Advancing Adaptation:
Mapping Costs and
Enabling Financing

Kanmani Chockalingam

Senior Fellow and Associate Partner,
McKinsey Global Institute

MCKINSEY PRESENTATION INTENDED TO PROVIDE INSIGHT BASED ON CURRENTLY AVAILABLE INFORMATION FOR CONSIDERATION AND NOT SPECIFIC ADVICE. NOT FOR



McKinsey
Global Institute

e TP TR LI, P W 3 B

T ] i
L—-——A_

LTIEL N RGBTl e

Advancing adaptation:
Mapping costs and
meeting demand

Presenter: Kanmani Chockalingam, Senior Fellow,
McKinsey Global Institute

October 21, 2026

Explore the
research here




Today the world already faces various climate hazards,
which will grow more widespread and severe with warming

of today’s land area

75%

of land area at 2.0°C

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025
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In response, many places have implemented proven, cost-

effective adaptation measures
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Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025
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However, a resiliency gap remains and adaptation needs will grow
as the climate warms

E.g., Protecting cities
in Europe against
extreme heat

Average annual costs, |
2020-2050, $ billion, 2020 dollars
E.g., Operating ACs 43 0 B

for longer in Arizona
and Dubai

E.g., Investing in | |
ACs in Sub-Saharan

= 190B
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Dubai 5 40 B

Current spending Close today’s Achieve protection to Address Address hazards Achieve protection to
resiliency gap developed-economy increased severity in newly exposed developed-economy
standards at 1.1°C at 2°C in currently places at 2°C standards at 2°C

exposed places

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025 McKinsey & Company 5



Heat and drought account for three-quarters of adaptation costs,

with about half of all spend requiring private action
Distribution of annual costs to adapt to developed-economy standards at 2°C, 2020-2050, % of total, $ billion (2020 dollars)

By hazard
Heatwaves 8% Wildfire 6% Coastal flooding 2%
B ($93B) Il $67B) ($18B)

1% Sea dikes

__
. Heat stress 49% . Drought 20% . Excess rainfall flooding 10%
($568B) ($226B) ($115B)

Riverine
flooding 6%
($64B)

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025 McKi nsey & Company 6
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Sub-Saharan Africa, MENA, and India have the highest adaptation
costs as a share of GDP

" Heat [ wildfire B Drought | Flooding

Region

Adaptation cost, $

Total 2°C protecting to developed-economy standards costs as share of 2050 GDP in places exposed, %  billion (2020 dollars)

Sub-Saharan Africa

3.0% @ s

Middle East & North Africa 1.8% ‘ 114
croronorse | Q® ~

Latin America & Caribbean _ 1.2% . 81
Other Europe & Central Asia _ 0.9% ® 46
Greater China _ 0.7% ‘ 253

Advanced Asia _ 0.5% o 41

North America - 0.3% ®

EU30 - 0.3% ® s
Total _ 0.8% 1.2T

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025
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Adaptation is a good buy with BCRs of all measures > 1.5

A . Size of bubble represents annual costs to adapt to developed-
Hazard @ Heat @ Wildfire weather @ Drought @ Flooding economy standards at 2°C, 2020-2050, § billion (2020 dollars) \GS

Benefits represent average annual

e losses avoided, for example:
Irrigation . .
Air conditioning * avoided damages to infrastructure
and/or real assets,

‘ Urban trees ’ White roofs * labor productivity and/or crop yield
‘ Stormwater networks ‘ Levees |mp.rovements, _

. Crop shade cover * avoided human health impacts
@ ruel management @® Seadikes

‘ Detention basins ® Floodproofing
. Undergrounding

. Temporary cooling shelters
P | cool °
‘ AR BRI @® Cooling shelters for outdoor workers . Fans
@® Swales o

Mangroves Passive cooling @® Early warning systems

———

Societal Benefit-to-Cost Ratio (BCR)

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025 McKinsey & Company 8
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Why is adaptation not happening despite being a good buy?

Capacity to pay

Protecting to developed-economy
standards costs about $130 per
person today, but current spend is
only $45 per person; competing
spending priorities also exist

Risk awareness

Areas that have not experienced
hazards recently underestimate risks,
e.g., funding spikes after events (like LA
wildfire), then fade

Alignment of
incentives

Funders of adaptation
measures may not be the
direct beneficiaries of
protection provided

Risk appetite

Netherlands designs coastal
barriers for 1-in-10,000-year
events — vs. 100-year norm

Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025

Nature of adaptation
benefits

Benefits materialize only if
hazards occur, which weakens
incentives to invest

Execution challenges

Supply chain, political will, technical,
coordination, and other hurdles — e.g.,
decade-long talks for Netherlands’
Room for the River program



Targeted responses can advance adaptation

Innovate to Bolster demand Engineer
reduce costs and delivery financing
Efficient designs Beneficiaries pay and value Asset bundling and aggregation
capture models
Innovative, lower-cost solutions Resilience standards and Results based-financing
incentives
Grants and subsidies to attract Payments tied to future savings Pilots, demonstration projects
private capital (insurance, utilities)
Source: Advancing Adaptation: Mapping costs from cooling to coastal defenses, McKinsey Global Institute, December 2025; forthcoming McKinsey Global Institute report: Unlocking demand and finance for adaptation (working titie ) McKinsey & Company )
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