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InTnopucTiON

Hurricane Mitch chose a particularly cruel moment to unleash its fury on
Central America. After years of widespread conflict, the region was at peace,
Democratically elected governments had gained basic macroeconomic stabil-
ity and, in several cascs, notable growth, and instituted programs geared to-
ward sustainable development. In its fury, Hurricane Mitch highlighted the
region’s propensity for disaster and its vulnerability to shocks, which lic in
part in weak and inequitable social structures and in past environmental
damage. Central America can choose simply to reconstruct with resignation
or use Mitch as a catalyst to transform its conception of social and economic
development, to mitigate past events and to reduce its vulnerability to future
disasters,

An expanded safety net is needed, includi ng stronger basic social resources.
An environmental safety net would address natural resource management,
land use and infrastructure planning, and construction practices, An eco-
nomic and productive safety net would imply the redirection of fresh funds to
micro, small, and medium-sized businesses as well as increased access to in-
ternational markets. An examination of the lessons learned from Hurricane
Miteh suggests that explicitly building capacity, reducing social, environmen-
tal, and economic vulnerability, and improving inclusion and cquity through
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an extended safety net will be a fundamental part of a meaningful equation
for sustainable development and competitiveness.

SaciaL DeEsT AND ExvironmENTAL DEBT: Tue AcuiLres HEeL

Social conditions for Central Americans deteriorated during previous de-
cades as a consequence of structural conditions in the region’s economies, the
economic crisis, and the long period of political instability. The share of the
population incapable of satisfying basic human needs increased; the absence
of hasic social services, such as health and education, also grew; and the
choices for training the economically active population o fill more qualified
and better-paid jobs decreased. In the mid to late 19905, once peace was con-
solidated the situation looked as shown in Table 18-1.1

Over half of Central American households live in poverty (Secretaria de
Integracién Social de Centroamérica 1993}, 40 percent do not have access o
health services, and more than 25 percent are illiterate.? In addition, there are
disparities in gender, mainly affecting women who live in rural areas.

As of 1992, inhabited watersheds had high pollution and deterioration lev-
cls that limited water use and increased the severity and frequency of floods.!
Thousands of tans of fertile soils had eroded. Central American forests were
disappearing at the rate of 388,000 hectares/year. It is estimated that in 1996,
forest caver accounted for 35 percent of total territory, approximately 60 per-
cent of what it should be, according to the Central American Com mission for
Environment and Development (CCAD). These figures imply that at least 13
million hectares of land suitable for forests were being underused in other ac-
livitics or were turned into pastures, underbrush, or degraded lands. Most of
them were not targeted for logging operations or cleared for agriculture.
“Poverty in the region's countries, together with underdevelopment and de-

mographic growth without employment and production alternatives and op-
portunities, are the greatest agents of this reduction” (CCAD 1998).

1. For a mare detailed analysis of the situation in terms of poverty and social policics in the
region, sce Chapter 16 in this volume.

2. As explained in Chapter 16, poverty measures vary according to the method used.

3, School drop-out rate is 2 serious problem in some of the countries in the region, particu-
larly Guatemala and Honduras, where only 41 percent of children reach the fifth grade (UNDP
1997, Report on Hurman Developinent).

A, In Central America, from 60 percent to 80 percent of all diseases may be attributed to
poor water supply and sanitation. (CCAD 1992, Agenda Centroancricana de Ambiente y
Diesarralio, PRUD; WRIE; ULCN-CI, quated in CCAD 19898 )
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Tabie 18-1.
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CENTRAL AMERICA'S PROPENSITY FOR DISASTERS

Because of its geological and climatic make-up, Central America is suscep-
tible to a variety of potential disasters, the most important being earthquakes,
droughts (both seasonal and long-term), landslides, forest fires, floods, and
hurricanes. It is also worth mentioning that Central America is vulnerable to
potential man-made disasters. ‘or instance, chemical accidents and oil spills
could become serious risks to population cenlers and natural resources.

Human development patterns inconsistent with natural cycles and forces
lead 1o the so-called natural disasters. More praperly, these should be consid-
cred as human disasters, occurring when extreme natural events create situa-
tions exceeding a socicly's capacity to absorb and survive the shock of the
event.

Fundamentally, disasters result from an incompatibility between human
activities and the natural environment. The impact of a natural disaster de-
pends not only on nature; it results from threats imposed by natural phenom-
ena and a country’s vulnerability. Disasters in poor countries, as in Central
America, often lead to deterioration in economic and social development. Be-
cause of scarce resources and lack of long-term plan ning, the recovery process
must take place without mitigation measures. Consequently, the region’s vul-
nerability increases and, years later, when another natural disaster occurs, the
impact is cumulative. The dea is to break this cycle of disaster (sce Figure
18-1) in Central America.

Social conditions of poverty and inequality, as well as pressure on natural
cesources, increase and catalyze personal, social, and economic damages from
gealogical and climatic events impinging on Central American territory. Re-
versing these conditions must be a central element of any econemic growthor
catastrophe recovery strategy. In late 1998, events related to Hurricane Mitch
highlighted the issuc of geographic vulne rability and its relationship to pov:
erty and development as a factor relevant 1o the regional agenda,

Tue Fury or HurricaNe MiTCH

On October 24, 1998, tropical storm Mitch reached hurricane categork.
and by October 26, Mitch had gained strength and become a Class 3
hurricane® (the highest on the Saffir-Simpson scale), one of the strongest hur:
ricanes in the last 200 years in the Caribbean. Pressure at the center of ths
hurricane went down to a minimum of 904 mb, the fourth-lowest presivrt

4 Omly Four herricanes hive reached this category in this region during the 20th cents
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More so than hurricane winds, the largest factors contributing to disaster
were torrential rainfall and the extreme vulnerability of the population. In
Choluteca, Honduras, 914 mm (36") of rain were registered between QOctober
25 and 31, 42 times the normal rainfall expected at this time of the year (the
amount of water falling in five days was equivalent to 212 days in an average
year). Similar amounts of rainfall were recorded in Tela and La Ceiba, on the
Honduran northern coast. Nature's extraordinary force, decades of natural
resource exploitation, and extreme conditions of poverty combined to cause

an unprecedented disaster in the region’s recent history. The first and mast
unfortunate direct impact was the loss of human

ple, whose poverty magnified their vulnerability.
ECLAC (1999) estimated total damage at US$6 billion.
1997 data, this amount is equivalent
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IN CENTRAL AMERICA
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on a regional and national strategy, which opened with peace
was severely shaken by Hurricane Mitch. In the days following the disaster, re-
habilitation tasks required immediate attention and drew most of the societ-
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can countries and with involvement and collaboration by a large number of
regional and extra-regional people and institutions. The proposed strategy
gathers major goals for Central America, grouped under three needs identi-
fied in the region after Mitch:

+ Re-establishing cconomic and social stability.
« Catalyzing growth, integration, and well being.
« Reducing valnerability.

This chapter takes many ideas proposed in this strategy and develops them
from the perspective of safety nets that need to be cither built or strengthened
in Central America to protect weaker families and businesses. Furthermore,
the authors describe the role these nets play in abating vulnerability and in-
creasing productivity.

ExpANDED SAFETY MET

Introducing the vulnerability concept into Central America and acknowl-
edging the close links between the poorest populations and the environment,
and the fact that basic social safety often depends on wages or salary earned
by a family member that provides for all, it s necessary to explicitly include
the roles of what we propose as the environmental and the economic/produc-
tive safety nets. Considering the three goals listed above, the last two comple-
ment the first in forming what could be known as the expanded safety net (see
Figure 18-3). Together, the three arcas would have the effect of protecting the
most vilnerable peaple from the impact of external shocks. In addition they
create the synergy needed to improve natural resource and capital returns.
Returns on investment in human capital would generate productivity and
growth, which in the long term are required to survive and improve in time.

Measures aimed at the poorest members of the population have the poten-
tial to reduce their vulnerability. These can also be means to improve equity,
due to their potential redistributive effect. In combination with a variety of
environmental and productive actions, they can improve the ability of both
individuals and families to quickly recover from catastrophic events. In the
process, these population groups can obtain the tools and skills required to
make them more productive and able to live in society.

In relation to nawral disasters, minimizing the loss of human lives is an
abjective in and of itself. One more objective is preserving the ability of indi-
viduals and families to recover quickly and in the best possible fashion. A
unidimensional view of the problem, focusing exclusively on social matters,
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Figure 18-3.  Expanded Safety Net
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Talble 18-3.  Mircht Impact on Population by Country

Affected
Rilled  Missing Imjnireed Iiveerly affecied” (% of toral popidarion)
Honduras G500 E052 11,998 1,500,000 24
Mizaragua 2863 930 I8 L0752 1%
El Salvador 239 I9 — 6,910 [
Cimtatenala 268 121 IR0 730,000 ]
Couta Rica 5 4 — 200,y I
Toal PATS 76 12942 JA64 662 11

Feurrces Panamsericsn Health Osganization. Dufetin Fpiimadioligiva. Decomber, 1995,
* Estimiated by ECLAC

a vicious cycle, further marginalizing those who are already vulnerable. Only
through sustained and sustainable social investment, beginning with guaran-
teed basic services focused on the most needy, can the vulnerability be re-
versed—that is to say, target the st rongest instruments on the weakest groups.

Strengthening national and regional social safety nets requires national de-
cisions reflected by budgetary reallocations, institutional capacity, and fresh
funds from multilateral agencies and donors, The effects of Hurricance Miich,
suflfered dircctly by 10 percent of the total population, weakened the social in-
frastructure (see Tables 18-3 and 18-4), and amplified preexisting social dis-
parities. Because of their previous and actual vulnerability and the weakness
of social institutions, the resilicnce of most people was extremely reduced.
The few resources destined to improve social safety nets will need to be par-
tially reallocated to the reconstruction efforts,

Especially after a major disaster like Mitch, there is an even greater need 1o
strengthen national programs for extreme poverty mitigation, basic educa-
tion, and health care, The main weaknesses in the face of these extremes are
lack of funds, poor institutional capacity, and sometimes corruption. If funds
are 1o come from outside, these weaknesses should be taken into account. Part
of the funds must first be used in building social-institutional capacity, and
the problems of corruption must be addressed carly.

Table 18-4.  Mitch’s Impact on Social Infrastructure Danmaged/Destroyed

Drandng
Houmrs Bridpey Selveorly WHIET BTVTeE Hieatlh coutees
Hewuluiras P, Oy 9 p | 5RA (5
Hicaragua 41400 il iz o LU
H Salvador a7 (1] A6 i 15
Guaicnala 21,0040 121 Al (211 —_
Coita Rica M5 ] L - 1
Total 143,767 R 14628 1541 S0
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In general, after a disaster strikes, international aid begins pouring into the
ffected countries in the form of funds from different sources. Due 1o the ur-
gency of distribution, many controls are lacking. Thus, it is better to take carly
“ieasures in order to minimize the impact of corruption on these funds and
10 contribute to their effectiveness. A way 1o do this is to decentralize and in-
volve :a:m.,.____&::smnz_ organizations (NGOs) and local governments so that
they can have adequate control systems and knowledge of their be neficiaries.
Although this implies mare complexity from the government’s and the do-
nor's point of view, it can lessen the trend toward corruption. Some of the
money must be devoted to improving or developing control, identification,
and participation systems for beneficiaries, as well as 1o ameliorate the ability
to give account of such funds. An important consideration is the ability of in-
stitutions to prosecute and punish those involved in corruption.

As the poorest sectors who are the target of this resources find it harder to
file and follow up charges, it is co nvenient to encourage and support the role
some regional or international organizations (the Catholic Church, the Red
Cross, etc.) can play. Two projects currently under discussion in the region
can be of particular interest: (1) strengthening current comptrollers’ offices (2
proposal su pported by CABEL), and (2) ereating an omb udsman for humani-
larian assistance (this proposal is supported by Red Cross International,
among others.)'®

There is plenty of literature on the inconveniences of charity. Most of these
funds are not earmarked for reconstruction but rather to direct relief for vic-
tims. However, mechanisms must be sought to involve beneficiaries in activi-
ties related to the aid given, For example, they ¢an be hired to perform the re-
quired distribution tasks and support sales of highly subsidized foods instead
of giving them away, thus increasing nonproductive activities, Figure 18-4 il-
lustrates a system of activities that could be applied to any social program that
ncludes funds and aid transfers for the poor. &uch funds should include the
following five clements: (1) sufficient quantity; (2) focus on the poorest and

most vulnerable families; (3) - nstitutional capacity to identify the target pop-
ulation and make sure resources actually reach them and are used properly;
{4) accountability to beneliciaries and to the rest of society; {5) avoidance of

charity.'?

11. In this regard, sce the report by Lmana 19599, wrilten in the Coniext of institutbenal sup-
port 1o the region for the devclopment of a feconst ruction strategy and the |ransfarmation of
Central America in the wake of Hurricane Mitch.

12, There is a regional initiative called “Central American Social Investment Progras
Against Poverty,” cstablished on instructions from the XVI Central American Presidents bam:
skt with the purpose of mobilizing resources from the donor community, in sucha way that de
every US33 contributed, the Regional Development Bank (CABED should contribute LSS,
with projects targeted on integea red rural development, integrated urban development, prafe:
o] pesimine and education, health Aanid hypicne, nutrition, and environmental preservation
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could have had a significantly reduced impact. Such committees should pri-
oritize their resources and then perform broader functions {advice and im-
plementation), including citizen warning, evacuation, and risk detection sys-
tems, health system planning, and other critical areas, to reduce vulnerability
ta an impending threat. Although there is a regional entity in charge of coor-
dinating national commissions, this entity is as weak as the commissions it
coardinates. Investments 1o create a strong organization with sufficient finan-
cial, intellectual, and technical resources should be considered as part of a na-
tional social or safety policy. Such organization can also be a mechanism for
attracting and promoting productive investment.

Similarly, local government institutional capacity must be secured to pro-
vide disaster reduction and emergency care policies and programs, through
increased investment and management training. Local government institu-
tional strengthening should, among other things, create formal mechanisms
far conflict negotiation and resolution and facilitate the direct involvement of
target groups and the private sector, Resources should be transferred from
communities or governments with more resources 1o the weaker ones,
whether directly or through central government appropriations. These re-
sources would be destined to strengthen municipal capacity to be involved in
processes and decisions affecting their population’s well being, to restore a
sense of self-control. The Hemispheric Congress on Disaster Reduction and
Sustainable Development declared that it must be “insured that national di-
saster management and reduction systems have the capacity not only to han-
dle emergencies, but also programs, projects, and activities aimed at a rele-
vant, effective, and efficient disaster reduction. Such systems should involve
local organizations and governments to better respond to the risks faced by

vulnerable communities.”
‘The basic social safety net must be sustainable in the long term. As de-

scribed below, it has to be complemented by an environmental safety net that
will contribute to minimizing the eventual harmful impacts of nature on
population and social infrastructure, while protecting natural resources and

their capacity to generate wealth.

ENVIRONMENTAL SAFETY NET

From an anthropocentric perspective, disasters are socially built and are
the result of political, social, and economic processes magnified by natural
impacts. Poverty, then, is the accumulation of political, social, and economic
pracesses that diminish a person’s or population’s ability to anticipate, face,
resist, and recover from an onslaught of nature.

-
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Eﬂwmhwﬁm””ﬂ,qmu}ﬁa tioned before, _.._nnﬁ._”ﬂ of its geological and climatic
et ' : erica is prone to a variety of potential disasters. Thus,
i m“.__ _“ ot =-En_..._ safety net is inadequate unless it includes consider-
i n_m M the _._..d._:_E e &EH h___mﬂ.i by national disasters and the mechanisms
ed 1o mitigate against their impacts and increase population resili
At the regional level there is general consensus on which envi R
lated vulnerabilities exist in Central America: e

. Hapn_ﬂ.._.._n management of natural resources,
* Incffective land-use planning.

Inadequate infrastructure desipn and . : ; .
comsiructian techaiciaes; gn and planning and inappropriate design and

}__m.___u_._m._r boundaries between these categories may be fuzzy, their ranking i
logical. Without a well-managed base of natural resources N.. m.._u_,..._.ﬁ.._ , =mu.. :
structure planning will not succeed in reducing _E.__m_.....,:n. ___,E:ELE_...H_,:_M o
a well-constructed building will be vulnerable if it is erected o siain
or a geological fault, o food plain
Strategic investments in the environmental safety net will produc
E:m-ﬂ_ﬁ__.._. tangible value and achieve sustainability by building :.mﬂ-_ﬁw.mm
Ew:-:ﬁ _._:ﬂn_n_fn_nm:_nﬂ decisions, improving natural EEEEF uality and
H.Enr..ﬁ:._._:.. building more resistant infrastructure, and r._mcqmuﬂm:. .“_._H_ ":h._
uE..E.._._ and social resistance to extreme events. In other words ﬁnu.m,_.:_f_ ..
ments improve returns and reduce the likelihood of loss on m_:_mﬂﬂ...::uu.n_.”.”.u_“.
man development, nature, and production infrastructure, particularly in ”_Hm

poorest sectors where higher investm :
; ent fevels w L
coming years. il need to be targeted in the

Natural Resource Management

ﬁ.dr.. relationship rﬂ..._ﬁﬁ: natural resources and disasters is well known, In-
“__ icient management increases vulnerability to extreme natural events and
: HH__, EEEMHEEV.. influence a disaster's impact. Floods and landslides, for in-
Hn_m“._ﬁm mnr-pq_"._n_w the :..E: of excess rainfall, previous deforestation, river
ioh E““...h.m:. ”‘.u:_ﬁ _H.EH absorption capacity, inadequate urban infrastruc-
! uction ol natural wa Vo !
it ter reservoirs, such as wetlands and man-
Good resource management, which must be addressed and built into

bisi ) :
- ._m ﬂ_z.._ ucﬂu_i_u_n development strategics, offers the first and foremost
ine of delense against extreme matural events, .
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Critical Basin Management and Reforestation

There is a need to reforest, manage, and protect critical areas in major re-
gional watersheds, such as the Lempa and n._._m.___.ﬁn.u Rivers. Protecting, main-
taining, and providing value to regional basins will help reduce sedimenta-
tion, improve soil absorption capacity, decrease floods and landslides in
agricullural areas, reduce losses from forest fires, and guard against .“_.Enmr_u
and desertification. Additionally, taking care of regional basins will increase
drinking water quality and quantity, protect hydroelectric power mn:m-m:mu..
potential, buffer damages to coastal ecosystems, protect the unique and valu-
able biodiversity in the region, and maintain a natural _u..m_u nee vn_jr.n_ﬂ agri-
culture and forestry. The report of the XITRESSCA, held in Enu".._s in }_.wm.__zu"
19961 and called “Environmental Health in Central America: A Future Vision
in the Framework of Integration,” points out that, despite efforts by Central
American governments, “there are currently over 15 million ﬂ__r.am_n #_H,En re-
gion without any sanitarily safe and systematic water su pply, this being the
reason why diarrheas from intestinal infections continue o be among the top
five causes of discase and death in Central America.”

It is possible to create the necessary conditions ._.E. private seclor manage-
ment of forests in convenient areas and for public (or nonprofit) manage-
ment of critical protected areas. Activities may be based on the HEE.E:N_,,
field work and policy recommendations submitted for the ___.,._nEEzn:nmz .m___-
ological Corridor project, conducted by the Central American Commission
on Environment and Development. The Corridor was created by the Alliance
for Suslainable Development (ALIDES) to foster ﬁ_r._._n_a__.zﬁ._: and Bﬁ...E__E-
tion of activitics that strike a new balance among the region's population sus-
tenance needs, the prevailing economic dynamics, and =.n_._..:..u resource po-
tential, in accordance with ecological, economic, u:,.__.man_.u_ criteria.

The idea is for the Corridor to be “a land use planning system consisting of
wilderness arcas under special management plans, core, rcmnq_ multiple use,
and interconnection zones, organized and consolidated to provide a sct n__.E.._-
vironmental goods and services to the Central American Ei.ﬁa?; soci-
ety . . . (promoting) investment in natural resources conservation and sus-
tinable use . . . " (adopted as a resolution of the XIX Regular Central

American Presidents Meeting).

Wetland and Coastal Area Recovery and Management

Mechanisms must be created to protect, manage, and restore priority
wetlands and coastal ecosystems, such as mangroves. These ecosystemns, natu-

13. The meeting of the Central American Health Sector (Rewniin el Sector Salud de
Centroambrical involved palitical and technical authoritics of the regionn’s health sector
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ral barriers against floods and coastal rainy spells, offer effective protection
from sudden rainy spells and loods by acting as a major buffer for coastal in-
frastructure, agriculture, and human settlements. They are also eritical to the
health and well being of aquatic ccosystems that support fisheries, tourism on
the coasts, and migrant species. These essential arcas are being rapidly de-
stroyed (directly and indirectly) by a variety of commercial activities, physical
changes in river courses, river sedimentation, and agrochemical run-off,

Land-Use Planning

Planning land use by man goes hand in hand with natural resource man-

agement. By combining risk mitigation and land-use planning, vulnerability
to disasters will be reduced and the short- and long-term feasibility of invest-
ments and communities will be improved. Fragile areas need to be protected
against disasters through respecting, managing, and declaring them as re-
serves. In many instances, this will require investment of financial and human
resources, in addition to political will. State powers, at both the national and
local levels, should convey “positive” signals and show a willingness to fulfill
plans.

Such effort has resulted in a number of guidelines and criteria to make sure
land-use will be optimal in the long term. Current land-use patterns and
practices leave people and property subject to risks. Significant implementa-
tion of land-use planning will lead to better natural resources management,
safer human settlements, and a more widespread risk management consider-
ation in development decisions.

Resources should be applied to include a more complex vulnerability anal-
ysis in national plan design and to train national planning officials to take
vulnerability into account. Such a program should also consider the prioritics
and mechanisms set forth in the Mesoamerican Biological Corridor, as dis-
cussed earlier.

Municipalitics and other government authoritics are in the best position to
make decisions about land use. Actions in this ficld should include the train-
g of public and private sector leaders, at the national and local levels, in
land-use planning techniques that build vulnerability mitigation into plan-
ning processes. Resources will be allocated to develop tools, technigues, and
training, at the national level, and to impart programs throughout the region,

Infrastructure Planning and Construction Practices

Any kind of infrastructure—transportation, energy, communications,
roads, wastewater, and storm water systems—is vulnerable 1o severe natural
catastrophes. Infrastructure has direct and indirect impacts on the serious-
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ness of a disaster. Excluding the likelihood of severe events in designing and
siting decisions could destroy infrastructure and entail dangerous secondary
effiects. For instance, a deficient sewage system could easily become .n___nL.E -
dened in case of floods, discharging waslewater on _._ﬁ u:q_.nmn and in ﬁ_::",..-
ing water reservoirs, thus involving ___E_mz_.uf. serious H_.mﬁ mum ﬂnum.n_..
Roads destroyed by earthquakes or H.u._unm_n._a_. .E_m_n areas in need of relie
during disasters. Ports face a particular risk of sedimentation during rainy
spells. , . . )
Decades of efforts have created relatively *.._m_,,-n__._,.u_:.__‘ construction :
and practices. Nevertheless, these laws and Hmn_b:aﬁ often are not ___._.._u -
mented or enforced. Regional experts agree that a serious effort to teach, mw-
ply, and periodically evaluate E:m_ﬂ.n.:n: .nn..n_nm ,m___..._ practices will m_mﬂ._ _M.
cantly reduce vulnerability 1o various risks, including direct disasters such a
ire llapse. . :
:.p_ﬂﬂnﬂm”m %3_.% to be more aware of the importance of EEn_Eﬁ with
established standards, strengthening local government m_.HF_.n.nEwE capacity,
and designing clear mechanisms Lo assign civil and _n.:__..:.& liabilities in MEH
of noncompliance, are actions that need _m__w be taken in order for constructio
-odes and standards to have a positive effect. . .
o Productive activities, with proper compensation, are the immediate E_:M
of families’ economic and social growth and give individuals a sense of cont
aver their own destiny. In the face of the multiple threats to Central L___.En...m_.wmln
and particularly now, in view of the havoc caused by tropical storms an ; ur
ricane Mitch—there is a need to create and m_u_.n.ﬁ:.ﬁ: H._.E economic u_m pro-
ductive safety net by guaranteeing productive sectors access to n.u.“__.. _._ﬂ:_:“
means, jobs, and domestic, H.nmm__..:._n_h.u:.n_ m_.ﬁ.nqnm:_..“._:m_ markets—wit mmzu.”_.“”_.
emphasis on micro, small, and En.ﬂ_.zn._.m_un.m_ businesses, the maiin sourc
income to the most vulnerable Central American sectors.

Himan Settlerent Relocation Programs

A priority in any development scheme or model is safe rc:ﬂ:.m ._“.H_mu M,_..n_“_,
family. This is a basic need directly related to ...: other n"wﬁnn_m ofin ivi __._u _
family, and social welfare. Thus, safe housing is an ethical and ﬂﬂan_n_ﬁ. _.__M
quirement of sustainable development stralegies. To meet this m_.n&.w equate
financial mechanisms should exist that allow all social sectors a solulion 1o
their housing problems. For those without access to such mn_._.n:.“”.. due E__
poverty or disability, a policy and a mechanism must exist to take carc 0

them as a part of social security. o -
The housing finance market in Central America is underdeveloped, and
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social safety nets have proved to be inadequate in solving the problem of shel-
ter for the poorest. Housing was a major problem before Hurricane Mitch
and worsened thereafter. According to ECLAC, 93,537 houses were destroyed
and 174,470 were damaged by the effects of Hurricane Mitch; estimated dam-
age in the housing sector was US$591 million.

“We know how and where to build homes and structures to avoid fatalitics,
njuries, and destruction of property. So, if we know this, why do so many
people—most often the poor—die? And why do so many others remain
homeless? They do so because the poor do not possess this knowledge, share
this understanding, benefit from a social safety net, or enjoy the opportunitics
of choice. What is lacking is not technical know-how on how to build a safer
home, but rather access to it” (Friday 1999).

However, housing is expensive and this compounds the problem, espe-
cially in societies with very scarce flinancial resources, like those of Central
America. Poverty often leads populations to occupy vulnerable land on hill-
sides and near rivers. Thus, compensatory housing programs, mitigation
funds, reconstruction resources and the like, should place particular empha-
sis on relocating entire populations currently housed in highly hazardous
areas (see Figure 18-5).

When resources are scarce and unemployment tends to increase, self-help
construction programs are an interesting option. However, such construction
programs should include previous training and adequate supervision, in or-
der to build safe houses. If done successfully, the people involved (including
many local crafismen) will gain both employment and increased knowledge
of more adequate construction techniques.

Risk mapping to identify vulnerable zones in a region known for multiple
threats, such as the case of Central America, has very high economic and 1ech-
nical costs. Displacing and relocating population groups, according to a land
use planning policy stemming from identification of high-risk areas for hu-
man activities, is also complex, in cconomic, political, social, culural, and
productive werms. Transparency in choosing new settlements and sclecting
target groups is fundamental, as well as creating a series of instruments to
materially discourage or prevent families from returning to their old homes
or moving to new settlements in other vulnerable areas.

Understanding and including cultural and social relations variables is basic
in a relocation policy—these should be articulated along with the above-
mentioned set of social safety policies and employment sources. Those linked
to small and medium-sized businesses—particularly if they remain nearby—
will continue to be a pole of attraction to vulnerable areas. If they move far
from their market, they may face increased distribution and logistics costs,
therelyy reducing their prospects of selling their products.
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Figure 18-5.  Activity System Related to Humian Settlement Relocation
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In the aftermath of a disaster, Friday (1999) is clear about the incon

i *nsi te dependen-
nience of temporary shelter solutions. They are expensive, cred p
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i i 11 hecome
(ural realities; they can pose unsafe social __..:EEE._—_M.:“__,...EM__ _”.._".Hr
permanent, and represent a less-than-optimal usc ol donor ;

. the relative cost of the lemporary

« Temporary shelter solutions are expensive:~ .. Put toward

i i bons,
salutions . .. is enormous in comparison with __n:..h._.n:nw,_ua_____."_-”_e B
permancnt housing solutions, much of the linancing of the temp

d |da] wonders.” . . - _

. ﬂ“_ =_Ew,.m_ shelter solutions create dependencies “The provision of she fa

__rp..ﬁ_w_n tended to create the expectation of future qﬂﬂ.nunu___.“.u:u“nﬂ.rmm..n:n_uﬂa.
i i . the climate:

shelter solutions arc aften inappropriate 1o _ :

::E?.-w____nh”._::i States and other donors were inappropriate to the climate.

ing B during the dayand cold at night. Some provisions in:

They made the homes hot
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cluded igloos and tents. There were many complaints and virtually no demand
component 1o the assistance,

= Temporary shelter solutions ignore culteral realities: Many temporary shelter
sites provided water facilities that were culturally inappropriate. There were
cases where latrines were provided and never used in the six years from the date
of the carthquake to that of the evaluation,

* Temporary shelter solutions can pose unsafe social enviromments: Some of the
shelters were essentially group houses in which nonrelatives lived together,
causing many complaints and friction.

* Temporary shelter solutions all too often become perimancit: Many of the tempo-
rary shelters evolved to permanent housing with improvements made of the
prapertics. The layout of “temporary camps™ should incorparate the possibility
that they will evolve into permancnt seltlements; they musi consider adequate
space per family and a strategy that will discourage seismically vulnerable
rowhouses and other patterns,

* Temporary shelter solutions represent a less-than-optimal use of donor funds.

An activity system like the one shown in Figure 18-5 can be used in most of
the proposed programs aimed at strengthening the networks, particularly in
those cases entailing direct fund transfers,

EconoMmic anp PropucTtive SAFETY NET

Economic and social stability should be the main objective, at the stage fol-
lowing a natural disaster, in order to prevent a disaster’s direct damages from
ncreasing as a result of economic crisis, and to create the appropriate condi-
tions for reconstruction and cconomic growth. To this end, a careful eco-
nomic policy that fosters private and public investment is needed.

Creating a favorable economic environment to rebuild and transform Cen-
tral America after Mitch requircs infusing fresh resources directly into the
mast affected areas, focusing on small and medium-size producers. Small and
medium-size (agricultural, industrial, or com mercial} businesses are the vehi-
cles that may enable most victims to resume their productive activitics, over-
come the current crisis, and set out for personal and family recovery process,

In view of Mitch’s impact, building this net requires a series of instruments
and actions to:

* Secure fresh resources for supperting micro, small, and medium-sized busi-
nesses, 1o make them catalysts of economic and social gronvth.
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. Facilitate cither direct or linkage participation of micro, small, and me-
dim-size businesses in regional and international trade.

Within the first group, direct assistance from the E.E:m:ﬂ:& community,
deep reduction or cancellation of Honduran and Nicaraguan foreign debt 1o
release resources for this scctor, and attention to migratory phenomenon
prablems and opportunities are important. )

The second considers access to international markets as a production and
cisk diversification mechanism and as a source of foreign exchange and best
practices in production and marketing developing regional logistic capacity
as 2 source of market integration and expansion and to remove the trade bar-
rier imposed on small and medium producers and merchants by such an
oncrous and fragile system as the current one; and the :.,,.._nn_ for mznsm_p_ n-
siruments to guarantee credit and disaster insurance in Central America.

Redirecting Fresh Funds to Micro, Small, and Medium-Sized Businesses

Re-establishing economic and productive stability in n.n::inm impacted
by huge disasters, such as Hurricane Mitch, requires wmﬂ:ﬂn_amu_.u._n u:_m::_.a—
long-term funds. These would have to come from international mo__n_...:.:..
particularly for countries such as Nicaragua and In:;:ﬂ.? mmuﬂ.ﬂ_.ﬁ.__.._ﬁ
the alreacy weakened capacity for future growth would F,. jeopardized, Gov-
crnments and financial systems should be furnished with the necessary rc
sources 1o rehabilitate basic services and basic minimum infrastructure re-
quired by the population and the productive sector, Among other things
there should be available capacity to finance private sector projects related 10
public works implementation, productive infrastructure, foreign trade, and
atler arcas identified by governments, the private sector, and civil society. In
addition to their positive impact on restoring production for self-consump-
tion and trade, project development should be a direct source of employment
and economic activity. ] _

As part of the INCAE/HIID/CABEI Regional Project for PE..._..:__ American
Competitiveness and Sustainable Development, a serics n—.pn.:.___:.nw were de-
veloped with the region’s private and public sector to identify E..E study thos
clusters whose internal dynamics offers significant growth and _n___nmn..n_p_.a__._
potential.™ Prom ising seclors, among others, turned out to be "__“__.._:.un.rnun_mn
and value-added agribusiness, and regional textile industry. A major porticn
of these resources could be targeted on small and medium-sized businesst

14, Each corresponding study was carried out using the conceptual masdels and miethoda-
gy develnped by Michacl F. Porter al Harvard Business School.
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that are cither part of these clusters or suppliers to cluster major players. This
would enhance the likelihood of an adequate return on investments and in-
crease these industries” ability to create more jobs and/or better income.

The Fareign Debt of Honduras and Nicaragua's

Before Hurricane Mitch hit Central America there was clear evidence that
Honduras and Nicaragua nceded a drastic reduction in their foreign debt
burden if they were to grow at a satisfactory and sustainable rate for a long pe-
tiod of time. Per capita income in Nicaragua and Honduras is about
one-fourth of Panama's and Costa Rica's, whose incomes, in turn, are about
one-fourth of the United States. Under the conservative assumption that
population will grow at 2.5 percent per year, Honduran and Nicaraguan GDP
would have to grow at a constant rate of about 6 percent per year for 40 years,
just to reach the actual per capita income level of Costa Rica and Panama,

Analysts have pointed out that foreign debt overburden acts as a high mar-
ginal tax rate that discourages investment and economic adjustment (Krug-
man 1988; Sachs 1989). This argument, known as the forcign debt Laffer
curve, suggests that a reduction in foreign debt could be extremely appealing
1o both creditors and debtors, since heavy foreign debt imposes strong re-
siraints on debtor country development and limits country capacity 1o ser-
vice the debt. In economies having these characteristics, the debt issue has a
decisive impact, if it is reduced and if already scarce public resources are reor-
ganized around developing and strengthening safety nets and policies to re-
duce or cradicate extreme poverty, Hurricane Mitch's destructive force in
Honduras and Nicaragua has further worsened the state of affairs, making the
nced for substantial debt reduction in these countries even more apparent
and urgent.'®

The Migratory Sitwation in Central Auerica'?

The subject of migration has many facets. From this chapter’s perspective,
what matters in particular is the remittances sent by those working abroad,

15. This subject is developed in further detail by Esquivel, Larrain and Sachs in Chapter 7 of
Vidume 1 in this serics, Econoneie Developrend o Central Asmerions Crrowtl aeraid Inferiratiomel-
Eation.

16, In bath Honduras and Micaragua, forcign debt size had already climbed up 16 uinsus-
winable levels. In 1996, 1otal deli service payments in Honduras and Nicaragua acoounted lor
3 percent and 24 percent of exports of peods and scrvioes, respectively.

17. Most of the information used in this section was provided by Silvia Olego, expert on mi-
gratary isswes, upon specific request o support preparation of the document 5 ratepy for Re-
saviruction and Tramsfarmation of Centeal America after Hurrscane Match,”
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their effect on poverty, and Mitch's negative impact as an element that could
become the trigger of mass migrations, such as wars were in past decades.

In migratory terms, Central America has experienced in the last two de-
cades a strong growth in the number of emigrants and unprecedented popu-
lation displacements, as a conscquence of political turmoil and armed con-
flicts in El Salvador, Guatemala, and Nicaragua. In 1990, the number of
Central American emigrants reached 1,264,335, with 87 percent of them re-
siding in the United States. N

Remittances are major sources of invesiment and support to families and
communitics (see Table 18-5), as well as being important to cconomies in mrn
region, EEEEH:_ El Salvador, Guatemala, and Honduras. In these E:E:F
remittance contribution to poor household survival is a significant reality.

For instance, data from El Salvador reveal that, in 1997, around 15 percent
of houscholds received remittances from relatives living abroad, approx-
mately $348 per person per year. Of all houscholds in El Salvador under the
poverty line, 40.2 percent received remittances from migrants in 1997, thus
proving remittance contribution to poor family survival, a situation that can
be generalized to the other countries in the region. .

A problem faced by migrants is the high cost of transfers (in some cascs
up to 20 percent of the transferred amount). Cost reduction, combined with
new strategies to encourage a productive remittance use, may be a form of
complementary contribution lo the local and community develapment
Process.

The cffects of Hurricane Mitch magnified, at all levels, the various facton
determining and explaining international migratory movements, These have
widened social and cconomic development gaps, unemployment, underem-
ployment, and poverty levels, the precarious living conditions, clc. These,
combined with the inability of ccosystems in the affected areas to accommo-
Jdate population and activities, will surely be factors in a sharpened and rein-
forced high population mobility, particularly in countries with the greatest

damages. ) . :
Migrant tralfic in general makes such subjects as illegal aliens, L.5. migra-

Table 18-5. Family Remittances as a Share of GLP

993 19 1995 1596
Il Sakvanlor 143 ([ 16,1 16,0
Graatensala 20 16 33 iz
Handuras 16 xl 30 30
Mrcaragua 15 1.3 1.0 46

Spmroe TOLAC, Usa productive de las romesas. LC/MEXS662, Septombeer, 1998,
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tion legislation, and deportation relevant issues. “Legalizing” aliens might al-
low them not only to increase their income and, thus, possibly expand their
flow of funds to their poor relatives, but also, by being economically active,
they become a trade link and open up market opportunities for regional pro-
ducers, thus galvanizing economic activity, production, and income levels on
both sides of borders.® While this kind of migration is difficult to quantify
because of ils very nature, the U.S. Immigration and Naturalization Service
[INS) estimated that, in 1996, 54 percent of the 5 million illegal aliens in the
United States came from Mexico (about 2.7 million people) and over 13 per-
cent were from Central America (El Salvador: 335,000; Guatemala: 165,000,
Honduras: 90,000; and Nicaragua: 70,000),

On the other hand, adverse conditions in the region and very restriclive
policies in receiving countrics would also turn aliens into a marginal popula-
tion, incapable of coming out of poverly, nol to mention supporting their rel-
atives in Central America.

Infusing fresh resources is urgent, but it is also contingent on circum-
stances. Maintaining a positive resource flow toward the most vulnerable sec
tors and firms will depend on a set of actions to let them be fully immersed ir
well-compensated productive activitics,

Access to International Markets

Within the group of actions needed 1o build an economic and productiv
safety net after natural disasters, four can make a significant contribution;

I, Better access to developed markets.
2. Increased logistics capacity and efficiency.

3. Strong financial systems to support production aclivities and investment in
micro, small, and medium-sized businesses;

-

. A mechanism that offers insurance against disasters in the region, provides
protection, creates incentives to reduce vulnerability, and allows economic
instruments to finance recovery.

Central America’s future is linked to its foreign trade. Since the carly nine
ties, Central America has sped up the transformations of its economic devel

1&. Within the framework of the huge disaster caused by Mitch, actions to be taken by Can
ads, Mexico, and particularly the United States are especially relevant. The example of Cost
fica must be highlighted, because, despite s economic and secial d ifficultics, it decreed ampl
amnasty for Central American citizens residing illegally in Costa Rican territory. Through thi
=easure approximately 300,000 aliens {according to official estimates), mostly Nicaraguan:
12 almanst 10 percent of Costa Rican popalation, will be able to legalize theis migratory status
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e " ratization pro-
went model to allow for sustainability of t...ﬂ.n.“_n:HnEﬂn
] g L
n.ﬁ_nm fostered in the region during the previous _ﬁd changes is the export
- One of the pillars of the strategy aimed at supporti _.m,_._ﬁ best choice for the
...E.E: and trade-opening policy, :E_ﬁh_____m_n@ umm in international trade
__.H.,E#. | American community to become fully inserte dards of living of mil-
n._..__ ””um_n:mu:uﬁ advantages, thus improving the standa ctunity 10 diversify
Lot f Central Americans. This is also seen as an oppo jesvps i agics )
”.“_MMM_.__.“__.E_: wd; g B 1 e F....;m..__m. _.n__ﬂ MH%HM””E crisis created by
: in the ris
! raphical areas results in : it il ech
_n” ___"_Hﬁ.uﬁ,mﬂﬂ u_wa the collapse of ..,E_.Eaﬁ.ﬂﬂﬁ_..: .H”m n.“___w”"__”ﬂwnq Josing it
H._. .r_ _““__. pending on these activities. Honduras Hn_._...d__u“.._, P
__." e} 1 x
_._.,_..:..._..T.E plantations illustrates this sort of ____=._=Eu __m ?._._Em_d__,n i i
A trade-opening policy for Central America cou

1. Reactivation of the regional trade .___nmﬂ.:c__. E_un_n_.u__“..." sy i
2, Subscription of multilateral trade discipline under

| ments managed by WTO, . S
3 “mﬂ.:p:ﬁ._. of bilateral, trilateral, or regional Free Trade Agree

| Mexico and the Dominican Republic.
4. Resolute involvement in the AFTA process.

i itch have exposed the
he sizable damages and losses caused EEE:EMW;M&EE%:% ppit
._.. - { Central American economies and have made mo AP
e ._._ s lavoring access of our productsto ._.,_nE..“.:E:,. _a b
e b -.._ acknowledges the favorable mutual ==E_ﬂm_ w.h:_____fu:
ﬂ...s,:a L_...Eﬂ__“ and on the United States, brought about E_..." M_ s
s J_mw”._wa.:_h.ﬂ._..n_._n_._ by President Reagan in _m.mm and n_n._i m__..nn:n:, "
.F.:__d i e August 1983 as the Caribbean E.u__ﬂ mnann_._m__mﬂ__." P
___,_._mm __th_ﬁ.w...m_._“.-“_ nﬂﬂw of the program is climinating ,_._..wa: "H__.. : M_.w:m sl
g n member countries, thus p y domes
qr__q_.“”.h“ﬂ,_mﬂﬁ””__“ﬂ“ﬁ_ _Mﬁ.%“_:u..._mmn:n_ production sectors and diversifying
ang .
B nnm.:mn__m”“..ﬁ implemented a Special Access Ea%...u:ﬁ._ﬁw___w”
s ___.E._c:_ ”._n parel made up of materials Eua._._m_n.:_.n quz__:::p".
n__”_u.h.__. _..um ....,H__._ um,w__“.. H.“u_n..m:. m benefits are not revealed in E:H” __“_m__ un m it
__E _.._:WF. WJ MH_:,.E in establishing more liberal quotas, rﬁ.mu.____. el
kg MK, Levels (GALS). This program is kiiown today AP
e o he United States Congress passed a CBERA E_m gl
E“_____“____.ﬁ. ha...__nﬂn_ﬂu and Trade Act, mu_uE“_.&am __H_M_.ﬂ?_u“““..“ Mm.um_ sy
. ivati uent revisions w . : :
h..__:d__u __...HﬂHnw__u_m“wﬁz_wmm%ﬂ._“m““a administrative expansions, CBERA pr
A AT -

- e A
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vides frec and preferential deeess o most products from the region and grants
quota preferences to the textile and apparel sectors under the SAP:

CBERA has proven te be an effective instrument in furthering cconomic inter-
ests, ot only of program member mations bt particularly of the United Snates
of America. Afier the first decade (1983-93) of the program, the United Sates
had reached a US$1.8 billion trade surplus with countries in the region, com-

pared to the deficit of over Ussa billion ar the beginning of the program. That

i5 to say, Central America and the Caribbean Basin counteies turncd out to he
excellent trade partners of the United States, reducing migratory pressures due
to emplayment problems in the region and, morcover,

being a part of a U.S,
trade strategy to better position some of s production sectors (particularly the
textile and apparel secior).

It is no surprise that the American Appa
U-5. Association of Imparters of Textile and Apparel, and the American Textile
Manufacturers Institute (mamely, the major associations of U.S. producers and
impaorters) have cxpressed their full support 10 increasing the benefits estab-

lished by CBERA to member countrics and matching them with those granied
t0 Mexico under NAFTA,

rel Manufacturers Association, ithe

Upon NAFTA's approval, however, Mexico nego
ditions for products currently excluded from CBERA, mainly textiles and ap-
parel, as compared to the current status of CBE

RA countries, as well as zero—
tariff-specific quotas for products subject 1o quantity restraints in the 1.5,

market and phased-off tariffs o oll-quota imports of said products,
The above is a major threat 1o Central America, because, together with the
Mitch disaster, it may divert investments, which would have 3 direct impact

on employment {particularly in the textile arca) and would resull in exacer-
bated poverty.ie

tiated and got better con-

Developing Advasced Logistics Infrastructures

Since the early 1990, prompied by the growing globalization of the world
wonomy and by progress made in demoeratization and peace processes in
the region, Central American Presidents agreed to formally relaunch the Cen.
tral American integration process. This was established on pew bases, match-

19. In order to reduce any investment diversion from these areas,
memers of the United States Congress and with support from the main constituencies in ike
US. textile and apparel seckan unsuccessful attempts have been made At passing lepislation 1o

Buiich benefits received by Mexien with these granted vndes COERA 9802’ Special Access Pro-
pam.

10 The importance of infrastructure for dev
¢ discussed in Chapter 12 in this vk

by the initiative of some

ehipainent anqd the nptions for Cenpeal Americ,
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ing domestic processes of external openness with a renewed regional integra-
lion process (Summits of Antigua 1990 and Esquipulas 1991).

Through this renewed open-regionalism approach, Central America in-
tends 1o show the world that it is an integrated economic area where goods
can be hauled through intermodal transportation systems from one ocean 1o
the other, without intraregional border hassles, where ports in the different
couniries compete to provide the best service at the lowest cost, and where
goods can be delivered at one cou ntry's port, remanufactured in other coun-
try, and shipped from a third country’s port, using any member country’s na-
tional transportation system.

The first step in the right direction is building a modern physical infra-
structure, especially in the area of transportation, financed and operated by
the private sector, if possible and relevant.®

Before Mitch, Central American governments were considering, to various
degrees, a new approach to quickly create a liberal regulatory framework for
the service sector (particularly transportation and other related cargo-mov-
ing businesses) and to set the right [oundations for a Central American logis-
tics service sector that effectively contributes to market integration, and
whose costs do not discourage production and regional and extraregional
trade.

International production and trade practices demand a new generation of
infrastructure, known in the technical literature as "Advanced In frastructure,”
where information and communication technology combines with basic
transportation to create an improved service capacity and enable businesses
o respond Lo competilive pressures for shorter production cycles and betler
customer service. In addition to technology-induced improvements, the new
infrastructure generation is based on the growing importance of value-added
services linked to transportation. In this sense, service providers and services
themselves are integrated into the Advanced Infrastructure, now oriented 10
the demand side, rather than supply's, including design considerations and
specific works tailored 1o user needs.

A concrete way of crystallizing this vision and giving a qualitative leap in
the subject of trade-related infrastructure is the megaproject known as the
Central American Logistics Corridor.2 consisting of (see Figure 18-6):

31, Cuatemala and Costa Rica have already shown progress in this fickd, particularly in high-
ways, ports, and airports, through public works concesskons, onerous usufruct, and interesiod
management administration. Nicaragua has enacted legislation for road congessions.

22, The project is based on the results of a technical, financial, and kegal pre-feasibility anal-
ysis carried out by INCAE, upon CADEl's pequest, according to an agreciment reached at the
Tegucigalpa Presidential Sammit in January, 1997,

e em— e e -
- rem— msms T

f_. T
ULNERABILITY TO NATURAL DISASTERS 297

Pasira
Airpernis
Natural cosridor

yBog

Figure 18-6.  Central American Logisties Corridor

I. The Central Americ i
' an Pacific Corrido
It invalves reconditioning, gyt

' T ' Sl I i
2 .__.___””..__n_.:_ _}En:nu: Highway Reconstruction/Recon
i -h.“”c...uw “nr: u__n.u._u____.. reute, creating redundancy in the system and
v e productive valnerability b .
! uc ¥ brought abow i
.__.E:._:E_.. i trade roas, that ane also used Em_h.n_. { 2 da e o i
pencies or disasters, A

H.. nﬁ_ﬁ_h [ $[4] _._u._.
—_. (S} Ul % _H- T nu 1] [ x
iris IE -uu_n [[+1i T} L n__.a._ QrNEne of PO COH ——_.h_u'_k onnccin m..-._

ports, capiial citics, and maj
1 major coonomic and producti
: uchia
the five countrics. These would be the msin _____,_._ ks" | i i

e e . _ interconnecting small
zed exporting and importing businesses to major _%rmm:. L
d i

activity centers through domestic networks
4. Cu: ilani i
._p.__.._..__E.m _.R ihtics, A fundamental element in logist
modernizing border facilities and, in general, cust
grstacs activily center, _

5. “.._.Em expediting. Reforms being implemented om cust
ce businesses (transportation, customs broker mul
.......5 nced further deepening. Similarly, e
ton technology tivil

Nataral Corrid
: & i,
reconstruction, and consiruction works,2?

ditioning. This highway

actions during emer-

ic corridor operations is
oms procedures at any lo-

o and un_.m_.m.._n T-

4 : imodal operaiors,

16 EpDOt thete st Pung the tiectsedry fnforma-

cations, clectronic document ir ities Lcomputer science, telecommuni-
ansfer, cte.) is required.

23, See ﬁ.“_r:._.nﬂ 12 in this volume.
4, 1 this repard see Waralnna { 1usa),
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Developing Microcredit Mechanisms for Individuals and
Small Businesses

[ndividuals and businesses most seriously ..,._”_.nn._nn by mﬂﬂh._:.” MM_M .._Mr_,“
least possibility of recovery due to __"__.n_ﬂ of _EE..H.:_._. A ““H_.._H.J_. qﬂm_u: e
capacity is mainly based on its ability to secure the 2oy sy
“dampen” extreme events and recover from them. Microc n“ i
to be an effective mechanism in solving short-term w__.n_EE _H_ %muﬁmm_._ e
poor communitics. Resources should be m.:...._ﬂ.FF,_.._ to nf__.“_:hu._._un e e
cific microcredit models in vulnerable areas. They shou

i i it mechanisms.”
capital to establish “emergency microcredit mec

Insurance, Reinsurance, and Catastrophe Protection

Although some areas in the planet are more prone o mwum.”_qm ﬁ_”_.MM_ Mh_..””“__
no country is exempt. In 1996, over 600 E.EE_ events i%& HJ:EE:H
115450 billion in damages, $7.9 billion of which were ﬂ_ua_.“.q “_ﬁo_.mu. i
and reinsurance companies. Countries such as France, for Eﬂuﬂn“.ﬁmu g
“”E.nn:m total unlimited coverage against h._u.n_mm. ir#_n%w_ﬂrqnuﬂmﬂ gt
Germany, do not provide any kind of _..,E_...,n_.__a:..n__.. er coun e
are trying different systems, with coverage ranging between these

iesel 1997). . .
_Hﬂﬁﬂhﬁ_ﬂr like Central America requires protection systems, E__“.m.mn__”u_ﬁ_“a“
small productive units, so they can recover qu ﬁ”___,ﬂ”.h” M“._”wﬂ__.h”,w _..__-._ w_m._:, .__,ﬂ.

ks, However, a scenario i
saused by natural events. | ___“__E_q.___ﬁ_ : . 1 iy
._.Ejr_n _Hx_zﬁa will necessarily require an innovative Mn.nﬂ...: un...& :n.ﬂ S
mﬁm._...._....: of systems that can offer protection and financial instru

*duce vulnerability. : : -
N Instruments used in preventing or lessening natural disaster conseq

can be classified into two categories (OAS 1996):

_ i di-
1. Risk mitigation and vulnerability reduction measures adopted before a
. saster, including national funds for natural disasters. .
2. Economic instruments, such as insurance, to finance reconstructio

cosls.

The first category offers more efficient action, uzrm._..mu.. the E..“.u_”m.uu””.“,a“_.._ﬂ
duce economic volatility by spreading :u_ﬂ. more widely. ﬁm_m_wn_:ﬁmu_ B
category (insurance and reinsurance premiums and commiss ;

i : first category. . .
nced by what is done in the P o
_._:.M__ .nH_E_ America, as in many other parts of the American continen

v
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surance and reinsurance market Gperations are not contributing to disaster
prevention or mitigation. Similarly, information on risks, threats, and vulner-
ability is not taken into account when determining insurance palicies. More-
over, the majority of the region’s most vulnerable populations arce not pro-
tected by any kind of insurance,

Insurance companies operating in the region should accurately assess their
risk portfolios to show reinsurers their trye and actual exposure and hold re-
insurance to reasonable costs. In order to carry out such an assessment, de-
tailed and disaggregated information on risks, dangers, and vulnerability is
needed, taking damage frequency into account, according to the different
types of threats to specific sites,?

The restricted coverage policy is usually designed and imposed by foreign
reinsurance companies, with high premjums and commissions that directly
affect policyholders,

Obviously, maintaining industry sustainability and protecting public in-
terest requires that all parties involved—np amely, governments, insurance and
reinsurance companies—play an active role in promoting vulnerability re-
duction measures. In developing this process, technical and financial assis-
tance from international institutions is needed.

Central America should join Caribbean efforts in establishing regional re-
nsurance pools, operated by international reinsurance companies with
enough capacity to provide the capital needed to cover the large costs brought
about by natural disasters. A critical su ceess factor in this effort would require
an apolitical financial fund management and would probably be best man-
aged by private firms with ample knowledge of this industry. For initial Ii-
quidity or the establishment of some sort of subsidy, support from external
development agencies and multilateral financial institutions is likely to be re-
quired.

States play a major role in reducing vulnerability by identifying risk-prone
areas and limiting their use: identifying land and incentive use; using con-
struction codes and materials specifications; reinforcing existing structurc;
using protection mechanisms: and developing special funds to protect what
private insurance will not protect. Private insurance would mainly protect
public infrastructure and the private sector (sce Figure 18-7),

A first step could be contracting out a study 1o identify and recommend
sustainable methods of increas] ng availability of catastrophe insurance at afl-

23. As in many other ficlds in Central America, available informaiion is Jikely te e dnsufi-

._..mna__. H_EE__.EP u.:u_.:._:n_...._._nm _.E..E:u:_..n corimpnges shoubd carmiaek resourees io produce
and use such (g,
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fordable prices, including measures to reduce

premium volatility, coverage
limitations, and vulnerability to disasters,2

Lessons LEARNED

Some lessons were learned in the wake of Hurricane Mitch and during the
following weeks. At that time rehabilitation efforts were combined with na-
tional and regional efforts 1o develop a reconstruction stralegy, as well as
plans for a variety of projects. The identification of projects by regional insti-
tutions and governments was both intense and complex, While regional in-
stitutions praposed projects in six different areas that cost US$1.4 billion,

political process and focus on national agendas reduced this amount 1o
US$116.7 million.2

Why was Mitch so devastating?

A combination occurred between extraordinary natural forees and extreme re-
gional vulnerability.

Natural ficrceness has been felt in previows times and will continue to be cxpe-
rienced through the El Nifio and La Nifia phenomena, as well as through other
hurricanes, voleano cruptions, carthquakes, ctc. These events have always oc-
curred and will continue to occur.

* The destruction of the EnVIrDment, particularly in the last few decades, served
as catalyst to the destructive power of Miich.

* Extreme poverty and the lack of rigk-free production schemes led human
groups to seitle in high-risk areas,

* All of the above is compounded by the lack of an organization responsible for
planning, carly warning, and attention in emergencies.

* In a word, no streny salety net was in place 10 protect the most vulnerable

members of the population. This resulted in 2 huge numbers of homeless, inju-
ries, and death,

26. Said study could consider, among other things: analyzing current successful models
(such as the French); creating a catastrophe teust fund, structured by insurance companics;
creating a multinational/regional reinsurance poak devedoping risk maps and actuarial studics
that include probable loss estimates; identifying coverage classifications for current needs:
identifying measures 10 reduce actual valnerability; projecting capital needs, potential sources,
and long-term financing scenarios: identifying legal structures and administ rative, financial,
and eperating environments; recommending steps 1o improve reinsurance practices, guaran-
toeing access to world-class companics,

27. Copy of the project proposed sy the Integration Institutions of Central America can be

obtained from Secretaria General del SICA in El Salvador or in digital format at W, sgsica,
orgsvfincag,
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i ake use
In reconstructions after such a disaster, what steps can be taken to
scarce resources wisely for reconstruction?

1. Recognizing that international aid is always less En:nHamuan:n”.“M_Hm“”E_
| ition—the needs Lot reco
much lower than the cost of reposition :
”"._En_ the social pressures compounding the effects of the disaster tend to
drain the resources earmarked for development. | N
3. Step | leads 1o minimal investment in temporary solutions and o conce ;

. _Emu., of resources on integral long-term solutions, __un_.E.nm on the E._Mu
vulnerable human groups. A special emphasis will be required 1o ,_ﬂ“" . .mn_
and strengthen institutions and mechanisms making up the extended salely
network of cach country. .

ivi ; i 43 in reconstruction mes.
1. The activity of both old and new aclors IRCEEE nste ;
Each actor follows ils own agenda, based nh._ }_.”E:" nw.“ﬂ”””ﬂ w,_”.__...n”uﬁm.
i roblems a
tions, and solutions for the same groups ot profEtis 0 e,
facilitating information flo
This leads to a need to develop ERAE_._.E....m i e,
inati i seless competition
to coordination mechanisms required to avoid u 1
w._”“.__mﬂ replication of efforts. New information technologies can play a
very uselul role. . . :
4 ._.___“. convenience of addressing the corruption problem in an nm:_____ “,_u_.au mn”
| ting up prevention and enforcement mechanisms :.E:m__. ._.ﬁ. nvo .f._.._._“_.ﬂ
nqwﬁnﬁ_nmn-ma. NGOs, civil society and developing capacity in those in
lutions that should be responsible in this matier.

Any development model should include the following principles:

iti i » poor from t
\bilities on rescuing the poorest of the poo e
There is a collective responsibility resulting from the H..."_“:E.“. _.“.__ﬂ n:un.“n 5
deaths in this and other catastrophes. H.p:ﬂﬁﬂw _n.,_. En,._m ,_ n_w_ m__ E_ﬁ_u:c: 5

itical 1 ili i +5 of exclusion
litical instability were driven by decad: e o &
: i ty and a careful design m .
large. These groups must be given priori ; i
iviti isms to make a transparent and eliccll
of a number of activities and mechantst ik
55, i wiously suggested. The participation of BEUEEER T
process, like those previo o poe il wins
ms, the involvement o
the development of control mechanisms, . o
providing monitoring and follow-up—all are essential to ensure l

abuse takes place.

Create a link between disasters and Eﬂ.:.::”m_n n.asm_%ua““a:_ndunnmﬂf“ﬂ
i ili ilt into every dimension an :
tion of vulnerability must be builtin : oy
i ired to link the concepts of su :
opment. A conceptual leap is require : g
p_m_._n_ﬂ.....:ﬂ,._. competitiveness, fairness, and reduction of vulnerability. Th

e

W“m‘._—“u".ﬁ.:m'ﬂr---

L
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proposal, known as the extended safety net, offers a point of encounter for
analysis. However, more in-depth work is required. Conceptual frameworks
must be developed, divulged, and made operational in the daily life of fami-
lies, business firms, governments, and cooperating agencies. This action must
begin now, when memories of Mitch are still recent. International agencies
can fund and support this elfort as a way 1o enrich their own frameworks of
reference in terms of development.

Develop institutional capacity.  An essential is to concentrate resources in
strengthening institutions, particularly those responsible for anticipating and
mitigating disasters and those directly related to social, economic, and envi-
ronmental protection networks. The proposals developed by Central Ameri-
can institutions, under the coordination of a General Secretariat of the
Integration System and the leadership of Central American ministers desig-
nated by their governments, should be strongly oriented toward the follow-
ng:

Dievelopment of technical-sciemtific knowledpe of menaces

Strengthening of menace monitoring and forecast organizations

Adoption of watershed as unit of reduction of vulnerability to claborate develop-
ment plans

Development of a prevention and mitigation culture among the population

Improvement of emergency planning and management

Reduction of vulnerability of social and preductive sectors

Mitigation of vulnerability of regional integration

In more general terms, the long-term creation of institutional capacity is
an essential element of the process to create knowledge and develop the ana-
Iytical skills required for progress in all arcas, These include the economic, so-
cial, environmental, and political fields. They also include individual, family,
business, community, local, national, and regional levels. The reconstruction
processes must be seen as an opportunity 1o strengthen the administrative
and management capacity of both the public and the private sector.

Agree on a regional and national agenda through a helistic, integrating
concept.  The reconstruction agenda cannot be different from the develop-
ment agenda, as no additional source of income exists for the latter. All recon-
struction must be linked to a major long-term action related to development.
Reducing vulnerability must be a priority; however, that means transferring
resources to activities for which they are not usually earmarked. This will af-
fect the traditional distribution of riches and the power balances established
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prior to the disaster. Therefore, to succeed in the new democratic context, the
implementation of these actions must begin with an important effort to ne-
gotiate with and convince groups with the highest concentration of eco-
nomic, intellectual, and political power.

The above results in the need to carefully design the reconstruction/trans-
formation process for ecach country of the region. This is of paramount im-
portance for external agencies and donors, because what can fit well in a Cen-
tral American country may be inappropriate for another. In spite of striking
cultural, historical, and natural similitude, two variables determine the effec-
tiveness of the development mechanisms between countries: the institutional
development of markets and the capacity of governments.

The transformation/development strategy expressed in the agenda must
nclude a clear vision of the institutional transformation, the creation of new
institutions and demise of others. Without a transformation/development
strategy, the development of sectoral plans cannot be optimal; therefore, the
existing scarce resources for recovery, vulnerability reduction, and develop-
nent will be wasted. The strategy must show priorities and a sequence for the
actions 1o be taken. For instance, it can strengthen the government control
systems and promote supervision mechanisms (such as international trans-
parency or the establishment of an ombudsman for humanitarian assistance)
before generating large funds to mitigate and manage natural disasters.

The definition of a national strategy for a Central American country or the
region cannot be achieved on paper in some Washington office or that of any
Central American technocrat, A strategy for the next quarter of a century
must result from consensus.

Let us review this for a moment. Mitch has kept the Central American
countries apart because they see themselves as competitors in the over-
demanded market for international aid, and the regional institutions do not
have the strength to reverse this situation in the short run. Governments were
not fully ready to manage such a crisis, and the tragedy makes it difficult to
think strategically. The institutions, as previously discussed, are technically,
economically, and politically weak. Many nations in the isthmus have recently
returned to democracy, and many citizens and institutions are not politically
mature. All the necessary elements to develop a regional and national strategy
are lacking. Who, then, can develop a strategy based on a NeCessary Consensus
1o validate and implement it? The answer 1s still the Central Americans; how-
ever, il is important to recognize this limitation since it indicates an opportu-
nity and convenience to allocate a share of the resources from the donor com-
munity and multilateral agencies to support and finance an expensive,
difficult, and essential process to develop and promote a national and re-

pional strategy.

- erwm
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vaﬂq.,iaE:m a reconstruction/transformation/development strategy incor

rating a reduction of vulnerabilit i i 1
. y as a vital element, involves a chan

1 of s : - L

most of the time radical, in Central American thinking, and to modify it _WL

m % - i i
Oncy-, encrgy-, and time-consuming process, The difference can lie in
spending resources before or after the catastrophes

_...E.____w__ﬂuun..“ mh..,”_ﬂ“ﬂ%ﬁiw Eﬂ E__ﬁ._u___ﬁ..;i by all the actors involved.  One of the
ntation. Thisis r._n___,._a H“M,___,.____”M “unn..m.“.___,._mr.nn__..;_. n_ﬁ_ﬁm.ﬂ Hu ...H,:n .
inadequaie cooperation :..nn_:.:.mﬂ.:.. E._“.H: m_ ﬁ:nm_nm__.._.nr.__:i_n:.p:.._ e
ete. Upon establishing the national and Em"ﬂ.ﬂ nmn_u“._.wnuﬁ“ﬂ”ﬂ mﬂ”_._n_ﬁwﬁ!_m.
Hﬂﬂhuw“.n.w H:w_“tﬂ._q& ..“.M:”ﬁn_n:n,mu....ﬂm allocate ..Eﬁn_._m___:_:_,ﬂﬂ:ﬁ:m ..Hn“_q_“
pisksie m.:..." _b_..:.. L _H to ?..“_HHE_EHF _.;..umn_:a and projects being imple-
st H._u_?.:__n_:n__kw__.. m__:m:___. ater must include an ease of access for the na-
S community so that cooperation is facilitated and the
e ms in each Central American nation can be made evident,
n_mna:.““m.wwwﬁz_“” _“““Wn..:pnﬁ_ to ::.” EEE:E:E. can be an opportunity to
o : ,ﬁ 0 organize their implementation and follow-up.
o Em_”_:ﬂ are __._E_nm than the international agencies, donors, and gov-
F.ﬁmJM_.uuﬂm. mﬁ__.unﬁnm,.a _“___H....____.i from a familiarity with both the area and the
i nt s can determine project success. Moreover, community participation
¥ ¢=n aﬁq ma.d_._uﬂ_ projects will help develop skills and commitments that result
enefits mz.__”____._nh development endeavors. The most-developed NGO
provide training, guidance, and supervision throughout the _...wnnnﬂ e

CoNCLUSIONS

;.:._nmunﬂﬁ.q__“_". W“_H....mnu _..“.n_...nm _._,:.. possibility of treating the Mitch emergency as
wod”and, with resignation and thankfulness, start “rebuilding”
what was lost. Or, it could transform its ¢ o i i
development ._.h_:.ﬁ_ consider this “divine unﬂ___...n__“._ __“_Hmnnwm__ﬂn__n_._,& H”,mnnmﬂﬂuﬂsﬁ
__E_:N.._ damage in H._._n past and by weak social structures n__uwun,nwmmnu b mn.z._-
equality and marginalization, and find the means to miti J u_ _.w-
o gate these weak-
wF:ﬁMm“_z_M H"_".m “._h__u”_“.d bility :._.,._..__..,nm investing dircctly in families, through the
g I y care .E_n_nm ____p..:qur”_m (health, education, childcare cen-
15, ¢ic.). 1t means targeting relieh, involving target populations, and trying to
M__E a n__._n.__...._:._.s leap, regarding the way social safety has been managed so
. Reducing human resource vulnerability is the priority. :
Actions proposed to build an cconomic and productive _M.:.__,:. net, aimed
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strengthening and facilitating the operations of micro, small, and me-
dium-sized enterprises (developing superior logistical capacity, better access
to international markets, and catastrophe insurance), would not only be a
commitment to social equity and justice, but also a qualified mechanism for
diversifying risk for local, national, and regional development. These are mea-
<ures conducive 1o reducing capital vulnerability.

Recovering the biological corridor and strengthening the institutions that
should develop the vulnerability concept systematically contribute to protect-
ing natural resources and increasing their role in cconomic growth.

Productivity in any country is the result of blending the efficiencies with
which human, organizational, financial, and natural resources are used. Re-
ducing their vulnerability is guarantecing future productivity and, therefore,
minimizing the impact of future catastrophic events on lives and income.

Explicitly building capacity, reducing vulnerability, and improving inclu-
sion and equity through the extended safety net, as part of the equation for
sustainable development and competitiveness, is consistent with the ethical
challenge and vision set forth by the Agenda for Sustainable Development of

Central America.
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