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The Macroeconomic Effects of Hurricanes Katrina and Rita


Besides causing loss of life and property damage in the Gulf Coast region, Hurricanes Katrina and Rita disrupted economic activity outside the immediately affected area. Unlike previous storms, those hurricanes had a national effect because the destruction of facilities for energy extraction, processing, and shipping suddenly curtailed energy production and drove up prices. The storms probably slowed the real growth of gross domestic product (GDP) in the second half of 2005 by roughly half a percentage point. During the first half of 2006, GDP growth is likely to be boosted by a similar amount as energy production comes back online and rebuilding stimulates the economy.

Regional Losses of Jobs, Capital Stock, and Energy Production

According to the Labor Department’s unofficial tabulation of unemployment insurance claims, 570,000 or more people lost jobs at least temporarily because of the hurricanes. However, data on the number of people who received unemployment insurance suggest that many of those people either returned to their old jobs or found new employment within a few months. Total employment declined by about 250,000 jobs in the directly affected region between mid-August and mid-November—by about 220,000 jobs in Louisiana and about 30,000 in Mississippi.  The loss of physical capital from the storms was substantial. The Bureau of Economic Analysis  estimates that more than $90 billion in damage occurred to private-sector structures and equipment—such as homes, office buildings, drilling rigs, manufacturing equipment, motor vehicles, and household durable goods. Damage to capital stock owned by local, state, and federal governments may have amounted to another $20 billion. Although rebuilding has begun in some areas, complete replacement of the lost capital stock could take three or more years. Initially, Katrina halted all oil and gas production from the Gulf of Mexico, disrupted the operations of nearly 20 percent of the nation’s refinery capacity, and closed oil and gas pipelines. Crude oil from the Gulf normally accounts for almost 30 percent of U.S. production (and 2 percent of world production); natural gas from the Gulf usually makes up 20 percent of the U.S. gas supply. Production was starting to recover after Katrina when Hurricane Rita caused another halt and even greater damage. At the end of 2005, roughly one-quarter of crude oil production and one-fifth of natural gas production from the Gulf remained shut down, and 2 percent of the nation’s refinery capacity was still not operating. 


National Economic Effects

Last year’s hurricanes curtailed national GDP growth not only through direct losses in production in the affected areas but also through the impact of higher energy prices. Gasoline prices jumped to more than $3 a gallon, causing consumers to cut back on the amount of gasoline they bought and on other purchases as well. Some households could draw down savings or borrow to cover other purchases as they paid more for gasoline, but some households reduced their nonenergy spending. By November, gasoline prices had fallen back below prehurricane levels, but

natural gas and electricity prices, as measured in the consumer price index for urban consumers (CPI-U), remained high. They are likely to constrain nonenergy spending moderately in the near future.  Primarily because of the spike in gasoline prices, the CPI-U jumped by 1.2 percentage points in September 2005—the largest one-month increase since 1980. Consumer prices for natural gas and electricity rose less sharply that month than gasoline prices did, but because of lags in passing cost increases on to consumers, they will continue to rise in early 2006. However, given the drop in gasoline prices since September and the likelihood that heating-fuel prices will decline somewhat, CPI-U inflation will be lower this year than in 2005.  Production losses in the Gulf region and nationwide because of the hurricanes were partly offset by increased private and government recovery and rebuilding efforts.2 Nevertheless, the storms appear to have cut about half a percentage point from real GDP growth during the second half of 2005. If energy production and consumer spending largely recover by the middle of this year, and if the pace of investment spending picks up to replace even a small part of the destroyed capital stock by that time, GDP growth will bounce back. In essence, the storms will have shifted economic growth from the second half of 2005 to the first half of 2006.
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