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Main Issues 
• Risk management policies may entail significant costs for national 

budgets, which in many cases may already be facing significant 
constraints.  

• Governments may find it useful to avoid disruption of longer term 
growth and fiscal balance objectives through strategies that help 
smooth the impact of disasters on public finances.  

• How can governments strengthen their financial resilience to 
disasters?  
 
 

• The costs of disasters often represent a contingent liability – both on 
the expenditure side and the revenue side of national budgets.   

• Such events have low probabilities but potentially high financial and 
economic impacts, and are often difficult or impossible to predict.   

• These kinds of costs are not easily incorporated into traditional 
budgeting frameworks. 
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Main Issues (cont) 
• Governments are often expected to fund reconstruction expenses 

for public assets, but are also called upon to organize and fund post-
disaster relief for citizens and businesses.  

• Disasters also tend to be associated with reductions in expected tax 
revenues.   

• In other words, the financial risks may be positive correlated.   
 

• In addition, national government policies (whether they use ex-ante 
or ex-post approaches) interact with the policies of other levels of 
government and actions of the private sector, leading to problems 
associated with moral hazard.  
 

• The paper discusses these issues and examines, at a high level, 
disaster funding arrangements in a number of OECD economies.   

• The report discusses the policy challenges that government face to 
strengthen their financial resilience to such disasters.  
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Policy Challenges 
i. Clarify Objectives  
ii. Recognize All Disaster-Related Contingent 

Liabilities in National Budget Documents and 
Make them Fully Transparent  

iii. Determine the Government’s Degree of Prudence 
and Risk Aversion  

iv. Where Possible, Determine the Magnitude and 
Probability of Contingent Liabilities  

v. Be Mindful of Correlation Structure of Risks 
vi. Discount Risky Revenue Streams Appropriately  
vii. Carefully Assess the Costs and Benefits of 

Appropriately Structured Reserve Funds 
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Policy Challenges (cont). 
viii. Carefully Assess the Interaction between Ex-Ante 

and Ex-post Funding Mechanisms and Moral 
Hazard  

ix. Clarify rules ex ante for government funding 
mechanisms  

x. Look for Alternative Ways Recouping Disaster-
Related Costs  

xi. Where Disaster-Related Risks are Quantifiable, 
Assess the Costs and Benefits of a Variety of More 
Formal Risk Assessment Approaches  

xii. Where Disaster Related Risks are not Quantifiable, 
Assess the Costs and Benefits of a “Traffic Light” 
Approach  

xiii. Engage in Stress Testing Exercises  
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