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Abstract:

Governments and businesses have to hope for the best and plan for the worst. R&D strategy is 
often driven by seeking a better understanding of a risk or to reduce the risk from an innovative 
product or service. For example governments are prepared to fund very large programmes of 
research to understand climate change because actions to respond to climate change will 
consume significant resources. Narrowing uncertainties is required before these tough resource
allocation decisions can be made.

Alternatively R&D is undertaken to determine how to counter a threat - for example the 
possibility of an influenza pandemic or a Foot and Mouth Disease (FMD) outbreak. The 
strategic framework used to decide what R&D government supports should start with an 
inventory of risks.

Business R&D strategies are driven by maximising value. Optimal application of resources 
to create the greatest value is a risk decision - commitment by pharma companies to drug 
discovery requires confidence that out of the hundreds of thousands of possible new drugs 
tested that a few will be blockbuster winners.
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Neutral platform to promote debate on policy issues that have a 
science, engineering, technology or medical element
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A Government Perspective
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Does the UK 
government 
manage risk 

well?
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Examples of policy issues
• Influenza pandemic modelling
• Foot and Mouth Disease Contingency 

Planning
• Flood risk
• Counter-terrorism
• Pensions policy
• Energy supply forecasts
• Health threats – C deficile
• Transport demand forecasts
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From Sir David Omand, King’s College London
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www.ukresilience.info
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Better Regulation Commission 
– independent body set up to 
monitor government 
management processes

Conclude:

Inconsistent approach to risk 
criteria across departments

Fear of failure, risk aversion 
dominates actions

Time horizon short – one to 
three years

Ministers hate surprises

Policy is driven by events
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Foot and Mouth 
Disease (FMD) 
Outbreak

Virus escape from a 
research laboratory –
mechanism not 
immediately clear

Fine balance between 
managing an outbreak 
and the impact on the 
economy of restrictions 
on the movement of 
animals.  

Particularly acute in 
September because of 
lambs and other 
animals being sent for 
slaughter.
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Response to the Foot and Mouth outbreak

• Cabinet Office co-ordination of the response
• Expert advice co-ordinated by the Chief 

Scientific Adviser, Sir David King
• Important roles of the Chief Veterinary 

Officer, Dr Debbie Reynolds, and the Chief 
Scientific Adviser, Sir Howard Dalton at the 
Department for Environment, Food and Rural 
Affairs

• Economic analysis of policy choices
• Many conflicting views from “experts”
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Intergovernmental Panel on Climate Change

Summary for Policy Makers

Complex process of consensus 
building to build trust in the 
recommendations

Peer review essential

Global network of scientists
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Faraday/Venadsky Temperature Time Series (monthly average)
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Managing the communication of uncertainty

Is the Antarctic 
Peninsula warming?



Dr Dougal Goodman, The Foundation for Science and Technology

Stern Review of the Economics of Climate Change

Professor Sir Nicholas 
Stern appointed by the 
Chancellor to review the 
economics of climate 
change

Peer review not easy

Recommended action 
today to protect future 
generations

A risk management 
decision
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Risk assessment in government 
– science advice is almost 
always required for identifying 
and recommending response to 
risks but Ministers do not 
always use that advice.  

Trust is a key issue.
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A Business Perspective
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UK Combined Code on Corporate Governance

“A company’s objectives, its internal organisation and the 
environment in which it operates are continually evolving and, 
as a result, the risks it faces are continually changing. 

A sound system of internal control therefore depends on a 
thorough and regular evaluation of the nature and extent of the 
risks to which the company is exposed. 

Since profits are, in part, the reward for successful risk-taking in 
business, the purpose of internal control is to help manage and 
control risk appropriately rather than to eliminate it.”

UK, Financial Reporting Council, 2003  www.frc.org.uk
The FRC is the UK’s independent regulator for corporate reporting and governance
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Risk of ruin

Cash Flow and Reserves
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Boards manage 
businesses to 
protect the 
company from a 
deep downside 
rather than the 
most likely 
outcome.
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Deep downsides – only some can be quantified

• Sudden product price or 
margin fall

• Customers do not pay 
for goods or services

• Liability claim
• Loss of trust of 

employees
• Outrage of the public
• Projects fail to complete 

on time and within 
budget

• Business interruption 
from natural 
catastrophes

• Fire or explosion at a 
facility

• Fraud, accounting or 
trading failure

• Collapse of a supplier
• Regulatory or tax step 

change
• and so on…

Risk level controlled by elimination, management or transfer
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UK Financial Services Authority

Financial Risk Outlook 2007

1 Firms must be prepared to respond to 
extreme risk scenarios – influenza 
pandemic, climate change as examples

2 Terrorism

3 Illiquid financial instruments

4 Trade confirmations for derivative trades

5 Financial crime

6 International regulatory reform

7 High levels of personal borrowing

8 Consumer understanding of risks

9 Fair treatment of customers

Role of the regulators

Annual report to help 
businesses think about 
risks
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Northern Rock web site 
14Sep07

Welcome to Northern Rock. If 
you need some cash - you've 
got it.

Our typical APR is 7.4%, so take 
advantage of this low rate loan 
today.

You can spread your repayments 
over one to ten years and with a 
fixed interest rate, you can be 
sure that what you borrow 
remains affordable.

Northern Rock shares plunge 
32%

From the BBC news web site 
14Sep07

Some customers were queuing 
outside Northern Rock branches.  
The price of shares in one of the 
UK's largest mortgage lenders, 
Northern Rock, has fallen 32% 
after it had to ask the Bank of 
England for emergency funding. 
But experts and officials insist 
that Northern Rock, which has 
£113bn in assets, is not in danger 
of going bust.



Dr Dougal Goodman, The Foundation for Science and Technology

Summary
• Think tanks give advice but do not decide policy

• Ministers are overloaded with advice often conflicting

• Scenario testing and exercising before an event can 
clarify policy thinking

• “What if” analysis is essential to test all dimensions 
of a policy decision

• Analysis can only go so far – decisions are often 
based on a combination of analysis and very 
nebulous information and context
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