Background Note: GAR13 call for papers

Introduction: general disaster risk trends

All countries have a unique risk profile or footprint and experience a mix of extensive
(frequently occurring, low-severity) and intensive (infrequent, high-severity) disasters.
Both categories of disaster risk have important social and economic consequences.

Intensive risk impacts

Most disaster mortality and massive destruction of housing and infrastructure is a
manifestation of intensive risk.! In absolute terms, mortality risk is concentrated in low-
and middle-income countries, and economic loss risk in high-income countries; in
relative terms, however, both kinds of risk are disproportionally concentrated in low-
and middle-income countries.2

Manifestations of intensive risk can lead to sudden and negative impacts in a country’s
GDP, especially when there is a lack of liquidity to respond.3 However, the literature on
the economic impacts of intensive disasters contends that in some cases the inflow of
new capital for reconstruction (insurance pay-outs, international credits, humanitarian
assistance and contingency financing) may stimulate the economy.%>

However, these impacts almost certainly depend on the characteristics of a country’s
economy. Small countries, such as SIDS, with economies concentrated in one or two
sectors, low levels of gross national savings and capital accumulation, and difficulties to
participate in the global economy are less resilient and have more difficulty recovering
than countries with large, diversified economies (where in any case most assets are
insured).6

In developing countries, average annual damages from large disasters were 7.1 percent of
GDP over the period 1977-2001, but in small states the average damages were much
higher: 9 percent of GDP from 1997-2001, and peaking at 34.7 percent from 1987-1991.7
Looking at examples from individual countries, the occurrence of three back-to-back
tropical cyclones in 1989 and 1990 inflicted damages that effectively set back Samoa’s
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economy 35 years;8 and five years after Hurricane Mitch (1998), the GDP of Honduras
remained 6 percent below pre-disaster forecasts.?

Extensive risk impacts

Most damage to housing, local infrastructure and livelihoods are manifestations of
extensive risk, accounting for 54 percent of houses damaged by disasters, and 55 percent
of damage to health facilities.l0 Manifestations of extensive risk are concentrated
primarily in low- and middle-income countries that are unable to manage the underlying
risk drivers of poverty, environmental degradation, badly managed and planned urban
growth and poor governance.ll Most high-income countries have invested in risk
management measures that significantly reduce extensive risks but which may increase
exposure to intensive risk.12

Recurrent extensive losses (when monetized) may also have significant impacts on a
country’s GDP, particularly when large numbers of events lead to covariate impacts.
Between 2005 and 2009, for example, extensive disaster losses cost Costa Rica 0.8
percent of GDP, equivalent to approximately 18 percent of public investment.13

Alarge part of the losses associated with extensive risk are not accounted for, not paid for
by governments and are instead absorbed by low-income households and small
businesses.1415 These losses are often translated into poverty outcomes, such as the
increasing breadth and depth of poverty, increased inequality, declines in nutrition and
health, among others.1¢ There are measurable impacts on particularly vulnerable groups
such as children. The cost of these indirect impacts has not been adequately measured.

Disaster risk trends

Disaster risk levels have been increasing over the last 30 years, though in a differential
manner. In terms of intensive risk, exposure has increased rapidly as a consequence of
demographic and economic growth: growth has been concentrated in areas exposed to
major hazards, such as cyclone-prone coastlines and river flood plains.17.18 However,
along with improved development countries have at the same time been improving their
capabilities for disaster management, meaning that mortality risk has been static or
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declining in most regions—with the exception of countries with very low conditions and
capacities for vulnerability reduction.?

Countries have not, however, been able to address the vulnerabilities that account for
economic loss, and they have had far more difficulty using measures such as land-use
planning, building standards and environmental management to reduce vulnerability.20
As a consequence economic loss risk has continued to rise, particularly in rapidly
growing economies: for example OECD countries in the 1990s and East Asian economies
in the 2000s.21 Rapidly increasing exposure, without commensurate reductions in
vulnerability, means rapidly increasing economic loss risk. Even high-income countries,
where vulnerability is already low, are experiencing higher economic loss risk due to
increased exposure.22

In developing countries, this situation has been exacerbated in cases where access to free
or inexpensive post-disaster funding has discouraged proactive, ex ante risk
management. Given the higher cost of risk financing solutions offered by private markets,
some argue that it is rational for these countries to rely largely on free ex post aid and
development banks’ post-emergency lending.23 Another alarming trend in developing
countries is that during the aftermath of large disasters, governments tend to decrease
spending and increase revenues simultaneously, leading to deeper adverse
macroeconomic outcomes.24

The increase in losses associated with extensive risk has been even more pronounced,
particularly in countries with rapidly increasing exposure. Even allowing for
improvements in disaster reporting and other data biases, damages to housing and local
infrastructure have soared over the last 20 years, a trend that appears to be directly
linked to rapid urbanisation, environmental change, poverty and weak governance which
also magnify weather-related hazards associated with flash floods, landslides or storms.
Costa Rica’s extensive flooding in 2010, for example, was influenced by rapid
urbanisation—this despite the fact that the country as a whole has relatively strong
environmental protection capacities.?>

Private investment and disaster risk accumulation

[t is not only public, but also private investment that drives accumulated increases in
exposure and risk. Public investment normally represents only 5-15 percent of a
country’s GDP, implying that private investments are responsible for the other 85-95
percent.26 The relationship between private investment and disaster risk works in both
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directions: private investment is negatively affected in disasters, but it also can generate
and magnify disaster risks, particularly when hazards have not been adequately factored
into investment planning and decision-making. The private sector therefore shares
responsibility with the public sector for the increase in both intensive and extensive
disaster risk. Businesses are also affected by disaster losses and impacts on the wider
community, such as on the living conditions of the workforce, interruptions of supply
chains, damage to infrastructure and energy distribution, loss of markets, etc.27.28.29.30

Historically, small and medium-sized businesses have proven to be more vulnerable to
disasters than large corporations, and in terms of sectors firms in the wholesale/retail
and service sectors have been more vulnerable than manufacturing and financial
firms.31.32 Therefore, it seems likely that globally mobile international corporations may
not in general factor disaster risk very highly in their investment and business decisions.
The big business segment of the private sector is likely to be affected principally by
manifestations of intensive rather than extensive risk,33 meaning that in any one place it
is only affected by disasters every twenty or thirty years.

While there may be incentives to ensure business continuity, through increased emphasis
on preparedness and planning, for example in the tourism sector,3# it is unclear to what
extent disaster risk has influenced corporate decision-making. Last year, the direct and
indirect losses attributed to the Great East Japan Earthquake in March and the October
floods in Thailand contributed to a record amount of losses—estimated by Munich Re to
be US$378 billion—with the latter disaster alone setting back global industrial
production by 2.5 percent.35 The magnitude of these losses indicates that this type of risk
is not well accounted for in investment decisions. Factors such as labour costs, tax breaks,
subsidies and other incentives from governments, asa well as access to markets and
political stability probably had more weight in corporate decision-making. The majority
of the assets of this segment are likely to be insured, and with investment and business
spread over a large number of different countries risk is effectively spread. In a time of
rapid economic growth it is also easier to write off losses when they occur.

In contrast, the small and medium-sized businesses—especially those in low- and middle-
income countries—are likely to be affected not only by intensive but also by extensive
risks.36:37.38 The destruction of road infrastructure, bridges, local facilities, etc. can have
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drastic impacts on small businesses that do not have financial reserves, access to credit or
insurance or redundant supply chains. Government-insurer or public-private
partnerships (as they exist in high-income countries) are generally inadequate for
providing security against financial shocks because households, farmers and businesses
in these countries cannot easily afford commercial insurance to cover their risks, even if
itis offered and backed by the government.3240 Losses of employment and livelihood in
the small and medium-sized business sector are also correlated with the increased
poverty or poor macroeconomic outcomes described above.*!

In all sectors of business, while insurance may permit the recovery of lost or damaged
plant and facilities, it does not cover loss of markets and customers while production and
services are interrupted. As a consequence, therefore, disaster loss and impacts often ;ead
to business closure, with downstream impacts on employment, taxation and the
economic health and social welfare of localities and regions.

Disaster risk and the global political economy

These risk trends have to be interpreted in the context of changes in the global political
economy during the last several decades.#2 While each country has evolved very
differently, some common characteristics of this evolution include: liberalisation of
markets and a rapid increase in trade and capital flows; deregulation and a retrenchment
in terms of the role of the state to plan and manage development; structural adjustment,
with a reduction in social spending and guarantees, and the transfer of responsibilities to
the private sector in areas such as health and pensions; growth in inequality (both
between rich and poor countries and between the rich and poor within countries).43
While many countries have seen unprecedented economic growth during this period, this
has also been accompanied by a equally unprecedented increase in exposure to physical
hazards, which has not been compensated for by reductions in vulnerability.

Economic growth has always been characterised by “boom-and-bust” business cycles,
with inherent and recurrent crises attributed to overproduction.** These crises, in turn,
are also often associated with excessive risk taking and speculation. For example, the
global credit crisis that began in 2008 was preceded by a period of overproduction and
speculation in the real estate sector (in the United States and Spain, for example)*> and
the financial sector—which was closely linked to the real estate sector via risky sub-
prime mortgages, mortgage-backed securities and credit default swaps. The initial crisis
has spread to other sectors and countries as a result of a weaker dollar, a decline in global
trade, crises of investor confidence and other factors.4é
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Another factor common to both the configuration of financial and disaster risk is the
degree to which the investment community has deceived itself to the true risk inherent in
individual investments, abbetted by absent or ineffective regulatory and ratings
systems.*” While in periods of growth countries and economic sectors may have greater
willingness to accumulate disaster risks and capacity to absorb losses and impacts, this is
likely to be less so in a period of deep recession. Just as the capacity of states to service
debt payments or to meet social obligations is compromised, so is their capacity to deal
with disaster.

Looking ahead: hypotheses concerning future disaster risk trends

The current constellation of political and global economic crises has a number of possible
implications for the direction of disaster risk trends. Firstly, slower economic growth may
slow down the rapid increase in exposure experienced during the last 20 or 30 years,
effectively decelerating or flattening the growth of economic loss risk. However, this
effect may be offset by increases in hazard due to climate change impacts and due to
increases in vulnerability as a consequence of less investment in vulnerability reduction,
pressure to weaken environmental and other regulations and cutbacks in social
protection due to austerity budgets.

Another recent and potentially game-changing trend in disaster risk is the increasing
concatenation between different kinds of risk—a trend that does affect big business. In
July 2005, for example, a week of heavy rains in Mumbai disrupted water, sewer,
drainage, road, rail, air transport, power, and telecommunications systems;*8 and the
Great East Japan Earthquake and its resulting tsunami disrupted the power grid, which in
turn precipitated a nuclear disaster at the Fukushima Daiichi nuclear power plant.4?

The capacity of any given economy to absorb losses and recover will likely be reduced in
a context where intensive disaster impacts coincide with an existing economic crisis.
Similarly, disaster losses in key economic sectors, such as energy or food agriculture, may
precipitate spikes in food, fuel or energy prices or other crises, which in turn may impact
broader economic performance.

In contrast, however, in a context of increasing competition for investment between
countries, regions, cities and businesses, it is also possible that risk reduction could
become a characteristic of sustainability, competitiveness and resilience. In other words,
reduced risk may become as important as low labour costs, political stability, access to
markets and other factors that have traditionally influenced investment and business
decisions. If this hypothesis is correct, managing disaster risk may become a key
determinant of social and economic welfare in the decades to come. While the key
incentive may be to avoid unaffordable losses and impacts, disaster risk reduction may
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also facilitate reduced poverty and inequality, healthier ecosystems, more liveable cities
and easier adaptation to climate change.

In order to examine these issues and hypotheses, UNISDR seeks background papers for
the 2013 Global Assessment Report (GAR13) that address the following questions:

1. What has been the relationship between changes in the broader political
economy since the 1970s and disaster risk trends? If the political economy has
generated incentives for greater (or lesser) risk-taking at all levels, how has this
manifested in patterns of disaster risk?

2. How do investment decisions in the private sector (in a context of incentives
and regulation by the public sector) increase levels of disaster risk and, in some
cases, transfer risk from private investors to governments and to other sectors of
society?

3. To what extent are increasing disaster losses, in a context of reduced fiscal
space, in both the public and the private sector, leading to a greater consideration
of disaster risk in investment decision making? What are the tradeoffs between
longer-run and short-run perspectives in such decisions, and what combination of
incentives and regulation could encourage more investment in risk reduction and
an optimisation of risk management strategies?

4. To what extent do austerity measures result in higher levels of socio-economic
and/or physical vulnerability?

Abstract submission process

The deadline for submitting abstracts is Friday 30 March 2012.

Abstracts should be 300 words or less.

After a blind, external peer-review of the abstracts, UNISDR will invite successful
applicants to develop full GAR13 background papers, which will be due in June
2012 and will award small grants/stipends to the authors.

In addition, UNISDR will coordinate the submission of all final papers to an
academic journal for consideration in a special issue focusing on the economics of
disaster risk.

Submissions and questions: delpech@un.org.



