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This paper identifies institutional failure as the root cause for underdevelopment and suscept-
ibility to disasters and explores their interdependent relationship. It is demonstrated that only if
a country’s governance structure enables the implementation and enforcement of public policies
conducive to a country’s economic and social development can sustainable livelihoods be
achieved and susceptibility to disasters be reduced. Accountability, participation, predictability
and transparency are identified as the key features of a governance structure that fosters
development and supports risk reduction.

I. Introduction

On 26 December 2004, the world was shocked:
tsunamis, i.e. massive tidal waves, reached
coastal stretches of Indonesia, Sri Lanka, India,
Thailand, the Maldives, the Seychelles, Myanmar,
Bangladesh and Somalia. The tsunamis were
caused by a series of submarine earthquakes,
the epicentres of the two strongest earthquakes
being located just off the west coast of Northern
Sumatra, Indonesia as well as the Nicobar Is-
lands, India. They were reported to have a
magnitude of 9.0 and 7.5 on the Richter scale,
respectively. Their effect on humanity has been
devastating: as of 1 February 2005, 157,564 had
been reported dead, 26,763 missing and
1,075,350 displaced (OCHA, 2005).

Unfortunately, the Indian Ocean tsunamis
confirmed an appalling trend: not only has the
world witnessed a dramatic rise in disasters in
recent years, but the number of people affected
by them has also increased significantly. In the
1990s, three times as many people were affected
by disasters as in the 1970s. The associated
economic losses even rose fivefold over that
period (TEARFUND, 2005).

Disasters can essentially be viewed as a func-
tion of the risk process, i.e. they result from a
combination of hazard, conditions of vulnerabil-
ity and insufficient capacity or measures to reduce
the negative consequences of risk. Disasters dis-
rupt the functioning of a community or a society
causing widespread human, social, material, eco-
nomic and environmental losses which exceed
the capacity of the affected people to cope using
their own resources. Their vulnerability is shaped
by a set of conditions and processes resulting
from physical, socio-political, economic and en-
vironmental factors that increase their suscept-

ibility to the impacts of hazards. Hazards are
potentially damaging physical events, phenom-
ena or human activities which may cause the loss
of life or injury, damage property, disrupt eco-
nomic processes or lead to environmental degra-
dation. They can have different origins: natural
(geological, hydrometeorological or biological) or
induced by human processes (e.g., environmental
degradation) and may occur single, sequential or
combined. Coping capability, i.e. the capacity of
people and organisations to use existing re-
sources to achieve beneficial ends during and
after disasters, is required for a community or a
society to withstand the effects of hazards (UN,
2002).

This paper takes these observations and con-
siderations as its starting point and seeks to
systematically elaborate how suitable governance
structures can be crafted in order to strengthen
capabilities and to create capacities of both public
and private stakeholders. This is an unalterable
prerequisite to reduce economic risks associated
with disasters and to sustainably improve man-
agement processes in the public sector and at the
interface of the public and the private sphere with
the objectives to avoid disasters and, if this
cannot be achieved, to significantly reduce per-
sonal, economic, and environmental losses dur-
ing and after disastrous events. To begin with, the
next section investigates briefly the dialectic re-
lationship between disasters and underdevelop-
ment and highlights institutional failure
associated with bad governance as a critical
factor. Section III introduces a comparative gov-
ernance concept for the analysis of public policy-
making. In Section IV, this concept is applied in
order to identify pointers of how to improve
governance quality so that hazard management
could be improved, vulnerabilities reduced, and
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capacities to manage disaster situations en-
hanced. Section V concludes.

II. The nexus of disaster and
underdevelopment: institutional
failure and bad governance

According to empirical evidence, it is especially
the poor in developing countries who lack the
administrative, organizational, financial, and po-
litical capacity to effectively cope with disasters
and who are particularly vulnerable: while only
11% of the people exposed to natural hazards live
in countries characterised by a low level of hu-
man development, they account for more than
53% of the total number of recorded deaths
(UNDP, 2004).

Underdevelopment and susceptibility to disas-
ters can in fact be described as circularly linked:
disasters not only cause heavy losses to capital
assets, but also disrupt production and the flow of
goods and services in the affected economy,
resulting in a loss of earnings. In both the short
and the long-term, those impacts can have sharp
repercussions on the economic development of a
country, affecting gross domestic product (GDP),
public finances, foreign trade as well as price
indices, thus contributing further to increasing
levels of poverty and indebtedness. Often, the
agricultural sector is hit particularly hard which
has adverse effects for the poor who – in many of
the less and least-developed countries (LLDCs) –
depend on it for food and employment. Rising
poverty levels, in turn, increase the susceptibility
to disasters: as the poor need to exploit environ-
mental resources for survival, destroying forests,
soils, wetlands and water sources, the risk of
disasters such as landslides inevitably grows.
Repeated exposure to disasters can lead into
chronic poverty, as recurring economic stresses
induced by natural calamities induces fluctuation
in income, compelling households to sacrifice
potential investment. In turn, economic pressures
may increase vulnerability as they can, e.g., force
people to live in dangerous locations such as
flood plains or on unstable hill slopes (UNDP,
2004).

The perverse relationship between disasters
and underdevelopment seriously threatens the
aim of achieving the goals laid out in the Millen-
nium Declaration, a road map for human devel-
opment supported by 191 nations. The eight
Millennium Development Goals (MDGs), most
of which are set for achievement by 2015, have
been broken down into 18 targets with 48 in-
dicators for progress. The correlation between
economic development and disasters has direct
consequences for meeting MDG one (eradicate
extreme poverty and hunger), six (combat HIV/
AIDS, malaria and other diseases; because a

shortage of labour induced by high HIV/AIDS
rates decreases the capability of rural populations
to cope with drought, e.g., in turn increasing the
risk of epidemics) and seven (ensure environ-
mental sustainability). Furthermore, due to the
interaction of disasters and social development,
the meeting of MDG three (promote gender
equality; because following a disaster women
may be barred from participating in higher levels
of decision making, reducing the skills and
knowledge available for sustainable develop-
ment) is challenged (UNDP, 2004).

To break the vicious circle of underdevelop-
ment and susceptibility to disasters, an integrated
approach to disaster management and develop-
ment planning is required. Disaster management
must not only be understood as relief work, but as
a combination of emergency response and mea-
sures taken to reduce disaster risk in the first
place. The latter requires action – factored into
development planning – to mitigate the impact of
disasters as well as to prepare for them. Mitigation
includes both structural (such as the building of
flood defences) and non-structural measures
(such as regulating land-use). Preparation falls
within the wider field of mitigation and encom-
passes specific actions taken before disaster
strikes to forecast and warn against them as well
as to arrange for the appropriate response when
they threaten (such as organising evacuation and
stockpiling food supplies) (Twigg, 2004).

In a broad context, disaster reduction is to be
considered encompassing human, social, eco-
nomic, political and environmental dimensions.
It requires the formulation of forward-looking
policies pertaining to social development and
equity, economic growth, justice and environ-
mental quality, i.e. a commitment to sustainable
development (UN, 2002).

Sustainable development can be understood as
a process of change in which the exploitation of
resources, the direction of investments, the or-
ientation of technological development and in-
stitutional change are all in harmony and
enhance both current and future potential to
meet human needs and aspirations. Sustainable
livelihoods are achieved when individuals and
groups are able to maintain or even improve their
social, political, economic and other opportu-
nities in life without jeopardising opportunities
for future generations and can resist sudden
shocks or changes. The capability to cope with
change and to create livelihood opportunities
relates to people’s health and happiness, their
political freedom and social networks, their edu-
cational opportunities and also their relative
vulnerability to disasters. Social justice and equal
rights to resources – regardless of gender, race,
caste or ethnic identity – are preconditions for
achieving sustainable livelihoods (Eade and
Williams, 1995).
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Since failure to commit to sustainable devel-
opment practices intensifies disaster risk, the
factors shaping the development outcome for
a particular country need to be considered. In
this regard, the country’s institutional matrix is
critical. North (1991) defines institutions as
the humanly devised constraints structuring
political, economic and social interaction includ-
ing their enforcement characteristics. They
consist of both informal constraints such as
sanctions, taboos, customs, traditions and
codes of conduct as well as formal rules such
as constitutions, laws and property rights.1

The institutional matrix, in which individual
actors, firms, social groups, civic organizations
and policy makers interact with each other,
constitutes a country’s governance structure
of public policymaking. Only if this governance
structure facilitates the implementation and
enforcement of public policies conducive to a
country’s economic and social development,

sustainable livelihoods can be achieved (Ahrens,
2002).

Inversing this argument, one may argue that a
governance structure that is inappropriate to
meet this demand can be ultimately seen as the
root cause of underdevelopment (Clague, 1997a).
Consequently, susceptibility to disaster can be
interpreted as a consequence of institutional fail-
ure. Thus, institution building with the aim of
improving the quality of governance is required
to reduce disaster risk and facilitate relief opera-
tions (see Figure 1).

However, the emergence of governance-
enhancing institutions and organizations and
their proper functioning cannot be taken for
granted. Collective-action and institutional fail-
ures often result from the inability of private
actors to organize themselves, to co-ordinate
investment, innovative activities, and production
decisions, and to enforce private contracts. Even
if collective action succeeds, the outcome may be
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socially inefficient due to an unequal distribution
of power in the private sector. In these cases,
private ordering alone will not yield socially
desired results, and it is the state’s role to help
to overcome these types of institutional failure
and to facilitate the supply, that is the implemen-
tation and enforcement, and at times also the
creation of socially beneficial institutions.

If market, network, and institutional failures
occur simultaneously, the cumulativeness of
these failures (combined with path dependency
of institutional change) may imply system failure,
i.e. the danger that entire national economic and
social systems are locked into institutional and
networking cul-de-sacs.

From the perspective of evolutionary and in-
stitutional theories, system failure and single
components thereof are particularly relevant for
the performance of the public as well as the
private sector. Thus, the system-failure approach
enhances the neoclassical viewpoint by account-
ing for a much broader institutional framework
that guides economic and policymaking pro-
cesses. Consequently, it also gives a different
justification for government intervention and
general public policymaking that partly contrasts
and partly complements the policy recommenda-
tions of neoclassical economics. These new the-
oretical insights have recently led to a new view
on the role of public policy in fostering economic
development. Particularly, the market-enhancing
view (MEV) of government action, developed by
Aoki et al., 1997, p. 2 ‘‘stresses the mechanisms
whereby government policy is directed at im-
proving the ability of the private sector to solve
coordination problems and overcome other mar-
ket imperfections.’’ The MEV identifies comple-
mentarities between private co-ordination within
a firm or across firms and the design of the
institutional environment that supports private
co-ordination and innovation. Therefore, the role
of governments is not to substitute for private-
sector co-ordination, but to create an institutional
matrix which supports private co-ordination, im-
proves the exchange of information between the
private and the public sector, and (re-)invigorates
institutional arrangements that support learning
processes and reduce transaction costs and miti-
gate principal-agent problems.

Market, network and institutional failures can
sometimes be overcome by private organizations
such as firms, business associations, and non-
governmental organizations (NGOs). This is, e.g.,
the case when co-ordination failures arise due to
lacking knowledge of potential technological and
market opportunities. These failures may be suc-
cessively resolved through decentralized trial,
error and learning processes of private actors.
Instead of directly intervening in the allocation of
resources, the primary role of the state would be
to support the emergence of those organizations

and to interact with them. If private-sector co-
ordination is not effective or if set-up costs and
risks are too high for individual investors, there
may be a more active role for policymakers.

Less and least developed countries abound in
market, network, and institution failures, albeit
to different degrees in different countries.
Particularly during early stages of economic
development, market failures occur frequently
ranging from underdeveloped markets (especially
capital markets) to co-ordination problems with
respect to large-scale investment decisions. These
problems are aggravated by widespread institu-
tion failures in the sense that (1) economic
institutions do not emerge automatically from
getting the prices right; (2) new formal institu-
tions contradict persisting informal institutions;
and (3) mechanisms to enforce formal institu-
tions are absent. Finally, severe network failures
may occur with respect to the entire economic
and political fabric of a country which aggravate
the flow and exchange of information within the
public and the private sector, respectively, as well
as between the two sectors. In order to address
the complex negative consequences resulting
from a mixture of market, institutional, network,
and state failure, governance-and-capacity build-
ing programs have recently been given a new
prominence on the agenda of development the-
orists and practitioners.2

III. Building blocks of a development-
effective governance structure

When setting out to improve a country’s govern-
ance structure particular attention needs to be
paid to political and economic institutions as well
as factors related to the capacity of relevant
individual actors and organisations. The eco-
nomic decision-making process, on the one
hand, affects a country’s economic activities as
well as its relationship with other economies and
has therefore major implications for growth,
poverty reduction and improvements in the qual-
ity of life. The way in which policies are formu-
lated, on the other hand, largely influences their
quality which, in turn, may have important con-
sequences for disaster management program-
ming as well as the aforementioned economic
processes. Finally, the capacity of relevant indi-
vidual actors and organisations comes into play
when policies – at both the central and local
levels – are to be implemented. Participation, rule
of law, transparency, responsiveness, consensus
orientation, equity, effectiveness, efficiency, ac-
countability and strategic vision are key factors
when implementing a governance structure
aimed at sustainable development and disaster
risk reduction (UNDP, 2004).
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Economic aspects

In the aftermath of World War II, underdevelop-
ment was thought to be mainly caused by a lack
of physical capital. Following the success of the
Marshall-Plan in Europe whilst underdevelop-
ment continued in less developed countries, hu-
man capital – in the sense of acquired knowledge
and skills an individual can bring to an economic
activity – was introduced as a further explanatory
factor (Clague, 1997b; Ostrom, 1997).

Economic growth is required to overcome
underdevelopment. However, it does not simply
occur as a result of the accumulation of physical
and human capital. Instead, the divergence of
production processes and growth trajectories
across countries can be largely attributed to
different institutional matrices which determine
the ways in which physical and human capital are
employed (Olson, 1997).

Institutions define the choices available to
economic agents and thereby determine produc-
tion and transaction costs – i.e. the costs of
creating, monitoring, enforcing and restructuring
institutions – which, in turn, influence the profit-
ability and feasibility of engaging in economic
activity (North, 1991).

If institutions permit low-cost transacting, they
foster the division of labour and specialization.
This provides countries featuring a sound institu-
tional infrastructure with a comparative advan-
tage in property- and contract-intensive goods
and services. As the enforcement of contracts
improves, more complicated forms of exchange
are rendered possible, allowing for economies of
scale to be reaped that subsequently translate
into growth and promoting development (North,
1995; Williamson, 1998).

According to statistical evidence, relative back-
wardness (measured in initial per capita income)
is� in the longrun�uncorrelated with a varia-
tion in growth rates across countries. Institutional
quality, however, is not. This can be attributed to
the fact that secure property rights and contract
enforceability influence the efficiency with which
physical and human capital are employed as well
as the speed of technological transfer and inno-
vation. On the contrary, in societies without well-
functioning contract enforcement institutions,
economic agents will engage less frequently in
complex transactions and prefer diversification
over specialization, forfeiting enhanced economic
efficiency through economies of scale, compara-
tive advantage, learning by doing and technical
change. Secure property rights and effective con-
tract enforcement also have powerful equality-
promoting effects: they encourage the investment
into small businesses, property and even into
oneself as they make those investments more
secure and thus facilitate the entry into economic
life. Hence, the key issue in overcoming under-

development is not the scarcity of capital, but a
lack of incentives to invest in socially productive,
yet vulnerable assets as well as in the lack of
incentives to foreign businesses to transfer tech-
nology and skills (Clague et al., 1997).

Essentially, institutions have three distinct
functions crucial to the performance of markets.
First, they serve to channel information about
market conditions, goods and participants,
thereby helping businesses to identify partners
and good investment opportunities. Second, they
define and enforce property rights and contracts,
determining who gets what and when. Knowing
one’s rights to assets as well as income and being
able to protect those rights is critical to market
development. Lastly, institutions increase – or
decrease – competition in markets. Competition
gives people incentives to do better and promotes
equal opportunity. In competitive markets re-
sources are more likely to follow the merits of a
project than the social or political connections of
an entrepreneur. The degree of competition also
affects innovation. While some institutions facil-
itate competition, others impede it, however.
Over-regulation, e.g., may prevent the entry of
new businesses (World Bank, 2002).

Through those three functions institutions af-
fect the distribution of assets, income and costs as
well as incentives of market participants and the
efficiency of market transactions. Development-
enhancing institutions enable both rich and poor
to make best use of their assets and thus spur
pro-poor growth. Well-functioning institutions
enable people to work for each other and with
each other, building a future for themselves, their
families and larger communities. Weak institu-
tions, in contrast, result in mistrust and uncer-
tainty, both of which undermine joint potential
(Clague et al., 1997; World Bank, 2003).

Policy aspects

The prevailing set of institutions in any particular
country is rooted in past events. Any institutional
matrix is path dependent due to specific invest-
ments made in physical and human capital, net-
work effects – i.e. positive externalities accruing
to individuals from an increase in the overall
number of people complying with certain institu-
tions – as well as the cognitive embodiment of
institutions (i.e., path dependence of individual
perceptions) and, lastly, the distribution of power
in an economy or state. Institutional legacies of
the past thus determine the set of feasible options
available to policymakers in the future (Ahrens,
2002; Haggard, 1997; North, 1995).

The quality of actual policies and their effective
implementation have proven to be important
explanatory variables in the developmental re-
cord of countries (North, 1995; Williamson 1998).
Economic progress, e.g., may be achieved by
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increasing the productivity of poor farmers. Such
an increase may be realized when market forces
yield agricultural advances or through invest-
ments in research and development. Poor farm-
ing households often produce food for their own
subsistence with little left over for the market.
Increasing agricultural productivity thus raises
household income and nutrition levels. In turn,
this enables those households to invest more in
their children’s health and education (Turner and
Hulme, 1997; World Bank, 2003). In manufactur-
ing, increased productivity comes from a stable
macroeconomic environment, sound public in-
stitutions and reliable physical infrastructure.
Growing urban populations also support larger
and more productive manufacturing. In addition,
manufacturing productivity is often given a major
push by higher technology imports. Again, rising
incomes lead households to spend more on
health and education. They invest in safer water,
send their children to school or buy drugs when
illness hits. They also improve their nutrition.
People can afford safer homes, buying screens for
windows to keep out disease-bearing mosquitoes
or stoves fuelled by propane rather than highly
polluting wood. Household investments in health
and education are often accompanied by public
investments in social services. In addition, as
incomes rise above the survival threshold, house-
holds can afford to save money for their future
well-being and economic security. This, in turn,
increases national savings, giving another boost
to economic growth because it enables invest-
ments by private businesses and government
(World Bank, 2002).

Whether a country succeeds in narrowing the
gap between its actual and potential rate of
development as well as in reducing risk, however,
critically depends on the political leadership’s
commitment and ability to implement and en-
force appropriate policies. This eventually de-
pends on the quality of a country’s governance
structure, i.e. the interplay of economic and
political, formal and informal institutions which
determine the process of public policymaking.
This supports the view that institutional failure
resulting in bad governance can be regarded as
the root cause of both disasters and underdeve-
lopment (Ahrens, 2000, 2002; Fordham, 2003;
Warner, 2003).

Governance aspects

What constitutes an effective governance struc-
ture, that serves as a secure politico-institutional
foundation of public policymaking in general and
of risk reduction and disaster management in
particular?

Existing governance structures exhibit count-
less formal and informal institutions which shape
policy formulation and implementation.3 Since

the number of relevant mechanisms is extremely
large and various mechanisms are of different
importance in different countries, conceptual
approaches and cross-country studies need to
rely on relatively broad dimensions to assess
the efficacy of a country’s governance structure
in a comparative way. In order to systematically
find basic governance dimensions, the complexity
of actual governance structures needs to be
reduced by identifying particular characteristics
reflecting the quality of a country’s institutions.
Therefore, we imply the premise that rules, which
ought to enhance the quality of policymaking,
need to show the following characteristics:
(1) they must be clearly defined and economic
agents must be confident that they are properly
enforced; (2) political and economic actors must
know and understand the rules and be able to
recognize whether or not they are observed;
(3) the set of rules must be sufficiently flexible
to allow for institutional change if preferences,
technological or environmental conditions, or
specific societal needs change over time. This
also presupposes the existence of various chan-
nels through which individual actors or groups
can initiate and contribute to institutional re-
forms; and (4) institutional safeguards must be
in place that hinder powerful political and eco-
nomic actors to arbitrarily circumvent or change
existing rules at the expense of other actors or
society as a whole.

These four characteristics can be subsumed
under four dimensions of governance that com-
prise predictability, transparency, participation, and
accountability. These fundamental principles can
be used to characterize institutions which guide
the strategic interactions among public officials
and between policymakers, private businesses,
and intermediate organizations. The better these
principles are realized in a country’s governance
structure, the better the government is prepared
to ensure a sound management of public re-
sources, an enabling environment for emerging
private-sector activities and a productive ex-
change of information between the public and
the private sector.4 In addition, credibility could
be viewed as the overarching principle constitut-
ing effective governance. As numerous theoreti-
cal and empirical studies indicate, without
commitments that are credible on the part of
the policymakers neither effective policy reform
nor sustained economic growth can be expected
(Borner et al., 1995) (see Figure 2). After all, a
governance structure is effective and market-en-
hancing if it ensures that government policies are
properly implemented, that private businesses
can thrive within a given legal and regulatory
framework and that the adaptive efficiency of
both the polity and the economy is enhanced.

The concept of adaptive efficiency, developed
by North (1990), rests on the assumption that a
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sufficiently flexible institutional matrix, which
provides low costs of transacting, appropriately
adjusts to a changing technological, economic
and ecological, political, and international envir-
onment and smoothly absorbs exogenous
shocks, is an unalterable precondition for the
emergence of efficient product and factor markets
and sustained economic growth. More specifi-
cally, a dynamic economic evolution, that results
from systematic and continuing investments in
learning and the application of new skills and
knowledge to economic and political exchanges,
needs to entail distinct institutional characteris-
tics if the economy is to be shifted onto a higher
trajectory of development. These properties con-
cern a society’s willingness and ability to acquire
skills and knowledge in productivity-enhancing
activities, to foster innovation, to undertake crea-
tive activities, and to take risks. North (1990)
argues that the institutional matrix is the key
which determines the degree to which innova-
tions, trials, and experiments will be encouraged.
For it is the incentives resulting from the overall
institutional structure that guide learning pro-
cesses and the emergence of tacit knowledge. The
process of acquiring knowledge will then guide
individual actors and organizations to create
gradually new institutional arrangements.

It follows that an institutional matrix is adap-
tively efficient, yields collectively rational out-
comes, encourages productivity increases, and
spurs economic growth, if it

� provides individual actors and organizations
with incentives to pursue various trial-
and-error searches for conducting activities
and hence permits a large number of choices
to be made under uncertainty;

� ensures competition, protects well-specified
property rights, and enforces bankruptcy
laws;

� encourages the emergence of decentralized
decision-making mechanisms; and

� ensures feedback effects with respect to iden-
tifying relatively inefficient prior actions.

Opportunities for trials and experiments as well
as decentralization will enhance the creation of
tacit knowledge and encourage the exploration of
a great variety of alternatives in order to solve
problems of scarcity. This, however, presupposes
the existence of entrepreneurship (for the initia-
tion of trials) and competition (for the elimination
of errors). Feedback mechanisms also help actors
to learn from failures and to correct organiza-
tional errors and policy makers to enhance policy
adaptability (Pelikan, 1987). Note in this context
that it is also indispensable for an adaptively
efficient institutional matrix to include rules that
eliminate not only unsuccessful economic orga-
nizations but also failed politico-administrative
entities.

The multi-faceted concept of an adaptively
efficient governance structure is not only of
crucial relevance for the formulation of overall
economic development strategies, but also for
policy implementation in single policy areas.
Using a governance approach to strengthen,
e.g., innovation policy appears to be promising
because a governance perspective helps to ac-
count for the systemic character of a national
innovation framework and hence contributes to
avoid the creation of islands of excellence within
the system, that would emerge if policies seek to
strengthen the components of the system one by
one. Similarly, a governance approach to en-
hance emergency services and disaster proce-
dures would take the wider framework of public
policymaking into consideration including the
executive branch of government at the national
and local levels, the public administration, the
interface of the public and the private sector as
well as the actors who may be directly or indir-
ectly affected by disasters. This would allow for
cooperative and coordinated policy responses
and generally improve the flow and exchange of
information within the public and the private
sector as well as between them. It would also
ensure a transparent assignment of tasks accord-
ing to comparative advantages of actors and
make policy action predictable. Moreover, clear
institutional rules and assignments of competen-
cies would increase the accountability of each
policymaker. Finally, the participation of all
stakeholders, e.g., in deliberation councils or
network thickening activities reduces transaction
costs as well as information asymmetries and
eventually increases the legitimacy and the ac-
ceptance of public policies.

A market-enhancing governance structure
(MEGS) allows for a high degree of policy
adaptability, is based on an adaptively efficient
institutional matrix, and yields innovative and
growth-promoting outcomes. A MEGS shows

accountability predictability

participation transparency

policy reform

economic performance

Source: Authors' compilation..

credible 
commitment

Governance

Governance dimensions and economic performance

Figure 2:
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comparatively high degrees of accountability,
participation, predictability, and transparency
resulting from interdependent and mutually
reinforcing institutional and organizational ar-
rangements. These include a high degree of state
capability as a precondition to protect property
rights, enforce contracts, and conduct stabiliza-
tion, innovation, social, and other policies, capa-
city building in the public and private sector as a
precondition for technically, administratively, and
politically implementing public policies, the es-
tablishment of key economic institutions for en-
hancing and sustaining markets, and the creation
of a public-private interface that improves coop-
eration, coordination, and consultation between
policymakers, NGOs and other intermediary or-
ganizations as well as private actors.

IV. Enhancing governance quality with
regard to risk reduction and disaster
management

Accountability, participation, predictability and
transparency are key features of an effective
MEGS that fosters development and supports
risk reduction. This is due to the fact that those
features enable credible commitments of political
decision makers; a prerequisite for successful
policies. Accountability ensures that politicians
can be held responsible for their actions and it is
reinforced through participation, i.e. formal or
informal channels for citizens to influence policy-
makers. Predictability – e.g., clearly defined laws
and policies regulating the economy as well as
society at large and their consistent as well as
impartial application and enforcement – comple-
ments accountability in the stabilization of ex-
pectations that is required for private investments
to take place. Transparency, i.e. the publication of
reliable information to other actors in a timely
manner, reduces opportunities for corrupt beha-
viour, improves the analysis and articulation of
public policy choices and enhances their accep-
tance (Ahrens, 2002; Piciotto, 1997). The impor-
tance of each of those governance dimensions
with regard to development as well as risk
reduction is discussed below.5

Accountability

Only if policymakers and bureaucrats can be held
accountable for their actions will they be respon-
sive to their stakeholders, as accountability en-
sures incentive-compatibility of public action.
The concept of accountability can be applied to
all those involved in the process of policymaking
including village elders, local governments and
national governments as well as international
organizations such as the UN (Paul, 1991).

The case of Zimbabwe demonstrates the im-
portance of accountability – and appropriate
governance structures in development and dis-
aster management planning in general – particu-
larly well: when the country was hit by what was
called the worst drought in living memory in
1992, resulting in a loss of 75% of crops, it coped
as the government reacted early. A well-planned
relief operation using surplus maize from pre-
vious years as well as food imports enabled by
sufficient foreign exchange reserves and sup-
ported by the good will from donors averted
famine. In 2002, however, after unseasonably
heavy rain and a long dry spell, half of the
population needed food aid. While, ten years
before, a drought induced by the El Niño phe-
nomenon caused the crisis, a combination of
governance issues, economic crisis, widespread
poverty and the increase of HIV/AIDS added
human elements to it this time. Zimbabwe, the
world’s fastest shrinking economy, declined at a
rate of 10% in 2001. Poverty rates had more than
doubled since 1992, stretching people’s ability to
cope. Over the same period, HIV/AIDS rates rose
to nearly 34% of the population being infected. A
further contributing factor was the steep decline
in commercial agriculture. Since 1999, as a result
of President Mugabe’s highly controversial and
widely criticized methods of land reform, the
amount of area planted and crops harvested by
commercial farmers had decreased dramatically.
Cereal production, e.g., fell by two thirds from
1999 to 2001. This led one million farm workers
to lose their jobs and homes, increasing the
pressure in an already tense social climate. The
collapse of commercial agriculture meant that,
unlike ten years before, the country had no carry-
over maize stocks to cushion the drought’s im-
pact. With foreign exchange reserves at just $US
65 million the government’s ability to import
food was also extremely low, barely allowing for
half a month’s import. In addition, the situation
was aggravated by the costs of supporting the
country’s military intervention in the Democratic
Republic of Congo. Resulting from the absence of
a constitutional state’s typical features in today’s
Zimbabwe, however, the government could not
be held accountable for its failures by its people
and remains in power until today (UNDP, 2004).

Accountability involves an agreement on clear
roles and responsibilities of organisations as well
as individuals and a reporting on the actions
taken on the basis of which stakeholders may
check if their views and needs have been taken
into account and whether agreed standards of
performance have been complied with. Clearly,
accountability and transparency are closely inter-
woven concepts (Klitgaard, 1997; Turner and
Hulme, 1997).

Accountability works in two different direc-
tions: downwards, i.e. to constituencies or bene-
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ficiaries (e.g. through elections [see below]), and
upwards, i.e. to donors or higher levels of gov-
ernment (through performance reviews, e.g.).
When it comes to disaster risk reduction, down-
wards accountability is especially important.
After all, one needs to identify the genuine
problems and priorities of disaster-affected peo-
ple in order to reduce their vulnerability. This
requires them to be involved (Twigg, 2004).

Participation

Participation of individuals, groups and organi-
zations in the policymaking process enables them
to make their voices heard and ensures policies
drafted as well as services provided are both
politically required as well as socially accepted.
Participation of beneficiaries in the design and
implementation of projects and policies will mo-
bilize their commitment and cooperation to a
greater extent than the exogenous imposition of
policy directives. In addition, it makes policies
and projects more responsive to actual needs.
Finally, participation can ensure control from
below to keep bureaucrats in check if they are
perceived to serve vested interests. Many less
developed countries, however, heavily emphasize
top-down decision-making, a relative autonomy
in deciding who receives which services and an
assumption of technological superiority. When
their governments engage in participatory mea-
sures such as bottom-up planning they often lack
commitment whilst beneficiaries, on the other
hand, feel that large ministries are imposing a
bureaucratic version of development on an un-
willing, yet less powerful clientele (Maskrey,
1990).

These difficulties need to be overcome for
effective disaster reduction to take place. Partici-
pation, in its most simple form, comes in the form
of elections. However, in order to be truly re-
sponsive to the needs of local populations, in-
cluding marginalised groups, it must involve
some kind of decentralisation. Decentralisation
is to be understood as devolution, i.e. a transfer of
decision-making authority from central to local
governments and must not be confused with
deconcentration, merely referring to a transfer
of authority within central administrative struc-
tures (e.g., from the headquarters of a ministry to
its district offices) (Crook and Manor, 1994;
Turner and Hulme, 1994).

In addition, participatory approaches to
disaster management need to involve the direct
participation of the people particularly likely to
be affected. Such a procedure is particularly help-
ful because it enables people to explain their
vulnerabilities and priorities, allowing for pro-
blems to be defined correctly and appropriate
response measures to be designed and imple-
mented. In addition, use can be made of local

expertise and knowledge, facilitating a suitable
response to disasters. By taking a multi-track
approach combining different activities, hazards
and disaster phases, participatory work is well
placed to deal with the complexity of disasters
and the diversity of factors affecting people’s
vulnerability (Arnold, 2003; Burkle, 2003; Gurr
and Harff, 2003).

The process of working together can
strengthen communities because it reinforces
local organisation and builds up trust, skills,
capacity to cooperate as well as awareness.
Hence, the potential of communities to reduce
their vulnerability is increased and, more gener-
ally, people are empowered as they are enabled
to tackle other challenges, both individually and
collectively. Since they build on local capacity and
create local ownership of initiatives, participatory
approaches are also likely to be more sustainable
and therefore, in addition, more cost effective
than other measures aimed at reducing disaster
risk (Ryscavage, 2003; Twigg, 2004).

The Bangladesh Cyclone Preparedness Pro-
gramme is a particularly successful example of
the effectiveness of community participation in
disaster preparedness: following the 1970 cyclone
which killed 500,000 people, the government and
the Bangladesh Red Crescent Society began
working together to improve coastal warnings
and evacuation. The Cyclone Preparedness Pro-
gramme currently covers eleven districts contain-
ing 3,500 villages. Its activities include issuing
warnings, building and operating shelters (there
are 1,350 along the coast, some built by other
agencies), assisting with evacuation, search and
rescue, first aid, relief and rehabilitation and
building up community preparedness capacity.
The backbone of the project is a cadre of 32,000
village volunteers organised into local teams of
twelve. They are equipped with radios to monitor
weather bulletins, megaphones and hand-oper-
ated sirens, first aid kits, rescue equipment and
protective clothing. They are not paid, but receive
travel costs and daily allowances for attending
training sessions. Thanks to the scheme, as an-
other strong cyclone was approaching in May
1994, three quarters of a million people were
safely evacuated and only 127 died (Akhand,
2003).

The impact of community groups can be
further enhanced through the use of networks
that enable grass root level actors from different
geographic locations to communicate and ex-
change their views and experiences. The Latin
American Network for the Social Study of Dis-
aster Prevention, La RED, may serve as a prime
example: apart from facilitating information ex-
change it is involved in social research and
lobbies for social reforms as a way to reduce
susceptibility to disaster. Formed in 1992, it
has now expanded into a network of more
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than 100 affiliated groups and individuals from all
over Latin America and the Caribbean (Pelling,
2003).

However, participation is no panacea.6 As
Streeten, 1997 convincingly argues, there are
basic rights which set limits to participation,
and in particular cases authorities may�with
some well-founded justification�not want that
communities choose according to their prefer-
ences, but acquire different ones. This can be
illustrated by governments which seek to over-
come customs and habits like child marriage,
excluding women and girls from education, child
labor, and slavery, but also by efforts to break
down India’s caste system. Moreover, if projects
are highly technical in nature, experts must be
involved in assisting participatory organizations
in design and implementation.7

For participation to be efficient it is necessary
to thoroughly design the politico-administrative
structure that is appropriate to guide an effective
implementation of a strategy. In order to prevent
local power elites from taking over decentralized
participatory associations, counterveiling powers
at superior levels of administration are required
to support participation. Of particular importance
is to clarify who should be responsible for differ-
ent decisions, at what federal level, and which
sequence in decision-making needs to be fol-
lowed (Streeten 1997). Furthermore, the effects of
participation may be limited unless individuals
and social groups have instruments to monitor
superior decision-making units and to punish the
violation of rules. Formal and informal networks
like community- and industry-specific delibera-
tion councils, watchdog committees etc. can
serve as monitoring devices. Additionally, indivi-
duals and groups should have the right to appeal
to the courts if rules are violated, and different
forms of direct democracy (particularly the rights
of referendum and initiative) should be intro-
duced in order to give constituents flexible instru-
ments to directly influence political outcomes.

Predictability

Predictability demands the existence of a rule-
based system, binding both public officials and
private actors. It is essential to stabilise expecta-
tions of entrepreneurs – domestic as well as
foreign ones – and their investment decisions
(Ahrens, 2002). Predictability of public policy
choices is to be understood as a precondition
for the creation of personal wealth in a society at
large, which is also highly relevant in the context
of post-disaster reconstruction, because wealthier
families can, e.g., replace lost cattle or repair
damages to their home far more easily than
poorer ones (Blaikie et al., 1994).

In addition, only if land titles, e.g., are pre-
dictably secure will people be willing to invest

into their houses and make them more resistant
to earthquakes or storms. Predictably secure
property rights are also of importance in other
fields in order to encourage the investment into
small businesses – which may be aided by micro-
credit schemes – that is needed so as to diversify
livelihoods and therefore key in mitigating the
impact of disasters (World Bank, 2002).

The effect of a failure to diversify livelihoods
can currently be studied in Thailand where about
490 fishing villages along the Andaman coast and
islands were affected by the 2004 tsunamis. By
destroying up to 80 per cent of the infrastructure,
fishing boats and equipment of some villages it
eliminated the basis of income-generating activ-
ities of 100,000 to 120,000 people (Clay, 2005).

Transparency

Transparency is required in order to hold policy
makers accountable for their actions. Better in-
formation can also act as an incentive for people
to participate in collective action and it facilitates
the spread of innovation and technical change
(Handmer, 1996).

Furthermore, transparency plays a fundamen-
tal role in the prevention of corruption that may
otherwise divert productive investments. Corrup-
tion often results from a lack of accountability
and participation. It is worsened by the low level
of public service wages and salaries in many less
developed countries (often being subject to high
inflation rates at the same time). Cultural factors
may also contribute, especially in countries where
loyalty mainly lies with kinship and ethnicity,
pressuring officials to look after their own group’s
well-being above all else. In addition, certain
organizational features provide favourable con-
ditions for corruption: in highly centralized struc-
tures, e.g., decision-makers are often removed
from the public gaze, ensuring little interference
should they choose to pursue private ends. More-
over, external factors may have to be taken into
account: multinational corporations, e.g., may
engage in bribery so as to secure favourable
conditions in host countries. By supporting re-
gimes despite rampant corruption foreign gov-
ernments may become accessories to it (Turner
and Hulme, 1997; UNDP, 1997).

With regard to disaster reduction, transparency
is also highly relevant. The many deaths resulting
from two major earthquakes in Turkey in 1999,
e.g., were mainly blamed on a high level of
corruption – encouraged by a lack of transpar-
ency and accountability – that resulted in the
non-enforcement of appropriate building codes
(Özerdem, 2003).

Kelman, 2003; In addition, open information
flows are needed in order to facilitate coordina-
tion between different actors in the disaster
management process and to raise awareness of
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potential disasters in the wider public. Every actor
engaged in risk reduction has a competitive
advantage and he may contribute to fighting
vulnerability: communities have local knowledge
to help sharpen mitigation interventions. Na-
tional or local governments can oversee the
provision of basic services and introduce appro-
priate regulations. Power, however, lies in rela-
tionships. Collaboration between actors is
required in order to build resilience through
effective disaster management policies. To ensure
that such programmes benefit all those they were
intended for, those susceptible to disasters need
to be aware of the existing risks and hazards they
face. Without such knowledge they cannot easily
mobilise to protect themselves. Thus, transpar-
ency in the form of public education and infor-
mation campaigns needs to be incorporated into
disaster management programming (Pelling,
2003; Twigg, 2004; UNDP, 2002).

V. Disaster management and risk
reduction: governance and beyond

This paper has explored the interaction between
susceptibility to disasters and underdevelopment
and investigated in how far institutional failure
and bad governance can be identified as their
common root cause. It has been argued that
disasters occur when hazard, vulnerability and a
lack of coping capacity coincide in time and place.
While the level of vulnerability depends, of
course, on certain physical factors, it has been
shown that it is also largely determined by the
degree of underdevelopment. In fact, underdeve-
lopment and susceptibility to disasters can be
described as circularly linked: disasters cause
heavy losses to capital assets, disrupt production
and the flow of goods and services in the affected
economy, resulting in a loss of earnings. In both
the short and the long-term, this can have sharp
repercussions on the economic development of a
country, affecting economic growth, public fi-
nances, foreign trade as well as price indices,
thus contributing further to increasing levels of
poverty and indebtedness. Rising poverty levels,
in turn, increase the susceptibility to disasters: as
the poor need to exploit environmental resources
for survival, destroying forests, soils, wetlands
and water sources, the risk of disasters such as
landslides inevitably grows. Repeated exposure to
disasters can lead into chronic poverty, as recur-
ring economic stresses induced by natural cala-
mities induces fluctuation in income, compelling
households to sacrifice potential investment. In
turn, economic pressures may increase vulner-
ability as they can, e.g., force people to live in
dangerous locations such as flood plains or on
unstable hill slopes.

In order to break the vicious circle between
underdevelopment and susceptibility to disaster,
risk reduction and disaster management need to
be integrated into the broader context of sustain-
able development. This can only be achieved in
the context of effective governance. Unless a
country’s institutional matrix enables the imple-
mentation and enforcement of public policies,
sustainable development outcomes and, conse-
quently, risk reduction will fail to materialise. To
prevent this, a governance structure is required
which fosters transparent decision-making pro-
cesses involving possibly all those affected by the
outcomes and brings about enduring decisions
for which policymakers can be held accountable.
Particularly, the decentralisation of administra-
tive power and stronger community participation
can contribute to achieve this, especially if this is
supported by mechanisms guaranteeing incen-
tive-compatibility for political decision-makers
(such as regular elections) and bureaucrats
(such as meritocratic recruitment and promotion
procedures). Such institutions help, e.g., to en-
sure that local knowledge is incorporated into
risk reduction efforts and early-warning systems
are interlinked across international, regional, na-
tional, local as well as community levels.

In addition, economic institutions, most im-
portantly secure property rights and contract
enforceability, represent integral parts of effective
governance structures. They are prerequisites for
a reduction of transaction costs and thereby spur
economic growth that will eventually contribute
to a decrease of disaster risk. Furthermore, they
are of direct relevance in the process of risk
reduction because they facilitate the diversifica-
tion of livelihoods and enable the application of
market-based instruments as incentives for phy-
sical mitigation measures, all of which reduce
vulnerability. Lastly, the process of institutional
development needs to be complemented by
capacity building measures strengthening
organisations at the national, local and commu-
nity-level linked through formal and informal
communication channels, training the members
of those organisations and ensuring they can
base their action on a reliable early warning
system.

Based on the preceding arguments, it can be
inferred that susceptibility to disaster and under-
development can be traced back to institutional
failure on theoretical grounds. Empirically it re-
mains unclear, however, how strong the causal
relationship between institutional weakness and,
say, the average risk of death per country in a
disaster really is. A high correlation between the
two would make a powerful argument, e.g., when
lobbying international donors for post-relief re-
construction funds; an exercise that is increas-
ingly proving to be problematic (OCHA, 2005).
Future research in this direction may build on the
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Disaster Risk Index (DRI) developed by the
UNDP as well as measures of the quality of
institutions (rule of law, efficiency of the govern-
ment and the administration, participation of civil
society, security, corruption, etc.) with regard to
distinct dimensions of governance (Ahrens and
Meurers, 2002; Kaufman et al., 2003; UNDP,
2004).

Beyond governance

To a certain degree, the shortfalls in achieving the
MDGs can be attributed to ineffective govern-
ance. As discussed above, economic development
stalls when governments do not uphold the rule
of law, pursue sound economic policies, make
appropriate public investments, manage public
administration well, protect basic human rights
and interact with civil society. There is no excuse
for any country, no matter how poor, to abuse its
citizens, deny them the equal protection of the
law or leave them victims of corruption, misman-
agement and economic irrationality. Some im-
provements in governance do not cost much
money, if any, and some actually save money
(e.g., by cutting corruption or granting land
tenure). Improvements in economic outcomes
that are available at low costs are opportunities
that must not be squandered (UNDP, 2003).

However, many well governed countries are
too poor to help themselves and lack the fiscal
resources to invest in infrastructure, social
services, environmental management or public
administration to improve governance. Further-
more, dozens of heavily indebted poor and
middle-income countries are forced by their
creditors to spend large proportions of their
limited tax receipts on debt service, undermining
their ability to finance vital investments in human
capital and infrastructure. They appear to be
caught in a poverty trap. The initial lack of
infrastructure and human capital can often be
traced back to a history of violence, colonial rule
or poor governance in the past. Physical geogra-
phy certainly also plays an important role: some
regions simply need more basic infrastructure
than others to compensate for a difficult physical
environment causing, e.g., adverse transport con-
ditions (such as in the case of landlocked econo-
mies, small island economies far from major
markets, populations living in mountains or
very low population densities) or adverse agrocli-
matic conditions (such as low or highly variable
rainfall, a lack of suitable conditions for irrigation,
nutrient-poor and depleted soils, vulnerability to
pests and other post-harvest losses or suscept-
ibility to the effects of climate change). If a well-
governed country is caught in a poverty trap – for
whatever initial reason – supporting institution
building to spur development and reduce sus-
ceptibility to disaster is no longer sufficient: in

this case, only increased donor support – directly
through a scale-up in official development assis-
tance (ODA) as well as indirectly by opening
markets to imports from developing countries
through the Doha trade round, e.g. – will do
the job (UN, 2005).

Notes

1. The most basic characteristic of institutions is
that they include enforceable norms, rules,
and behaviors that serve collective purposes
and structure and constrain social interaction.
Although institutions must provide some de-
gree of stability and predictability, institu-
tional change and adaptation are also
necessary. Adaptability helps to ensure that
changes in social preferences, technology,
political and socio-economic structures, and
external factors can be accommodated by
incentive structures.
Depending on the level of analysis, the in-
stitutional environment (that changes only
incrementaly) needs to be distinguished
from institutional arrangements, which may
be subject to conscious human design. To-
gether they form the overall institutional
matrix of a society: ‘‘The institutional envir-
onment is the set of fundamental political,
social and legal ground rules that establishes
the basis for production, exchange and dis-
tribution. (. . .) An institutional arrangement is
an arrangement between economic units that
governs the way in which these units can
cooperate and/or compete’’ (Davis and North,
1971: 6–7).
While the control of so-called internal rules
relies on horizontal relationships between
private actors, external institutions are based
on hierarchical enforcement by the state. But
the efficacy of the latter as well as that of
formal private rules is always partially backed,
complemented or sometimes contradicted by
informal institutions. This influence of infor-
mal institutions may, in some circumstances,
reinforce formal rules, but in others it implies
hysteresis effects and blocks institutional
change, because informal institutions show
substantial inertia and change only incremen-
tally (North, 1990; Williamson, 1995).

2. See, e.g., World Bank, 2000, 2002, 2003,
Ahrens, 2002, and Rodrik, 2004.

3. The following arguments are taken from
Ahrens and Meurers, 2002.

4. For a discussion of these principles and im-
peratives for institution building see Ahrens,
2002.

5. While the characteristics of an institutional
matrix that fosters development and supports
risk reduction can be identified, it remains
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unclear how such an institutional matrix can
be implemented. As a result of path depen-
dency and different starting conditions in
different countries measures taken with the
aim of improving a country’s institutional
matrix will have to be highly context-specific.
There can be no one-size-fits-all solution.
Future research will therefore have to an-
alyse which institution building measures
are appropriate in a particular situation, or,
in other words, it will have to identify
contingent correlations. Rodrik et al. (2004).
From econometric studies into the causes of
conflict by Paul Collier and Anke Hoeffler it
can be inferred, for example, that in case of a
high degree of horizontal inequality levelling
the playing field for all citizens through mea-
sures at the micro level (such as economic
support in the form of micro credit and busi-
ness development services, for instance as
well as better access to education and infra-
structure services for members of disadvan-
taged groups) is key to an improved
institutional matrix. Collier and Hoeffler
(2002a, 2002b).

6. The following arguments follow Ahrens,
1997.

7. For a detailed discussion of participation and
local empowerment see Streeten, 1997.
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