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The 2023 results show how
climate change is becoming an
increasingly significant concern
for businesses and investors in
emerging economies.

Introduction

The climate emergency is having

a devastating impact on emerging
economies. Without decisive action, this
will only become more severe as global
temperatures rise and as countries
transition toward net zero.

At the same time, the technologies and
business models driving the net zero
and resilient transition are the growth
story of the 21% century. The benefits
of this green growth have the potential
to deliver prosperity to emerging and
developed economies alike.

Responding to climate change risks

and opportunities requires scale of
action. It also requires urgency as global
temperatures continue to rise. 2023 was
a record-breaking year at 1.48°C above
pre-industrial levels.

Emerging economies are among the
nations most exposed to and the least
prepared for the effects of climate
change. This is particularly the case
across Africa, South and South-East
Asia, and the Caribbean, where

we invest.

Our Emerging Economies Climate
Report, first published in 2021, aims
to show how the climate emergency
is affecting companies, how they are
responding, and how investors can
better support companies as we move
together to a greener future.

The report provides an annual source
of insights and data for investors. At
British International Investment (BII),
it helps us work together with our
portfolio to address climate-related
risks and maximise opportunities in
emerging markets.

This year we once again surveyed
senior executives working across our
portfolio of companies and funds in
Africa, Asia, and the Caribbean (further
information about the survey can be
found in the appendix).

Since we published our 2022 report,

the challenges that climate change
presents have become clearer, as have
the approaches we need to take to meet
these challenges. So, 12 months on, what
has changed for the companies and
funds in our portfolio?

The 2023 results show a broad increase
in the impacts of climate change
relative to 2022. They show how climate
change is becoming an increasingly
significant concern for businesses and
investors in emerging economies. They
also highlight the difficult decisions
climate change is presenting firms, as
well as what they need to effectively
manage climate risks and realise
potential opportunities of the transition.
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Key insights

B Climate change is impacting B Flooding, drought, and heat are B More respondents are B More respondents agree that

more firms.

79 per cent of respondents said
climate change is impacting their
organisation today, an increase from
68 per cent in 2022.

A majority of respondents
have experienced acute
physical risks.

59 per cent of respondents have
experienced an extreme weather
event (for respondents specifically
from corporates, this figure rose to
72 per cent).

79%

of respondents said climate
change is impacting their
organisation today, an increase
from 68 per cent in 2022.

the top physical risks.

Concerns about climate-related
risks have increased.

87 per cent of respondents agreed
to some extent that they were
concerned about physical climate
risks — up from 70 per cent in 2022.

73 per cent of respondents agreed

to some extent that they were
concerned about the risks associated
with a low-carbon transition — up
from 66 per cent in 2022.

concerned about climate
change affecting business
growth and viability.

61 per cent thought climate change
will affect the viability and growth
of their business in the next five
years. In our 2022 survey, 56 per cent
thought climate change would affect
the viability of their firm in the next
five years.

climate action leads to more
long-term business success.

97 per cent agreed to some extent
that organisations that take steps

to reduce their carbon emissions

and reduce vulnerability to physical
climate change risks will be more
successful in the long term - up from
91 per cent last year.
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65%

of respondents have adapted
their business strategy in
response to climate change.

Most respondents have adapted
their business strategy in
response to climate change.

65 per cent have adapted their
business strategy and 47 per cent have
adapted their financial planning in
response to climate change - down
slightly from 69 per cent and 52 per
cent in 2022, respectively.

The most common strategic
approaches are to exclude certain
investment types or to offer green or
climate-friendly products.

And an increasing number
plan to adapt their business
strategy.

Although there is a slight decrease
in those who have actually adapted
their business strategy compared
with last year, more are planning to
do so.

17 per cent have plans to adapt their
strategy in response to climate
change, up from 2 per cent in 2022.

47%

have adapted their financial
planning in response to climate
change.

More respondents are calculating
their carbon footprint.

45 per cent of respondents are
calculating their carbon footprint, up
from 38 per cent in 2022.

Of these respondents, 23 per cent have
set GHG emissions reduction targets.

B Almost all respondents agree
that targeted investment
is needed to reduce climate
exposure.

98 per cent of respondents think
better investment is needed to help
transition to net zero or become
more climate resilient, up from 92 per
cent in 2022.

Our report explores these findings in
more detail. Section 1 focuses on how
climate change is impacting businesses.
Section 2 explores how businesses are
responding, and Section 3 provides an
update on what businesses need to
better manage the risks and seize the
opportunities they face.
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How is climate change impacting
businesses in emerging economies?
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The impacts of climate change are being
felt financially, environmentally, and
socially across our portfolio. Of our
respondents, 79 per cent said that climate
change is impacting them today — up
from 68 per cent in 2022 (Figure 1).

Our results show that physical climate
change risks are taking a toll on firms.
Flooding and drought were highlighted
by respondents as posing the greatest
risks (see page 9). The primary
transitional risk concerns are market
risks, evolving consumer preferences,
and policy-related risks (see page 11).

Firms in Africa are being impacted by
climate change risks to a slightly greater
extent than their counterparts in Asia, as
shown by Figure 1.

Survey responses varied across sectors
and business types; financial services
and fund managers cited fewer climate
impacts, while corporates — particularly
agricultural businesses - are facing more
significant impacts. While 86 per cent of
corporates said they are being impacted
by physical and transition risks today
(Figure 1), 68 per cent of financial services
firms said the same. This slightly lower
figure may be because financial services
are one step removed from experiencing
its real economic impacts, or because
these impacts are not financially tracked.

All
Africa
Asia
Southern Africa
Eastern Africa
Central Africa
Western Africa
Northern Africa
South Eastern Asia
Southern Asia
Other

0% 20% 40% 60% 80% 100%

“Is climate change impacting your organisation today?” Responses organised by region.

Allrespondents
Corporates

Fund managers
Financial services

0% 20% 40% 60% 80% 100%

“Is climate change impacting your organisation today?” Responses organised by business type.

Yes No

Figure 1: Respondents’ answers to: “Considering both physical and transitional risks, is climate change
impacting your organisation today?” Note: BII's mandate is to invest across Africa, Asia and the Caribbean.
Some of the businesses we partner with also operate in other regions. In Figure 1, ‘Other’ includes Australia &
New Zealand, Northern America, Central Asia, Eastern Asia, Western Asia, Caribbean and LatAm, Japan and
South Korea, South America and Middle East, Lebanon, Jordan, and Palestine.
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Climate impact:
the broader picture

»

In 2022, there were 81 weather,
climate and water-related disasters
in Asia, of which over 83 per cent
were flood and storm events.
According to the United Nations,
more than 5,000 people lost their
lives, more than 50 million people
were directly affected and there
were more than $36 billion in
economic damages in 2022

( )

In Africa, more than 110 million
people were directly affected

by weather, climate and water-
related disasters in 2022, causing
more than $8.5 billion in economic
damages. There were also a
reported 5,000 fatalities, of which
48 per cent were associated with
drought and 43 per cent were
associated with flooding, according
to the Emergency Event Database.
The true toll is likely to be much
higher because of under-reporting

( ).
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https://india.un.org/en/240359-climate-change-impacts-increase-asia-2023#:~:text=In%202022%2C%20many%20areas%20in,were%20over%20US%24%207.6%20billion
https://ghana.un.org/en/244689-africa-suffers-disproportionately-climate-change

These findings were supported by

our interviews. Some fund manager
interviewees did not consider climate a
major immediate concern for their firms,
as they had not yet felt climate impacts
significantly on their portfolios. One fund
manager interviewee explained they
have not experienced the direct impacts
of climate change, but that these were
very much felt within their portfolio; for
example, they have a housing fund where
a development’s retaining wall had to be
completely rebuilt due to flooding.

A respondent whose agricultural company
has experienced unprecedented flooding,
drought, and extreme temperature

rises noted that their focus is mostly

on immediate adaptation to ensure the
survival of the business against these
risks. An interviewee from Coscharis
Farms, an agricultural company in
Nigeria, said it was “incomprehensible”
that these risks could worsen, and
painted a picture of great vulnerability
in the face of climate impacts.

As global GHG emissions continue to rise,
and as physical climate change worsens,
the impacts of climate change will be felt
by more, whether directly or indirectly.

A total of 59 per cent said extreme
climate events have impacted their firm
which is similar to 2022, when 58 per
cent responded yes to the same question
(see Figure 2).

Flooding is biblical... Flooding is huge... if [rice] overflows with
too much water, it's a problem.

Okey Nwachukwu, Coscharis Farms

8 How is climate change impacting businesses in emerging economies?

2023

2022

2021

0%

Yes

20%

40% 60%

Figure 2: Participants’ responses to the question: ‘Over the past five years, have extreme weather events

impacted your organisation?’
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Flooding and drought continue to be
the physical climate events impacting
firms the most. When comparing the
results to last year (2022), the trend
remains consistent, with the same top
three physical climate risks identified in
the following order of priority: flooding,
drought, and extreme heat.

A total of 47 per cent of respondents
ranked flood and drought risk in their
top three present physical climate risks,
while 43 per cent also ranked extreme
heat in their top three risks (Table 1).

Respondents identified the same three
top physical risks when considering
what would impact them in the future
(considering time horizons of the next
five and ten years): flooding, drought, and
extreme heat. There was a shift in the
order of these risks when compared to
the present, with extreme temperatures
and drought emerging as primary
concerns, surpassing flooding.

Businesses operating in Africa identified
drought as the top physical climate risk
at present, followed by flooding and
extreme temperatures. This pattern
remained consistent for the five-year

1
2 World Weather Attribution (2023)

outlook. Looking ahead to the ten-

year horizon, drought and extreme
temperatures became the joint top risks,
followed by flooding.

For firms operating in Asia, respondents
listed flooding as the top physical risk
currently. This perhaps reflects recent
experiences with the combination of
“record-breaking levels of glacier melt”
from the Himalayas exacerbating the
2022 monsoon season and increasing
flood damage in India.

Firms operating in Asia identified
extreme temperature as the second-top
physical climate risk at present. In 2023,
South-East Asia experienced a ‘once-
in-200-year’ heatwave, and the World
Weather Attribution found the likelihood
of such an event increased “at least by a
factor of 30 over India and Bangladesh
due to human-induced climate change”.?

Drought was the third most prominent
physical risk in Asia, with impacts felt
particularly in the agricultural sector.
Firms affiliated with agriculture (or firms
that have agriculture in their supply
chain) face heightened exposure.

3 The percentages were calculated by dividing the number of respondents who selected a specific physical
risk as one of their top three priorities within each time horizon (present, five years, and ten years) by the
total count of responses across all identified risks for that respective timeframe.

9 How is climate change impacting businesses in emerging economies?

Time horizon

Present In 5 years In10 years
Increase in flooding from rivers and surface 7% 43% 38%
water, i.e. impacts on assets and access
Increase in extreme temperatures at operations, 43% e
i.e.impacts on employees and equipment
.Inc.reased frequency and severity of wildfires, e P T
i.e. impacts on assets and employees
Extreme wind and storm damage, i.e. impacts on o
assets and downtime 32% 37% 33%
Increased_drought and water stress, i.e. impacts 7% - 39%
on operations
Sea level rise increasing coastal flooding, o
ie.impacts on assets L S 33%
Unsure/ Don't know 14% 6% 12%

Table 1: For each time horizon (present, in 5 years, in 10 years) respondents were asked to choose the top three
priority physical risks impacting and expected to impact their firm. Please note they were asked to choose their
top three risks.? Red indicates a relatively higher perception of risk from respondents.

Climate impact in Africa: the broader picture

»

Multi-year droughts have become more frequent in West Africa, and the
2015—2017 Cape Town drought was three times more likely due to human-

caused climate change (

). The impacts of heat

stress are also being felt in Africa; income losses of 4.1 per cent of GDP were
felt due to heatstress, primarily in the agricultural sector, according to The
Lancet (Lancet Countdown Report, 2023).

Note: Research into attribution of trends to human-caused climate change or climate impacts remains
scarce for multiple regions, especially in north and central Africa. This illustrates an ‘attribution gap’

where robust evidence for attributable impacts is twice as prevalent in high- compared to low-income
countries globally ( ).
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https://www.ipcc.ch/report/ar6/wg2/downloads/report/IPCC_AR6_WGII_Chapter09.pdf
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https://www.worldweatherattribution.org/extreme-humid-heat-in-south-asia-in-april-2023-largely-drive
https://www.worldweatherattribution.org/extreme-humid-heat-in-south-asia-in-april-2023-largely-drive
https://www.worldweatherattribution.org/extreme-humid-heat-in-south-asia-in-april-2023-largely-drive

Operations and investments are the most frequently disrupted parts of the value chain

Operations and investments are the
parts of the value chain most frequently
disrupted by extreme weather events
(Figure 3). Corporates see impact in
operations more than fund managers and
financial services; whereas the latter see
impact in investments. The proportion
of respondents citing operations in their
answer was down by almost half this year,
while investments remained the same,
suggesting the increased representation
of financial services and fund manager
respondents was partly behind the

drop in those registering an operational
impact. Interviews with fund managers,
on the other hand, suggested the

45%
41%

0%

Investment Operations

1 2022

40%
35%
30%
25% 25% 25% 25%
20% 18%
15%
10%
5%

primary impacts of physical climate
risks on their portfolios would likely be
at the operational level.

Only 13 per cent of respondents

reported supply chain disruptions.

This low percentage is potentially
influenced by the challenges of
obtaining comprehensive data on
climate-related financial impacts. One
respondent described how flooding had
affected their feedstock supply chain
(transportation and logistics), resulting in
reduced plant operational performance.

Within operations, the top physical
risk was flooding. Half of respondents

Workforce

Supply chain

12023

Figure 3: Participant responses to the question: ‘Over the past five years, have extreme weather events impacted
your organisation?’. Please note that respondents were able to select more than one option - for example, they
could say that an extreme weather event has affected both investments and operations.

who quantified the financial impact to
operations had costs of over $200,000.
The questions on financial impact were
optional for respondents, but give some
insight into the scale of impact weather
events have on firms.

Within investments, the top physical
risk was also flooding, closely followed
by drought. 36 per cent of those

who quantified financial impact on
investments revealed that the costs
totalled more than $1 million.

Within the workforce, respondents
indicated that flooding, drought, and
extreme heat were the top physical

risks over the past five years. The
financial impacts of extreme weather
events affecting the workforce were
lower compared to the consequences
when investments, supply chains, and
operations are affected. This is likely
attributed to a workforce’s higher
adaptive capacity and flexibility
compared to other elements of a firm's
value chain. Employees can potentially
adjust to changing conditions, work
remotely, or assume alternative roles, all
of which helps mitigate the immediate
financial impacts.

10 How is climate change impacting businesses in emerging economies?
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Market shifts are the transitional risks
impacting firms most today, and they
expect the same situation five years
from now. Of the respondents, 50 per
cent ranked market shifts in their top
three transitional risks. These market
shifts include changes in energy prices
and the ongoing transition towards
renewable energy.

When respondents looked ten years
ahead, policy-related factors such as
carbon taxation emerged as the top

transition risk, with market shifts a

4 The percentages were calculated by dividing the number of respondents who selected a specific transitional

close second. Consumer shifts (for
example, changes in products or
services) were also in the top three
transition risks for respondents across
all three time horizons.

These top three transition risks
(market shifts, policy-related factors,
and consumer shifts) were also the top
three in our 2022 survey. This indicates
a sustained focus on market dynamics,
policy developments, and evolving
consumer behaviour.

risk as one of their top three priorities within each time horizon (current, five years, and ten years) by the
total count of responses across all identified risks for that respective timeframe.

1 How is climate change impacting businesses in emerging economies?

Consumer shifts (e.g. change in product or
services)

Policy (e.g. carbon taxation)

Reputational damage (e.g. greenwashing or lack of
climate action)

Market shifts (e.g. energy prices and shift to
renewables)

Legal risks (e.g. litigation)
Technology (carbon-intensive assets)

Unsure/ Don't know

Time horizon

Present Ins years In1o0 years
34% 43% 32%
37% 46% 42%
23% 26% 24%

23% 30% 23%

Table 2: For each time horizon (present, in 5 years, in 10 years) respondents were asked to choose the top three
priority transitional risks impacting and expected to impact their organisation. Please note they were asked to
choose their top three risks. Red indicates a relatively higher perception of risk from respondents.
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In addition to asking respondents
how climate change is impacting their
firm today, we asked respondents how

concerned they are about climate change.

A total of 87 per cent of respondents
agreed to some extent that they were
concerned about physical climate risks -
up from 70 per cent in 2022.

A total of 73 per cent of respondents
agreed to some extent that they were
concerned about the risks associated
with a low-carbon transition — up from
66 per cent in 2022.

Alow carbon transition

Physical climate change

0%

2022

Relative to 2022, the gap between
concern about physical risks and
concern about transition risks has
widened (Figure 4). The 10 per cent
increase in the gap can be attributed to
a surge in awareness or experience of
the physical effects of climate change.
Recent events, coupled with economic
uncertainties and a potential shift

in regulatory emphasis, may have
collectively increased the perception of
the urgency and impact of physical risks
over longer-term transition challenges,
although that has also increased as an
area of concern since last year.

73%

66%

87%

70%

50% 100%

2023

Figure 4: Percentage concerned with physical and transition risks: comparison with last year. Please note that
in 2022 a ten-point scale was used, but in 2023 a five-point scale was used (as research indicated five was the
optimum (Weng, 2004; Nielsen, Makransky, Vang, & Danmeyer, 2017)). Therefore, in this graph 2022 is shown as
the percentage of participants that ranked their concern of physical and transition risks as a five or higher (on
a ten-point scale). 2023 is shown as the percentage of participants that ranked their concern of physical and

transition risks as a three or higher (on a five-point scale).
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When asked if climate change will affect
the viability and growth of respondents’
firms over the coming years, 61 per cent
agreed it would over the next five years,
and 76 per cent agreed it would over the
next ten years.

Whereas previous surveys separated
these questions about viability and
growth, we included both in the same
question this year. In previous surveys,
we asked respondents whether climate

change would affect the viability of
their firm in the next five years (56 per
cent agreed in 2022) and plans to grow
their businesses over the next ten years
(72 per cent agreed in 2022).

Emerging Economies Climate Report 2023



How are businesses in
emerging economies
responding to climate change?




Nearly all respondents agreed that long-
term success is linked to lowering GHG
emissions and reducing vulnerability to
physical climate risks. A total of 97 per
cent of respondents agreed — up from 91
per cent in 2022 and 82 per cent in 2021.

100%

80%

60%

40%

20% 12%

6%
2% 2%
0% —

Our surveys since 2021 show a growing
belief that those who can decarbonise
and build resilience to physical climate
change are more likely to be successful
(Figure 5).

97%
91%

82%

7%
1%

No Somewhat Yes

2021 2022

Figure 5: Responses to the question: ‘Do you think organisations that take steps to reduce their carbon emissions
and overall vulnerability to physical climate risks will be more successful in the long term?’

W 2023

Most respondents have adapted their business strategy in

response to climate change

Climate change continues to affect
business strategies and financial
planning. A total of 65 per cent have
adapted their business strategy and 47
per cent have adapted their financial
planning in response to climate change
—down slightly from 69 per cent and 52
per cent in 2022, respectively.

It is logical that climate change is more
likely to affect strategy than financial
planning. This is because it is likely that
organisations first adopt a strategy
before incorporating climate change
information into financial metrics.

Although there is a slight decrease

in those who have actually adapted
their strategy compared with last year,
the number of respondents who are
planning to adapt their strategy has
increased. 17 per cent have plans to
adapt their strategy, up from 2 per cent
in 2022. 8 per cent have plans to adapt
their financial planning in response

to climate change, which represents no
change from last year.

65%

of respondents said that climate
change has affected business
strategy.

Despite many respondents highlighting
that acting on climate can be cost-saving
and add long-term business value, they
also noted they did not know how to
respond to climate risk.

Climate change has impacted corporates’
business strategies and financial
planning more than the overall average
of respondents; 79 per cent and 76 per
cent, respectively. There was a common
sentiment that corporates addressing
climate change strategically and through
financial planning are also more likely
to receive investment. To illustrate, one
survey respondent wrote: “Climate is

a today and tomorrow risk, with both
physical, reputational, legal, commercial
impact on businesses and the ones that
are already implementing actions will be
better placed to receive investment and
less at risk from climate impact.”

47%

of respondents said that climate
change has affected financial
planning.

14 How are businesses in emerging economies responding to climate change?
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Firms are adapting their strategies in varied ways

The most common strategic approach is solutions that both improve energy products and services that have less

to exclude investments in products and security and reduce carbon emissions impact on the climate. Of those who ! !

services that have a negative impact on across the grid through renewable are adapting their strategies, 55 per cent ) =

the planet. Of those who are adapting investments. As one respondent are offering these products, a decrease Inspired Evolution’s investment
their strategies, 62 per cent are excluding ~ commented, “Already investing in from the 68 per cent that responded in funds are currently solely focused
these investments, a similar figure tothe ~ renewables and preparing for the this way last year (Figure 6). This is also on renewable and sustainable

66 per cent that responded in this way transition will enable the best companies  the most common strategic approach energy infrastructure, energy
last year (Figure 6). to get an advantage.” amongst those who are planning to access, and resource efficiency.
Fund managers across Africa are The second most common approach is adapt their strategies in the future. KBz e hispired Evolution
considering new funds in climate offering green or climate-friendly

62%
Excluding certain investment types
66%

55%

Offering green/climate friendly products -y

51%
Stakeholder engagement S6o

46%

Targeting new markets
42%

39%

Changes in investment strategy Lo%

. . . . . 30%
Satisfied climate reputation/meeting expectations
34%

28%

Changes in supply chain management ok

. 25%
Investment in research and development
36%

Other 16%

]
8

10% 20% 30% 40% 50% 60% 70%

2022 N 2023

Figure 6: How firms are adapting their strategies to respond to climate change. Please note respondents could choose more than one option.
Note: In last year's report, we provided these results based on the number of respondents who completed this survey. This year, we are reporting both 2022 and 2023
figures as percentages based on respondents who answered 'yes’ to adapting their business strategy.

15 How are businesses in emerging economies responding to climate change? Emerging Economies Climate Report 2023



Climate change is impacting operational expenses and access to capital

Keeping operational expenditures low
is key to maintaining healthy profit
margins. 48 per cent of those who
responded that climate change was
affecting their financial planning said
climate change has increased their
operational expenditure, up from 30 per
cent in 2022 (Figure 7). One respondent
commented, “We are planning to
allocate more resources to increase more
efficiency and reduce costs from high to
low carbon energy for manufacturing...
[for] enhanced competitiveness.”

Of those who responded that climate
change was affecting their financial
planning, 46 per cent said climate
change had affected their access to
capital, down from 59 per cent last year.
Financial institutions are providing
preferential interest rates to companies
that are helping to reduce impacts

on the climate, meaning access to
affordable capital may decrease if
companies do not reduce their impact
on the climate.

Capital expenditure is key to allowing
firms to adapt, with some firms already
investing in climate resilience. 46 per
cent of those who responded that
climate change was affecting their
financial planning said climate change
had affected their capital expenditure
and allocation decisions, down from 55
per cent last year.

. 48%
Increased operational expense costs ;
30%

. 46%
Access to capital .
59%

. . . 46%
Capital expenditure and allocation ?
55%

44%

Revenues
45%

40%
Assets
27%

. . . 38%
Choice of acquisition and divestments s200
0

et 10%
Liabilities
11%

6%
Decreased operational expense costs 4%
0

Other 6%
Provisions of general reserves (financial services only) 5%
Claim reserves (financial services only) 5%
0% 10% 20% 30% 40% 50% 60%
2022 W 2023

Figure 7: How organisations are adapting their financial planning to respond to climate change. Please note respondents could choose more than one option.
Note: In last year's report, we provided these results based on the number of respondents who completed this survey. This year, we are reporting both 2022 and 2023
figures as percentages based on respondents who answered ‘yes’ to adapting their financial planning.
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Most are assessing and managing climate risk

Most respondents (90 per cent) are
assessing and managing physical
climate risks. However, at the same
time, only 63 per cent are integrating
physical climate risk into general risk
management processes (Figure 8). As
one respondent commented, “there is
still a general lack of understanding on
how to conduct proper physical climate
risk assessment, i.e., review ... forward-
looking climate scenario analysis.” An
IEC survey of financial institutions in
emerging markets finds that most will
need increased technical, advisory, and
risk management support to respond to
economic shifts related to climate change?

5 Time to Turn Ambitions into Actions (ifc.org)

Integrating physical risk