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The potential benefits of risk 
management outweigh the costs 
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Source: Muir-Wood and Grossi (2006) 





 



 

A puzzling situation in the US 



Identifying obstacle to risk management to 
design policy responses 

Obstacles to risk management 

Individual 
obstacles  

Financial 
constraints 

Information 
constraints 

Cognitive failure 
and behavioral 

biases 

Social obstacles 

Missing markets and 
moral hazard 

Missing public goods 
or services 

Externalities 

Social norms 

Collective risks 

Obstacles to public 
action 

Lack of public 
resources 

Coordination 
failures 

Distributional effects 
and political economy 

Deep uncertainty 



What are 
the RM 
needs? 

Risk 
assessment 

A roadmap to design risk management policies 



We should not suppress risk taking 

• Investments in safe and risky areas are 
imperfect substitutes 
– Close to coast, for export-led industries 
– Agglomeration externalities in urban areas  
– Amenities 
 

• Suppressing all risk taking would 
prevent us from capture these 
opportunities 
 

• Not all “risk” is bad ! 



What are 
the RM 
needs? 

Are bad incentives leading to 
inappropriate RM? 

Because of 
market failures? 

Because of 
government 

failures? 

Incentive assessment Risk 
assessment 

A roadmap to design risk management policies 



Political economy of risk management 

• Cost-benefit asymmetry: 
– Risk management cost will be immediate, visible, and concentrated (e.g., 

zoning policy) 
– Resulting benefits will be remote, invisible (avoided impacts), and diffuse 

(e.g., reduced floods) 

• No indicators for risk management “performance” (to 
reward/punish policy-makers) 

• Lack of incitation for policy-makers and sub-optimality: 
– Huge role of lobbies and interest groups 
– Insufficient anticipated action (and thus higher cost) 
 

• Proposals: 
– Give a voice to affected communities 
– A National Risk Board?  
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needs? 

Are bad incentives leading to 
inappropriate RM? Are 

decision-
makers ill 
informed? 

Are behavior 
biases 
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government 
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Infrastructure for risk management are 
critical… 

… but efficient only if incentives are correct 



What are 
the RM 
needs? 

Are bad incentives leading to 
inappropriate RM? Are 

decision-
makers ill 
informed? 

Are behavior 
biases 

impairing  RM? 

Are resources 
and access to 
resources too 

limited? 

What policies should 
be implemented ?  

Because of 
market failures? 

Because of 
government 

failures? 

Policy design Resource 
assessment 

Behavior 
assessment 
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“Deep uncertainty” 

Sometimes, experts and stakeholders cannot agree on the 
parameters of the problem, making standard risk-management 

approaches difficult to apply 



 
 Strategies for more flexible and robust solutions 



What are 
the RM 
needs? 

Are bad incentives leading to 
inappropriate RM? Are 

decision-
makers ill 
informed? 

Are behavior 
biases 

impairing  RM? 

Are resources 
and access to 
resources too 

limited? 

What policies should 
be implemented ?  

Because of 
market failures? 

Because of 
government 

failures? 

Improve 
data 
collection 
and 
distribution 

Launch 
communica
tion 
campaign 

Introduce 
norms and 
regulations 

Launch 
education and 
communication 
campaign 

Introduce 
norms and 
regulations 
(e.g., building 
norms) 

Provide public 
goods and 
services  

Build markets 

Provide public 
support for 
low-income 
and vulnerable 
households 

Provide 
international 
aid focused on 
prevention 

 

Adopt multi-
stakeholder iterative 
decision-making 

Choose robust and 
flexible solutions 

Consider worst-case 
scenarios 

Invest in monitoring 
systems 

Regularly revise 
policies 

Introduce norms 
and regulation 
(e.g., land use 
plans) 

Create market 
instruments 
(e.g., risk-based 
insurance 
premium) 

Build institutions 

Build capacity  

Improve  vertical 
and horizontal 
coordination 

Correct bad 
incentives  

Introduce 
redistribution 
instruments 
(e.g., buy-out 
programs). 

Policy space 
Decision-making 
approaches 

Policy design Resource 
assessment 

Behavior 
assessment 

Information 
access 

assessment 
Incentive assessment Risk 

assessment 

A roadmap to design risk management policies 



risk = probability x consequences 

Accounting for second-order effects -  
a risk framework 

Economic growth  

Protection level Asset value 
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