FINANCING THE SUSTAINABLE DEVELOPMENT
SO TRE CBNCS BOLR OF SR A0R
RESILIENCE

Earthquakes, cyclones, droughts, conflicts, Ebola, economic crises and commodity price shocks. Shocks and
sfresses sfrain countries and communifies, and sel back development. For the Financing for Development (FfD)
agenda, this issue is crifical. Voldtility is the world's new normal.

- 17 Ambifious Development Goals
- Every sector of Life and Living
- Voldafility rising

This is not financial business as
usual.

This document is part of an ongoing project
by UNDP and the Government of Switzerland
fo highlight the critical need fo appreciate the
role that shocks and sfresses play in
development, and the role of risk and
resilience considerations in all forms of finance
— public and private, national and infernational
— play in achieving long-lasting sustainability.

As part of this work a fechnical workshop on
the 28th May 2015 in New York City. Af this
event close fo 20 external expertfs joined a
UNDP team fo consider the latest Addis
oufcome document (1). This document builds
on the results of that workshop o present a set
of messages to Financing for Development
(FFD) decision-makers. I should be noted that
I does not represent an official opinion of
either UNDP or the Government of Swifzerland,
nor the expert representatives who have
coniributed fo its development.
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KEY MESSAGES: Overarching

Shocks and Stresses are Inherent to Development

The development process is inherenily complex and non-linear,
and shocks and sfresses are part and parcel of ifts progress.
Development needs o be refhought where investiments in risk
and resilience are part of the process. This refhink demands a
financial arficulation.

Successful Development is Not ‘Business as Usual’:

The current draff of the FFD Action Agenda document implies
fhat, in our ever-more complex and infer-connected world, and
the very ambitious nature of sustainable development goals
currently being discussed, a different model of financing than
was reached in the Monterey Consensus on Financing for
Development is needed (2). That model said lifle abour the need
fo fargef the financing of risk and resilience. Yet, we live in a
volatile world, one where shocks and siresses are the new norm,
and becoming more frequent and more severe. The human
cosfs are high. Climate change is arguably the most important
long-ferm sfressor on development. There are human and
financial implicafions of tis new reality.

The Cost of Crisis Needs to be Articulated:

The cost of crises, the cost of inaction, needs o be arficulated by
the Action Agenda. There needs fo be more discussion on the
seemingly infracfable rise of humanitarian spending (which has
now reached close more than US$24 billion a year, three limes
more than a decade earlier (3)), the challenge couniries face in
mobilizing funds during crises and shocks, or the costs of failing
fo fransifion our of crises situations. In 2007 the cost of conflict in
Africa was estimated to be at least US$284 billion, representing
an average annual loss of 15% of Gross Domestic Product (4).
Similarly, some considerafion is needed on consequential
financial requirements arising from crisis, such as displacement
(which has reached record levels this year af 59.5 million
people, with average displaced fime being 17 years (5)) or the
impact of conflict across a border fo a neighboring sfafe.
(Tanzania, for example, loses 0.7% of ifs annual GDP for each
neighbor in conflict (6)). And more can be done fo arficulate the
financial implications of 20 years of disasters (7) claiming 1.35
million lives and reaching up to US$3 frillion (8) in financial
losses, or that some small island developing states lose the
equivalent of 300% of GDP in a single disaster.

Development must be risk-informed in order for it to be
sustainable:

Achieving sustainable development will be impossible unless
nations and communifies are resilient, able fo anficipate, shape
and adapt fo the many shocks and challenges they face.
Firstly, if development investments need fo be risk-informed in
order to be susfainable, each investment can add or reduce
risk. Yel many investments do not have as their first mofive the
reduction of risk.




Secondly, investments now in prevention and preparedness for all hozards, natural fo man-made, public health or
energy, will minimize risk and future costs. And finally, crucial for the future, an understanding and articulation of risk, by
stipping away the 'unknown' fo incentivise growth. ‘Risk-pricing’ (the exira invesiment needed fo ensure risk-informed
development) is therefore essential for ensuring we have development plans able to face the challenges of shocks and
crises. The price of risk needs o be factored info all development costs and investments.

The Evidence is clear: investments in resilience reduce losses and deliver on development:

Investing in early response to drought in Kenya could save US$20 billion over 20 years. Flood management in Mexico
reduced losses by three fimes more than the needed investiment cosfed. Yef tis is only half fthe picture, since the
investment in risk-informed development and broad resilience has much wider impacts. Investiments in water-supply
profection in Bolivia nof only delivered 14 times more value than the original investment, they also increased water supply,
irmgated area and household income. Such investiments therefore help countries avoid losses, profect development and
deliver co-benefits, including the unlocking of growth potential by fackling ‘background’ risk.

What are the consequential financial requirements arising from crisis, such as
displacement (which has reached record levels this year at 59.5 million people, with
average displaced time being 17 years)

KEY MESSAGES: Financing Approaches

Aid Needs To Be Better Targeted:

Currently aid is highly concenfrated, with 10 couniries receiving 37% of official development assistance (ODA) and the
fop 20 getting 56%. The share allocated fo the poorest and most vulnerable countries, such as least developed counfries
(LDCs) and small island states (SIDS), has come under pressure; in 2014 bilateral aid fo least developed couniries fell
by 16% (9). In addition, aid shocks are sfill a common occurrence, especially in the most fragile countries. The ‘kind’ of
aid finance also matters for risk and resilience. For example, humanifarian financing (which adds litle fo long-ferm
sustained development) is a sizable component of ODA fo conflict-affected countries. The money that is invested in
supported countries o reduce their disaster risk is largely spent in middle-income counfries that have both more capacity
and financial ability; over 20 years 12 of the poorest countries received a combined US$34.9 million on disaster risk
reduclion but US$5.6 billion of largely disaster-related emergency aid, one for every 160 dollars (10). Similarly drought-
affected sub-Saharan African countries receive very lile financing for disaster risk reduction af all. There needs o be a
rethink in the way in which the limired ODA available is spent, both where and on what.

Private Sector Investment is Essential to Deliver on Development:

Resilience is as much an issue for private as i is for public financing. This is important for a number of reasons. Firsfly, it
is clear that the ambitious post-2015 development agenda (11) cannot be achieved by public finance alone, whether
infernational or domestic. Secondly there is privafe money available that is acfively looking for investiment opportunities,
such as the US$7.8 tillion of assets the mutual and cooperative insurance sector holds (12). Thirdly, the fact that
between 70% and 85% of all global investment comes from the private secfor demands affention, if we wish all
development, for example fo be fruly risk-informed. Incentives for the private sector fo responsibly focus on sustainable
development should be a focus for the FD Action Agenda. Financing discussions should focus on how private secfor
investiments can be adequately leveraged fowards sustainable development. This should also include the barriers fo
investment such as over-regulation, weak financial structure/oversight and a high level of uncertainty (especially in
developing contexts.) How do we build the capacifies of counlries fo develop and manage high qualily projects? And
what role is there for FfD in thaf capacity building?

Insurance has a critical role to play:

The insurance sector can help counfries and communifies reduce risk, recovery from shocks and support @ refurmn fo @
development path. The mapping out of climate risks, creation of resilient supply chains and supporting belter health are
roles thar the insurance sector can play in building resilience. Shocks can desfroy asset/capital bases - insurance can
help profect those assefs. Systems of social and financial resilience are key fo profecting assef/capital bases from
erosion on fhe account of crises.




Social Protection delivers long-term community and family resilience:

Social protection is a key element of community and family resilience, and is crifical fo the reduction of risk (through
reduced vulnerability). The Addis Action Agenda refers fo social profection as one of the cross cutting areas for provision
of basic services fo those below the poverty line. In line with tis idea, promofing the use of crisis-linked social profection
is crifical since this mechanism provides immediate access fo financial resources fo least resilient populations.

o
((( )) Investing in early response to drought in Kenya could save US$20
billion over 20 years.

KEY MESSAGES: Thematic

Make infrastructure investments deliver on resilience, not contribute to risk:

Effective, reliable infrastructure underpins economic activity, and a failure fo adapt, increases the possibilily of adverse
economic impacts. Ensuring all investments are risk-informed is an opportunity fo reduce, rather than lock-in risk. An
eslimared US$6 frillion a year is fo be spent between now and 2030 on new infrastructure, such as for energy, roads,
houses, schools, hospitals and ofher public services (13). This investment needs o not only be informed by risk
‘considerations’, buf also support the actual reduction of existing risks. These investments should also support the
fransifion fo economies that deliver growth and conlribute fo a reduction in climate change arf the same fime.

Make Climate Central to Discussions:

Climate change needs o play a cenlral role in all our global development discussions. A changing climate is arguably
fhe largest single global risk fo sustainable development, there exists a significant investment from the infernational
community in climate-related financing mechanisms, and both mitigation and adaptation can help deliver on
sustainable development. The essential infer-related benefit of adaplation financing in both reducing the impact of climate
change and supporting long-ferm development, is especially important for low-income countries and SIDS. The cost of
adapling fo climate change in developing countries alone is esfimated fo be af least US$70 billion per year through to
2050 (14).

Focus on Building out of Crisis:

Humanifarian financing is at an all-fime high. Profracted crises last decades. Transition ouf of crisis appears impossible.
Al the same fime there is much that can be done with susfained, predictable finance. Firstly, in those contexts of crisis and
post-crisis, financing can increase the resilience of communities and counfries (including those that may be ‘hosfing’)
fhrough invesiments in social safefy nets and mulfi-year planning cycles. Secondly, and more importantly, financing in
profracted crises can fackle the underlying reasons for humanifarion need through realisfic investments in peace,
security, governance and long-ferm development. The financing discussions should articulate how fragile and conflict-
affected sfates need particular financial solutions; withour such failored investment, close fo 20 countries (and their
populations) will nol have sustainable development.

Enhance Macro-Economic Stability:

The impact of both infernal and external shocks and sfresses over the last fen years has proven the need for significant
investments in macro-economic stability. On the one hand there is a need fo enhance the debr management capacities
of counfries. Debf financing is not necessarily a negative, with it meeling urgent needs, maintaining fiscal stability, and
crealing new opportunifies for risk-informed development; but if can also increase the risk of debt crises in the future,
Access fo the right kinds of finance is key fo both mobilizing resources for resilience. Tools such as GDP-linked bonds
and counter-cyclical loans are important innovations in financial insfruments that can help reduce macroeconomic risk,
and should be expanded post-2015.

Over 20 years, 12 of the poorest countries of the world received
just US$1 on disaster risk reduction for every US$160 spent in
those countries on disaster response




KEY MESSAGES: Operational

Build Capacity and Leadership:

The development of national capacity and national leadership is central fo delivering on risk and resilience, and needs a
much more prominent place within our future financing of sustainable development. Specific references thar need fo be
emphasized include investments in human and insfitutional capacity, specifically capacity that enables counfries o
adequately govern risk (which includes investments in supporting insfifulions such as those responsible for financing and
planning). This capacitly should be extended fo ensure the effective management and leverage of financial sources of all
kinds fowards ensuring development remains risk-informed.

Develop and use practical tools for risk-informed development:

Investments in resilience should focus on a sef of measures o ensure hat all investments in susfainable development
consider the risks posed o development through shocks and stress. This includes significant investments in the better
management and usage of the many assessments for risk already underfaken. IF should include the financing of
comprehensive risk assessments, such as social and polifical dynamics, drivers of risk, cross-border dynamics efc.
These shared fools should then be used much more systematically fo ‘screen’ invesiments in susfainable development
for both the risk fo that development (from issues such as conflict, disaster, climate) and the way in which thar investment
can impact on future development (and those same issues.).

Tailor the Channel of Delivery to the Task:

Both the infernalional sysfem and national governments should invest in innovative ways of delivering aid and social
profection. For example, using cash rather than food and non-food items in crisis situations, will promote choice and
empowerment, and help deliver resilience through sfimulating local economies and markets. Technology must play its
part, with mobile and inferef fechnology increasingly being used o finance of social profection and emergency aid,
especially in hard-fo-reach areas.

FOLLOW UP

The messages presented here are designed fo not only inform discussions on Financing for Development, but rather for
the post-2015 development agenda in general, building poliical momentum and consensus around the need o change
fhe current approaches fo shocks. This work will therefore confinue beyond the FID Conference, fo the SDGs, COP and
beyond fo the World Humanifarian Summifin 2016.

Confact
Jan Kelleft, Advisor, Climate change and Disastfer Risk Reduction, UNDP; jon.kelleft@undp.org
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