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I Introduction

This Disaster Risk Management Policy has been developed in the context of an increase in
the number and seriousness of disasters in Latin America and the Caribbean, and the
awareness that disasters have significant bearing on the economic and social development
of most countries in the region, affecting disproportionately the poorest countries and
people.

This policy, which emphasizes risk reduction, is intended to improve the institutional and
policy framework of the Bank to support disaster risk management in order to help protect
the socioeconomic development of borrowing member countries and improve the
effectiveness of the Bank’s assistance.

A proactive stance to reduce the toll of disasters in the region requires a comprehensive
approach with an emphasis on actions taken before a hazard results in a disaster rather than
on post disaster recovery. This approach seeks to make disaster risk prevention an integral
part of governance. It involves the following set of activities: risk analysis to identify the
types and magnitude of potential impacts faced by member countries and that affect
development investments; prevention and mitigation measures to address the structural and
nonstructural sources of vulnerability; financial protection and risk transfer to spread
financial risks over time and among different actors; emergency preparedness and response
to enhance a country’s readiness to cope quickly and effectively with an emergency; and
post-disaster rehabilitation and reconstruction to support effective recovery, and to
safeguard against future disasters.

The Bank recognizes that adequate institutional capacities and a meaningful participation
of civil society are particularly important to manage risks related to natural hazards at the
regional, national and local levels and for the successful achievement of this policy’s ob-
jectives. The Bank will make an additional effort to take into account: the incentive struc-
tures and competing priorities influencing investment decisions for disaster risk manage-
ment by national, regional or local governments; the increased role of private sector in-
vestment and public/private sector partnerships; improvements in the quality of and ac-
cess to information through research and new technologies; the growing importance of
regional and global challenges and opportunities, and the need for inter-agency coordina-
tion for effective action. The Bank acknowledges that development processes such as
rapid urbanization and environmental degradation may influence vulnerability to natural
hazards and that vulnerability is often gender and poverty specific.

" The companion paper to the proposed new policy provides background support and context for this
document. It underscores the current state of disaster risk management in Latin American and the Carib-
bean and the need for reducing vulnerability. It also details the merits of the shift to disaster risk manage-
ment that is embodied in the new policy.



II) Objectives

The purpose of the Bank's disaster risk management policy is to guide the Bank’s efforts
to assist its borrowers in reducing risks emanating from natural hazards and in managing
disasters, in order to support the attainment of their social and economic development
goals.

The policy has two interrelated specific objectives:

1) To strengthen the Bank’s effectiveness in supporting its borrowers to sys-
tematically manage risks related to natural hazards by identifying these
risks, reducing vulnerability and by preventing and mitigating related dis-
asters before they occur; and

i1) To facilitate rapid and appropriate assistance by the Bank to its borrowing
member countries in response to disasters in an effort to efficiently revital-
ize their development efforts and avoid rebuilding vulnerability.

1) Scope
Areas of Coverage

The Disaster Risk Management Policy applies to the Inter-American Development Bank
(IDB), in both its public and private sector activities, and to the Multilateral Investment
Fund (MIF).

Activities and instruments subject to this policy include the development and implemen-
tation of country strategies and country program dialogues, financial and nonfinancial
products, public and private sector operations, financial intermediation, and relevant as-
pects of the Bank’s project procurement practices.

This policy provides two lines of action addressing: (i) the prevention and mitigation of
disasters that occur as a result of natural hazards, through programming and proactive
project work at regional, national and local levels; and (ii) post disaster response to the
impacts of natural hazard events, and physical damage (such as structural collapse and
explosions) resulting from technological accidents or other types of disasters resulting
from human activity.

With respect to natural hazards, this policy covers the range of events from low fre-
quency/high consequence hazards to high frequency/low consequence hazards. High con-
sequence hazards typically result in a “declared” disaster that exceeds the coping ability
of the affected country or community using its own resources. When high frequency/low
consequence hazards (such as frequent floods, forest fires or droughts) are poorly man-
aged they can have significant cumulative impacts on a country’s efforts to reduce pov-
erty and attain social equity objectives, as well as on its economic development.



The Bank does not have a comparative advantage in the area of humanitarian assistance.
Such assistance should only be addressed through emergency technical cooperations (as
described in Directive B-3) or through non-IDB sources.

Key Definitions

“Disaster,” as used in this policy, refers to a serious disruption of the functioning of a
society, community or project causing widespread or serious human, material, economic
or environmental losses, which exceed the coping ability of the affected society, commu-
nity or project using its own resources.

“Natural hazard’ refers to natural processes or phenomena affecting the biosphere that
may constitute a damaging event. Such hazards include: earthquakes, windstorms, hurri-
canes, landslides, tidal waves, volcanic eruptions, floods, frosts, forest fires and drought,
or a combination thereof. Hazards emanating from climatic variations such as those
linked to the El Nifio phenomenon are covered by this policy.

“Vulnerability” is a condition determined by physical, social, economic and environ-
mental factors or processes, which increase the susceptibility of a community to the im-
pact of hazards.

“Disaster risk management” is the systematic process that integrates risk identification,
mitigation and transfer, as well as disaster preparedness to reduce the impacts of future
disasters. It incorporates emergency response, rehabilitation and reconstruction to lessen
the impacts of current disasters while avoiding to rebuild vulnerability.

Areas Outside the Present Policy

The prevention and mitigation of disasters caused by social and political violence (also
referred to as conflict-driven disasters) will be treated separately from this policy since
the planning and application of policies, strategies and measures that identify and reduce
risks associated with these events are very different than those necessary to prevent and
mitigate natural hazards.

The prevention of technological hazards will be managed as part of the Bank’s regular
project design and implementation process in accordance with applicable sector policies.
Bank activities to address and revert environmental degradation, which may be an under-
lying reason for increased vulnerability to natural hazards and in some case increased
hazards, will be managed through the Bank’s Environment and Safeguards Compliance
Policy, which also provides safeguards to ensure that all Bank operations and activities
are environmentally sustainable.

Epidemics and pandemics such as HIV/AIDS are outside the policy scope. These are
covered by the Bank’s Public Health Policy.

Lending operations to address financial emergencies are treated through the Bank’s
Emergency Lending Guidelines.



Risk management related to the Bank’s personnel and installations is covered in the
Bank’s Business Continuity Plan.

1V) Directives

The following directives provide the principles that the Bank will follow to manage dis-
aster risk related to programming and project work in both the public and private sectors,
and the Bank’s response to a disaster.

I1V-A) Risk Management through Programming and Operations

A-1. Programming

Dialogue with borrowing member countries . The Bank will seek to include the discus-
sion on proactive disaster risk management in the dialogue agenda with borrowing mem-
ber countries. The Bank will give due consideration to vulnerability associated with natu-
ral hazards and risk management in relation to the priority areas of intervention discussed
and agreed with the borrowers for the development of country and regional strategies,
and operational programs.

The Bank will identify countries according to their level of exposure to natural hazards
based on existing indicators and Bank experience. For countries that are highly exposed
to natural hazards the Bank will identify their potential vulnerability as a major develop-
ment challenge and propose a country level disaster risk assessment. When the assess-
ments identify that potentially important disruptions in the country’s social and economic
development could be caused by disasters resulting from natural hazards, the Bank will
encourage the inclusion of disaster risk management activities in the country strategy and
operational program agreed with the borrower. These may include policy reforms, and
specific institutional strengthening and land use planning activities, measures of financial
protection such as through risk transfer, and investment projects conducive to reducing
vulnerability at the national, regional and municipal levels. Where the natural hazards
may affect more than one country, the Bank will encourage regional approach within the
existing programming framework. The Bank will promote the use of the Disaster Pre-
vention Sector Facility and the Disaster Prevention Fund described in Section V of this
policy and other means it offers to finance the recommended actions resulting from the
assessment process.

A-2 Risk and Project Viability

Identification and reduction of project risk. Bank-financed public and private sector pro-
jects will include the necessary measures to reduce disaster risk to acceptable levels as
determined by the Bank on the basis of generally accepted standards and practices. The
Bank will not finance projects that, according to its analysis, would increase the threat of
loss of human life, significant human injuries, severe economic disruption or significant
property damage related to natural hazards.

During the project preparation process project teams will identify if the projects have
high exposure to natural hazards or show high potential to exacerbate risk. The findings
will be reported to the Bank through the social and environmental project screening and



classification process. Project teams should consider the risk of exposure to natural haz-
ards by taking into account the projected distribution in frequency, duration and intensity
of hazard events in the geographic area affecting the project.

Project teams will carry out a natural hazard risk assessment for projects that are found to
be highly exposed to natural hazards or to have a high potential to exacerbate risk. Spe-
cial care should be taken to assess risk for projects that are located in areas that are highly
prone to disasters as well as sectors such as housing, energy, water and sanitation, infra-
structure, industrial and agricultural development, and critical health and education instal-
lations, as applicable. In the analysis of risk and project viability, consideration should be
given to both structural and non-structural mitigation measures. This includes specific
attention to the capacity of the relevant national institutions to enforce proper design and
construction standards and of the financial provisions for proper maintenance of physical
assets commensurate with the foreseen risk.

When significant risks due to natural hazard are identified at any time throughout the pro-
ject preparation process, appropriate measures should be taken to establish the viability of
the project, including the protection of populations and investments affected by Bank fi-
nanced activities. Alternative prevention and mitigation measures that decrease vulner-
ability must be analyzed and included in project design and implementation as applicable.
These measures should include safety and contingency planning to protect human health
and economic assets. Expert opinion and adherence to international standards should be
sought, where reasonably necessary. In the case of physical assets, the Bank will require
that, at the time of project preparation, the borrower establish protocols to carry out peri-
odic safety evaluations (during construction as well as during the operating life of the
project) and appropriate maintenance of the project equipment and works, in accordance
with generally accepted industry norms under the circumstances.

The Bank’s social and environmental project screening and classification process will
evaluate the steps taken by project teams to identify and reduce natural hazard risk.

1V-B) Post Disaster Operations

In order to provide timely assistance at different stages after a disaster, the Bank may em-
ploy special procedures for processing and reformulating loans to streamline preparation
and expedite execution, including the Bank’s Special Procurement Procedures for Emer-
gency Situations.

B-1. Loan Reformulation

Redirecting resources from existing loans. The Bank may approve the reformulation of ex-
isting loans in execution in response to disasters if: (i) a state of emergency or disaster has
been officially declared by the government; (ii) the impact of the loan reformulation has
been estimated taking into account the intended uses and project objectives of the loan or
loans to be reformulated relative to the new proposed use of the funds, thereby creating the
conditions for more informed decisions on the part of the approving authorities; (iii) ade-
quate transparency and sufficient mechanisms for monitoring, auditing and reporting the
use of the redirected funds is in place, while taking into account the need of a timely re-




sponse given the nature of the situation; and (iv) a significant share of the redirected funds
will be earmarked to reduce the borrower’s vulnerability to future disasters and improve the
country’s capacity for comprehensive disaster risk managernent.2

B-2. Reconstruction

Avoiding rebuilding vulnerability. Operations that finance rehabilitation and reconstruc-
tion after a disaster require special precautions to avoid rebuilding or increasing vulner-
ability. These include the precautions mentioned in A-2, as well as correcting deficiencies
in risk management policies and institutional capacity as reflected in A-1. A significant
share of the new investment will be earmarked to reduce vulnerability to future disasters
and improve the country’s capacity for comprehensive disaster risk management.” Par-
ticular attention must be given to lessons learned from recent hazard events. The Bank
will not assume that pre-disaster conditions persist in whole or in part in the affected area.
Disaster risk assessment of the reconstruction project should be carried out taking into
account the specifics of the area, the sector and the infrastructure concerned, as well as
the current environmental, social and economic situation and any changes in the affected
area as a result of the disaster.

B-3. Humanitarian Assistance

Limited Bank role. Humanitarian assistance with Bank funding may be granted only if a
state of emergency or disaster has been officially declared by the government. This fund-
ing will be provided only through emergency technical cooperations, to be implemented
during or immediately after a disaster. The resources should be administered by interna-
tional or local aid organizations specialized in humanitarian assistance. The Bank's repre-
sentative, in coordination with the government of the beneficiary country, is responsible
for identifying the aid organizations that will receive the funding and administer the as-
sistance.

In the event that the Bank enters into a future agreement to administer resources provided
by outside sources that include humanitarian assistance among the activities eligible for
financing, this assistance should be designed in a manner that is consistent with the prin-
ciples set out in the present policy.

V) Policy Implementation

This policy enters into effect three months after its approval by the Board of Executive
Directors. This will allow sufficient time to implement administrative changes and proce-
dures within the institution. The policy will apply to operations that enter the Bank’s
pipeline” after the date the policy enters into effect.

* The guidelines for this policy will recommend the appropriate part of the total cost for investments that
should be allocated to disaster prevention and mitigation measures for loan reformulation or reconstruction
projects.

> Ibid.

* Entering the Bank’s pipeline means (i) after the signing of the mandate letter, for private sector opera-
tions, (ii) after the project number has been issued, for public sector and Multilateral Investment Fund op-
erations, and (iii) for country strategy papers, those that have not yet been initiated (practice among the



To support this policy, Bank management will issue specific guidelines on how to apply
the policy’s principles and each of its directives. The guidelines may be updated by man-
agement from time to time as necessary to reflect lessons learned and emerging good
practices. The guidelines and the companion paper to this policy will include a complete
list of definitions.

The Bank will use its standard procedures including those of the environmental classifi-
cation and screening process for monitoring performance and evaluating compliance with
the directives set out in this policy. The Bank will have an independent evaluation carried
out three years after the policy enters into effect, to assess its impact on Bank activities,
particularly concerning the integration of disaster risk management in the programming
process as outlined in A-1 and disaster risk management in the project cycle as outlined
in A-2. The Bank will publicly report its experience with the implementation of this pol-
icy and the achievement of its objectives.

The Bank has several specialized instruments at its disposal that contribute to the
implementation of this policy. These instruments may be used to assist its borrowing
member countries in managing disaster risk, in addition to the Bank’s regular lending and
technical cooperation mechanisms. They include, interalia, the Disaster Prevention Sector
Facility, the Disaster Prevention Fund and the Multidonor Disaster Prevention Trust Fund,
that provide financing for the identification, prevention or mitigation of risk, and
preparation for disasters. Instruments for post disaster operations include the Immediate
Response Facility(link), the Emergency Technical Cooperation(link), and the Special
Procurement Procedures for Emergency Situations(link). The Bank will review existing
instruments and may establish new mechanisms to increase its efficiency and effectiveness.

The policy cannot specifically encompass all circumstances, and consequently, it is con-
ceivable that departures from one or more of the directives in the policy may need to be
considered. In such circumstances, proposals advocating a departure in either program-
ming activities or in project development and execution must demonstrate the exceptional
characteristics of the situation that justify the departure. Project proposals with deviations
from the policy should include the measures to mitigate the associated effects and for-
mally request any specific exceptions to the policy.

VI) Relation to Other Policies
This policy will supersede OP-704 on Natural and Unexpected Disasters. This policy

will be implemented in a manner that is consistent with all relevant Bank policies and
strategies.

operational departments currently states that the country strategy process is considered initiated once an
Annotated Outline, Issues Paper or Policy Dialogue Paper has been created).
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Foreword

Latin America and the Caribbean are experiencing two trends that should make disaster risk
management an important concern for development planners and governments in the region.
First, the number and severity of natural hazard are rising. Second, the vulnerability to these
hazards is increasing, mainly due to unplanned urbanization, demographic growth in risky areas
and insufficient environmental management. Consequently disaster losses have risen much
faster than average economic growth over the last two decades. Some countries have paid atten-
tion to this situation and are already planning actions in order not to place their development
options at risk. Many others have yet to take note of it. Disaster risk must be managed proac-
tively to reduce vulnerability and prepare for reconstruction, as well as to bridge the gap be-
tween losses and available funds for post-disaster reconstruction.

Currently, disaster risk management in the region relies largely on an ex post strategy that is
based on the expectation of external assistance. There are some exceptions, but for the most part
prevention to reduce risk and preparation for potential disaster losses have been inefficient.

Until recently, IDB activities have also consisted chiefly of financing after a disaster. While ex
ante mechanisms exist and, in some cases, have been used quite effectively, on the whole disas-
ter risk management has been incorporated only partially into the Bank’s dialogue with its bor-
rowing member countries and the programming cycle. As a result, opportunities to reduce risk
and to protect the effectiveness of the Bank’s development financing have been lost.

The aim of the Policy on Disaster Risk Management favorably reviewed by the Board of Execu-
tion Directors of the IDB on February 28, 2007 is to provide clear directives for the Bank to
ensure that its assistance supports proactive disaster risk management. It represents the Bank’s
continued commitment to protect and help generate economic and social development in the
region.

This paper provides background and context for the new policy. It underscores the need for re-
ducing vulnerability in Latin American and the Caribbean and establishes the merits of a shift to
proactive disaster risk management embodied in the policy.

Janine Ferretti
Chief
Environment Division






Introduction

Disasters due to natural hazards have increasingly
devastating impacts on the development prospects
of most countries in Latin America and the Carib-
bean. During the past thirty years disasters in the
region have affected roughly 4 million people a
year, causing some 5,000 deaths and US$3.2 bil-
lion in physical losses." The economic costs of
disasters are rising and, over the last two decades,
have far outpaced the average rate of economic
growth. Traditionally, countries have managed
disasters by mobilizing resources in response to
an event. This approach, however, has significant
opportunity costs because it implies that resources
are often diverted from other planned develop-
ment objectives. Furthermore, recent economic
research indicates that for many countries in the
region the ability to mobilize resources internally
and externally after a disaster will not be suffi-
cient to cover the costs of recovery. Despite rising
awareness and recent progress, several of the
Bank’s borrowing member countries face high
risks to their sustained development as a result of
natural hazards. Insufficient planning and the lack
of mitigation measures exacerbate this risk. When
vulnerability is high, these hazards may seriously
jeopardize progress in reducing poverty, improv-
ing social equity and promoting sustainable eco-
nomic growth.

The IDB Operational Policy on Natural and Un-
expected Disasters (OP-704, approved in 1998)
took an important step toward consolidating the
risk management framework for Bank operations
by addressing ex ante actions as well as disaster
response. In 2000, the Bank developed an action
plan (entitled “Facing the Challenges of Natural
Disasters in Latin America and the Caribbean”)
that sharpened its conceptual framework in this

! Inter-American Development Bank. 2004. Evaluation
of the Bank’s Policy and Operational Practice Related
to Natural and Unexpected Disasters. Office of Evalua-
tion and Oversight. Document RE-292. Washington,
D.C: Inter-American Development Bank.

area. In 2001, the Bank introduced a new loan
instrument (the Disaster Prevention Sector Facil-
ity). However, in 2004, an evaluation of OP-704
showed that it did not go far enough, and that
Bank operations continued to be predominantly
focused on responding to emergencies. Most re-
cently, the Bank created a Disaster Prevention
Fund and the Multidonor Disaster Prevention
Trust Fund that can provide grant financing for
the design of disaster prevention investments, dis-
aster risk assessments and institution building for
disaster risk management.

The operational policy of 2007 will enable the
Bank to support proactive disaster risk manage-
ment. A proactive stance to reduce the toll of dis-
asters in the region requires a comprehensive ap-
proach with an emphasis on actions taken before
hazards result in disasters, rather than on post dis-
aster recovery. The policy of 2007 will emphasize
prevention through structural and nonstructural
measures. This paper is aimed at providing con-
text and justification for the underlying strategic
vision of the new disaster risk management pol-

icy.

The paper is organized in five parts. Part II intro-
duces disaster risk management from a develop-
ment perspective that makes reducing vulnerabil-
ity the central issue in the Bank’s proposed shift
to a more proactive disaster risk management pol-
icy. Part IIl discusses current disaster manage-
ment risk practices and future action require-
ments. Part IV examines Bank actions in accor-
dance with the policy of 2007. Part V outlines
further opportunities for action as part of the im-
plementation of the policy of 2007.



Disaster Risk Management in a Development Perspective

Natural hazards present a challenge for attaining
the social and economic development goals of the
countries of Latin America and the Caribbean. A
survey of Latin American policymakers commis-
sioned as part of an evaluation of the IDB’s cur-
rent operational policy on natural and unexpected
disasters, found that post-disaster borrowing to
pay for the emergency response is perceived to
result in a decline in the availability of resources
for other development priorities.” Thirty-four per-
cent of respondents said that they believed that
emergency-related borrowing had a negative im-
pact on efforts to reduce poverty. Forty percent
said resources were not available for public
health, education, and social goals because of
post-disaster borrowing. Forty-three percent said
that they believed that post-disaster borrowing had
a serious and negative impact on the economy,
including slower economic growth, higher infla-
tion and dampened investment. Research supports
these perceptions: financial obligations to cover
losses may create a serious drag on development,
diverting resources from pro-poor investments
and thereby indirectly contributing to increasing
their vulnerability to future events.’

Disasters occur when vulnerable societies or
communities are exposed to hazardous events and
are unable to absorb or recover from their impact.
While these events are often described as natural
disasters, both vulnerability and some hazards are

? Office of Evaluation and Oversight. Evaluation of the
Bank’s Policy and Operational Practice Related to
Natural and Unexpected Disasters. Document RE-292.
Washington, D.C: Inter-American Development Bank.
A survey of Latin American policymakers was com-
missioned as part of the study and carried out by Swiss
Federal Institute for Snow and Avalanche Research
SLF, 2004.

? See for instance: Chavériat, C. 2000. Natural Disas-
ters in Latin America and the Caribbean: An Overview
of Risk. Working Paper No. 434. Washington, D.C.:
Inter-American Development Bank; ECLAC. 2003.
“Handbook for Estimating Socio-Economic and Envi-
ronmental Effects of Disasters. United Nations Eco-
nomic Commission for Latin America and the Carib-
bean, Mexico City, Mexico.

a result of human activities. Natural hazard events
destroy development gains, but development
processes themselves play a role in driving disas-
ter risk. Reducing the number of national disasters
resulting from natural hazards means improving
development planning to halt the trends of in-
creasing vulnerability in the region.

THE LEVEL OF RISK IN LATIN AMERICA
AND THE CARIBBEAN

The region confronts a large variety of natural
hazards. Windstorms and flooding are the most
common natural hazards in the Caribbean. Floods,
landslides and earthquakes are the largest hazards
in South America, while Central America regu-
larly faces the full menu of disasters including
floods, windstorms, earthquakes and volcanic
eruptions.

There are two factors that make disaster risk re-
duction urgent in Latin America and the Carib-
bean. The first is that disaster losses are rising.
This is due to increased risk, a product of the rise
both in the incidence and in the strength of haz-
ards, and growing vulnerability of human settle-
ments due to their concentration in risky areas.
The second factor is that the gap between poten-
tial losses and the capacity of many countries to
finance future reconstruction has reached alarm-
ing levels.

Increasing Losses

Over the past three decades, nearly 4 million peo-
ple in the region have been affected annually by
disasters, resulting in an average of 5,000 deaths
per year and direct economic losses valued at over
US$3.2 billion.*

As figure 1 shows, the frequency of disasters has
increased over the last 30 years. The occurrence

* Inter-American Development Bank. 2004. Evaluation
of the Bank’s Policy and Operational Practice Related
to Natural and Unexpected Disasters. Office of Evalua-
tion and Oversight. Document RE-292. Washington,
D.C: Inter-American Development Bank.



Figure 1: Historic Disaster Trends in Latin America and the Caribbean

Annual Occurrence of Natural Disaster Events in
Latin America and the Caribbean (1970-99)
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of disasters by decade tripled between the 1970s
and the 1990s. The frequency rate of the occur-
rence of major disasters is now well over 40 per
year in the region.

A rise in the occurrence of disasters is likely to
indicate that losses are on the rise too. This asser-
tion is corroborated by research done by United
Nations Economic Commission for Latin America

and the Caribbean (UN/ECLAC), which has de-
veloped a methodology and evaluated losses from
major disasters in the region since 1999. Accord-
ing to their findings, the region has incurred an-
nual losses averaging US$7 billion, double the
US$3.2 billion mentioned above. This estimated
increase in disaster losses in the region is also cor-
roborated by evidence that disaster losses globally
are on the rise (see global trends in figure 2).

Figure 2: Historic Trend for Global Economic Disaster Losses
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The IDB and other agencies are financing re-
search to improve the understanding of the impact
that natural disasters have on national economies.
Though the relation is not yet fully documented,
an increasing amount of evidence suggests that
disasters have a negative impact on GDP growth
even for relatively large economies. Figures com-
piled by the World Bank show that in the period
1990 to 2000, natural catastrophes resulted in
GDP losses amounting to 15.6 percent in Nicara-
gua, 12.6 percent in Jamaica and 1.8 percent in
Argentina. Figure 3 shows how Hurricane Mitch

(1998) has affected economic growth in Hondu-
ras. Estimates place 2002 GDP 8 percent lower
than would otherwise have been the case. At the
same time, environmental degradation due to de-
forestation and other practices are increasing risks
to rural populations.

Trend: Increasing Populations and Assets at Risk
Rising population (in absolute terms) and contin-

ued urban migration (see figure 4), are outpacing
development planning in much of Latin America

Figure 3: Impact of Hurricane Mitch on Honduras GDP
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and the Caribbean. The increasing concentration
of population in vulnerable urban areas is putting
more people and assets at risk to natural hazards.
Unmanaged urban growth and human settlements
are a problem since housing is often constructed
without appropriate regard to building codes, zon-
ing laws and environmental standards. This tends
to result in highly vulnerable structures often built
on marginal lands, hillsides or floodplains.

Trend: Increasing Number and Severity of
Hazards Resulting from Changing Climate

Scientists expect that global warming is going to
further increase the incidence and intensity of
weather-related natural hazards such as hurri-
canes. Hurricane impacts have been directly
linked to the measurable increase in ocean water
temperatures in the Caribbean Sea. The tempera-
ture has now reached a level where coral bleach-
ing is starting to occur.” The bleaching and result-
ing death of coral causes the destruction of protec-
tive barriers and thereby makes coastal areas more
vulnerable to storm surges.’ This vulnerability to
storm surges is exacerbated by the gradual rise in
sea level, another effect of global warming.

The changing climate may also cause weather re-
lated hazards in previously unthreatened areas.
One example is from Brazil where, in March
2004, a category 1 hurricane developed off the
coast of Porto Alegre in the southern part of the
country. This was the first-ever registered hurri-
cane in the South Atlantic.

Other likely impacts of climate change that may
increase the vulnerability to hazards or their fre-
quency and strength include changes in precipita-
tion patterns. One example has to do with the

> Coral bleaching in the Caribbean is usually triggered
by an increase of at least 1.0°C in SST above the nor-
mal summertime maximums with a duration of at least
2 to 3 days. Bleaching is predicted to become an annual
event in the Caribbean by 2020 (Source: Lauretta
Burke and Jonathan Maidens, 2004. “Reefs at Risk in
the Caribbean,” World Resources Institute, Washington
D.C.)

® Widespread death of coral in the Caribbean will also
affect the tourism and the fishing industries. Sixty-five
percent of Caribbean commercial fishing depends on
ecosystem services from coral reefs.

phenomena of El Nifio and La Nifia causing in-
creased rainfalls and potential floods in some ar-
eas and drought in others.” There may be a link
between increasing temperatures, precipitation
and increases in weather-related landslide fatali-
ties as shown in figure 5.

Another important challenge for the region is the
destruction of tropical glaciers in the Andean re-
gion, which will have an impact on the supply and
distribution of freshwater both for major urban
centers such as Quito, La Paz and Bogota, as well
as the supply of water for agriculture and hydro-
power plants. For example, the Chacaltaya glacier
supplying La Paz, Bolivia, with 30 percent of its
current freshwater resources is estimated to disap-
pear by 2015.°

Financing Deficit for Disaster Recovery

Research comparing possible economic losses due
to disasters against a country’s financial capacity
has revealed that many Latin American countries
are financially highly vulnerable to natural haz-
ards. The study was based on two decades of data
from 12 nations in Latin America and the Carib-
bean.’ It highlights the budgetary implications of
natural hazards and underscores the need to con-
sider insuring public and private assets, establish-
ing loss reserves, securing contingent credits and
investing in prevention and mitigation.

" El Nifio is a weather disruption in the tropical Pacific,
during which the water temperature off the coast of
South America rises sharply for a period of 12 to 18
months. The strongest effects are torrential rains and
storms on the eastern side of the ocean and drought on
the west, although related effects are also felt right
across the globe. The strongest El Nifio in over a cen-
tury occurred in 1997-98. By contrast, La Nifia is a
weather disruption during which the water temperature
off the coast of South America falls by up to 4°C.

¥ Source: Presentation at the IDB, March 2006 by Wal-
ter Vergara, World Bank.
? Cardona, Omar Dario. 2005. Indicators of Disaster
Risk and Risk Management. Program for Latin Amer-
ica and the Caribbean. Inter-American Development
Bank, Washington, D.C.



Figure 5: Trends in Landslide Fatalities
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Figure 6 illustrates the Disaster Deficit Index
(DDI) for a 100-year event (that is, there is a 10
percent probability that the event will take place
within the next 10 years). The DDI is the ratio of
the available supply of financial resources to the
estimated losses. The supply calculations take into

account insurance, disaster reserve funds, aid and
donations, new taxes, budgetary reallocations,
external credit, and internal credit. When the DDI
is greater than 1.0 the country has an estimated
economic inability to cope with 100-year disasters
even when indebtedness is carried to a maximum.

Figure 6. Disaster Deficit Index (DDI) and with a Loss (L). Recurrence of 100 years
(10% probability of occurrence in a period of 10 years)
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The greater the Disaster Deficit Index, the greater
the gap.

Half of the countries studied would be unable to
raise the funds needed for reconstruction
following a 100-year event. The left side of figure
6 shows these countries as those whose bar
extends beyond the value of 1 (vertical line). As
shown on the right side of figure 6, while in
relative terms Peru, the Dominican Republic and

and critical infrastructure, and the extent of degra-
dation of the natural environment. In other words,
a natural hazard event is transformed into a disas-
ter when it comes into contact with a vulnerable
population. Furthermore, the impacts of a disaster
can create conditions that breed still more vulner-
ability and thereby increase the risk that another
natural event will result in a new disaster (see fig-
ure 7). This cycle of vulnerability can seriously
hamper the development prospects of a country by

Figure 7: Cycle of Vulnerability
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El Salvador face the most critical situation,
estimated absolute losses (L) would be greatest
for Mexico. According to the study, only one of
the 12 countries (Costa Rica) would be able to
finance reconstruction after a 500-year event
(graphs not shown). If these and other Latin
American and Caribbean countries in similar
situations do not undertake significant risk
reduction investments and financial protection
measures against potential losses, future major
hazard events may severely diminish development
prospects.

VULNERABILITY

The key link between natural hazard events, disas-
ters and a country’s economic and social devel-
opment is vulnerability. Vulnerability describes
the relationship between the exposure to external
stresses and the capacity to respond. Common
drivers of vulnerability are factors such as pov-
erty, social inequalities, the quality of institutions

directly affecting important development goals
concerning poverty reduction, communicable dis-
eases, education, environmental sustainability and
improving the situation of women (see box 1).

DISASTERS AND POVERTY?

Poverty and unplanned developments trigger a
series of conditions that contribute to the vulner-
ability of communities, households and individu-
als. Many lower income people live in substan-
dard housing that is less able to withstand natural
forces. Some live in high-density settlements near
cities, built on steep slopes that are vulnerable to
landslides and mudflows. Others live in low-lying
areas and are at risk of flooding. In rural areas
poverty drives deforestation and unsustainable

' Segments of this section are based on: Indu Abra-

ham. 2005. Vulnerability of the Most Vulnerable. In-
ter-American Development Bank. Washington, D.C.
Unpublished.



BOX1 THE MILLENNIUM DEVELOPMENT GOALS AND DISASTER RISK MANAGEMENT

1. Eradicating extreme poverty and hunger

Recent statistical analyses prove a long-held theoretical position that human vulnerability to natural hazards and income poverty are
largely co-dependent. At the national level, reducing disaster risk is often contingent upon alleviating poverty and vice versa.

2. Achieving universal primary education

Educational attainment is a fundamental determinant of human vulnerability and marginalization. Broadening participation in devel-
opment decision-making is a central tenet of disaster risk management. The destruction of schools is one very direct way in which
disasters can inhibit educational attainment, but perhaps more important is the drain on household resources. Households frequently
have to make difficult decisions on expending resources on survival and coping with poverty, or on investments (such as education
and health care) to alleviate human vulnerability and enhance longer-term development prospects. If affected by a disaster, the poorest
have little choice and devote their resources to survival; sending children to school falls lower in their list of priorities.

3. Promoting gender equality and empowering women

Facilitating the participation of women and girls in the development process, including efforts to reduce disaster risk, is a key priority.
Women across the world play critical roles in shaping development risks. In some contexts, women may be more exposed and vulner-
able to hazards. For example, those with responsibilities in the household may be more exposed to risk due to unsafe buildings. At the
same time, women are often more likely than men to participate in communal actions to reduce risk and enhance development. Target-
ing disaster risk policy so that it builds on the social capital represented by women can lead to more informed policies. Such a model
will not be easy to implement, but best practices exist to point the way. Barriers to women’s participation at higher levels of decision-
making severely limit the skills and knowledge available for reducing risk. Overcoming disparities in access to education is a funda-
mental component of the disaster risk management agenda.

4. Reducing child mortality

Children under five years of age are particularly vulnerable to the impacts of hazards such as floods and drought (drowning and star-
vation) as well as to environmental risks (inadequate sanitation and lack of drinking water), which foster communicable diseases. In
addition, the health infrastructure is often damaged and made inoperable in a catastrophic event. The loss of caregivers and household
income-earners plus the stress of displacement can take especially heavy tolls on the psychological and physical health of children
under five years of age. Policies to support sustainable development by reducing child mortality need to build on strategies to limit or
reduce disaster risk.

5. Improving maternal health

As environmental hazard stress or shock erodes the savings and capacities of households and families, marginal people within these
social groups are most at risk. In many cases it is women and girls or the aged who have the least entitlement to household or family
assets. Maternal health is a strategic indicator of intra- and inter-household equality. Reducing drains on household assets by reducing
risk will contribute to enhancing maternal health. More direct measures such as investments in education and health will similarly
contribute to household resilience as maternal health indicators improve. Children have already been identified as a high-risk group
and maternal health plays a part in shaping the care received by young children.

6. Combating HIV/AIDS, malaria and other diseases

The interactions between epidemiological status and human vulnerability to subsequent stresses and shocks are well documented. For
example, rural populations affected by HIV/AIDS are less able to cope with the stress of drought because of a shortage of labor. Indi-
viduals living with chronic terminal diseases are more susceptible to the physiological stress of hunger. For diseases transmitted
through vectors, there is a risk of epidemic following floods or drought, similarly the destruction of drinking water, sanitation and
health care infrastructure in catastrophic events can increase the risk of disease.

7. Ensuring environmental sustainability

Environmental degradation increases the vulnerability to natural hazards and often transforms a hazard event into a disaster. Environ-
mental degradation compounds the actual impacts of hazard events, limits an area’s ability to absorb those impacts, and lowers the
overall natural resilience to hazard impacts and disaster recovery. For example, deforestation may aggravate the effects of heavy rain-
fall causing landslides and floods. Loss of mangrove forests reduces the natural protection of coastal communities against storm
surges and tsunamis. Unplanned urbanization poses a challenge because it creates conditions that increase human vulnerability to dis-
asters increasing the damage propensity. Informal settlement often takes place in highly dangerous locations, such as steep hillsides
vulnerable to landslides, riverbeds prone to urban floods and near industrial installations subject to technological disasters. The target
of achieving a significant improvement in the lives of at least 100 million slum dwellers by the year 2020 will be impossible without
developing policies to confront their currently high risk from earthquake, hurricanes, flooding and drought. Natural hazards may also
increase the risk of environmental degradation. For example, wildfires may result in deforestation and erosion, floods cause sedimen-
tation and earthquakes may rupture gas pipelines or cause other types of industrial accidents with severe environmental impacts.

8. Developing a global partnership for development

Efforts to enhance sustainable development by reducing human vulnerability to natural hazards are challenged by competing priorities
in national development agendas and by political incentive structures that favor disaster response over risk management. International
and bilateral organizations must help generate a framework of incentives that encourage the private sector, academia and civil society
to create partnerships with national and local governments to address disaster prevention as an integral part of development policies.
Strong efforts are needed to build global partnerships for development that integrate the reduction of disaster risk.

Source: Adapted from “Reducing Disaster Risk: A Challenge for Development,” United Nations Development Program, 2004, p. 16.




agricultural practices. Poor people have less ac-
cess to resources to help them recover from physi-
cal losses. They are less likely to have savings,
insurance, or access to credit, which could help to
finance reconstruction. Consequently, disaster
victims are forced to take out high-interest loans
(or default on existing loans), sell assets and live-
stock, or engage in low-risk, low-yield farming to
lessen exposure to extreme events. People living
under these conditions are more vulnerable to the
impacts of natural hazards. Nearly 40 percent of
the region’s urban population lives in poverty.
Approximately 20 percent to 25 percent of all ur-
ban poor live in hovels in overpopulated slums.
According to the UN Millennium Development
Goals Report 2005, the number of urban slum-
dwellers in Latin America and the Caribbean grew
from 111 million in 1990 to 128 million in 2001.

The severity of the economic impacts of a hazard
event depends largely on various macro-level fac-
tors that reflect the vulnerability of the society or
community. For instance, a severe drought that
directly affects farmers also causes hardship for
the poorest population in general, through the re-
sulting increase in food prices. When a natural
hazard event affects an important economic sector
such as agriculture, fisheries or tourism, there is
often a significant loss in production that results in
reduced tax revenues, affecting the resources
available for activities that might contribute to
social progress. In the Caribbean, for instance, this
is particularly true for the tourism industry, which
can suffer both nationally and regionally from one
devastating hurricane. Emergency response and
reconstruction create significant new expendi-
tures, which may, in turn, result in additional
pressure for reducing government investments in
social services.

The prevailing economic and institutional struc-
ture can increase vulnerability at both the micro
and macro levels. In some countries current eco-
nomic policies create disincentives for the use of
technologies and behaviors that reduce vulnerabil-
ity. This occurs through the use of tariffs, subsi-
dies, or taxes that make activities that reduce vul-
nerability less financially attractive. Other poli-
cies, such as those that govern land use, hold im-
plications for population density and distribution
that affect the vulnerability of the overall popula-

tion. Another aspect relates to property rights: a
poorly defined system of ownership may make
land acquisition in safer areas more difficult. Lack
of title may also provide a disincentive to invest-
ments in structural improvements to mitigate risk
as well as make it hard or impossible to insure the
property or obtain post-disaster aid for reconstruc-
tion.

THE POTENTIAL IMPACT OF
DISASTERS ON THE IDB’S MISSION

Natural hazards pose development challenges not
only for IDB client countries, but also for the IDB
itself. A recent review by the Office of Evaluation
and Oversight (OVE) has indicated that the ad-
verse economic impact of disasters may threaten
the Bank’s mission:

“Natural hazards threaten both devel-
opment prospects in LAC and the
Bank’s mission which ... is to contrib-
ute to the acceleration of the process of
economic and social development of the
regional developing member countries.
Natural hazards cause setbacks, at times
very severe ones, and thus are at odds
with the notion of acceleration of devel-
opment.”"!

The impacts of climate variability and change
pose potentially large risks to projects, particu-
larly those investment projects in the sectors of
agriculture, housing, infrastructure, and energy.

Preliminary studies undertaken for the IDB have
provided an estimate of the extent to which cli-
mate change poses a potential risk to its develop-
ment projects.'”” The studies showed that: (i) a
substantial number of projects (27 percent) con-
tained elements that are possibly at risk to climate
change, and (ii) that a fifth of average annual

" Inter-American Development Bank. 2004. Evalua-
tion of the Bank’s Policy and Operational Practice Re-
lated to Natural and Unexpected Disasters. Office of
Evaluation and Oversight. Document RE-292. Wash-
ington, D.C.: Inter-American Development Bank. p. 5

"2 Fareeha Igbal. Presentation at the IDB, May 1, 2006.

A study by the same author (with Ian Noble) on the
World Bank portfolio reaches similar conclusions.



lending (US$1.2 billion) tends to be at significant
risk from climate-related impacts.

Disasters can affect the Bank’s core mission and
retard progress across each of its five focus areas:
social investment and urban development; mod-
ernization of the State; competitiveness; regional
cooperation; and environment and natural re-
source management. In order to provide effective
assistance to accelerate growth the IDB needs to
approach disaster risk management in the region
as an investment in sustainable development.

INVESTING IN
REDUCING VULNERABILITY

Disaster losses in the region are on the rise and the
gap between potential losses and the capacity of
many countries to finance reconstruction has
reached alarming levels. Natural hazard exposure
should be a core development concern for most
countries in the region.

A situation of vulnerability to hazards may be ad-
dressed by national, regional and local govern-
ments, together with the private commercial sec-
tor and the active participation of civil society.
International agencies can provide financing and
technical assistance. Risk management is an in-
vestment in sustainable development that can re-
duce costs and generate income. The natural dis-
asters are not exogenous and uncontrollable
events, temporarily departing from normality.
Disasters are foreseeable, most often the result of
cyclical events that can be reduced and in some
cases prevented, by supporting people’s ability to
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avoid, resist and recover from their impacts. The
vicious cycle linking poverty and disasters can be
addressed with a pro-poor development focus that
integrates disaster risk management. When the
important and clear links to development are rec-
ognized, incentives opposing ex ante prevention
and competing investment priorities can be over-
come.

A growing body of evidence and experiences
shows that there are often considerable economic
and social gains in reducing risks rather than re-
sponding to disasters. Finance ministries should
pay attention to investments in vulnerability re-
duction because disasters can have severe macro-
economic effects on most national economies in
the region. Ministries with responsibilities for
productive sectors at high risk such as fisheries,
agriculture, and tourism should consider investing
to reduce their vulnerability and to overhaul plan-
ning, codes and legal frameworks to ensure that
they adequately reflect the extent of the risk to the
sector posed by natural hazards. Vulnerability re-
duction can be integrated as part of the focus of
development programs and post disaster recon-
struction. The IDB is committed to assisting coun-
tries to integrate disaster risk management into
development policies and practices in the region
by providing technical and financial assistance in
collaboration with governments and donors as
well as the private sector.

Development policies should reduce people’s vul-
nerability to natural hazards in order to secure and
sustain economic growth and social development.



Current Practices

PRACTICES IN
BORROWING COUNTRIES

Development and disaster related policies have
largely focused on emergency response, leaving a
serious underinvestment in mitigation of natural
hazards.

Risk Management Institutions

Some countries in Latin America are beginning to
broaden the scope of their national disaster sys-
tems to encompass preparedness, mitigation, relief
and rehabilitation activities, and, in a few cases,
even pre- and post-disaster financing options."
There have been three broad approaches. Most
countries, like Chile, have increased the scope of
disaster management by expanding the responsi-
bilities of an existing institution such as civil de-
fense. Other countries, like El Salvador, broad-
ened the government’s mandate for disaster risk
management by creating a parallel institution re-
sponsible for risk evaluation and mitigation pol-
icy. Finally, a third approach, taken by Mexico, is
to bring in, strengthen and reinforce a network of
key institutions.'*

The strengths and weaknesses of these organiza-
tional approaches depend on the larger context in
which they operate. Whether centralized, loosely
centralized, or networked, public programs should
operate in a system with sufficient input, feedback
and participation by the private sector, including
actors in the marketplace and civil society. In
those countries that have developed a national
system for disaster/emergency management, civil
defense agencies are often the lead entities in dis-
aster related matters. National planning or eco-

" National disaster systems are defined as the formal
and informal interaction between institutions, financial
mechanisms, regulations and policies.

' Freeman, Paul, et al. 2003. Disaster Risk Manage-
ment: National Systems for Comprehensive Manage-
ment of Disasters Risk and Financial Strategies for
Natural Disaster Reconstruction. Inter-American De-
velopment Bank, Washington D.C.
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nomic authorities have been involved only mar-
ginally.

Emphasis on Response

To recover from the impact of natural hazards the
countries of Latin America and the Caribbean
have implemented a range of financial and nonfi-
nancial measures. These actions afford some pro-
tection against hazard losses, but (with some no-
table exceptions) they tend to be of an ex post na-
ture emphasizing emergency response and recon-
struction. A survey of decisionmakers in Latin
America and the Caribbean carried out in connec-
tion with an evaluation of the IDB’s existing dis-
aster policy> showed that 70 percent of respon-
dents felt that emergency response was a high pri-
ority. Sixty percent rated reconstruction and reha-
bilitation as a high priority. A little over 40 per-
cent placed a high priority on disaster prepared-
ness measures to ensure effective disaster re-
sponse. In contrast, just 20 percent placed a high
priority on prevention (disaster reduction activi-
ties) and mitigation (structural and nonstructural
measures taken to limit the adverse impact of dis-
asters). When asked about the ideal situation, 90
percent said prevention should have a high prior-

ity.

The survey also showed that between 71 and 80
percent of disaster-related resources came through
post-disaster lending, budget transfers to the af-
fected communities, and post-disaster grants and
aid. Pre-disaster financing measures such as re-
serve funds or insurance were only used to pay for
some 20 percent of disaster-related spending. This
is in spite of the fact that the survey ranked post-
disaster lending the most expensive finance meas-

"> Evaluation of the Bank’s Policy and Operational
Practice Related to Natural and Unexpected Disasters.
Office of Evaluation and Oversight. Document RE-
292. Washington, D.C: Inter-American Development
Bank. A survey of Latin American policymakers was
commissioned as part of the study and carried out by
Swiss Federal Institute for Snow and Avalanche Re-
search SLF, 2004.



ure. Pre-disaster investments, reserve funds and
insurance were ranked as less costly measures and
community solidarity (bearing disaster damage
fully at the local level) was ranked as the least
expensive.

The emphasis on response is favored by the politi-
cal visibility of actions and international solidarity
to obtain emergency resources. Also, it is less
complicated to achieve political consensus on re-
sponding quickly and forcefully to an emergency
than it is to agree on how to make long-term in-
vestments in disaster prevention. This, in turn, is
often reflected in the creation of powerful ad hoc
institutional setups for fast response.

Prevention and Mitigation

Despite a heavy reliance on ex post funding, some
progress has been made in reducing vulnerability
by using ex ante prevention and mitigation meas-
ures. In Nicaragua, for example, municipalities
are using mapping technology to identify more
precisely the degree and type of vulnerability their
communities face. These measures can often be
highly effective at channeling resources to reduce
vulnerability and probable losses. Preventive
measures start with risk identification and assess-
ment and may include land use planning and
building codes, which regulate human activity in
hazard-prone areas in order to reduce risk. Other
measures to reduce likely losses include environ-
mental management, the integration of disaster
risk management into education curricula, and
public awareness campaigns that can change indi-
vidual behavior and (for example) encourage re-
ducing household risk.

Structural mitigation measures may also be effec-
tive at reducing vulnerability.'® An example of a
project with adequate ex ante mitigation invest-
ment is the Sabaneta Dam in the Dominican Re-
public. In 1993, the IDB approved a loan to
strengthen and recondition the dam. The work was
completed prior to the hurricane season in 1998.
Several months later Hurricane Georges struck the
i1sland, but the reconditioned dam was able to ab-

'® See Appendix A for a more complete list of ex ante
measures.
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sorb and control 320mm of rain that fell in the San
Juan river basin.

The Challenges to Financial Planning for the
Countries of the Region

Probable losses due to natural hazard events need
to be factored into the financial capacity of coun-
tries to finance reconstruction obligations after a
disaster. When Hurricane Ivan hit Jamaica in Au-
gust 2004 it created challenges for both revenue
collection and expenditures for the remainder of
the fiscal year. At the end of August 2004, prior to
the hurricane, revenues were on target and expen-
ditures were 0.7 percent below budget, primary
goals for the Jamaican Government. Because of
the hurricane, revenue collections for September
fell below target as business activities ceased in
many sectors and some revenue offices had to be
close in the pre and post Ivan period. At the same
time, expenditures for relief efforts and recon-
struction grew. Financing was expected from
budget reallocations, grants from external sources
and donations from private sector partners. Due to
the high level of indebtedness, the country was
not in a position to borrow for reconstruction.

When disasters occur, reconstruction is typically
financed through budgetary transfers, the use of
reserve funds, the diversion of current loans or
grant funds, new borrowing and occasionally, new
taxes. The use of each one of these sources pre-
sents challenges for the countries. Budgetary
transfers and diversion of loan or grant funds are
painful because these actions reduce funding for
programmed development projects. The use of
reserve funds is coupled with the politically diffi-
cult task of keeping such funds at the needed lev-
els to meet other government spending needs, and
new borrowing increases indebtedness.

The key obstacles to financial protection faced by
several of the most vulnerable nations in Latin
America and the Caribbean lie in institutional re-
sistance to moving beyond emergency response.
Ex ante planning would boost prevention in order
to reduce risk, and establish sources of reconstruc-
tion financing before the disaster occurs. Defining
the roles of civil society, private sector and finan-
cial market players would be important to disaster
risk management.



Regional Collaboration

The countries of Latin America and the Caribbean
have formed subregional organizations to address
risk management and disaster response issues.
These include the Caribbean Disaster Emergency
Response Agency (CDERA), the Center for Co-
ordination of Prevention of Natural Disasters in
Central America (CEPREDENAC), and the An-
dean Committee for Disaster Prevention and Care
(CAPRADE). These subregional bodies can be
centers for developing regional best practices and
furthering the understanding of risk and vulner-
ability. In 2005 the Andean Community agreed on
the “Andean Strategy for Disaster Prevention and
Relief.”!” In spite of these advances, the setup and
focus of these regional bodies partially reflect na-
tional systems focusing more on disaster response
than prevention. Therefore, their capacities to ad-
dress disaster prevention and risk transfer issues
has been limited.

Participating in Global Initiatives

On January 22, 2005, the World Conference on
Disaster Reduction (WCDR) in Hyogo, Japan,
adopted the Hyogo Framework for Action 2005-
2015 as a guiding framework for reducing disas-
ters over the next decade.'"® The Hyogo Frame-
work resolves to pursue the substantial reduction
of disaster losses, in lives and in the social, eco-
nomic and environmental assets of communities
and countries by 2015. It establishes three strate-
gic goals:

e  The integration of disaster risk reduction into
sustainable development policies and plan-
ning;

e Development and strengthening of institu-
tions, mechanisms and capacities to build re-
silience to hazards; and

7 See Decision 591: Andean Strategy for Disaster Pre-
vention and Relief: http://www.comunidadandina.org/
ingles/ normativa/D591e.htm

'8 United Nations International Strategy for Disaster
Reduction. 2005. Hyogo Framework for Action 2005-
2015: Building the Resilience of Nations and Commu-
nities to Disasters. UNISDR, Geneva, Switzerland.
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e The systematic incorporation of risk reduc-
tion approaches into the implementation of
emergency preparedness, response and re-
covery programs.

Seventeen of the IDB’s borrowing member coun-
tries sent delegations to the Hyogo conference and
have endorsed the Hyogo Framework of Action."”
In addition many of the governments of these
countries prepared substantive national reports to
reduce disasters, specifying the status of the cur-
rent capacities and policies in their countries in
preparation for the WCDR.** Some countries have
followed up after the Hyogo Framework of Action
by creating national progress reports.*’

BANK PRACTICES

The Bank’s practice is to respond to demands
from its borrowing members. This demand de-
cides the Bank’s activities in financing disaster
prevention and response. The Bank is determined
to help strengthen the incentives and capacities for
risk management in the framework of the disaster
risk management cycle, and to help prepare the
ground for efficient forms of risk transfer and fi-
nancing (see Appendix B). To put this into prac-
tice, the IDB has an array of financial and nonfi-
nancial mechanisms at its disposal. These and
other financing options are reviewed on a regular
basis in order to best position the Bank to offer its
borrowing members an adequate array of financial
instruments and incentives to comprehensively
address disaster risk management.

Financial Services

Between 1995 and 2002 the Bank allocated ap-
proximately US$2 billion to disaster related

" The IDB borrowing member countries that sent
delegations to the Hyogo Conference were Argentina,
Barbados, Bolivia, Brazil, Chile, Costa Rica, Ecuador,
El Salvador, Honduras, Jamaica, Mexico, Nicaragua,
Panama, Peru, Trinidad and Tobago, Uruguay, and
Venezuela. Source: UN/ISDR Secretariat, Geneva,
Switzerland.

2% These reports are available at http://www.unisdr.org/
wecdr/preparatory-process/national-reports.htm

2! These reports are available at
http://www.unisdr.org/eng/hfa/hf-implemt-states.htm



loans.” These funds were distributed across spe-
cific instruments that support disaster related ac-
tivities, as well as regular loans related to disaster
management activities. Outside of loan activity,
the Bank also provides additional financial re-
sources through technical cooperation (TC)
grants, trust funds or the Bank’s Disaster Preven-
tion Fund, as well as emergency TCs, the Disaster
Prevention Sector Facility, and the Immediate
Response Facility (IRF). In addition, new Bank

financing and facilitation for the Regional Disas-
ter Policy Dialogue, a regional network of desig-
nated high-level country representatives. The
Bank has supported this forum with subregional
and yearly hemispheric meetings to discuss pol-
icy, financial and institutional issues, since 2001.
Box 2 summarizes the necessary actions and
available instruments to prevent, prepare for and
respond to disasters.

Box 2: Bank Instruments for Disaster Risk Management
Phase Actions Instruments
- Institutional development for prevention - Disaster Prevention Facility loans
Before and mitigation (GN-2085-5)
- Risk and vulnerability analysis - Disaster Prevention Fund (GN-2405-3) and
- Prevention, mitigation and preparedness Multi-donor Disaster Prevention Trust Fund
investments grants (GN-2427)
- Financial protection design and support to | - Sector investment loans with prevention and
risk transfer market development mitigation components
- Technical cooperations for prevention and miti-
gation
- Policy-based lending
- Special funds such as those available under the
Regional Public Goods initiative
- Damage and needs assessment - Immediate Response Facility (GN-
During | - Reestablishment of basic services and 2038-12)
critical infrastructure - Portfolio restructuring and reallocation
- Clean-up and repair of the environment - Emergency technical cooperation (GN-1862-5)
- Humanitarian assistance (limited to emer-
gency technical cooperation)
- Rehabilitation and reconstruction invest- - Portfolio restructuring and reallocation
After ments - Investment and sector loans and grants for re-
- Adaptation of productive investments to construction
future disaster risk

instruments such as the Regional Public Goods
Initiative (RPG) may also be used to finance pro-
active disaster risk management through nonreim-
bursable funding.” Finally, the Bank provides

** Inter-American Development Bank. 2004. Evalua-
tion of the Bank’s Policy and Operational Practice Re-
lated to Natural and Unexpected Disasters. Office of
Evaluation and Oversight. Document RE-292. Wash-
ington, D.C.: Inter-American Development Bank. p.
24.

» Under the Initiative for the Promotion of Regional
Public Goods (RPGs) nonreimbursable resources of up
to US$10 million per year would be available to fi-
nance projects that support the development of RPGs
in Latin America and the Caribbean. The premise be-
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Disaster Prevention Sector Facility (GN-2085-5)

The Bank makes available to its borrowing mem-
bers the services of the Disaster Prevention Sector
Facility (DPSF), which was approved in 2001 (see
Bank document GN-2085-5). The resources of the

hind the Bank’s support for RPGs is that many oppor-
tunities or problems shared by countries in the region
can be dealt with more effectively at a regional level
through international cooperation in the production of
public goods. An RPG is any good, commodity, ser-
vice, system of rules or policy regime that is public in
nature and that generates shared benefits for the par-
ticipating countries and whose production is a result of
collective action by the participating countries.



DPSF are used to provide reimbursable financing
of individual operations for an amount of up to the
equivalent of US$5 million when requested by
borrowing member countries. The objective of the
DPSF is to reduce the long-term risk from natural
hazards to people, property and productive proc-
esses. The facility addresses the importance of ex
ante action through several components to evalu-
ate risk identification and forecasting, mitigation,
preparedness, support for risk transfer, and institu-
tion building for national risk reduction systems.

This sector facility can support increasing the ac-
cess to and quality of scientific knowledge about
natural hazards and human vulnerability, particu-
larly in real time, through early warning systems.
Investments to be financed could also include
structural engineering works, such as retrofitting
hospitals and schools to withstand earthquakes, as
well as nonstructural ones such as public aware-
ness campaigns.

Disaster Prevention Fund (GN-2405-3) and
Multi-donor Disaster Prevention Trust Fund
(GN-2427)

These funds were approved in March and Decem-
ber 2006, respectively. Their objective is to help
countries overcome a barrier to investing in disas-
ter prevention by financing individual nonreim-
bursable operations, including studies concerning
the preparation and design of prevention projects
and components of loans in high-risk areas and
sectors. Each individual grant is capped at US$1
million for both funds. The main difference be-
tween the two instruments is that the Multi-donor
Fund has no restriction concerning the percentage
of resources to be used for the acquisition of
equipment, while in the Disaster Prevention Fund
the gap is 30 percent for this type of financing.
Both funds can be used to finance private projects
on strategic interventions to improve disaster pre-
vention at local, national and regional level.

Immediate Response Facility (GN-2038-12)

The Immediate Response Facility (IRF) of 2003 is
the Bank mechanism for providing urgent post-
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disaster funding.** The IRF is designed to provide
a swift pool of liquidity to address needs within
the first three to six months following a disaster to
restore basic services and help initiate reconstruc-
tion activities.

Activities funded under the IRF may include
clearing debris and the environmental clean-up of
the disaster area; control and stabilization of
buildings; reopening critical physical infrastruc-
ture such as bridges and roads; establishment of
vital basic utilities such as power, water, health-
care and communications. In addition, upon ap-
proval of the Disaster Risk Management Policy,
the Bank will conduct a review of the IRF to en-
sure consistency with the policy of 2007 and, in
accordance with the Governors’ Resolution of
2002, allow for IRF coverage of “non-natural,
non-market unexpected disasters.”

Emergency Technical Cooperation (GN-1862-5
and AT-986)

Emergency technical cooperation grants serve a
humanitarian function and are much smaller in
scope than the IRF (they have been capped at
US$200,000 since 2005). In these TC activities,
the IDB seeks cooperation with specialized enti-
ties that have a comparative advantage in this
area.

Procurement

Special procurement procedures apply for 12
months after a declared disaster, as described in
the IDB’s Special Procurement Procedures for
Emergency Situations (GS-601).

Nonfinancial Services

The Bank provides nonfinancial support through
technical advice and dissemination of best prac-
tices; environmental screening of Bank-financed
projects; support for national and regional policy
dialogues; the organization of national and inter-
national conferences; inter- and extra-regional
exchanges; and resource mobilization and donor

 The IRF was modified in 2003 and supersedes the
Emergency Reconstruction Facility (ERF), created in
1998.



coordination. The Bank may also provide training
and advise on the creation of national systems for
disaster risk management. The Bank’s knowledge
function can play a strong role in affording more
ex ante management.

Bank Coordination with Regional Entities

Regional entities with which the Bank collabo-
rates in disaster risk management issues include
the Organization of American States, the Eco-
nomic Commission for Latin America and the
Caribbean, and the Pan-American Health Organi-
zation. It cooperates with subregional disaster or-
ganizations such as CEPREDENAC in Central
America, CDERA in the Caribbean, and
CAPRADE and the Andean Community in the
Andean countries. The Bank also cooperates with
the subregional development banks: the Caribbean
Development Bank, the Central American Bank
for Economic Development and Integration and
the Andean Development Corporation. In addi-
tion, the Bank works with the World Bank and the
UN Development Program on research concern-
ing risk, vulnerability, and impact assessments.
The Bank is currently working with ECLAC on a
disaster information program to review method-
ologies and assess the impacts of natural hazards.
The Bank also participates and collaborates with
the ProVention group of bilateral donors, multi-
lateral institutions and nongovernment entities
working on reducing disaster risk.

Though the IDB’s activities to strengthen its own
capacities for disaster risk management and those
of its borrowing member countries precedes the
Hyogo Framework,” the Bank’s strategic vision
and activities support the Framework goals of: (i)
integrating disaster risk reduction into sustainable
development policies and planning, (ii) develop-
ing and strengthening institutions, mechanisms
and capacities to build resilience to hazards, and
(iii) a systematic incorporation of risk reduction
approaches into the implementation of emergency
preparedness, response and recovery.

% United Nations International Strategy for Disaster
Reduction. 2005. Hyogo Framework for Action 2005-
2015: Building the Resilience of Nations and Commu-
nities to Disasters. UNISDR, Geneva, Switzerland.
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FUTURE ACTION REQUIREMENTS

The rising trend in disaster damages coupled with
limited national and international resources for
response, leaves a reduction in vulnerability as the
only sustainable solution to reducing disaster
losses. This approach calls for a disaster risk man-
agement strategy to encompass all stages of the
disaster risk management cycle.

Core areas that require attention from the borrow-
ing members of the Bank are risk analysis to iden-
tify the kinds and magnitude of hazards faced by
people and development investments as well as
the vulnerability of people, sectors and countries;
prevention and mitigation to address the structural
and nonstructural sources of vulnerability; finan-
cial protection and risk transfer to spread finan-
cial risks over time and among different actors;
emergency preparedness and response to enhance
a country’s readiness to cope quickly and effec-
tively with an emergency; and post-disaster reha-
bilitation and reconstruction to support effective
recovery and to safeguard against future disasters
(see Appendix B for an illustration of the key
elements in risk management).

Appropriate disaster risk management standards at
the country level will provide a foundation for the
formation of a culture of prevention. Countries
adopting good disaster risk management practices
will enhance the effectiveness of their develop-
ment investments and make them more sustain-
able. Since potential disasters affect development
operations in different fields of activity, a cross-
sectoral approach is necessary to effectively coor-
dinate the use of resources for prevention in order
to reduce potential losses. After implementing
prevention and mitigation measures, countries still
need to cover their remaining probable losses and
should evaluate how ex ante financial protection
strategies can play a role. These mechanisms al-
low for risk transfer that can shift risk to private
sector partners through insurance and the capital
markets.



Box 3. IDB Priorities and Areas for Action in Disaster Risk Management

IDB Priorities Rationale Strategic Areas of Bank Action for Disaster Risk Management
Social Investment Social investments can directly or indi- Reducing the Vulnerability of the Poor

and Urban Devel- rectly contribute to risk reduction by Projects to reduce poverty and manage natural hazards attempt to
opment increasing the living standards of the respond to the risks and challenges that poor households and

o Living conditions
in cities

e Social safety nets

® Human capital
formation

o Risk Management
through environ-
mental manage-
ment

poor and diminishing their vulnerability.
Improved environmental management in
urban areas will not only improve the
daily life of inhabitants, particularly the
poor, but can also help decrease the vul-
nerability of the poor to the effects of
natural hazards. Uncontrolled urban set-
tlements are rapidly increasing the level
of vulnerability in many cities. Improv-
ing zoning and building standards as well
as their application is a necessity in order
to avoid future disasters of even greater
magnitude than the once yet known.

neighborhoods face. It is imperative that low-cost innovative and
sustainable approaches be implemented to effectively reduce risks in
low-income neighborhoods. Options include investing in building or
retrofitting hazard-resistant infrastructure, for instance with financing
from Social Investment Funds.

Building a Culture of Prevention

The Bank works to stimulate an effective demand for mitigation and
safety. This can be done by empowering citizens through inclusion of
disaster risk management in education curricula and awareness cam-
paigns, improving the allocation of resources for mitigation, making
governments and others accountable for managing risk, and monitor-
ing the progress and performance of policies such as zoning regula-
tions and building codes and standards.

Modernization of

the State

» Governance

» Coordination be-
tween public insti-
tutions at different
levels

o Alliances between
the State, civil so-
ciety, and the pri-
vate sector

o Ethics and trans-
parency

Better governance through citizen par-
ticipation in decision-making processes,
strengthened transparency, holding
elected officials accountable for their
actions, and improved cooperation be-
tween public institutions and the private
sector improve the ability of civil society
to demand better disaster prevention and
response policies.

To the extend that microfinance institu-
tion are “healthy,” meaning that they
comply with reasonable criteria for ac-
countability and are well informed of
their client base, they are in a better posi-
tion to support most local production in
developing countries due to their prox-
imity to local businesses, which assures
better knowledge of their needs and ca-
pacities and, therefore, faster and more
efficient financing to resolve short-term
liquidity needs in the wake of a disaster.

Building National Risk Management Systems

Adding to the existing elements of emergency management, Bank
actions support comprehensive national approaches that build on
inter-institutional agreements between agencies responsible for fore-
casting, prevention, mitigation and response, including securing a
sustainable financing strategy for the institutional set-up and actions.
A comprehensive approach should include alliances between differ-
ent levels of the State, civil society and the private sector.

Risk Information and Indicators for Decision-Making

The Bank works to ascertain projections of the occurrence of natural
hazards and estimates of their impact. This can be used to establish a
priority ranking of mitigation needs in a specific country, region or
sector. It is important to increase the access to and quality of scien-
tific knowledge about natural hazards and human vulnerability, par-
ticularly in real time. Information and communication technology
and early warning systems can be useful and important tools to this
end. Technologies such as GIS systems and Earth Observation Sys-
tems now exist that can be used for efficient gathering and organiza-
tion of hazard risk information. The Bank supports the development
of indicators and risk assessments to identify highly vulnerable coun-
tries and sectors, the level of exposure to natural hazards, to assess
probable losses, and to evaluate institutional capacity to mitigate risk.

Competitiveness

» [nfrastructure

» Private sector
development

Improving the resistance to hazards of
key infrastructure in trade corridors re-
duces the risks of delays in the delivery
of goods and services. Helping countries
to develop efficient insurance, retention,
transfer and bond markets, improves
competitiveness and can also stimulate
better assessments of risk associated with
natural hazards. By adequately pricing
risk, insurance companies are in a posi-
tion to provide powerful incentives for
private investment in prevention, which
would also reduce the implicit liability of
the public sector. The business case for
involvement in disaster prevention is
rooted in an interest in business continu-
ity and maintenance of environments
conducive to investment and trade. Also,
stakeholders’ expectations of business
increasingly include good corporate so-

Involving the Private Sector

The Bank works with governments to find ways to encourage the
private sector to adopt mitigation strategies that will reduce some risk
currently carried by the public sector. The Bank can assist govern-
ments to address underlying constraints that hinder the private sector
from adopting risk reduction actions by, for instance, removing mar-
ket barriers to entry, improving land use planning, property valuation
and titling, building codes and risk assessments. In private sector
projects, risk mitigation investments can be planned on a commer-
cially reasonable basis.

Environmental safeguards such as pollution prevention, contingency
and emergency response plans can be put in place to facilitate sus-
tainable production in case of disasters. These safeguards may, in
turn, enhance competitiveness by showing corporate social responsi-
bility and improving the image of the businesses involved.
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cial responsibility.

Regional

Cooperation

o Trade and integra-
tion

o Cooperation and
coordination

Natural processes do not respect political
boundaries. Many disasters in the region
are the result of mismanagement of
shared natural resources such as forests,
soils and watersheds, whose administra-
tion requires cross-border collaboration.
Therefore, regional cooperation on stan-
dards and regulations for competitiveness
is an indispensable component of an
effective risk-reduction strategy.

Fostering Leadership and Cooperation in the Region

The Bank helps facilitate consensus among countries that leads to
regional cooperation such as the coordinated management of water-
sheds and the interconnected networks of electric systems and high-
ways. The Bank could assist in the creation of schemes to pool re-
sources for risk retention. The Bank also works in partnerships with
regional institutions. These can be developed to facilitate cooperation
in risk reduction and provide a forum for intraregional and inter-
institutional dialogue.

Environment and

Natural Resource

Management

o Natural resource
management

e Urban environment

Deforestation can disrupt watersheds and
result in siltation of riverbeds, leading to
more severe droughts and floods. In-
creased siltation of river deltas, bays and
gulfs together with the destruction of

mangroves and reefs increase the expo-

and pollution con- sure to storm surge and seawater intru-

Safeguarding Natural Resources

The Bank supports land use planning, watershed protection and pol-
lution control that reduce the vulnerability of human settlements. It
can also assist in physical and structural mitigation works to safe-
guard vital utilities such as dams and energy networks and potential
pollution sources such as sewage systems and chemical plants. Re-
foresting watersheds and coastal zones, controlling soil erosion,

trol sion. proper waste management, and improving urban planning are all
activities that can help reduce vulnerability.
Risk Financing However, this situation can be address in several

The establishment of a financial protection
mechanism implies consideration of risk factors
and is part of what can be described as an ex ante
risk management strategy. This tool implies an
understanding of probability and taking into con-
sideration an unknown future. Setting up a reserve
fund or buying insurance requires spending
money today to make allowances for probable
future disaster events. This is problematic, more
so in developing countries where there are large
immediate demands on government funds.

Despite a wide array of ex ante financing instru-
ments, including some grant mechanisms, most
disaster related financing in the region is done ex
post. Affected countries rely on international soli-
darity, knowing that international institutions can-
not easily withhold post-disaster aid.** The expec-
tation of grants is a clear disincentive for ex ante
action. Reconstruction financing may also take the
form of reformulating existing loans or, in some
cases, debt relief. None of these potential ex post
measures targets vulnerability or loss reduction.

% Auffret, Philippe. 2003. “Catastrophe Insurance
Market in the Caribbean Region: Market Failures and
Recommendations for Public Sector Interventions.”
World Bank Policy Research Working Paper 2963.
http://econ.worldbank.org/files/23420 wps2963

pdf, p.27.
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ways.

The risk bearers in the event of a disaster may be
the government, the private sector,”’ or interna-
tional entities such as the IDB. Identifying risk
bearers allows the development of an appropriate
risk management framework, which defines the
roles and responsibilities of each actor. Disaster
risk management strategies include risk reduction
by increasing investment in mitigation and pre-
vention. They also allow the use of a series of al-
ternative instruments for loss financing.

Figure 8 identifies risk layers, loss financing op-
tions, and available risk transfer instruments.
Higher risk layers are commensurate with higher
potential losses.”® In the case of a low risk layer,
items on the left-hand side are measures to reduce
risk and increase disaster preparedness. The right-
hand side indicates mechanisms available to fi-
nance low layer losses. At this layer there is room
for governments, the private sector, the IDB and
the individual to reduce potential losses either by
engaging in activities that reduce risk or by using
existing formal or informal risk coping mecha-
nisms. These response measures can be effective,

7 “private sector” refers to domestic private sector
activity that is vulnerable to disaster risk, exclusive of
domestic private sector insurance providers.

%% This section is adapted from Miller and Keipi (2005).




Figure 8: Financial Instruments for Risk Management and Transfer

RESIDUAL RISK
e Remaining risk that is
impractical or not cost
effective to transfer or
finance through loans

INSTRUMENTS FOR RESPONSE AT HIGH

LOSS LEVELS
Loss Financing through Loss Financing through Loans
Risk Transfer
o Disaster Insurance and e Contingent Credit
Reinsurance e Emergency Loans (e.g.
e CAT Bonds through the IDB Immediate

Response Facility)
e Reconstruction Loans

e Weather Derivatives

INSTRUMENTS FOR PREVENTION AND RESPONSE AT LOW LOSS LEVELS

Prevention Funding Loss Financing

e Prevention and Mitigations Funds

e Development Funds: Municipal, Social, Rural,
Environmental

e Mitigation Loans

o Prevention Loans (e.g. through the IDB Disaster
Prevention Sector Facility)

o International Aid

Formal and Informal Risk Coping through Self-Financing
Calamity Funds

Reserve Funds

Transfers of Government Budget

Transfers from Development Funds

Reformulation of Existing Loans

International Aid

but do not transfer risk. In the case of greater
losses, financing capacity at the lower layer may
not be sufficient.

Insurance and other risk transfer mechanisms ap-
pear only as “high layer instruments” shown in the
middle, left side of figure 8. In developed coun-
tries, transferring risks by means of insurance is

common among lower layer instruments. Box 4
describes prerequisites for a functioning insurance
market. However, with some notable exceptions,
insurance markets are poorly developed in Latin
America and the Caribbean. Finally, there is al-
ways a residual risk, depicted on top of the figure,
the financing or transfer of which may be imprac-
tical or not cost effective.

Box 4. Prerequisites for a Functioning Insurance Market

Acceptable quality of risks (building standards, regional planning, etc.): This needs a combination
of awareness, regulations and control. Without basic risk management in place, the insurance mar-
ket will abstain from covering risks perceived to have a too high hazard.

Quantifiable exposures: In Latin America and the Caribbean this is mainly a concern regarding the
risk of flood and storm surge due to the lack of detailed enough exposure data and/or suitable haz-
ard models.

Randomness of occurrence: Insurability is conditioned to the probabilities of losses and not to the
choice by the insured.

Majority of population can afford to pay for average costs of insurance cover: Limited subsidies
may be considered to prevent insurance coverage from remaining a privilege of the rich.

Local insurance companies sufficiently capitalized to pay for minor catastrophic events: The rein-
surance market expects the local market to retain some portion of the risks. It is better to have a
few strong players than many weak ones in a given market.

Sufficient reinsurance capacity available to cover major cat events: Currently there is ample rein-
surance capacity available for any loss scenario from developing countries. However, affordability
remains a crucial issue.

Source: Adapted from: Swiss Re, May 2003, Input for IDB Evaluation of its disaster related activities.
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Figure 9 demonstrates the theoretical relationship
of a balanced approach to risk management. On
the ex ante side, increased mitigation and preven-
tive measures will reduce future damages up to a
certain point. In most cases, there will be a resid-
ual risk (i.e., it is not cost effective to prevent or
mitigate all the risk).

On the ex post side, financing mechanisms can be
used to cover the costs incurred by residual risk.

Financing mechanisms also play an important role
by allowing governments to transfer risk; how-
ever, it is important to stress that although the
government may transfer risk, it does not transfer
the responsibility of providing post-disaster aid. A
balanced ex ante and ex post strategy can effec-
tively optimize security and costs since it does not
rely exclusively on ex ante or ex post financing,
but draws on each.

Figure 9: The Optimal Level of Security at the Minimum of the Sum of
Investments in Prevention Measures and Damage Costs
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Bank Action Under the Policy of 2007

OBJECTIVE

The purpose of the Disaster Risk Management
Policy is to guide the Bank’s efforts to assist its
borrowers in reducing risks emanating from natu-
ral hazards and in managing disasters in order to
support the attainment of their social and eco-
nomic development goals.

There are two inter-related specific objectives of
this policy:

1) To strengthen the Bank’s effectiveness in
supporting its borrowers to identify and
manage risks related to natural hazards by
reducing vulnerability, and by preventing
and mitigating related disasters before
they occur.

i) To facilitate rapid and adequate assistance
by the Bank to its borrowing member
countries in response to disasters in an ef-
fort to efficiently revitalize their devel-
opment efforts and avoid rebuilding vul-
nerability.

SCOPE

The policy of 2007 has two sets of guidelines:
directives that relate to programming and proac-
tive project work, and directives related to the
Bank’s response to an emergency or disaster. Ac-
tivities and instruments subject to the policy in-
clude the development of country strategies, fi-
nancial and nonfinancial products, public and pri-
vate sector operations and financial intermedia-
tion, as well as aspects of the Bank’s project pro-
curement practices.

Activities for post disaster operations cover both
natural hazard events and physical damage caused
by technological or human driven disasters, such
as structural collapse and explosion.”

¥ The prevention of technological disasters will be
managed as part of the Bank’s regular project design
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Technological disasters refer to technological or
industrial accidents, infrastructure failures or hu-
man activities, which cause loss of life or injury,
property damage, social and economic disruption
or severe environmental degradation. The preven-
tion of these types of disasters is best addressed in
the technical design and evaluation of the viability
of each project. The Environment and Safeguards
Compliance Policy pays particular attention to the
treatment of pollution hazards.

The prevention of disasters caused by social and
political violence (also referred to as conflict-
driven disasters) will be treated separately from
this policy since the planning and implementation
of policies, strategies and measures that identify,
reduce and help manage these events are very dif-
ferent than those necessary to manage natural
hazards. For example, natural and technological
hazards require technical prevention and mitiga-
tion measures, and usually result in social cohe-
sion, while conflict-driven disasters require politi-
cal prevention, and typically produce social frag-
mentation and erode social cohesion. See the rec-
ommendations of the IDB seminar “Human-
Driven Disasters: Violent Conflict, Terrorism and
Technology” held in June 2003 (Coletta, 2004).

RELATION TO
THE IDB ENVIRONMENT AND
SAFEGUARDS COMPLIANCE POLICY

There are clear links between environmental deg-
radation and an increase in vulnerabilities to natu-
ral hazards. For example, deforestation can aggra-
vate the risk of landslides and floods. Loss of
mangrove forests reduces the natural protection
against storm surges and tsunamis. Additionally
the registered increase in surface water tempera-
tures in the Caribbean is leading to coral bleach-

and implementation process in accordance with appli-
cable sector policies, and through the Environment and
Safeguards Compliance Policy (2005, draft). Epidem-
ics and pandemics such as HIV/AIDS are also outside
the policy scope. These are covered by the Bank’s Pub-
lic Health Policy (OP-742).



ing which in turn destroys natural storm surge
protections. Climate change has also been linked
to the reduction and loss of tropical glaciers in the
Andean region, which will have an impact on the
availability and distribution of fresh water as well
as hydropower generation. Natural hazards may
also increase the risk of environmental degrada-
tion. For example, wildfires may result in defores-
tation and erosion, floods cause sedimentation and
earthquakes may rupture gas pipelines or cause
other types of industrial accidents with severe en-
vironmental impacts.

The Bank is aware of these linkages and is striv-
ing to address them in a comprehensive fashion
with the development of a number of new safe-
guard policies of which the Disaster Risk Man-
agement Policy is one. The Environment and
Safeguards Compliance Policy (GN-2208-20) pro-
vides safeguards to ensure that all Bank opera-
tions and activities are environmentally sustain-
able, and do not cause environmental degradation
that may be an underlying driver for increased
vulnerability to hazards. It supports the principles
of integrated resource planning and seeks to assist
the borrowing member countries to implement
sound natural resource management. It also covers
the impact to the environment and human health
and safety resulting from the production, pro-
curement and use of hazardous material, including
organic and inorganic toxic substances, pesticides
and persistent organic pollutants. The Environ-
ment and Safeguards Compliance Policy defines
criteria and procedures for requiring Bank projects
to be submitted for Environmental Impact As-
sessment.

PLANNING AND
PROGRAMMING ACTION AREAS

The sections that follow provide the context and
justification for the directives proposed in the
draft Disaster Risk Management Policy. To moti-
vate a shift toward proactive disaster risk man-
agement, the policy of 2007 will address areas of
programming dialogue and project preparation
and implementation issues with the borrowers
(directives IV-A of the policy). Explanations on
post-disaster policy elements are described in the
subsequent section (directives IV-B of the policy).
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Dialogue with Borrowers on Proactive Disaster
Risk Management

Joint IDB-Borrower Assessment of Disaster Risk
Management

In the context of the Bank’s country strategy and
programming, the evaluation of disaster risk and
its review with country authorities is the most im-
portant tool the Bank has to enhance awareness of
this threat to development and to encourage coun-
tries to allocate scarce resources to improve their
risk management. It is also a critical step for im-
proving the effectiveness of the Bank’s develop-
ment assistance, especially in high-risk countries.
Incorporating appropriate risk management into
country programming and portfolio management
is the cornerstone of the Bank’s proposed shift.

Currently, disaster risk information is not rou-
tinely collected during the preparation of country
strategies and programming exercises, even for
those countries that regularly suffer losses from
disasters.”® Estimates of probable losses that will
have an impact on the country’s macroeconomic
outlook and the Bank’s portfolio are not readily
available. A country-level picture showing the
geographical areas and sectors at high risk and the
institutional capacities to manage risk is missing.

The economic, social and human impact of natural
hazard events both in aggregated numbers and for
each of the Bank’s strategic focus areas individu-
ally, merits the collection of more detailed infor-
mation on risk and vulnerability. This will help
make disaster risk and vulnerability more trans-
parent, thus providing a basis for more efficient
decisions to resolve the development challenges
of member countries.

Under the policy of 2007, the Bank will identify
countries according to their level of exposure to

% An analysis done by the IDB Office of Evaluation
and Oversight showed that between 1995-2002 the
country strategies for only two countries (Belize and
the Dominican Republic) included elements of disaster
risk management, although many more countries were
subject to disasters due to natural hazards. However,
many individual Bank operations (such as, housing,
water, energy, and road programs) already incorporate
analysis of natural hazards (Document RE-292).



natural hazards. This information should be inte-
grated in the section identifying major develop-
ment challenges in the issues paper prepared prior
to the first stakeholder consultation. For countries
that are identified as highly exposed the Bank will
propose that disaster risk be assessed on a national
basis. Risk assessment will facilitate the incorpo-
ration of disaster planning into country strategy
and programming exercises. In partnership with
member countries, the Bank will support technical
work, tailored to the needs of country program-
ming, in order to evaluate: (i) the country’s disas-
ter risk and the risk management priorities that
will support the country’s development objec-
tives; (ii) the performance of current risk man-
agement measures and the governments’ capacity
to manage disaster risk in the context of their de-
velopment priorities; and (iii) the exposure of the
Bank’s portfolio to natural hazards and potential
implications. The reports will provide specific and
well justified recommendations concerning: (iv)
the opportunities for the Bank to manage the risk
that disasters pose to the effectiveness of the
country’s development efforts and to the Bank’s
development assistance in particular; and (v) loan
financing and technical assistance that the country
needs for strengthening risk management in the
context of its development priorities.

For these countries, country strategies and pro-
gramming memoranda should include a section
that quantifies the disaster risk (probable losses)
and the potential impact on the country’s macro-
economic performance and the Bank’s portfolio.
The country strategy and programming documents
should include a discussion of how the Bank pro-
poses to manage the risk that disasters pose to the
effectiveness of the Bank’s development assis-
tance. This includes the contribution of the lend-
ing, technical cooperation and nonfinancial prod-
ucts portfolio, as well as donor coordination.

Institutional Strengthening

Institutional capacity in member countries plays
an important role in implementing risk reduction
measures. The Bank is committed to providing
necessary support for institutional strengthening
both at the national and local levels. Disaster risk
management will require a cross-sectoral ap-
proach to facilitate broad cooperation among
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stakeholders. The Bank recognizes that better and
more comprehensive coordination between inter-
national development agencies is needed to build
and strengthen capacities and to efficiently engage
and collaborate with national and local authorities.

In the elaboration of the risk assessments and the
country strategies, special attention should be
given to the institutional capacity to manage risk;
the vulnerability of lifelines and critical infrastruc-
ture; the adequacy of financial protection against
disaster risk; and opportunities for regional coop-
eration to address shared hazards. If it follows
from these assessments that there is a need for
improvements, the Bank will support the appro-
priate policy adjustments and institutional
strengthening, at the request of the country.

An appropriate institutional capacity to manage
risk should consider the following components: (i)
policies for disaster risk management; (ii) ele-
ments of a national system for disaster risk man-
agement with basic legal and financial provisions
for a coordinating body and cross-sectoral coop-
eration including local levels of government and
participation of private sector and civil society to
improve prevention, preparedness and readiness to
respond rapidly and effectively to disasters; and
(iii) relevant disaster risk management standards
(land use regulations, building codes, etc.), and
effective mechanisms for their implementation.

Financing Projects to Withstand Potential
Hazards

In order to safeguard the viability of projects fi-
nanced through loans, it is also necessary to
evaluate the vulnerability of the projects them-
selves. If hazard risk threatens the project objec-
tives, sufficient mitigation checks need to be en-
acted. This may include strengthening institutions,
as well as structural or nonstructural mitigation
measures. The level of risk should be identified on
the basis of the intensity of the potential hazards
and the vulnerability of the project activities to
their impacts. The project teams should identify
the level of risk in the project cycle and analyze it
as part of the Bank’s internal review process. In
the absence of any other norms, projects should
specify sufficient quality criteria for design and
investment taking into account the impact of haz-



ard events estimated to occur within the lifetime
of the project. The Bank should create sufficient
safeguards to avoid rebuilding vulnerability par-
ticularly in infrastructure projects in high-risk ar-
eas.

Mitigation checks that could be enacted include,
but are not limited to, strengthening early warning
and communication systems; the preparation of
contingency plans by communities, utility compa-
nies and other providers of basic services; equip-
ping and training emergency responders; prepar-
ing and testing evacuation plans; and enhancing
critical facilities, such as hospitals, clinics, and
local shelters as part of a national emergency re-
sponse system. In addition, insurance options
should be considered for financing potential losses
in private sector projects. International building
standards, other available norms and experiences
and good practices in the region should be fol-
lowed in the Bank’s project preparation and taken
into account in its review process.

In the case of loans to protect infrastructure and
strengthen emergency response measures, the
Bank and the borrower should seek expert guid-
ance in order to improve the viability of projects
and reduce vulnerability. Project teams will con-
sider risk posed by natural and technological haz-
ards, based on the best available information. The
Bank prepared a Disaster Risk Management
Checklist (Sustainable Development Department
Best Practices Papers Series No. ENV-144), a tool
that will assist project teams to identify technical
and institutional needs for integrating disaster risk
management principles into the design and execu-
tion of sector loans where it is warranted.

For projects in high risk areas, the sections of the
Project  Performance  Monitoring  Reports
(PPMRs) related to the achievement of develop-
ment objectives, sustainability issues, and the im-
plications for the overall performance of the pro-
ject should explicitly analyze the impact of disas-
ter events, and the mitigation measures carried out
by the project.
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Eliminating Potentially Negative Project
Effects

An additional concern is that the loan-financed
projects themselves do not cause or contribute to
unreasonably high risk levels. This is particularly
important in the case of projects that may lead to
technological hazard risk. Many forms of invest-
ments can increase risk. Expert opinion should be
sought to provide risk management guidance to
the borrower and the Bank, as needed. It is impor-
tant to assess the risk on a project basis and when
high sufficient safety measures and risk reduction
precautions are incorporated. Appropriate mitiga-
tion measures can include the preparation and im-
plementation of detailed plans focusing on risk
reduction measures, periodic safety evaluations
during construction and appropriate maintenance.

To support work in this area, IDB teams may
draw upon the Environmental Safeguards Hand-
book that is being developed to support the
Bank’s Environment and Safeguard Compliance
Policy. It contains guidelines, best practices and
definitions to assist project sponsors, project
teams, executing agencies and other interested
parties. The Handbook is Web based and will be
updated periodically to reflect evolving good in-
ternational practices in the field. The Handbook
and the Disaster Risk Management Checklist pro-
vide key questions to help Bank and country pro-
ject teams to identify possible sources of concern
in the applicable projects to be used as part of the
Bank’s internal social and environmental review
process.

Financial Incentives for Risk Reduction

Local communities, municipal governments, sec-
toral ministries and the private sector (the con-
sumers of risk prevention services) need to under-
stand the risks they face and should be empow-
ered to protect themselves and their assets. Infor-
mation sharing is essential to this end. It includes
demonstrating the positive results of prevention
and mitigation measures and providing readily
accessible information about the hazards that
communities face. An analysis of what makes
them vulnerable, as well as their standing relative
to other communities, can help make prevention a
community priority. Financial incentives are valu-



able tools to signal the importance of prevention
and mitigation to stimulate investment in new ar-
eas. These incentives can include subsidies for the
construction of low-income housing in areas that
are less prone to disasters, insurance schemes and
grants for conducting studies of the feasibility of
mitigation investment projects. The Bank can also
help countries remove impediments to the devel-
opment of insurance markets including by im-
proving and making available information and
through the design and establishment of appropri-
ate market mechanisms for insurance and other
hedging instruments

Investments in disaster prevention sometimes
have relatively low private profitability but offer
externality benefits for society as a whole. The
Bank can play a pivotal role by offering incentives
that increase the national rate of return on these
investments. In other instances the Bank can pro-
vide the needed incentive by helping countries
reduce the risks and uncertainty that arise from
investments with long return periods, for instance
through available grant financing, or by establish-
ing a critical mass to secure economies of scale.

POST-DISASTER OPERATIONS
Loan Reformulation

Reformulation of loans entails significant oppor-
tunity costs. When an existing loan is reformu-
lated due to urgent needs in the aftermath of a dis-
aster, the development objectives of the originally
designed operation for which the loan was ap-
proved, might be in jeopardy.

IDB loans may only be reformulated for disaster
response purposes if the client country officially
declares a disaster. The Bank will accept loan re-
formulation if the impact of the loan reformula-
tion on long-term development goals have been
evaluated, taking into consideration the conse-
quences for the original intended use and objec-
tives, and the proposed new use for the funds,
thereby creating conditions for more informed
decisions on the part of the approving authorities
and relevant stakeholders. Adequate transparency
of the reformulation must be assured and an ade-
quate mechanism for monitoring and auditing the
execution of resource transfers should be in place,
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while taking into account the specific needs of
timeliness given the nature of the situation. Re-
formulated loans must be monitored and audited
through the Bank’s monitoring/supervision system
in a timely manner to assure the funds fulfill the
new objectives.

As an additional requirement a share of the redi-
rected funds should be earmarked to improve pre-
ventive disaster risk management and avoid re-
building vulnerability. Some countries’ laws and
regulations specify this amount requiring, for in-
stance, that a minimum of 10 percent of the redi-
rected funds go to prevention and mitigation in
order to avoid later repairs in infrastructure in-
vestments, as well as to developing new policies,
training, increasing public awareness of disaster
risk management, etc. Information from the OAS
and PAHO indicates that in these types of projects
investments in prevention and mitigation on the
order of 5 to 7 percent of the total cost of new
construction substantially reduce the probability
of future losses. Retrofitting is much more expen-
sive. According to an evaluation of 13 IDB recon-
struction projects between 1995 and 2002 (RE-
292), the average estimated investment in preven-
tion and mitigation was only 4.5 percent.

Reducing Vulnerability in Reconstruction

When the Bank makes new loans following a dis-
aster it is particularly important to account for the
vulnerability of future Bank-financed projects.
The post-disaster period presents an opportunity
to engage in project design and take into account
lessons learned from the most recent disaster. This
requires considering the environmental, social and
economic changes in the afflicted area. It cannot
be assumed that pre-disaster conditions persist in
whole or in part. The reconstruction effort should
be designed to assist the affected population in the
reestablishment of adequately designed infrastruc-
ture to provide essential services and safety.

In designing reconstruction projects, the Bank
emphasizes not rebuilding vulnerability. This is
particularly important in the case of projects such
as housing where lives are immediately at risk.
Following the precautions outlined above, project
risk evaluations should provide the necessary



safeguard against rebuilding or contributing to
vulnerability.

Humanitarian Assistance

Safeguarding human capital and protecting lives
are essential in reaching economic and social de-
velopment goals in Latin America and the Carib-
bean. Therefore, the policy of 2007 allows the
Bank to fund humanitarian assistance when it is
merited through emergency technical cooperations
(GN-1862-5 and AT-986). The funds made avail-
able by the Bank should be administered through
specialized nongovernment and international enti-
ties with specific expertise in this field. However,
providing humanitarian relief is not part of the
Bank’s core mission since the Bank does not pos-
sess a comparative advantage in this field. The
mission of the Bank is to contribute to the accel-
eration of the process of economic and social de-
velopment, whereas the objective of humanitarian
assistance is to provide temporary relief. Further-
more, humanitarian assistance is normally fi-
nanced with grant resources and not loans, which
is the Bank’s core business. Finally, the Bank
does not have adequately trained staff or sufficient
capacity on the ground to be able to provide quick
and accurate humanitarian assistance.
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EVALUATING POLICY IMPACT

In order to assess the progress in the implementa-
tion of this policy, the Bank will have an inde-
pendent evaluation carried out five years after it
enters into effect. The evaluation will cover all the
directives but with a particular focus on the inte-
gration of disaster risk management in the pro-
gramming process (A-1) and in the project cycle
(A-2).

In order to improve the oversight and evaluation
of the implementation of the policy the Bank will
develop baseline and target indicators for monitor-
ing results of integrating disaster risk management
into country strategies and programming. In addi-
tion, performance indicators for disaster risk man-
agement in the project cycle will be prepared in
connection with the elaboration of the correspond-
ing guidelines. In ex post lending, the evaluations
will focus on the fulfillment of eligibility criteria
for loan transfers and the inclusion of sufficient
resources to avoid rebuilding vulnerability. In re-
construction, attention would be given also to ad-
justments in policies and institutional deficiencies
in order to reduce vulnerability to future disasters.



Moving Forward

Investing in disaster prevention is increasingly
recognized as a necessity to sustain growth and
sustainable development in the region. The Bank
and the donor community must increase their sup-
port to the countries and the region in terms of
strengthening their capacity to undertake sound
prevention measures and activities. Although, the
Bank has a number of instruments that can be tai-
lored to facilitate the countries’ risk management
and to improve their financing, there is still a need
to strengthen proactive disaster risk management
in order to focus on disaster prevention in the re-
gion.

The Disaster Risk Management Policy of 2007
embodies and supports a definitive shift from a
reactive to a proactive disaster risk management.
This change aims for the Bank to provide effec-
tive and efficient financial and nonfinancial sup-
port to the borrowing members in their disaster
risk reduction efforts and improve their disaster
risk management in accordance with national pri-
orities and working towards the goals of the UN
Hyogo Framework, established in 2005.

The policy creates opportunity for action. These
include the following:

e Support to cross-sectoral structures for proac-
tive risk management through national disas-
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ter risk management systems with the partici-
pation of public and private entities;

e Assistance for the creation and application of
disaster risk management standards;

e Support to country level hazard and vulner-
ability assessments, and risk monitoring;

e Financing of mitigation investments and of
incentives to support prevention; and

e Generation of financial protection strategies,
including risk transfer, to encourage risk re-
duction and to fund remaining reconstruction.

While the proposed policy represents a step for-
ward in addressing natural and technological haz-
ard risk by the Bank, progress will depend on the
level of successful implementation of proactive
disaster risk management by the borrowing mem-
ber countries. Collaboration among all parties
across the public and private sectors in the region,
including a strengthening in the collaboration be-
tween international development agencies, is
needed in order to successfully achieve proactive
disaster risk management for the benefit of the
people of Latin America and the Caribbean.



Glossary®!

Disaster — A serious disruption of the functioning of a society, community or a project causing wide-
spread or serious human, material, economic or environmental losses, which exceed the coping ability of
the affected society, community or project using its own resources.

Disaster Management/Emergency Management — The organization and management of resources and
responsibilities in order to deal with all aspects of response to disasters/ emergencies including prepared-
ness, contingency planning and rehabilitation.

Disaster Risk Management (DRM) — The systematic process that integrates risk identification, mitiga-
tion and transfer, as well as disaster preparedness to reduce the impacts of future disasters. It incorporates
emergency response, rehabilitation and reconstruction to lessen the impacts of current disasters while
avoiding rebuilding vulnerability.

Disaster Risk Management System — The formal and informal interaction between institutions, financial
mechanisms, regulations and policies.

Financial Protection — The use of market-based financial instruments to secure ex ante funding to cover
potential losses due to hazards and the costs of revitalizing the economy.

Humanitarian Assistance - The provision of commodities and materials required to prevent and alleviate
human suffering during a disaster relief operation. Assistance in such circumstances is likely to consist of
food, clothing, medicines and hospital equipment.

Loan Reformulation - Diverting loan resources already allocated to specific activities, in part or in full,
in order to finance unplanned reconstruction.

Mitigation* — Structural and nonstructural measures undertaken to limit the adverse impact of natural
hazards, environmental degradation and technological hazards.

Natural Hazard - Natural processes or phenomena that have an impact on the biosphere and may consti-
tute a damaging event. Such hazards include: earthquakes, windstorms, hurricanes, landslides, tidal
waves, volcanic eruptions, floods, forest fires, and drought, or a combination thereof.

Preparedness* — Activities and measures taken in advance to ensure an effective response to the impact
of hazards, including the issuance of timely and effective early warnings and the temporary evacuation of
people and property from threatened locations.

Prevention — Activities to avoid the adverse impact of hazards and means to minimize related disasters.
Proactive Disaster Risk Management - Addressing the development challenges that lead to the accumu-

lation of human vulnerability in order to reduce the effects of natural hazards that otherwise would gener-
ate disasters. An approach to disaster risk management that emphasizes ex ante over ex post.

3! Definitions marked with an asterisk (*) are from United Nations. 2004. Living with Risk. International Strategy for
Disaster Reduction. Volume I. Geneva. pp. 16 — 17.
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Recovery — Decisions and actions taken after a disaster with a view to restoring or improving the pre-
disaster living conditions of the stricken community, while encouraging and facilitating necessary ad-
justments to reduce future disaster risk.

Risk* — The probability of harmful consequences or expected losses (deaths, injuries, property, liveli-
hoods, economic activity disrupted or environment damaged) resulting from interactions between natural
or human-induced hazards and vulnerable conditions.

Technological Hazard — Danger originating from technological or industrial accidents, dangerous proce-
dures, infrastructure failures or certain human activities, which may cause the loss of life or injury, prop-
erty damage, social and economic disruption or environmental degradation. Examples include: structural
collapse, explosion, pollution and contamination or some combination thereof.

Vulnerability* — The conditions determined by physical, social, economic and environmental factors or
processes, which increase the susceptibility of a community to the impact of hazards.
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Appendix A

Recommended IDB Publications

Available from: http://www.iadb.org/sds/env/publication 2530 e.htm

IDB Disaster Risk Management Focus

Inter-American Development Bank. 2000. Facing the Challenge of Natural Disasters in Latin America
and the Caribbean: An IDB Action Plan. Inter-American Development Bank, Sustainable Develop-
ment Department, Washington, D.C.

Keipi, Kari; Pedro Bastidas; Sergio Mora Castro. 2005. Gestion de riesgo de amenazas naturales en pro-
yectos de desarrollo: Lista de preguntas de verificacion (Checklist), Inter-American Development
Bank, Sustainable Development Department, Washington, D.C.

Disaster Risk in Latin America and the Caribbean

Cardona, Omar Dario. 2005. Indicators of Disaster Risk and Risk Management. Program for Latin Amer-
ica and the Caribbean. Inter-American Development Bank, Sustainable Development Department,
Washington, D.C.

CEPAL/IDB. 2000. A Matter of Development: How to Reduce Vulnerability in the Face of Natural Dis-
asters. ECLAC, Mexico DF.

Chavériat, C. 2000. Natural Disasters in Latin America and the Caribbean: An Overview of Risk, Inter-
American Development Bank, Research Department, Washington, D.C.

Institutions for Disaster Risk Management

Bollin, Christina; Camilo Cardenas, Herwig Hahn, Krishna S. Vatsa. 2004. Disaster Risk Management by
Communities and Local Governments. Inter- American Development Bank, Sustainable Development
Department/Integration and Regional Programs Department, Regional Policy Dialogue, Washington,
D.C.

Freeman, Paul; Linneroot-Bayer, Leslie A. Martin, Reinhard Mechler, Georg Pflug, Koko Warner. 2003.
Disaster Risk Management.: National Systems for Comprehensive Management of Disasters Risk and
Financial Strategies for Natural Disaster Reconstruction. Inter-American Development Bank, Sus-
tainable Development Department/Integration and Regional Programs Department, Regional Policy
Dialogue, Washington, D.C.
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Challenges of Risk Financing

Andersen, Torben J. 2005. Applications of Risk Financing Techniques to Manage Economic Exposures to
Natural Hazards. Inter-American Development Bank, Sustainable Development Department, Wash-
ington, D.C.

Miller, Stuart; Kari Keipi 2005. Strategies and Financial Instruments for Disaster Risk Management in
Latin America and the Caribbean. Inter-American Development Bank, Sustainable Development De-
partment, Washington, D.C.

Pettersen, Ivar; John Magne Skjelvik, Nils Atle Krokeide. 2006. Exploiting International Financial Mar-
kets to Manage Natural Hazard Risks in Latin America. Inter-American Development Bank, Sustain-
able Development Department, Washington D.C.

Technological and Conflict-driven Disasters

Coletta, Nat J. 2004. Human-Driven Disasters: Violent Conflict, Terrorism and Technology, Inter-
American Development Bank, Sustainable Development Department, Washington, D.C.

Humanitarian Assistance (non-IDB source)

http://www.reliefweb.int/rw/lib.nsf/doc205?OpenForm
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Appendix B

KEY ELEMENTS OF RISK MANAGEMENT

Planning and Preparation

Response and Reconstruction

Rehabilitation
Risk Mitigation Risk Preparedness Emergency and
Identification Transfer Response Reconstruction
Hazard assess- Physical/ structural | Insurance/ Early warning sys- Humanitarian as- Rehabilitation/

ment (frequency,

mitigation works

reinsurance of

tems.

sistance

reconstruction of

magnitude and public infrastruc- | Communication damaged critical

location) ture and private systems infrastructure
assets

Vulnerability as- Land-use planning | Financial market | Contingency plan- Clean-up, tempo- Macroeconomic

sessment (popula-
tion and assets
exposed)

and building codes

instruments (ca-
tastrophe bonds,
weather-indexed
hedge funds)

ning (utility compa-
nies/ public ser-
vices)

rary repairs and
restoration of ser-
vices

and budget man-
agement (stabiliza-
tion, protection of
social expendi-
tures)

Risk assessment
(a function of

Economic incen-
tives for pro-

Privatization of
public services

Networks of emer-
gency responders

Damage assess-
ment

Revitalization for
affected sectors

hazard and vul- mitigation behav- | with safety regu- | (local/national) (exports, tourism,
nerability) ior lation (energy, agriculture, etc.)
water, transporta-
tion, etc.)
Hazard monitor- Education, training | Calamity Funds Shelter facilities Mobilization of Incorporation of

ing and forecast-
ing (GIS, map-
ping, and scenario
building)

and awareness
about risks and
prevention

(national or local
level)

Evacuation plans

recovery resources
(public/ multilat-
eral/insurance)

disaster mitigation
components in re-
construction activi-
ties

Building and Strengthening National Systems for Disaster Prevention and Response: These systems are an integrated, cross-
sectoral network of institutions addressing all the above phases of risk reduction and disaster recovery. Activities that need sup-
port are policy and planning, reform of legal and regulatory frameworks, coordination mechanisms, strengthening of participating
institutions, national action plans for mitigation policies and institutional development.

Source: IDB 2000. Facing the Challenge of Natural Disasters in Latin America and the Caribbean: An IDB Action Plan. Wa-
shington, D.C.
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