Devising an effective climate risk financing strategy requires careful risk analysis,
consideration of different financing options, and development of supporting institutional
arrangements. “Risk financing” refers to the application of financing instruments and strategies as
part of a systemic approach to managing disasters in order to anticipate, plan for, reduce, transfer,
and respond to natural hazard events. In the context of CEP Phase II, the term is intended to
capture various financial instruments and strategies that enable greater resilience of households,
communities and institutions in the GMS to the impacts of climate-related hazards. These
instruments and strategies include risk retention (e.g. savings, reserves, contingent credits, disaster
funds), risk sharing (e.g. creating a risk pool among disaster funds), and risk transfer (e.g. insurance
and micro-insurance, reinsurance, catastrophic bonds and other capital market instruments).While
risk retention and risk sharing are usually the first-line of defense which is effective for dealing with
high-probability, low-impact events (e.g. a minor drought),market-based risk transfer is required to
address the financial consequence of low-probability, high-impact events (e.g. a flood with a 15
year-return period or more). However, an extreme tail-end-of-distribution event (e.g. a 1-in-100 year
flood event) could surpass the capacity of risk transfer markets to absorb, requiring an additional
layer of catastrophic risk financing through the use of public funds, international borrowing,
international emergency assistance etc. Therefore, as a prerequisite to developing an effective
climate risk financing strategy at all levels (households, communities, institutions, and country), it is
necessary to engage in a rigorous probabilistic risk analysis of the underlying hazards to understand
their characteristics, frequency, and severity. A stakeholder analysis is also required to understand
which livelihood strategies and assets are exposed to the climatic risk and who (households,
communities, banks, governments etc.) is bearing its financial impacts at the different frequency and
severity thresholds. Particular attention needs to be paid to ensure that households are not
considered as unitary, and that women and men might have different perceptions of risk as well as
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different burdens in bearing financial impacts. Segmenting disaster risk by degrees of severity and
frequency, or “risk layering” (Figure 1), and by stakeholders, would then inform the application of the
most strategic and cost-effective financial instruments5, and guide the development of institutional
arrangements, including public-private partnerships, to integrate risk financing into a sustainable
disaster risk management framework.

Figure 1:  Example of Risk Layering and Application of Financial Instruments

Source: Adapted from Cummins and Mahul (2009) in ADB (2013)

12. Climate risk financing through risk transfer could potentially play an important
supporting role in climate change adaptation. Specifically, the role of insurance mechanism in
strengthening climate resilience has been emphasized in the Cancun Adaptation Framework,
though its effectiveness in reality remains to be proven. The functions of insurance in climate
change adaptation are as much about shaping behavior as they are about funding.6 In the aftermath
of a disaster, insurance and other market-based instruments help low-income households, farmers,
and businesses “cope” the with the immediate impacts by providing rapid access to post-disaster
liquidity, thus protecting their livelihoods and providing for reconstruction and recovery. In the long
run, insurance has the potential to promote transformational behavioral changes that enhance long-
term capacity to “adapt” to climate change. In the long run, insurance helps reduce financial
repercussions of volatility and thereby create more certainty in decision-making. As insured
households and farms are more creditworthy, insurance also has the potential to enhance access to
financing and promote investments in productive assets and higher-risk, higher-yield activities. In
addition, insurance can encourage investment in disaster prevention if insurers offer lower
premiums to reward risk-reducing behavior. The combination of these effects of insurance –i.e.

5 ADB (2013). Investing in Resilience: Ensuring a Disaster-resistance Future. Manila.
6 Dr. Koko Warner, Munich Climate Insurance Initiative (MCII) Executive Director, “What role can insurance
play in the context of long-term adaptation finance?”, UNFCCC Webinar series on Long-term finance 2nd
Webinar
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promoting higher income opportunities to build assets, post-disaster livelihood and asset protection,
and incentives for risk reduction—can potentially transform and empower low-income households.7

13. Risk transfer transactions can also provide price signals to guide other resilience
investment decisions. Risk transfer transactions put a price tag on the risk and provide valuable
benchmarks to determine when it is economically justified to invest to reduce or prevent loss and
when the marginal costs of further prevention or reduction exceed the cost of risk transfer. Although
not a substitute for a cost–benefit analysis on risk reduction investment, risk transfer costs do make
it clear that risk reduction should not be undertaken at costs that exceed those of risk transfer and
vice-versa.8

14. However, it should be noted that market-based risk transfer is costly and challenging
to operate in developing countries. When available, insurance for climate-related hazards is
offered by the market at a high premium cost which in turn creates an opportunity cost for money.
Insurance is also very challenging to implement in developing countries, which usually lack both
conducive demand and supply conditions. Since the early 2000s, several insurance and micro-
insurance initiatives have been piloted in developing countries in the GMS and other regions with
support from donors, governments and the private sector. Key examples include weather index
insurance for maize and rice and multi-peril crop insurance for rice in Thailand, disaster
microinsurance products in Bangladesh, village-level farm insurance in China, rice yield index
insurance in Vietnam, livestock index insurance in Mongolia and Kenya, flood insurance in
Indonesia etc. These important initiatives have demonstrated great potential for market-based risk
transfer, but also a number of challenges –technical, financial, institutional, and regulatory-- before
they can provide an inclusive, sustainable mechanism that can be applied at a large scale and
contribute to climate change adaptation and poverty reduction. Based on these pilot experiences,
key questions remain with regards to coverage and inclusion, sustainability and scaling up,
transformational impact, and value for money of climate-related risk insurance products in low-
income countries. Any new initiative to develop market-based risk transfers in the GMS should seek
to build on, and incorporate the wealth of insights and lessons learned from, these earlier pilot
initiatives. Building on these experiences, the potentially different adoption and impact of market-
based risk transfer mechanisms by women and men need to be better understood.

15. Extra care is needed with respect to how insurance developments may be supported
in the context of climate change adaptation. When climate change increases volatility—where
more extreme events are occurring more frequently, insurance is more likely to be applicable. On
the contrary, if climate change results in new, significant and clear trends in important weather
variables like an increased trend in temperature or declining trends in rainfall, intervention through
insurance schemes, especially subsidized ones, could distort the true costs of risks to stakeholders,
thereby slowing the adaptation process or even promoting maladaptation.

16. In any case, risk financing is neither a panacea for risk management nor for climate
change adaptation, and therefore should be integrated with other development interventions.
While farming households benefit from financial protection from insurance in the case of extreme
events, having the coverage means little if they still do not have access to credit to finance
production investments, are losing the ecosystem services which support agricultural production, or
cannot get crops to markets. The risk financing tool alone would also have limited impact on
livelihood promotion in the context of multiple climatic and non-climatic pressures facing rural
communities in the GMS. To be healthy, productive, and climate-resilient, the rural poor need a
whole range of new investments, products and services (publicly-provided, market-based and

7 World Bank, A Briefing Note on Financial innovations for social and climate resilience: Establishing an
evidence base. Washington DC. Downloaded on July 2013 at
http://siteresources.worldbank.org/EXTSOCIALDEVELOPMENT/Resources/244362-
1232059926563/5747581-1239131985528/fiscr-2-pager.pdf
8 ADB 2013 Ibid.
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ecosystem-based), and capacity building. They also need a supportive policy framework which
ensures sustainable access to natural resources and markets. Therefore, efforts to develop climate
risk financing in the GMS should seek to embed the use of innovative financing strategies and
instruments within broader interventions that promote access to rural finance, agricultural supply
chains, disaster risk management, and climate resilience through approaches such as ecosystem-
based adaptation (EBA). Care needs to be taken that such financing strategies and instruments are
socially inclusive and gender equitable.

III. PROPOSED PROJECT

17. To safeguard development gains in the GMS, it is imperative that GMS countries are
able to understand, track, plan and respond to emerging climate change risks. The climate
change adaptation initiative under CEP Phase II aims to build capacity in the GMS to:

 assess the vulnerability of landscapes, ecosystems and natural resource dependent
communities to climate change risks;

 identify and pilot climate change adaptation measures including those incorporating
ecosystem-based approaches and climate risk financing strategies and instruments;

 integrate and institutionalize climate change considerations and adaptation measures
into development plans such as area-based plans, sector plans and community
development plans;

 leverage investment opportunities for climate change adaptation measures for rural
communities in the GMS; and

 Ensure that adaptation measures and climate-related investment opportunities are
gender equitable and socially inclusive.

18. The above initiative would also target interventions at the strategic level (i.e.
landscape-wide, policy and planning levels), institutional level, and community level. The
following table summarizes the proposed activities to be implemented under the climate change
adaptation initiative of CEP Phase II (Table 1).

Table 1: Levels of intervention, activities and expected outcomes

Level of
intervention

Activities Expected outcome Contribution to the
overall CEP targets

A. Strategic level  Conduct climate
change vulnerability
assessments in key
transboundary
landscapes in the GMS.

 Promote the
incorporation of climate
change into
development planning
and biodiversity
conservation in the
GMS.

 Develop a framework to
integrate Ecosystem-
based Adaptation
(EBA) into climate-
smart conservation
strategies of

Climate resilience and
EBA measures integrated
into management of focal
transboundary landscapes

Improved biodiversity
conservation and climate
resilience across the
GMS

Forest patch sizes
maintained in GMS
biodiversity conservation
corridors and landscapes
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transboundary
landscapes.

B. Institutional
level

 Build capacity of GMS
institutions and
practitioners in:
- using information

from climate
modeling and
monitoring

- conducting climate
change
vulnerability and
adaptation
assessment,
focusing on
agricultural
communities,
taking into
consideration
poverty levels,
gender, ethnicity of
household
members

Climate risk assessment
framework and supporting
planning tools developed,
by mobilizing technical and
practical inputs through
partnership with GMS
institutions.

A pool of institutions and
practitioners  trained to
apply the framework and
tools to conduct on-the-
ground risk assessments
to help agricultural
communities, especially
vulnerable groups, identify
adaptation options and
mainstream them in a
relevant policy/planning
context

Environmentally friendly
and climate-resilient
GMS Economic
Cooperation Program
(ECP)

Climate change coping
strategies tested in and
benefitted by at least
150 community groups,
with at least 35%
women beneficiaries

C. Community
level

 Facilitate community
participation in climate
vulnerability
assessments and
identification of
adaptation options,
taking into account
women and other
vulnerable groups.

 Testing and replication
of cost-effective
adaptation options,
including EBA
measures and climate
risk financing strategies
and instruments for
community members
and institutions that
support them such as
Commune
Development Funds
(CDFs)

Resilience to climate
change of rural
communities, especially
vulnerable groups,
enhanced in the GMS

Climate change coping
strategies tested in and
benefitted by at least
150 community groups,
with at least 35%
women beneficiaries

At least four investment
proposals on low-
carbon technologies
and/ or climate change
adaptation prepared

19. Developing risk financing strategies and instruments to strengthen climate resilience
is an emphasis of CEP Phase II at the community level. The geographical focus of this work will
be in communities located in the sites of the Biodiversity Conservation Corridors (BCC) investment
projects in Cambodia, Lao PDR and Viet Nam. Administered by the ADB, the BCC Projects will
focus on biodiversity rich forest landscapes of the Cardamom Mountains and Easter Plains Dry
Forest in Cambodia, Tri-border Forest areas located in southern Lao PDR, and the Central
Annamites in Viet Nam. Involving 19 districts in eight provinces and nearly 2 million hectares of
forest and non-forest land, BCC projects will build on the 2006-2009 pilot work under CEP Phase I
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undertaken at the Xe-Pian-Dong Hua Sao, Cardamom, Eastern Plains, and Ngoc Linh-Xe Sap BCI
sites. As under CEP Phase I, the BCC projects will continue reducing ecosystem fragmentation
through an integrated conservation and development approach. Capacity building and other
support, including through community development funds (CDFs)9 and small scale infrastructure
support, will aim to improve forest and land management as well as strengthen local livelihoods.10

20. Within the context of BCC projects, CEP Phase II will support climate vulnerability
assessment and identification of opportunities for climate risk financing as part of a climate
change adaptation strategy. Scoping and feasibility assessments will be conducted to identify risk
financing options which could be taken up by community members and by institutions which support
them, in particular CDFs. Cost-effective risk financing options will be piloted in a representative
group of BCC communities, with the aim of demonstrating a sustainable risk financing model that
could be replicated and scaled up across the BCC sites and beyond. To maximize the impact of the
intervention, climate risk financing will be promoted in the context of broader interventions to
improve livelihoods and climate resilience of BCC communities such as agricultural value chain
development, eco-tourism development, community-based conservation agreements etc. This work
will be informed by the risk layering principle (see Figure 1), conduct of probabilistic risk analyses,
and consideration of transferable experiences from other innovative risk management projects.
Attention will be paid to gender and other social differences in risk assessment and adaptation
options.

21. CDFs provide a promising entry point at the institutional level for incorporating
climate risk financing strategies. The CDF is a decentralized financial instrument, managed by
the community and community, members of which elect a CDF Management Board or Committee. It
operates on the basis of guidelines issued at the provincial level. During the BCI pilot phase (2006-
2009), 20 CDFs were established in the project sites in Quang Nam and Quang Tri in Viet Nam, 11
CDFs in Champasak in Lao PDR, and some were being explored in Mondulkiri in Cambodia. Under
the BCC projects, new CDFs will be established in the project areas in Lao PDR, Cambodia and
Viet Nam. The CDF is linked to incentive payments for maintaining forest cover under the Reduction
of Emissions from Deforestation and Forest Degradation (REDD) scheme. With part of the fund
being used for lending to community members, the CDF can promote business development
opportunities such as crop and livestock production, ecotourism ventures, non-timber forest
products (NTFP) processing, and agro-product marketing etc. However, by financing these
livelihood strategies that are climate-sensitive, CDFs themselves also become a de facto aggregator
and financier of climate risks. In an event of a major flood or drought, CDFs are potentially exposed
to sizable portfolio losses as a large number of borrowing members can default on the loans at the
same time, thereby transferring the financial costs of climate risks from individuals in the community
to the CDFs. The degree of such exposure depends on how diversified is each CDF’s portfolio and
what risk management measures are put in place. Without adequate financial protection at the
institutional level, the value-at-risk in the capital base of these CDFs is potentially large,
compromising their ability to support the communities in the long run. On the other hand, a potential
for risk pooling among these CDFs might exist if there is a variation in climatic exposures in the
village areas where the CDFs are based and the larger provincial areas, or if the various CDFs can
pool resources across geographical locations to create a catastrophe fund. To protect the capital
base and strengthen climate resilience of CDFs as an institution, CEP Phase II will assess the
climate-sensitive aspects of CDF operation and explore how financial instruments and strategies
including risk retention, risk sharing, and risk transfer could be integrated in the design of CDFs.
When applicable, other institutional entry points apart from CDFs, such as other microfinance
institutions (MFIs), could also be investigated.

9 Referred to as Commune Development Funds (CDFs) in Viet Nam and Cambodia and Village Development
Funds (VDFs) in Lao PDR
10 See more information about the BCC projects at http://www.gms-eoc.org/resources/biodiversity-
conservation-corridors-project-2012-onwards-
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22. CEP Phase II will also explore climate risk financing options which could be adopted
by individual community members or a group of members. Robust financing tools can help the
poor to break the poverty cycle by protecting their development gains, reducing impacts and losses
of disaster shocks, and providing resources for disaster prevention and risk management.11In a
representative group of BCC communities, the vulnerability of community livelihood strategies to
climate risks will be assessed through a combination of expert-based probabilistic risk assessment
and a participatory process. Key opportunities to be explored include facilitating access of BCC
community members to microfinance (savings and credits), crop and livestock insurance (indemnity-
based and parametric) and other micro-insurance products; supporting innovative supply chain
financing arrangements which integrate climate risk financing elements; integrating risk financing
with community-based conservation agreements etc. In addition, the potential for CDFs to be a
delivery mechanism for climate risk financing options for BCC community members will be
investigated. Based on scoping and feasibility assessments, CEP Phase II resources will be used to
pilot promising cost-effective climate risk financing interventions which enhance climate resilience of
BCC communities, while having the potential to leverage larger ADB investments.

23. The CEP Phase II climate risk financing activity will aim to create synergies with other
relevant projects within the ADB such as the Pilot Program for Climate Resilience (PPCR) in
Cambodia, the Pilot Project on Weather Index-Based Crop Insurance in Bangladesh (approved in
April 2013), the Weather Index-Based Crop Insurance Pilots in Cambodia and Viet Nam (in
development), TA 8012: Disaster Risk Financing for Total Climate Risk in Vietnam etc. It will also
identify linkages with other ongoing pilot initiatives in the BCC countries such as the government-
supported rice yield-index insurance in eight provinces in Viet Nam etc. When applicable,
opportunities for risk pooling and transfer across the communities and geographical areas
supported by these different projects will be analyzed. Best practices in incorporating gender equity
and social inclusion within these projects will be incorporated.

IV.  IMPLEMENTATION PLAN

24. To implement the project, CEP will first conduct a scoping assessment in selected
BCC project sites in Lao PDR, Cambodia and Viet Nam (Indicative budget USD 60,000 USD).
This assignment will assess opportunities and potential entry points for introducing climate risk
financing to strengthen resilience to climate change of rural communities in the sites. The
assignment is expected to be completed by the second quarter of 2014. Key tasks the assignment
include:

1) Scoping and identification

 Conduct a desk-based review of background materials and available data sets, as well as discuss with
the CEP and BCC project teams, to identify a representative group of BCC communities in Cambodia,
Lao PDR and Viet Nam for the assessment;

 Conduct a desk-based review of available information to:
o identify key historical climatic hazards and projected climate trends affecting the selected

communities;
o analyze how the climate hazards and trends affecting the communities are similar or different

from the those affecting the provinces in which there are located;
o map out major climate-sensitive livelihoods (such as crop and livestock production) within these

communities and assess the potential impacts of increased climate variability and extreme
weather events on these livelihood strategies;

o understand the roles which CDFs play in supporting integrated conservation and livelihood

11 O’Donnell, Ian (2009), “Practice Review on Innovations in Finance for Disaster Risk Management”,  A
Contribution to the 2009 ISDR Global Assessment Report on Disaster Risk Reduction, ProVention
Consortium, March 2009.
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development in these communities, and identify the climate-sensitive aspects of CDF
operation.

 Conduct field visits to the community sites in each country to collect additional quantitative data (such
as from existing household surveys, historical weather and yields, CDF post-disaster loan losses etc.)
and qualitative data (direct and indirect causes of losses, the effectiveness of existing risk management
mechanisms etc.) needed to conduct a more detailed probabilistic risk assessment.

2) Quantitative risk assessment

 Build data sets for a quantitative risk analysis, using data collected during the scoping and identification
phase and during field visits;

 Carry out a preliminary quantitative risk analysis of selected key climatic hazards in the study areas;
 Analyze the impact of catastrophic losses in the study areas on:

o the livelihood portfolio of BCC community members at the household level; and
o the portfolio of CDFs at the institutional level

 Develop a simple insurance portfolio model (e.g., Excel spreadsheet) to assess the potential exposure
of stakeholders (e.g., farmers, CDFs, etc.) to the catastrophic natural disasters (e.g., drought, floods)

 Assess the potential applicability and costs of risk transfer.

3) Development of recommendations

 Identify possible strategies and instruments which could be adopted to finance climate risks in the study
areas by the BCC community members at the household level, as well as the CDFs at the institutional
level. These instruments and strategies could include, but are not limited to:
o risk retention (e.g. savings, reserves, contingent credits, disaster funds)
o risk sharing (e.g. creating a risk pool among CDFs), and
o risk transfer (e.g. insurance and micro-insurance, reinsurance etc).

 Identify and discuss technical, financial, operational, and institutional challenges and possible solutions
for developing the identified risk financing strategies and instruments;

 Develop an action plan for CEP Phase II to support feasible risk financing models through more
detailed feasibility assessments, pilot projects and provide recommendations for future scaling up.

25. The outcome of the scoping assessment will lead to a detailed feasibility study
(indicative budget 200,000 USD) for the most promising climate risk financing options and
the pilot implementation of the options (budget to be determined). The BCC teams in Lao
PDR, Cambodia and Viet Nam will be closely engaged in the planning for both the feasibility study
and pilots, which are expected to take place between 2014 and 2016. Opportunities to leverage
larger ADB investments in scaling up the pilots will be explored.


