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Chairman Begich, Ranking Member Paul, and Members of the Subcommittee.  Thank you for 

the invitation to discuss the need to make FEMA more efficient for effective disaster response. I 

appreciate the opportunity to testify today. 

The enormous generosity of Americans is never more evident than in the aftermath of natural 

disasters, and naturally some of this assistance will be channeled through the federal 

government.  Stafford Act assistance to state and local governments and individuals must be 

allocated efficiently to ensure that intended beneficiaries receive maximum assistance possible.  

In addition, FEMA assistance should not disrupt the rebuilding and recovery process, undermine 

the incentive for individuals or local governments to prepare for and respond to disasters 

prudently, be used for political gain, or contribute to corruption.i 

Today I’d like to outline three recommendations that can help increase efficiency in the use of 

disaster funding: 

First, Congress should consider revising the definition or criteria for “major disaster” 

declarations; FEMA assistance with smaller events raises disaster costs and threatens the 

availability of assistance for those who need it most. 



Second, Congress should consider significantly raising the damage threshold and tying it to per 

capita personal income in the future, to eliminate the problem of costly FEMA response to 

“small” disasters.  

Third, a more thorough assessment of the potential for state and local governments to respond to 

disasters should inform the establishment of a new threshold for federal assistance. 

An increase in the number of major disaster declarations, due to the designation of many “small” 

events being as major disasters, impedes FEMA’s response to major disasters.  Presidents have 

declared an average of 60 major disasters per year since 1996, or more than one a week.ii  Few 

Americans would likely use the term major disaster for a weekly event.  Indeed, 36% of 

declarations between 2004 and 2011 involved less than $10 million in Federal assistance, 

indicating that the “weekly” disasters include many relatively minor events.iii  The damage 

threshold upon which FEMA makes recommendations on disaster requests should be raised 

significantly to ensure the availability of Federal assistance when truly needed, help stem rising 

disaster losses, and encourage state and local self-reliance for “ordinary” disasters.   

 

MINOR DISASTERS DISSIPATE FEMA RESOURCES 

In addition to offending the commonsense meaning of major disaster, minor disasters dissipate 

federal resources and divert FEMA’s energy.  Disasters with total assistance under $50 million 

have distressingly high administrative costs, at an average of 20%, compared with 12-13% for 

larger disaster declarations.  Administrative costs exceeded total federal assistance for 12 small 

disasters.iv  We pay a high price for FEMA assisting with relatively small events. 



FEMA public assistance to state and local governments introduces to third party payment of 

disaster response and rebuilding costs.  Third party payment is well-known to increase costs due 

to the problem of moral hazard.  Third party payment cost inflation will affect disaster losses as 

assuredly as it does for the more familiar case of medical costs.  Rising administrative costs, 

improper payments identified by the Office of the Inspector General, and disaster declarations 

which remain open for years are the most visible forms of third party payment cost inflation.v  

The GAO’s observation that “enhanced capabilities and professionalization of state and local 

emergency management personnel … has helped state and local officials better justify a request 

for federal disaster assistance”vi also reveals evidence of third party cost inflation.  The best 

efforts of FEMA and the Office of the Inspector General can only limit moral hazard.  Third 

party payment costs should be avoided whenever possible, and limiting FEMA assistance to truly 

major or unanticipated disasters allows this. 

 

THE PUBLIC ASSISTANCE DAMAGE THRESHOLD SHOULD BE REVISED 

The proximate cause of excessive disaster declarations is the low damage threshold FEMA uses 

to evaluate requests from governors.  FEMA established a threshold of $1.00 per capita in 1986, 

which was not adjusted at all until 1999, and adjusted since for inflation.  It stands at $1.39 for 

FY 2014.  The threshold for public assistance should be tied to growth in per capita income, in 

line with the normalization of natural disaster losses by researchers for changes in population, 

inflation, and real income or wealth.vii  FEMA’s damage threshold is expressed per capita, 

rendering a population adjustment unnecessary.  An adjustment based on (nominal) per capita 

income would control for inflation and real income.  Adjusting based on (nominal) per capita 

person income since 1986 would have produced a threshold of $3.57 in FY instead of $1.35, and 



44 percent of declared disasters between 2004 and 2011 would not have met the higher 

threshold.viii  Resetting the threshold would largely eliminate the problem of small disasters. 

The public assistance damage threshold could also be adjusted to a state’s specific ability to pay 

for disaster losses.  In essence, this would set a damage threshold for each state instead of one 

threshold for all states.  State specific damage thresholds could be set based on state per capital 

personal income, Gross State Product, or Total Taxable Resources, consistent with matching 

rates for federal grant programs based on state income.ix  The efficiency gains, however, will 

come from significantly raising the damage threshold and tying it to per capita personal income 

in the future; tailoring a significantly higher threshold for each state is secondary. 

 

FEDERAL ASSISTANCE SHOULD BE BASED ON POTENTIAL STATE AND LOCAL 

RESPONSE ABILITY 

FEMA should use a much higher damage threshold on disaster declaration recommendations.  

But the $1.00 per capita threshold was arbitrarily set in 1986, and a significant revision need not 

be tied to an arbitrary baseline.  A new threshold for federal assistance should be established 

based on a more thorough assessment of the potential for state and local governments to respond 

to disasters.  Financial instruments, some of which did not exist in 1986, allow state and local 

governments to tap into private sector capital to cover disaster losses.  The threshold for federal 

assistance should take this into account. 

Public assistance covers losses to property and equipment, the costs of debris removal, and 

emergency protective measures.  Adequate insurance can cover much of state and local 

governments’ property and equipment losses, increasing their ability to meet any given disaster.  



Insurance must be maintained on a structure rebuilt using FEMA public assistance,x and federal 

taxpayers should not bail out jurisdictions which fail to properly insure before a disaster. 

New financial instruments like weather derivatives and catastrophe bonds have emerged since 

passage of the Stafford Act.  Although primarily to date used by businesses or insurers to 

manage weather and catastrophe risk, these financial instruments could help state and local 

governments pay for personnel expenses, debris removal, and other response costs.   

Establishing a damage threshold in consideration of the financial instruments now available to 

state and local governments would help ensure the availability of federal assistance when it is 

needed, namely for truly major or unexpected disasters.  By avoiding the cost inflation due to 

third party payment and providing better incentives for state and local governments to prepare, a 

reduction in the federal role will also help stem rising disaster costs for the nation. 
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