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Abstract

The relationship between public health capacity to fight infectious diseases and
foreign direct investment is circular. Foreign companies may be wary of
investing in a location that lacks the capacity to mitigate the consequences of
disease or exposes workers to dangerous pathogens. Yet, many nations lack the
resources to build sufficient capacity to prevent, detect and respond to disease
without sufficient investments and improve economic status. Here, we explore
how to incentivize and offer some assurances to potential investors
contemplating investment in a developing country considered a hotspot for
future infectious disease outbreaks, as well as means to encourage development
of national capacities to prevent, detect and respond to biological threats. We
suggest that the Multilateral Investment Guarantee Agency (MIGA), part of the
World Bank Group, could guarantee private investment against infectious
disease events, based on a formula that rewards countries for making
improvements in public health capacity.
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Background

Many developing nations need direct foreign investments to prosper. Yet many of those
developing nations are prone to infectious disease outbreaks and endemic disease
burdens, and private investors want some confidence that developing countries are
taking responsible steps to reduce possible endemic and epidemic risks that could
decimate their business plans.

Not only are large infectious disease outbreaks bad for population health, they also
adversely impact security, stability and economic viability of a country. Aggregate
cumulative losses in Guinea, Sierra Leone and Liberia due to the 2014-2015 Ebola
outbreak stood at US$2.2 billion in mid 2015%; the SARS outbreak in 2003 cost the
Canada and Southeast Asian nations approximately US$50 billion2; MERS in South
Korea led to over 17,000 people being quarantined and an estimated 40% drop in
foreign visitors.3 Avian Flu outbreaks, which affect humans both in terms of health and
economic loss, continue to pose significant risks in both developed and developing
countries.4 5 Despite the high costs incurred, most developing countries chronically
underinvest in prevention, planning, risk monitoring, or establishing funding
mechanisms to deal with health emergencies. ¢ 7 The nature of their political economies
tend to undermine strategic, long term priority setting and resource commitment, and
this is compounded in that, for the most part, development assistance is targeted to
specific diseases.
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A recent paper by Fan, Jamison and Summers found that the potential cost of a global
pandemic would be approximately $570 billion per year, or .7% of global income.8 Yet
the ability to prevent such pandemics relies upon a struggling global system and nations
that have not yet built effective core capacities. The May 2016 Ise-Shima Summit of the
“Group of 7°(G7), reiterated this concept, recognizing that public health emergencies
could have serious effects on virtually all economies and productivity, and committed
the G7 countries to take a series of concrete actions to build global capacity.9 Global
responses to identify and combat future public health crises hinges on effective global
coordination, alert mechanisms, financial instruments that provide adequate and timely
financing to communities, government, as well as to existing or future private investors.

Recent efforts by international organizations and countries have sought to address
previous shortfalls through policies, regulations, information, core capacity building,
and funding needs, albeit piecemeal.

The World Bank and Pandemic Preparedness

The World Bank Group (WBG) has been a major force in delving into and trying to find
ways to address preparedness and response to infectious disease outbreaks. The WBG
has long explored pandemic disease and other disease threats as they impact
development, and has recently taken a leadership role in assisting lower income
countries in finding innovative ways to strengthen health care systems, attain universal
health care, respond to biological threats, and address core capacity requirements of the
World Health Organization’s International Health Regulations (IHR).

It has used its existing International Development Association (IDA) and International
Bank for Reconstruction and Development (IBRD) windows to assist West African
countries in responding to the Ebola outbreak, and in developing relevant projects. The
World Bank is currently considering proposals for IDA to include assessments of core
public health functions and development of pandemic preparedness plans.1©

In May, 2016, the World Bank finalized the “Pandemic Emergency Financing Facility”
(PEF) with the objective to reduce or even eliminate the financial constraints to rapid
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responses to an infectious disease outbreak, using pre-arranged public and private
financing, including leveraging from insurance and capital markets.!t The PEF is
designed to complement the role of the WHO Contingency Fund for Emergencies (CFE).

These are worthy initiatives, containing elements which bring the competencies of the
public sector, the resources and efficiencies of some aspects of the private sector,
including the global insurance industry, to common cause, and mutual benefit. That
said, private sector enterprises, whether existing or potential investors, have much
broader interests but are not often considered or seen as a core participant/recipient of
attention.

Indeed, it is a deeper understanding of the linkage of the public and private sector, and
the multi-dimensions of private sector engagement, that has been usually missed and
among the most challenging aspects in supporting measures to deal with infectious
disease prevention, preparedness and the economic costs-or possible benefits. The
dimension of this relationship, which has had insufficient attention, is essentially how to
incentivize and offer some level of comfort to a potential investor contemplating a
significant investment in a developing country, one considered a possible “hotspot” for
future infectious diseases.

Virtually all developing countries will need or want increased direct investment, but the
intricate connection between high risk infectious disease prevention, preparedness, and
external investment financing has not been on the public sector radar, global or
otherwise. Countries and the international financing community must identify a means
to allay the concerns of external investor that may choose one developing country over
another based on external disease threats.

The Multilateral Investment Guarantee Agency (MIGA)

The Multilateral Investment Guarantee Agency (MIGA), part of the World Bank Group,
is designed to guarantee private investors concerned about risks which bear on a
decision whether or not to go forward. Established in 1988, it provides political risk
insurance to promote foreign direct investment in developing countries, MIGA
currently guarantees against expropriation, transfer restrictions, breach of contract, war
and civil disturbances and non-honoring of sovereign financial obligations. The
assumption was that international political risk would be best assured by the public
sector instead of relying on private insurance. MIGA is designed as an instrument to

11 World Bank. Pandemic Emergency Financing Facility- Global Pandemic Response Through a Financial
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connect the mutual interests of lower and lower/middle income countries’ public sector
with potential private investors by providing heightened confidence to the latter with
regard to aspects of investment risk that lie outside normal course of business.

Much has changed, however, since the last century in terms of what can be considered
priority public sector investment risk protection. MIGA Articles of Establishment
provide flexibility in interpreting what these risks might be and in calculating the
premiums required for coverage of such risks. The agency could be utilized to facilitate
private investment in disease ridden environments, while at the same time providing a
financial incentive for national governments to prioritize public health infrastructure
development.

For example, a mining company may consider a new construction project requiring
thousands of workers and in a country that has weak healthcare and public health
infrastructure, limited to nonexistent capacity to detect or respond to an infectious
disease outbreak, and has a high endemic disease burden. The company’s business plan
cannot afford an Ebola-like event, which would shut down its operation. The country,
however, desperately needs the mining investment but is strapped for public funds to do
what is needed to advance its infectious disease capacities and preparedness planning. If
a MIGA guarantee premium formula over the life of the private investment could be
based on rewarding a country making improvements, it would be a win-win situation.
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Figure 1: Circular process for Investment, Guarantee and Public Health Capacity Building



One of the political risks covered by MIGA is “Breach of Contract,” to protect against any
losses from breach of a project agreement. Using its “Breach of Contract” cover, MIGA
could include a limited governmental contractual agreement in the guarantee that the
government would take reasonable steps in meeting the IHR core capacities. This
contractual agreement would be breached if the Government failed to build (or make
progress towards building) its public health infrastructure as dictated by the IHR.
Alternatively, MIGA’s Board could extend coverage and identify a new specific covered
risk of public health emergencies.

This would be a new area of international public/private financial engineering, and
benefit from a step-by-step approach to determine if it is a viable mechanism. MIGA
could do so by pursuing the following set of actions:

1. Conduct and initial assessment of existing insurance guarantees

2. Analyze the potential marketability to countries

Present to the MIGA Board alternative options for sequential engagement to pilot
the approach

Allocate contingency resources for experimentation over a limited period of time
Conduct a 3-5 year pilot

Evaluate utility, demand ad other concerns that arise during the pilot

Conduct monitoring and evaluation for mid-course corrections to allow for in
depth understanding of the pros and cons of the concept.
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Conclusion

There is much work to do to explore the possibility of expanding MIGA coverage to deal
with public health emergencies, but it is worth exploring because public health
emergencies are here to stay, the public sector cannot do it alone, and the external
private sector has much to lose or gain, depending on what core capacities in health are
in place.. MIGA is an existing organization with a solid track record, familiar to both
governments and the private sector, and has the potential to incentivize national
investment in public health infrastructure to prevent pandemics, at the same time
encouraging more direct foreign investment in the countries that need it most.

Given the World Bank’s existing efforts to protect against pandemics, MIGA should be
part of the Bank’s suite of activities to provide for a more comprehensive approach to
prevent, prepare and react to public health emergencies. No viable private sector
insurance options exist in this space, nor is there any private/public mechanism
alternative on the horizon. Thus MIGA would fill a vacuum, one consistent with the
World Bank Group mandate, boost the development of ITHR core capacities, and
enhance the ability of a developing country to attract private investors. To paraphrase
John F. Kennedy’s famous quotation, “A rising tide of heightened infectious disease
capacity will lift the wellbeing of everyone.”
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