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Catastrophe and the Option Value of Disaster Prevention Facilities:

A Case Study of Tsunami Refuge Buildings in Wakayama Prefecture

Nobuyuki ARAI

Abstract

The Great East Japan Earthquake has drawn attention to rare and serious catastrophes. As
investment to prevent catastrophic disaster is expensive, such investment would not be
justified by standard cost-benefit analysis. But if some facilities for daily use can also be
used for disaster prevention, the option value could exceed the cost of investment. The
option value increases based on the potential spread of the catastrophe. Tsunami refuge
buildings are one example of these kinds of facilities, and in Wakayama Prefecture,
the number of tsunami refuge buildings has been increasing. In order to promote more
investment, a broad understanding of their option value is important.



