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In an era in which free-market capitalism has been showered with
more accolades than anyone ever expected it to receive, it seems espe-
cially timely to reassess economic sectors traditionally regarded as the
preserve of nonprofit or governmental supply and aff-limits to for-profit
private activity. Of particular interest in this regard is the whole area of
disaster mitigation and response, which, in the United States, at least, is
experiencing an explosion of for-profit private-sector initiatives. I will
survey and analyze some of these developments and offer some sugges-
tions for policies to promote the role of private enterprise in both disaster
anticipation and recovery.

The Economic Framework

The basic paradigm of economics is that of rational, optimizing con-
sumers who equalize the benefit received from the last dollar spent on all
their individual purchases. At the same time, producers in a competitive
environment seek through trial, error, imitation, and innovation least-cost
techniques of production directed to consumer demands of greatest inten-
Sity. Freely determined prices are the signals and, because they are also the
source of individual incomes, provide the incentive to producers to meet
demands at the minimum possible cost. If, further, all costs and benefits fall
exclusively on the parties to an exchange—that is, are absorbed “inter-
Fﬂl!f”—thcn, for given income distribution, the free price-directed market
1 the most efficient mechanism of resource allocation.

The Economic Role of Government

I_ftha basic conditions for private optimizing behavior are not met, an
\‘-'f!iment solution may be facilitated by government. The typical failure of
E\rate markets involves public goods, whose characteristic is that they can

y be consumed jointly—they emit benefits most of which are external

10 any individual private transaction (Weimer and Vining 1992, pp. 41-57).

189




1

180 International Journal of Mass Emergencies and Disagse

For various reasons, their ownership also cannot be exclusive. Public ggn,
thus invite free ridership and tend to be grossly underproduced by priyg
markets. Altruistic individual behavior may, in some cases and to sgm
degree, correct the market failure. A more durable solution, however, |
likely to require—although it is not assured by—an active governmen
presence, either as a producer or procurer of the public good, or both,

Goods likely to possess a high degree of publicness include the ecgp,
omy’s infrastructure, such as roadways, bridges, port facilities, the powa
system, and the communications network. Any politically supported redis.
tribution of the income yielded by private markets is also a public good
Damage to the infrastructure and loss of income by afflicted communitje

are, of course, intrinsic to disasters, any response to which must dea] with

both. At the same time, disasters in industrial societies impinge largely
private property and private transactions. Disaster anticipation and miti
tion are therefore primarily private goods; more precisely, their consun
tion can be limited to individual purchasers who also receive most of th
benefits,

Although market failure is a necessary condition for an effective
(welfare enhancing) government intervention, it is not sufficient. As |

producer, government is a nonmarket bureaucratic monopolist with all :
attendant weaknesses: the lack of cost-minimizing information and incen-

tives that come from market competitors, the disincentives to risky inn
tive experimentation, the vulnerability to political pressures and the seekin
of economic advantage by narrow consumer and producer interest groups
and the absence of functioning prices through which recipients of govern:
ment-supplied goods and services can continually express their preferen
(Weimer and Vining 1992). Government supply failure may in fact exceed
any market failure that occasioned the government intervention.

One partial remedy to government production failure is privatization

the supply source, with government acting only as procurer. In fact, &
argued by Vining and Weimer (1990), this is always the preferred respons
to market failure, provided only that less interventionist policies, such &
taxation or subsidization, are not feasible or that an effective contract 10
private production cannot be drawn up. An example of a circumstance
which a private contract would not meet efficiency criteria is the case
which the public good cannot be produced competitively. In that event, W&
have what the authors designate a “double market failure,” which mal
indeed justify government production but does not, as we have S€
guarantee that government will be an efficient supplier. Even under si
market failure, moreover, in which privatization is possible, many of 8
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i i the sole buyer,

o f public supply remain. Govcn:!ment may be yer
;mg? ;ar?ipulating the price (as of military hardware) and, even if it

A ?t will still be subject to diverse political influences and without the

isnob ! ¥ ot individual prices, jointly determined by the intended ulti-

mate consumers (the citizenry), provide.

The Nonprofit Private Sector

An alternative or supplement to govmme_nt su[:_:pl}r m the disaster
context, as rationalized by a double market failure, is pm:ate‘ nonfmf_it
' -;tir.rity,. In the Weimer-Vining classification, n-:m!:rrnﬂt t_}tganmanons typi-
gally provide public goods (the first market i.:‘aﬂl:lIF] in a context where

tential contributors (governments ot private u:tdmduals} do not have the
ﬂmmatiﬂn to assess whether their contribution is n::tua]]y used_ to produce
the public good (the second...market faih}re]“ (Weimer anﬂermg 199‘2d
p. 185). Insuch circumstances, profit-making firms may provide overpnctﬁ
goods of low quality. On the other hand, because of the absence of profit
and because of a strong commitment to their goals, nnn‘pmﬁts may a;_:peal
to donors (of cash, as well as services of labor and f:ap1ta]] as more h]fely
than profit-seekers to maximize the output of the desired gmds ana_:l services
in disaster situations. Nonprofits will also have more ﬂcxﬂ?ﬂlt?r in turning
out heterogeneous public goods than will government, whtc:]:t is gﬂnen:a]ly
constrained to provide a more standardized service to all within a given
constituent class (Weisbrod 1988, pp. 25-31).

Like government, however, nonprofits lack the example and the disci-
pline provided by market-constrained competitors, as well as the feedt_nack
that beneficiaries of their services can transmit through freely detmed
prices. And there is no basis, as there is not in government, for supposing
that the objective function of nonprofits is purely selfless anc} nmessarﬂ__v
consonant with the optimal disaster response. Indeed, there is much evi-
dence that some nonprofits may exploit short-term opportunities (often as
a requirement of their charters) that raise their visibility in disasters and
enhance their fund-raising capabilities, rather than implement an appropri-
ate longer-term procedure (Cuny 1983, pp. 145-147).

Disasters and Nonmarket Response

Dynes (1970, pp. 7-8) reminds us that two assumptions, not always
explicit, underlie the strong bias in support of centralized government and
monprofit domination of the disaster response. One, which public and
Volunteer agencies are especially prone to make, is that optimal postdisaster
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responses are readily perceived and straightforwardly pursued: reseya

clearance of debris, provision of “essential” services. Another is that disag, countries continues strong as opportunities for drawing up contracts with
ter victims are usually dazed, panic-stricken, and more or less helpless fn .vate providers arise in activities ranging from construction to water
the disaster aftermath (Dynes 1983, p. 658). The role of the private markay p“ﬁﬂcau'nn and delivery (Poole and Fixler 1987). Elements of the infra-
is rendered unimportant by the first assumption and ineffective by the structure, such as segments of limited access highways or fire fighting
second. services, are even operating as private enterprises (Hinds 1989). Physical
Dynes makes clear that both of these assumptions are false. Mountaipg parriers to the highway, except at controlled intervals, secure the property-
of empirical evidence collected mainly by sociologists, but others as well. _ right in it and essentially convert it into a private (rivalrous) good. Fire .
point to a perennial and serious mismatching of supply and demand by protection is largely a private good. Its publicness (joint consumability) lies (i
postdisaster providers. The data on inappropriate building materials, rich oy only in the danger posed by your neighbor’s burning house. But in practice i
spoiled food, unnecessary medical supplies, suboptimal transportatiog the public-good dimension can be eliminated by requiring community- |.
routes, the wrong equipment or the right equipment at the wrong place, efe,, based private companies to respond to all fires within the area and charging ||
are legion (Plommer 1978; Dynes 1983). The simple fact, from an econge those who use the service but fail to subscribe to it a hefty fee. The actual ﬂ
mist’s perspective, is that in the absence of a functioning price system, record of for-profit fire-fighting companies is one of comparable perform- E
neither central authorities nor well-intentioned altruistic outsiders are li ance and much lower cost than that of public and nonprofit providers rin
to come close to knowing and responding effectively to the circumstances (Tolchin 1985). Another way in which the service has been privatized is il
and preferences of afflicted populations (Horwich 1990). 1 when large bush}gs‘s or other organizations have provided their own internal ':*
Nor are these populations the helpless panicked victims portrayed by e ugliting facilitics. E
conventional mythology. On the contrary, sociologists have documented In the realm of natural monopoly, which is regulated by government as W
the adaptability, resourcefulness, and general effectiveness of survivors in part of its mandate to enforce competition, new technology is rapidly ending I
coping with disasters. Indeed, those at the grass roots household, firm, and - the declining-cost basis of monopoly and restoring a purely private basis of i
community level are the only ones with the information and incentives tg opc:taticlml, El::ctic power can now be transmitted vast distances, creating a ||
forge an optimal response. Command and control centralized management competitive interstate market (Smith 1987). Telecommunication has expe-
is as inefficient in disaster anticipation and relief as it is in any other realm Pem:cd an explosion of new technologies that have rendered the entire
of economic activity (Dynes 1983). industry potentially competitive, though only in long distance communica-

tion has government significantly reduced its regulatory role and allowed

Disasters and the For-Profit Private Sector Private competition to rule. On the local exchange level, effective compe-
_ tition requires that government recognize the new technological reality and
We define disasters broadly as any loss in the value of resources, both Cease issuing exclusive local franchises (Wenders 1990).

human and nonhuman, beyond some socially determined threshold and Meanwhile, the private sector has moved to reduce risk in the economy
whether caused primarily by natural events (storms, floods, earthquakes) oF both by improving safety features in economic output and activity and b;,:
man (equipment failures, fires, strikes, wars) (Horwich 1990, pp. 532-533) Mitigating the impact of disasters through anticipatory as well as reactive
We also consider the disaster response as the whole range of shorter-rumt measures, We discuss each in turn.
relief efforts, the longer-run recovery, and anticipatory initiatives aimed at
mitigation, including contingency planning and the design of equipment and Safety and the Market
structures. In this broad perspective, the role of government both as 8
predisaster planner and safety regulator and as a postdisaster responder has In the pursuit of general product and workplace safety, the for-profit

been yielding to the for-profit private-sector on a vast scale. {F‘:‘:"’atﬁ sector has in fact been an active player for many years. Aaron
ildavsky (1988, pp. 42-48) documents the vast improvement in human
:a,hh and safety in capitalist economies over the last several centuries. He
tiributes this development to a constant privately-based search and trial
and error process. Operating through free and open markets, producers offer

Government, of course, retains responsibility for creating and maintaif=
ing public-goods infrastructure, but increasingly in a procurement rath
than a producing role. The privatization trend in the advanced industriat
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tentative advances in safety in both products and the workplace that g
accepted or rejected depending on their efficacy and the market’s assege
ments of the resulting marginal costs and benefits, In effect, risks
reduced by the taking of risks, Wildavsky (1988) argues that the demang
for safety varies positively with income and that free markets foster safety
both by mediating the trial and error process and by serving as a genera)
engine of income growth. K
The frequent claim that profit-seekers tend to pursue short-run gaip,
and neglect longer-term safety is thus at odds with the facts. There is clea
evidence today, for example, that the share prices of aircraft compa
whose planes crash because of a structural defect drop, as do the shares of
companies whose products are recalled for safety reasons by the Consu mer
Product Safety Commission (Chalk 1987; Rubin et al. 1988).

This is not to say that safety is the only feature that workers want in
their workplaces or consumers want in their products or that they are wi :
to pay for the absolute maximum amount that technology can deliver. As
noted, economic agents balance risk and cost at the margin. An implica ]
of this is that attempts of public interest groups or government, thro
regulation, to reduce risk are often counterproductive. Mandated auto
bile safety devices lower the costs of, and hence encourage, more “inten=
sive” driving. This raises havoc with pedestrians and bicyclists, if not with
the automobile occupants, who, after all, are better protected (Peltzman
1975). But even the occupants suffer: there is econometric evidence thattl
safety regulations increase the purchase of cheaper small, but less safe
although the loss of safety is at least partially compensated for by e
intensive driving (McCarthy 1986). And, like the automobile safety stand=
ards, the benefits of requiring infants to have their own airline seats ar
offset—in this case by diverting travel from the air into cheaper and
more risky automobiles of all sizes.

A broad historical perspective by Eric Jones (1981) suppo
Wildavsky’s interpretation. Jones looks at industrial history as shaped
large measure by shocks and adaptation to disasters of all varieties.
Wildavsky, Jones sees income as the primary underlying determinant
safety and disaster mitigation. In a study of fires in the history of maj
world cities, Frost and Jones (1989) credit the specific use of market-pi
duced nonflammable materials (mainly bricks and roof tiles) and increasing
lot size as the primary agents of control. Although they occasionally refer
to a municipal code requiring the use of nonflammable building materials
(1989, pp. 341-342) and Jones (1981, p. 34) cites the “precautions insisted
on by central and local authorities,” the major historical development 08
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materials appears to have been the outcome of unplanned market
activity- Indeed, no regulation regarding safer materials could have been
effective prior to the appearance of the requisite technology or the attain-
ment of an income level at which the regulation became affordable. Nor is
there evidence that the technology was generally a response to a regulatory
edict (although the catalytic converter on automobiles appears to be one
such example) rather than to a spontaneously expressed, income-con-
strained consumer demand. Finally, it appears inconceivable that govern-
ment or any single entity could have anticipated or planned the de facto
construction of brick and tiled structures in scattered, but strategic, locations
where they served as fire-breaks. This spatial pattern permitted the poorer
intersticed areas to seek a more affordable combination of less fire-resistant
puilding materials, larger lots, and improved fire-fighting organization and
water availability. Historically, well-intentioned broadly-enforced fire-
proof building co des would have lowered the risk of fire but driven the poor
(the majority of the population) out of their homes into a suboptimal state
in which social welfare overall was reduced.

The Rise of For-Profit Disaster Enterprise

Given the predominance of private interest in safety and disaster
miﬁgatiam the emergence of a vigorous and dynamic industry of disaster
Ispemalists should come as no surprise. Traditionally, the private sector, even
in developed countries, has appeared to ignore low-probability high-cost
catastrophic events. But as income rises and technology advances, including
the remarkable developments in computer-based electronics, the cost/bene-
fit ratio falls and the demand rises for the services of rescuers, restorers,
salvagers, risk managers, and consultants of every stage of disaster activity.

A Eisturlm! Perspective. We can illustrate the emergence of private-
?emgr disaster specialists graphically by the supply/demand representation
n Fl_guretl. As pictured, the supply (S) and demand (D) for private disaster
services initially fail to intersect at a quantity greater than zero and so the
fnarket fails to form. One can say, with equal force, that the demand is
;ﬂftde!quate (a stronger demand would shift the D schedule to the right

ringing it to an intersection with the supply schedule S at a positive
Quantity) or that the cost of disaster services, as reflected in the height of
:Eﬁ SuPpII}r schedule, is too high (a lower cost would shift the supply schedule
ﬂllfz right bringing it to an intersection with the demand schedule at a
Positive quantity).
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Figure 1. Supply and Demand for Private Disaster

Price

Figure 2. The Shift of Supply and Demand for Private

Price
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Services at an Early Date.

Quanticy of Private Disaster Services

Disaster Services over Time,

Quantity of Private Disaster Services
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Over time both schedules shift to the right until they meet at a quantity

ter than zero, as shown in Figure 2. Rising income shifts demand;
additional firms enter the industry and costs fall in response to increasing
scale and advancing technology, all of which shift supply.

This kind of gradual development of a private for-profit market can also
explain a similar trend in the health-care industry, which, in spite of a
substantial private interest, has long f_eatured a huge public or nnnpr_r::ﬁt
gomponent in the delivery of the service (Gray 1991). The late twentieth
century concern with pollution abatement in the industrial countries is
another example of a slowly emerging demand, spurred by income growth.
Unlike health care and disaster mitigation, however, a clean environment is
Jargely an inescapable public good that cannot be left to private initiatives,
although market-based mechanisms of abatement (emissions taxes, sale of
pollution rights) mandated by government promise to increase the effi-
ciency of any clean-up.

Although disaster service companies may initially perform as postdis-
aster responders, their skills readily qualify them for predisaster planning
and prevention. Companies that sell rescue and restoration services are
certainly poised to market disaster prevention techniques and procedures.
Accompanying the growth of this industry has been a parallel development
in the emergence of risk-management and emergency response officers and
departments in most major business and nonprofit organizations in the
country. These departments are the successors to the corporate health and
safety units of 20 and more years ago. The optimal mix between reliance
on internal emergency management personnel and external consultants and
responders will vary, of course, with the scale of operations and the need
for company-specific skills in relation to particular risks.

Playing an important facilitating role in these developments have been
insurance companies, which serve as intermediaries between those seeking
disaster services and private providers. The insurance companies obviously
have a great deal to gain from, say, a computer salvage operation that costs
only 20 percent of the value of the equipment. That was the cost ratio in the
1988 First Interstate Bank fire in Los Angeles in which the Blackmon-
Mooring Steamatic Catastrophe company was able to salvage 92 percent of
the bank’s computers (Kissil 1990). Surveys suggest that 90 percent of
Fortune 500 companies have disaster plans in place, often at the instigation
of their insurance companies (Moore and Liles-Morris 1989).

~ One cannot resist comparing the joint efforts of individual companies,
Private disaster responders, and insurance companies with government’s
Tegulatory role, such as that of the Occu pational Safety and Health Admini-






