
Warming Arctic waters: a risk with 
global impact. Scaling up risk 
management requires a cohesive 
international community that works 
collectively and has the capacity to 
mobilize resources and establish 
mechanisms to enforce agreements.
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Global problems call for 
global players 

Unmanaged risk does not respect 
boundaries. Once triggered, pan-
demics and financial crises can 
circle rapidly around an increas-
ingly interconnected globe. Con-
flicts can quickly spill over into 
neighboring countries. Droughts, 
floods, and violent storms can dev-
astate an area, a country, or an entire re-
gion. Left unmitigated, climate change is likely 
to  intensify all these risks. Moreover, each of these 
risks is capable of reversing gains in development 
and jeopardizing the well-being of generations. 
The increasing interconnectedness of the world—
through trade, communications, travel, information, 
and finance—has made possible the rapid economic 
growth that has helped reduce poverty and open 
 opportunities for the developing world.1 But that 
same interconnectedness also magnifies the poten-
tial impact of these global risks and complicates their 
management. 

No one country or agent acting alone can deal ef-
fectively with a risk that crosses a national border. 
Clearly, risks that spread across and affect multiple 
countries or generations merit international atten-
tion. But international action is also justified when a 
country-specific shock is simply too large for a coun-
try to resolve on its own, even when its implications 
do not go beyond national boundaries. Managing 
these kinds of risks becomes a global public good, 
whose benefits also transcend boundaries, providing 
a central rationale for collective action by an inter-

national community that takes on the 
task of delivering it.2 Global pub-

lic goods benefit all countries and 
populations, but they are likely to 
yield the greatest benefit to those 
countries whose weak infrastruc-
tures and limited access to coping 

tools make them less equipped to 
deal with the adverse consequences 

of these kinds of risks. 
This chapter looks at the circum-

stances in which the international commu-
nity—defined here as a collection of organizations 
of global cooperation, providers of development fi-
nance and expertise, global standard setters, policy 
makers, global charities, other nongovernmental or-
ganizations, global media, and the scientific commu-
nity—has a role to play in helping people and their 
governments manage risk and pursue development 
opportunities (diagram 8.1). The chapter explores 
what the international community can do that other 
economic and social systems cannot—and what it 
should (or should not) do to scale up collective ef-
forts to manage risk. The chapter does not intend 
to address all possible risks at the global scale, but 
instead aims to illustrate the common factors that 
enhance or undermine the effectiveness of actions by 
the international community. It does so by focusing 
on five areas of risk: disasters, global financial crises, 
environmental risks, pandemics, and risks associated 
with fragile and conflict-affected states (FCSs).

In so doing, the chapter underscores a key mes-
sage of this Report: risk management requires shared 
responsibility and actions by various economic and 
social systems, from households to the international 
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tively by facilitating information sharing, devoting 
more resources to capacity building, and protecting 
the most vulnerable. The international community 
must have the capacity to mobilize resources and 
establish mechanisms to enforce agreements, even 
when some countries are unwilling to cooperate, by 
using its various tools to realign incentives around 
basic, common goals.

What circumstances call for action by the 
international community and why?

Countries face many risks that may overwhelm 
national capacity—some country-specific, others 
shared; some simple, others more complex; some 
stemming from natural causes, and others gener-
ated by actions of other actors. Regardless of the type 
and cause, some risks are just too big for countries to 
handle alone. Beyond the national level, the interna-
tional community provides assistance, expertise, and 
collaboration to better manage these risks.

Severe economic and humanitarian crises 

Crises and disasters can put severe strains on people 
and the systems that support them. The interna-
tional community can support people where na-
tional authorities, usually the first line of support, 
are overwhelmed by a negative shock that can expose 
economies to significant volatility, distress public re-
sources, disrupt access to markets, and retard prog-
ress in development, as well as where states might be 
cut off from access to international resources.3 The 
international community’s risk-sharing tools can be 
particularly useful for lower-income countries that 
are disproportionately affected by economic risks 
and disasters (as measured in lives lost and damages 
relative to economic size), given their greater expo-
sure to such shocks, weak institutional capacity, and 
limited access to insurance, credit markets, and other 
tools that can mitigate their effects (map 8.1; figure 
8.1). Even in developed countries, prolonged periods 
of uncertainty and weak economic activity following 
crises can reverse years of economic and development 
advances and change people’s lives dramatically.4 The 
sovereign and financial crisis in the Euro Area and the 
subprime mortgage crisis in the United States appear 
to have undone 7 to 12 years of economic progress in 
several countries hardest hit by the crisis, resulting in 
unprecedented levels of unemployment and loss of 
economic and social well-being.5

People living in fragile and conflict-affected states 
face these risks on an ongoing basis. More than 1.5 
billion people live in these states, in environments 

community. The international community is called 
on when managing risks requires efforts and public 
goods that go beyond the capacity of national eco-
nomic and social systems. It can strengthen national 
efforts to manage risks that cross borders or genera-
tions or that produce outcomes exceeding the capac-
ity of a country to manage alone. Its interventions 
aim to generate and disseminate global knowledge 
and expertise that improve risk awareness and the 
capacity to assess and manage risk, set rules and stan-
dards to make negative outcomes less likely or costly, 
and strengthen coping capacity through quick mobi-
lization of global resources. 

These are lofty goals. In practice, the interna-
tional community has not been very effective in 
managing risks that transcend boundaries—but it 
can do better. Too often knowledge does not result 
in effective action. Less emphasis is put on preparing 
for risk than on responding to it after the fact. Some-
times, too much weight is placed on avoiding risk 
rather than on managing it to seize development 
opportunities. Diverging national interests and risk 
management capacities undermine cooperation 
and the effectiveness of global efforts. Scaling up 
risk management requires a cohesive international 
community that enables its actors to work collec-

D I A G R A M  8 .1 The agents of the international
community

Source: WDR 2014 team.

Note: NGO = nongovernmental organization. 
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M A P  8 .1 Developing countries in general have suffered higher mortality associated with disasters

Source: WDR 2014 team based on data from EM-DAT OFDA/CRED International Disaster Database and World Bank World Development Indicators (database). 
Map number:  IBRD 40100.

Note: The map depicts the extent to which countries experience deaths from disasters, with the number of deaths scaled by population, averaged over the period 
1990–2011. Countries are divided into equally sized categories from the most aff ected to the least aff ected.

Least affected Missing dataMost affected

F I G U R E  8 .1  Damages from a disaster can exceed a country’s annual GDP in developing 
countries

Source: WDR 2014 team based on data from EM-DAT OFDA/CRED International Disaster Database and World Bank World Development 
Indicators (database). 

Note: GDP = gross domestic product.
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can provide free passage to pathogens that cause in-
fectious diseases, some of which can travel around the 
world in less than 36 hours.7 Indeed, in recent years, 
greater mobility of people and goods has contrib-
uted to the spread of zoonotic diseases that originate 
in animals but then transfer to humans. The H5N1 
(avian) flu killed 59 percent of the confirmed human 
cases in Asia and the Middle East during 2003–13. 
The H1N1 (swine) flu killed an estimated 151,700–
575,400 people during the first year the  virus cir-
culated (2009).8 AIDS, which also originated in 
animals, continues to destroy lives globally, although 
improved treatment has slowed fatalities since 2004; 
still, an estimated 1.7 million people died from AIDS 
in 2011 alone, and another 2.5 million contracted the 
disease. At the same time, globalization and scientific 
advances have improved understanding of many 
pathogens, including how they can be detected and 
diagnosed rapidly to enable disease control. Global-
ization also supports greater collaboration among 
scientists and public health officials and enables the 
media to inform people even in remote areas of risks 
(see spotlight 7 on managing pandemics).

Global efforts are also essential where risks may 
evolve slowly, with few immediately visible implica-
tions. HIV/AIDS was not detected until well after 
it had been established in populations around the 
world. Climate change risk is another example that 
has been building slowly and nearly invisibly for 
generations (box 8.1). Climate extremes such as heat 
waves and heavy precipitation have been increasing 
for the past 50 years and are expected to worsen as 
atmospheric concentrations of greenhouse gas emis-
sions reach unprecedented levels, with potentially 
catastrophic and irreversible consequences.9 While 
all countries are vulnerable to the effects of climate 
change, developing countries are disproportionately 
affected because they have the least capacity to pre-
pare and cope; three-quarters of the people killed 
in disasters in the past two decades lived in lower-
income countries and small island states.10 The 
global community has a responsibility to help the 
world’s most vulnerable people and provide broader 
and longer-term perspectives to tackle these risks.

Risk management actions by one country (or a 
generation) may also create additional risks and un-
dermine stability and development efforts of others. 
For example, national policies to promote growth 
and escape poverty risk may create growing pressures 
on shared resources (such as oceans, waterways, fish 
stocks, and the atmosphere), resulting in degrada-
tion of resources that hurt other countries and future 
generations (the so-called tragedy of the commons). 

typically characterized by corruption and weak-
nesses in governance and institutional capacity, with 
minimal access to functioning market mechanisms 
or governments that can help them manage risk—
much less protect them from additional risks. These 
people make up 15 percent of the world population, 
but they represent nearly one-third of people in ex-
treme poverty, one-third of the HIV-related deaths in 
poor countries, one-third of people lacking access to 
clean water, one-third of children who do not com-
plete primary education, and half of all child deaths.6 
State fragility and violent conflict pose significant 
risks not only to citizens but to global and regional 
security in an interconnected world. By improving 
incomes, economic prospects, and the environment 
for health, security, and education, sustained and 
well-targeted engagement by the international com-
munity can help reduce social and economic tensions 
that inflame conflict, and instead create an environ-
ment that nurtures development opportunities.

Risks that recognize no boundaries

Some risks have implications that cross geographi-
cal borders—or even generations. The consequences 
of the risks taken today may not be visible for many 
years. Given their complexity, individual risk man-
agement actions may be insufficient, or even made 
ineffective by others’ actions. The international com-
munity can facilitate risk sharing across countries 
and generations in cases where managing risks col-
lectively encourages complementarities across indi-
vidual actions and enhances their impact. 

Global financial and economic crises are clear ex-
amples of cases where risks may transcend national 
borders. As the links intensify, problems originating 
in one country can introduce turmoil and under-
mine development elsewhere. International integra-
tion therefore presents a double-edged sword for risk 
management: it can create more opportunities for 
international risk sharing and help countries diver-
sify idiosyncratic shocks, but it can also generate new 
types of risk through economic and financial conta-
gion. The ongoing global financial crisis that origi-
nated in advanced countries, for instance, has damp-
ened growth through close economic and financial 
linkages across countries and led to a slowdown in 
the progress toward meeting Millennium Develop-
ment Goals (MDGs); 50 million more people fell 
into extreme poverty in 2009 alone and 64 million 
additional people had become poor by 2010.

Health risks can also cross national boundaries. 
Increased air travel and trade in goods and services 
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B O X  8 .1  Climate change and implications for development

Climate change is the rise in Earth’s temperature associated with 
increased atmospheric concentrations of heat-trapping green-
house gases such as carbon dioxide (CO2). The steady rise, dating 
from the Industrial Revolution, has been attributed largely to 
human activities, including the burning of fossil fuels and defores-
tation. New research into climate change suggests that Earth is 
warmer today than at any time during the past 11,300 years as 
greenhouse gas concentrations have continued to rise: the con-
centration of the main greenhouse gas, CO2, rose from its pre-
industrial level of 278 parts per million (ppm) to a daily average of 
400 ppm in May 2013, approaching the 450 ppm threshold that cor-
responds to a likely increase in Earth’s temperature of more than 
2oC—the warming level that the international community commit-
ted itself to avoid because of its potentially catastrophic and irre-
versible consequences (see panel a).

The eff ects of climate change are already visible in widespread 
melting of Arctic glaciers, rising sea levels, and higher frequency 
and severity of extreme weather events and natural hazards (see 
panel b). If concentrations of greenhouse gases continue unabated, 
a warming of more than 4oC could occur as early as the 2060s, with 
large-scale impacts on human and ecological systems—including, 
heightened risk of inundation of coastal areas, spread of infectious 
diseases, declining water and food security, destruction of habitats 
for many species, and adverse social and economic consequences 
of large displaced populations. Climate change is hence a serious 

Source: WDR 2014 team based on Aldy, Orszag, and Stiglitz 2001; Barrett 2003, 2007, 2008; Cole 2007; DARA International 2012; IPCC 2007; Jacoby, Rabassa, 
and Skoufi as 2011 (for loss estimates); Lenton and others 2008; Marcott and others 2013; Mercer 2011; Stern 2007; World Bank 2009, 2012c; and data from 
EM-DAT OFDA/CRED International Disaster Database; NASA Goddard Institute for Space Studies Surface Temperature Analysis (database); and Scripps Institution 
of Oceanography, Atmospheric CO2 Concentration at Mauna Loa Observatory, Hawaii (database).

Note: CO2 = carbon dioxide.

a. “Other” refers to volcanoes, insect infestations, and complex disasters. 
b. “Other weather-related events” refers to fl oods, droughts, extreme temperatures, and wildfi res.

threat to development for both current and future generations; the 
estimated cumulative cost from damage to health, food security, 
and the physical environment ranges from $2 trillion to $4 trillion by 
2030 depending on the climate scenario. 

Mitigating climate change is a prime example of a global public 
good that requires collective action. Collective action is needed 
because while each country prefers that others supply the good 
(free-riding on others), each also recognizes that if everyone 
depended on others to supply the good, the result would be bad for 
everyone, suggesting that there is an advantage in collective provi-
sion. Climate change mitigation faces several important obstacles. 
First, despite improved confi dence in climate models, signifi cant 
scientifi c uncertainty remains on the critical warming thresholds 
(so-called tipping points) and on the magnitude of climate change 
eff ects. Second, climate change eff ects are not uniform across coun-
tries, creating diverging incentives for action. The absence of a 
global authority to enforce cooperation across nations undermines 
collective eff orts, combined with the free-riding problems, as each 
country hopes that others will bear the cost of climate change miti-
gation. Third, short-termism and diff erent valuations of ecosystems, 
biodiversity, and loss of life breed inaction and pass the risk to future 
generations. Despite general consensus that it is a serious threat, 
and decades of debate and negotiations notwithstanding, climate 
change risks are likely to grow until these challenges are eff ectively 
addressed. 

 a. Rising temperature and CO2 concentrations b. A changing pattern of natural disasters
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global community can step in when risks cannot be 
resolved effectively by individual countries or such 
regional bodies. Regional or international courts 
of justice, for instance, may deal with cross-border 
disputes that cannot be resolved because of mutu-
ally exclusive demands. Treatment of these issues de-
serves more extensive discussion and analyses than 
are possible within the scope of this Report.

How does the international community 
enhance risk management?

The international community supports national ef-
forts to manage risks by addressing some of the key 
obstacles to effective management of risks that go be-
yond national capacity: information gaps, limited ac-
cess to markets and resources, externalities imposed 
by actions of other actors, and cognitive and behav-
ioral biases. Members of the international commu-
nity contribute to strengthening the key pillars of 
risk management defined in chapter 1: knowledge, 
protection, insurance, and coping (diagram 8.2). 

Generating and disseminating global 
knowledge and expertise

Lack of relevant knowledge is a key obstacle to ef-
fective risk management. Knowledge deficiencies 
become more formidable as risks grow in intensity 
and complexity and as the uncertainties about their 
sources, drivers, and potential impacts deepen. Lack-
ing knowledge, countries or individuals may con-
tribute to, or overlook, environmental risks; spread, 
or fail to protect against, communicable diseases; 
or take excessive risks in search of high returns. In 
this context, knowledge becomes a global public 
good that contributes, or limits damage, to develop-
ment. The international community plays an impor-
tant role in supplying it.

International financial institutions (IFIs)—such 
as the International Monetary Fund (IMF), the 
World Bank, the Bank for International Settlements, 
and the Organisation for Economic Co-operation 
and Development (OECD)—as well as other coor-
dination agencies that accumulate extensive country 
information and experience, can provide a broad, 
impartial knowledge base for countries and indi-
viduals to draw upon to help bridge gaps between 
global objectives and national policies on a range of 
issues. Global knowledge and expertise can act as a 
guide and tool to raise awareness, especially where 
national agents fail to recognize far-reaching and 
longer-term implications of their actions, for them-

Dams to control water levels and retain water can af-
fect water security for millions of downstream users 
in neighboring countries. In each of these examples, 
countries acting in their own interest obtain imme-
diate gain from their actions, while losses from the 
impact of adverse consequences are not felt imme-
diately. If all countries try to safeguard their own in-
terests, individual actions can collectively cause large 
damages to all involved, in some cases with irrevers-
ible consequences. 

Similar beggar-thy-neighbor policies and col-
lective action failures are observed in international 
finance and trade. National measures to protect the 
domestic financial system by ring-fencing affiliates of 
cross-border banks may reduce contagion risks and 
fiscal costs of a failing foreign bank, but they may also 
weaken the resilience of the home country financial 
system, raise the cost of capital and liquidity in both 
home and host countries, and limit the ability of 
banks to manage funding risks. Fear of ring-fencing 
may induce global banks to pull out of other host 
countries, hurting those with less developed finan-
cial markets. Similarly, history points to how inter-
national trade collapsed when many countries intro-
duced beggar-thy-neighbor trade policies during the 
Great Depression.11 More recently, increased export 
barriers by exporters and reduced import tariffs by 
importers during the food price crisis of 2008 caused 
the world price of grain to jump, forcing other coun-
tries to adopt similar measures. These uncoordinated 
actions turned out to be completely unsuccessful in 
protecting the poor against the food shock—close 
to half of the increase in the world price of rice is 
estimated to have come from countries’ attempts to 
insulate themselves from higher rice prices.12 

Not all risks that exceed national borders are truly 
global, however. Some risks, such as armed conflict 
between neighboring countries, may affect only 
a few countries, as may disputes over natural re-
sources, such as those arising from management of 
waterways. Such risks may be more appropriately or 
efficiently managed by bilateral or regional institu-
tions that provide appropriate forums, frameworks, 
and incentives for addressing the risks. The subsid-
iarity principle may suggest that the risk should be 
handled by the lowest level of authority capable of 
addressing the matter effectively, before it becomes 
a regional or global problem. Regional economic 
communities are important layers of support in 
 Africa, Asia, and the Caribbean, dealing with risks 
and creating opportunities through cooperation 
and development actions in areas such as trade, 
energy, industry, security, and environment. The 
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Improving protection through global rules, 
capacity building, and coordination 

Accumulating knowledge about the drivers and po-
tential effects of risks is necessary but not sufficient 
to encourage appropriate risk management action. 
Design and implementation of rules, regulations, 
standards, and frameworks for collective action can 
provide incentives and guidance to better manage a 
range of risks that affect multiple nations and gen-
erations. Some examples include the global financial 
sector reforms to strengthen the financial infrastruc-
ture and create a more resilient financial system fol-
lowing the 2008 financial crisis;14 the Millennium 
Development Goals to reduce poverty and address 
a range of risk affecting development;15 the United 
Nations effort to encourage preparedness for pan-
demics and incorporate pandemic response plans 
into disaster risk management (the Toward a Safer 
World Initiative);16 and A New Deal for Engagement 
in Fragile States.17 Several other examples, including 
those for managing environmental risks, are out-
lined more fully in table 8.1. 

Technical capacity to implement rules, regula-
tions, and standards is necessary for such efforts to 
succeed. Weak capacity in the veterinary and human 
public health systems in developing countries, for ex-

selves or others. Clear and prompt communication 
of the knowledge is crucial, if it is to succeed in af-
fecting behavior.

The international community offers a range of 
tools to fill knowledge gaps. From IFIs and coordi-
nation agencies to the scientific community, think 
tanks, media, and civil society, international organi-
zations collect, review, analyze, synthesize, and dis-
seminate information and research findings on eco-
nomic, financial, health, environmental, safety, and 
other risks that have a bearing on development and 
stability, and publish cross-country information, re-
search, and policy analyses that can help assess risks 
in an increasingly interconnected world. The inter-
national community can also provide platforms for 
knowledge exchange and publish periodic risk as-
sessments or information at the global level on a va-
riety of risks. These knowledge platforms can play an 
important role in bringing national interests closer 
to establish shared goals. With capacity-building 
technical assistance provided by IFIs, national au-
thorities can design monitoring and early warning 
systems and contingency-planning frameworks for 
timely detection of problems and effective responses 
to them.13 Global media can play a crucial role in 
disseminating alerts generated by these detection 
systems. 

D I A G R A M  8 . 2 Role of the international community

Source: WDR 2014 team.
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TA B L E  8 .1  Examples of global actions and factors underlying their impact
Goals and results Underlying reasons for success or failure

Kyoto Protocol (1997)

Goals:
Reduce greenhouse gas emissions of 38 industrial 
countries as a confi dence-building step to reach the 
goal of the United Nations (UN) Framework 
Convention on Climate Change (UNFCCC) to stabilize 
greenhouse gas concentrations at a level that would 
prevent dangerous interference with the climate.

Required a 5.2% cut, on average, in the emissions of 
industrial countries below their 1990 levels between 
2008 and 2012.

Results:
Took eff ect in February 2005 when the two 
conditions of ratifi cation were met (ratifi cation by 55 
nations and ratifi cation by nations that produce 55% 
of the emissions). By April 2006, 141 countries had 
ratifi ed the protocol. Many countries did not meet 
their targets, however, and actually increased 
emissions, resulting in a global rise from 1990 levels. 

Failed to attract broad-based support, ensure compliance (in the absence of an eff ective 
enforcement mechanism), and make parties take substantial actions; some of the largest 
emitters either did not participate (industrial countries such as the United States and 
Canada) or were not required to cut emissions (middle-income countries such as China 
and India).

Bundled together targets for several greenhouse gases to achieve cost-eff ectiveness, 
but at the expense of lowering emission reduction targets.

Diverging incentives and interests (no clear self-enforcing common goal): 

• Perception that an individual country is too small to make a change. 
• Climate change does not aff ect all countries the same way; some benefi t from it in 

the short run, while some are hurt more than others. These diff erences create 
varying views about benefi ts and costs of action to mitigate climate change.

• Competing domestic policy imperatives, including political factors, and short-term 
economic considerations; nonparticipation (particularly by developing countries) to 
avoid hurting growth.

• Free-rider problems with costly steps to mitigate climate change.

Montreal Protocol (1987)

Goals: 
Protect ozone layer by banning ozone-depleting 
chemicals (ODCs). 

Results:
Emissions of most depleting substances have been 
brought under control; signs indicate that the ozone 
layer will recover within the next 100 years; 
developed countries have reduced their production, 
consumption, and emission of chemicals controlled 
by the protocol by 99%; developing countries by 72% 
and reductions are continuing. 

Some increase in some of the chemicals authorized 
for short-term substitution.

Broad participation: First treaty to reach universal ratifi cation (197 UN nations). It started 
with 24 signatories and the European Economic Community in 1987, and was eventually 
signed by many, including developing countries.

Addressed the problem by chemicals (source), not timetable (targets).

Cost-eff ective substitutes for ODCs already existed.

Negotiations included civil society and scientists to overcome informational barriers; high 
degree of scientifi c consensus and evidence provided credibility.

Right incentives (and common interests):

• Wide recognition that ozone depletion has serious, quickly visible consequences 
(health issues such as cancer).

• Created strong incentives to participate and comply: the treaty set out reasonable 
plans for implementation with appropriate support coupled with trade restrictions—
bans on trade between parties and nonparties in ozone-depleting substances and 
products containing the substances—to spur compliance. 

• Recognized importance of developing new technologies using nondepleting 
alternatives and providing access to developing countries.

• Set up a multilateral fund to provide incremental funding to developing countries for 
transitioning to phase out harmful substances; provided institutional support (a key 
motivation for the participation of developing countries in the Protocol).

Smallpox eradication campaign (1967–79)

Goals:
Eradication of a pandemic disease that killed 300 
million–500 million people.

Broad cooperation achieved.

Strong leadership and commitment from the World Health Organization (WHO), backed 
by political commitment from governments.

Financial and technical assistance from developed to developing countries that lacked 
resources and capacity to eradicate alone.

(continued)
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Goals and results Underlying reasons for success or failure

Results:
WHO declared the world free of smallpox in May 
1980.

First disease eradicated by human eff ort.

Seen as a unique achievement in the history of 
international cooperation.

Right incentives that were self-enforcing (no formal enforcement by WHO was needed):

• Costs (about $300 million worldwide) were negligible, compared with benefi ts: the 
United States got back its entire contribution in 26 days (in health costs saved)—a 
benefi t-cost ratio of over 400:1.

• The disease aff ected every country (ease of spread with trade and movement of 
people) with direct consequences; eradication succeeded because smallpox was 
eliminated everywhere. 

Strong U.S. support (monetary and technical) and other support from U.S. Centers for 
Disease Control.

Scientifi c research showing feasibility of eradication; technical breakthrough (with a new 
type of needle) lowered the cost of vaccination. 

Surveillance and containment strategy: strong focus on preventing the disease from 
spreading by seeking and monitoring new cases.

Controlling HIV/AIDS

Goals:
Eradication of the disease.

Results:
Progress in treatment research has decreased the 
number of people dying from HIV/AIDS. 

The number of new cases of HIV/AIDS has been 
decreasing since its peak in the late 1990s. 

But the number of people living with HIV is still rising.

Global cooperation has had some success:

• In 2010, number of people on antiretroviral treatment in low- and middle-income 
countries reached 47% of the need, up from 39%. 

• Number of health facilities in these countries has risen signifi cantly. 
• About 35% of pregnant women living with HIV in these countries receive care, up 

from 7% in 2005. 

Treatment 2.0 launched in 2010, aiming at higher effi  ciency: simplifi ed, more aff ordable 
diagnosis and treatment; and integrated, decentralized HIV service delivery.

Despite availability of prevention, there is a problem of incentives: 

• HIV takes 5–10 years to manifest; people with low life expectancy may not protect 
themselves and may spread the disease.

• Promotion of treatment is a double-edge sword—treatment may create an 
externality and lower the incentive to protect.

• Limited access to information and protection in low-income countries.

Hyogo Framework for Action (HFA) (2005–15)

Goals:
Reduce the impact of natural hazards by making 
prevention a priority at all levels under the 
coordination of UN International Strategy for Disaster 
Reduction.

Results:
Increasing number of reporting countries.

Increase in disaster reduction and recovery activities 
at all levels. More progress needed in preparation.

Provide governments with a common set of terms, approach, and platform, facilitating 
cooperation at the international level. 

The structure of the HFA (organized by expected outcome, strategic goals, and priorities 
for actions) and guidance on its implementation supported development of comparable 
framework at regional and national levels. 

• Good communication and rising public awareness (various organizations have 
launched global campaigns). 

• Establishment of a scientifi c and technical committee. 
• Progress in implementation (creation of a special representative of the UN Secretary-

General for implementation of the HFA). 
• Broad participation/acceptance of the framework. 

High and increasing damages caused by natural hazards provide strong incentives to 
reduce the risk. Consequences are concrete and immediate.

Source: WDR 2014 team based on United Nations Framework Convention on Climate Change 1998; Barrett 2006, 2008; UNEP 2007; Stern 2007; Rae 2012; Center for Global 
Development, “Case 1: Eradicating Smallpox,” http://www.cgdev.org/doc/millions/MS_case_1.pdf; World Health Organization, http://www.who.int; UNISDR 2006, 2007; 
OECD and G20 2012.

TA B L E  8 .1  Examples of global actions and factors underlying their impact (continued)

http://www.cgdev.org/doc/millions/MS_case_1.pdf
http://www.who.int
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eration among sovereign nations are discussed later 
in the chapter. 

Mobilizing global resources for preparation, 
mitigation, coping, and recovery 

Countries’ efforts to prepare for risk notwithstand-
ing, crises and disasters do happen, and when they 
do, significant resources are spent on coping with 
their consequences and recovery. The international 
community has a range of risk-sharing tools to help 
countries deal with extreme (tail-risk) scenarios such 
as disasters, both before and after the event (box 8.2). 

Offering support for coping. In their most typical 
form, international risk-sharing solutions involve 
direct ex post support from bilateral or multilateral 
creditors or private organizations. A key driver of this 
support is the need for timely action to mitigate a 
sudden shortage of resources (monetary or human) 
following a severe crisis or a disaster. Direct interna-
tional interventions can be justified when resources 
to protect vulnerable populations are unavailable 
from capital markets, self-insurance, or functioning 
communities and governments or when the risk that 
distress and contagion will escalate to other countries 
is high. Examples include the financial stabilization 
packages arranged for several Euro Area states, the 
liquidity provisions to unclog international finan-
cial markets during the global financial crisis, the 
support that 36 donors provided to more than 100 
developing countries to control the H5N1 avian flu 
and prepare for a possible pandemic during 2005–10, 
and direct humanitarian help to people in FCSs. 

Several international community actors play a 
role in coping. The IMF, the World Bank, and other 
IFIs, as part of their mandates, pool risk across coun-
tries and lend to countries experiencing actual or po-
tential external funding pressure as countries work to 
restore stability or sustain development spending in 
the wake of a crisis and correct underlying problems. 
Remittances from immediate or extended family 
members abroad provide risk pooling at the family 
level, allowing for more direct and timely relief in the 
presence of adverse domestic shocks. Remittances 
and kinship support are among the traditional cop-
ing mechanisms for FCSs, especially when effective 
government support is not available. Civil societ-
ies, including global nongovernmental organiza-
tions, combine in-kind transfers with foreign onsite 
 managerial services to deal with local bottlenecks. 
International investors also boost domestic capacity 
through portfolio and direct investment flows.

ample, has undermined implementation of the Inter-
national Health Regulations (2005) on surveillance, 
control, and reporting of contagious pathogens. The 
international community could help countries build 
implementation capacity. It could also make periodic 
assessments of whether national policies and prac-
tices have high potential for cross-border spillovers. 
These discussions could focus on areas where the lack 
of implementation capacity undermines a country’s 
ability to conform to global agreements and manage 
risk effectively. 

The international community can provide tech-
nical assistance to support initiatives designed to 
protect against various risks. It can support capac-
ity building to strengthen governance; to build early 
warning and monitoring systems for infectious dis-
eases, crises, and disasters; and to design proactive 
crisis and disaster management strategies that reduce 
the need for costly coping measures after the fact. The 
IFIs can support the development of markets for debt 
and reserve management and hedging instruments 
to manage financial risks, particularly where small 
or segmented markets can block efficient private sec-
tor solutions to risk and prevent the pooling of risk 
across markets. Specific risk management strategies 
include developing alternative risk-financing tools 
such as catastrophe bonds that transfer the risk of 
a disaster to markets by allowing the issuer to forgo 
repayment of the bond principal if a major disaster 
occurs.18 Weather hedges are another example of an 
instrument that transfers the risk to financial mar-
kets; these hedges are based on an underlying weather 
index, with payments triggered by prespecified ad-
verse weather events.

An important role for the international commu-
nity lies in facilitating the collective action and co-
operation necessary to supply global public goods. 
By providing a platform for policy dialogue and 
coordination among sovereign states (key building 
blocks of the international community), the inter-
national community can promote implementation 
of agreed rules and regulations that reduce global 
risks, as well as cooperation that improves develop-
ment outcomes. Such cooperation could facilitate 
further liberalization of international trade and 
capital flows; support strong, sustainable, and in-
clusive growth, or engage with FCSs on a sustain-
able basis; and take a balanced approach to risks and 
opportunities. Cooperation can also limit potential 
externalities and inconsistencies in implementa-
tion that could jeopardize outcomes in a tightly 
integrated and interconnected world. Some of the 
challenges associated with securing effective coop-
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because of the stigma effect of seeking financial help. 
Finding an efficient design for global safety nets has 
also been a challenge, given the difficult trade-off 
 between limiting moral hazard and preventing li-
quidity crises from turning into insolvency. Instead, 
stronger links among emerging economies triggered 
interest in regional reserve pooling and swap lines 
to serve as insurance; however, these schemes are of 
limited lending power and effectiveness in dealing 
with covariate liquidity shocks.21 

Facilitating regional insurance. Besides its more di-
rect engagement, the international community can 
also play a more indirect catalyzing and technical 
role by helping countries in a particular region pool 
resources that they can use in an emergency. Such 
mechanisms bode well for the principle of shared 
responsibility in managing risk and enhance coun-
tries’ capacity to jointly access international markets 
at a lower premium than they could obtain individu-
ally. These facilities are particularly helpful for small 
states where private markets are nonexistent, small, 
segmented, poorly functioning, or unaffordable to 
the most vulnerable, and where access to credit, in-
surance, and reinsurance markets is limited. Three 

Providing insurance mechanisms. Besides emergency 
assistance, international risk-sharing mechanisms 
include insurance that pools risk and transfers re-
sources from good to bad times. IFIs such as the 
Multilateral Investment Guarantee Agency offer po-
litical risk insurance to reassure foreign investors and 
promote investment flows to countries as part of ex 
ante risk management. The IFIs also provide emer-
gency disaster response tools by creating a range of 
products countries can access with great flexibility 
and speed, such as the World Bank’s Immediate Re-
sponse Mechanism and Catastrophe Deferred Draw-
down Option (CAT DDO) instrument.19 Moreover, 
the ongoing financial crisis facilitated the creation of 
insurance tools for countries experiencing volatility 
and instability despite relatively strong fundamentals, 
such as the IMF’s Flexible Credit Line or the Bank’s 
Development Policy Loan with DDO.20 

These tools are also intended to reduce the de-
mand for self-insurance through excessive reserve ac-
cumulation—a factor that contributed to global im-
balances as external account deficits of systemically 
important economies widened because of higher 
demand for reserve currencies. Countries have been 
reluctant to use some of these tools, however, in part 

 B O X  8 . 2  International support for disaster risk management

Disaster and climate risk management are increasingly recognized 
as key priorities for development, and many actors are working to 
shift the focus from ex post response toward preparation and pre-
vention at all levels of government. At the international level, the UN 
Offi  ce for Disaster Risk Reduction coordinates eff orts across the 
UN system and tracks progress toward the implementation of the 
Hyogo Framework for Action (HFA) to make prevention of natural 
disasters a priority. The scientifi c community, civil society, and inter-
national fi nancial institutions, as well as regional intergovernmental 
organizations that foster regional disaster-risk-reduction coopera-
tion, support the eff orts for HFA implementation.

In 2006, the Global Facility for Disaster Reduction and Recovery 
(GFDRR) was created to forge a global partnership to intensify sup-
port for mainstreaming disaster risk management into national 
development planning. Housed within the World Bank, the GFDRR 
has helped the Bank move from a reactive approach to a more strate-
gic, long-term approach focused on reducing risk. Bank disaster-
related fi nancing doubled from 1984–2006 to 2007–11. The share of 
funding by the International Development Association for climate 
adaptation rose from 9 percent to 16 percent, and for climate mitiga-
tion rose from 5 percent to 16 percent from fi scal 2011 to fi scal 2012.a 

The Bank supports disaster resilience in developing countries 
through a fi ve-pillar approach:

Source: Robert Reid for the WDR 2014.

a. IDA 2012.

• Risk identifi cation. By quantifying risks and anticipating the 
potential negative impacts of natural hazards on society and 
the economy, disaster and climate risk assessments can help 
governments, communities, and individuals make informed 
decisions about managing risk.

• Risk reduction. Anticipatory action can reduce existing risks 
and prevent the creation of new risks. 

• Preparedness. Technical assistance and fi nancing of climate 
services help establish early warning of extreme events. They 
also increase climate-modeling capacity to design eff ective 
adaptation policies. 

• Financial protection. Advisory services on disaster risk fi nanc-
ing and insurance help protect governments, businesses, and 
households from the economic burden of dis asters; increase 
the state’s fi nancial capacity to respond to emergencies; pro-
mote deeper insurance markets at regional and sovereign lev-
els; and support social protection strategies for the poorest.

• Resilient recovery and reconstruction. The Bank supports 
country- led Post-Disaster Needs Assessments, which esti-
mate the impact on people, including development needs, 
and economic losses following a disaster. The estimates 
 provide the basis for planning recovery and reconstruction 
eff orts. 
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ing by global systemically important banks and for 
policy makers to use in assessing systemic risks.22 The 
World Organisation for Animal Health has evaluated 
public veterinary systems in more than 100 countries 
for their ability to detect and control diseases and re-
duce contagion risks. The Intergovernmental Panel 
on Climate Change brings together scientists period-
ically to review research from around the world and 
update and fine-tune assessments on the drivers and 
consequences of climate change; the UN Framework 
Convention on Climate Change monitors trends in 
greenhouse gas emissions to inform policy analyses 
and discussions at national and international levels. 
IFIs monitor and analyze a wealth of economic, fi-
nancial, environmental, and developmental data and 
trends that help inform national policies. 

Significant efforts have also been made to apply 
this knowledge. The international community has put 

examples of regional facilities, designed with sup-
port from the international community, are outlined 
in box 8.3.

How effective is the international 
community in resolving global risks?

The international community has made significant 
progress in addressing risks through knowledge 
tools. It has put great effort into data collection and 
risk analysis to improve assessment of risks and has 
developed innovative tools and databases to analyze 
risk from adverse natural hazards (box 8.4). It has 
worked to reduce data and information gaps. In a 
recent joint effort, for example, the Bank for Inter-
national Settlements, the Financial Stability Board, 
and the IMF developed a common data template 
for markets to use in monitoring excessive risk tak-

B O X  8 . 3  Regional risk-sharing solutions: Promoting financial resilience to disaster risks

Innovative disaster risk fi nancing and insurance (DRFI) solutions are 
being developed by international fi nancial institutions, in partner-
ship with donors and other members of the international commu-
nity. These tools are particularly important for developing countries 
with high exposure to natural hazards, but limited resources, fi nan-
cial capacity, and access to cheap credit and insurance markets. The 
regional risk-pooling mechanisms discussed below illustrate four key 
roles the international community can play in advancing DRFI solu-
tions: convening power; promotion of public goods that permit the 
development of risk market infrastructure; technical assistance and 
specialized expertise; and provision of initial seed capital, contingent 
loans, and credit enhancements.

Increasing access to catastrophe insurance 
in Southeast Europe
The Southeast Europe and the Caucasus Catastrophe Risk Insurance 
Facility (SEEC-CRIF) was launched in 2009 to support development 
of a catastrophe and weather risk insurance market for the region. 
The initiative simultaneously addresses three bottlenecks of market 
development: risk market infrastructure, regulatory framework, 
and government policy. It provides pivotal public goods, including 
country-specifi c catastrophe risk models and a web-based insurance 
underwriting platform to facilitate the sale of reliable, cost-effi  cient 
catastrophe insurance products. The CRIF also helps participating 
countries incorporate risk awareness, knowledge, and skills related 
to climate change and disasters into their development policies. The 
World Bank supports the CRIF with technical assistance and loans to 
the facility and member governments. 

Providing technical assistance to launch state-of-the-art 
risk-pooling in the Caribbean
The Caribbean Catastrophe Risk Insurance Facility (CCRIF) is the 
fi rst-ever multicountry risk pool to insure against disasters. Sixteen 

Source: Laura Boudreau, Hannah Yi, and Olivier Mahul for the WDR 2014.

Caribbean countries are members of the facility, which provides 
them with immediate liquidity in case of a major hurricane or 
earthquake. Members pay an annual premium depending on their 
risk exposure. The CCRIF uses risk pooling (through joint reserves 
and lower reinsurance rates) and shared operating costs to provide 
coverage at a signifi cantly lower cost than each country would pay 
acting separately. With technical assistance from the World Bank, 
the facility tackles the technical, actuarial, legal, fi duciary, and 
fi nancial engineering aspects of designing and implementing an 
independent, sustainable facility. The CCRIF, which is funded by 
participating countries and donors, has provided immediate liquid-
ity funding to governments on eight occasions since its launch 
in 2007.

Financing a proactive approach in the Pacifi c
Transitioning from relying on humanitarian aid and other ex post 
resources to more effi  cient ex ante DRFI requires investment in 
disaster risk assessment and fi nancing tools—as well as funding to 
implement the solution (such as paying insurance premiums). The 
Pacifi c Catastrophe Risk Assessment and Financing Initiative has 
invested in the development of probabilistic catastrophe risk mod-
els acceptable to the international reinsurance market. The facility 
provides technical assistance on implementation and advises mem-
bers on fi nancial solutions to reduce their exposure and to improve 
fi nancial and economic planning (insurance, donations, reserves, 
and contingencies). For the sovereign catastrophe-risk insurance 
pilot launched as part of the initiative in 2013, the Japanese govern-
ment funded the fi rst and part of the second year’s premium for fi ve 
participating countries.
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the onset of the global financial crisis, economies and 
financial systems of advanced and developing coun-
tries remain vulnerable to the risk of renewed ten-
sions, as some underlying economic and structural 
weaknesses remain unresolved. Negative feedback 
loops across banking, sovereign, and real risks and 
competing macroeconomic priorities complicate 
policy responses. Progress remains limited in ar-
resting climate change, despite substantial available 
knowledge and emphasis on the dangers of inaction. 
Progress in preventing and preparing for pandemic 
risk is limited, even as costly zoonotic disease out-
breaks continue to occur (including the recent out-
breaks of H7N9 and the coronavirus). The majority 
of the Millennium Development Goals are not ex-
pected to be met by fragile states by the 2015 target 
date (box 8.5); by that time, these countries also are 
expected to account for half of the world’s poor.24 
The inability to move forward more aggressively to 
deal with these risks is costly, taking already scarce 
resources away from development efforts, in some 
cases slowing or reversing hard-won development 
gains and imposing huge costs on future generations.

Several common elements play a role in this 
poor performance. Insufficient access to available 

in place rules and standards to encourage responsible 
risk management behavior. It has convened experts, 
national and global policy makers, and standard set-
ters around the world to solve global problems. It has 
made progress in using risk assessments to generate 
and communicate predictions and warnings of natu-
ral hazards. Improved access to global media and the 
Internet has allowed rapid sharing of disease intel-
ligence and scientific research on disease control, en-
vironmental risks, and financial risks, among others. 
Early warning systems have been developed for many 
types of hazards, helping to reduce the number of 
deaths from disasters. Enhanced monitoring of eco-
nomic, financial, social, geopolitical, environmental, 
and technological risks is being used to assess low-
probability, high-impact risks to the global system 
and to push for risk-mitigating policies, including 
those that would require international coopera-
tion.23 Global resources have been used when coun-
tries faced mounting difficulties that also risked spill-
ing over to others.

But overall effectiveness has been limited. In 
particular, the international community as a whole 
could have been more forceful in addressing some of 
the key risks that cross boundaries. Five years after 

B O X  8 . 4  Global efforts to provide tools and databases for assessing disaster risk

By anticipating and quantifying potential damages from natural haz-
ards, disaster and climate risk assessments can help communities, 
companies, and governments make more informed decisions, such 
as where and how to build safer schools, how to insure farmers 
against drought, and how to protect coastal cities against rising sea 
levels.

Estimates of potential exposure of physical assets and popula-
tions to risk are necessary to develop any risk reduction strategy, 
as well as for eff ective emergency response and crisis management 
in general. Although the most detailed exposure data are available 
primarily in high-income countries, international actors are work-
ing with developing countries to build their own asset exposure 
in ventories. For example, the Pacifi c Catastrophe Risk Assessment 
and Financing Initiative has created the largest-ever collection of 
geospatial information on disaster risks available for Pacifi c Island 
countries, with quantifi cation of potential disaster losses from 
earthquakes, tsunamis, and tropical cyclones. Resulting exposure, 
hazard, and risk maps and data are shared with policy makers and 
the public. 

The Global Earthquake Model is a global collaborative eff ort to 
pool knowledge and provide people with tools and resources to 
assess earthquake risk anywhere in the world. The goal is to provide 
a global exposure database by the end of 2013 that contains aggre-
gate information on population and residential buildings. Building-

Sources: Robert Reid for the WDR 2014.

a. Ranger and others 2011

by-building data will be available for a selected number of areas, 
and the number of areas will increase over time. 

Probabilistic risk-modeling techniques are now increasingly used 
to evaluate uncertainty inherent in complex systems, including nat-
ural events. Probabilistic risk modeling is also being coupled with 
climate change models to assess the likelihood and severity of 
future hazards, over the time horizons needed for decision making 
in sectors such as urban planning.a A free platform, CAPRA (Central 
American Probabilistic Risk Assessment), has been developed to use 
a probabilistic methodology to visualize, quantify, and track sources 
of risk resulting from a range of hazards in Central America and is 
being rolled out in other regions. 

Data sharing and open systems promote transparency and 
accountability and enlist a wide range of participants in the chal-
lenge of building resilience. For example, the Open Data for Resil-
ience Initiative uses free and open-source software from eight lead-
ing international organizations and data providers to enable people 
and institutions to collaborate on building drought resilience in 
the Sahel. Similarly, InaSAFE is a free and open-source software that 
 produces natural hazard impact scenarios, providing a simple yet 
rigorous way to combine data from scientists, local governments, 
and communities to assess likely eff ects of future disaster events. 
The tool was piloted by the city of Jakarta for emergency planning 
during the 2012 fl ood season.
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B O X  8 . 5  Well-managed risks can unleash development opportunities in fragile and conflict-affected states  

International engagement in fragile and confl ict-aff ected states 
(FCSs) poses considerable risks for donors and implementing part-
ners, who must contend with high levels of insecurity, political insta-
bility, weak institutions, and the failure of basic state functions that 
typically characterize such states. These characteristics undermine 
the social and economic support systems through which the interna-
tional community provides support (including the state and local 
communities and institutions). In these complex and fast-changing 
environments, outcomes are hard to foresee and control, and the 
possibility of returning to violent confl ict is always present. People’s 
ability to manage risks is seriously constrained, and the conse-
quences of a risk materializing are often a matter of life and death. 

At the same time, international engagement in these high-risk 
environments can make particularly important contributions to 
development. Because of the low starting point, eff ective interna-
tional assistance can achieve more in these transitional contexts 
than in most other situations.a Where state-society relations are 
renegotiated and state institutions redefi ned, international engage-
ment, including aid, has the potential to provide critical catalytic 
and transformative support. Moreover, the risks of not engaging 
can be high—both for the countries themselves and for the interna-
tional community, if the lack of international assistance allows con-

Some change in approach is under way
FCSs and development partners are now concluding that appropri-
ate risk taking is essential for improved outcomes and that a better 
balance must be struck between risk and opportunity. The 2011 WDR 
on confl ict suggested that poorly designed and rushed donor 
responses can exacerbate the signifi cant risks in engaging in FCSs, 
and that risk-opportunity assessments should be used more fre-
quently to see how aid itself might be a risk mitigation measure 
through its impact on local systems and capacities. The 2011 WDR 
recommended greater monitoring of government-executed pro-
grams, risk sharing through pooled funds, and proactive planning of 
risk contingencies based on risk-opportunity assessments. The New 

fl ict to continue or resume. In an interconnected world, such con-
fl icts have signifi cant economic and social costs that reach beyond 
national borders.

High degree of risk aversion
Yet within the donor community and its implementation partners, 
the emphasis tends to be on avoiding risk, both in where and how 
donors engage, and within the organizational cultures of donors. 
Aid fl ows to poor and fragile countries are volatile and unpredict-
able. High degrees of uncertainty and information gaps can also 
lead to overly pessimistic perception of risks and unrealistic expec-
tations for what aid can achieve in short time frames. Concerns 
about corruption discourage donor and investor engagement. 

Tighter reporting and accountability requirements and less reliance 
on local initiative reduce the speed, fl exibility, and innovation that 
are key to taking advantage of short-lived opportunities in these 
fast-changing situations. These shortfalls are manifested by a lack of 
progress in attaining the Millennium Development Goals (MDGs) in 
many FCSs (fi gure) and in a large number of countries returning to 
confl ict. The absence of active engagement with and support of 
development over the long term prevents the building of national 
capacity. 

Deal for Engagement in Fragile States, agreed in 2011 in Busan, 
Republic of Korea, recognized that the risk of not engaging can out-
weigh most risks of engagement. It emphasized the need for joint 
assessments of the specifi c risks and context-specifi c, joint donor 
risk-mitigation strategies. The g7-plus group of states (those aff ected 
by confl ict and now in transition to the next stage of development) 
and its development partners have committed to support develop-
ing countries’ eff orts to strengthen core institutions and policies by 
aiming to manage, rather than avoid, risk, and minimizing the risk of 
reverting to confl ict through joint eff orts of donors and fragile states.

Balancing risks and opportunities requires a parallel focus on 
contextual, programmatic, and institutional risks and collective 

Source: WDR 2014 team based on World Bank and IMF 2010.

Fragile and confl ict-aff ected states have made slow progress toward the MDGs
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tive enforcement mechanisms undermine interna-
tional cooperation.

Problems in formulating and transforming 
knowledge to action 

Continued gaps in information constrain knowledge 
and action in some areas. Information asymmetries 

knowledge, resources, and capacity hamper the ac-
cumulation and use of this knowledge to take ap-
propriate risk management action. In some cases, 
more emphasis is put on avoiding risk than on 
taking well-informed risk and managing it (as with 
the international community’s engagement with 
fragile states). Political economy constraints and 
lack of proper incentives, accountability, and effec-

B O X  8 . 5   Well-managed risks can unleash development opportunities in fragile and conflict-affected 
states (continued)

approaches. Recent research by the OECD provided policy recom-
mendations for donors to match aspiration with action and move 
from risk aversion to balancing risk and opportunity:

• Establish institutional cultures that encourage appropriate risk 
taking in FCSs. This would involve setting incentives for staff  
and implementing partners to consider risks in relation to 
oppor tunity and communicate openly about why some risks 
in FCSs are worth taking, along with devising specifi c risk-
management frameworks. 

• Agree on realistic objectives and frameworks for measuring 
results. Donors and partners should establish such frame-
works for measuring results in complex environments, tai-
lored to specifi c circumstances of FCSs.

• Simplify procedures for the release and delivery of aid. This step 
would facilitate rapid and fl exible responses and transfer of 
funds to take advantage of the narrow windows of opportu-
nity to infl uence the course of events. 

• Establish a common framework for understanding and assessing 
risk that ensures focus on people and contextual risks. By con-
ducting fragility assessments, several New Deal pilot countries 
have sought to develop a joint understanding with develop-
ment partners and civil society of the causes, features, and 
drivers of fragility, and of sources of resilience that can form a 
basis for dialogue and joint risk mitigation strategies. 

• Identify options to share risks and maximize collective impact by 
pooling eff orts and funding. Joint eff orts can reduce individual 
actors’ exposures to political and reputational risks and dilute 
the risk of program failure. Options for sharing risks include 
pooled funds, joint guidelines, and mutual accountability 
frameworks. 

• Understand and facilitate the role of multilateral organizations 
as “risk-pooling mechanisms.” Donors need to give imple-
menting partners the necessary scope and means to take 

Source: WDR 2014 team based on Laura Mazal, Diane Koester, and Sophie Walker for the WDR 2014; Asbjorn Wee for the WDR 2014; OECD 2011a, 2011c; 
OECD Development Assistance Committee 2012; Fengler and Kharas 2011; World Bank 2011; and World Bank and IMF 2010.

a. Transitional situations may include transitioning from confl ict to peace or violence to security.
b. Ongoing case studies by the OECD and the U.K. Department for International Development highlight a number of interesting donor approaches and innovative 

practices on risk management already being used in FCSs. In Nepal, confl ict-sensitive programming is used as a risk management practice that has been main-
streamed across donor operations. Specialized risk management units help pool resources in addressing security, fi duciary, and other risks encountered in 
operational work. In Somalia, a UN Risk Management Unit was set up to manage fi duciary risk and monitor implementing partners, where limited access and 
freedom of movement hamper the ability to undertake direct fi eld monitoring.

risks and respond fl exibly. Greater honesty and transparency 
about exposure to all risks is needed between donors and 
those they fund, with an explicit focus on building local 
capacities and a commitment to collectively manage asso-
ciated risks.b 

The broader international community could support donors’ 
eff orts to manage the risk of engagement in FCSs:

• It could help donors identify, better understand, and monitor 
risks specifi c to the FCS, notably by developing a set of indica-
tors to monitor frequently. The New Deal Fragility Assess-
ments will likely use a common set of indicators that can be 
applied fl exibly to take country context and local needs into 
account. Better access to such knowledge could inform deci-
sion making and prioritization, alleviate risk aversion by the 
donor community, and identify the local capacities and insti-
tutions that need strengthening.

• Contingency plans, early warning, and crisis and disaster man-
agement systems could be developed to mitigate the 
extreme risks facing FCSs, in partnership with multilateral 
institutions. Targeted capacity-building assistance could 
strengthen implementation defi ciencies, improve institu-
tional capacity, and reduce corruption risks. Development 
agencies, civil society, and the media could partner in the 
eff ort, making wrongdoing costly. Coordinated donor in -
volve ment in reconstruction eff orts proved useful after the 
2004 tsunami in Aceh.

• Both donors and FCSs could do risk pooling with the interna-
tional community’s help (involving bilateral and multilateral 
partners). The positive experiences with regional risk-pooling 
facilities could provide useful guidance. The international 
community could help mobilize multilateral donor funding 
and design harmonized proactive risk-management frame-
works and by providing political risk insurance in multilateral 
platforms.
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instance, in the past five years, insurance covered less 
than 20 percent of total disaster losses in developing 
countries, on average, compared to about 60 percent 
in North America, according to SwissRe. Shortfalls 
in funding the cost of mitigation of, and adaptation 
to, climate change have been an obstacle to reducing 
greenhouse gas emissions in developing countries 
and to reaching agreements in global negotiations.28 

Although climate change risk and loss of biodiversity 
and resources are global problems, vulnerability as 
well as efforts to mitigate or adapt to these risks are lo-
cal, and constrained by national and local authorities’ 
capacity to implement necessary corrective actions.

Cognitive, behavioral, and political economy fac-
tors also get in the way of translating available infor-
mation into actionable knowledge. Despite wide-
spread availability of information on the evidence of 
drivers of climate change and other environmental 
risks, disasters, or the possibility of yet another pan-
demic, individuals, communities, and governments 
continue to overlook their potential exposure to 
what they view as rare or distant events, underesti-
mate the potential cost, and fail to insure or otherwise 
protect themselves (and others). Similarly, small-
probability, high-impact risks are often ignored in 
the face of short-term challenges, resulting in under-
investment in preventive steps. A recent global survey 
on climate change found, for instance, a clear indica-
tion of short-sighted attitudes to climate change risk 
and greater attention to what is seen as more press-
ing and urgent matters facing the world (figure 8.2). 
These responses suggest that a non-negligible part 
of the global population discount the future heavily 
and place a lower value on adverse consequences of 
climate change, such as loss of biodiversity and in-
creased frequency and cost of disasters. 

Deep uncertainty adds to the behavioral and 
cognitive biases. For example, the push to mitigate 
climate change risks is undermined by uncertainty 
about the benefits and costs of taking such action 
and by a lack of consensus on the critical thresholds 
(tipping points) for greenhouse gas concentrations 
beyond which small changes in Earth’s temperature 
could have catastrophic consequences. The absence of 
scientific consensus on these thresholds undermines 
incentives for international cooperation. Recent ex-
perimental research suggests that if this threshold 
could be identified with certainty, and if the rela-
tive cost of avoiding it were low, the fear of crossing 
it could reduce the free-riding behavior of countries 
and induce them to join in the needed collective ac-
tion to avoid catastrophe.29 Deep uncertainty may 
also undermine the ability to assess complex macro-
financial risks. The difficulty of anticipating the com-

continue to hamper global efforts to effectively man-
age risks in the financial sector. Despite the efforts of 
the global community, some key information needed 
to identify a buildup of systemic financial risks re-
mains unavailable to markets and policy makers. In 
countries where financial systems are regionally or 
globally interconnected, the lack of exposure data 
across institutions hinders identification of emerg-
ing risks and undermines the usefulness of early 
warning systems to trigger appropriate action. Early 
warning systems for natural hazards are also of lim-
ited use when information is imprecise and is not 
communicated quickly or clearly, as experienced in 
some developing countries.25 Similarly, infectious 
disease controls are often undermined by weak com-
munication between public health authorities and 
within the public; delays in detection and diagnosis 
caused by information gaps lead to late and more 
costly control measures. Failure to translate scientific 
knowledge for use by local practitioners also limits 
the appreciation of, and response to, various risks. 
While extensive data are available on environmental 
risks, they remain scattered and lagged, with lim-
ited systematic dissemination of the key messages to 
summon national or global action. 

Information asymmetries also affect the interna-
tional community’s ability to engage effectively in 
fragile and conflict-affected states, thus undermining 
their ability to support people’s risk management. 
Corruption and political risks, which typically char-
acterize these states, undermine the competitiveness 
and investment appeal of their economies.26 Insuf-
ficient information about the extent of corruption, 
political risks, and local authorities’ implementation 
will and capacity adds to donor risk aversion, reduces 
their willingness to engage, and may focus their at-
tention on attaining results that, while safe, may not 
help these states strengthen national systems and ad-
dress peace-building needs.27 Missed opportunities 
for engagement (through market access or develop-
ment aid), in turn, raise the risk that political transi-
tion will threaten prosperity and social cohesion and 
could create a vicious circle of fragility, poverty, de-
spair, continued corruption, and conflict, with costs 
that can have broader cross-border implications, as 
observed in the Middle East and Africa. In such cir-
cumstances, risk of inaction can be very high.

Many tools designed by the international com-
munity to manage complex risks elude countries 
with limited resources and capacity to understand 
and implement them. Insufficient resources and ca-
pacity make it difficult for countries to access and 
apply available information and knowledge, afford 
insurance, reinsure, and take preventive actions. For 
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encouraging excessive risk taking by financial institu-
tions perceived as too important to fail, and reducing 
their incentives to self-insure by holding capital and 
liquidity in line with the risks taken (see chapter 6).

Despite the high benefit-cost ratios of better prep-
aration (see chapter 1), evidence suggests that more 
emphasis is placed on ex post risk management. This 
emphasis is evident in donor financing for disasters: 
of the total development assistance allocated for 
disaster-related activities between 1980 and 2009, 
only 3.6 percent ($3.3 billion) was devoted to preven-
tion and preparedness (figure 8.3).32 By contrast, the 
estimated economic losses from disasters over the past 
30 years amount to $3.5 trillion—with a record $380 
billion in 2012. Financial crises also divert resources 
from growth and development: the cost of direct sup-
port from national governments to financial institu-
tions during the 1990 crisis ranged from less than 5 
percent of gross domestic product (GDP) in Sweden 
to more than 55 percent in Indonesia. Since 2008, the 
cost of direct support and government guarantees to 
the financial system ranged from about 10 percent of 
GDP in the United States to more than 50 percent 
in Ireland.33 Realization of these contingent liabilities 
reduces the fiscal room available for social spending 
(see chapter 7), and makes it more likely that national 
governments will call for international support when 
future problems hit. In the health area, the total cost 
of major zoonotic disease outbreaks reached an esti-
mated $80 billion over 2007–09, compared with an 
annual estimated cost of $1.9 billion–$3.4 billion to 

plex feedback loops between financial, sovereign, and 
real sector risks, for instance, has contributed both to 
the severity of the ongoing global financial crisis and 
to the challenges in resolving it.

Perverse incentives that discourage effective 
risk management 

Emphasis on ex post risk management creates moral 
hazard. Ready availability of help to recover from a 
disaster or a crisis may encourage public and private 
agents to be less cautious in taking risk or in protect-
ing or insuring against it. The ex post availability 
of disaster aid (given the reluctance to deny help to 
those who have not taken sufficient prevention mea-
sures—the Samaritan’s dilemma) may, in some cases, 
weaken incentives of governments to invest in warn-
ing systems or enforce strict zoning and building 
regulations in disaster-prone areas, or for individuals 
to insure or avoid settling in such areas, when other 
options are available.30 For governments (or donors), 
the political reward for well-funded and costly hazard 
prevention may be seen as small compared with the 
gain from an efficient ex post response.31 Similarly, 
sustained investments in public health systems to 
prevent pandemics from developing may be crowded 
out by funding for mitigation programs, such as 
stockpiling of medications. In finance, the absence 
of effective cross-border resolution regimes to deal 
with failing systemic banks and national govern-
ments’ tendency to rescue them create moral hazard, 

F I G U R E  8 . 2  A 2011 survey highlights divergent national interests and short-sighted 
views on climate change

Source: WDR 2014 team based on data from survey responses of 51 countries in Nielsen Company 2011.

a.  Percentages equal more than 100 percent because respondents could choose all choices that apply. 
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taining pandemics) require global collective action 
by sovereign nations. Collective action depends, first, 
on recognition of shared interests. If there is no per-
ceived commonality of interests, cooperation is un-
likely. Cooperation also fails if there is no “global au-
thority” that can assess global risks and exert coercive 
sanctions on sovereign countries that fail to take 
agreed-upon actions.37 Without explicit enforcement 
mechanisms, international agreements to provide a 
global public good must rely on voluntary participa-

tion, which works only if the incentives are 
“right” or a “common goal” has been rec-

ognized.38 That is, multi lateral coop-
eration works best when national 

interests are well aligned, or when 
impediments arising from vested 
interests or other domestic policy 
priorities are not overriding. 

Reducing greenhouse gas 
emissions to mitigate climate 

change and prevent its catastrophic 
consequences is a perfect illustra-

tion of the challenges facing collective 
action. Climate change affects countries 

and regions—and even populations within a given 
country—unevenly, benefiting some and hurt-
ing some more than others. Continued uncertainty 
about the level of climate change thresholds, the per-
ceived unevenness of climate change effects across 
nations, and competing domestic policy impera-
tives create diverging incentives for taking mitiga-
tion action. As a result, countries have been unable 
to forge a lasting agreement ratified by all nations, 
let alone a mechanism to enforce it.39 In contrast, 

build and operate One Health approaches to prevent 
and control these diseases.34

Myopia about risks may also reduce the perceived 
urgency for action, while creating tendencies to pass 
the risk, and the associated cost of today’s inaction, 
on to others. The costs of climate change mitigation 
not borne by today’s generation will be passed to fu-
ture generations when mitigation will likely be more 
costly and possibly too late to have the intended ef-
fect. A 2007 estimate by the Stern Review placed the 
cost of unmitigated climate change at a per-
manent annualized loss of 5–20 percent 
of global output by 2050, compared 
with a cost of 1 percent to stabilize 
carbon emissions.35 Fears that 
other countries will impose trade 
and travel restrictions may also 
dampen a government’s willing-
ness to share information on the 
outbreak of a disease, increasing 
the eventual cost of stopping it.36 
Imprudent government spending 
raises the debt burden of future genera-
tions. And short-sighted domestic political 
considerations create incentives to delay tough policy 
measures to resolve a crisis, compounding the cost of 
an eventual resolution for all countries involved.

Finally, divergent national interests undermine 
international cooperation and  create incentives for 
inaction in the absence of agreed common goals and 
standards that are enforceable. Global public goods 
(such as controlling climate change, arresting exploi-
tation of natural resources, and curbing loss of biodi-
versity; restoring global financial stability; or con-

F I G U R E  8 . 3  Disaster-related donor assistance has focused more on coping than 
preparedness and prevention

Source: WDR 2014 team based on data from AidData Aid Activity (database). 
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The lack of international assistance leaves se-
vere risks to people unaddressed and increases the 
eventual cost of engagement. Preventing states from 
falling into conflict can be more cost-effective than 
responding once they have failed: studies have esti-
mated that each dollar spent on conflict prevention 
can generate, on average, savings of $4 to the inter-
national community.42 Delayed response can also be 
very costly in terms of human lives, as demonstrated 
by recent events in Somalia, where a famine took 
many lives during 2010–11 despite 11 months of re-
peated early warnings, with opportunities for early 
intervention missed because of perceived political 
risk.43 In an increasingly interconnected world, the 
cost of such inaction goes beyond national borders, 
resulting in increased refugee populations, spread 
of communicable diseases, crime, conflict, economic 
losses, and growing pressure on public goods (such 
as water, sanitation, education, housing, and health 
services) in neighboring countries that absorb af-
fected populations.44 One study estimated that shar-
ing a border with a fragile state can reduce a coun-
try’s economic growth by 0.4 percent annually.45

Policy implications and takeaways

The international community has made remarkable 
progress in providing a range of tools for effective 
risk management, but much more needs to be done 
to forge consensus on risks that transcend national 
and generational borders. In a world with a tight net-
work of interconnections, “global problems require 
global solutions,” but in the absence of an effective 
global risk governance mechanism with an interna-
tional body that has appropriate accountability and 
enforcement powers over sovereign nations, the in-
ternational architecture necessary to provide the 
global public goods and address global risks has not 
kept pace with the connectivity that glues the world 
together and the complexities such connectivity 
creates.46 

The limited progress made in managing global 
risks has put into doubt the ability of the interna-
tional community to foster collective action among a 
large number of nations with diverging interests, ca-
pacity constraints, and incentives to free ride on the 
actions of others. This collective inaction poses sig-
nificant challenges to the goals the international 
community aims to safeguard, from eliminating 
poverty to restoring peace, building resilience and 
prosperity, and achieving a more equitable distribu-
tion of income around the world.

Does this mean the world should give up on the 
goal of attaining global solutions and turn its back 

in two successful examples of international coop-
eration—smallpox eradication and protection of the 
ozone layer—common interests helped remove bar-
riers to collective action: everybody was vulnerable 
to the highly damaging and quickly visible health 
consequences (see table 8.1). The looming threat of 
a nuclear war, with devastating consequences for the 
world, also spurred 189 nations to sign the Nuclear 
Non-Proliferation Treaty in 1968, which helped con-
tain the spread of nuclear weapons (to fewer than 10 
countries), although long-term viability of the treaty 
remains vulnerable to the presence of several nations 
with the capacity to build nuclear weapons.40

Diverging incentives and collective action traps 
also play a role in the slow progress in resolving 
the ongoing global economic and financial crisis.41 
For example, the Basel III framework designed to 
strengthen the soundness of the global financial sys-
tem following the ongoing financial crisis has faced 
challenges in its formulation and implementation. 
The desire of individual nations to protect their 
banking systems has led to divergent views among 
advanced countries and between advanced and de-
veloping countries on the stringency of the new stan-
dards and pace of their implementation; some coun-
tries have unilaterally introduced stricter national 
regulations as a result, in effect creating regulatory 
gaps. Similarly, the efforts of the Group of 20 worked 
well at the start of the financial crisis, when country 
leaders supported expansionary policies to restore 
financial stability and counter economic downturn. 
Continued cooperation has become more challeng-
ing as expansionary policies in advanced countries 
have stimulated large capital inflows to emerging 
market countries and complicated their macroeco-
nomic management. 

Diverging national interests also contribute to 
slow progress in resolving the problems facing fragile 
and conflict-affected states. Concerns about whether 
the resources devoted to FCSs are used effectively 
have made donors less inclined to engage, reducing 
the effectiveness of aid in many fragile states. On the 
one hand, expectations have risen that aid could help 
achieve peace-building and state-building objectives. 
On the other hand, applying the same reporting and 
accountability requirements as in more stable envi-
ronments and requiring rapid and visible results of-
ten leave limited room for flexibility and innovation, 
undermining the effectiveness of engagement. While 
donors have been stressing since 2011 that they have 
a common interest in ensuring successful engage-
ment with fragile states, they have struggled to adapt 
their systems for implementation and control to ef-
fectively meet these challenges. 
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Successful international cooperation requires a 
cohesive international community where national 
interests are well aligned. It requires an international 
community that has the capacity to mobilize re-
sources and to establish mechanisms that can enforce 
agreements, even when not all countries are willing 
to cooperate. That capacity, in turn, rests on the in-
ternational community’s ability to realign incentives 
around shared goals and to attract participation of 
major players capable of achieving progress. The 
international community can scale up risk manage-
ment to the extent it can devise innovative mecha-
nisms that have a better chance of securing coopera-
tion with appropriate combinations of knowledge, 
protection, insurance, and coping tools (table 8.2).

When incentives are well aligned: Pursue 
proactive and well-coordinated interventions

International cooperation works best when incen-
tives are well aligned with a clear course of action. In 
this case, scaling up risk management requires pro-

on globalization, relying, instead, on individual, na-
tional actions to address the complex risks that have 
been collectively created? Individual and national 
actions are, of course, essential for any international 
action to be taken, but more ambitious and coor-
dinated efforts are necessary to change the course 
and ensure that the whole is greater than the sum 
of its individual parts. Moving away from global 
cooperative solutions would be costly for develop-
ment, especially for developing countries and the 
poor that have benefited the most from improved 
access to credit and foreign investment flows facili-
tated by globalization. The international commu-
nity has much to lose by failing to cooperate. Taking 
advantage of the positive steps at the local, national, 
and individual levels, and building on the lessons 
learned from the successful examples of interna-
tional cooperation, the international community 
should therefore strive to preserve the gains from 
globalization and continue its efforts to find the 
right tools, incentives, and institutions to achieve 
international cooperation.

TA B L E  8 . 2  Policy priorities to improve risk management at the international community level

 POLICIES TO SUPPORT RISK MANAGEMENT

 FOUNDATIONAL ADVANCED

Knowledge Improve data quality and availability  Eliminate information gaps on fi nancial
  institutions and exposures

 Intensify scientifi c research, improve knowledge on global risks, and step up information/education
 campaigns to raise risk awareness on importance of preparation

 Provide TA on basic RM tools, EWSs, Advisory on EWSs, contingency planning, debt/ 
 contingency planning, market/institutional  reserve management, hedging instruments
 development, communication, governance

Protection  Design targeted global rules, regulations, standards, 
and ensure collaboration through platforms for policy dialogue

 Financing for disaster prevention and Facilitate implementation of mitigation/adaptation, 
 preparedness; mitigation and adaptation;  contingency planning mechanisms, EWSs
 contingency planning mechanisms/EWSs

 Vaccination, basic nutrition, education programs, Subsidies/fi nancing of R&D
 technology transfer, peacekeeping eff ort

Insurance Contingent credit lines with grant elements Contingent credit lines including Global Safety Net

 Facilitate regional reserve pool and catastrophe insurance mechanisms

Coping Humanitarian, emergency response, and   Technical support for emergency response and
 reconstruction relief (e.g., food, shelter, health) reconstruction

 Stabilization and targeted development fi nancing Emergency liquidity/swap lines 

Source: WDR 2014 team.

Note: The table presents a sequencing of policies based on the guidance of chapter 2 for establishing policy priorities: be realistic in designing poli-
cies tailored to the institutional capacity of the country, and build a strong foundation that addresses the most critical obstacles sustainably and that 
can be improved over time. EWSs = early warning systems. R&D = research and development. RM = risk management. TA = technical assistance. 

Contingent credit lines with grannt elemennts Contingent credit linees including Global Safety Net

Facilitate regional reseerve pool and catastrophe iinsurance mechanisms

Humanitarian, emergenccy response, and   Teechnical support for eemergency response and
reconstruction relieff (e.g.., food, shelter, health) reeconstruction

Stabilization and targgetedd development fi nanccing Emmergency liquidity/swwap lines 

 Dessign ttargeted global rules, reegulations, standarrds, 
and ensure coollaboration through plaatforms for policy dialogue

Financing for dissaster preventionn andd Faciilitate implementaation of mitiggation/adaptation, 
preparedness; mmitigation and addaptaation;  contingency planningg mechanismms, EWSs
contingency plaanning mechanissms/EEWSs

Vaccination, bassic nutrition, educcatioon programs, Subbsidies/fi nancing oof R&D
technology trannsfer, peacekeeping eeff ort

Improve ddata quality and availability  Elimminate information gaps on fi nancial
 insstitutions and exposures

Intennsify scientifi c rresearch, improvve knowledge on global risks, and step up infformation/eduucation
ccampaigns to raisse risk awareness onn importance of preparation

Provide TAA on basic RM ttools, EWSs, Addvisory on EWSs, contingeency planning,, debt/ 
contingenncy planning, mmarket/institutioonal  resserve management, hedgging instrumennts
developmment, communication, governaance
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communication, and disease-control systems; and 
developing financial markets for catastrophe-risk 
financing to facilitate private sector risk solutions.

•  Ease resource constraints. Financial support from 
the international community could augment na-
tional resources by facilitating and supporting 
regional risk-pooling solutions. Financing should 
focus on areas that matter the most and on people 
most vulnerable to shocks. The international as-
sistance in cooperation with local and national 
authorities to rebuild infrastructure and establish 
early warning systems in Indonesia after the 2004 
tsunami focused on reducing vulnerabilities to 
future disasters, whereas slow progress in restor-
ing infrastructure and access to sanitation, treated 
water, and health care following the 2010 earth-
quake in Haiti added to vulnerabilities, including 
to deadly disease outbreaks like cholera (box 8.6). 

•  Provide appropriate incentives for preparation and 
limit moral hazard. Taking into account the 

 degree of self-insurance and protection 
and making financing contingent on 

adequate risk management could 
help limit moral hazard. Donor 
aid to low-income countries 
and FCSs can be combined with 
targeted technical assistance to 
reduce vulnerability to future 
shocks and strengthen institu-

tional and governance capacity 
and processes. National and interna-

tional platforms can be strengthened to 
assure investors, unleashing capital neces-

sary for growth and rebuilding.

When incentives are not well aligned: Use 
incremental approaches to global solutions

When major sovereigns are not fully engaged—that 
is, where progress on fostering collective action has 
been limited—new ways of thinking about interna-
tional cooperation are necessary. Where the conse-
quences of inaction are potentially catastrophic and 
irreversible, as with climate change, loss of biodiver-
sity, or exhaustion of scarce natural resources, lack of 
full scientific certainty about the dangerous thresh-
olds or tipping points should not be used as a reason 
for postponing action (cartoon 8.1). On the contrary, 
preventive action should be taken in the face of un-
certainty.48 For these risks, progress can still be made 
outside a multilateral treaty with full participation.49 

The international community could embrace in-
cremental deals and actions by an initially small group 

active, well-coordinated interventions by the inter-
national community. For global risks such as finan-
cial crises or pandemics, the risk of rapid spillover in 
a tightly interconnected world helps align national 
interests that call for well-coordinated national ac-
tions to contain risks at the source. The effectiveness 
of these actions rests critically on prompt sharing of 
information and resources, effective coordination of 
actions, and appropriate capacity and infrastructure 
to monitor, identify, and prevent problems from 
arising and spreading beyond national borders.

Knowledge is fundamental to broadening per-
spectives and addressing the problems when they 
emerge. Access to knowledge is therefore the first step 
in boosting risk management capacity. Greater ef-
forts are particularly needed to do the following:

•  Narrow existing information gaps and address 
cognitive and behavioral biases. The international 
community could increase its own dissemination 
and communication of data and analysis and fa-
cilitate sharing of information and best 
practices, particularly for countries 
with limited access to information. 
More systematic, frequent, and 
targeted dissemination through 
knowledge platforms and in-
formation campaigns can help 
build longer-term perspectives 
on rare, high-impact, or distant 
risks, raising awareness of the 
dangers of inaction. 

•  Reduce the degree of uncertainty about 
specifi c risks facing the global system. More 
resources should be devoted to consolidating and 
disseminating scientific research that can expand 
knowledge and reduce uncertainty. Knowledge 
of the likelihood and nature of complex risks can 
heighten the ability to assess risks and the need 
for collective action. As the successful global cam-
paigns to eradicate smallpox and protect the ozone 
layer demonstrate, partnership with the scientific 
community and civil society can prompt effective 
action.47

International community efforts should focus on 
providing greater resources for capacity building and 
risk management actions:

•  Support capacity building for risk management. The 
international community can further intensify ef-
forts to assist countries where capacity constraints 
continue to undermine effective risk management. 
The  efforts could focus on the capacity to design 
contingency plans and early-warning, monitoring, 

The international 
community should 

strive to preserve the 
gains from globalization 

and find the right 
tools, incentives, and 

institutions to achieve 
global cooperation.
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The board could provide valuable inputs to the coali-
tion of the willing on the specific issues that need ur-
gent attention, and offer credibility and legitimacy to 
the coalition’s efforts. Further details and background 
on the incremental approach are provided in the 
“Focus on policy reform” at the end of the Report.

The crucial step in this incremental approach is 
finding a common goal around which like-minded 
participants can work to realign national interests and 
incentives to examine complex issues and take con-
crete actions. A number of global or regional agree-
ments have been reached through such incremental 
approaches that started from smaller-scale initiatives 
to address a pressing problem of common inter-
est (including the Montreal Protocol, Nuclear Non-
Proliferation Treaty, European Union, and World 
Trade Organization). Once that goal is found, the ways 
to achieve it are no different from the essential ele-
ments of reaching a global deal with full participation: 

•  Improved access to knowledge and advocacy. The in-
ternational community could do more to facilitate 
information sharing and offer longer-term per-
spectives through focused information campaigns 
and open, transparent knowledge platforms where 
individual actions (or inactions) impose serious 
externalities on others. Such platforms and con-
vincing evidence from the scientific community 
(including through an international risk board) 
can help bring diverging views closer, creating a 
greater sense of urgency for collective action. Such 

of participants, while maintaining global collective 
action with full participation as the ultimate goal. 
If it can demonstrate benefits from action, the in-
cremental approach can serve as a building block to 
global deals. Countries, international organizations, 
and specialized entities could form a “coalition of the 
willing” to coordinate, advocate, and take prompt ac-
tion to address the risks, while creating incentives for 
others to join, converging over time on a global deal 
with full participation. The coalition should include 
the actors that contribute the most to the problem 
and those most affected by it, as well as engaging the 
scientific community, civil society, and media. After 
global climate change negotiations made only lim-
ited progress in 2009 and 2010, calls for such coali-
tions have increased, especially in Europe.50 

The international community could continue to 
have a crucial role in this setting by developing ap-
proaches to tackle the problem collectively; providing 
platforms for policy discussion; monitoring, report-
ing, and aggregating actions; and anchoring them to 
existing global frameworks to demonstrate that in-
cremental steps and global deals are connected and 
heading in the right direction. One way to achieve this 
is by establishing an international risk board that, as 
with the IPCC, would work with scientific and expert 
communities around the world, as well as relevant 
international financial and knowledge institutions, 
to pool all available knowledge to identify, assess, and 
manage the major risks that cross national and gen-
erational boundaries in the near and longer term.51 

B O X  8 . 6  A tale of two disasters

The international community typically provides valuable resources 
when countries are hit by a massive shock. How those resources are 
used to support national eff orts has an important bearing on the 
results attained. 

Aceh Province, a remote region of Indonesia then struggling 
with confl ict, bore the brunt of a powerful earthquake and a massive 
tsunami that swept over the Indian Ocean in December 2004. More 
than 100,000 people in Aceh were killed and over 500,000 were left 
homeless. With the fi nancial impact estimated at 97 percent of 
Aceh’s gross domestic product, a special multidonor fund was cre-
ated, pooling contributions from 15 countries and organizations to 
coordinate resources to support the national eff orts and govern-
ment reconstruction strategy. The funds helped communities to 
rebuild houses, local infrastructure, ports, and lost businesses; to 
off er scholarships to poor children; and to establish disaster warn-
ing and response systems in hazard-prone areas. Global eff orts 
focused on helping local communities and the government to build 

Source: WDR 2014 team based on Larrimore and Sharkey 2013 and Global Facility for Disaster Reduction and Recovery, “Sendai dialogue: Resilience stories,” 
https://www.gfdrr.org/node/1308.  

earthquake-resistant homes and implement projects to reduce vul-
nerability to disasters. 

Thousands of miles away from Aceh, a similar disaster hit Haiti, 
another very poor, fragile island country, where a powerful earth-
quake in 2010 left around 230,000 dead and 1.5 million homeless, 
after poorly constructed homes and infrastructure collapsed. The 
global community rushed to the scene, bringing supplies and vast 
sums of money. In the midst of this global mobilization, a second 
disaster hit Haiti, when defi cient control measures and infrastructure 
led to a massive cholera outbreak, killing nearly 8,000—the cholera 
came from a faulty sanitation system at a base of peacekeeping 
troops from a cholera-infected region in South Asia. Only a small 
part of the massive foreign aid reached the government because of 
donor concerns about the funds’ mismanagement by weak institu-
tions and corruption. As of mid-2013, some 350,000 people remain in 
temporary housing, with little access to sanitation, piped or treated 
water, waste management, health care, or education.

https://www.gfdrr.org/node/1308
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C A R T O O N  8 .1  Delayed action for climate change can have irreversible consequences.
© Kevin Kallaugher/The Economist 

reduced fuel subsidies to encourage more environ-
mentally friendly energy options,54 or trade restric-
tions to encourage participation and compliance 
with agreements). Subsidies could reward com-
panies that undertake research to develop green 
technologies. Carbon taxes and markets and other 
incentives to limit emissions are being introduced 
in many places in recent years, including in China 
and several U.S. states (see the “Focus on policy 
reform” at the end of the Report). Larger-scale and 
coordinated efforts would be needed, however, to 
make a material difference and avoid economic 
distortions.

The incremental approach discussed here is not 
without risks and is clearly a second best to a global 
solution with full cooperation, in effect formalizing 
free riding by those outside the coalition. There is 
also no guarantee that the incremental actions will 
succeed in scaling up efforts and participation to full 
global action. But the alternative of waiting until an 
acceptable deal is reached and all the uncertainties 
resolved is also not viable, if the irreversible con-
sequences of inaction on key global risks are to be 
avoided. The international community therefore has 
a crucial responsibility to take and support the steps 
necessary to protect the world’s vulnerable popula-
tions and its future generations from the costly and 
irreversible consequences of today’s inaction. 

knowledge was crucial in the success of the Mon-
treal Protocol and smallpox eradication. 

•  Financial and technological incentives. These in-
centives could help lower participation costs and 
encourage other countries to join the coalition—
particularly developing countries that may be the 
most affected but have the least ability to cope. For 
climate change or loss of biodiversity, for example, 
technology transfers from developed countries 
could stimulate more environmentally friendly in-
dustries and induce the use of cleaner technologies 
and investments in research and development to 
devise methods to support climate change mitiga-
tion and adaptation and protection of scarce natu-
ral resources.52 For example, developed countries 
made a collective commitment to provide new and 
additional resources for climate adaptation and 
mitigation in the 2009 and 2010 climate negotia-
tions, but scaling up funding requires substantial 
efforts to mobilize existing and new sources of 
finance.53 International cooperation benefited 
greatly from such transfers in the eradication of 
smallpox and the protection of the ozone layer.

•  Positive and negative fi nancial incentives. These 
incentives can also help internalize the cost of ex-
ternalities created by individual actions (incentives 
include carbon taxes, cap-and-trade mechanisms, 
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a DDO, a contingent credit line that allows the borrower 
country to rapidly meet its financing requirements follow-
ing a shortfall in resources due to adverse economic events 
(see the experience of Indonesia, which used the DPL DDO 
in the midst of the 2008–09 financial crisis to support ongo-
ing access to international capital markets at favorable terms 
thereby sending a strong positive signal to international and 
domestic markets about its economic strength). Detailed 
discussions on experiences with DDO instruments are pro-
vided in http://www.managingclimaterisk.org/document/
CC_WB.pdf and http://treasury.worldbank.org/web/docu
ments/DDO_MajorTermsConditions_July12013.pdf.  

21.  Kawai and Lombardi 2012. 
22.  Ötker-Robe and others 2011; IMF and FSB 2011. 
23.  International Monetary Fund and Financial Stability Board, 

IMF-FSB Early Warning Exercises 2012, http://www.imf.org; 
World Economic Forum, http://www3.weforum.org/docs/
WEF_GlobalRisks_Report_2013.pdf; OECD 2011b.

24.  Ötker-Robe 2013; OECD 2013; World Bank 2013. 
25.  UNISDR 2006.
26.  See World Bank, World Governance Indicators data-

base for corruption rankings, http://info.worldbank.org/
governance/wgi/index.asp; and World Economic Forum 
Global Competitiveness Index, http://www.weforum.org/
issues/global-competitiveness.

27.  Evidence suggests that corruption can lower a countries’ eco-
nomic growth as much as 0.5–1.0 percent a year and decrease 
investments in health and education systems, leading to an 
increase in infant mortality, poverty, and inequality. Standard 
& Poor’s estimates that in countries with corruption, inves-
tors, including donors, have a 50–100 percent chance of losing 
their investments within five years (up to $30 billion in aid to 
Africa has ended up in foreign bank accounts; see Transpar-
ency International, http://www.transparency.org/). 

28.  See, for example, World Bank 2009; Aldy, Orszag, and Stiglitz 
2001; Barrett 2003.

29.  Barrett and Dannenberg 2012.
30.  For example, Nicaragua declined to pursue a weather-

indexing program after it had been priced in the global re-
insurance market, citing, among other things, international 
assistance following Hurricane Mitch in 1998 as an indication 
of dependable alternatives (World Bank and UN 2010).

31.  Aizenman and Ötker-Robe 2013 for the WDR 2014; Noy 
2012.

32.  Ghesquiere and others 2012.
33.  IMF 2012.
34.  World Bank 2012a.
35.  World Bank 2009.
36.  Brahmbhatt and Dutta 2008 argue that efforts to avoid infec-

tion through reduced travel or trade account for 60 percent of 
the economic costs during a pandemic.

37.  Aldy, Orszag, and Stiglitz 2001; Banerjee 2012; Barrett 2007, 
2008; Dellink and Finus 2012; Kaul 2003; Stern 2007.

38.  Stern 2007; Kaul 2003.
39.  See Warner 2013, who discusses these challenges in detail.
40.  Campbell, Einhorn, and Reiss 2004; Fitzpatrick 2009.
41.  Sheng 2013.
42.  Collier and Hoeffler 2004; Chalmers 2004. 
43.  Bailey 2013.
44.  See Jim Yong Kim, “Spillover from Syria: Helping a Neighbor 

Cope,” The Guardian Online—Global Development, July 29, 
2013.

45.  DFID 2005.

Notes

 1.  Ghemawat and Altman 2012; IMF 2011.
 2.  Kaul 2003; Stiglitz 1999; World Bank 2007.
 3.  In the latter case, where the scope for risk management is 

potentially high, humanitarian instruments may be used to 
reach out to individuals and communities directly to deal 
with extreme human and financial costs of recurrent conflicts 
(OECD Development Assistance Committee 2012).

 4.  Crises can result in sharp output losses, increased debt, large 
fiscal costs, and average recovery time of two to three years; 
see Laeven and Valencia 2012.

 5.  Economist 2012; Calvo 2013 for the WDR 2014; Ötker-Robe 
and Podpiera 2013 for the WDR 2014.

 6.  OECD 2013; World Bank 2013.
 7.  Also see Jonas 2013 for the WDR 2014.
 8.  Centers for Disease Control and Prevention, “First Global 

Estimates of 2009 H1N1 Pandemic Mortality,” http://www
.cdc.gov/flu; World Health Organization Facts Sheet, http://
www.who.int; U.S. Department of Health and Human Ser-
vices, Pandemic Flu History, http://www.flu.gov. Pandemics 
can also have significant direct and indirect economic costs. 

 9.  IPCC 2012. About three-fourths of the total number of di-
sasters since 1903 have taken place in the past three decades, 
when the Earth’s temperature started to rise rapidly.

10.  Ghesquiere and others 2012.
11. Kindleberger 1973.
12. Anderson, Ivanic, and Martin 2013.
13.  Early warning systems are an effective tool for preparation 

against risks. After the tsunami in 2004, for example, coun-
tries in the Indian Ocean region invested in tsunami warning 
systems. Similar systems have been set up for storms in Ban-
gladesh and Cuba and are connected to a web of public shel-
ters. Subbiah, Bildan, and Narasimhan (2008) calculate very 
high benefit-cost ratios for systems that warn of storm-related 
floods in Bangladesh. Also see World Bank and UN 2010.

14.  BCBS 2009, 2011; FSB 2010; IMF and FSB 2011.
15.  UN General Assembly 2000.
16.   United Nations 2011, Towards a Safer World initiative.
17.  OECD 2011a. 
18.  Examples from the World Bank include development of a 

platform for a multicountry, multiperil catastrophe bond (the 
MultiCat Program, in collaboration with Mexico) that trans-
fers risk to private investors and allows pooling of multiple 
risks to take advantage of diversification benefits; intermedia-
tion services to help Malawi protect against the risk of severe 
drought; and advisory services to help Turkey establish na-
tional catastrophe insurance pool for earthquakes; see Mahul 
and Cummins 2009; Mahul and Ghesquiere 2010.

19.  For example, since December 2011, the World Bank Immedi-
ate Response Mechanism has allowed low-income countries 
to rapidly access a portion of their undisbursed investment 
project balances to mitigate the impact of natural disasters or 
economic shocks on vulnerable groups and to protect criti-
cal development spending. Similarly, the Bank’s Development 
Policy Loan (DPL) with CAT DDO has a contingent credit 
line that provides immediate liquidity to IBRD countries in 
the aftermath of a natural disaster; http://www.gfdrr.org/sites/
gfdrr.org/files/documents/DRFI_CatDDO_ProductNote_
Jan11.pdf. 

20.  Examples are the IMF’s Flexible Credit Line, which allows 
qualified countries to draw on the credit line at any time 
within a specified window, and the World Bank’s DPL with 
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The discussion that follows expands on four selected areas where fundamental institutional reforms for better risk 
management are needed. The four areas cover integrated risk management, fi scal and fi nancial risk management, 
social insurance and work status, and multinational approaches to address global risks. Why these four? They are by 
no means exhaustive, but they do represent a framework through which many specifi c recommendations provided 
in the Report could be implemented. They discuss innovative solutions to long-standing problems in developing 
countries. They cut across risks and social systems, using a holistic approach to risk management. Along with the 
other recommendations in the Report, they can contribute to mainstreaming risk management into the develop-
ment agenda. The four reforms may require substantial changes in the way national governments develop and 
 implement their general plans.

Mainstreaming risk management into the 
development agenda: Selected institutional 
reforms

Reform 1. Establish a national risk board to assess 
and manage risks in an integrated way

What is the problem? Governments and public agencies of-
ten manage specifi c risks in an isolated manner, which can 
lead to ineff ective formulation and implementation of risk 
management strategies. For example, while the ministry of 
fi nance can create and regulate a health care insurance sys-
tem to better manage health risks, the usefulness of that 
system depends on the availability of competent health 
care providers, which is a responsibility of the health minis-
try. Shifting from one energy source to another (coal to gas 
or nuclear) may reduce one kind of pollution but increase 
other pollutants or security risks. 

Such “risk-risk trade-off s” and coordination problems 
often arise from narrow decisions by risk managers with 
restricted perimeters of responsibility.1 Ideally, broader 
analyses can help risk managers develop “risk-superior so-
lutions” that reduce multiple risks at the same time.2 Look-
ing at risks in an integrated manner helps defi ne policy 
priorities and avoids overspending on managing one risk 
while neglecting others, helping to achieve a good balance 
between preparation for low-probability but high-impact 
events (such as earthquakes) and less spectacular risks 
(such as truck accidents) that are more prevalent and are 
also costly to society. 

Managing individual risks entails both trade-off s and 
synergies. A multistakeholder approach to national risk 
management helps identify and capture synergies across 
risks: for instance, developing the capacity to evacuate 
populations while taking into account the constraints of 
available crisis management infrastructure. National risk 
assessments undertaken in the Netherlands and the 
United Kingdom aim explicitly at identifying investments 
that increase the ability to anticipate and manage multiple 

risks—what the Dutch and U.K. authorities call risk man-
agement “capabilities.” 

Important trade-off s and synergies also exist across 
risks or across scales. For instance, providing a public retire-
ment scheme reduces risks for individuals but may increase 
aggregate fi scal risks. And a watershed that covers multiple 
municipalities can be managed eff ectively only in a coordi-
nated manner. An integrated and multistakeholder ap-
proach helps deal with these trade-off s and reduces the 
likelihood of simply transferring a risk of one type to a risk 
of another type (such as from idiosyncratic risk to systemic 
risk) or from one agent to another. 

Involving more stakeholders (policy makers, industry 
experts, and academics) in the process of designing a na-
tional risk management strategy also makes the process 
more transparent and less prone to political capture and 
introduces natural accountability mechanisms. All too of-
ten, risks that evolve over long time horizons and the lack 
of clear indicators of success for risk management limit the 
accountability of decision makers for their risk manage-
ment choices. This problem can be addressed, in part, by an 
independent and multistakeholder entity that analyzes 
and publishes assessments of risk management practices 
within a country and that makes expert and policy-relevant 
recommendations. 

What is the solution? A national risk board should be created 
to provide integrated risk management at the national 
level. This recommendation builds on analogous proposals, 
including the national Council of Risk Analysts proposed by 
Graham and Wiener,3 and the World Economic Forum’s pro-
posal to establish a country risk offi  cer4—similar to the po-
sition of chief risk offi  cer that has been created in many 
multinational companies, notably fi nancial corporations. 
The board’s expertise should cover the areas of military, 
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 security, and terrorism risk; economic risk; environmental, health, and 
technological risk; and social risk. It should also consider the actions 
undertaken by other countries, multinational fi rms, and the global 
community.

A national risk board can be set up as a standing (permanent) 
committee and should have powers to issue “act-or-explain” recom-
mendations directed at the relevant authorities responsible for policy 
implementation. That is, government agencies and local authorities 
would have to act on the board’s recommendations or explain why 
they have decided to discard them. 

The board should analyze risks and risk management policies and 
practices, including synergies and trade-off s across risks or across en-
tities; defi ne priorities in risk management; and make recommenda-
tions for appropriate policies to pursue. Many countries already have 
regular national risk assessments conducted by multistakeholder 
teams involving various ministries and often including representa-
tives of the private sector and civil society. The Netherlands, Singa-
pore, the United Kingdom, and the United States have undertaken 
such assessments, and other countries, such as Morocco, are working 
to set up a national assessment process. But this process is usually 
 carried out by a temporary, ad hoc group that exists only while the 
assessment is taking place. Moreover, the political relevance and 
 accountability of such ad hoc groups generally have been weak. 

Some countries go beyond risk assessments. Some have created 
multiministry bodies in charge of information exchange and coordi-
nation for risk management, but these bodies usually deal with a spe-
cifi c risk—most often natural disasters, as in Peru. Few countries actu-
ally have an integrated risk management agency that deals with 
multiple risks. 

One country that does is Singapore, which has a framework, the 
Whole-of-Government Integrated Risk Management approach, dedi-
cated to avoiding silo eff ects within the government and to managing 
risks in an integrated manner.5 The institutional umbrella of the frame-
work is the Strategy Committee, which is charged with steering and 
reviewing the implementation of the framework. The committee, 
which meets quarterly, comprises permanent secretaries from various 
ministries across government and is chaired by the Head of Civil Ser-
vice. In addition, the Homefront Crisis Management system includes a 
ministerial committee chaired by the Minister of Domestic Aff airs, 
which is responsible for crisis management. It is supported by the 
Homefront Crisis Executive Group, which comprises senior represen-
tatives from ministries and government agencies. This multirisk ap-
proach is complemented by more sectoral agencies, such as the Na-
tional Security Coordination Secretariat, which focuses on national 
security issues. Singapore’s institutional arrangement for integrated 
risk management involves a great deal of specialization and a com-
plex coordination process that has evolved over time. 

For developing countries, a simpler, consolidated arrangement 
that involves less specifi city and specialization in the institutional de-
sign and more explicit and robust coordination mechanisms might be 
desirable. The proposed National Risk Board takes into account such 
considerations.

How can it be implemented? The board needs to have the required 
 expertise, be credible and relevant, and have suffi  cient  legitimacy. It 

could either be an advisory body or have powers to implement rec-
ommendations, or a combination of both. It could consist entirely of 
experts or policy makers or a combination of both. There are trade-
off s among these design choices, which are illustrated in diagram 
F1.1. For instance, a board of experts with powers to implement policy 
could lack legitimacy, especially if it were to implement policies with 
signifi cant redistribution eff ects (such as raising taxes to cover disas-
ter insurance premiums).6 In contrast, a board of experts issuing only 
nonbinding recommendations could lack relevance to policy making 
or be unable to infl uence actual decisions. If the board comprises only 
policy makers and issues nonbinding recommendations, it could lack 
credibility. Finally, if a board has implementation powers but consists 
only of policy makers, it could lack expertise and be vulnerable to po-
litical capture. To avoid becoming a powerless body, the board should 
have suffi  cient visibility: its chair should be a highly visible policy 
maker, and its annual meeting should be chaired by the head of gov-
ernment. The board should be held accountable by having to publish 
its recommendations, by issuing annual reports with policy priorities 
and their analytical substantiation, and by being subjected to annual 
hearings in front of a legislative committee.

The appropriate institutional design will depend on the country 
political and institutional context. For instance, rather than establish-
ing an independent government agency, Jamaica, Mexico, and Mo-
rocco are considering placing the integrated risk management func-
tion within the government structure. Such an institutional design 
may be practical in countries with an eff ective and independent civil 
service, with the national risk board members appointed as expert 
technocrats with guaranteed positions for periods that extend be-
yond a political cycle. However, any institutional design should seek 
to balance legitimacy, relevance, credibility, and expertise (depicted 
as the balanced region in diagram F1.1).

D I A G R A M  F1.1 Balancing the trade-offs in the 
institutional design of a national risk board

Source: WDR 2014 team. 
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How can it be implemented? Fiscal authorities have adopted quantita-
tive limits on defi cits, spending, debt, or some combination, to con-
tain fi scal profl igacy. However, these numerical limits have restricted 
countercyclical responses during downturns and have led politicians 
to circumvent them through the use of creative accounting, such as 
Stability and Growth Pact rules in the European Union.13 Rather than 
imposing rigid numerical limits, fi scal authorities should focus on us-
ing fl exible procedural rules that target the structural budget balance 
and provide a blueprint to achieve this target over time. Targeting 
structural budget balances—as is done in Chile and Norway—can de-
liver fi scal discipline and endow policy makers with fl exibility to con-
duct countercyclical policies. Before the crisis, in 2007, strong eco-
nomic performance and sharp increases in the prices of oil and copper 
allowed Chile and Norway—through their rules—to amass a signifi -
cant amount of public savings. The general government primary sur-
pluses that year were 11.8 of gross domestic product (GDP) in Chile 
and 15.7 percent in Norway, providing a comfortable cushion for 
countercyclical policies following the crisis.

Currently, more than 40 percent of advanced countries and about 
20 percent of emerging market have a national fi scal rule targeting 
the structural budget balance.14 However, the eff ectiveness of these 
rules rests upon their credibility and fl exibility: they may lack credibil-
ity if not accompanied by budget transparency and clear operational 
guidance or if they are overly ambitious or unrealistic. Defi ning a 
structural budget balance rule can create monitoring and communi-
cation problems. Moreover, fi scal rules cannot anticipate every possi-
ble contingency. Their fl exibility could be enhanced through the de-
sign and incorporation of escape clauses that would take into account 
extreme events (crises, disasters).15 Fiscal councils can help identify 
the events that trigger escape clauses and decide on the treatment of 
cumulative deviations.16

Fiscal councils can shield some budget procedures from political 
pressure, thereby containing the government’s incentives to over-
spend. Overspending and lack of budget discipline can be traced, in 
part, to overly optimistic government forecasts.17 Fiscal councils can 
produce offi  cial forecasts for GDP growth and government budgetary 
items. The U.K. Treasury (ministry of fi nance), for instance, has dele-
gated such forecasts to the Offi  ce for Budget Responsibility. Forecast-
ing contains its own risks, however. Forecasting errors in uncertain 
environments can threaten the credibility of the council.18 The accu-
racy of the council’s real GDP growth and budget forecasts will be 
 reduced by the greater volatility associated with higher economic un-
certainty. Councils will have to be held accountable for incorrect 
predictions.

By providing independent analysis of fi scal plans and executed 
policies, councils raise voters’ awareness of the consequences of pol-
icy actions. For instance, the Netherlands Bureau for Economic Policy 
Analysis (CPB) evaluates whether government policies threaten fi scal 
sustainability. Councils can also evaluate the cost of electoral plat-
forms plans and coalition agreements after elections.19 Finally, fi scal 
councils can hold policy makers accountable for choices made re-
garding the cyclical operation of the rule and defi ne clear legal sanc-
tions before the fact for noncompliance.20

Governments have incentives to dismiss the advice of fi scal coun-
cils. Councils can be dismantled if their critique of the government is 
too severe or if they are formed without adequate political consen-
sus—as was the case in Hungary. Fiscal councils need legitimacy, as 
well as budgetary and political independence, to work eff ectively and 

Reform 2. Create independent fi scal and fi nancial agencies to 
promote sustainable policies 

Establish fi scal councils to promote fi scal sustainability

What is the problem? Very few developing countries have been able to 
conduct countercyclical fi scal policies.7 Rather than saving during 
good times, policy makers typically increase government spending, 
run budget defi cits, and accumulate debt. Over the past fi ve decades, 
government spending has behaved procyclically in more than 90 
 percent of developing countries; in sharp contrast, it has been 
 countercyclical in 80 percent of industrial countries.8 Procyclical fi scal 
policies have increased output volatility and hindered long-term 
growth throughout the developing world.9 

Two main factors explain this procyclical bias in developing coun-
tries. First, limited access to world capital markets during recessions 
forces governments to raise taxes and cut spending in bad times. 
 Second, political economy considerations—including distributional 
confl icts and information asymmetries—prevent governments from 
acting prudently during upswings. Competition among multiple 
power blocs for greater revenue windfalls leads to overspending and 
overprovision of some public goods.10 Voters’ perception that their 
governments are rent-seeking leads to increasing popular pressure to 
lower taxes and increase spending in good times.11 

By contrast, monetary authorities in several developing countries 
have succeeded in adopting a credible, predictable, and sustainable 
regime in the form of infl ation targeting. Several developed and de-
veloping countries have maintained low and stable infl ation, thanks 
to monetary frameworks that benefi t from a clear mandate, indepen-
dence from political interference, and accountability for policy mak-
ers’ actions. A greater institutional push toward transparent monetary 
frameworks has provided central banks the fl exibility to conduct 
countercyclical policies without jeopardizing infl ationary goals. There 
is need for similar credible, predictable, and sustainable frameworks 
for fi scal policy. 

What is the solution? The codifi cation of fl exible fi scal rules in legisla-
tion, along with the operation of autonomous fi scal councils, has 
the potential to restrain policy makers from spending sprees in nor-
mal times and to allow for additional (spending) stimulus in crisis 
times. Given the redistributive nature of fi scal policy, full delegation of 
policy making to these councils is unrealistic. Fiscal councils can 
nonetheless shape incentives more eff ectively than can a process that 
simply and mechanically follows numerical limits on budgetary ag-
gregates. The councils should have a clear mandate, autonomy to 
 operationalize budget procedures, and the power to monitor compli-
ance with the fi scal rule. Fiscal councils should hold policy makers 
accountable for their actions and be accountable for their advice and 
recommendations. To put fi scal councils in place and uphold their 
powers, broad consensus needs to be built to implement these insti-
tutional reforms and encourage policy makers to deliver viable coun-
tercyclical actions. Severe crises may provide that opportunity—that 
has been the case in the European Union with the new Fiscal Com-
pact Treaty and “Two-Pack” regulation proposal.12 However, establish-
ing these councils requires strong institutional underpinnings. In 
countries with weak governance and capacity, transparent and com-
prehensive fi scal frameworks (including top-down approaches to 
budgeting) would provide a good foundation for more institution 
building in the future. 
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bly the microprudential regulator and the business conduct regulator, 
to implement measures to foster fi nancial stability.26 The FPC is likely 
to receive more direct tools to fulfi ll its statutory responsibility.27

Reform 3. For debate: Should access to social insurance be tied 
to work status?

Social insurance (including pensions and health insurance) protects 
people’s income and consumption in the face of potentially devastat-
ing shocks such as illness or life-cycle transitions such as old age.28 
This is particularly true for the most vulnerable segments of the pop-
ulation, which lack the resources and access to fi nancial markets 
to accumulate savings and purchase private insurance products. A 
good social insurance system is one that is inclusive, that protects 
people equitably, that is fi scally sustainable in the long term, and 
that minimizes disincentives to work, save, and participate in the for-
mal economy. 

What is the problem? Many countries have established so-called con-
tributory social insurance systems, fi nanced by mandatory payroll 
taxes levied on employers and contributions paid by employees. In 
economies with high levels of formality, this system has been success-
ful in providing insurance to most people. By contrast, in countries 
with large shares of self-employed and agricultural workers, contribu-
tory systems cover only a minority of the population. The traditional 
approach thus ends up excluding many workers—mostly those who 
are low-income, are self-employed, or work in agriculture.

To narrow the coverage gap, a growing number of countries have 
introduced noncontributory insurance, where benefi ts are fi nanced 
by general revenues (fi gure F1.1a). For example, 13 countries in Latin 
America and the Caribbean have both noncontributory and contribu-
tory systems. The introduction of noncontributory systems has helped 
increase coverage, reducing catastrophic health expenditures and 
curbing poverty among the elderly. In fact, aside from the former so-
cialist countries in Eastern Europe and Central Asia, only in those de-
veloping countries with large noncontributory systems are more than 
half the households with elderly members in the poorest 40 percent 
of the population covered (fi gure F1.1b).29 

However, combining contributory and noncontributory systems is 
particularly challenging. For workers and employers at the margin of 
the formal sector, participating in a mandatory contributory system is 
not worthwhile. Meanwhile, combined with other factors (such as 
minimum wages), the additional labor cost levied by the payroll tax 
for mandatory contributory systems discourages employers from hir-
ing formally—or hiring at all—particularly for low-skill jobs. Thus if the 
benefi ts of contributing to social insurance are uncertain and the en-
forcement of mandated payments is weak, having these parallel sys-
tems may undermine both the incentives for employers to hire for-
mally and for employees to seek formal employment. Evidence from 
Chile, Colombia, and Mexico shows that the interplay of contributory 
and noncontributory systems has led to declines in formal employ-
ment, and there is widespread evidence that smaller, informal fi rms 
tend to be less productive and pay lower wages.30 For workers who 
move between formal and informal jobs or in and out of the labor 
force, replacement rates tend to be low, or in some cases they might 
not be eligible to receive benefi ts at all.31 Moreover, workers in coun-
tries with rapidly aging populations make contributions toward in-
creasingly uncertain benefi ts—all of which increases their perception 

to avoid political capture. So far, countries have not granted political 
autonomy to fi scal councils. Councils have had to rely on informal in-
dependence acquired through the buildup of reputation over time. 
Councils with the largest degree of informal independence are the 
oldest ones—Denmark’s economic council, the Netherlands’ CPB, and 
the U.S. Congressional Budget Offi  ce.21 Limited resources and budget 
dependence on governmental offi  ces can reduce the councils’ quality 
of work—as has happened in Canada and Sweden.22 

The council board members should be recruited competitively. 
Reputational costs of bad performance would act as a disciplining de-
vice. Nonetheless, members’ idiosyncrasies or dismal performance 
can aff ect the work of the entire council. Regular evaluations are war-
ranted to hold council members accountable, including testifying on 
a regular basis before the legislative body and continuous evaluation 
by international peer councils or expert groups.23

Put in place independent macroprudential supervisors for fi nancial 
stability

What is the problem? The main diffi  culties for the fi nancial system are 
managing systemic risk (stemming from negative externalities and 
herding behavior among individual fi nancial fi rms) and avoiding reg-
ulatory capture by politicians and the fi nancial industry (chapter 6). 

What is the solution? The solution is to delegate the oversight of fi nan-
cial stability to an independent macroprudential committee, possibly 
under the central bank. In a number of emerging market countries, 
including the Czech Republic, South Africa, and Thailand, the respon-
sibility for fi nancial stability oversight already has been given to the 
central bank, while in many others, central banks have implicitly taken 
on this responsibility. Central banks seem to be best equipped to as-
sume the statutory responsibility for macroprudential policy.24

The macroprudential committee should include selected policy 
stakeholders and independent experts, following the successful ex-
ample of monetary policy committees. It should use selected indica-
tors of systemic risk to detect excessive acceleration or concentration 
of indebtedness in the fi nancial sector or the real economy. To man-
age any emerging excess, the committee would be directly equipped 
with macroprudential tools or with the ability to recommend actions 
to other regulators on an act-or-explain basis. The committee should 
be accountable to the legislative body. 

How can it be implemented? A possible role model for other countries, 
including developing ones, is the United Kingdom’s macropruden-
tial committee—the Financial Policy Committee, or FPC. The FPC is 
chaired by the central bank governor and includes deputy governors 
for fi nancial stability, monetary policy, and prudential regulation; the 
director of fi nancial stability; the chief executive of the Financial Con-
duct Authority (business conduct regulator); four independent experts; 
and a representative of the U.K. Treasury, who has no voting rights. 

The FPC has the statutory responsibility to identify, monitor, and 
take actions to remove or reduce systemic fi nancial risk, with the view 
to protecting and enhancing the resilience of the U.K. fi nancial system. 
It uses a set of systemic risk indicators to identify and monitor systemic 
risk.25 Since mid-2011, it has been equipped with direct powers to ad-
just the capital requirements that banks must hold (the macropruden-
tial buff er) to mitigate systemic risk. It can also issue act-or-explain 
recommendations to other policy makers in the fi nancial sector, nota-



282 W O R L D  D E V E L O P M E N T  R E P O R T  2 0 1 4

in a fi scally sustainable manner. This is particularly true for countries 
where the old-age dependency ratio is growing rapidly (fi gure F1.2). 
In practice, many developing countries would be able to provide only 
a minimum level of benefi ts, possibly to only a targeted population. 
Thus countries would need to consider their long-term fi scal capacity 
in relation to their future commitments to decide what level of cover-
age and benefi ts would be appropriate. Countries might also choose 
diff erent ways to raise the necessary revenue. Some countries would 
have to introduce new taxes or raise existing ones; in other cases, they 
may be able to reform spending items like energy subsidies or use 
resource-based revenues where available.

Noncontributory schemes provide crucial protection for the poor.
However, if the benefi ts that can be sustainably off ered by noncon-
tributory systems are too basic, additional contributions to health and 
pension systems may be necessary. If contributory and noncontribu-
tory systems do coexist, policy makers should design both systems in 
a way that avoids creating distortions in the labor market. In some 
contexts, that implies reforming contributory systems to make contri-
butions voluntary or reducing the mandatory contribution rates. In all 
cases, contributory systems should provide benefi ts that are clearly 
linked to contributions. Incentives to save can have a signifi cant im-
pact, as well, with examples including automatic enrollment, match-
ing contributions, simplifying processes, and lowering information 
barriers through fi nancial literacy. New Zealand’s KiwiSaver scheme is 
an interesting example of an automatic enrollment program (with an 
“opt-out” option) that has increased retirement savings for about half 
the population.35

of contributions as a pure tax on labor, especially in the presence of 
parallel noncontributory systems. Finally, the rapid aging process tak-
ing place in many countries is threatening the fi scal sustainability of 
contributory systems, forcing governments to transfer additional 
resources.32

What could be done? One potential solution is to provide basic bene-
fi ts using general revenues, instead of labor taxes. For health care, user 
fees could also be levied. The provision of basic benefi ts would make 
social insurance similar to other basic public services and recognize its 
level of priority in public spending. Funding basic social insurance 
through general revenues would make the insurance more inclusive 
by breaking the traditional eligibility condition linked to work status. 
Moreover, it could limit the distortions in the labor market, to the ex-
tent that general revenues are collected in a less distortionary way.33 

Advanced countries such as Australia, New Zealand, and the 
United Kingdom rely mostly on universal basic pensions and provi-
sion of health care, whereas developing countries such as Mauritius 
and South Africa rely mostly on noncontributory systems for pen-
sions.34 Several low- and middle-income countries have also begun to 
off er universal access to health insurance, starting with the poor. 
China, India, Thailand, Turkey, and Vietnam are a few examples. In all 
these cases, benefi ts do not depend on labor taxes and therefore are 
accessible to people in the informal sector. 

How would it work? While provision of universal benefi ts is desirable, 
not all countries are in a position to provide them at adequate levels 

F I G U R E  F1.1 Noncontributory pension programs have expanded coverage in developing countries, especially for 
the poorest 

Sources: WDR 2014 team based on data from World Bank Pensions (database), United Nations 2009 (panel a); and Evans, forthcoming (panel b).

Note: For panel a, coverage rates are for total regional populations; years vary between 2001 and 2012. Organisation for Economic Co-operation and Develop-
ment (OECD) countries in the fi gure are high-income countries that have been members of the OECD for at least 40 years. All other countries are grouped into 
geographic regions. For panel b, years vary between 2003 and 2010. Countries marked in blue have noncontributory programs. GNI = gross national income. 
PPP = purchasing power parity.
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not seen since 2 million to 4 million years ago). This approaches the 
450 ppm threshold level that corresponds to a likely increase in tem-
perature larger than 2oC degree—the warming level the international 
community has committed to avoid.36 

In the absence of a global deal, many unilateral climate action 
plans to limit greenhouse gases have been put forward in recent years 
by private actors, civil society groups, and municipal and subnational 
governments (including in China and several U.S. states). Several coun-
tries have introduced measures, including incentives that can limit car-
bon emissions (table F1.1). These unilateral actions are welcome, but 
more ambitious and coordinated national and international eff orts are 
needed to make a material diff erence and to ensure that the overall 
eff ort is greater than the sum of its individual parts. Yet some useful 
international actions, including cooperation to develop and share 
technologies and improvement in existing fi nancial instruments, have 
been postponed in the expectation that they will be part of a soon-to-
be-signed global agreement, refl ecting diff ering views on who is re-
sponsible and incentives to free-ride on potential actions by others 
and to wait for new, equitable, fi nancing instruments.

What is the solution? For certain global risks such as climate change or 
biodiversity loss, preserving collective action with full participation is 
the ultimate goal. In the interim, however, the international commu-
nity is increasingly embracing incremental approaches that can 
 increase traction toward global solutions. When incentives are 
 misaligned, major sovereigns are not fully engaged, and the conse-
quences of inaction are disastrous, progress can still be made outside 
a full-participation multilateral treaty. Incremental deals and actions 
by an initially small group of participants can serve as building blocks 

Reform 4. For the international community, embrace 
incremental approaches that can increase traction toward 
global solutions

What is the problem? Globalization has contributed to rapid economic 
growth and to reduced poverty around the world. But it has also 
made economic, social, and ecological systems more interdepen-
dent, generating gains from collaboration, while also increasing the 
prevalence of cross-border risks, such as climate change, loss of bio-
diversity, overuse of natural resources, global fi nancial crises, and 
pandemics. Containing global risks requires timely, proactive, and 
concerted action because no country acting alone can manage them 
eff ectively and achieve the scale required to address them compre-
hensively.  Unfortunately, in the absence of an eff ective global risk 
governance mechanism led by an international body that has appro-
priate accountability and enforcement powers over sovereign na-
tions, the  international architecture necessary to address global risks 
has not kept pace with the complexities arising from increased global 
connectivity.

The limited progress to reach a global deal in some areas, in turn, 
has cast into doubt the ability to foster collective action among a large 
number of nations with diverging interests, capacity constraints, and 
incentives to free ride. Global negotiations to secure agreements with 
full participation have stalled—most spectacularly for climate change, 
as atmospheric concentrations of greenhouse gases have continued 
to rise, with potentially catastrophic and irreversible consequences. 
The concentration of the main greenhouse gas, carbon dioxide (CO2), 
rose from its preindustrial level of 278 parts per million (ppm) to more 
than 390 ppm as of May 2013 (hitting 399.91 ppm in Hawaii—a level 

a. Pension spending b. Old-age dependency ratio

F I G U R E  F1. 2 Increasing coverage will require higher levels of spending in countries with aging populations

Sources: WDR 2014 team based on data from World Bank Pensions (database), United Nations 2009, and World Bank World Development Indicators (database).

Note: Years vary between 2001 and 2012. Coverage of the 60+ population might exceed 100 percent in some countries because people younger than 60 are 
eligible for pensions or because coverage includes disability or death benefi ts. In panel b, the old-age dependency ratio is calculated as the ratio of people 64+ 
to the working-age population. GDP = gross domestic product.
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TA B L E  F1.1 National policy measures limiting carbon emissions 
CO2 emissions evolution 

and shares Measures included in KPMG Green Tax Index

Country

CO2 emissions
in metric tons 
per capita in

2009

Share
of CO2

emissions
in 2009

(%)

Change
in CO2 

emissions
since 1990

(%)
Energy 

effi  ciency

Carbon
and 

climate 
change

Green 
innovations

Renewable 
energy

and fuels

Green
vehicles

and
buildings 

Water 
effi  ciency

Material
resource

effi  ciency
and waste

management

Pollution
control and 
ecosystem 
protection

Australia 18.38 1.33 39.28 X X X X X X X
United States 17.28 17.62 8.61 X X X X X X X X
Canada 15.24 1.71 14.19 X X X X X
Russian Federation 11.09 5.24 –26.23* X X
Korea, Rep. 10.36 1.69 106.27 X X X X X X
Netherlands 10.26 0.56 3.36 X X X X X X
South Africa 10.12 1.66 49.62 X X X X X X X X
Finland 10.03 0.18 3.52 X X X X X X
Belgium 9.60 0.34 –4.50 X X X X X X X
Ireland 9.34 0.14 32.59 X X X X X X
Germany*** 8.97 2.44 –21.08** X X X X X
Japan 8.63 3.66 0.59 X X X X X X
United Kingdom 7.68 1.58 –16.77 X X X X X X X X
Singapore 6.39 0.11 –32.05 X X X X X X X
Spain 6.28 0.96 31.69 X X X X X X
China 5.77 25.56 212.39 X X X X X X X
France 5.61 1.21 –8.94 X X X X X X
Argentina*** 4.36 0.58 55.15 X X
Mexico 3.98 1.48 41.93 X X X X X
Brazil 1.90 1.22 75.76 X X X X
India 1.64 6.58 186.63 X X X X X

Sources: WDR 2014 team based on data from KPMG Green Tax Index (database) (for national or subnational policy measures limiting carbon emissions), which analyzes the 
21 largest economies of the world, and the World Bank World Development Indicators (database) (for CO2 emissions data, as reported in the Carbon Dioxide Information 
Analysis Center, Environmental Science Division, Oak Ridge National Laboratory, Tennessee).

Note: X indicates the existence of a tax-related or non-tax-related measure in place at national or subnational levels. Energy effi  ciency refers to measures encouraging the 
purchase of energy effi  cient equipment (excluding measures specifi c to green vehicles or buildings). Carbon and climate change refers to penalties on high emissions 
(such as carbon taxes, emission trading systems or cap and trade mechanisms, and carbon sequestration incentives and penalties). Green innovation includes incentives 
for research and development for green technologies. Renewable energy and fuels refers to use of tax codes to encourage the production or use of renewable or alterna-
tive fuels and/or penalizing the use of fossil fuels. Green vehicle and buildings refers to tax incentives to reduce the energy consumption of buildings, increase their water 
effi  ciency and sustainability of building materials, and the purchase, lease and use of greener (fuel effi  cient, hybrid, electric) vehicles (excluding tax penalties and incentives 
related to fuels, which are included under renewable energy and fuels). Water effi  ciency includes use of taxes to encourage corporations to conserve and recycle water 
supplies. Material resource effi  ciency and waste management include use of taxes to promote conservation of material resources, reduction of waste, and recycling of 
waste materials. Pollution control and ecosystem protection include incentives to purchase equipment to reduce the pollution generated by the company or to encourage 
businesses to rehabilitate contaminated lands. 

* 1991 value; ** 1992 value. *** Measures recorded by KPMG may not include some of the recent initiatives. For example, in Germany, recent information suggests addi-
tional measures in the areas of waste management, pollution control, and biodiversity protection (see German Federal Ministry for the Environment, Nature Conservation 
and Nuclear Safety (BMU), “The Energy Concept and its Accelerated Implementation,” http://www.bmu.de/en/topics/climate-energy/transformation-of-the-energy-
system/resolutions-and-measures/). In Argentina, recent information also suggests programs that limit carbon emissions, including energy effi  ciency, green buildings, 
waste management, pollution control, and ecosystem protection. CO2 = carbon dioxide.

governments (including the U.S. state of California) and countries (Aus-
tralia, China, Japan, New Zealand) are using the lessons from Europe’s 
Emissions Trading System introduced to meet emission commitments 
cost-eff ectively. Growing coalitions of more than 30 developed and 
developing countries include the Partnership of  Market Readiness and 
the Climate, working on solutions to carbon pricing,38 and the Clean 
Air Coalition of the United Nations Environment Programme, catalyz-
ing rapid reductions in short-lived climate pollutants.39

How can it be implemented? Countries, international organizations, 
and private sector entities of the international community can form 
“coalitions of the willing” (or even better, “coalitions of the working”) 
that could coordinate, advocate, and take action on some compo-
nents of elusive global risks, such as climate change and the loss of 
biodiversity.40 The coalitions should engage the scientifi c community, 

for global deals, by demonstrating benefi ts from action. The goal is to 
align incentives around a common goal in a group of like-minded 
participants that can examine complex issues and take concrete ac-
tion. Over time, more public and private actors would be attracted 
to join the incremental approaches to build convergence toward a 
global deal. 

The incremental approach has precedents. The Montreal Protocol 
to protect the ozone layer was signed by 24 countries in 1987, but re-
ceived universal ratifi cation during the 1990s through the combined 
eff orts of governments, international organizations, nongovernmen-
tal organizations, and scientists, who presented and disseminated 
convincing evidence on the need for urgent action.37 The 1968 Nuclear 
Non-Proliferation Treaty was helped by the earlier Limited Test Ban 
Treaty that expanded from 3 to 119 signatories from 1963 to 1992, set-
ting a precedent for future arms negotiations. Several subnational 

http://www.bmu.de/en/topics/climate-energy/transformation-of-the-energy-system/resolutions-and-measures/
http://www.bmu.de/en/topics/climate-energy/transformation-of-the-energy-system/resolutions-and-measures/
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of the causes, dynamics, and consequences of key systemic risks that 
pose threats to development. It could also analyze the interactions 
and prioritize across various risks and systematically bring its analysis 
to the attention of policy makers and the international community. In 
so doing, it could provide valuable inputs to the coalition of the will-
ing on the specifi c issues that require urgent attention and off er cred-
ibility and legitimacy to the coalition’s eff orts. 
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civil society, and media, and rely on information and peer pressure to 
demonstrate positive action and leadership, while inducing partici-
pants to comply and nonparticipants to join in a “race to the top.” In-
ternational organizations can continue to contribute by off ering ways 
to develop approaches to tackle the problem collectively, by provid-
ing platforms for policy discussion and by monitoring, reporting, and 
aggregating the actions to ensure that incremental steps are heading 
in the right direction. 

For legitimacy and fairness, these coalitions must include actors 
that contribute most to the problem, as well as those most aff ected by 
it. They should start with specifi c, concrete actions that can set the 
momentum for subsequent steps. The coalitions should create incen-
tives for others to join over time to bring the coalition to a global scale. 
Steps could include, as appropriate, promoting technological change 
that lowers participation costs (such as supporting cheaper ways to 
cut emissions by providing subsidies or funding for green technolo-
gies, or backing technology transfers to developing countries). 

Granted, there are risks with this approach—not least because it is 
a “second best” solution that in eff ect allows free-riding by those out-
side the coalition. Incremental deals may fail to scale up eff orts suffi  -
ciently—or worse, reduce the urgency of global cooperation. More-
over, for certain risks, global collective action is still the only viable 
approach, given the rapid spillover risks in a tightly interconnected 
world. For example, once a pandemic is under way, no individual 
country or region can unilaterally protect itself without global coop-
eration that enables information to be shared and assists countries 
lacking the capacity to detect and contain the contagion.41 Smallpox 
was declared eradicated in 1979 because it was eliminated in every 
country through global cooperation; if the disease had persisted in 
only one nation, all others would remain vulnerable.42 Resolving 
global fi nancial crises in a highly connected world also requires global 
cooperation, with well-coordinated policy responses and information 
sharing; uncoordinated actions are unable to prevent contagion and 
block movement of activities to less well-regulated and more-
protected locations that retain systemic risk. 

These limitations notwithstanding, the alternative—to wait until  
a universally acceptable deal is reached—is not viable for global risks 
such as climate change, biodiversity loss, or overuse of natural re-
sources, if the irreversible consequences of inaction are to be avoided. 
That is especially the case for those who have done the least to cause 
the problem but will suff er some of the worst consequences. The in-
ternational community therefore has the moral responsibility to take 
and support action on behalf of the vulnerable populations of today 
and the future. It should buttress the incremental approach with stra-
tegic thinking about which specifi c issues to tackle urgently fi rst, 
while anchoring its actions to existing global frameworks to demon-
strate that incremental and global deals are connected.43

One way to achieve this is to anchor the eff orts of the coalition to 
the goals of the current global initiatives under the auspices of United 
Nations. Alternatively, an international risk board, similar to the na-
tional risk board proposed in Reform 1, could be established, in the 
form of an international panel on global systemic risks.44 The panel 
could invite the scientifi c and expert community around the world to 
pool all available knowledge to identify, assess, and manage the ma-
jor global risks that cross national and generational boundaries in the 
near and longer term. Through its long-term orientation, interdisci-
plinary nature, and the participation of global experts, the board 
could focus on providing credible, reliable, and impartial assessments 
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