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Climate and asset risk in the financial sector
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There appears to be a creeping sense of fatigue in the
business community around the threat of climate risk.
These issues can often feel abstract and distant. The
30+ year timelines can be hard to comprehend when
traditional investment horizons and government terms
are typically less than five years. However, unbeknownst
to many, physical climate risk has been damaging asset
values since the early 2000s. With more extreme
weather expected, losses are likely to increase. Crucially,
we reflect on why historic data is not fit for purpose. This
piece highlights the real financial and regulatory risks for
firms and argues who is best positioned to capitalise and
which firms have the most exposure.

Figure 1: Tewkesbury Abbey*

An anecdote

In 1990 my parents bought a house near the quiet English
market town of Tewkesbury. Sat on the confluence of
the Rivers Severn and Avon, it offered good schools, open
fields, quaint villages and decent motorway connections.
It seemed a perfect place to raise a young family. There
was one flaw. The house that they had purchased was
in an area prone to flooding. At a family dinner shortly
before the purchase my grandfather, who spent much of
his retirement reading tiny articles buried in newspapers,
raised the relatively new concept of climate change. ‘Don’t
buy a house on the floodplain, it is going to get worse over
the next 20 years’ he declared.

However, my parents went ahead based on the assumption
it would take a 1 in 100 year event for water to reach our
front door. At the time, this seemed like an acceptable
risk. In the 35 years since then, the house has flooded five
times! Why? The historic data was not fit for purpose. The
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subsequent owner of the property has also been impacted,
selling the house in 2025 at a value close to the level it was
bought from my parents in 2004, despite UK house prices
up 1.4x over the same period.

Figure 2: Water level probabilities on the River Trent,
England?

While the example above is anecdotal, data shows this
is far from an isolated incident. A recent analysis on
historic river levels globally® concluded that in temperate
climate zones flooding has increased significantly. This has
understandably had an impact on property valuations.
Estimates in the UK* suggest that properties at risk sell
for an 8% discount, and those at very high risk sell for a
32% discount. European studies show similar results albeit
with smaller discounts — 6% in the Netherlands® and 4%
in Italy®.

Figure 3: EU flood risk map”’
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Views, opinions, statements, forecasts and projections are as of date and subject to change without prior notice. There is no guarantee they will be met. Past performance is not a guide to future results.


https://www.bbc.co.uk/news/uk-england-40548635
https://theconversation.com/extreme-uk-flood-levels-are-happening-much-more-often-than-they-used-to-analysis-shows-220788
https://agupubs.onlinelibrary.wiley.com/doi/10.1029/2020GL091824
https://www.sciencedirect.com/science/article/abs/pii/S1051137724000469#:~:text=By%20comparing%20the%20average%20sold,flood%20score%20equal%20to%20100%20%25.
https://water.europa.eu/freshwater/europe-freshwater/floods-directive
https://water.europa.eu/freshwater/europe-freshwater/floods-directive
https://www.sciencedirect.com/science/article/pii/S0921800922003433#:~:text=We%20reveal%20a%20pre%2Dflood,the%20effect%20is%20only%20transitory.
https://arxiv.org/html/2502.12116v1#bib.bib31
https://water.europa.eu/freshwater/europe-freshwater/floods-directive

While climate risk can seem abstract, it is certainly not
when it puts a 30% discount on your property. The increase
in flood levels means that there is a big reset underway in
first how insurers, and then banks, assess and price risks,
with resulting reductions in property values.

The financial regulator in the UK has identified these gaps
in climate risk analysis®. Correspondingly, the European
Central Bank has identified similar issues® at banks under its
supervision, with only 20% of lenders considering climate
risk as a variable when granting loans. The widespread
property destruction in Florida and California as a result
of hurricanes and wildfires act as a clear example of the
significant financial losses that can occur. Physical climate
risk is not a future concern but a clear and present danger.

Implications for investors

It is important to note that climate losses have not yet
grown to a level that impacts large, diversified institutions.
Banks have a relatively limited exposure at group level, for
example NatWest estimates around 3% of its mortgage
book is at risk of flooding. Insurance companies have taken
some more notable hits but have broadly been able to price
for the risk. Where economic pricing has not been possible
(see previous examples of California and Florida) insurers
have withdrawn from the market entirely. This protects
their balance sheets but raises questions around leaving
vulnerable populations unprotected. Nevertheless, losses
are likely to increase, and we believe it is important for
investors to establish which firms are exposed.

Figure 4: Global insured natural catastrophe losses®
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Natural catastrophes: insured losses on trend to USD 145 billion in 2025
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The investment process for the GIB AM Sustainable
World Corporate Bond Fund analyses the sustainability
operations of all our issuers, which includes considering
risk management processes as well as decarbonisation
measures. We look at geographic and sector exposures
(where possible), to give a broad indication of where
institutions may be vulnerable and we review the risk
management disclosures in sustainability reporting. This
gives additional insight into the depth and sophistication
of climate risk management. We actively avoid firms with
concentrations in particular business lines or geographies,
preferring to increase returns by expressing stronger
views in institutions that we like. We firmly believe that a
combined view of financial and sustainability analysis is key,
allowing us to avoid those which face challenges to their
business models and identify firms that most appropriately
manage their risk and are positioned to be winners in the
long run.

Despite climate change slipping off the front pages in
2025, firms relying on traditional 3-5 year models, akin
to yesterday’s weather forecast, might find the impact of
climate risk “lapping at their ankles” before long.


https://www.ft.com/content/74c87a85-d808-46e8-9bcf-d0028b2afde9
https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr220708~565c38d18a.en.html
https://www.swissre.com/institute/research/sigma-research/sigma-2025-01-natural-catastrophes-trend.html
https://water.europa.eu/freshwater/europe-freshwater/floods-directive
https://water.europa.eu/freshwater/europe-freshwater/floods-directive
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is not for distribution to retail clients and is

This document
directed exclusively at GIB Asset Management’s professional

clients, institutional clients and/or Qualified Persons. This
document has been prepared by Gulf International Bank (UK)
Limited (“GIB (UK)”), trading as GIB Asset Management for
discussion purposes only with the intended recipient. GIB UK is
authorised by the Prudential Regulation Authority (“PRA”) and
regulated by the Financial Conduct Authority and PRA. GIB UK
is registered as an Investment Adviser with the Securities and
Exchange Commission in the United States. The document
shows market commentary and does not constitute investment
research. This document is provided for information purposes
and is intended for your use only and does not constitute an
invitation or offer to subscribe for or purchase any of the products
or services mentioned. The information provided is not intended
to provide a sufficient basis on which to make an investment
decision and is not a personal recommendation.

The portfolio will exclude stocks with revenue derived from
prohibited activities, e.g. alcohol production or controversial
weapons. It will also exclude based on international standards,
such as UN Global Compact or any environmental, social, and
governance controversies, e.g. an oil spill or data privacy scandal
of a company. Exclusions can be tailored to meet the needs of
our clients.

Observations and views of GIB UK may change at any time
without notice. Information and opinions presented in this

document have been obtained or derived from sources believed
by GIB UK to be reliable, but GIB UK makes no representation as
to their accuracy or completeness. GIB UK accepts no liability
for loss arising from the use of this document. Moreover, any
investment or service to which this document may relate will
not be made available by GIB UK to retail customers.

The price and value of investments mentioned and any income
that might accrue could fall or rise or fluctuate. Past performance
is not a guide to future performance. If an investment is
denominated in a currency other than your base currency,
changes in the rate of exchange may have an adverse effect
on value, price or income. Nothing in any document constitutes
investment, legal, accounting or tax advice, or a representation
that any investment or strategy is suitable or appropriate to
individual circumstances, or otherwise constitutes a personal
recommendation to any specific investor unless clearly stated.
The registered address of GIB UK is First Floor, One Curzon Street,
W1J 5HD.
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