A A A A A

UN World Conference on
Disaster Risk Reduction

14-18 March 2015, Sendai, Japan

ISSUE BRIEF
Public Investment in Disaster Risk Reduction
Ministerial Roundtable
l. Stocktaking

The impact of disasters have been on the risethedast decades primarily due to the high level of

exposure and vulnerability of a rapidly increasmgnber of people located in areas that are prone
to natural hazards. The impact of disasters creaiesnly human suffering but impacts economic

growth, puts a heavy strain on public finances, disgroportionally affects the poorest and most

marginalized and their livelihoods.

While the positive cost-benefit ratio of disastisk rreduction has been repeatedly acknowledged,
the right incentives are still not in place for thgstematic incorporation of risk reduction into
national and sector-level public investment strgtegin fact, it is still the case in a significant
number of countries — 62% according to some datthat disaster risk reduction is delivered
through stand-alone investments and projects. BY large, budget figures for hazard-proofing
development investments cannot be found, eitheauser they are not there or because they are
difficult to capture due to varying terminology @ccounting practices.

Two perceptions exacerbate this issue. First, thate still exists a tendency to consider the
management of disasters as exogenous shocks th#reendogenous risks. Second, that disaster
risk reduction budgets compete with other pricsitier scarce resources instead of being seen as an
enabler of sustainable development.

More decisive actions to strengthen risk reductisgasures are needed to increase the sustainability
of investments. For example, infrastructure thatasv being damaged by disasters was once the
result of public or private investment decision.this context, public investment strategies for
disaster risk reduction are an indispensable mgldilock to reducing the human, economic, and
environmental losses caused by future disa$t8imilarly, social investments in communities,
whether they be in technologies that help peopfmeot, measures that ensure social and economic
inclusion, or capacity-building among communitiegn reap benefits in terms of increased
resilience to cope with disaster impacts.

Since the last decade, the occurrence of intersideextensive disasters in many countries around
the world, the Hyogo Framework for Action, and migional disaster risk reduction advocacy
efforts have generated a higher interest in disaisereduction by countries, particularly thobait
have been repeatedly affected by disasters andr@ttaignificant losses. Ministries of Economy
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and Finance have started looking closer into #gae of disaster risk reduction vis-a-vis public
investment decisions. In a few countries, for exenBeru, the use of risk analysis in public
investment processes has been standardized andailgghtory for both new and revised
development projects

Some countries of Central Asia and South Caucésoshave strong legislation that makes risk
analysis obligatory for new and existing infrasture and systems. In 1996-2000, for example,
Uzbekistan has implemented the program of schdetyséhaving evaluated and strengthened
structural and non-structural safety of 10,000 sthoationwide. Construction of strategic
highways and communications in Tajikistan includdditional risk reduction measures, and
several countries of Central Asia and South Cawchaue invested in river bank reinforcement
systems based on the results of flood risk assegsane analysis.

Progress achieved by several countries in thislaedeen possible thanks to efforts made to raise
the level of consciousness of decision-makers, mrgraent of social networking involving key
stakeholders, conceptual and methodological dewstop and specifications, the establishment of
norms controlling the process of investment analgsid the training of project investment
specialists and risk analysts and assessors.

Conceptual and methodological frameworks have ldeseloped for the process of pre-investment
disaster risk and cost benefit and cost efficiesmeglysis. The consistency and homogeneity of the
conceptual framework have been considered a kegrfacensuring the success of initiatives
aimed at integrating disaster risk consideratiots public investment.

[. Overview

Public infrastructure and services are criticaltfer development and economic solvency of nations
and their people. Without them, economic sectoudcnot function properly and basic services for
the society and its development wouldn’t be avéla@ritical infrastructure has the potential to
reduce the loss of life and property during andradtdisaster, and what is critical depends in the
situation and the hazard. But critical is not assym of its importance in normal times, and the
choice requires informed judgméht.

If countries are to engineer a shift to proactig& reduction, a better understanding of economic
and social losses that governments, including rmiessof finance (as the institution with overall
fiduciary responsibility) are facing, and what lesshey are able to bear, is required. Political
leadership, better information on impact and casts, international experience sharing of best
practices to increase budgetary allocations bynatwill also be required to enhance public
investment and generate political will to investand integrate disaster risk reduction into
investment planning.

Main challenges for advancing the implementatiodefelopment-based disaster risk reduction
initiatives include the short-sighted nature ofificdl time horizons. As a consequence, at times
political leaders focus on the immediate demandssreeds of key constituents and voters. The
potential benefits of disaster risk reduction temtde distant and less apparent thus are likelbeto
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of less interest to most politiciafiginother challenge is related to political costd apportunity
costs as allocation of resources to a particulsasder risk reduction activities have uneven impact
and may affect specific constituencies that magriieeal to a politician's support base.
Additionally, in many cases, the widespread pubéoefits of reducing disaster risk are not easily
grasped by citizens and thus politicians may hatle incentive to provide them and, as is oftea th
case, they will privilege more visible and politiggprofitable investments.

The influence that business interest and otheispregyroups can exert over political leaders to
carry-out developments in highly exposed areas ¢heeting new risks or by using building
practices that can actually increase the risk disters constitute an additional challenge. As a
result of this, frequent examples of this type eli@viour are abundant around the world where
urban and industrial developments are locatedaasaprone to flooding, landslides, earthquakes,
tsunami, cyclones, sea level rise and technologiirahts, or in some cases, even a combination of
two or more of these threats.

There are also some issues in regards to analptioaédures, decision making criteria and
information sources. Criticism and doubts surrongdhe cost benefit approaches in measuring the
efficiency and need for disaster risk reductiorred the quantitative measurement of costs, the
value given to intangibles, limited knowledge adi@zards and vulnerability patterns at local level,
uncertainties as to the internal discount ratesdhauld be applied. Some problems are also
recognized as to operational and value judgem

In spite of the above-mentioned challenges, a numbeountries have been successful in
establishing or strengthening public investmentesys and develop the tools, guidelines and
systematize their experiences with the aim at ptomgalisaster risk analysis for both existing and
new investment projects following corrective andgpective disaster risk management practice.
Through disaster risk analysis, risk is both idediand evaluated, and can therefore be addressed.

The methodology that is being applied in varyingrées in countries like Peru, Colombia,
Guatemala, Costa Rica, Mexico, Panama, UzbekiP&kistan, India, Sri Lanka, Uzbekistan, South
Korea and others comprises six aspects: hazargsialulnerability analysis, risk estimation, cost
estimates for alternative risk reduction measuweesluation of alternatives and best option
selection. While progress is being made, enforcémsestill not totally comprehensive. Ideally,
these activities would be fully embedded withinjpob cycles.

There is also a general trend with respect to &fiandertaken to classify and measure the budget
allocated to disaster risk reduction. Experiene@ge from studies that track DRR historical
spending to the implementation of new budget prognas and categories that have been
developed in Colombia and Guatemala, respectfrely.

In terms of particular innovation in countries, sl interesting experiences deserve to be
highlighted including the Adaptation Fund creatgddmlombia as a competitive fund for
reconstruction spending which has served as ad#tgrfor risk analysis in pre-investment based
on an integrated watershed management and teatifdainning approach. Sri Lanka has also
included some disaster risk reduction componentiserapproval process for urban housing
construction.
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Factors that enhance a country's capacity to pplice disaster risk reduction measures and
development-based disaster risk reduction initiv planning and development institutions
include the need to count with strong institutiansl political competition; better informed
electorate to make governments more responsivecedly if the technical information is
translated into language that is understandableaeoessible to the population. Also critical is the
degree to which citizens are informed and the tghli politicians to make credible commitments
to their constituencies.

Lessons learned from recent initiatives dealindnwhie issue of public investment in DRR conclude
that the aspects that may influence and accel#ératadvances made include strategic aspects that
take into account the development of an adequateegdual framework, demand by political

actors, training, mainstreaming and multi sect@ragches; cooperation and an institutional setup
that has an integral vision of disaster risk manzs# and its components and that can assume the
challenge and guarantee participation, consensilis@rstructivist techniques of arriving at
solutions; and a long term view with clear objeetivand a small promoting team with highly
motivated and technically competent staff.

1. Way forward

The post-2015 framework for disaster risk reductian create an enabling environment for
countries to prioritise the implementation of deyghent-based disaster risk reduction initiatives in
planning and development institutions and to furttevelop the work that a number of countries
begun during the implementation of the HFA to idtroe disaster risk analysis into the different
phases of public investment.

Although it may not always be easy or even possiblguantify the various benefits and costs
associated with a potential investment in disagt reduction, it should always be possible to
produce a list of key benefits and costs of investtnsome of which can indeed be quantified in
monetary terms.

Trillions of dollars will be invested over the ned¢cades in infrastructure and services around the
world offering a great opportunity to ensure thgtraspective approach to public investment be
adopted by national governments and the privateos@t such a way as to minimize building of
new risks and revert the current trend of contislpgrowing economic losses due to disasters,
and human inaction or omission.

A complete listing of key stakeholders related tpogential decision on disaster risk reduction or
investment can help make clear who is an intereptatly. Further qualitative or quantitative
assessment of the likely distribution of economipacts will highlight the impacts across various
communities and business sectors. This kind of etwalkier analysis can clarify where
collaborations and consultations are needed, asgrera more inclusive decision-making process.

It must be recognized that cost-benefit analysegsire the collection of extensive and reliable data
and are usually costly. They also require thatesgia decisions are made on a number of critical
variables including the interest rate used foralisting future streams of benefits and costs aed th
risk premium. Hence in many cases, countries maghbe to improve the effectiveness of their
decision-making by learning from the economic assesits of other countries and by applying the
results of research made elsewhere. To facilitaite learning, a more systematic collection and
dissemination of relevant applied research and@oonanalysis needs to be put in place.



Initiatives such as the ones being developed imLamerica, where a Network of Ministries of

Finance on Disaster Risk Reduction is emerginghaspiatform for information exchange and
capacity building for integrating disaster riskarpublic finance. In the Indian Ocean Region a
similar approach is being contemplated throughgioral collaboration of Ministries of Finance

which would also hold potential for mutual learniagcelerating the integration of cost-benefit
analyses into public investment and risk finandtrgtegies for disaster risk reduction.

As governments and other stakeholder look to ti@eémentation of the post-2015 framework for
disaster risk reduction, the following factors nieytaken into consideration:

1.

Budget allocation tracking, or systematic trackofgDRR spending will be an important
step and precursor to any kind of assessment dafthetiveness of such investments. Such
tracking must also compare budget allocations attual expenditures, and against targets
and actual accomplishments.

Cost-benefit analysis at the pre-investment stageihcorporates disaster risk analysis, and
to the degree possible, incorporates probabiliglicin the conceptual and design phases of
public investment planning should be promoted.

Towards this end, training and capacity buildingthwguidelines for officials from
individual spending units and planning bureaush@& tlassification of DRM expenditure
(particularly for embedded investments) and intaiighin to probabilistic risk assessment
tools that give simple quantifiable indicators simayfiscal impacts would be needed.
Consideration must also be given to replicatingdetcallocation tracking systems at the
local level to examine DRR resource availabilitydanse. In addition, off-budget
expenditure, for example grants from developmemtnpas or public-private partnerships,
should be documented to assist the governmentepsutinence in investment planning.
Apart from economic investments in disaster risduaion, social investments in the
resilience of communities must be made. Sociallyesive and inclusive communities are
better able to cope with disaster impacts. The dingl of trust, participation and
collaboration are important elements for the suxcefsthe DRR. In this context, for
example, investments in technologies that help coniies connect, education and
capacity building and inclusive policies shouldgoemoted.

All government agencies should be incentivizednidude DRM principles in their short,
medium and long term strategic plans. Together wtimistries of finance, different
ministries should investigate thresholds of averageual loss, and at what percentage of
GDP lost would prospective DRR be considered aipyitn national public investment.



