
RISK MANAGEMENT IN INNOVATION

MIYAZAKI Suguru（Ph.D., Economics）
Chief Representative,
JICA Uzbekistan Office



WHAT I TALK TODAY…

 Innovations & risks

Variations of risks

How do risks affect the reality?

Possible measures to control risks
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INNOVATION & RISK?

Definitions of Risk:  “the possibility of something bad happening” 
by Cambridge Dictionary

But different definitions…
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INNOVATION & RISK?

 For example, in finance:

 Risk is the possibility that, on an investment:
“Expected return(E)”≠”its Actual return(A)” 

 This includes not only "downside” cases (E>A)
but also "upside“(E>A) cf. opportunity

 The possibilities are ‘Quantifiable’ (cf. Knightian Uncertainty)
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INNOVATION & RISK?

 Thus in finance, risk is defined as:
Possibility x Impacts 
→both upside & downside
→expected gain/loss

 BUT in our daily use:
Possibility x Losses/Damages (=expected losses/damages)
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INNOVATION & RISK?

Innovations: Possibility x Gains

Risk(in daily sense): Possibility x Losses

→’Symmetry’
→Innovations require taking risks
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INNOVATION & RISK?

Proper risk control
→ENABLING ENVIRONMENT for INNOVATION
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 Idiosyncratic  Risks

 Systematic/Aggregate Risks

VARIATIONS OF RISKS
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VARIATIONS OF RISKS

 Ex-ante: Transcribed from Latin, it means “before the event.”

 Ex-post:  Transcribed from Latin, it means “after the event.”
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VARIATIONS OF RISKS

Shimada[2014]

Goals:

 To minimize the triangle area
by adopting ex-ante and/or 
ex-post measures

 ‘Resilience’
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HOW DO RISKS AFFECT THE REALITY?

1.Climate change

 Mitigation(ex-ante): measures to reduce GHG

 Adaptation(ex-post) : measures to address increasing ‘extreme events’
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HOW DO RISKS AFFECT THE REALITY?



HOW DO RISKS AFFECT THE REALITY?

2. Middle Income Trap & Ex-Ante Risks

‘Upgrading’ Industrial Structure requires taking risks

Risk-averse mindset brings stagnant situation 
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HOW DO RISKS AFFECT THE REALITY?

3. Impacts on the poor

 Income levels are ‘dynamic’

 Some are moving out of poverty, while others are descending to it

 BUT poor population cannot afford more income downturn…
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HOW DO RISKS AFFECT THE REALITY?
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貧困層は流動する①

Krishna(2006)
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POSSIBLE MEASURES TO CONTROL RISKS

 Importance of INSURANCE, in a broader sense..
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POSSIBLE MEASURES TO CONTROL RISKS

Case 1: Master Plan 
for Infrastructure

--taking climate change risks 
into consideration

--upgrade the specification 
to address extreme floods 
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POSSIBLE MEASURES TO CONTROL RISKS

 Goals: To address Climate Change

 Tools: New Precipitation Simulation Models(Global-Local)



POSSIBLE MEASURES TO CONTROL RISKS

Case 2: Weather Index Insurance in Kenya(pilot)

 Target: Maize & wheat in non-irrigated areas

 To be sold with agricultural inputs(seeds/fertilizer)

 Sold via mobile phones

 Rate：5％ of inputs

 Managed by a seed company(tentatively as a CSR activity)
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POSSIBLE MEASURES TO CONTROL RISKS

 Goals: To address Climate Change & Poverty

 Tools: Index system & Mobile telecom networks



POSSIBLE MEASURES TO CONTROL RISKS

Background

Kenya: Limited irrigable land in the country

Risks brought by climate change supposed to increase
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POSSIBLE MEASURES TO CONTROL RISKS

Income risks by Alderman and Paxson[1994]

 (1)Risk management(ex-ante):
actions to reduce the variability of income

 (2)Risk coping(ex-post): 
smooth consumption inter-temporally
①saving
②access to (bridging)finance
③risk-sharing
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POSSIBLE MEASURES TO CONTROL RISKS

Conventional measures/difficulties
①Irrigation/limited area, lack of capital
②Crop diversification/huge initial investment
③Mutual assistance/not workable in aggregate damage

→Possibility of a new solution?
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POSSIBLE MEASURES TO CONTROL RISKS

 Difficulty for the poor to access insurance market/
Difficulty for insurance companies to serve the poor
osts (expected to be) caused by various risk factors 
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POSSIBLE MEASURES TO CONTROL RISKS

 Innovative aspect of INDEX system：’Cost reduction’
① Cost for information：

No need to dispatching staff to assess baseline/damage
② Cost for negotiation：depending on ‘objective’ index instead of 
reporting from the clients, which might have motivation behind
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POSSIBLE MEASURES TO CONTROL RISKS

 Innovative aspect of Mobile network：again,’COST REDUCTION’
①Cost for motivated behaviour：By transaction without human 
factor(dispatching delivery staff), can avoid moral-related risks
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POSSIBLE MEASURES TO CONTROL RISKS

 Dissemination still underway

 Obstacles?

 High rate？

 Difficulty to make payment？

 Insufficient financial literacy of the farmers？

 Lack of trust in the insurance company？
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Thank you!

MIYAZAKI Suguru
Miyazaki.Suguru@jica.go.jp
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