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Proposal of “environmental risk finance™ in which local governments procure
environmental measures funds directly from financial markets
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Due to the effects of global warming, it is the suspension of the entire
circulation of Lake Biwa that has a great impact on the water quality and ecosystem of the Lake
Biwa/Yodo River basin, which has the population of 14 million. We have proposed two methods for
raising funds in response to this emergency situation directly from the financial markets, so that
they can withstand actual procurement.

The first is an index-type three-variable derivative with a large volume of transactions in the
financial market, which is combined with a model of the wind movement in peculiar with Lake Biwa.
The second is a dissolved oxygen option that is more versatile and can accommodate not only total
circulation stops but also partial circulations facing many lakes in the world. By combining a time
series model and 65,000 Monte Carlo simulations, it is possible to calculate option charges with a
high level of satisfaction.
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