Tiffany Zuzeek

Econ 367

April 23, 2009

Disaster Relief

Disaster can happen at anytime whether it is by nature or by man. Current public policies on disaster relief need improvement due to the inability for government agencies to respond as quickly and as efficiently as private agencies. Not only is there a problem with government agencies and how they respond to disaster but also the laws emplaced which prevent proper distribution of supplies and goods needed after a disaster strikes. If The United States eliminates the Federal Emergency Management Agency or FEMA as well as adjusts the current laws concerning price gouging after a disaster America would be better able to respond and recover from disasters.
The United States primarily relies on FEMA when a disaster whether natural on man-made occurs. The purpose of FEMA according there website “is to reduce the loss of life and property and protect the Nation from all hazards, including natural disasters, acts of terrorism, and other man-made disasters, by leading and supporting the Nation in a risk-based, comprehensive emergency management system of preparedness, protection, response, recovery, and mitigation” (fema.gov). Through FEMA a moral hazard develops. Instead of disaster prevention disaster is created and disaster relief needed through the reliance on FEMA and the Nation Flood Insurance Program NFIP which FEMA manages. Hurricane Katrina which struck in 2005 and decimated New Orleans is a good example of the moral hazard FEMA created. FEMA publishes what is called a Flood Insurance Rate Map (FIRM) which NFIP uses for insurance purposes. FIRM’s allow a community to determine what risk level they are at in terms of flooding based on there location. “FEMA's New Orleans maps were based on assurances from the U.S. Army Corps of Engineers that the flood control system would stand up in a ‘100-year flood’ ” (Whoriskey , “Risk Estimate Led to Few Flood Policies” par. 25). However the levees did break and because the maps did not account for the levees breaking people then assumed they were at a lower risk then they were causing people not to purchase flood insurance even though they were living in a high risk area. Flood insurance should be a standard for all property built on the coast yet it is not because of FEMA and the reliance that Americans have on it. Instead of purchasing private flood insurance a dependency is developed on FEMA because the owner is not fully exposed to the risk of flooding. If this reliance on someone else to take care of them when a crisis occurs is taken away by eliminating FEMA people would be more prepared when a crisis occurs therefore reducing recovery time when disaster does happen. 

Not only does FEMA create a moral hazard by allowing people to live in increasingly dangerous areas, they also limit or hinder the private sectors ability to respond when a disaster happens. The limiting of the private sector is based on the belief that “the private sector’s profit motive would thwart the charitable impulse generally regarded as essential for effective relief”(“Wal-Mart Way in Disaster Preparedness/Response: Policy Implications” par. 3). This is not always true. Wal-Mart for example responded faster than FEMA when Katrina hit New Orleans and was able to supply the people of New Orleans with the goods they needed in an efficient manner. While a private firm is not a charity the assistance a firm provides to a community after a disaster will help the firm in the future by creating an incentive which the public sector is unable to create. The incentive being the concept of goodwill between the victims of the disaster and the private firm which is not a charitable impulse but effective disaster relief is still achievable.

Natural disasters for a long time were considered to be exogenous meaning that the results of the disaster are not controllable but this thought is no longer valid. Now because of better technology, “we increasingly understand that not only the impacts of extreme events, but actually the probability of their occurrence, are affected by human actions – cumulative decisions that weaken natural barriers to storm surges, place human populations in vulnerable areas, and change environmental and climate patterns on a global scale” (Auerswald, Branscomb, La Porte 5). This specifically applies to hurricane Katrina but is true for most disasters. Due to new technologies we are better able to predict when and where a disaster will happen and we are able to do this increasingly faster. Even so, FEMA was still unprepared for Katrina. According to the Final Report of the Select Bipartisan Committee to Investigate the Preparation for and Response to Hurricane Katrina, “the readiness of FEMA’s national emergency response teams was inadequate and reduced the effectiveness of the federal response”(3) which is mostly due to budget cuts and under trained response members. Therefore posing the question of why keep a federal emergency management agency if it is under trained, understaffed and unprepared to do what it is created to do?

After a disaster happens many people are without food, water, shelter, and other items that could be considered niceties. Due to people no longer having these items or needing other items typically price gauging will occur. Price gouging is the act of dramatically increasing the price of a good after a tragedy occurs, usually a natural disaster. In most states there are specific laws to prevent price gouging after a disaster where a price cap is in placed to help the victims of disaster but these price gouging laws are not always helpful. In fact they are usually more harmful rather than helpful. A disaster greatly affects the balance of supply and demand in the area it hits. The demand of a good greatly increases while the supply of the good either stays constant or in some cases can decrease. Due to this change in supply and demand the price of a good should therefore increase to reflect the new supply and demand scenario.  If the price of a good does not change than the people purchasing the good may not understand that its value has changed. Instead of the good going to the person who has the greatest value for that good it instead is sold on a “first come first serve” basis where the good is not distributed to the person with the greatest value for it. For example, after a disaster strikes an area many people are without power and need generators. If the price of a generator does not rise than the people in line first may be more inept to buy multiple generators that they may not need while the person who has less time to spend waiting in line but a higher value for a generator may not be able to purchase one. Price gouging laws not only effect the price of a good but peoples willingness to help. Again after a disaster strikes many people need generators because they are without power. When Hurricane Wilma struck in Florida for example one man drove a rented truck to North Carolina, purchased generators and sold them for more than fifty percent profit in the disaster area (“Miami Beach Man Sued In Generator-Gouging”). This is considered to be an act of price gouging and the man was charged for this incident. Although this is considered price gouging and a profit rather than charitable motive was the driving force for this man to sell these generators, he still was helping the community acquire generators that they would not have been unable to have otherwise. Also if the price of the generators was set to high than they would not have been purchased from this man but because people had a high enough value for the generators they did purchase them at the set price. This is not the only incident of people being prosecuted due to price gouging. Many people try to sell a good after a disaster for a percentage profit and instead end up being sentenced time in prison, paying a fine and having their good confiscated. Now because the good is confiscated people in the area who need that good are still without it and the people who wanted to help are now being punished. This is all due to price gouging laws that are in place to allegedly help after a disaster but instead end up doing more harm than good.

As stated earlier current public policies on disaster relief need improvement. FEMA has an inability to respond to a disaster as well as a private firm can and are ill prepared when a disaster strikes as well as lack incentive. FEMA also hinders the private sectors ability to help the victims of a disaster due to the private firm’s non-charitable incentive. While FEMA itself hinders disaster relief efforts, laws concerning price gouging also hinder disaster relief efforts. Due to these price gouging laws, the value of a good is no longer accurately depicted and people who have the ability to help are now deterred from doing so for fear of being punished because of the current laws. If FEMA was eliminated and price gauging laws were reevaluated, disaster relief efforts would greatly improve.
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