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Risk-sensitive I nvestments: Public Private Partner ships

High level multi-stakeholder partnership dialogue

l. Stock taking

Global and regional economic growth and globalarathave led to an increase in economic
activities in hazard-prone areas. As a result,etgosure of businesses and their supply chains to
devastating hazards has grown rapidly. The accumnlaf disaster risk in business and industry
impacts the sustainability of economic growth. Gitbat a large part of disaster risk in assets is
borne by the private sector, there is a strongnessi case for making risk-sensitive investments.
Disaster risks resulting from private investmesbabften become shared risks between the private
sector and society-at-large. At the same time,ipubVestment in infrastructure and services that
does not take into account long-term risk placesn@ss and industry at risk.

Investors have paid insufficient attention to tmevgng hazard exposure of business and its threat
to business resilience, profitability, competitiess and sustainability. Macroeconomic effects of
disasters can include higher interest rates, lalstwrtages and reduced demand of goods and
services, yet country risk rankings, competitivenegglices and business forecasts rarely mention
disaster risk, even in hazard-prone regions. Soméntdes and cities, competing to attract
investment, have tended to downplay disaster riskssome cases even offering incentives to
businesses to locate in hazard-exposed areaaddition to global businesses, SMEs both in the
developed and in the developing world are partitylaulnerable to the impacts of disasters.
Resilience in global supply chains is thus critieald links global businesses to SMEs. Most
companies are managing risks solely through businestinuity planning, and are continuing to
make investments in a way that may increase thegogure to physical hazards like earthquakes,
cyclones and floods in the medium term.

Business and investors are becoming increasingirexof the need to address disaster risks in their
assets. As the private sector is responsible for Bb% of total investment in most countries,
whether businesses factor disaster risk into fineEstment decisions will have a decisive impact
on future risk levels at the local, national anéreglobal levels, and on sustainable and inclusive
economic growth and social welfdre.

At the same time, however, risk-sensitive publieestments in key infrastructure areas, including
transport, energy, water, communication, educatma health, are key to building resilient
societies and business. In some cases, disasteigdaim public infrastructure accounted for 62% of
total direct disaster losséghese damages are not only costly for governméntisalso disrupt
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business operations and erode competitivenesdidRésnfrastructure and public services are vital
for business, with SMEs being the most heavily depat.

Neither the private nor the public sector can askirihe challenge of disaster risk on its own.
Studies have shown that while 90% of countries ntefiat they evaluate disaster risk in public
investment, only 52% of governments have adequatems in place that allow them to do’so.
Moreover, only 36% of countries indicated havinglidated funding in place to ensure risk
reduction and preventichProgress in incorporating disaster risk reductign public investment
planning is still limited, with the disaster risksiessment of smaller to medium-scale projects and
local investment decisions proving particularly lvaging®

Disaster risks result both from public and privieeestment and each source of investment affects
the magnitude of disaster risks in both the puatd the private sector substantially. This inter-
dependency between the public and private sectatertkto disaster risk generation and impact
mitigation renders public private collaboration kieyensure effective governance, planning and
management of risks at the national and local le¥etamples from urban planning and
development have shown that bringing public denisi@akers and private actors together from the
beginning of the planning process can greatly eodahort-term efficiency and mid- to long-term
resilience of investmentfs.

Public Private Partnerships are therefore an dssestep towards combining public and private
sector expertise, filling gaps in information andtrits, accelerating and encouraging risk-sensitive
decision-making in all parties, public and private.

1. Overview

A range of public and private sector bodies, orlieUPrivate Partnerships, can contribute to better
understanding of asset exposure to disaster raghk, sharing, effective regulation implementation,
and the development of policies, voluntary stanslamdd guidelines that incentivize risk-sensitive
public and private investments.

Amongst others, Public Private Partnerships wilhdrprivate sector expertise and experience in
risk reduction and management to governments ahlicgector entities. This expertise can greatly
contribute to effective regulations and policies, dfficient implementation and to transparent
measuring and reporting of risks to public and gievassets. Public Private Partnerships can also
accelerate the development and institutionalizatdbnvoluntary standards and guidelines that
incentivize risk-sensitive investment decisions fyblic and private entities. Public Private
Partnerships combine the expertise and experienpkinning, risk management and governance to
advance the development of innovative local sohgithat further risk-sensitive and sustainable
business investments and development practice.

Increasing risk-sensitivity of investments will key to reducing underlying risk factors. A number
of arenas and actors that were not commonly coresideentral to disaster risk management will
need to become engaged. For example, institutioravied with financial regulation currently do

not reflect disaster risk in the regulation of ¢alpand procedures of accounting to promote risk-
sensitive financial decision-making. In additigqgvernments need to review their financial and
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fiscal policies and instruments to include disasight assessments into public investment decision
and require private companies to manage and repatisaster risk.

Private companies can modify their current investihaecision-making, business models and wider
corporate risk management strategies to embedtelisask assessments. Innovative tools and
approaches will be required to allow assessingnaadaging a wide range of disaster risks. Current
voluntary reporting systems such as the PrincitgsResponsible Investment, Principles for
Sustainable Insurance, Carbon Disclosure Projestl &lobal Reporting Initiative do not
sufficiently include disaster risk. A more proaetiapproach from businesses and business
associations will be important to further the depehent of voluntary standards and guidelines in
the area.

To allow public and private entities to integratsadter risk into their investment practices and
reporting, clearly defined metrics on disaster @sid resilience are required. Access to accurate,
up-to-date and easily understandable disastedesk needs to be expanded. In addition, tools and
approaches for catastrophe risk modelling will neetle rendered more accessible to both public
and private decision-makers to develop risk scesatnnovative partnerships between commercial
risk modelling companies, academia, countries amernational organizations are beginning to
address this need.

The reduction of existing and the accumulation efvirisk is a challenge that neither public nor
private sector entities can meet on their own. Secessful long-term reduction of disaster risk
will thus require new partnerships between businasd governments, including business
associations and chambers of commerce.

The Disaster Risk Reduction Private Sector Parigraith 84 members, covering engineering,
health care, construction, IT and insurance seaoreng others, develops solutions for resilient
and disaster risk-sensitive private sector acéigitiThe Partnership launched among others the
Disaster Resilience Scorecard for Cities and afiBgeKit on the collaboration between disaster
risk reduction, sustainable development goals dmeddimate agenddThere are also specific
Public Private Partnerships focusing on risk-semsinvestments like the ‘1 in 100 Initiative’ - a
commitment to integrate disaster and climate ng& the financial system by an alliance of public
and private sector organizations — and the R!Staiivie, a global initiative to mobilize businesses
public sector, academia, civil society, insuranogustry and investors to make investments risk-
sensitive and to create risk-resilient societies.

1. Way forward

More is needed for effective Public Private Paghgrs to promote risk sensitive investments.
First, more dialogue is required to determine hisk-sensitivity can be integrated into investment
and accounting practices. Secondly, Public PriPatenerships need to identify ways of combining
risk management expertise of the private sectdr thié governance experience of the public sector
to develop innovative approaches to assess andiatciay risks of public and private assets.

Active dialogue in the form of information-sharipiatforms and systematically coordinated (i.e.
regular, inclusive and transparent) exchange betweéonal and local government representatives
and businesses is the basis. Regular dialoguesiiattm will generate ownership across public and
private actors alike and enable the identificattbmequired joint action. Such regular exchange at
both national and local levels can also contribathe development of broad-based regulations and
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policies that incentivize risk-sensitive investmemtese can include relevant policies for tax
breaks, accounting transparency, interest rateirmwtance regulation based on the real price of
risk.

Both public and private sector can also benefimfropen data exchange as innovative tools and
mechanisms developed by the private sector, suchsaster risk stress tests with up-to-date and
accessible risk information, can be made availablgjovernments and wider society. Finally,
Public Private Partnerships can also incentivizeapg companies and industry associations to
advance the development of voluntary standardsgyartklines and sign up to them.

Concrete commitments by businesses, investorsi@rsuregulators and governments in these areas
will have to be made as part of country commitmenotdeliver the post-2015 framework for
disaster risk reduction. The outcome of the HighelePartnership Dialogue will constitute an
important contribution in this regard.



