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Economic effects of natural disasters

Natural disasters cause significant short-term disruptions, but longer-
term economic impacts are more complex
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Extreme weather events are increasing in frequency and
intensity, threatening lives and livelihoods around the
world. Understanding the short- and long-term effects
of such events is necessary for crafting optimal policy.
The short-term economic impacts of natural disasters
can be severe, suggesting that policies that better insure
against consumption losses during this time would be
beneficial. Longer-term economic impacts are more
complex and depend on the characteristics of the
affected population and the affected area, changes in
migration patterns, and public policy.

KEY FINDINGS

Pros

© Out-migration following a natural disaster
can serve as an important coping mechanism
and reduce the number of individuals who are
vulnerable to future disasters.

Labor market outcomes appear to be resilient
to natural disasters in the long term, at least in
wealthy countries.

Although the welfare effects of extreme weather
events are surely negative, natural disasters can
sometimes improve victims’ outcomes along some
dimensions.
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@ The short-term effects of natural disasters can be
severe, even in wealthy countries.

Large natural disasters reduce victims’ income and
consumption in the short term.

Researchers lack causal estimates of the effects of
natural disaster aid.

More research is needed to understand the long-
term effects of natural disasters on individuals,
which could differ from their long-term effects on
affected areas due to post-disaster migration.

The economic impact of a natural disaster does not end with physical damage and loss of life. Natural disasters
can also affect victims’ employment, health, and migration decisions, with potentially significant long-term
repercussions. Well-designed policy can limit such impacts cost-effectively, and there are many policy options
available to policymakers, including protective infrastructure, better land-use policy, monetary incentives to reduce
risk, and ex-post relief. Understanding the magnitude of and mechanisms behind the short- and long-term effects
of natural disasters is an essential first step toward crafting optimal public policy.
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