
Market crash, not natural disasters, 
biggest threat to economy 
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A stock market crash is the greatest risk to Auckland and Wellington according to a new report by Lloyd's of 

London. 

Aucklanders may live on an active volcanic field and Wellingtonians may get earthquakes, but it is not volcanic 

eruptions nor quakes that pose the greatest threat to the economy.  

A report released on Thursday by London-based insurance market Lloyd's showed the potential impact of 18 

threats on the economic output of 301 major cities around the world.  

The Lloyd's City Risk Index used the projected gross domestic product (GDP) of each city over a 10-year period 

and calculated how much was at risk from manmade, natural and emerging threats. 

For both Auckland and Wellington, the only two New Zealand cities included in the index, a stock market crash 

was seen as the greatest risk, with the potential to wipe out more than US$4 billion (NZ$6.3b) from the two local 

economies combined. 

Auckland ranked 178th riskiest out of the 301 cities while Wellington was 278th. 

Globally, market crashes were the highest risk and could possibly see a total global loss of US$1 trillion. 

Auckland University of Technology head of economics Professor Tim Maloney said there was a major flaw with 

the way the data was represented. 

"It's mixing up a loss in assets with a change in GDP. They're not the same thing. If you had a $3.5b loss in asset 

value from a stock market crash, that doesn't translate into a $3.5b loss in GDP," he said. 



"GDP is a measure of current output, not a measure of the current value of all assets held in the economy." 

He said instead, it would have been more accurate to look at what impact a stock market crash might have for 

the spending behaviour of households and companies. 
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This would undoubtedly have a negative impact on GDP, assuming there would be less spending and investment 

due to portfolios being dropped. 

The impact on GDP of natural disasters, which were high up on Auckland and Wellington's list of risks, depended 

on a variety of factors including the size, severity and location of a flood or earthquake, for example. 

GDP could even rise after a disaster; if roading systems were destroyed in a volcanic eruption, that could mean 

more spending on replacing those roads, Maloney said. 

Insurance was one of the best ways of protecting individuals or a society from the consequences of those 

disasters – a point Lloyd's pushed in the executive summary of the risk index – but Maloney said insurance did 

not protect against all things as easily as natural disasters. 

"I'm not sure an economy or government could take out insurance to protect itself against consequences of a 

dramatic decline in the value of stocks worldwide," he said. 

In the report's executive summary, Lloyd's chief executive Inga Beale said the research provided a starting point 

for governments, communities and businesses to work together to improve the resilience of infrastructure and 

institutions. 

The top five risks for Auckland were: 

1. Market crash 

2. Flood 

3. Oil price shock 

4. Volcano 

5. Human pandemic 

The top five risks for Wellington were: 

1. Market crash 

2. Earthquake 

3. Flood 

4. Oil price shock 

5. Human pandemic 

 


