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Disaster Risks Welfare Costs and the Optimal Disaster Relief Policy of Government
TIAN Ling' GAO Jun’
( 1. Wu Han University Wuhan Hubei 430072 China;
2. Tsinghua University Beijing 100084 China)

Abstract: To study the optimal relief behavior of the government we introduce a dynamic stochastic control
model which considers the catastrophe risk consumers’ risk preference budget constraint and the government’ s
fiscal costs. The model shows that the optimal relief behavior of the government is a trade-off between the benefit of
the consumers’ welfare and the government’ s fiscal costs. And it exits multidimensional optimal frontiers of the
government behavior. That is to say the optimal subsidy scales are different if the change occurs among the param—
eters even if they are the uniform catastrophe. Consequently there are conclusions following: Firstly the larger of
the loss the catastrophe cause the worse of the anti-disaster ability consumers’ have. It would lead to larger opti—
mal subsidy scale and the government financial burden is heavier. Secondly the more consumers disguise risk the
more carefully they make the decision. And it would bring about more compensation required for the catastrophe
loss. Hence the scale of the optimal relief policy would be larger. It is to pay more money for the government.
Thirdly if the production of our economy is more effective the optimal relief scale would be less and the money
which the government pays for the catastrophe would be less too. Finally the appropriate relief ( optimal relief)
scale help to improve the level of social welfare. Following the increasing risk aversion the effects of the govern—
ment relief to the catastrophe are better.

According to our conclusion to reduce expenditure heighten the relief effects improve the whole social wel-
fare we make some recommendations such as strengthening the Risk—bearing capacity improving production effi—
ciency as well as reducing the catastrophe loss. And we see that the government should take three measures to re—
live their catastrophe assistance pressure.

First of all the government should encourage people transfer the stress of risk management from post—quake to
pre—disasters so as to minimize losses. Second it is important to popularize of scientific knowledge of catastrophe
and counter-measure which it should reduce the degree of risk aversion. And it will play the role of reduce the fis—
cal burden of the government create a good social and culture atmosphere to construct a count-disaster
system. Third our economy should accelerate economic restructuring and technological progress and improve the ef—
ficiency of domestic capital formation. At the same time we should pay different relief ratio and money according to
the difference of the capital formation efficiency among areas and industries. That is to the areas and industries
that they are higher investment costs and low capital formation efficiency the government should increase the relief
money; and to the areas and industries that they are lower investment costs and high capital formation efficiency
we should reduce the relief money.

These measures not only make the governments’ relief policy more effective but also bring into play the policy
roles of smooth the consumption and stabilize the economy so as to avoid unfairness and inefficiency of the relief
policy.

Key Words: disaster risks; welfare costs; the optimal disaster relief policy
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