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The sun has come out again in the east of Texas as stock taking of the physical damage caused by the passage of Hurricane Harvey continues. Harvey will be remembered as one of the most destructive storms in the history of the United States. Given the extent of the damage, there is growing interest in the repercussions that Hurricane Harvey will have for the regional and national economy.


 


As a general rule, it is important to bear in mind that physical damage caused by natural disasters is divided into two kinds. The first kind consists of damage caused by the destruction of physical capital such as homes, commercial properties, machinery and equipment and public infrastructure, as well as the consequent degradation of services and the reduction in tax revenues generated by this capital. The second kind consists of the losses caused by the total or partial interruption of economic activity. Considering both elements as well as their secondary effects, our preliminary estimates suggest that the gross cost of Harvey could easily exceed US$60 billion. This would put Harvey as the third most costly storm in the history of the United States, surpassed only by Hurricanes Katrina and Sandy in 2005 and 2012 respectively. Material losses in those two cases were around US$160 billion and US$70 billion respectively.


 


We should highlight the fact that although the initial impact is heavily negative, as conditions return to normal, economic activity is usually affected positively, providing that insurance and assistance funding is available. The majority of studies on the net economic effects of natural disasters - excluding losses of the capital stock - tend to arrive at relatively low figures once both positive and negative effects are taken into account. In fact, the negative effects of storms tend to diminish and are inverted in a time frame of between 12 and 18 months. Our analysis suggests that in 2017 and 2018, real GDP growth of Texas will be around 3.7% instead of 4.3%, and 4.1% instead of 3.8% respectively. These figures may of course change as more details become available regarding the damage caused by the hurricane.


 


In addition to the regional effects, the US economy as a whole will also be affected, albeit to a lesser extent. For example, we do not expect prolonged price rises in gasoline. Nor do we forecast a resurgence of adverse factors for the economy in the short term, something which could lead the Fed to abandon its current monetary policy normalisation course. On the other hand, the effects for the banking industry will make themselves felt in the form of NPL rates, which might show an uptick, and also in a deterioration of the quality of the guarantees provided in the affected areas. Nonetheless, the largest and most diversified banks should be able to overcome these obstacles with greater ease. Lending could accelerate as businesses and consumers take part in the reconstruction work.


 


In any case, what seems clear from the preliminary figures is that the effects of Harvey will continue to make themselves felt for several years. Texas, and in particular Houston, will face the challenge of maintaining their economic attractiveness given the likelihood of more frequent storms as destructive as Harvey or possible even more so. This probability has increased as a result of climate change. In the absence of a long-term strategy, natural disasters of this kind may force the population to leave and discourage both investment and migration in the future, reducing the region’s economic potential. We should bear in mind that twelve years after Hurricane Katrina, both non-farm employment and wages in New Orleans are still lower than they were before the storm. Hence the urgent need to take action at every level of society and government in order to minimise the effects of Harvey and other super-storms.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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