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ABOUT CRMS INDONESIA

CRMS Indonesia (Center fi isk Management Studies) is a globally

recognized organization-that i1s leading the Risk Management professional

capacity building in Indonesia. Established in 2010, CRMS Indonesia has

collaborated-with countless Indonesian organizations in training more than

5,000 Indonesian Risk professionals, providing them with an opportunity to
arpen their professional capabilities.

CRMS was awarded the best Risk Management Service Provider in 2014 in
IRM’s Global Risk Award held in London, UK. In Global Risk Awards 2016,
CRMS further proved its dedication in Risk Management by winning the
same award by IRM once again.
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urrently collaborating closely with prominent global organizations to
advance the Risk Management world, such as the International Finance
Corporation (IFC) of the World Bank Group, ISACA, AON, and Enterprise
Risk Management Academy (ERMA), CRMS strives to empower Risk

Management professionals everywhere.
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Why manage risks?
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FIGURE 2 The benefits of risk management often outweigh the costs
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Benefit-cost ratios
o

Vaccinations Improved Early warming Nutritional Measures to reduce damage from:
water and systems  interventions| garthquakes  Floods Tropical storms
sanitation

Source: Wethli 2013 for the WDR 2014,

Note: The figure shows the median of benefit-cost ratios across a range of studies in each category (with a minimum of at least four esti-
mates in each category). Above the dotted line, expected benefits exceed expected costs. The range of estimates within each category
can be substantial, reflecting a diversity of intervention types and locations, and the sensitivity of estimates to variations in underlying
assumptions. However, in almost all cases, even the 25th percentile of the ranges are above the break-even point.




How does preparation for risk\
vary across countries?

Index of risk preparation across countries
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Least prepared quintile W Most prepared quintile © Missing data



Banking crises around the world,\
1970-2011

No banking crisis I One crisis B Twocrises [l Three or four crises Missing data
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RISK MANAGEMENT STANDARD
GUIDELINES & GUIDANCE
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POJK — Risk Management

Menimbang :

Mengingat

3
S\

OTORITAB JARA KEUANQAX
REPUBLIX INDONE2IA

SALINAN
PERATURAN OTORITAS JASA KEUANGAN
NOMOR 1/POJK.05/2015

TENTANG

PENERAPAN MANAJEMEN RISIKO
BAGI LEMBAGA JASA KEUANGAN NON-BANK

DENGAN RAHMAT TUHAN YANG MAHA ESA

DEWAN KOMISIONER OTORITAS JASA KEUANGAN,

a

v

o

bahwa kondisi eksternal dan internal lembaga jasa keusngan
bank dapat h: kegiatan

usaha lembaga jasa } bank dan
kompleksitas tingkat risiko yang dihadapi cleh lembaga jasa
keuangan non-bank tersebut;

bahwa semakin kompleksnya risiko perlu diimbangi dengan
penerspan mansjemen risiko yang meliputi identifikasi,

y’ dan d risiko;

bahwa per
dalam huruf a den huruf b, perlu menetapkan Peraturan

Otoritas Jasa K tentang P Risiko
bagi Lembaga Jasa Keuangan Non-Bank;

Undang-Undang Nomor 11 Tahun 1992 tentang Dana Pensiun
(Lembaran Negara Republik Indonesia Tahun 1992 Nomor 37,
Tambahan Lembaran Negara Republik Indonesia Nomor
3477);

2. Undang-Undang

¥

SALINAN

PERATURAN OTORITAS JASA KEUANGAN

NOMOR 17/POJK.03/2014

TANG

PENERAPAN MANAJEMEN RISIKO TERINTEGRASI BAGI KONGLOMERASI

KEUANGAN

DENGAN RAHMAT TUHAN YANG MAHA ESA

DEWAN KOMISIONER OTORITAS JASA KEUANGAN.

Menimbang

bahwa dalam rangka menciptakan sektor kew

yang

tumbuh secara berkelanjutan dan stabil serta memiliki

daya saing yang tinggi diperlukan pengelolaan eksposur
risiko yang efektif;

bahwa adanya lembaga jasa keuangan yang memiliki
hubungan kepemilikan dan/atau pengendalian di berbagai
sektor jasa keuangan telah meningkatkan kompleksitas
transaksi dan interaksi antar lembaga jasa keuangan dalam
sistem keuangan yang menyebabkan peningkatan eksposur
risiko;

bahwa hubungan kepemilikan dan/atau pengendalian di
berbagai scktor jasa keuangan akan mempengaruhi
kelangsungan usaha lembaga jasa keuangan yang
disebabkan oleh cksposur risiko yang timbul baik secara

langsung maupun tidak langsu dari ke

1 usaha

rusahaan

anak, perusahaan terelasi, dan entitas lainnya

F

yang tergabur

dalam suatu kongloi

werasi keuangan

bahwa untuk mengelola eksposur risiko sebagaimana
dimaksud dalam huruf a, konglomerasi keuangan perlu
menerapkan manajemen risiko secara terintegrasi

bahwa penerapan manajemen risiko terintegrasi

konglomerasi keuangan diharapkan dapat mewujudkan

stabilitas



We need to build people..

SNI 8815:2018
1SO 31000:2018

Standar Nasional Indonesia

Manajemen risiko — Pedoman

Risk management — Guidelines

(IS0 31000:2018, 1DT)

]
ICS 03.100.01 Badan Standardisasi Nasional ﬂ )

GUIDELINE

RSNI1 XXXX:20YY
RS N I 3 (Ditetapkan oleh BSN tahun 20XX)

Rancangan Standar Nasional Indonesia 1

Manajemen risiko —
Panduan implementasi SNI ISO 31000:2018
di sektor publik

]
ICS 03.100.01 Badan Standardisasi Nasional

GUIDANCE

GUIDE
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Risk management can
both increase economic
returns and reduce the
propensity for crises:
there need not be a
trade-off between
resilience and growth.



Developing countries have increased their
resilience over time

a. Volatility of income and consumption growth

is higher in developing countries
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SD of GDP per capita growth, 200011

OQECD @ East Asia and Pacific

b. Volatility of consumption growth

has stabilized over time
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a. How many times in the past 12 months have you:

Been without medicine Gone without income?
or health treatment?

Felt unsafe from crime?

Been without food?
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Households in

developing
countries feel

b.To what degree are you worried about:

susceptible to risk
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Key social and economic
systems can

contribute to risk
management in
complementary ways

People’s risk management

4

N

Public goods
« Infrastructure
+ Law and order
« National defense

Public policy
+ Macroeconomic
management

+ Regulatory framework

The state Civil society and the
i i private sector
Social protection
. 3::::" |gld,:3:{ and Households
i e « Family ties
insurance

« Assistance and relief -
Communities

Collective action

Enterprise sector
« Jobs and income

Financial system
+ Insurance and credit

N

&

International community

« Resources, expertise, global rules, and coordination

Source:WDR 2014 team.
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With good preparation,
only minimal coping
may be needed to
recover quickly—
leaving more resources
available for investment
in risk management and

reducing vulnerability to
future shocks.




The interlinked components of risk\
management

Insurance
To transfer resources across people
and over time, from good to bad
states of nature

Knowledge -
To understand shocks, internal and Coping
external conditions, and potential To recover from losses and
outcomes, thus reducing uncertainty make the most of benefits
Protection
To reduce the probability and
size of losses and increase
those of benefits
< >
Preparation Coping

Source: WDR 2014 team.

Add a footer
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The risk chain: The nature and extent of outcomes depend on
shocks, exposure, internal conditions, and risk management

-»

External

Risk

‘ management Outcomes

Source: WDR 2014 team.

Note: The feedback arrows in the risk chain diagram represent the potential for the outcomes of past shocks to affect exposure and
internal conditions, as well as the propensity for future shocks. Similarly, the effectiveness of people’s risk management can significantly

Add a footer affect the nature of and propensity for future shocks.
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Example of risk
matrix in public
sector

The United Kingdom has adopted a comprehensive risk management framework

5 Pandemic
influenza
Coastal flooding
4
g Effusive volcanic
3 ¥
3 Severe space
g' Other infectious weather
‘ Major industrial Major transport diseases
% 3 accidents accidents %‘;:‘pe'""“
T Inland flooding et
% Heatwaves
g Zoonotic animal Explosive
, diseases volcanic eruption
Storms and gales
Drought
e Public disorder
1 Non-zoonotic Disruptive
animal diseases industrial action
Between Between Between Between Greater than
1in 20,000 and 1in 2,000 and 1in 200 and 1in 20 and 1in2
1in 2,000 1in 200 1in20 1in2

Relative likelihood of occurring in the next five years
Source: Cabinet Office 2012

Source: WDR team based on Vastveit 2011,
a. Ministry of the Interior and Kingdom Relations 2009; Cabinet Office 2012



An iterative process of decision making

to prompt robust action in the face of uncertainty

Multistakeholder analysis
of uncertainties and
possible scenarios
,Wmﬂ\epossiblescenuios?
Identification of the
— ati vulnerabilities of existing plans
and learning In what scenarios does
my plan fail?
A\ r 4
Adjustment of plans and introduction of
monitoring systems

Can | change my plan to avoid failure in these scenarios?
When will | know that my plan is at risk of failure?
What will | be able to do at that time to correct course?

Source: WDR 2014 team.



Individuals, firms, and countries faceh

obstacles in managing risks

Obstacles to risk management
' ) J
Individual Social obstacles beyond the Obstacles to public and
obstacles control of individuals collective action
L Financial Missing public goods Lack of public resources
constraints or services and competing needs
Information Missing markets
Cognitive failure T Distributional effects and
— and behavioral polkical economy
biases
— Social norms Mum
Collective risks

Source: WOR 2014 team.



A set of screens for assessing obstacles to risk management, and
formulatingpolicy responses

Assessment Assessment Assessment
of risks Assessment of incentives :: access to of or of rces Policy design
Z messnmue y. /1
Howmuch || Are bad incentives leading to too Are decision || Are Are What policies should
"skf:"'f , much or too little risk taking? makers ill behavior resources be implemented?
We Tacings informed? biases and access to
Because of Because of impairing risk resources too
market government management? limited?
failures? failure?
Introduce Build institutions || Improve data Launch Provide Adopt
norms and , ) collection and education and public goods multistakeholder
regulations Build capacity distribution communication || and services iterative decision
:.gw land use Impfove Launch campaign (eg. dil_tes making
ans) vertical and . and drainage
| education Introduce systems) Choose fobmt '
Create market horizonta. and norms and and flexible solutions
instruments coordination communication || regulations Build markets )
(e.g., risk- Correct bad campaign (e.g., building ) _ Consadgr worstcase
based Incentives norms) Provide public scenarios
T Introduce norms support for Invest in monitord
premium) Introduce and regulations low-income "9
redistribution (e.g. land use and vulnerable | | SYte™s
instruments plans) households Regularly revise
(e.g, buy out Provide policies
programs) international
aid focused
on prevention
—

Add a footer s - WDR 2014 team. 25



The role of key social systems

Households are the first line of support to confront risk
and pursue opportunity



i,

The risk of death from noncommunicable
disease is growing in all developing regions

100

S

e

Percent

20 4

2000 2011 | 2000 2011 2000 2011 2000 2011 | 2000 2011 | 2000 2011 | 2000 2011

Y?‘- o 4b & 79’ é\t
vy > s & Fos®
< ‘v@ ,ff} @8’& &

e
Injuries B Communicable, maternal, perinatal,
B Noncommunicable diseases and nutritional conditions

Source: World Health Organization Global Health Estimates Summary Tables: Deaths by Cause, Age and Sex, available at http/ www.who.int/healthinfo/global
burden_disease/er/ (regional tabulation prepared specifically for the World Development Report 2014).

Note: Organisation for Economic Co-operation and Development (OECD) countries in the figure are high-income countries that have been members of the OECD
for at least 40 years. All other countries are grouped into geographic regions.
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A systemicapproach for policies to
address multiple risks using multiple instruments

Add a footer

W

Types of policy instruments
Access to
Facilitate Social Cash Information/ Wage Access to credit/
Goal savings insurance transfers training subsidies services grants
Preparing and coping with:
lliness X X X X X
Disability x X . X X X X
Old age « K X X X X
Death x X .
Unemployment « X X X X X
Weather shocks/ X X X X X X
disasters
Investment in . X X
human capital
Poverty reduction . X X X X

Source: WOR 2014 team based on Robalino, Rawlings, and Walker 2012,
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Policy priorities to
improve risk
management at
the household
level

Add a footer

POLICIES TO SUPPORT RISK MANAGEMENT

FOUNDATIONAL > ADVANCED
Knowledge Basic literacy and training Secondary education and training Higher education and training
Media and community campaigns Teaching preventive health in schools
Facilitating informed fertility decisions Access to mobile technology
Protection Sanitation infrastructure and preventive health care (induding women'’s health)
Migration assistance/access to labor and other markets (especially for women)
Regulation to guarantee equal property Policies to promote gender parity in
rights for women leadership positions
Promulgation and enforcement of domestic violence and abuse laws
Insurance Index insurance
Financial inclusion of the poor
Lower remittance costs
Health insurance Pensions Unemployment
(old age, disability, death) insurance
Coping Self- and community-targeted
income support Means-tested income support

Transfers targeted to women

Source: WOR 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.
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The role of key social systems

Cohesive and connected communities
create resilience



Social capital helps reduce costly coping

R

in Eastern Europe and Central Asia

Add a footer

Among respondents 7
with some trust
in other people 24

Among respondents
with some distrust

in other people 29

Among respondents
with complete distrust

in other people 42

Ll 1

1 L] L] Ll L
0 5 10 15 20 25 30 35 40

1 L

% of population in Eastern Europe and Central Asia that have done the following in
response to a decline in income or other economic difficulty

M Postponed or skipped visits to the doctor M Reduced consumption of staple foods

Source: WDR 2014 team based on data from Life in Transition Survey II, 2010.
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Understanding the
strengths and limitations
of communities’ risk
management can help
governments design
complementary policy
actions.



New
communication
technologies
help
communities
manage violence
and local conflict

N

On the ground, patterns of violence are always varied and dynamic.
Confusion, uncertainty, and misinformation can make it hard for
people to know what is going on and how to stay out of trouble. To
track, report, and warn of violence, people around the world are
developing a host of information and communication technologies
and platforms. Many of these information systems rely on a mix of
“crowdsourcing” and maps to report the different forms of violence
and crime and locate emerging hotspots, in real time and in ways
that are both authoritative and widely accessible. The spread of cell
phones helps community members both to report incidences of
crime and violence and to access aggregated results.

A software platform called Ushahidi (Swahili for testimonial) was
initially developed to map violence during Kenya's 2008 postelec-

tion riots. It aggregates reports sent by citizens using mobile phones
or the web and, according to Ushahidi, had 45,000 users in Kenya at
the time. It has since been expanded and adapted to various other
uses in crisis situations, including in Haiti after the 2010 earthquake.
An initiative based in Cairo, called Harassmap, is a mobile phone-
based reporting system used by women who encounter harass-
ment as they move about city streets. It is raising awareness of the
problem and warning women of trouble spots. Across Latin Amer-
ica, people are setting up blogs, websites, and Internet applications,
and using Twitter to report and share information on all forms of
crime, violence, and police abuse. Helpful as these are, there are also
downsides, such as deliberate misinformation.

View of Cairo showing incidents of sexual harassment reported by the public®

2
B

- Giza \
1. ‘ -
| )»_
L

Q

Source: Petesch 2013 for the WDR 2014.

a. WDR 2014 team based on data from Harassmap at httpz/harassmap.org. The red circles in the figure depict the number of reported incidents in that locality.



POLICIES TO SUPPORT RISK MANAGEMENT
FOUNDATIONAL = ADVANCED

Transparency and freedom of the press

Simpler conflict filters for fragile Violence and disaster hotspot maps

Policy priorities =

Protection Law and order for all; anti-discrimination measures

to improve risk s parsoe v ——

groups (particularly for fragile settings)

management at Community infrastructure and capacity for disaster management

Insurance Credit and savings (group-based or Credit, savings, and insurance (bank-based)
the communit e
y Coping Workfare for employment and basic Workfare for skill building
I I infrastructure
e v e Making humanitarian relief accountable Support delivered via permanent
for long-term results government systems
Community-targeted income support Means-tested income support

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.

Add a footer 34



The role of key social systems

Fostering resilience and prosperity
through a vibrant enterprise sector



Wage employment rises
with the level of economic development

Add a footer

a. Self-employment by region

Percentage of total employment, average 2004-06

100 -
— Maximum
90 — 75th percentile
— Median
80 -
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T
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b. Transition to wage employment

Percentage of total employment, early 1990s to late 20005,
selected countries

100 -
90
80
70 -
60 -
50
40 -
30 -
20 4
10 A
0 -

Percent

M Average 1991-95 W Average 2006-10

Source:WDR 2014 team based on data from World Bank World Development Indicators (database).

Note: Total employment consists of wage employment and self-employment. Organisation for Economic Co-operation and Development (OECD) countries in
panel a are high-income countries that have been members of the OECD for at least 40 years. All other countries are grouped into geographic regions.
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A better business
environment is

good not only for
productivity growth
but also for resilience
in the face of
adverse shocks.



Countries with a higher regulatory
burden experience more severe recessions

0.30 -
Correlation coefficient = 0.36
0.25 A .

0.20 -

0.15 A

0.10 A

Severity of recessions

0.05 +

0 0.1 0.2 03 04 05 0.6 0.7 0.8
Index of regulatory burden
m Industrialized e Developing

Source: WDR 2014 team based on data from Bergoeing, Loayza, and Repetto 2004.

Note: Index of regulatory burden varies from 0 to 1, where 1 indicates the heaviest burden. Data on regulatory burden cover financial
restrictions, trade barriers, firm entry costs, inefficient bankruptcy procedures, bureaucratic red tape, tax burden, and labor regula-
tions for the 1990s. The severity of recessions is measured by the sum of downward output deviations from trend for each country
during 1990-2000. The solid (regression) line in the figure depicts the fitted linear relationship between the y- and x-axis variables,
allowing for an intercept.



Typology of countries
by the flexibility and
formality of their
product and labour
markets

More
flexible
Armenia
Azerbaijan
Cambodia
Peru
2
=
3
[
=
] Benin The Gambia
= Botswana Georgia
g Burkina Faso  Guatemala
_§ Cameroon Guinea
© Coted'ivoire  Lebanon
2 El Salvador Madagascar
T
:
a
Bangladesh Ghana
Bolivia Haiti
Bosnia and Honduras
Herzegovina  jamaica
Burundi Mali
Chad Nepal
Less
flexible

Less formal

Morocco
Sri Lanka
Tanzania
Thailand
Uganda
Zambia

Philippines
Senegal
Sierra Leone
Venezuela, RB

Brazil
Bulgaria
Indonesia
Kenya

Algeria

Dominican
Republic

Ecuador

Egypt, Arab Rep.

Albania
China
Kazakhstan

Kyrgyz
Republic

Macedonia,

FYR
Mongolia

India
Lesotho
Libya

Mexico

Namibia
South Africa
Ukraine

Uruguay

Vietnam

Russian
Federation
Trinidad and

Yemen, Rep.

Australia
Austria
Belgium
Canada
Chile
Costa Rica
Czech Republic
Denmark
Estonia
Finland
France

Hungary
Italy
Jordan

Germany Netherlands
Hong Kon Norway
R.China Poland
Ireland Si
Israel Sweden
Japan Switzerland
Korea, Rep. United Kingdom
Latvia United States
Lithuania
Malaysia
Mauritius
Portugal Slovenia
Slovak Spain

Republic Turkey

Argentina
Croatia

Greece

Iran, Islamic Rep.
Romania

Production and labor formality

~N
—> More formal

Source: WDR 2014 team based on data from World Bank Pensions (database); World Bank World Development Indicators (database); World Economic Forum 2012;

and Schneider, Buehn, and Montenegro 2010.

Note: Economies in the top row are high (above the median value) in both product market flexibility and labor market flexibility (figure 5.2); in the middle row they
are high in one or the other of the two; and in the bottom row they are low (below the median value) in both flexibility indicators. Similarly, economies in the first
column on the left are low in both formal production and formal labor (figure 5.4); in the middle column they are high in one of the two formality indicators; and
in the last column on the right they are high in both formality indicators. Only economies with data for all four indicators are considered, and median values are

calculated within this sample.
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In an ever-changing
world, a vibrant
enterprise sector that
allocates resources
efficiently, promotes
innovation, and protects
workers and consumers
is crucial to resilience
and prosperity.




POLICIES TO SUPPORT RISK MANAGEMENT
FOUNDATIONAL

= ADVANCED

Policy priorities

Provide education and job-matching information

Basic skills and vocational training Innovative skills training

Protection

to improve the
enterprise

Improve policy certainty and secure property rights

Streamline basic regulations,
such as those on entry/exit

Spur innovation, induding technology adoption/
adaptation and innovation at the frontier

sector’s role

Extend social insurance coverage, possibly delinking it from work status

Facilitate access to credit Facilitate access to capital markets, for both

debt and equity

in risk =
management

Source: WDR 2014 team.

Fadilitate adaptability of wages and work hours

Develop insolvency mechanisms Facilitate appropriate reorganization and

avoid bailouts

Note: The table presents a sequencing of policies based on the guidance of chapter 2 for establishing policy priorities: be realistic in designing
policies 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.
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The role of key social systems

The role of the financial system in managing risk
More financial tools, fewer financial crises



Combining financial tools improves
preparation for losses of
different probability and severity

a. Self-insurance and market insurance tools make it b. Self-protection tools help decrease the
easier to cope with losses of different severity probability of a given loss
N N
2 a
o o
é g Self-protection (credit
% = savings, electronic payments,
= F investment diversification)
o [
(« o
Market
insurance ¢ afety
Payment nets
services |Savings| Credit
Severity of loss Severity of loss -

Source: WDR 2014 team.

Note: The diagrams depict a stylized loss distribution with fitted financial tools according to their efficiency to insure and protect
against possible losses (risk) of varying frequency and intensity. The personal loss distribution function (dark red line in panels a and
b) improves (shifts down and to the left) when people use financial self-protection (light red line in panel b).



The shares of formal and informal \

saving and borrowing change as
countries develop

a. Savings b. Borrowing

High income
countries

High income
countries

j

countries countries

e S e
countries countries

0 20 40 60 80 100 0 20 40 60 80 100

wiser IR gl - BE R A

% of population % of population
M Saved formally ™ Saved using other methods M Formal credit W Informal credit
M Did not save M Did not borrow

Source: WDR 2014 team based on data from World Bank Global Findex (database); Demirgiic-Kunt and Klapper 2012.
Note: The figure shows the percentage of adults saving or borrowing any money in the past year.
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Banks’ aggregate refinancing risk \
and foreign currency mismatches can

increase systemic risk in developing countries

a. Europe and Central Asia’s unusually heavy b. Foreign currency mismatches on bank balance
reliance on foreign savings sheets around the world
200 - -— 80 -
180 4 g
== 8 60 = T

F 160 !
g 140 o == Lo 40 =
= ¢ — 5 5 :
o 120 4 == 9 5 20 — Maximum
@ [

oo- B2 11 ¢ |
5 t 4 3 85 o T T T
© 80+ e £<
o 4 @ © i — Mean
S 604 = & -20 4
% == =
3 40 § a0 .

20 = = == ;3 - 1

0 1 1 1 T L) L) — -60 T T T T T Minimum
Lo Lo L & L F > S S
S O F o E & S FE Se & S &9 S
O L& P P & S v P o R &e‘
C \?Qo e O &» & N

Source:WDR 2014 team based on data from World Bank FinStats (internal database) (panel a) and Chitu 2012 (panel b).

Note: Data for panel a are as of end-2008. Regions in panel b are grouped as in Chitu 2012, with data as of end-2006. CIS = Commonwealth of Independent
States. FX = foreign currency.
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Making
macroprudential
regulators independent
and giving them
adequate policy tools
are the basics for
successful management
of systemic risk.



The possibility frontier \
of systemic bank resolution

a. Main resolution options b. Role of deep uncertainty

-
L

-

-

Risk of spillovers
Risk of spillovers

Risk of moral hazard Risk of moral hazard
Source: WDR 2014 team based on Beck 2011.



Prudent financial inclusion
can enhance financial stability
but, if excessive, can weaken it

a. Greater access to bank deposits can b. Excessive consumer credit can result in
aid financial stability excessive indebtedness
£ 50 - y=-0.4327 x x 45 4 y = 0.2649 x x
S SYR GAB " pr=0.1312 R*= 03544
1 40 + £ 40 - GRC
S o BGR
o LSO S 351
ol PHL -
- BWA § 30 - ROM
= L
g 101 sYc -
S S 25 -
T 0 <
€ £ 20 -
a-10 4 g
S B 15 -
2201 3
e} 2 10 -
g -30 - 2
c i
—; -40 o B 5 4
) -50 0 v . v v :
0 0 20 40 60 80 100
x = access to bank deposits, 2005, % x = annual growth in consumer credit, 2004-07, %

Source: WDR 2014 team based on data from Han and Melecky 2013 for the WDR 2014 (panel a); European Credit Research
Institute Lending to Households in Europe (database), and European Union Statistics on Income and Living Conditions (EU-SILC)
Survey (panel b).

Note: The solid (regression) lines in the figures depict the fitted linear relationships between the y- and x-axis variables. For panel a,
the vulnerability of the bank deposit base is conditional on per capita income, bank z-score, occurrence of a banking crisis, and imple-
mented explicit deposit insurance. For measurement of access to bank deposits, the composite index of access to financial services
by Honohan 2008 was used. Regression results are available upon request. All middle-income countries for which data are available
are included. For panel b, the countries are the EU-27 (excluding Ireland and Cyprus) plus Norway and Iceland. The arrears are on con-
sumer loan repayments. The results hold if arrears are replaced by self-reported financial burden, or if the annual growth in consumer
credit in 2004-07 is controlled for the size of subsequent bust in consumer credit in 2008-10.
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POLICIES TO SUPPORT RISK MANAGEMENT

FOUNDATIONAL > ADVANCED
Knowledge Collection and analysis of data Targeted finandial education IT solutions for better access to

on gaps in financial inclusion financial prices

System-wide collection of Financial stability reports Early warning models

macroprudential data

Public communication of concerns about systemic risk and steps to resolve the crisis

Policy prioritiesto o i e o e

° financial infrastructure market instruments
I m prove the Independent financial Macroprudential Crisis preparedness Crisis simulation
regulators regulation frameworks exercises

financial system’s e ————————

risk management and internal controls, compensation policies)

[ ] [ ] - " . 2
role in risk - B3
management vl suchorgs e

Coping Contract enforcement Efficient insolvency regimes  Preserved access to Consumer
and bad debt workouts credit protection
Failing bank Emergency liquidity Blanket deposit Lending
resolution assistance guarantees guarantees

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. G2P = government to person. IT = information technology. PPPs = public-private partnerships.
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The role of key social systems

Managing macroeconomic risk

Building stronger institutions for better policy
outcomes



The new normalin the world economy: Heightened
macroeconomic policy uncertainty in developed countries

Policy uncertainty index

300 -

250 A

8

150 -

8

W
o
1

0

Economic policy uncertainty has increased in recent years in the United States and Europe

a. United States

LTCM
crisis 9/11

Lehman
collapse

Debt ceiling

Fiscal
cliff

P

~N

L] L] L L) L L

o,q q‘“Oqu@@ S

o“‘d"@’

- |mplied volatility index =—— U.S. policy uncertainty

Sources: Bloom 2013 for the WDR 2014; Barro and Ursta 2012; Gourio 2012.

Note: The index of policy uncertainty is normalized to 100 for January 2008. The data and description of these uncertainty indexes is available at http:/www.
policyuncertainty.com. This index may also capture macroeconomic and political uncertainty. The implied volatility index (VIX) is a measure of the implied

volatility of S&P (Standard and Poor’s) 500 index options. LCTM = Long-Term Capital Management L.P.

Policy uncertainty index
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b. Europe
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To manage risk
properly, policy
makers must
graduate from being
crisis fighters to being
cycle managers.
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The increasing
complexity of
macroeconomic
management
hecessitates continuous
strengthening of
institutional capacity.



POLICIES TO SUPPORT RISK MANAGEMENT
FOUNDATIONAL > ADVANCED

POIicy priorities Knowledge Data collection and dissemination

Improve quality of data Monetary policy transparency
Inflation targeting

to improve riSk Protection Central bank independence | —
Flexible exchange rate regime
management at Build stronger fiscal frameworks/institutions Debt/deficit reduction

Insurance Countercyclical monetary policy; Hedging mechanisms; contingent bonds
t h e reserve accumulation
° Design better automatic stabilizers Str tic - —
macroeconomic P———— dscrtionseysockispendng

Coping Support from intermnational financial Contingent credit lines
level evson
Source: WOR 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.
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The role of key social systems

The role of the international community
When risks exceed national capacity



Damages from a disaster can exceed

a country’s annual
countries

GDP in developing

25 - Up to 11%

e of GDP
o
3
w20 4
vy
-
& 15 -
& 10 4
o
]
>
-
& 5
z
a

0 -

High income Upper middle
countries income countries

Up to 127%
of GDP

Up to 365%
of GDP

Low income and Small island states
lower middle
income 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.



International Community and its role

Source: WDR 2014 team.

Note:NGO =r

Global standard-
setters, regulators,
international

courts

scientific
community
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organi

Circumstances

Obstacles

Risk
management
elements

Tools of the
international
community

Source: WDR 2014 team,

Responding to severe Addressi e
humanitarian or economic crises na I “and
for country-specific risks et e
A
informational Cogpnitive or Access to
gaps behavioral markets and
gaps resources

« Global knowledge
and expertise

« Capacity building

+ Information

campaigns
« Scientific research

* Rules or « Ex ante pooling of /- Rapid mobilization
regulations global resources of global resources

« Platform for policy || - Facilitation of « Other international
dialogue regional resource risk-sharing tools

« Contingency pools
planning
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International
cooperation works
best when national
interests are well
aligned or when
domestic policy
imperatives are not
overriding.




Policy priorities to
improve risk
management at
the international
community level

Add a footer

POLICIES TO SUPPORT RISK MANAGEMENT
FOUNDATIONAL > ADVANCED

Improve data quality and availability Eliminate information gaps on finandial
institutions and exposures

Intensify scientific 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/financing of R&D
technology transfer, peacekeeping effort

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 financing 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 waming systems. R&D = research and development. RM = risk management. TA = technical assistance
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Under deep
uncertainty, policies
need to be robust in a
large range of possible
scenarios, and able

to be revised as
future circumstances
warrant.



Appendix




Who's at Risk?




Risk — Problem — Crisis — Disaster

Past Present Future
Action
s Problem ;
Crisis/Problem Management
Decisions/ Aeton
Activities @@ 2 <M - - - - e e
Risk Management
Decisions/ . Nolsur.prise
Activities - Objectives

achievement

Source: Preparatory Exam for Risk Management Professional Certification, LSP MKS.



Risk & Risk Management

Risk (Downside)



Downside vs. Upside Risk

Good things do No Creation of
not happen UPSIDE RISK Value

Bad things that
happen

Damage the
DOWNSIDE RISK Value of the firm

Source: Preparatory Exam for Risk Management Professional Certification, LSP MKS.



Enterprise Risk Management\
Fundamentals

Do we have the

Are we taking the

Are we taking the

right risks?

How are the risks we take related
to our strategies and objectives?

Do we know the significant risks
we are taking?

Do the risks we take give us a
competitive advantage?

How are the risks we take related
to activities that create value?

Do we recognize that business is
about taking risks and do we make
conscious choices concerning these
risks?

right amount of
risk?

Are we getting a return that is
consistent with our overall level of
risk?

Does our organizational culture
promote or discourage the right
level of risk taking activities?

Do we have a well defined
organizational risk appetite?

Has our risk appetite been
quantified in aggregate and per
occurrence?

Is our actual risk level consistent
with our risk appetite?

Source: Various (PwC, KPMG, ERM Academy

right infrastructure
and processes to
manage risk?

Is our risk management process
aligned with our strategic
decision-making process and
existing performance measures?

Is our risk management process
coordinated and consistent across
the entire enterprise? Does
everyone use the same definition
of risk?

Do we have gaps and/or overlaps
in our risk coverage?

Is our risk management process
cost effective?




Enterprise Risk Management Fundament
-Are we taking the right risk?-

Compliance and Operating Strategic Initiatives
Opportunity Prevention Performance & Growth

(Enhance)

Litigation

Shareholder Value
Impact

Hazard
(Protect)
Regulatory Driven Market Driven Self Driven

Source: Various (PwC, KPMG, ERM Academy). Illustration — are we taking the right risks?



Enterprise Risk Management Fundament
-Are we taking the right risk?-

Opportunity BUSINESS . S S
A OPPORTUNITY et Riaie B o
This is where the ~ "-Product/service Product/service s
leaders are .~ life-cycle innovation
heading " managenfenl' Attract best staff
\ Cost efficiencies

Brand enhancement
Build market share

RISK MANAGEMENT

This is where many
organisations start

Risk

Compliance » * Managing for » * Strategic *
‘ and risk
L

advantage
management



Enterprise Risk Management Fundanh
-Are we taking the right amount of risk?-

Zone 1 ’ lZoneZ ” Zone 3 |H
4 Insufficient Optimal Excessive
Higher risk leads Risk Taking Risk Taking . Risk Taking
to higher return |
N J:
: 23
t
] <9
« O~
.2
o
> >
Risk and absolute return Risk and relative return

Source: ERM & Control — James Lam. Illustration—are we taking the right amount of risk?



Enterprise Risk Management Fundament:\
-Do we have right infrastructure & process to manage

risk?-

Example of ERM dashboard:

Are our objectives and targets in the
risks?

Have we followed the rules and
regulations?

Have risky incidents been escalated?

Do we have KRI and trend that need
immediate response?

Which risk assessment should be
reviewed?



How far/high you want to go?




ISO 31000:2018 Risk Management

Guidelines

mprovemen

Integration

Leadership and

Continual

Integrated
Improvement

Human and
Cultural

Factors Value Creation

and

Best Protection

Available
Information

4. Risk Management Principles

Commitment

Implementation

5. Risk Management Framework

Source: SNI I1SO 31000:2018, BSN.

Risk Assessment

Risk Identification

Risk Analysis

Risk Evaluation
v

Recording & Reporting

Communication & Consultation

6. Risk Management Process
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