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Introduction

Climate change has presented several risks to financial

institutions.

* |In March 2019, cyclone Idai caused a humanitarian crisis in
Mozambique, Zimbabwe, and Malawi.

* We studied retail repayment behavior following the Idai cyclone

in Mozambique.

* Better strategies to help customers become more resilient to such
events, and how banks can adjust their lending strategies to help

manage their risk.
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Cyclone ldai

North Mozambique Cyclone Idai formed in .
1. Niassa central Mozambique (refer to Figure

" Eﬁ:’pﬁffad" 1) affecting provinces Sofala (7) and
Manica (6), then moved north

ientra';\:f:ambique affecting Zambezia (5) and Tete (4).

5. Zambezia

6.  Manica During the cyclone period, the bank

7. Sofala decided to support its customers:

South Mozambique « Payment holidays to customersin

g- ﬁﬁell'lz:mbane affected areas

10.  Maputo » Top-up loans for customers to

help rebuild after the cyclone

Figure 1: Map of Mozambique



Data Overview

DataInclusions | Data Exclusions | Data Challenges |
Ex-Staff Lending 0 Duplications

Mozambique Lending

; . Short observation (Covid a year
Retail Customers $ Covid Data A Iater)( y
Observation period:January
2017 — March 2020 Closed Accounts

@@ Bad Ever Definition:2 missed

ﬁgn payments




Benchmark Period Selection

Findinga period that represents ‘business as usual’
2017 - High inflation period
2020 - Covid period

Final Decision:
April 2018 — Business as Usual

February 2019 - Cyclone period
Cyclone impact

1 Month Delinquency Rate

by observation month Payment Ho[idays
muting impact
\ - « Affected Area
Performing worse
&S E P40 Y S S PP @S S PO @O S post cyclone.

e Not Affected Area Affected Area




Comparison: Entire Portfolio &% G
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e Overall shortterm impact (pinkline).
» Affected area (dotted lines pink) performed worse post cyclone.

The next step was to analyze the portfolio by various segments to get a deeper understanding of delinquency
behaviour.



Industries Selected

Industry Risk Ranking

Highest shift

: * Once stable industries will

® Government & Staff no longer have that Simply

Agriculture

° by existingin a particular

® Construction & Manufacturing

® Hotels & Restaurants region - Ag r] Cu ltu re

OFinancial Intermediation

« Customersemployed in

. . Finance and Insurance
sectors had higher than
201804 201902 average delinquencies -

indirectly impacted by their

own industry’s exposure to
climate risk by having
exposure to a particular

region.

Hotels & Restaurants
Government & Staff
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Comparison: Agriculture

Agriculture Overall

0 1 2 3 4 5 6 7 8 9 10
Month since Observation

7201804 201902

e Sugar, nuts, forestry, maize & tobacco

* Damage to crops— noinsurance payout
* Retrenchment of retail customers

» Affected area historically higher risk

Month since Observation

701804 -0 == <= 201804 -1

* Advanceinsurance products can have a majorimpactimprovingrisk on this sector

201902 -0
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Comparison: Financial Intermediation

Financial Intermediation Overall Financial Intermediation

0 1 2 3 4 5 6 7 8 9 10

Month since Observation Month since Observation

—201804 201902 — 01804 -0 = = 201804 - 1 201902 - 0 201902 - 1

* Other banks, Microfinance, Insurance and Pensions
* Basedin non affected areas

* Secondaryimpactdue to exposure to affected areas




Comparison: Construction & Manufacturing

, , Construction & Manufacturing
Construction & Manufacturing Overall
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The manufacturingsectorinclude the manufacturing of cement, cables, aluminum, iron, copper, cobalt,
and other mining output. Constructionis all types of construction
Severe physical damage

Unaffected areas also sawa rise due to supply chainissues and raw material availability



Comparison: Hotels & Restaurants

Hotels & Restaurants Overall

e

Month since Observation

101804 201902

* Hotels and Restaurants
* Mostlyin non affected areas—remained stable
* Some secondaryimpacts after cyclone

Hotels & Restaurants
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Month since Observation
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Comparison: Government & Staff

Government & Staff Overall Government & Staff

Month since Observation Month since Observation

—101804 201902 201804 -0 == ==201804 -1 201902 -0 201902 - 1

* Governmentand staff selected as the lowest risk industry

* Governmentand staff received salaries duringthe cyclone period

* Secondarybehaviour of movingsalary deposits indicatesfinancial constraints in affected areas
* Thedifferenceinthe overall graphisreally small




Conclusion

The biggest damage was due to physical damage.

The retail customer was affected as employers had physical damage, decrease
in activity, and disruptions to supply chain that led to retrenchments.

Retail customers also moved their salary deposits tied to the bank that is a sign
of financial difficulty.

Financial and Insurance was protected from physical damage but had an
indirect exposure to companies that did.

There is opportunity for better insurance products to mitigate the impact of a

cyclone.




Any Questions




Contact details
Your comments and questions are valued and encouraged.
Contact the authors: Carina Walton Carina.Walton@absa.africa

Disclaimer
All views, information, or opinions expressed during the paper are solely those of the individuals involved and do not

necessarily represent those of their company and its employees.
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