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Objectives

Disaster Scenarios:

How does Perceived Risk change over time?

Do Event Characteristics matter?

C ti t th E i I t fCan we estimate the Economic Impacts of 
Risk Perception?



Diff i f I t F F ll i A t f “P t ti lDiffusion of Investor Fear Following Announcements of “Potential 
Financial Meltdown”1: VIX Index
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Risk Perception: “Decay Rate”

Risk Perception Index: Job, Savings, Investments, 
Retirement

Very low risk (1)                                     Very high risk (5)
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Confidence In Stock Market (0Perceptions of Wall Street

40%

60%

Confidence In Stock Market (0-
100%)

0.6

0.8

Perceptions of Wall Street
(Very Negative)

0%

20%

%

Confidence
0

0.2

0.4

Very Negative

E t d R t O E t d R t T Y

6%
8%

10%

Expected Returns One 
Year

6%
8%

10%
12%

Expected Returns Ten Years

0%
2%
4%
6%

Returns 1 yr

0%
2%
4%
6%

Returns 10 yrs

n = 413 completed all 7 waves n = 936 overall



60%

Very High Anger

40%

Very High Fear

20%

40%

Anger

20%
Fear

0%
0%

40%

Very High Stress

20%

Stress

0%



60%

Risk to Investments
(High or Very High)

60%

Risk to Retirement
(High or Very High)

0%

20%

40%

Investments

0%

20%

40%

Retirement

0%

30%

Risk to Job
(High or Very High)

0%

10%

20%

Job



Financial Crisis: Perceived Risk Over Time

Perceived Risk

Financial Crisis: Perceived Risk Over Time
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1. People differ in initial status

People may differ in their rate of 
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change

3. Neg.  Emotion is positively related to risk 
perception.-
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Th S i l A lifi i f Ri k E i i h Eff fThe Social Amplification of Risk: Estimating the Effects of 
Fear and Perceived Risk

Threat Scenarios
Downtown Los AngelesDowntown Los Angeles

Earthquake Chlorine Dirty Bomb
Terrorist Release

GRP = Resource Loss Effects   +  Behavioral Effects

Casualties
Property Damage

Business Interruption

Stigma
Wage PremiumsBusiness Interruption g
Risk Premiums

A. Rose, J. Gieseke, T. Barrett, E. Bayrak, P. Slovic, M. Suher, B. Burns





Special Events:Special Events:
Dirty Bomb vs. Earthquake
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Job Offers:

Willingness to Accept Job Offer

Job Offers:
Dirty Bomb vs. Earthquake
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Specialty Products:Specialty Products:
Dirty Bomb vs. Earthquake
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Resource Loss and Behavioral EffectsResource Loss and Behavioral Effects

• Resource Loss Effects:
– Business Interruption : 30 Days
– Fatalities 180  Serious Injuries 270
– Property Damage  $0p y g

Behavioral Effects:

Employee risk perceptions (0.25% risk premium in affected 
area)

Investor risk perceptions (20% rate of return premium)

Consumer/tourist risk perceptions (25% price discount (subset 
of goods)



Short-Run Impacts



Long-Run Impacts
(Typical Year)



L R I t A S t
Table 3.  Long-Run Sectoral Impacts of an RDD Attack (% change in GRP) 

 

Long-Run Impacts Across Sectors

  
 

Regional Industry 
 

Wage Premium 
Premium Rates 

of Return 
Commodity 

Discount 
 

Total 
    
Utilities -.01 -.57 -.01 -.59
 
Manufacturing -.01 -.29 .00 -.30 
 
Trade 01 41 01 43Trade -.01 -.41 -.01 -.43
 
Information -.01 -.21 .00 -.21 
 
Finance, Insurance -.01 -1.13 -.01 -1.14 
 
Business services -.01 -.77 -.01 -.79 
 
Arts -.01 -.41 -.06 -.48 
 
Public administration -.01 -.48 -.02 -.51
 
 
 



Risk Perception Multipliers


