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Of the 5.5 billion people living In
developing countries...




Over 20% live on less than $1.25 per day




And almost 75% live on less than $4 per day

—> Despite some progress, many remain
vulnerable



Risk and opportunity

 Risks can turn Iinto crises that reverse
development gains
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* Important opportunities may be missed
because people fear the downside of risk
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Ray Witlin/World Bank



The dual objective of risk
management

* Resilience: ability to mitigate losses
from adverse shocks and foster recovery
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* Prosperity: obtained by improving the
benefits from pursuing opportunities

— Undertaking new ventures, which involve
larger risks but also larger benefits




VWHAT DOES EFFECTIVE
RISK MANAGEMENT
ENTAIL?



* It is essential to shift from unplanned and
ad hoc responses when crisis occur to
proactive and systematic risk
management
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From “crisis fighters” to proactive
and systematic “risk managers™




Components of risk management

Insurance
to transfer resources across people and over
time, from good to bad states of nature

Coping
to recover from losses and
make the most of benefits

Knowledge
to understand shocks, internal and
external conditions, and potential
outcomes, thus reducing uncertainty

Protection
to reduce the probability and size of
losses and increase those of benefits
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Preparation Coping



BEYOND THE IDEAL



Preparation

Least prepared quintile I I Most prepared quintile © Missing data

The index of preparation comprises human capital, physical and financial
assets, social support, and state support measures.
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Obstacles and constraints facing
Individuals and societies

 Lack of resources and information
» Missing markets and public goods

* | ack of collective action

— due to misaligned or wrong Incentives
(social and economic externalities, gender
bias, discrimination)

» Cognitive and behavioral failures
* Political economy Issues
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Obstacles and constraints facing
Individuals and societies
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* |Lack of collective action

— due to misaligned or wrong incentives
(social and economic externalities, gender
bias, discrimination)




Farhana Asnap/World Bank
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Obstacles and constraints facing
Individuals and societies

* Lack of resources and information
» Missing markets and public goods

* | ack of collective action

— due to misaligned or wrong Incentives
(social and economic externalities, gender
bias, discrimination)

« Cognitive and behavioral failures
* Political economy Issues
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USS billions
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Spending on preparation Is a small part of
donor assistance for disasters

Disaster-related donor assistance

1980-84 1985-89 1990-94 1995-99 2000-04 2005-09

m Emergency response Reconstruction relief ~ m Prevention and preparedness
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Obstacles and constraints facing
Individuals and societies

* Lack of resources and information
» Missing markets and public goods

* | ack of collective action

— due to misaligned or wrong Incentives
(social and economic externalities, gender
bias, discrimination)

» Cognitive and behavioral failures
* Political economy issues




Improving outcomes requires
assessing failures in risk
management

* ldentifying risks is not enough: the trade-
offs and obstacles to risk management
must also be identified, prioritized, and
addressed through private and public
action
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A HOLISTIC
APPROACH TO RISK
MANAGEMENT



Risk management requires shared
responsibility and action

International community

Financial system

Enterprise sector

Household




The critical role of the state

« Governments have the scale to manage
systemic risks, to provide an enabling
environment, and to support vulnerable
people directly
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Well-provided and protective households

Curt Carnemark/World Bank




Cohesive and connected communities




A vibrant and flexible enterprise sector

Self-employment
Regional median, average 2004-06
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An inclusive but stable financial system

Banking crises around the world , 1970-2011

No banking crisis I One crisis B Twocrises |l Threeor fourcrises | Missing data



A stable and supportive macroeconomy

Evolution of fiscal policy from 1960-99 to 2000-10

B Always countercyclical Becoming countercyclical Becoming procyclical M Always procyclical = Missing data



A proactive, strategic international community




MAINSTREAMING RISK
MANAGEMENT



A change In approach to
development planning

« What Is most important is a change In
approach in the way governments and
Institutions develop and implement their
general plans,

- Moving from planning under
certainty to considering change and
uncertainty as fundamental
characteristics of modern economies
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Through Institutions:
National Risk Board

« Why? To Integrate risk management -—
considering synergies, tradeoffs, and priorities
In addressing different risks in different
contexts

 How?: The NRB should combine advisory and
; Implementation roles.
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THANK YOU!

WWW.WORLDBANK.ORG/WDR2014


http://www.worldbank.org/wdr2014

