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Investors have plenty of
reasons to be worried about
climate risk, but there are
already winners in the new
climate economy—and there

will be more.

Investors of the new climate
economy have plenty of reasons
to be worried about climate
risk, including the physical
damage from extreme weather
events and their impact on
asset valuations and insurance
premiums; chronic issues of
water stress and drought; and

more  stringent  regulatory
requirements and ESG
pressures from shareholders

and stakeholders alike.

But there will be—and already
are—winners in the new
climate economy. Real estate
investors should take note of
the many ways in which the
climate theme impacts their
core business but also creates
new adjacent opportunities to
capitalize on the volatility that
lies ahead.

First, at the highest level, it’s
important to appreciate that
climate has taken its place
alongside fiscal and monetary
policy, demographics,
geopolitics, and technology as
a macro and systemic thematic
driver of not just the economy
but civilization itself. SwissRe
estimates that global GDP could
drop 18% by 2050 if climate
change continues unabated.?
(By comparison, the COVID
pandemic slashed only 3.4%
from world GDP in 2020.3)
The world’s largest asset class
by far—land and real estate—
may well suffer the most.
Climate change could fuel mass
migrations totalling over one
billion people,* accelerate state
failure from Central America
to Africa to West Asia, and
exacerbate conflict over precious
freshwater and other resources.’
At its root, all finance will
become spatial finance in which
earth observation and geospatial
data are causally linked to
economic outcomes.

PRICING CLIMATE RISK

What climate as a macro theme has in common with other drivers
is that it should be priced into investment strategies of any duration,
intersects with other drivers in complex ways, and creates both
enormous risks as well as major new opportunities.

The first domain of opportunity is geographic. Countries that
manage to remain climate resilient, politically stable, and offer
open markets are likely to become more attractive destinations for
global savings to be invested in real estate and other assets. For
example, despite the wildfires currently raging Canada in 2023, the
country still attracted nearly one million new permanent migrants
every single year,® with property prices appreciating nationwide.

In industry jargon, “opportunistic” implies risky investments, yet
the overlay of climate modelling, fiscal allocation, demographic
movements, and other trends can provide high conviction around
locations that will relatively outperform.

The new opportunity, then, lies in such antifragile regions better
adapted to climate stress. These locations, which span parts of
North America such as the Great Lakes to much of central Europe,
Central Asia, Southeast Asia, and Japan, are among the locations
we describe as “climate oases” that will appreciate in the future.
More broadly, a broad zone referred to as the “New North” is likely
to absorb a growing share of global savings and capital as it attracts
migrants and investment.”
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EXHIBIT 1: HEAT MAP OF CLIMATE OASES

IN THE “NEW NORTH”

Source: Authors

LEADING ADAPTATION

At the intersection of climate
change, migration, and
sustainable real estate lies
an important opportunity
for the industry to lead our
adaptation efforts. According
to UN Habitat, at least three
billion people will require
better housing by the end of
this decade, which means that
96,000 new homes need to be
built each day between now
and then.?

Eventually, rather than building
these habitats where people
are, we will need to start
moving certain  populations
to geographies less damaged

by climate change, at lower
risk of future effects, and with
better resources and technology.
Rising fire and flood insurance
premiums, as well as chronic
droughts and heatwaves, make
this all but inevitable.

Our own Climate Alpha
research suggests that investing
early in climate-resilient
geographies will generate more
than 70% higher returns on
real estate portfolios by 2030
alone. Property developers, asset
managers, and insurers should
take heed, accelerating the
acquisition of land, construction
of affordable housing, and

adjustment of premiums to anticipate, encourage, and profit from
climate-induced migrations. New technologies should help us to do
this with speed. Consider the US-based company Alquist, which
can now print a three-bedroom home in just over 24 hours, versus
the typical four weeks that the volunteer-powered nonprofit Habitat
for Humanity takes to construct one.

The second arena of opportunity lies in the transformation of
industrial systems. A narrow focus on energy production alone
killed the first clean-tech wave of the late 2000s. Today’s movement
is far broader. Whether due to scarcity or regulation, there is a rising
premium for the sustainable production and utilization of energy,
water, food, fiber, and materials—and the transportation networks
and supply chains that enable their mobility. This of course applies
to the digital economy of data centers as well, underscoring how no
aspect of the twenty-first century global economy can ignore the
influence of climate factors, both as cause and effect.

The quest for “circular” or full lifecycle endogeneity and accounting
is generating new business models in countries rich and poor,
reshaping global trade flows with an emphasis on more localized
systems. European mandates such as Article 8 and 9 sustainability
themed funds will further create opportunities to invest into the
climate adaptation thesis.

This trend is being actively reinforced by the new wave of industrial
policies sweeping the West. Whereas government support for
critical sectors has been common in Europe, the US’s simultaneous
Inflation Reduction Act (IRA), Bipartisan Infrastructure Bill, and
CHIPS Act are collectively stimulating an industrial renaissance
whose geography will boost economic multiplier effects across
the country. Importantly, investors should not only track this
growing corporate investment footprint—which amounts to nearly
$1 trillion between 2021-2022—but also whether or not the
locations receiving investment exhibit climate resilience and
adaptation to ensure their continued desirability. Similar trends
are underway with Europe’s Green Deal, and China and Japan’s
industrial policies and R&D in battery and materials technologies.

EXHIBIT 2: CLIMATE-RESILIENT GEOGRAPHIES WILL GENERATE HIGHER RETURNS

Source: Authors

LAND VALUE APPRECIATION: BASELINE SCENARIO VS. LIKELY WARMING SCENARIO

10-year appreciation under
baseline scenario

Top 20 countries in
baseline scenario

Top 20 countries
under RCP 8.5
scenario

244.6% (9.35% p.a.)

237.2% (9.02% p.a.)

As climate risks accelerate, growth

10-year appreciation under
RCP 8.5 scenario

228.9% (8.63% p.a.)

across the 20 countries that appreciate
fastest under business as usual
assumptions, will slow significantly...

—_—

...while countries that actually

|_73.A% gain over—I
10 years using

|_ CliEte Alpha J

appreciate the fastest are likely to be

missed using forecasts that rely on
business as usual assumptions.

B

302.3% (11.70% p.a.)
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CLIMATE TECHNOLOGIES

Climate tech has thus emerged
as an asset class unto itself due
to the enormous investment
driven by venture capital and
institutional investors.” Global
capital markets from pensions
and sovereign wealth funds
to banks and family offices
are now chasing climate tech
deals at all stages from seed to
IPO. This will lead to entirely
new platforms of investable
assets, driving asset allocation
and capital deployment in
innovative ways that all have
very strong implications for
the built environment, whether
greening buildings or fortifying
electricity grids and building
more efficient primary and
secondary supply chains.

The laws of physics may
determine the fate of humanity
more than the geopolitical
balance of power. But already
Al is making a case as a third
force alongside and conditioning
these two. Though the current
vogue is to posit Al as a singular
battlefield for supremacy, in fact
it is a rapidly democratizing suite
of technologies that can help any
society—or collection of them—
to anticipate, model, and steer
individual, company, market,
economy, and  government
behavior to adapt to the climate
challenge. Simulations of rising
sea levels, floods, droughts,
and heatwaves enable the

public and private sectors alike
to avoid making unnecessary
investments in what are likely to
be stranded assets, energy grids
to balance supply and demand
loads, and both active and
passive investment strategies to
build portfolios favoring firms
with less climate risk and higher
resilience to climate shocks.

Such scenario planning has been
officially mandated by the US
Federal Reserve, which this year
required major banks to model
climate risks and the impact on
their portfolios, both to their
physical assets as well as in their
underwriting.  Understanding
how a singular event—such as
a Category S hurricane landfall
in lower Manhattan—might
unfold in terms of immediate
damage to infrastructure and
real estate, followed by longer-
term outward migration and
declines in both economic
growth and tax revenues,
requires forecasting capabilities
that integrate both climate and
socio-economic variables.

As we watch the frequency and
severity of climate disruptions
mount in real time, investors
and regulators need to pay much
greater attention to how such
toolkits can model complexity
and deliver insight for their
investment decision-making.

As we learned from
Charles Darwin, those who
adapt are the most likely to
survive and thrive.

ADDRESSING THE FUTURE

Addressing climate change requires both mitigation and adaptation,
and we believe the latter represents an even better business

opportunity. As we learned from Charles Darwin, those who adapt

are the most likely to survive and thrive. Small investments result
significant preparation for an unpredictable future.

in

Sooner rather than later, as with other macro-drivers, climate-
themed investing will not be distinct from other forms of investment.

Climate investing will simply be . . . investing.

In other words: climate risk is here, and climate opportunity awaits.
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