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THE OCTOBER EARTHQUAKE AND ITS LIKELY CONSEQUENCES

Just as this report was being finalized for the press, a powerful earthquake measuring 7.6 on the
Richter scale struck the northern areas of Pakistan on October 8. Five districts in the NWFP—
Abbottabad, Batagram, Kohistan, Mansehra, and Shangla—were severely affected. These five districts
account for nearly a quarter of the province's geographical area and 17 percent of its population. A
Damage and Needs Assessment mission from the World Bank and the Asian Development Bank (October
2005) reported that the share of the affected districts in the social and physical infrastructure of the
province was higher than their share in population, because of the lower population density and the more
scattered settlements in the affected districts. It estimated that of the totals in the province, the affected
districts accounted for 22 percent of the stock of private housing, 26 percent of schools, 22 percent of
health institutions, 25 percent of villages and electricity, 21 percent of households with potable water, and
19 percent of the road network. The total output generated in the five districts is estimated at $1.5 billion
in 2003/04.

It is too early to attempt a definitive estimate of the cost of the earthquake to the province and the
GONWEFP. Indeed, it is not even clear what "definitive" in this context means, because the final
calculation will involve a large number of subjective judgments. The latter include questions such as:
how much of the infrastructure and the damaged/destroyed private property will be rebuilt/repaired; what
quality standards will this rebuilding aspire to; in what time period is this reconstruction to be completed;
what compensation or support will be offered to the affected groups merely to help them survive until
such time as their means of earning a livelihood are restored; how much of the required amounts will be
provided by the government, how much by private philanthropy, and how much from foreign donors; and
SO on.

A preliminary approximation of total losses and reconstruction costs puts the direct damage to the
districts of the NWFP at about $1 billion, with indirect losses at nearly $300 million." Reconstruction
costs—valued at an improved standard replacement rate, which includes the cost of rebuilding to a quality
that responds to local conditions and risks from future earthquakes—are put at over $1.5 billion. In
addition there are costs associated with compensating families for loss and injury and relief for survivors.
These preliminary estimates of reconstructing the assets directly damaged by the earthquake take no
account of human losses or of the cost of providing relief to the survivors. It is clear that the NWFP has
suffered a very serious blow.

Even with fairly generous donor support, the bulk of the requirements will have to be met from
Pakistan’s own resources. The NWFP’s budget will not be able to accommodate a significant share of the
relief and reconstruction effort, although the province will no doubt be expected to do its best. Depending
on how much of the costs of relief and reconstruction will be borne by the GoNWFP this may require
adjustments in consumption expenditure in the budget, reprioritization of investment and other
expenditures, the postponement of some projects, a larger effort at mobilizing resources from within the
province, and perhaps additional borrowing from abroad. It is also evident that the reconstruction effort
will be spread over time. The NWFP will have to think in terms of the long run, because of limits on the
implementation capacity of government institutions, because of the time that will be required to clear the
debris of the destroyed buildings, and because the impending onset of winter will require the government
to focus its energies on questions of survival and defer that of reconstruction.

! Indirect losses comprise reductions in the flow of goods and services, and other economic consequences—such as increased
expenses, curtailed production, and diminished revenue— that arise from the direct damage to production capacity and social and
economic infrastructure.



Apart from requiring a greater financial outlay, the earthquake will have consequences for the
government in other areas. The authorities will have to pay particular attention to the prices of items the
demand for which will have increased because of the earthquake. These include basic food items,
construction materials, and household goods, such as blankets, sheets, etc. Another possible consequence
of the earthquake and the loss of livelihood in the affected areas is that substantial numbers of people
might migrate to other parts of the province. This will create additional pressure on the infrastructure and
on jobs in those areas, while the emergence of slums could create problems of hygiene and sanitation.

Since the authorities' investigations into the effects of the earthquake are still continuing and the
judgments of major observers remain very fluid, it is too early at this time to provide a quantitative
discussion of the effects of the earthquake on the economy of the NWFP. When more firm judgments are
reached on the issues mentioned above, and as more detailed assessments of the damage and loss are
completed, a supplementary note on the budgetary consequences of the earthquake will be issued.



