Chapter 3 of Issues in Positive Political Economy, MURSHED (ed), by Addison and Murshed

ON THE ECONOMIC CAUSES OF CONTEMPORARY CIVIL WARS

Tony Addison

UNU/WIDER

KATAJANOKANLAITURI 6B

FIN-00160, HELSINKI, FINLAND

Addison@wider.unu.edu
&

S. Mansoob Murshed

Institute of Social studies (ISS)

PO Box 29776

2502 LT The Hague

Netherlands

Murshed@iss.nl
Development economists have traditionally discussed the design of policy independently of conflict and its occurrence, these being seen as issues for political scientists. But the implications for social conflict of economic decisions cannot be ignored in this way. Similarly, the potential for conflict and civil war in retarding growth and development are equally important. The potential for disaster in getting economic policy wrong is high in fragile low-income societies that need economic growth, especially in those whose resources are easily capturable, giving them an above-average vulnerability to conflict.

All societies are characterised by some degree of conflict over political and civil rights, employment opportunities, and access to social and economic services. These conflicts may be based on social class, ethnicity, religion, region or some combination of these factors. In stable societies, conflict is channelled into non-violent means for both its expression and resolution. Since rapid economic growth is impossible without a large measure of social stability, investment in institutions for non-violent conflict resolution is as important to development as investment in physical or human capital. Today's rich countries built over time formal and informal institutions of conflict management—thereby damping down often deep and bitter hatreds. Fundamentally, violent internal conflict implies the absence or breakdown of the implicit or explicit social contract.

 
It is important to understand that violence is an alternative to peaceful production as a form of economic activity. The work of Francis Edgeworth, writing in the late 19th century, provides a useful starting point in understanding the economic rationale for violence. Edgeworth distinguished between consent—and its absence—in human economic interaction:

The first principle of Economics is that every agent is actuated only by self-interest. The workings of this principle may be viewed under two aspects, according as the agent acts without, or with, the consent of others affected by his actions. In wide senses, the first species of action may be called war; the second, contract. [Edgeworth, 1881, pp 16-17].

Or, as Garfinkel and Skaperdas (2000) put it: in securing an income, humanity has a choice between production and predation, the relative returns being in part determined by the cost of 'swords' relative to 'ploughshares'. The institutional environment, the quality of law and contract enforcement also determine this choice (see Mehlum, Moene and Torvik, 2001). Criminal activity, whether taking the form of extortion or theft, is only one aspect of the economics of violence. War, especially civil war, also has an economic dimension. Hirschliefer (1995) models anarchic inter-group warfare using non-cooperative game theory, in a setting reminiscent of the primitive conflict over resources between neighbouring communities. Most contemporary wars are civil wars taking place within the nation state, and nearly all present-day warfare is outside the developed world (Wallensteen and Sollenberg, 2000). 

An important question is whether contemporary civil wars are a simple product of grievances or the result of criminal acquisitive desire. Genuine grievances can produce civil war, and we elaborate on some examples below. Many of these are related to economic factors: systematic economic discrimination against specific groups based on ethno-linguistic or religious differences. Extreme poverty and poor social conditions (epitomised by refugee camps) also facilitate conflict by providing a pool of aggrieved and more readily available combatants.
 Conflict can also be motivated by simple greed, such as the desire to control rents from natural resources such as oil or diamonds (Collier and Hoeffler, 1999; Berdal and Malone, 2000). This is more likely in the absence of a functioning social contract, and a state incapable of guaranteeing security and carrying out its functions of redistribution. The profit to be made from Sierra Leone's conflict diamonds is aptly summed up by one courier involved in smuggling diamonds to London's jewellery centre, Hatton Garden: "A batch of diamonds that cost £1,000 up country in Sierra Leone—that includes production costs, bribes and, if necessary, murder costs—is worth £5,000 by the time it reaches Freetown and £20,000 by the time it gets to Hatton Garden" (Lashmar, 2000: 14). Greed and grievance interact to produce conflict and reproduce themselves. Greed disguised as grievance can lead to civil wars, which results in greater grievance as people (or their loved ones) are killed or hurt. Criminal activities, whether involving extortion or trade in contraband goods, play a major part in financing conflict. Warlords profit from conflict, both directly, and by taking advantage of an absent, weak or pre-occupied state. Aggrieved Diasporas living in peaceful and prosperous nations frequently contribute to financing conflicts in the countries they have fled from. External actors, such as the great powers, former colonial states and neighbouring nations may play a significant role in triggering or sustaining conflict.

The relationship between nations is also marked by conflict—over markets, natural resources, and territories. The work of Findlay (1996) elegantly characterises territorial expansion or disintegration in terms of an extended production function. International trade and commerce can promote peaceful co-existence and liberal democracy, as well as providing the motivation for violent competition (see Polachek, Robst and Chang, 2000). At some critically high level of economic interdependence countries will cooperate; trade with one another rather than fight. Liberal democracy may promote this process. This view cannot, however, explain secession and civil war as regions and ethnic groups within a nation state have highly interdependent economies in terms of the exchange of goods, services and factors of production. Hegre, Ellingsen, Gates and Gleditsch (2001) have demonstrated a U-shaped relation between democratic institutions and the incidence of civil war over time. The probability of civil conflict is lowest both in established, well functioning democracies, and perfect autocracies.  It is at some intermediate stage between autocracy and democracy that the risk of internal conflict is greatest. Note that highly developed autocracies and democracies both imply the absence of state failure. 

Successful economic development is dependent upon effective mechanisms for the peaceful resolution of conflict between states and within the national level. Thus, while Eritrea has been quite successful in building a cohesive nation, Eritrea and Ethiopia have failed to peacefully settle their differences over trade and territory (Addison, 2000a). Likewise, Uganda's success in rebuilding after conflict is endangered by escalating tensions with Rwanda. In Africa, conflict has contributed greatly towards the growth collapse in the region, exacerbated by adverse initial conditions and poor policy decisions. 

The 1990s witnessed the disintegration of the former Yugoslavia, genocide in Rwanda, and the collapse of the Somali State, to name just three of the 43 major conflicts that occurred in that decade.
 But such horror is not unique to our time—the 1970s saw genocide in Cambodia—and while the number of conflicts rose over 1990-95, ethnic warfare at least started to decline after 1995, leading Ted Gurr to conclude that by "... the late 1990s, the most common strategy among ethnic groups was not armed conflict but prosaic politics" (Gurr, 2000: 53). Nevertheless, ethnic or religious grouping continues to provide a more powerful basis for collective action compared to social class, for example. In addition, a history of injustice against an identifiable ethnic group can serve as both an organising principle and a justification for the violent appropriation of the proceeds of natural resources, particularly diamonds, but also oil, timber, ivory, and narcotics. 

A wide variety of methodologies exist for the study of conflict and civil war. Our focus is on work in economics and rational-choice political science, both of which see conflict as amenable to analysis using choice-theoretic behaviour. The rest of this chapter is organised as follows. Section 1 sets out the economic causes of conflict, focusing on relative deprivation versus the contest over natural resource wealth. It also discusses the intensity of war and its financing. Section 2 turns to the problem of getting credible commitments to peace, especially when belligerents have poor reputations. Section 3 focuses on the difficulties of reconstruction, and the opportunities for designing recovery so that the social contract is rebuilt and peace is secured. Section 4 concludes by summarising the main arguments, and highlighting the importance of conflict-prevention to economic development.

1.
The Origins of Civil War and its Persistence

Understanding the motivation for conflict is clearly central to an understanding of why some countries avoid conflict while others fail. To organise our discussion we first discuss the role of relative deprivation and then the contest over resource wealth. We then focus on issues of financing a civil war and its intensity. 

1.A
Relative Deprivation
Relative deprivation—the perception by one or more parties that they are unjustly treated—is a major cause of civil war. Many conflict societies are characterised by large inequalities in access to the productive assets necessary for livelihoods and in public spending on economic and social infrastructure and services. Research on conflict has emphasised the importance of horizontal inequalities (by ethnicity, socio-economic class, etc) as sources of conflict (Nafziger et al, 1998, Klugman, 1999 and Stewart, 2000). Here, we note 3 dimensions of the problem: 

Discrimination in Public Spending and Taxation. Managing the finances of the state is one of the most difficult aspects of development—few countries do it well. Some countries do it so badly that discrimination in the allocation of public spending, and unfair tax burdens, lead to serious unrest. Grossman (1991) develops a theoretical model of insurrection against the state by the peasantry reacting to over taxation, where the state is a tax-farmer interested in maximising the income of the rentier class. Discrimination in the allocation of public employment is particularly resented in societies in which public employment represents the principal avenue for personal advance. In addition, the over taxation of smallholders encourages insurrection, and indigenous peoples often face discrimination in access to schooling, health care, and public-sector jobs, a factor in Guatemala's 30 year civil war, for example. Both Burundi and Rwanda have suffered from highly distorted structures of public spending, which discriminated against disadvantaged ethnic groups to the benefit of political elites who controlled spending. Public expenditure and taxation reforms to lessen inequalities are difficult to implement in institutionally weak states; wealthy groups often control the legislatures, enabling them to block progressive tax reforms such as land taxes. 

Where there are inter-group fiscal transfers, which may take the form of spending on education and health for disadvantaged groups, or including them in government employment, commitment to the transfer by those in power may be imperfect. This lack of credibility of the implicit or explicit transfer can eventually lead to civil war (Azam and Mesnard, 2001). On the other hand, societies such as Malaysia have managed a federal system of taxes and benefits relatively equitably and efficiently so as to avoid civil war for over three decades.  

High Asset Inequality. Agrarian societies with high income inequality—for example El Salvador, Guatemala, the Philippines, and Zimbabwe—have high asset inequality, and are very prone to conflict. In these societies, agrarian elites use their collateral to further leverage their existing wealth through a financial system that they control by means of family/business cross-holdings. The coffee economies of Central America—which have had recurrent conflicts—display this nexus par excellence (Paige, 1997). Land inequality, the dispossession of peasant communities, and the limited poverty reduction associated with economic growth in highly unequal societies provide fertile ground for insurrection—the Chiapas rebellion in Mexico is one example. The repudiation of the results of free and fair elections in Fiji is in part the result of long running conflict over land, thus demonstrating that investment in political processes is insufficient for peace if underlying tensions over asset inequalities are not satisfactorily addressed.

Asset redistribution such as land reform to lessen inequality is more difficult than public finance reform. Thus, World Bank supported programmes in Guatemala aim to redress discrimination in public spending against indigenous peoples, thereby strengthening both poverty reduction and social peace. At the same time resolving land issues in Guatemala appears to be going nowhere. Similarly, in South Africa, more progress is apparent in redressing racial imbalances in the allocation of public spending than in access to land. While this is a positive step, the situation remains fragile in the presence of economically disenfranchised groups in South Africa. 

Economic Mismanagement and Recession.  In Africa, Latin America and the former Soviet Union conflict ridden countries have also suffered prolonged economic mismanagement and growth collapse. Successive IMF and World Bank supported adjustment programmes in DRC-Zaire, Somalia, Russia and elsewhere not only proved incapable of promoting economic recovery, but given the level of corruption within the state, themselves became targets to be captured by elite groups. Corruption and rent seeking within the state is closely associated with the collapse of growth, see Murshed and Perälä (2001), and the outbreak of violent conflict. Azam (2001) explains inter-ethnic conflict in Africa in terms of state failure. The failure of the state to meet its obligations regarding public goods provision and security, forces citizens to fall back on more reliable ethnic ties or ethnic capital akin to social capital. This reliance, in turn, can encourage outright warfare with the state, or conflict between different ethnic groups over economic resources including the revenues from criminal activities. Such an explanation of civil conflict is not only valid in Africa, but also in the successor states to the Soviet Union, where the state has repudiated an earlier social contract, or in Latin America where revolutionary groups and drug-barons are more reliable providers of public services than a weak, corrupt or indifferent state. 

Economic mismanagement is often associated with an uneven and unfair distribution of the burdens of subsequent adjustment; public spending benefiting the elite and the military is protected (often favouring particular ethnic groups), with the burden of adjustment placed on expenditures of value to the poor and disadvantaged groups. This was a factor in the build up to the recent conflicts in Burundi, Guinea-Bissau, and Rwanda. Moreover, countries have very different tolerances with regard to internal and external shocks. Rodrik (1998) demonstrates that many of the largest falls in output following shocks occur in divided societies (as measured by variables such as income inequality and ethnic fragmentation) with weak institutions of conflict management, including the rule of law and democracy. These societies are unable to equitably share the burdens of adjustment (or protect the poor), and social conflict magnifies the economic impact of the shock, leading to growth collapses. This may be an apt description of events in Indonesia over the last few years; certainly Indonesia has weathered the Asian crisis much less successfully than either Malaysia or Thailand.

In summary, the policy prescription that broad-based development—that is development aimed at raising living standards for all, not just the privileged—is good for peace is a sound one. But, there are further complications that arise from the contest over valuable natural resource wealth, and it is to these that we now turn.

1.B
The Contest over Natural Resource Wealth

In a number of cases war is closely associated with natural resource exploitation (see Table 1). Collier and Hoeffler (1999) find empirical evidence showing that a relatively high dependence on primary commodity exports is strongly correlated, in a non-monotonic way, with the occurrence of war. Natural resources constitute 'booty'. In many cases this booty is far more valuable than possession of the state itself—with its assets and powers of taxation—and belligerents may feel no regret in destroying state institutions if they can directly control and mine the country's natural resources. Thus, belligerents in the wars of natural-resource rich countries act in ways that are closer to what Mancur Olson (1996) called 'roving bandits'—who have no encompassing interest in preserving the state or its people but are simply intent on loot—than to 'stationary' bandits who take control of the state and seek to maximise their own profit by encouraging stability and growth in their new domain. 

[Insert Table 1 here]

Civil wars motivated by the desire to control natural resource rents are akin to “warlord competition”, a term that owes its origins to the violent competition between leaders in the context of medieval European cities, Skaperdas (2002). Competing warlords have to satisfy the participation constraints of their henchmen, but offer the citizenry a semblance of security in return for a tribute. Excessive competition between these warlords means intense warfare, and a reduction of the very economic surplus which each warlord aims to milk.  A similar analysis can be applied to gang warfare and the market for extortions (Mehlum, Moene and Torvik, 2001). The important point is why warlords do not cooperatively divide the surplus, instead of fighting each other, which only serves to reduce the attainable spoils. This apparent lack of rationality can only be explained by misperception, the absence of contract enforcement, deep-seated hatred or an emphasis on short-term individual gain.

Addison, Le Billon, and Murshed (2000) construct a game-theoretic model of contemporary conflict involving the competition for resources. In addition to resource rents, grievances also play their part in fuelling conflict by explaining inter-group non-cooperation and serving to lower the cost of participation in conflict. Additionally, they distinguish between two main types of resource exploitation: point resources, which mostly involve the extraction of non-renewable resources (minerals), require little labour input and are geographically concentrated; and diffuse resources, such as those which mostly involve the production of renewable resources (crops), require large amounts of labour, and are spread geographically (Auty, 1998). In this regard, a high mineral endowment is correlated with a high incidence of conflict, while an abundance of renewable resources is not (de Soysa, 2000). Murshed and Perälä (2001) find that point resource endowed nations experience marked growth failure for two decades or more, attributable to their own social fragmentation. 

The nature and geographical distribution of the point resources can affect the nature of the conflict itself. For example, in Congo-Brazzaville, where offshore oil is the only mineral resource, the rebels needed to capture the capital city together with the main port, which they succeeded in doing in the 1997 civil war. In contrast, Angola's two mineral resources (offshore oil and alluvial diamonds) have enabled both sides (the MPLA government, and the UNITA rebels) to engage in protracted warfare. Government and UNITA leaders enjoy considerable wealth, from oil and diamonds, respectively, and in the absence of decisive victory by either side, the MPLA retains control of the capital city and the state apparatus, while UNITA controls many rural areas (LeBillon, 1999). In Liberia and Sierra Leone, the diversity of resources (rubber, timber, diamonds, and iron ore) and their geographical spread led to the phenomenon of warlordism characterised by a highly fragmented conflict between a weak government holding the capital and numerous armed groups controlling resources in the interior (Reno, 1998).

1.C
The Intensity and Financing of War

Our examples above tend to imply that belligerents prefer outright victory. But this is not always the case. For long periods, some or all belligerents may prefer a situation of war to either peace or decisive victory.
 Thus, the military forces of both the government and the rebels may derive considerable wealth and status from the continuation of war, while decisive victory would imply their demobilisation and loss of accumulation opportunities. The result is often an avoidance of total war and instead a form of “low-intensity” conflict that minimises direct losses to belligerents, and increases the direct gains (booty). Large battles are avoided, and at the local level belligerents may in fact cooperate for extended periods when it is mutually profitable (splitting booty, profitable smuggling across frontlines, and cooperation or non-interference in looting civilians and humanitarian agencies). This behaviour leads to a 'comfortable military stalemate' (Zartman, 1995). Angola, Cambodia, Liberia, and Sierra Leone are just a few examples of 'profitable conflicts', often characterised by periods of cooperation between belligerents.
The 'low intensity' of these conflicts does not imply a low impact on populations. On the contrary, most are characterised by extreme violence against civilians (Azam and Hoeffler, 2001). This violence is itself often economically motivated, being associated with looting, forced labour, or the expulsion of local communities to secure exclusive control over resources—thereby enabling migrant labour or international corporations to exploit resources (Keen, 1998). In such circumstances, civilians themselves may engage in violence in order to protect themselves or as a means of livelihood. 

Relatedly, the financing of civil war must also be considered. Aside from the sale of point resources such as diamonds together with other loot, rebels may draw on three sources: grants and loans from local and foreign entrepreneurs, taxation of the local population, and contributions from Diasporas. Laurent Kabila raised considerable sums by promising lucrative mineral concessions once he had toppled Mobutu Sese Seko in Zaire. In the war that continued after Kabila took power, competing rebel movements backed by Rwanda and Uganda, taxed local businesses. Rebellions in East Timor, Kosovo, and Sri Lanka have been financed by contributions from Diasporas (as was the case in Eritrea in its 1998-2000 inter-state war with Ethiopia). Additionally, during the cold war superpower assistance financed some civil wars; at least one of which still persists (Angola). On the government side, war adds to fiscal pressures, usually leading to hyperinflation. The resulting inflation tax partially compensates for the loss of direct and indirect taxes as the wartime economy and its tax base contracts (Addison and Murshed, 2000). If the government controls natural resources, then it may mortgage these to raise foreign commercial loans: the case in Angola. 
2.
Getting Credible Commitments to Peace

In countries that are at war, getting the opposing parties to the peace table, and then to successfully negotiate peace, is a daunting task—especially when either one or both parties has previously reneged on the peace process. It has to be remembered that many of today’s civil wars contain a dimension of external intervention by neighbours and great powers in the past or present, helping to fuel the conflict. This may be said to be true of the wars in Angola, DRC, Sri Lanka and in many of the conflicts in the Caucasus. In a detailed empirical study Walter (1999) finds that negotiations to end civil wars break down more frequently than negotiations to end wars between states.
 The conflicts in Angola and Guinea-Bissau are both examples of the problem encountered in getting each side to make credible commitments (Kovsted and Tarp, 1999; Le Billon, 1999). Overcoming the problem of credible commitment is therefore critical, especially for third parties such as the UN and the Africa Union intent on devising ways forward to end war—these are referred to as “commitment technologies” in the literature. This problem, the inability to credibly commit, is exacerbated by repeated opportunistic interaction, which has been analysed within the framework of transactions-cost politics by Dixit (1996) among others. The solutions involve institution building, including institutions that restrain discretionary action by politicians through constitutional mechanisms. Democracy may be a vital first stage towards the process, although new democracies in particular can be hijacked by vested interests and pre-existing strong informal social networks, an endemic problem in Africa and the former Soviet Union (see, Wedel, 2001).

The problem of credible commitment is particularly acute in so-called “post-conflict” situations (Addison, 2000b, Addison and Murshed, 2001). There is often considerable uncertainty following the end of civil war. For this reason some writers reject the term post-conflict as being highly misleading (see Crisp, 1998). Moreover, one or more parties to the conflict may repudiate the results of internationally recognised and supported elections intended to achieve a post-conflict settlement (Kumar, 1998). Angola is again a tragic example; UNITA rejected the results of the 1992 elections (which it lost) and returned to war. In some cases, warlords may use this implicit threat to win over an otherwise fearful electorate—this was basically the message that warlord Charles Taylor conveyed to Liberia's electorate in the 1997 presidential elections which he won (Ellman and Wantchekon, 2000: 518). If this occurs, then the 'post-conflict' situation may be highly unstable—as it is in Liberia and Sierra Leone. 

An aspect of the commitment problem that has received insufficient attention is the very high discount rates, or the short time horizons of the parties involved (Addison and Murshed, 2001). In situations of poverty and high uncertainty, agents strongly prefer a dollar today to a dollar tomorrow. Although the absolute value of future peace may be much higher than that of continued warfare, the present value may be much lower when the discount rate is very high. The same argument can be applied to reputation, a factor that is key to the credibility of peacemaking. Breaking an agreement destroys future reputation, but with a high enough discount rate it might pay to renege. Each failure of the peace process raises the discount rates of the belligerents, thereby increasing the difficulty of making peace. Given the tarnished reputations of belligerents it is even harder to establish credible peace. The problem is particularly apparent in Africa where most indicators of political risk are substantially greater than elsewhere in the world (Table 2). Many African leaders have very high private discount rates (impatient to consume), and therefore some—particularly in the military—prefer to achieve personal advance and wealth through war rather than through peaceful investment and accumulation. Solutions lie in directly increasing the cost of reneging on peace agreements and devising commitment technologies through institutional innovation, particularly at the international level. Improving the quality of peacekeeping forces is an urgent need (as Sierra Leone demonstrated), as is increased commitment to bringing war criminals to trial. This in turn depends on thorough reform of the international system of governance (Nayyar, 2002).

[Insert Table 2 here]

We need to assess why some 'post-conflict' countries return to war (Angola) while others have managed to sustain peace (Mozambique). Again, economic motivations may lie at the root of the problem—Mozambique has few valuable minerals over which to fight while Angola has several—and this can be critical to determining the best responses by third parties intent on promoting peace. Thus donors could use aid as a lever to end conflict in Mozambique, while this lever is presently of no practical use in Angola, given the volumes of foreign exchange available to both belligerents from diamonds and oil respectively. There are numerous difficulties in designing conditionality, among them differences in objectives amongst donors, see Murshed and Sen (1995). Raising the profitability of peaceful behaviour, and reducing profits of war-like behaviour through measures such as sanctions on the trade of 'blood' diamonds, freezing the international bank accounts of belligerents are essential complements to diplomatic endeavours. 

3.
Reconstruction and Rebuilding the Social Contract

Contemporary wars generally reduce aggregate output—for example in Sri Lanka the cost of the war so far amounts to two years of annual GDP (Arunatilake et al 2000). There may be periods of growth during wartime—from a point below the peacetime production frontier—but it will be biased towards services (and urban areas) and is therefore unlikely to be sufficiently poverty reducing.

To be successful, reconstruction must rebuild the social contract, correcting the flaws that had caused state failure. Otherwise conflict may reignite. Both political and economic reform are needed to change the rules of the game. These innovations are akin to the deep interventions described in Dixit (1999). To reduce the probability of conflict restarting, reconstruction must ensure sharing of resource-rents among some or all of the contending parties. Moreover, other sources of grievance—for instance discrimination in public employment—have to be addressed. Mere promises of reform are not enough. The pre-war social contract may have disintegrated because the credibility of such transfers was low in the context of general state failure. When designing reconstruction strategies, it has to borne in mind that state failure is more prevalent in nations with artificially designed borders based on colonial legacies (Azam, 2001, discusses this in the context of Africa). Democratisation may improve the credibility of the fiscal transfer, however the introduction of multi-party elections is insufficient, as they are susceptible to manipulation by incumbents, and it takes time to build other essential institutions, such as an independent judiciary and the media.  As Hegre, Ellingsen, Gates and Gleditsch (2001) show over a long historical period, the risk of civil war is greatest in poorly designed democracies that retain authoritarian characteristics. Moreover, the quality of fiscal institutions may be so low as to be unable to deliver the necessary transfers even if the society is resolved to build a new social contract. This is a problem in Nigeria for example, in rebuilding from military dictatorship.

The chances of peace enduring are better if economic growth is rapidly restored, because then the contest is over a growing, rather than static or declining pie. The tax base rises with growth, thereby increasing the possibilities of redressing grievances through fiscal expenditure and transfers, provided that the requisite investments in fiscal institutions are made. In Afghanistan, for example, fiscal institutions are so degraded that there is not even a proper Finance Ministry to receive aid. Growth also tightens the labour market, thereby reducing the relative remuneration of joining a warlord or rebel group (Collier and Hoeffler, 2001: 6). 

But growth by itself is insufficient to guarantee lasting peace. Growth must be broad based, lowering poverty, but it must also reduce inter-group inequalities, the horizontal inequalities that are at the root of conflict. Addressing these requires deep systemic institutional change and design. Additionally, there are three serious impediments to restoring growth in post-conflict economies: (a) the physical destruction of infrastructure; (b) the emergence of new transactions costs in production; and, (c) a rise in the discount rate deterring investment. The last two are particularly problematic. We now turn to some of these issues.  

Growth with Redistribution: The initial years of peace may offer considerable scope for growth, as the economy re-achieves its pre-war production frontier. Thus annual real GDP growth rates of 8-10 per cent, such as achieved after the end of Lebanon’s civil war, are not uncommon in post-conflict countries. But just as economic growth in general can distribute broadly or narrowly its benefits across society—depending upon the initial distribution of assets and skills—so too does reconstruction-led growth. Pre-war asset and skill distributions may have been highly unequal (with the resulting grievances contributing to conflict), and can worsen dramatically during wartime. The already poor often lose the few assets they have, and looting adds to the number of poor (Nafziger et al 2000). In contrast, warlords and their followers accumulate assets. Therefore, while the early years of peace may see quite rapid GDP growth, it can be very narrow in its benefits—unless policies are put in place to restore the productive assets and human capital of the poor. The immediate post-conflict situation may offer a golden opportunity for pro-poor asset redistribution as well (something that cannot be done easily during peace), although this can be impeded when rich 'winners' from war block the necessary measures.

Transactions Costs in Production: The 'post-conflict' economy will be highly distorted, and this can impose an unfortunate path-dependence on reconstruction and growth. One source of distortion is the sharp increase in transactions costs resulting from war, including the destruction of transport, the planting of land mines, and institutional collapse, that drive a wedge between producer and consumer prices. Typically, production (especially agriculture) is more vulnerable, leading to a sharper increase in its transactions costs compared to other sectors such as urban-based trade and services (the case in Mozambique's 16 year civil war, for instance). This effect is additional to the increase in production costs resulting from the direct destruction of institutions and infrastructure which, usually disproportionately affects production, especially agriculture. Services and trade such as profitable smuggling and other rent-seeking heavily dominate wartime economies and, because of the relative price effect, the collapse in production usually far exceeds that due to destruction alone. Smallholder agriculture—the basic livelihood of Africa's poor—is hit especially hard. Angola's agricultural output, for example, is now less than 5 per cent of its pre-war level.

If a peace deal is signed then transactions costs start to fall. Accordingly, agricultural output recovers as relative prices shift back in its favour, and as infrastructure is rebuilt. Although this reconstruction may be characterised by a more than proportionate rise in sectors such as agriculture, recovery's benefits may still be too narrowly distributed due to the loss of assets and skills among the poor (see de Sousa, 1999 on Mozambique). Moreover, the economy's pre-war structure may have been far from optimal for growth, poverty reduction, or peace due to policy distortions. Hence, significant economic reform must take place alongside reconstruction if broad, rather than narrow recovery is to take place. This is not to say that reform itself is straightforward. There is widespread agreement on the need for fiscal reform to raise public spending on pro-poor basic health care and primary education, but other reforms are hotly debated. For example privatisation has had mixed success, especially in conflict countries when the powerful, including war-criminals, have taken over state assets.

High Discount Rates: Note that if peace is uneasy then there is an additional constraint on rebuilding the social contract via broad-based reconstruction and growth. The rise in the private rate of discount acts as a greater deterrent to investing in production sectors. These require more fixed capital than trade and services (which may only need working capital), and profits from trade can be more quickly realised than production whose profits may only start to flow after several periods (particularly in agriculture, where tree crops have lengthy gestation periods). Hence, any rise in the private discount rate will tend to have a more depressing effect on the expected profitability of investments in production as compared to investments in services. Restarting activity in pro-poor production activities such as agriculture can therefore be especially hard after war when the peace is uneasy, for while transactions costs can be reduced and infrastructure rebuilt, an uneasy peace keeps private discount rates high. Consequently the reconstruction-growth path may create insufficient income and employment, its narrowness leading to frustration amongst large sections of the excluded population. Hence, the effectiveness of donor support to reconstruction will be reduced if parallel political initiatives (both domestic and international) are not undertaken to secure peace, and lower investor uncertainty.

4.
Conclusions

The causes of civil wars are complex. Colonial history and external intervention are crucial, but economic factors are certainly at work. It has to be borne in mind that both individual and group-level violent expropriation is often a viable alternative to peaceful economic production. Since civil war ultimately lowers growth and economic prosperity, conflict prevention and management is central to the strategy of economic development. This chapter has emphasised the role of grievance, relative deprivation and the contest over natural resource wealth in triggering civil war. The high value of certain categories of resource-rents that are easily capturable, and the relatively low private cost of engaging in their capture, motivate many civil wars in Africa and elsewhere. The credibility and reputation of parties to conflict matters in devising peace. Belligerents may eventually be keen to make a peace deal, but mutual suspicion and the difficulty of signalling commitment may impede progress for a considerable time. Finally, reconstruction is not simply a matter of rebuilding shattered infrastructure. That is far easier than the daunting task of recreating a workable social contract. For this requires both close attention to institutional reform and constitutional re-design, deep interventions that reduce grievances. If the social contract remains weak, then investor uncertainty will remain high, the economy’s structure will remain distorted, and grievances will continue to fester. It has to be remembered that the breakdown of the social contract is a reflection of state failure, a problem that is more acute in nations whose formation is artificial, and whose institutions of conflict management and contract enforcement are degraded. Ultimately lasting peace is only possible when the inter-group inequalities that are the foremost sources of grievances are addressed by lowering inequality. Thus, reconstruction strategies must not only increase broad-based growth and reduce poverty, but also address relative income gaps.  
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TABLE 1 CONFLICTS IN AFRICA AND THE ROLE OF NATURAL RESOURCES

	Country
	Date
	Deaths
	Point resources
	Diffuse resources

	Algeria
	1992-
	70,000
	oil, gas
	

	Angola
	1975-
	500,000
	oil, diamonds
	timber, ivory

	Cameroon/Nigeria
	1997
	<1,000
	oil
	

	Chad
	1980-94
	300,000
	oil, uranium
	

	Congo-Brazzaville
	1993, 1997
	9,000
	oil
	

	Democratic Republic of the Congo / Zaire
	1993-
	200,000
	copper, cobalt, diamonds, gold
	timber

	Kenya
	1991-
	2,000
	
	cattle

	Liberia
	1989-96
	175,000
	iron, diamonds, rubber
	timber, drugs

	Mozambique
	1976-95
	1,000,000
	
	shrimps, ivory, timber

	Rwanda
	1990-
	650,000
	
	coffee

	Senegal
	1997-
	<1,000
	
	drugs

	Sierra Leone
	1991-1999
	80,000
	diamonds, rutile bauxite
	timber

	Somalia
	1988-
	n.a.
	
	bananas, camels

	South Africa
	1990s
	200,000
	
	drugs

	Sudan
	1983-
	1,600,000
	oil,
	cattle, timber

	Western Sahara
	1976-
	n.a.
	phosphates
	


Source: Balencie and de La Grange (1999).

Note: The number of deaths in South Africa includes crimes.

TABLE 2

SUB-SAHARAN AFRICA AND OTHER DEVELOPING COUNTRY GROUPS:
QUALITY OF GOVERNANCE, INSTITUTIONS AND PUBLIC SERVICES

(0-10, higher = better quality)1
	
	
Quality of Bureaucracy
1984-98
	
Extent of Corruption
1984-98
	
Government Stability
1984-98
	
Ethnic Tensions
1984-98
	
Political Violence
1984-98
	
Law and Order
1984-98
	
Risk of Expropriation
1984-97
	Risk of Contract Repudiation
1984-97

	Asian NIEs2
	7.3
	6.9
	6.5
	7.5
	9.0
	7.4
	8.3
	9.1

	Asia
	4.6
	4.3
	5.0
	4.5
	6.0
	5.0
	6.3
	6.0

	Advanced economies
	8.7
	8.3
	6.5
	8.2
	8.7
	8.7
	7.9
	9.2

	Western Hemisphere
	4.2
	4.6
	4.9
	7.1
	5.8
	4.8
	5.7
	6.0

	Middle East and Europe
	4.8
	4.7
	5.7
	5.9
	5.7
	5.4
	6.2
	5.9

	Sub-Saharan Africa
	4.1
	4.6
	4.8
	4.9
	5.5
	4.4
	5.3
	4.8

	World
	5.4
	5.5
	5.4
	6.4
	6.6
	5.8
	6.3
	6.4

	SSA countries: unweighted 
grouping by yearly per 
capita GDP growth rate in 
1970-98
	
	
	
	
	
	
	
	

	High growth (top quintile)
	4.3
	5.9
	5.5
	5.7
	6.4
	5.1
	5.6
	5.3

	Medium group
	4.6
	4.7
	5.0
	5.1
	5.7
	4.6
	5.7
	5.2

	Low growth (bottom quintile)
	3.0
	3.5
	3.8
	3.9
	4.5
	3.6
	4.3
	3.4

	Memorandum
	
	
	
	
	
	
	
	

	CFA: unweighted average3 
	4.5
	4.3
	4.9
	5.4
	6.0
	4.4
	5.7
	5.3


Source: Reproduced from IMF (1999) World Economic Outlook, Washington DC: IMF (October). Original data from International Country Risk Guide (published by Political Risk Services).

1
For regional groupings: unweighted averages of countries in the dataset.

2
Hong Kong SAR, Korea, Singapore, and Taiwan Province of China.

3
Communauté Financière Africaine and Coopération Financière en Afrique.
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� This paper is chapter 2 in S M Murshed (ed), Issues in Positive Political Economy, London: Routledge, 22-38, 2002. We are grateful to Dorothy Rosenberg and Bill Yates for comments on previous drafts. 


� These factors are not limited to the developing world. In Northern Ireland sectarianism involved job discrimination. Closely knit and relatively deprived communities provided the soldiery for the paramilitary groups. Later the greed-grievance nexus produced more grievance and greed. Contributions from the diaspora in North America, as well as criminal activity, now play an important part in financing Northern Ireland's sectarian extremism and violence.


� The measurement of conflict and its occurrence is not straightforward (see Ayres, 2000, Wallensteen and Sollenberg, 2000). The Carnegie Commission on Preventing Deadly Conflict (1997: 12) lists the following 39 countries as having had conflicts which led to at least 1000 deaths in any one year in the 1990s: Afghanistan, Algeria, Angola, Azerbaijan, Bosnia and Herzegovina, Burundi, Cambodia, Chad, Chechnya, Republic of Congo, Democratic Republic of Congo (Zaire), Colombia, Croatia, East Timor, El Salvador, Eritrea (secession from Ethiopia), Georgia, Ghana, Guatemala, Haiti, Iraq, Kashmir (India v Pakistan), Lebanon, Liberia, Moldova, Nigeria, Persian Gulf War, Peru, Rwanda, Sierra Leone, Sindh, Somalia, South Africa, Southeast Turkey (Kurdistan), Sri Lanka (Tamil uprising), Sudan, Tajikistan, Uganda, Yemen. To this list we add: Burma, Irian Jaya (Indonesia), Kosovo, and the 1998-2000 Eritrea-Ethiopia war to produce our total of 43 conflicts. 


� Kaldor (1999: 120) develops this theme. She writes: "Since the power of the warring parties depends largely on fear and/or self-interest and not on consent, they need an insecure environment to sustain themselves both politically and economically. Politically, identity is based on fear and hatred of the other; economically, revenues depend on outside assistance for the war effort and on various forms of asset transfer based on loot and extortion or on price distortions resulting from restrictions on freedom of movement. In peacetime, these sources of sustenance are eroded". 


� In her sample of 29 cases of full-scale civil war between 1940 and 1992, peace lasted more than five years in only eight out of 17 cases in which the belligerents had embarked on serious negotiations to end hostilities (Walter, 1998).
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