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Foreword

The term “disaster” conjures many images, most often of such natural hazard as earthquakes, hurricanes,
floods and fires. However, there are other types of disasters that are equally catastrophic and are a result
of human actions and accidents. Such “human-driven” disasters can be classified as “technological”
events (e.g., dam breaks and oil spills) or derived from “violent conflict” (terrorist acts, civil conflict).

The Inter-American Development Bank has been in the forefront of development assistance in Latin
America and the Caribbean for several decades. The IDB’s current policy on Natural and Unexpected
Disasters (OP-704) focuses mostly on natural hazards. Definitions are needed concerning how to cover
risk management and response in the area of human-driven disasters in Latin America and the Caribbean.

While dealing with natural hazards has been a part of the Bank’s development agenda, the management of
human-driven disasters will demand a more comprehensive risk management framework. Such events as
violent conflicts and terrorism are having a great impact on the socioeconomic development of the region.
The Bank’s role in assisting countries in reaching their development goals must also encompass this
broader agenda of mitigation and response to human-driven disaster scenarios. This paper outlines such
an approach, based partially on the results of the seminar on “Human-Driven Disasters: Violent Conflict,
Terrorism, and Technology” organized at the IDB in June of 2003.

Human-driven disasters are a fact of life in Latin America and the Caribbean. The Bank needs a clear set
of policies and good practices to guide its actions. Through a mix of risk mitigation investments and well
defined financial protection strategies the IDB, borrowers, and the private sector can shift from a primar-
ily improvised ex post response to more comprehensive strategies of risk management. Such an approach
will greatly enhance the progress and sustainability of current and future development assistance.

Janine Ferretti
Chief
Environment Division
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Executive Summary

The Inter-American Development Bank is review-
ing its policy on natural and unexpected disasters
(OP-704), which currently focuses primarily on
natural hazards in Latin America and the Carib-
bean. This paper explores and expands on the
definition and scope of “human-driven” disasters
in order to strengthen the policy in its present area
of “unexpected” disasters. Disasters are herein
divided into two broad groups: natural and hu-
man-driven, with the latter further categorized
into violent conflict and technological hazards. It
does not consider chronic emergencies such as
famine and disease resulting from drought and
global contagion, respectively, nor financial melt-
down as in the Asian, Mexican, Argentine, and
other financial crises. It is assumed that these
types of emergencies are addressed under separate
IDB institutional policies and instruments.

This paper tries to clarify definitions, present a
typology of disasters, and analyze current IDB
disaster policy gaps and issues through a human-
driven lens. It also discusses related eligibility and
financial criteria, and analytical, programming
and financing instruments. Experience from Latin
American and Caribbean countries and other in-
ternational financial organizations such as the
World Bank and the Asian Development Bank,
the United Nations and select bilateral agencies
working in the area of human-driven disasters is
drawn upon. Finally, recommendations are made
pertaining to strengthening current IDB policies in
the area of “unexpected” or “human-driven” dis-
asters. The intended goal of this paper is to ex-
pand the IDB’s current disaster policy in the area
of human-driven disasters.

Although differing somewhat in the trigger, scope,
duration, and requisite actions, most disasters—
both natural hazard and human-driven—generally
result in widespread physical damage, death, dis-
ability, and displacement, as well as the disruption
of economic and social activities. However, re-
gardless of the type of disaster, they all necessitate
speed, flexibility, and accountability in response.

Natural and human-driven disasters also share the
relative importance of risk management and vul-
nerability assessment, early warning, mitigation,
preparedness and related preventive measures, as
well as needing an organized response at the na-
tional level and a clear understanding of the roles
of international organizations.

In the case of human-driven disasters, there is a
special relationship between poverty, human-
driven disasters and development that needs to be
addressed. Given the strong link between poverty
and human-driven disasters, achieving the over-
arching IDB mandate of poverty reduction de-
pends heavily on preventing, mitigating, and man-
aging the risk, vulnerability, and impact of such
disasters. The IDB currently has a number of ex-
isting social and institutional development strate-
gies, programs, and instruments to address human
risk and vulnerability through various mecha-
nisms.

The Bank's overall strategic approach to disaster
risk management and response, that is, moving
upstream to emphasize the assessment of risk and
vulnerability, and the attendant risk management,
mitigation and prevention, is consistent with the
strategically phased actions required to address
human-driven disasters of other donors. However,
while “unexpected disasters” feature prominently
in the title of the existing IDB disaster policy,
what constitutes such disasters (e.g., the defini-
tion, scope, and eligibility criteria for engagement
and financing, as well as the analytical, program-
matic, and resources instruments) requires further
elaboration.

A recent evaluation of the IDB’s current policy
effectiveness has shed light on its overall weak-
nesses and strengths. In sum, the IDB will need to
revise its current policy to (i) clearly define the
types of disasters it covers; (ii) integrate the ef-
forts of its various departments to mainstream dis-
aster risk reduction; (iii) encourage proactive risk
management policies in borrower countries



through specific resource and time commitments;
(iv) prepare the ground for increased private par-
ticipation in risk transfer in vulnerable countries;
and (v) assess the benefits of reformulating loans
by better documenting their processes. In addition,
this evaluation makes several detailed recommen-
dations for the Bank’s programming and financing
strategies for natural and unexpected disasters
(IDB, 2004).

The IDB’s current financing of programs on vio-
lence prevention and social inclusion is central to
addressing human-driven disasters of a political
and communal nature and cannot be underesti-
mated. In addition, the pre-established menu of
eligible activities for emergency financing from
its Immediate Response Facility (IRF) includes
help in speeding up the restoration of services,
financing temporary repairs, and cleaning up. The
Bank also contributes to multi-donor trust funds
such as the one established in the wake of Hurri-
cane Mitch. The reallocation of undisbursed funds
and portfolio restructuring is utilized to provide
financial assistance in the wake of a disaster.

In addition to the above types of funding, there is
a need to consider other forms of financing. The
countries should evaluate their methods of loss
financing, be it through reserve funds, calamity
funds, contingent credit, insurance or through ex-
ternal credit. The level of use of each instrument
should be a result of an integrated risk manage-
ment strategy.

The IDB should be guided by a clear set of coun-
try eligibility, operational (rules of engagement),

and financing (items eligible for expenditure) cri-
teria in human-driven disasters emanating from
violent conflict, acts of terrorism and technologi-
cal disasters. In addition, a review of human-
driven disaster indicators for risk and early warn-
ing and the formation of an integrated conflict
analysis instrument could be carefully integrated
and mainstreamed into existing IDB strategic
country programming and sector work, such as for
country strategy papers, programming exercises
and poverty reduction assistance.

In the immediate aftermath of a disaster, where a
country assistance strategy is absent, outdated or
inadequate due to the changed circumstances, an
interim or Transitional Assistance Strategy (TAS)
may be required to guide short- to medium-term
IDB emergency response.

Regarding risk management financing instruments
and services, it is recommended that the IDB
evaluate existing mechanisms to identify links,
overlaps and gaps in areas of information needs,
institutions, delivery mechanism and systems, and
coverage and costs. These range from traditional
family self-insurance schemes depending on re-
mittances and savings to compensatory finance to
stabilize export earnings; commodity prices; re-
ducing the costs of insurance; catastrophe bonds
and international reinsurance markets; weather-
based insurance replacing traditional crop insur-
ance; rural finance institutions (cooperatives and
banks); micro-insurance schemes; community
projects; social funds; targeted work welfare pro-
grams; free food; and grants.



Definitions, Typology and Triggers

DEFINITIONS

Expanding on the current IDB definition,' the
term disaster, as used in this paper, refers to an
emergency caused by natural hazards or human-
induced actions and resulting in a significant
change in circumstances over a relatively short
time period. Examples are death, displacement,
disease or disability, food insecurity, damage to
physical and service infrastructure, depletion of
human and social capital, institutional weakening,
and a general disruption of economic and social
activity.”

Violent conflict is defined as organized acts of
social and political violence pitting one or more
groups against one another and/or the state, or
pitting states against each other. Violent conflict
can be manifested in some form of armed con-
flict.> While conflict is a normal and not necessar-

! As defined in IDB OP-704, “Natural and Unexpected
Disasters,” the term “disaster” refers to “any emer-
gency due to natural, accidental, or human-generated
actions that cause death, damage to the physical and
service infrastructure of any borrowing member, or a
loss of material goods so extensive that economic and
social development is affected” (IDB, 1999).

? Technically, “natural disasters” are actually “natural
hazard events” though the term natural disasters is of-
ten employed and understood to refer to such events.

7 According to the Peace Research Institute in Oslo
(PRIO), an armed conflict is a contested incompatibil-
ity that concerns government and/or territory where the
use of armed force between two parties, of which at
least one is the government of a state, results in at least
25 battle-related deaths. The separate elements of the
definition are operationalized as follows:

(1) Use of armed force: use of arms in order to promote
the parties’ general position in the conflict, resulting in
deaths. Arms: any material means, e.g., manufactured
weapons but also sticks, stones, fire, water, etc.

(2) 25 deaths: a minimum of 25 battle-related deaths
per year and per incompatibility. The Stockholm Inter-
national Peace Research Institute (SIPRI) uses a com-
bat-related parameter as a basis for establishing the
definition and intensity of armed conflict, with 1,000

ily negative part of social and economic transfor-
mation, violent conflict is always destructive.

Violent conflict is distinguished from criminal
violence (organized and otherwise) and household
(domestic) violence in that it is typically massive
in scale and organized with political or ideological
ends. Violent conflict is exemplified by war and
armed struggle between one or more groups (e.g.,
organized peasants, indigenous peoples, labor
and/or political groups) resulting in mass vio-
lence.

Terrorism, a form of warfare, is a classical exam-
ple of violent conflict. It is defined as the use of
violence, often against people not directly in-
volved in a conflict, by groups operating clandes-
tinely, which generally claim to have high politi-
cal or religious purposes, and believe that creating
a climate of terror will assist in the attainment of
their objectives.

deaths over the course of a conflict being utilized to
determine an armed conflict.

(3) Party: a government of a state or any opposition
organization or alliance of opposition organizations.
Government: the party controlling the capital of the
state. Opposition organization: any nongovernmental
group of people having announced a name for their
group and using armed force.

(4) State: a state is an internationally recognized sover-
eign government controlling a specified territory, or an
internationally unrecognized government controlling a
specified territory whose sovereignty is not disputed by
another internationally recognized sovereign govern-
ment previously controlling the same territory.
(5) Incompatibility concerning government: incom-
patibility concerning the type of political system, the
replacement of the central government or the change of
its composition. Incompatibility concerning territory:
incompatibility concerning the status of a territory, e.g.,
the change of the state in control of a certain territory
(interstate  conflict), secession or  autonomy
(http://www.prio.no/cwp/ArmedConflict/).



Natural hazards result from natural phenomena
such as earthquakes, hurricanes, tidal waves,
droughts, volcanic eruptions and landslides. They
typically leave physical destruction, disability and
death in their wake and disrupt economic activi-
ties and production. Natural hazards can also pro-
voke severe pollution and other environmental
damages. However, unlike violent conflicts, they
are not typically characterized for producing se-
vere effects on institutions, social capital and so-
cial cohesion. In fact, the populace tends to galva-
nize around natural disaster response and social
solidarity is often reinforced. They are usually of
short and intensive duration, and episodic or sea-
sonal in character.

Technological disasters are those originated by
faulty design, construction or operation of man-
made materials and systems. Examples range
from structural collapse to explosion, conflagra-
tion, pollution, contamination and/or some com-
bination thereof. Like natural hazards, technologi-
cal disasters may be short in duration, but have
long-term impacts such as in the case of a nuclear
meltdown.

Vulnerability to disasters refers to a weakened
state of the economic and social asset base from
which one can prepare, prevent, and/or recover
from a disaster. The poor are typically most vul-
nerable and suffer the greatest impact from natural
and human-driven disasters because their settle-
ments are often in high-risk areas.

The linkages between natural hazards and human-
driven disasters and distressing environmental and
humanitarian situations are increasingly present,
particularly as the poor are compelled to exploit

scarce environmental resources simply for sur-
vival. Deforestation, land degradation, and related
food security are shaped by human resource use
(e.g., urban squatting on marginalized hillsides),
in turn sometimes creating conditions for flood-
ing, landslides, and drought.

TYPOLOGY

There are two broad categories of disasters: natu-
ral hazards and human-driven. The human-driven
ones may be further classified into two basic
types: violent conflict, and technological hazards
(see table 1 below). In addition to these broad
categories, the onset and duration of any type of
disaster needs to be considered. For example,
while many disasters can have a sudden onset and
be of short duration (e.g., earthquakes, terrorist
acts, tidal waves, etc.), others can have a long on-
set (such as drought and civil conflict) or be of
long duration (e.g., winter emergency, nuclear
contamination, civil war, etc.). Yet other disasters
can be cyclical in nature, such as seasonal events
like hurricanes and flooding. These factors need to
be taken into consideration when formulating a
disaster policy.

TRIGGERS

Disasters have a range of triggers. Natural hazards
may be triggered by events such as earthquakes,
tidal waves (tsunamis), hurricanes, volcanic erup-
tions (lava, ash, rock), floods, drought, epidemics,
forest fires, and erosion, or some combination
thereof; and technological accidents by such hu-
man-made events as explosions, oil spills, and
chemical mishaps.

Table 1: Typology of Disaster Triggers

Natural Hazards

Human-driven Disasters

Violent Conflict

Technological Hazards

Volcanic eruptions

Fires — forest, other

Unusually cold weather / Winter emergencies
Droughts

Earthquakes Mass violent civil disturbances Nuclear contamination

Floods / Riverbank erosion International conflict Industrial disasters

Landslides Civil war Poisoning of water courses— chlorine,
Cyclones / Typhoons / Hurricanes Localized armed conflict cyanide, mercury, lead, etc.
Tsunami/ Tidal Waves Terrorism Environmental pollution

Dam and structure failures
Oil spills

Adapted from UNICEF (2001) and Albala-Bertrand (2002).




Violent conflicts are typically triggered by poor
governance, institutional failure, and economic,
political, or identity struggles. Terrorism is often
inspired by hatred, revenge, greed, or political and
psychological insecurity by groups that have cho-
sen to operate outside the bounds of civilized dis-
course (Carr, 2003).

In general, patterns of development over the past
few decades—such as widespread poverty, rapid
and uncontrolled urbanization, and environmental
degradation—have led to an increased severity in
damages associated with natural hazards. Institu-
tional failures, weak state performance, and a
sense of exclusion, inequity, and despair have
been closely associated with human-driven disas-
ters. Technological disasters mostly derive from
poor quality design, operation and maintenance.

While there are general trends in the pattern of
both natural and human-driven disasters, there are
exceptions to the norm. For example, natural haz-
ards tend to be localized, short and intense in du-
ration, require more technically oriented re-
sponses, and usually result in social cohesion.
However, a natural hazard like a drought can be
just the opposite: regional, long-term and resulting
in social upheaval. Likewise, human-driven disas-
ters originating in violent conflict tend to occur in
weak or failing states, are often subregional, re-
gional or global in dimensions, prolonged and
episodic in duration, politically-oriented in re-
sponse, and result in social fragmentation and
weakened social cohesion. An obvious exception
to this generalization is the 9/11 terrorist attack in
the United States, that occurred in a strong state,
was localized, short and intense in duration, and
resulted in social cohesion.

Technological disasters do not necessarily exhibit
a trend, as they can happen anytime and any-
where. For example, the Three Mile Island nu-
clear accident occurred in the United States and
the Bhopal chemical accident in India, two very
different situations politically, socially, environ-
mentally and economically. It may be said,
though, that human-driven disasters are largely
derived from societal and institutional weakness
and failures and often reflect human behavioral
mishaps.

Although differing somewhat in the trigger, scope,
duration, and requisite actions, disasters generally
result in widespread physical damage, death, dis-
ability, and displacement, as well as the disruption
of economic and social activities. Economic dis-
ruption (whether from natural hazards, techno-
logical accidents or from violent conflict and ter-
rorism-driven emergencies) usually leads to a
downturn in growth and a rise in unemployment,
fiscal imbalances, and increased indebtedness.
The costs of the conflict in Colombia are esti-
mated to be in the millions of dollars annually.
The 9/11 terrorist attack has led to over US$50
billion in economic losses.

Regardless of their type, all disasters necessitate
speed, flexibility, and accountability in response.
Natural hazards and human-driven disasters also
share the overwhelming importance of risk man-
agement and vulnerability assessment, early warn-
ing, mitigation, preparedness and related preven-
tive measures, as well as needing an organized
response at the national level and a clear under-
standing of the roles of international organiza-
tions.



Global and Regional Trends and Impacts

GLOBAL TRENDS

The international community has come to regard
the issue of disasters as a subset of the overall de-
velopment challenge. Over the past decade,
worldwide disasters driven by natural and human
actions have increased by about 60 percent (from
500 cases in 1991 to 784 in 2000). During the
same period, almost 3 million people have been
killed (two-thirds from violent conflict); another
2.4 billion affected (millions displaced and home-
less); and trillions of dollars in financial invest-
ments and physical assets foregone and destroyed.
In 1999 alone, disasters claimed more than
100,000 lives across the globe, and resulted in
total losses of around US$100 billion.*

Comparing the decades of 1983-93 and 1992-
2002, the International Federation of Red Cross
and Red Crescent Societies (IFRC) reported
global deaths from natural and technological dis-
asters (not including conflict and terrorism-driven
disasters) to have fallen by 38 percent, while the
numbers of people affected have actually risen by
54 percent. The bulk of the reported natural haz-
ards and technological accidents have occurred in
Asia (41 percent), with Latin America and the
Caribbean (21 percent) and Africa (20 percent) at
close second and third places. The global disasters
distribution was rounded out with 15 percent in
Europe and 3 percent in Oceania, respectively.’

* Figures are taken from the World Disasters Report
2001, International Federation of Red Cross and Red
Crescent Societies, Geneva, Switzerland.

> Figures are taken from the World Disasters Report,
2003, International Federation of Red Cross and Red
Crescent Societies, Geneva, Switzerland. A number of
other organizations, such as Munich Reinsurance,
Swiss Reinsurance, and the Center for Research on
Epidemiology of Disasters (CRED) at the Catholic
University of Louvain in Belgium, maintain databases
predominantly on natural disasters (Freeman et al.,
2002a).

Disasters pose an increasing threat to poverty re-
duction and sustainable development. It is pro-
jected that by 2050 more than 100,000 lives will
be lost annually to natural hazards, and that the
yearly global cost of these events will be in the
range of US$300 billion (World Summit on Sus-
tainable Development, 2002). While it is difficult
to quantify the diversity of disaster management
programs, concepts and data sources, official as-
sistance for humanitarian purposes following dis-
aster emergencies has averaged about US$5.5 bil-
lion annually in recent years. As a share of official
development assistance (ODA), humanitarian as-
sistance has increased from 4 percent of the total
in 1990 to about 11 percent in 2000. A majority of
this assistance has gone to complex emergencies
or human-driven crises resulting from the break-
down in authority and violent conflict (IMF,
2003).°

Both natural hazards and violent conflict have
increased substantially over the last few decades.
Torben Andersen (2002) cites global warming as
the most likely reason for the increased frequency
of natural hazards, while Wallenstein and Sollen-
berg (1998) at the Peace Research Institute, Uni-
versity of Uppsala, reported that from 1989 to
1998, the overall number of violent conflicts rose
from 32 to 108, with 101 of the 108 violent con-
flicts being internal civil wars.

More recently, according to Marshall and Gurr
(2003) at the Center for International Develop-
ment and Conflict Management (CIDCM), Uni-
versity of Maryland, global warfare subsequently
declined from 1998 to 2002 to around 33 “major
armed conflicts” concentrated in Africa, South-
central Asia, and Southeast Asia and the Pacific.”

® The World Food Program (WFP) spent about 32 per-
cent of its food aid for emergency relief from 1988-
1990 and over 72 percent for complex emergencies in
the 1996-98 period.

” The magnitude of each major armed conflict is evalu-
ated according to its comprehensive effects on the state
or states directly affected by the warfare, including



Nevertheless, the actual number of major conflicts
is irrelevant to the scope of their damage and the
number of people affected.

REGIONAL TRENDS

The end of the Cold War was purported to bring
about “peace dividends” and a shift of scarce re-
sources from military expenditures into other sec-
tors. Instead of peace, however, we have seen a
rise in armed conflicts and acts of terrorism. Be-
tween 1989 and 2000, more than 4 million people
were killed in violent conflicts, while terrorist at-
tacks increased from about 342 a year between
1995 and 1999 to 387 between 2000 and 2001.
Low- and middle-income countries have borne the
brunt of such violence with almost 70 percent of
major armed conflicts occurring in Asia and Af-
rica and about 80 percent of the terrorist attacks
between 1996 and 2000 occurring in Latin Amer-
ica (the majority being in Colombia).

Disaggregating conflict into severe crisis (violent
conflict), crisis, and latent conflict, the Heidelberg
Institute on International Conflict Research
(2002), University of Heidelberg, estimated 173
political conflicts worldwide in 2002. Forty-two
of these conflicts are predominantly violent with
the remaining 131 being nonviolent disputes di-
vided into 52 crises and 79 latent conflicts. In the
Americas, the only full fledged war being fought
is in Colombia, with other violent conflicts exist-
ing in Haiti, Chiapas (Mexico), Venezuela, Brazil
and Bolivia.

However, the more interesting indicator is that of
latent or potential violent conflicts, particularly if
one is interested in managing risk and preventing
violent conflict. Latin America has a total of 15
latent conflicts or about 20 percent of the globe’s
potential violent conflicts. These range from mass
protests and street violence in Venezuela, Bolivia,
Argentina, Brazil, Paraguay, Uruguay, Ecuador
and Peru, to organized violent conflict in Haiti
and Guatemala, and sporadic border disputes be-
tween several neighboring countries.

numbers of combatants and casualties, size of the af-
fected area and dislocated populations, and extent of
damage to the infrastructure.

The Andean countries appear to bear the brunt of
the risk of violent conflict. The potential for vio-
lent conflict, in and of itself, should raise concern
from a development policy perspective to monitor
these situations and to undertake development
actions to manage the risk of such latent conflict
escalating into violent conflict.®

Between 1991 and 2002, Latin America had 34
percent, or the highest number (1,507), of terrorist
attacks in the world, followed by Western Europe
and Asia.” Such attacks destroy human lives and
economic assets, cause severe dislocations to nor-
mal economic activity and daily life, and generate
large welfare costs as well as material losses. Per-
haps more subtle but deeper wounds are incurred
in the psychology of the population in that they
live their daily lives in a heightened state of fear
and anxiety resulting from the unpredictability of
such attacks. This is an enormous intangible on
which it is difficult to place a monetary value.

The region has also had its share of technological
disasters. Over the past three decades an estimated
40 major technological disasters occurred in Latin
America, ranging from an explosion in the city
sewers of Guadalajara in 1992 killing over 200
people, to the more recent 2002 Rio Pomba
chemical waste spill from a paper factory in Brazil
(Gutierrez, 2003)."° Technological accidents cre-
ate not only material costs but, like all disasters,
they frequently incur health costs and lasting envi-
ronmental degradation in the affected systems. In
many ways, the distinction between natural disas-
ters and human or man-made ones are somewhat
artificial in that the magnitude of the effects of
both of them depends on the degree of human
preparedness and mitigation. A classic example is
the location of housing in hurricane and flood-
prone mountainside and lowland areas. Such

¥ Heidelberg Institute on International Conflict Re-
search, University of Heidelberg. 2001.

® Patterns of Global Terrorism. 2002. United States
Department of State, Washington, D.C. For additional
analysis, see also the International Country Risk Guide
(ICRG) ratings on conflict as a proxy for the combined
risk from terrorism and conflict.

12 See Awareness and Preparedness for Emergencies on
a Local Level, APELL website,
http://www.uneptie.org/pc/apell/disasters/lists/disasteri

oc.html 2003.




housing is directly in harm’s way without being
necessarily prepared for withstanding natural haz-
ards. Also, the inadequate design and application
of building codes can aggravate the impact of an
earthquake or tropical storm.

IMPACTS

The socioeconomic impacts of disasters can have
direct or capital stock effects (e.g., infrastructure
and labor); indirect capital flow effects (e.g., pro-
duction and income, savings and investment); and
institutional effects (e.g., governance, human and
social capital and social cohesion). In sum, disas-
ters of all types deplete and/or transform in vary-
ing degrees four types of capital: physical, finan-
cial, human, and social (Albala-Bertrand, 2002).

In their study of the relationship between armed
conflict, terrorism, and economic performance,

Gupta et al. (2002) demonstrate how economic
performance is undermined by such human-driven
disasters. Their research confirms that during an
armed conflict inflation increases dramatically,
and that real GDP growth drops just before and
during a conflict. Conflict also has a significant
negative effect on government revenues, expendi-
tures and budget deficits. Real levels of expendi-
ture on education and health suffer during a con-
flict as they fall with the overall decline of eco-
nomic activity and the tax revenue base."'

Although all types of disasters generally have
macroeconomic, budgetary, and financial impacts,
leaving a trail of death, displacement, and destruc-
tion in their wake, those disasters emanating from
violent conflict have the added impact of weak-
ened governance and institutional capacity, de-
pleted human and social capital, and fragmented
social cohesion (Colletta and Cullen, 2000a; Col-
letta, et al., 2001).

' Sanjeev Gupta, et. al., 2002. Also see Mulder, 2002a.



Poverty, Conflicts and Development

POVERTY

Poverty and vulnerability are both a cause and
consequence of human-driven disasters (Coletta,
2002). The gains in the fight against poverty over
the past three decades are being eroded by the
creeping impact of human-driven disasters. Given
the strong link between poverty and human-driven
disasters, achieving the overarching IDB man-
date'” depends heavily on preventing, mitigating,
and managing the risk, vulnerability, and impact
of such disasters. However, disasters resulting
from violent conflict have the unique distinction
of compounding conditions of poverty with poor
governance and weak institutions (judiciary and
rule of law) for mediating conflict before it be-
comes violent. Prevention in this context requires
a different type of intervention than that required
for natural hazards. The focus needs to be more on
strengthening governance, the rule of law and lo-
cal institutions in general and on helping the gov-
ernment satisfy the essential needs of the popula-
tion.

In short, disaster assistance is consistent with the
IDB’s core areas of intervention in support of
poverty reduction: (i) sustainable economic
growth, (ii) inclusive social development, and (iii)
governance for effective policies and institutions.
However, when addressing disaster prevention,
the risk factors delineated in the Bank’s Social
Development Strategy take on added meaning.
The implications for revising the current policy
are either to introduce such risk management fac-
tors and approaches into the existing disaster
strategy or to formulate a separate policy or strat-

"2 The IDB’s Eighth Capital Replenishment mandates
the Bank to achieve sustainable economic growth, re-
duce poverty, and promote social equity through a
more comprehensive approach to development that
seeks to consolidate economic reforms while promot-
ing internal socioeconomic cohesion, regional integra-
tion, democratic institutions, and civil society (Strategy
for the Modernization of the State, GN-2235-1, July
2003).

egy for human-driven disasters, particularly those
of a political nature (e.g., civil conflict and mass
street protest and violence).

According to a 2003 report published by the
United Nation's Economic Commission for Latin
America and the Caribbean (ECLAC), Latin
Americans are worse off now than in 1997. The
report stated that "six lost years" of depreciating
currencies, faltering global demand, weak domes-
tic activity, and financial, political, and fiscal cri-
ses combined to hold average per capita GDP to 2
percent below 1997 levels.

For those less sanguine about the prospects for
peace and economic development in Latin Amer-
ica and the Caribbean, William Robinson’s recent
commentary is quite sobering. Peasant insurrec-
tion in Bolivia, aborted coups d’etat in Venezuela
and Haiti, five presidents in seven years in Ecua-
dor, organized street violence in Paraguay, Brazil,
Uruguay and Peru, and escalating civil war in Co-
lombia, appear to be the order of the day. Events
in Argentina starting in December of 2001 illus-
trate the connection between rising poverty and
violence, as unemployment has shot up from 3 to
20 percent and the number of people living in
poverty has risen from one million to 14 million
(Robinson, 2003b). Organized popular protest and
violent crime have since increased notably, prin-
cipally in Buenos Aires.

Data from the Economic Commission for Latin
American and the Caribbean show that per capita
income declined an average of 0.9 percent every
year in the 1980s, and by an average of 1.5 per-
cent each year in the 1990s. Poverty levels and
deprivation indicators have spiraled in most coun-
tries over the past 20 years.

While the policy debate in Latin America in the
1990s was dominated by macroeconomic stabili-
zation and the need to tame high inflation, restore
growth, and stabilize economies, the goal had
turned to equity-enhancing reforms through insti-



tution building (Graham and Naim, 1998). Al-
though macroeconomic reform is a necessary pre-
condition for growth and development, institu-
tional reforms that promote equity, justice, and
inclusion are requisite conditions for peace and
socially sustainable development (Birdsall, et al.,
1998). A recent study by the World Bank on Latin
America has come out with a similar conclusion
(de Ferranti et al., 2003).

CONFLICTS

International research shows that it is not poverty
per se that leads to violent conflict, but economic
decline and relative deprivation (widening dispari-
ties) coupled with poor governance (Elbadawi,
1999; Addison and Murshed, 2000; Colletta,
2002). The IDB strategy paper (2003) on mod-
ernization of the state focuses heavily on govern-
ance reform and capacity (effective, transparent
and accountable government) and is clearly a step
in the direction of preventing violent conflict."?

Alejandro Bendafia (2003) summarized this inex-
tricable linkage between poverty, injustice and
development as follows, “Conflicts will continue
in Latin America as long as injustice persists.
There can be no post-conflict situation as long as
conflicts are part of the development process,
principally in those nations characterized by high
levels of inequity. The objective is not, therefore,
to prevent conflicts, but to help channel them
through a nonviolent and institutional causeway
from becoming violent conflicts (author’s empha-
sis).” This is a clarion call for a greater emphasis
on equity and justice in the development equation
as a means of preventing and mitigating violent
conflict as a human-driven disaster.

The relationship between development assistance
and the prevention of violent conflict is not al-
ways duly acknowledged. Nevertheless, while
poverty and violence are often associated, one
cannot necessarily be reduced to the other. While
conflict inevitably deepens poverty (especially for
those who are the victims), the reverse is not al-

1 See IDB’s Strategy for the Modernization of the
State, GN-2235-1, July 2003. See also Biebesheimer
and Payne, 2001a and 2001b.
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ways true, that is, poverty does not always result
in conflict (Colletta, 2002).

The Peace and Development Policy of the Devel-
opment Assistance Committee (DAC) of the
OECD is attuned to this relationship, emphasizing
greater coherence and transparency in conflict
prevention initiatives through the establishment of
early warning and conflict monitoring systems
that closely link development decision-making
and the coordination of preventive development
programming.

The World Bank is utilizing two new analytical
instruments—a watching brief and a conflict
analysis framework—to monitor the development
impact of existing conflicts and to assess the risk
of conflict in potential conflict-affected areas. The
Watching Brief (World Bank, 2000) is applied in
countries or areas of countries in conflict where
the portfolio is inactive, in order to (i) maintain an
institutional knowledge base by monitoring the
social and economic trends, (ii) build partnerships,
especially with relief and other non-development
actors, and (iii) position the Bank for early re-
sponse. The Conflict Analysis Framework (World
Bank, 2002) is utilized to assess the risk of con-
flict. It covers six categories of variables for in-
formation and analysis:

Social and ethnic relations,

Governance and political institutions,

Human rights and security,

Economic structure and performance,
Environmental and natural resource manage-
ment, and

e External forces.

A number of bilateral agencies and the UNDP, as
well as the DAC and the World Bank, have also
invested heavily in developing conflict analysis
frameworks and tools and mainstreaming them in
the standard Country Economic and Sector work,
Country Assistance Strategy, and Poverty Reduc-
tion Support Programs (PRSPs).'* In addition, the

' Development Assistance Committee, OECD Policy
on Peace, Conflict and Development, 2000, Paris. See
also the World Bank Policy on Conflict and Develop-
ment Assistance, OP. 2.30, 2000; and Conflict Analysis



World Bank has developed a new reporting in-
strument, the Quarterly Monitoring Report on
Conflict-afflicted Countries as a means of inform-
ing its senior management and Board of Directors
on conflict and development programming. The
IDB might do well to strengthen its own social
and institutional analysis by integrating the type
of conflict analysis pioneered by the World Bank
and others.

DEVELOPMENT

Regarding the linkages between terrorism, poverty
and development, as demonstrated by Gupta et al.
(2002), terrorism has a negative impact on foreign
investment and economic growth, as well as being
an enormous diversion of resources (public ex-
penditure). It is estimated that the September 11,
2001 terrorist attack in the United States has cost
the US economy more than US$50 billion. Ex-
treme events associated with terrorism also sub-
stantially increase the solvency risk of insurers as
they strain the financial capacity of private insur-
ance companies (Solimano, 2003).

Hopelessness, humiliation, and rage provide the
potential shock troops for terrorist organizations.
Poverty of resources, combined with limited pros-
pects and indignity, create ready recruits. In addi-
tion, besides taking advantage of existing discon-
tent and inequities in the region, terrorist causes
also frequently “attract individuals who simply
use philosophical or political rationalizations to
veil their more fundamental greed and bloodlust”
and thus are not merely criminal in nature but a
form of warfare (Carr, 2003).

Given such a scenario, attacking poverty, alien-
ation and hopelessness will indirectly address the
sources of terrorist operatives. While not a pana-
cea in and of itself, development can fight terror-
ism through the promotion of economic opportu-
nity, justice, human rights, the rule of law, equity,
access to basic services, social welfare, and gov-
ernment capacity to regulate and control illicit
activities that finance terrorism. The following
diagram demonstrates how IDB policy can impact
three major areas of influence in resolving conflict
through development.

Development Assistance and Conflict
A Peace-Building Cycle

Security

Assistance to Peace Accords
Demobilization

Social Stability

Social Cohesion through
inclusive development
Priority Social Sector Assis-
tance

J/\f
AL A-

Institution Building
Property Rights

Good Governance

Policy and
Economic Sector
Assistance

Economic Recovery

Source: Nat Colletta, presentation at the IDB seminar, “Human-driven Catastrophes: Conflict, Terrorism and Industrial

Disasters.” June, 19, 2003, IDB, Washington, DC.

Framework, 2002, Conflict Prevention and Reconstruc-
tion Unit (CPR), World Bank, Washington.
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In the development arena, building resilient com-
munities is the best approach to conflict manage-
ment (see Colletta and Cullen, 2000b). This ap-
proach is exemplified in the work of the World
Bank in Colombia. The overarching objective of
the Colombia Country Assistance Strategy is to
promote peace and development through a focus
on the socioeconomic determinants of violence. It
addresses political, economic, and social violence
through an integrated structural, institutional and
interpersonal framework of causality. The analysis
links the financing of armed violence through
drug-related criminal activity to long-standing
social conflicts (e.g., over land, impunity, inequal-
ity, and the capture of the state by interest groups)
related to an exclusionary political, economic, and
social system. It concludes that achieving sustain-
able peace and development requires structural
changes involving a redistribution of power and
assets within Colombian society (Arboleda,
1999).

The IDB also has a number of analytical instru-
ments and services for building resilient commu-
nities. For example, the Bank’s Colombia pro-
gram includes both investment- and policy-based
loans, as well as technical cooperations, that work
together to build community resilience to violence
generated by armed conflict and societal unrest.

First, a series of policy-based loans (CO-0252,
C0O-0268, CO-0261) has protected the allocation
and execution of expenditures on humanitarian
assistance and social development during a period
of extreme fiscal constraints, which began with
the recession of 1997. These programs have also

served to stimulate the extension of coverage in
health insurance and social assistance for the poor,
as well as improving both targeting and overall
expenditure efficiency in the social sectors.

Second, investment loans such as the Network of
Social Assistance (CO-0247) have created alterna-
tives for the poorest groups in the most vulnerable
and impoverished municipalities in the country.
Preliminary results of the Families in Action con-
ditional cash transfer program suggest that benefi-
ciaries are more likely than nonbeneficiaries to
maintain residency in a municipality during a pe-
riod of armed conflict. These assistance programs
are complemented by investments in health and
education service improvements financed under
other operations (CO-0139). Other investment
programs focus directly on improving government
response to societal violence in the major cities.

Finally, the IDB strategy seeks to deal directly
with the consequences of armed conflict through
its technical cooperation programs. These pro-
grams seek to improve prevention and manage-
ment of domestic violence, provide input into the
peace process, and document the magnitude and
effects on well being caused by forced migration
due to armed conflict. An example of one such
project is the Social Effects of Population Dis-
placement in Colombia: Assessment, Monitoring
Tools and Action Plan project (TC-03-06-00-5-
CO) that focuses on improving the government’s
effectiveness in responding to the social effects of
armed conflict and reducing the negative impact
on displaced populations, of which the majority
are poor women and children.

balance larger competing interests.

Box 1 — The Colombia Country Assistance Strategy

The World Bank-financed Colombia program draws on a range of loan and grant instruments to address the
key cross-cutting economic and social issues of land reform, access to justice, security of life and property,
fighting corruption, citizen empowerment, and political reform in an integrated manner. A number of com-
munity-based and -driven projects (e.g., Magdalena Medio Regional Development, Peasant Enterprise
Zones, Rural Education, Productivity Partnerships for Peace, and Integrated Youth Development Services,
among others) emphasize increasing the capacity of individuals and communities to take charge of their own
development, particularly in a climate of conflict. The process takes into account the initial state of citizens
and organizations, builds on that gradually at their own pace, and recognizes and supports existing organiza-
tions and experiences. While the programs are community- and target group-focused (internally displaced,
disenfranchised rural peasants, out of school youth, etc.), linkages to broader regional and national policies
programs, budgets, value chains, markets, and social networks are strategically included. Third party media-
tion and implementation—be it private sector, NGO or civil society actors—is seen to be an effective way to




Building Capacity to Address Technological Disasters

Building capacity to prevent, mitigate, and man-
age technological disasters is also an important
subset of human-driven disasters. The Awareness
and Preparedness for Emergencies at the Local
Level (APELL) program originated under the
auspices of the United Nations Environmental
Program (UNEP) to minimize the number and
impact of accidents and emergencies caused by
chemical production. Launched in the 1980s as a
joint UN strategy with support from the business
and government sectors of the OECD, it advocates
business planning for the preparation of and re-
sponse to emergencies involving communities. It
contains a series of steps for a coordinated emer-
gency response of various entities (firefighters,
civil defense, Red Cross, etc.) emphasizing com-
munity involvement, optimizing resources, and
mitigating the impact on the community and the
environment. The APELL program approach has
been promoted in the region since 1990 and has
been implemented largely as a business sector
initiative."

The National Emergency Prevention and Re-
sponse System (SNPRE) experience (with regard
to technological and industrial risk management in
Latin American and the Caribbean region) is a
mechanism created to be built upon and dissemi-
nated. The SNPRE program has been imple-
mented in nine countries and is currently main-
tained in seven (Argentina, Brazil, Chile, Colom-
bia, Ecuador, Mexico, and Peru).

15 See the APELL website for an elaboration on defini-
tions and a list of technological disasters;
www.Uneptie.org/pc/apell/disasters/lists/natural.html).
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In other countries not using SNPRE, technological
risk prevention activities are the responsibility of
such ministries as health, labor, and the environ-
ment. However, they are not always coordinated.
Some countries, such as Colombia, have specific
“professional risk legislation” which regulates and
coordinates the functioning of different bodies
(including the private sector) with respect to tech-
nology norms and standards, monitoring, emer-
gency planning and the like.

International strategies involving communities
also exist in the technology risk management
arena. One such program, ‘“Responsible Care,”
emerged as a consequence of an evaluation of the
chemical industry following large accidents in the
1970s and 1980s in Latin America. It has devel-
oped a code of management practices involving
communities that addresses the preparation for
and response to emergencies. The Community
Preparation Code for Emergency Response en-
courages businesses to be prepared in the event of
a technological accident by establishing relation-
ships with communities, evaluating risks, creating
an emergency plan, training response personnel,
carrying out drills and inspections, and maintain-
ing open dialogue with communities (Gutierrez
and Alfonso, 2003). There is a great potential for
strengthening and disseminating SNPRE, Respon-
sible Care and the APELL programs throughout
the region.



Current IDB Approaches: Gaps and Issues

DISASTER RISK MANAGEMENT
APPROACH

A recent evaluation of the IDB’s current policy
effectiveness has shed light on its overall weak-
nesses and strengths. In sum, the IDB will need to
revise its current policies to (i) clearly define the
types of disasters they cover; (ii) integrate the ef-
forts of its various departments to mainstream its
approach to disasters; (iii) encourage proactive
risk management policies in borrower countries
through specific resource and time commitments;
(iv) prepare the ground for increased private par-
ticipation in risk transfer in vulnerable countries;
and (v) assess the benefits of reformulating loans
by better documenting their processes. In addition,
the evaluation makes several detailed recommen-
dations for the Bank’s programming and financing
strategies for natural and unexpected disasters
(IDB, 2004).

The IDB approved US$3.8 billion in new disaster-
related financing between 1995 and 2002, corre-
sponding to an average of about US$470 million
per year (IDB, 2004). The current policy on natu-
ral and unexpected disasters (OP-704) of 1998,
clearly moved the institution upstream, taking a
more proactive stance toward reducing the impact
of disasters through a more comprehensive ap-
proach prior to, during and after disasters. The
Action Plan of 2000 included the concept of disas-
ter risk management. Disaster prevention and
mitigation are at the heart of this approach. Identi-
fying and addressing the root causes of vulnerabil-
ity and managing risk is central to its success.

The Bank’s overall strategic approach to disaster
management and response —(moving upstream to
emphasize the assessment of risk and vulnerabil-
ity, and the attendant risk management, mitigation
and prevention) is consistent with the strategically
phased actions required by other donors to address
human-driven disasters. However, while ‘“unex-
pected disasters” feature prominently in the title
of the existing IDB disaster policy, what consti-
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tutes such disasters (e.g., the definition, scope, and
eligibility criteria for engagement and financing,
as well as the analytical, programmatic, and re-
sources instruments) requires further elaboration.

There are basically three main categories of vio-
lence: political, economic, and social. They more
or less correspond, respectively, with armed con-
flict between contesting political or ideological
groups; street crime and organized crime; and in-
terpersonal or domestic violence, particularly
against women, children and the elderly.

The historical links between political, economic
and social violence are strong. The availability of
small arms as well as deep societal divisions,
weakened the rule of law and the state’s capacity
in general, and formed a legacy of violent conflict
that unfortunately persists into the post-conflict
phase of peace building and development. The
homicide rate alone (last reported in 1990) for
Latin America was 22.9 per 100,000 or twice the
worldwide average of 10.7 homicides per
100,000. These figures, when disaggregated by
country, are especially high for countries either in,
or recently emerging from, armed or violent con-
flict, such as Guatemala (150), El Salvador (150),
and Colombia (89.5). The prevalence of house-
hold or domestic violence is also high in countries
with a long history of political and social vio-
lence.

The costs of violence—direct financial (value of
goods and services devoted to prevention and
treatment), non-monetary (health-related morbid-
ity and mortality), economic (labor market, in-
come, savings and investment) and social multi-
plier (socialization, social capital and participa-
tion)—are difficult to quantify but presumed to be
very high (see Solimano, 2001).

The IDB has a number of existing social and insti-
tutional development strategies, programs, and
instruments to address human risk and vulnerabil-

ity.



The IDB Violence Prevention Program has identi-
fied access and quality issues regarding education,
health, and justice as integral sources of domestic
and social violence. Programs to improve the cov-
erage and effectiveness of such social service ar-
eas (public goods) along with media campaigns,
housing and urban development, and the strength-
ening of civil society in general (popular partici-
pation of people in decisions that affect their
livesl)6 are instrumental in prevention and mitiga-
tion.

The current IDB violence prevention program
focuses on domestic and social violence (includ-
ing crime), rather than communal and political
violence associated with civil war, armed conflict,
mass protest movements and terrorism. This is a
gap that a revised IDB disaster policy might also
consider addressing.

A second IDB program to combat social exclusion
due to race, gender or ethnic background goes
more to the heart of addressing the underlying
inequities and divisions fueling communal and
political violence. Also, socially excluded groups
(e.g., indigenous, Afro-descendents, etc.) are often
the most vulnerable to natural hazards, and have
the least access to services in the post-disaster
period. A case in point is Colombia, where the
war has shifted to the dominant, chronically poor
and isolated Afro-Colombian regions, thus the
conflict has taken on a whole new dimension of
worsening already great social and economic di-
vides in the country. In short, natural and human-
made disasters have the potential to widen dispari-
ties within a country, creating worsening exclu-
sion unless explicitly included in disaster risk and
vulnerability analysis and response in the IDB’s
disaster policies and practices.

Social exclusion is defined as the “chronic scar-
city of opportunities and access to basic and qual-
ity services, labor markets and credit, physical
conditions, adequate infrastructure and the judicial
system.”"” Promoting social inclusion is central to

16 «“Violence in Latin America and the Caribbean: A
Framework for Action.” IDB, 1999. See also “Techni-
cal Notes on Violence Prevention,” IDB, 2000.

'7 Action Plan for Combating Social Exclusion due to
Race or Ethnic Background. IDB, October 2002.
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achieving the IDB’s goals of reducing poverty,
and promoting social equity and sustainable de-
velopment. This is reflected in the new Social De-
velopment Strategy adopted this year. The pro-
gram includes three priority activities: capacity
building within the Bank and the region; knowl-
edge building and research to better identify and
understand social inclusion; and projects that test
new approaches to promoting social inclusion. For
example, some current IDB programs include so-
cial investment funds with special reference to
social inclusion (Peru, PR-0125), rural develop-
ment (Bolivia, BO-0179) and integrated regional
development (Panama, PN-0116).

Three important measures identified for effec-
tively implementing such programs are (i)
strengthening the role of country offices in identi-
fying local capacity and in monitoring and im-
plementing programs; (ii) mainstreaming the
analysis of issues of race, gender and ethnicity
into Bank country papers and programming;
strengthening national policy-making and aware-
ness on social inclusion, and including data col-
lection on race and ethnicity; and (iii) piloting
new Bank lending and grant support to the region
for socially-inclusive operations. Several projects
have been identified or are ongoing which will
serve as testing grounds for learning about the
dynamics of exclusion/inclusion, violent conflict,
and development outcomes in the region (see IDB
Action Plan for Combating Social Exclusion due
to Race and Ethnic Background, 2002).

In effect, the social inclusion agenda is a potential
programmatic source for the development of both
“conflict analysis” and the design of “conflict
preventative actions.” Additional analytical in-
struments may not be necessary if racial and
communal analytical instruments can be devel-
oped to assess the risk and vulnerability to human-
driven violent conflict. These instruments can
then be translated into effective policy and pro-
gram interventions.

The IDB programs on domestic violence preven-
tion and social inclusion help to address underly-
ing problems that may lead to human-driven dis-
asters of political and communal nature and can-
not be underestimated. Violent conflict is the
stepchild of human insecurity and exclusion. Eco-



nomic insecurity and social and political exclusion
often propagate fear, hatred and intolerance,
which lead to violence (see the report of the
Global Commission on Human Security, 2003).

However, a contingent and equally powerful fac-
tor instigating human-driven disasters—be they
armed conflict, terrorism or technological—is the
capacity of the state. In the conflict literature, state
failure or collapse has been identified as a major
source of civil war as well as a hotbed for breed-
ing, supporting and undertaking terrorist activi-
ties. In this regard, the work of the IDB, through
the Modernization of the State and Strengthening
of Civil Society Program, is critical to an agenda
of conflict prevention and management. There-
fore, like the IDB programs on violence preven-
tion and social inclusion, this program is an indi-
rect endeavor in the overall Bank effort to address
the underlying causes of human-driven disasters.

In fact, state functioning, particularly in setting
and enforcing norms and standards and in its
overall regulatory role (citizen protection), is also
critical to preventing and mitigating human-
driven, as well as natural, disasters. This is ac-
complished through design, inspection, oversight
and compliance related to a range of economic
activities, be it arms export and import licensing,
the design and construction of nuclear power
plants, quality control, land use for urban settle-
ment, or an industrial waste disposal system. In
addition, strategic planning in the case of acci-
dents should be included in all safety planning.

Political and institutional weaknesses, resulting
from a persistent democratic deficit, have often
been manifested in the phenomena of authoritari-
anism, corruption, and the capture of public insti-
tutions, policies, and programs by special interest
groups. Political and social exclusion, rampant
corruption and mismanagement are a prescription
for state failure and violent conflict.

Institutional functioning, especially regarding the
key elements of democracy, rule of law,
state/market/societal interface, public sector man-
agement, decentralization and empowerment of
the community, are critical in assessing and
strengthening the overall state and societal capac-
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ity for social control, conflict resolution, and so-
cial cohesion.

These areas of Bank action (democratic system,
rule of law, state, market and societal relations
and public sector management), and their relation
to sustainable economic growth and poverty re-
duction strategies —(as spelled out in Annex 1 of
the Strategy for the Modernization of the State,
GN-2235-1) are also useful for preventing and
mitigating violent conflict. Combining such a
comprehensive vision for state reform with a se-
lective and gradual approach to specific institu-
tional development enables a learning-by-doing
process.

The Bank has existing analytical instruments and
services for institutional development already be-
ing applied to state modernization and civil soci-
ety strengthening which are also highly adaptable
to the needs of conflict-prone and affected coun-
tries. At the national level, Bank country opera-
tional strategy and dialogue is useful for identify-
ing and tailoring institutional development actions
for each country. The national Poverty Reduction
Strategy Papers (PRSPs) are another available
instrument for advancing state modernization in a
multi-donor coordinated fashion. Finally, sector
studies and institutional diagnostic instruments —
(such as the IDB Country Financial Accountabil-
ity Assessments, CFAAs, and the Public Expendi-
ture and Management Reviews, PEMRs) are read-
ily available for in-depth analysis.

Lending instruments are also becoming more
flexible and adaptive, although trust funds and
grant resources in general allow for more flexible
and varied interventions. The combination of sec-
tor lending instruments with technical assistance
programs are a source of increased financing
flexibility and implementation support which can
readily address human-driven disasters.

The issue of vulnerability must also be addressed
when choosing lending instruments for human-
driven disasters. Vulnerability in mainstreaming
deals with regular loan projects while vulnerabil-
ity in reconstruction has to do with not rebuilding
vulnerability into the reconstituted infrastructure
or productive capacity. Although a country’s gov-
ernment is ultimately responsible for the vulner-



ability of its sovereign social and institutional
framework, the IDB can support institutional re-
organizations or strengthening if the country so
desires.

In addition to the above analytical instruments and
services, projects such as the “Colombia Support
for Peaceful Coexistence and Citizen Security”
are important pilot efforts. The Colombia project
centers on capacity-building activities emphasiz-
ing diagnostic, information, evaluation, training
and management skills, with attendant program
interventions and media communications support.
Its objective is to reduce levels of violence and
insecurity in several areas through justice and pol-
icy reform. Another good example is the Jamaican
“Citizen Security and Justice Program” (JA-
0105). Its objective is to enhance citizen security
and justice through strengthening crime preven-
tion and the criminal justice system, as well as
through community action oriented toward pro-
moting mobilization and social cohesion along
with improved community/police relations.

FINANCING DISASTER LOSSES

In 1998, the IDB created a new financial instru-
ment to enable the rapid mobilization of fresh re-
sources in post-disaster situations: the Emergency
Reconstruction Facility for Natural and Unex-
pected Disaster Support (ERF). The facility’s
original endowment limitation of US$100 million,
usable for emergency-related temporary rehabili-
tation projects, was lifted when it was reformu-

lated to become an Immediate Response Facility
(IRF) in 2003. In addition to the IRF, the Bank’s
country representative can immediately make
available up to US$50,000 in grant resources to
the national emergency agency. Such resources
can also be used to finance humanitarian assis-
tance such as medicines and shelter, based on
what the country’s expressed needs are.

The pre-established menu of eligible activities for
financing includes help in speeding up the restora-
tion of services, financing temporary repairs, and
cleaning up. The country’s request for the use of
these funds triggers a fast-track process of loan
approval (2-4 weeks) for up to US$20 million per
project chargeable to the Bank’s Ordinary Capital,
or up to US$10 million chargeable to the Fund for
Special Operations for eligible countries on highly
concessional terms. The Bank also contributes to
multi-donor trust funds such as the one estab-
lished in the wake of Hurricane Mitch. The reallo-
cation of undisbursed funds and portfolio restruc-
turing is utilized to provide financial assistance in
the aftermath of a disaster.

In addition to the above emergency funding, there
is a need to consider other forms of financing.
Emergency short-term credit (in addition to the
immediate grants referred to above) is critical to
jump-start productivity, revitalize livelihoods and
create jobs. While savings (and remittances) can
provide more efficient self-insurance to help miti-
gate and cope with risk, it is not a sufficient re-
source for the poor in disaster-affected situations.

icy reforms.

document, 2003.)

Box 2 — Emergency Lending for Uruguay

The IDB offers emergency lending to those countries that need a rapid response to an internal crisis. The pri-
mary objective of emergency lending is to provide financial support to help address the effects of international
financial crises on the region’s economic and social progress, to mitigate the effects of the crisis on the poor
and vulnerable, to protect funding for social programs that benefit the poor, and to avoid reversal of policy
reforms. In 2002, Uruguay suffered a massive financial crisis that required emergency international aid to res-
cue the faltering economy. The IDB responded with a US$500 million loan from emergency lending that in-
cluded protecting the national budget for education, health and social security for the country’s poorest inhabi-
tants. In addition, the IDB emergency loan stipulated the protection and sustainability of the reforms recently
made in those sectors so the full impact of the national financial crisis would not fall upon the poorest sectors.
Uruguay was successful in meeting the loan’s goals in protecting its social programs and maintaining its pol-

(Source: Uruguay: Programa de proteccion y sustentabilidad social ; Relato de experiencia. IDB internal




The countries should evaluate the ways in which
they finance losses, be it through reserve funds,
calamity funds, contingent credit, insurance or
through external credit. The level of use of each
instrument should be a result of an integrated risk
management strategy. If conversions of existing
loans are considered, the criteria for their use
should be openly discussed in advance, and not be
left to a potentially hasty decision-making process
during an emergency. It is noted that in many
countries in the region insurance is included as an
alternative government tool. However, consider-
able savings or substantial increases in insurance
protection could be accomplished if countries sys-
tematically reviewed insurance purchasing oppor-
tunities (Freeman et al., 2003).

In developed countries a large amount of potential
private and part of the government disaster losses
tend to be insured. However, not all risks are ac-
tuarially insurable, even when perfect financing
and insurance markets are available. In order for a
risk to be insurable, the probable event and its
ensuing damage must be quantifiable and the cal-
culation of the insurable damage must not be in-
fluenced by the insured’s behavior (i.e., moral
hazard). In addition, the insurability of the risk
needs to be balanced against the premium’s costs
(pricing and ability to pay) and the compensation
payments. The type of risk needs to be clarified as
to whether it is physical (human) or economic in
nature. Economic risk can be valued through a
cost/benefit analysis while physical risk can be
valued based on cost-effectiveness criteria.

For losses with a high frequency of recurrence
(e.g., seasonal flooding, ongoing civil war, etc.) as
well as for low frequency but high loss events
(such as terrorism or a technological disaster) in-
surance for the poor might be relatively expensive
and then provide only limited relief. In addition to
the premiums, the transaction costs for finance
and insurance tend to be high for the poor. Thus,
even when insurance seems to be, in theory, a ra-
tional choice, cost and other concerns might pre-
clude it (Siegel, 2000). The IDB might want to
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explore ways to support the gradual creation of
insurance markets in the region.

Insuring against commodity risks (e.g., loss of
crops to natural disasters, large fluctuations in
price, etc.) is also a means of protecting the poor
and transferring risk in times of disaster. How-
ever, the conditions required for such a program
to work are quite stringent, especially for the poor.
In a recent (1999) roundtable on commodity risk
management, Donald King, the Secretary-General
of the International Federation of Agricultural
Producers, noted four key elements required for
such risk management to work: democratic farm-
ers’ organizations; a well functioning system of
financial intermediation; a legal system protecting
property rights and access; and international stan-
dards of production (Siegel, 2000). This is a high
bar for most farmers in developing countries.

Solimano (2003) has suggested that adequate so-
lutions to insuring against human losses and the
destruction of economic assets due to civil war
and acts of terrorism require some combination of
public and private insurance. Public insurance is
likely to be necessary in the case of protracted and
costly civil conflicts where victim compensation
and public intervention are required. However, he
is quick to caution that while there is a potentially
large scope for market insurance for terrorism and
conflict-related losses, the issues of pricing, re-
turns, risks and moral hazards need to be weighed.
He gives the example of catastrophe (or “CAT”)
bonds as a means of transferring to investors in
the capital market, through a suitable security is-
sued by insurance or reinsurance companies, the
risk of extreme events that generate large losses.
The key element of the bond is that in the event of
extreme risk, the investor may not recuperate the
principal of the bond, relieving the insurer of the
CAT bond of a large liability. Thus the CAT bond
reduces the strain on the capital base and the sol-
vency of insurers in the event of large losses. Of
course, interest rates paid to investors will have to
be at a level to attract investors to bear the CAT
bond’s unprotected principals.



Policy Recommendations

COUNTRY ELIGIBILITY, OPERATIONAL
AND FINANCIAL CRITERIA

The IDB should be guided by a clear set of criteria
concerning country eligibility, operations (rules of
engagement), and financing (items eligible for
expenditure) in human-driven disasters emanating
from violent conflict, acts of terrorism and techno-
logical disasters.

Country eligibility criteria. It is recommended
that the following country eligibility criteria be
contingent conditions for IDB involvement in
such human-driven disasters and incorporated into
the revised policy:

(i) With regard to human-driven disaster assis-
tance, in view of its mandate, the IDB may
not directly engage in peacemaking, peace-
keeping, and the delivery of direct humanitar-
ian relief per se. These are functions assumed
by other donors, regional bodies, nongovern-
mental organizations, and the United Nations;

(i1) Socioeconomic considerations shall be rele-
vant to IDB decisions. Its interventions shall
take place only at the request of, or with no
objection from, the member country con-
cerned.

Operational entry criteria. In addition to the
above country eligibility criteria, it is recom-
mended that the IDB adhere to the following
minimum operational entry criteria, especially in
conflict and terrorism-driven emergencies:

(1) Security of IDB staff to undertake operations
in the affected areas should be guided by OAS
and UN security norms and clearance. This
could include formal arrangements between
the IDB, the OAS and concerned UN agencies
regarding such matters as security-related in-
formation sharing, monitoring of staff move-
ments, and emergency evacuation when nec-
essary;
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(i1) A government or transitional authority recog-
nized by the United Nations should be in
place and assistance formally requested; and

(ii1)) To the extent possible, risk and burden shar-
ing with other key donor partners should be
encouraged.

Items eligible for financing. While the items eligi-
ble for financing in the current policy (OP-704)
sufficiently cover the immediate requirements of
natural hazards, it is recommended that for any
policies related to human-driven disasters the IDB
consider including the following additional items
for emergency funding:

(i) Temporary recurrent budget support to sala-
ries of critical basic service workers including
health workers, teachers, police and rescue
workers;

(i1) Micro and small enterprise credit to jump-
start affected livelihoods (business, farming,
and fishing) and create temporary public
works employment for priority rehabilitation;
and

(ii1)) Immediate short-term technical assistance to
buttress capacity for assessment, planning and
implementation functions (particularly polic-
ing and justice sectors) of weakened institu-
tions at the national, provincial and commu-
nity levels.

In addition to the above, recommendations for
reviewing and strengthening analytical tools and
lending instruments for disasters are described
below.

ANALYTICAL TOOLS OF HUMAN-
DRIVEN DISASTER RISK

The following set of human-driven disaster-
sensitive analytical and early warning indicators
and assessment tools could be carefully integrated



and mainstreamed into existing IDB strategic
country programming and sector work such as for
country strategy papers, programming exercises
and poverty reduction assistance. It may be advis-
able to consider creating an independent party to
evaluate the appropriate type of standards and cri-
teria for reconstruction loans following a disaster.

Review of Human-driven Disaster Indicators
for Risk and Early Warning.

As noted earlier, a number of donors have intro-
duced conflict-sensitive analytical tools and indi-
cators into their work in order to assess, provide
early warning, and undertake preventative action
to the risk and impact of violent conflict and acts
of terrorism. In this regard, it is recommended that
the IDB consider jointly reviewing with key do-
nors (perhaps through a coordinated human-
driven disaster monitoring and early warning re-
search program) such specific conflict and terror-
ism indicators. If internationally agreed upon, they
could form a basis for the common global meas-
urement of human-driven disasters.

Formation of an Integrated Conflict Analysis
Instrument.

Institutional tools for state modernization could be
consolidated with the social development and so-
cial assessment tools to create a streamlined set of
conflict analysis instruments for disaster risk and
vulnerability policy. In conjunction with the
above review of human-driven disaster indicators
and methodology, it is recommended that:

(i) The IDB combine and streamline the existing
institutional assessment tools for the state
modernization program with social assess-
ment tools that monitor social equity, exclu-
sion and violence on a communal, ethnic or
political level, to form an integrated conflict
analysis instrument for identifying risk and
vulnerability to human-driven disasters. Such
analytical tools could also form the basis for
the design and financing of early warning
watch systems and preventive development
interventions; and

(i) Research that relates governance to violent
conflict and terrorism, complemented by in-
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depth case studies of the above and other
relevant project interventions, be undertaken
by the State, Governance and Civil Society
Division to establish a best practice knowl-
edge base for further operational interventions
addressing human-driven disasters.

Introducing New Strategic Instruments into
IDB policies.

In the immediate wake of a disaster, when a coun-
try assistance strategy is absent, outdated or in-
adequate due to the changed circumstances, an
interim or transitional assistance strategy (TAS)
may be required to guide short- to medium-term
IDB emergency response. The World Bank, Asian
Development Bank and African Development
Bank have all developed such instruments to mod-
ify their strategic thinking in the aftermath of a
disaster. It is recommended that the IDB:

(i) Develop an interim or transitional assistance
strategy similar to that of other international
funding institutions to guide actions in the
wake of human-driven disasters. Such a strat-
egy allows for immediate- to medium-term
priority setting and resource allocation based
on assessed conditions to be crafted in such a
way that it serves as to guide institutional de-
cision-making and to inform the Board; and

(i) Explicitly incorporate country portfolio re-
structuring as a first order part of such an in-
terim or transitional support strategy in order
to make a timely response and effective use of
available resources. Restructuring should ex-
plore expenditure reallocation possibilities
within and across existing projects and sec-
tors.

The Special Case of Terrorism.

With reference to terrorism, in addition to the
above analytical tools focusing on the risk of vio-
lent conflict, it is recommended that the IDB ex-
plore four program areas through enhanced but
separate programmatic guidelines:

(i) Provide technical assistance to strengthen the
capacity of member states to develop and im-



plement national legislation on terrorism con-
sistent with UN Resolution 1373;'®

(i) Enhance cooperation with the OECD, the Fi-
nancial Action Task Force (FATF) and
CARICOM to suppress the financing of ter-
rorism and illegal money laundering through
the strengthening of banking and customs sys-
tems of cross border regulation and control;
and

(iii) Develop education curricula and life experi-
ence programs that promote a culture of toler-
ance, peace, and justice.

Capacity Building for Improving Disaster
Management.

It is a common objective of international devel-
opment agencies to advance capacity building and
strengthening of institutional arrangements at the
national, regional and local levels, in order to ad-
dress risk reduction as an ongoing concern. This
includes related legislation, land-use regulations,
building codes and reinforced links to environ-
mental protection for natural disasters. This might
further include an integrated disaster risk man-
agement plan covering areas of risk assessment
and monitoring, early warning systems, training
and public awareness programs as well as emer-
gency response management, ready resources and
the strengthening of community level organiza-
tions. The following recommendations accent the
need to build national and local capacity for hu-
man-driven disaster risk management.

(1) Enhancing NGO capacity for risk manage-
ment, conflict analysis and early warning.
With respect to human-driven disasters, it is
recommended that the IDB, in line with each

'8 UN Security Council Resolution 1373 creates a uni-
form set of obligations for all 191 member states in
responding to terrorism, going beyond the 12 interna-
tional treaties that now bind them. It specifically re-
quires all member states to deny all forms of financial
support to terrorist groups; to suppress the provision of
safe haven, sustenance, or support for terrorists; and to
share with other governments information about any
groups practicing or planning terrorist attacks. It bars
active and passive assistance to governments support-
ing terrorists.
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member government’s financing requests, en-
hance the capacity, particularly of NGOs,
civil society networks and organizations at the
community level, for conflict analysis, early
warning, mitigation, and resolution (the ca-
pacity to monitor, anticipate, alert about and
respond to potential violence) through conflict
mapping including polling and focus group
methodologies. As referred to earlier, several
multilateral and bilateral donor agencies have
already developed a number of useful conflict
analysis frameworks, tools and indicators as
well as capacity building programs in conflict
management which might be useful in this re-
gard; and

(i1) Enhancing capacity for technological disaster
management. It is recommended that the IDB
support an evaluation of the various country
public and private approaches to technological
disaster risk management, including scope,
strategy, legal, technical, and financial in-
struments, coordination and effectiveness.
This could also form the basis for a systematic
IDB-assisted program of capacity building for
national systems and private sector techno-
logical disaster risk management, and project
lending where appropriate.

Given the broad scope and sensitive nature of hu-
man-driven disasters, the IDB should consider
employing a third party to advise, on a consensual
basis, both the lender and borrower countries
about the appropriate level of standards and per-
formance related to natural hazard vulnerability.

FINANCING MECHANISMS

Regarding risk management financing instruments
and services, it is recommended that the IDB
evaluate existing mechanisms to identify links,
overlaps and gaps in areas of information needs,
institutions, delivery mechanism and systems, and
coverage and costs. The traditional family self-
insurance schemes include dependencei on in-
come generation from commodities (affected by
yearly market fluctuations), remittances and sav-
ings. More sophisticated, risk transfer instruments
include insurance; catastrophe bonds and interna-
tional reinsurance. Rural finance institutions (co-
operatives and banks) are in key role among the



poor through micro-credit and micro-insurance
schemes. Other sources of financial protection
include social funds, community projects, targeted
work welfare programs; free food; and grants.

It is important to consider combinations of the
above to manage risk at the micro, meso, and
macro levels. Financial protection systems are

required because preventive and mitigation meas-
ures cannot totally eliminate risks. There is no
single approach to risk management for the poor.
A tailored and integrated approach may be re-
quired (Keipi and Tyson, 2002). Table 2 summa-
rizes the actions, policies and instruments neces-
sary for preparing and responding to natural disas-
ters and conflict.

Table 2 —Elements of Risk Management

A. Natural Hazards

Phase Actions Instruments
- Institutional development for prevention and mitiga- | - Disaster Prevention Facility loans (GN-2085-
Before tion; 4);
- Risk and vulnerability analysis; - Sector investment loans with prevention and
- Prevention, mitigation and preparedness invest- mitigation components;
ments; - Technical cooperation for prevention and miti-
- Financial protection design and support to risk trans- | gation;
fer market development. - Policy-based lending.
- Damage and needs assessment; - Immediate Response Facility loans (GN-2038-
During - Reestablishment of basic services and critical infra- 12);
structure; - Portfolio restructuring and reallocation;
- Clean-up and repair of damages caused to the envi- - Technical cooperation for emergencies.
ronment;
- Humanitarian assistance (limited to emergency tech-
nical cooperation).
- Rehabilitation and reconstruction investments; - Portfolio restructuring and reallocation;
After - Adaptation of productive investments to future dis- - Investment and sector loans for reconstruction;
aster risk reduction. - Technical cooperation for reconstruction and
transformation.

Source: Internal IDB draft policy profile (May 2004).

B. Conflict
Phase Actions Instruments
- Institutional capacity building for prevention - Development loans with prevention compo-
through good governance; nents;
Before - Conflict and vulnerability analysis; - Technical cooperations with focus on preven-
- Development of instruments of prevention; tion;
- Promotion of increased stakeholder participation in - Policy-based lending.
program development;
- Positioning for rapid response.
- Humanitarian assistance; - Watching briefs;
- Bridging relief to development; - Transitional support strategy;
During - Providing incentives and sanctions for peace; - Emergency loans.
- Damage and needs assessment.
- Restoration and capacity building of critical state
institutions; - Portfolio restructuring and reallocation;
After - Demobilization and reintegration of ex-combatants; - Reconstruction loans;
- Return and reintegration of displaced persons; - Technical cooperation for reconstruction and
- Creation of and support for new livelihoods; transformation.
- Rehabilitation of critical infrastructure;
- Reconstruction investments.
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Conclusion

In the final analysis, society itself, by creating and
modifying institutions, political and social rela-
tionships, and technological and environmental
interactions, may increase or reduce its proneness
and vulnerability to human-driven disasters.

The many recommendations above can form the
basis for revising existing IDB policies to expand
the emphasis on addressing human-driven disas-
ters of a political and technological nature, or to
prepare a separate policy or strategy for, at least,
politically-driven disasters.

The IDB has systematically facilitated the use of
development assistance as an instrument of disas-
ter prevention, mitigation, and preparedness by
strengthening national capacity for natural hazard
mapping, climatic monitoring, early warning, im-
proved engineering standards, and land use plan-
ning, inter alia."”

1 See the background document for the World Summit
on Sustainable Development, 2002, as well as “Manag-
ing Disaster Risk in Emerging Economies,” World
Bank, 2000, for an elaboration on natural disaster pre-
paredness, mitigation and prevention.
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Regarding technologically driven disasters, as
recommended above, more work will have to be
done to evaluate existing mechanisms for mitigat-
ing such disasters. Based on that analysis, clear
policy recommendations beyond capacity building
can be derived to revise the current IDB disaster
policy, which should, to the extent possible, con-
tinue to include technological disaster risk man-
agement.

Regarding conflict-driven disasters, the IDB pos-
sesses the basis within the social development and
modernization of the state strategies and programs
to address such politically driven disasters. How-
ever, to systematically address human-driven dis-
asters resulting from violent conflict would entail
further work related to these two strategies, and
analytical and lending instruments, with a view to
integrating relevant aspects of these into a coher-
ent IDB conflict policy or strategy paper.
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