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EXECUTIVE SUMMARY

The impact of and the recovery from a natural calamity depend on the

vulnerability and capacity of affected people to cope and on their level of

preparedness. Natural disasters strike world wide: Hurricane Katrina ravaged New-

Orleans in 2005, a severe snow winter storm hit Scandinavia the same year,

droughts and floods regularly devastate areas in Africa and Asia. However, impact is

not the same for the USA as it is for Bangladesh or Mozambique, which are among

the poorest and most vulnerable countries in the world. Their capacity to prepare and

mitigate the shock is thus limited. Therefore the disaster will hit deeper and have

longer social and economical consequences. Recovery will be more difficult.

This thesis aims at linking the lack of preparedness and mitigating capacity of

developing countries facing natural disasters with opportunities that arise from

Microfinance.

Without microfinance disaster-related products, clients face disaster by

reducing household consumption (buying less food, stop sending children to school)

and by selling assets which can compromise the reconstruction phase. Affected

people also tend to rely on relatives and friends, which is problematic in a covariant

shock situation, as well as borrow to informal sources.

A comprehensive natural disaster management can be divided into two

categories: before a calamity happens, the preparedness phase, and after disaster

has hit, the response stage.

During the first phase, MFIs should assess the risk and the potential impact on

its clients as well as on their own institution and seek to implement preventive and

mitigating products that reduce all parties’ vulnerability in advance.

Leasing, remittances and savings are not specifically designed as tools to

prepare their clients for natural disasters. However each product can be very efficient

in helping clients to cope with catastrophes when one has struck. Leasing, for

instance, is a useful shock mitigating tool as clients’ vulnerability comes from the

absence of fixed or productive asset.

Leasing allows the client to compensate for this lack. The organisation of a

good remittances system (with partnership with big agencies such as Money Gram)

will make money transfer easier and faster in case of emergency. Recipients of

money transfers will not need anymore to borrow from pawnbrokers. Savings will

have the same effect as having a voluntary savings account will avoid shark lending

dependency and minimize liquidity shortage for MFIs. This latter will adapt its reserve

according to the size of voluntary savings accounts it hosts. Other financial products

are more specifically designed for natural disaster situation: Insurances for instance,

aim to protect clients by pooling persons with a different risk probability. Special loans

are incentives for people to anticipate the shock of a catastrophe. Disaster Loan

Fund is funded by donors or MFI to face eventual disasters.

The second stage called “response” focuses on offering emergency products

and adapting existing products to the current needs, in the wake of a disaster.

Even though we called this phase “response”, tools that will be used during

this period should be carefully designed before a disaster hits. An MFI struck by a

catastrophe will have to take several measures. Selected tools should both avoid

worsening MFIs situation and alleviate clients’ burden. . In order to minimise the

impact of liquidity shortage and the decrease of deposit and loan recovery, the first

action an MFI should undertake is to stop issuing new loans. However, this should

definitely be a very short term solution as it stops the principal income generating

activity of the MFI. An MFI can use a moratorium on lending in case of very last

resort. The institution can also adapt and customize their existing products to the

emergency new needs. Current example is the restructuring outstanding loans and

shifting from group-based liability to individual liability. The best prepared MFIs can

offer to their clientele emergency loans, which are to be used only as a short term

response tool due to the risk for client to get over-indebted as well as for the MFI not

to be reimbursed. Another tool used is to authorize compulsory savings withdrawals.

Forced deposits can play an important role by filling client financial lack to restart its

activities.

