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Who's the Rainmaker on the Futures Market?

In addition to the usual commodity and stock futures there also exist highly exotic derivatives. At a conference these were addressed by Clifford Chance partner Claude Brown, one of the founders and a leading specialist on management of risks associated with weather conditions (air temperature, precipitation, wind and combinations thereof). His sphere of interests also includes derivatives based on such underlying assets as catastrophes, pollution and environmental protection obligations, and renewable resources and their recycling.

Mr Brown noted that the main players on the weather risks market are energy and insurance companies, banks, agricultural organisations and travel firms. "Many people don't think about the weather, but it has a real impact on business as a whole," said Mr Brown, who cited specific contracts as examples. The bank ABN AMRO is hedging financing construction of a building. It is covering itself against the contingency that rain may cause increased humidity resulting in more time being required for the cement to set properly and failure to meet the deadline for delivery of the building. IFC, which finances agricultural producers in North Africa, buys weather futures. There have been cases of a hydroelectric power station being covered against late melting of snow and resultant low water levels in its reservoir.

The market is growing rapidly. According to the Weather Risk Management Association transactions in this futures sector in the 1998/99 financial year totalled approximately $1.8 billion, and in 2002/2003 – over $4 billion.
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