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POSTCONFLICT RECOVERY PATTERNS—HIGHLIGHTS

Economic
Growth
Performance

Economic growth typically surges after war, averaging more than 5 percent of GDP in
the first five years of recovery, after collapsing during wartime. However, there is no
single pattern of postconflict growth recovery; success depends on country
characteristics and policies as well as aid inflows.

Poverty and

War worsens poverty and inequality. The restoration of peace generally leads to a

Inequality strong improvement in poverty rates (with substantial intra-country differences).
Demography Demographic pressures, especially the youth bulge, contribute to conflict. Conflict
and then results in large population displacements, migration to safer urban centers, and a

Environment

reduction in population growth. In the postconflict phase the patterns reverse, except
that the urbanization rate generally continues to rise.

Fiscal and
Monetary Policy

Fiscal deficits and inflation worsen during wartime, but improve greatly during most
recovery episodes as resources flow into the economy and revenues gradually improve.
Prudent fiscal policy through redirection of military expenditure to social expenditure
and controls on money supply are effective in curtailing inflation.

Financial Sector

In war-torn developing countries, the financial system is usually very weak and
inefficient. Although major financial sector reforms are generally introduced during
the recovery period, the monetization ratio tends not to respond during the first five
years, and credit to the private sector responds very slowly —with wide variations from
country to country.

Business
Environment

In postconflict settings, the business environment is usually very poor, especially in
terms of regulation, security, corruption, and institutional framework. These
institutional conditions are typically slow to improve, and private investment remains
limited several years later.

External Sector

War is often accompanied by a decline in trade, a loss of export revenue, and higher
debt. Postwar recovery witnesses a resurgence of exports and a strong increase in
imports to finance reconstruction, with ambiguous effects on current account. Aid
surges in the short run, while FDI is usually slow to arrive. Remittance inflows
contribute to the current account balance.

Economic
Infrastructure

War destroys physical infrastructure, including roads, bridges, ports, and power lines.
During the early recovery period, infrastructure investment is a high priority, but the
process takes many years. Telecommunications now recover very rapidly, followed by
electricity, with strong participation of the private sector (especially in mobile phones
and Internet connectivity).

Health

Usually very weak before a war, the health sector in poor countries deteriorates during
a conflict. Health conditions begin to improve early in the postconflict environment,
but major gains in health performance take a long time to materialize.

Education

Education systems collapse during wartime. Primary education recovers quickly after
the end of conflict, though higher education levels take longer. In poorer postconflict
countries the quality of education is a serious problem from start to finish.

Employment
and Workforce

Employment and livelihoods are severely affected by conflict. In the early stages of
recovery a top priority is to provide ex-combatants jobs; broader gains in employment
through private sector development are much more slowly achieved.







1. Introduction

Do postconflict countries share attributes that differ markedly from those of normal developing
countries? If so, how should those attributes figure in the design of policies and programs? To
answer these questions this study examines empirical patterns of postconflict experience in a
sample consisting of every developing country

e That ended a major conflict between 1986 and 2006, based on University of Maryland
classifications used by the State Department; and

e For which there exists at least some data on key indicators, preferably for five years
before and after the end of the latest conflict.

The University of Maryland’s conflict data set defines major episodes of political violence as the
systematic use of lethal violence and terror by organized groups and/or states that substantially
affects the societies experiencing armed conflict and results in at least 500 directly related
fatalities, substantial destruction of infrastructure, and population displacements. The episodes
may involve interstate and independence war, ethnic and civil war, intercommunal warfare, or
genocide and communal massacres.

METHODOLOGY

For this study, our database includes 25 postconflict countries in Asia, Eastern Europe, Latin
America, and sub-Saharan Africa that experienced major conflicts over the past two decades. The
bulk of our analysis is based on more than 50 indicators from the Country Analytic Support
(CAS) Postconflict Template, which provides a conceptual framework for assessing the
economic status of fragile, postconflict, and rebuilding states. The template consists of a
comparative benchmarking methodology and approximately 100 economic and social
performance indicators that constitute a statistical basis for assessment. Data sources include the
World Bank, International Monetary Fund, Millennium Challenge Corporation, and the United
Nations, among others. To bolster our direct analysis of CAS data and provide additional
insights on patterns of economic recovery, we also draw on case studies and other empirical
research.

DATA LIMITATIONS

In ten of our sample of 25 countries, conflict is either ongoing or ended too recently to provide
five years worth of data. Much of our analysis is based therefore on data for 15 countries
where postconflict recovery began at least five years ago: Afghanistan, Angola, Bosnia,
Cambodia, Chad, Democratic Republic of the Congo, El Salvador, Ethiopia, Guatemala,
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Lebanon, Mozambique, Rwanda, Serbia, Sierra Leone, and Uganda. Even for this group,
there are many data gaps for the five-year periods before and after the conflicts.

For other countries data from standardized international sources are very sparse. Lack of data is
especially serious for socioeconomic and demographic statistics based on intermittent
household surveys. Very few countries have data on more than a handful of indicators for the
full period of interest. Therefore, the effective sample size for any given variable is much
smaller on every variable (see Table 1-1), and observed patterns are far from robust.

Table 1-1
Number of Countries Having Data, by Indicator (Year 0 = end of conflict)

Indicator Year O Year 1 Year 2 Year 3 Year 4 Year 5

CONFLICT INDICATORS

Failed state index score 0 0 0 3 4 4
Episode of significant violence, all years 25
Type of conflict, all years 25
Magnitude of societal-systemic impact, all years 25
Political stability index 4 6 7 6 10 5

EcoNOMIC GROWTH PERFORMANCE

Per capita GDP, $PPP 13 15 15 15 15 15
Real GDP Growth 14 14 15 15 15 15
Human poverty index 0 0 3 1 3 1
Gross fixed investment, % GDP 15 15 15 14 12 11
Gross fixed private investment, % GDP 2 1 1 1 1 1

Poverty and inequality
Income-share, poorest 20% 0 0 1 1 4 1
Population living on less than $1 PPP per day 0 0 1 1 3 1

DEMOGRAPHY AND ENVIRONMENT

Adult literacy rate 0 1 0 0 4 1
Youth dependency ratio 14 14 14 14 12 11
Population growth rate 14 14 14 14 12 11
Urbanization rate 15 15 15 15 12 11
Frequency of natural disasters 15 15 15 15 15 15
Scope of natural disasters 15 15 15 15 15 12
Refugee population, total 0 0 0 0 3 1

ECONOMIC STABILIZATION AND GOVERNMENT CAPACITY

Government effectiveness index 4 6 7 6 10 5
Voice and accountability 4 6 7 6 10 5
Government expenditure, % GDP 2 3 3 4 1 1
Government revenue, % GDP 3 3 3 4 1 1

Money supply growth 11 11 11 12 10 10
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Inflation rate 13 14 15 15 15 15
Overall budget balance, including grants, % GDP 3 3 4 4 4 4
Interest payments/total govt. expenditure 0 0 0 0 0 0
BUSINESS ENVIRONMENT
Control of corruption index 4 6 5 6 10 5
Rule of law index 4 6 7 6 10 5
Ease of doing business ranking 0 0 0 0 3 4
Crime rates per 100,000 people 0 0 0 0 0 0
FINANCIAL SECTOR
Domestic credit to private sector, % GDP 11 10 11 11 10 9
Money supply, % GDP 11 11 11 12 10 10
EXTERNAL SECTOR
Aid , % GNI 15 15 15 15 12 11
Debt service ratio, % exports 9 8 8 9 9 8
Export growth of goods and services 11 12 12 12 10 11
Foreign direct investment, % GDP 12 12 13 14 12 11
Gross international reserves, months of imports 9 8 8 9 9 8
Present value of debt, % GNI 0 0 2 3 1 1
Remittance receipts, % GDP 8 7 7 9 9 8
Trade in goods and services, % GDP 15 15 15 15 12 11
Real effective exchange rate (REER) 0 0 0 0 0 0
Structure of merchandise exports—food 3 4 6 5 5 5
Structure of merchandise exports—agriculture 3 4 6 5 5 5
Structure of merchandise exports—manufacturing 3 4 6 5 5 5
Structure of merchandise exports—metals 3 4 6 5 5 5
Structure of merchandise exports—Fuel 3 3 6 5 4 5
ECONOMIC INFRASTRUCTURE
Overall infrastructure quality | 0 | 0 | 0 ‘ 0 | 1 | 0
HEALTH
Child mortality rate 1 4 0 4 5 1
Maternal mortality rate 1 4 0 2 4 1
Life expectancy at birth—male 5 9 1 8 5 3
Life expectancy at birth—female 5 9 1 8 5 3
Public health expenditure, % GDP 4 5 5 2 2 3
EDUCATION
Net primary enrollment rate 2 1 2 1 1 2
Net secondary enrollment rate 0 0 1 1 1 2
Gross tertiary enrollment rate 4 4 3 0 0 2
Persistence in school to grade 5—female 1 0 1 1 1 2
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Indicator Year O Year 1 Year 2 Year 3 Year 4 Year 5
Persistence in school to grade 5—male 1 0 1 1 1 2
Persistence in school to grade 5—total 1 0 1 1 1 4
Youth literacy rate 0 1 0 0 4 1
Education expenditure, primary, % GDP 0 0 3 4 4 5

EMPLOYMENT AND WORKFORCE

Labor force participation rate 14 14 14 14 12 11
Rigidity of employment index 0 0 0 3 4 4
Economically active children, % children ages 7— 0 0 0 0 1 1
14

Unemployment rate, 15-24-year-old males 1 0 1 1 1 1
Refugees, internally displaced persons and 0 0 0 0 3 1

refugees, per capita

Note: Year 0 = end of intense conflict.

That data in postconflict countries are lacking, of poor quality, or limited in scope is not
surprising. Conflict makes it difficult to compile statistics, erodes the data-gathering capacity of
government statistical agencies, and fosters informal sector activities on which it is even more
difficult to obtain reliable statistics. This is especially so for the poorer countries in sub-Saharan
Africa.

STUDY ORGANIZATION

Suggestions herein for strategic priorities for postconflict economies are grounded in the
empirical patterns of postconflict recovery that arise from close examination of a broad set of
economic and social performance data and indicators. Throughout, we focus on a subset of
indicators that highlight themes emerging from data analysis; and the Highlights Table in the
front matter provides a handy overview of our main observations. In section 2 we present an
overview of economic growth, poverty, and demographic pressures in postconflict
economies. Section 3 describes key aspects of the enabling environment that affect private
sector growth in such economies, including fiscal policy, inflation, and economic
infrastructure. Section 4 describes the pro-poor environment found in postconflict economies,
especially with regard to health, education, and employment.

Though data limitations put a full-fledged policy analysis beyond the scope of this study, we do
draw on the data in discussing strategies and instruments that can facilitate economic growth
and improve welfare once a serious conflict has ended. For example, given the strong chance
of war recurring in postconflict economies one must not underestimate the importance of
conflict-sensitive policies. We also conclude that each country’s postconflict experience is
distinct in terms of structural characteristics and policy environments. Lessons gleaned from
our analysis will be most useful when interpreted in light of each country’s unique
conditions. One clear conclusion is that more robust economic and social data are imperative for
sound economic planning. Capacity building to improve data quality should be high on the list of
priorities for donor support in postconflict settings.



2. Overview of Postconflict
Economies

The general economic performance of postconflict economies reveals the magnitude and nature
of wartime destruction and the implications for recovery. Civil wars have a broad range of
pernicious effects on productive capacity, especially on physical infrastructure, housing,
education, and health facilities, as well as human and social capital. In Bosnia, for example, the
economic impact of the war has been estimated at $50 billion-$60 billion, of which $20 billion
was a direct loss of productive capacity.! The collapse of an economy’s asset base and emigration
of skilled workers depresses growth during periods of war. Capacity for governance and public
administration deteriorates as a result of financial and institutional weaknesses, and crime
increases as law enforcement and state sovereignty over territory diminish. Capital flight during
war compounds these difficulties and further weakens domestic output. Such large shocks
inevitably lead to income losses.

For purposes of data quantification, Collier, following Small and Singer (1982, 1994) defines
civil war as an internal conflict with at least 1,000 combat-related deaths per year, with both
government forces and an identifiable rebel organization suffering at least five percent of these
fatalities. Serious conflicts are defined as those resulting in more than 500 fatalities, directly or
indirectly. Civil wars, in particular, are a battle for legitimacy involving a well-organized and
armed challenge to the government authority. The duration of conflict is another significant
consideration. For countries in the CAS data set, the average duration has been a little over 12
years. Some conflicts raged intermittently for more than two decades, such as Guatemala (1966—
1996), Lebanon (1975-1991), and Angola (1975-2002), while others have been relatively brief,
as in Bosnia (1992-1995) and the Democratic Republic of the Congo (1996-2002).

While the precise causes of a particular conflict may remain ambiguous, there is strong evidence
of certain risks and precursors to conflict. Poor economic and social performance, for example,
indicates high risk for civil war.2 It follows that a strong economic recovery can reduce the risk
of relapse into conflict—and that containing the risk of future conflict requires understanding the
patterns of recovery. Lower income countries have a much higher statistical incidence of conflict,
and often the most pernicious outcomes in death and destruction.

1 UNDP. 1997. Reconstruction, Reform, and Economic Management in Bosnia-Herzegovina. Vienna.

2 Paul Collier et al. 2003. Breaking the Conflict Trap. World Bank, Oxford University Press. Paul Collier
and Anke Hoeffler, 2004, “Greed and grievance in civil war”, Oxford Economic Papers 56(4):563-595.
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ECONOMIC GROWTH PERFORMANCE

The data on real GDP growth reveal a predictable pattern. Most postconflict economies manifest
a prewar deterioration in growth, a significant contraction in GDP during the conflict, and a
pronounced recovery after peace is restored. But there is considerable heterogeneity and no clear
temporal pattern in recovery. For 15 countries with data, the median growth rate peaked at 5
percent in year two of recovery (Figure 2-1), followed by a lower rate, on average, during later
years. On average, the countries in our sample achieved modest levels of recovery, clustered
around a growth rate of 3-5 percent.

Figure 2-1
Real GDP Growth
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Note: In this and similar graphs, the bar shows the high-low range each year for postconflict countries with data
available, while the box shows the median performance. For this figure, the sample covers 14 countries in years 0
and 1, and 15 countries thereafter (with Bosnia as the added observation).

One can discern several patterns of recovery that depend on specific conditions, such as the
conflict’s nature, duration, and damage as well as patterns of international assistance after the
conflict (Figure 2-2).

e The “rubber band effect:”” an early growth surge followed by slow progress. In the first
year after the war in Rwanda, real GDP increased 35.2 percent, following a contraction of
output of 50 percent during the 1994 genocide; likewise in Bosnia, GDP increased
30 percent in the first year of recovery and then tailed off. In Sierra Leone, growth
peaked right after conflict before falling into a more conventional pattern. A combination
of economic policy reform and international assistance helped these countries move
rapidly beyond wartime stagnation.
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e Moderate recovery followed by a GDP growth peak in the fourth or fifth year of peace.
Mozambique’s growth rates peaked in the fifth year after conflict ended, reaching 11.1
percent as the government managed to overcome an early bout of macroeconomic
instability and then continued to enjoy rapid growth for the next decade. Ethiopia
experienced a short rubber-band effect in the second year after conflicted ended and then
a second peak of more than 13 percent in the fifth year.

e A hybrid. Growth peaks only in year two or three of recovery and then tapers off.

Figure 2-2
Diversity in Real GDP Growth in Postconflict Periods
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Growth trajectories vary for a number of reasons. For countries where war devastated growth, a
strong initial rebound is expected when large aid inflows and a good package of reform catalyze
economic recovery. The postwar eras in Rwanda and Bosnia, for example, featured large spurts
of foreign aid as infrastructure was rebuilt, security and service delivery were restored, and new
governments enacted prudent fiscal and monetary policies. Macroeconomic stability was
achieved early on, institutions were strengthened, and state sovereignty and legitimacy were
restored quickly. Financial stimulus, however, does not always come from foreign aid. In natural
resource rich economies, such as those of Angola or Sudan, the oil boom and related inflows of
foreign direct investment facilitated the growth rebound. In Angola, real growth reached more
than 20 percent several years after the war ended, largely because of rising oil prices.

In countries less damaged by war the “rubber band” effect is less obvious and growth surges are
less intense. In some cases, the aid inflows were considerably less than in countries with the
strongest postconflict growth performance. Negative growth episodes during recovery have been
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very few, and are usually explained by particular circumstances, including conflict recurrence as
in Haiti.

Postwar recovery seems to be driven by structural characteristics, governance, and policies, not
geography. Even in sub-Saharan African, which suffered a concentration of violent conflict in the
1990s due partly to ethnic fragmentation, there are wide differences in actual performance.
Recovery patterns depend also on the length of conflict. Conflicts of long duration often have an
“in-conflict recovery,” and thus a smaller postconflict surge.3 In El Salvador, for example, GDP
was already growing by 7.5 percent in the last year of the war in 1992. In contrast, big rebounds
in Rwanda after 1994 and Liberia after 2003 were partly due to the enormity of the wartime
collapse and absence of in-conflict recovery.

In spite of the generally positive recovery trends, postwar growth is often too weak to restore the
loss of income due to war or to tangibly improve general welfare. A few countries, such as
Bosnia, have done quite well, though much of the early growth was aid-driven. In contrast, GDP
per capita (PPP) in Sierra Leone before the conflict there was $944 in 1990, and reached only
$880 in 2006, after five years of recovery.

In addition, war frequently postpones or reverses the structural transformation that normally
accompanies economic development. A deteriorating business environment and material
destruction cause a steep decline in industrial activity, including construction and utilities. In
Angola, for example, the share of industry fell sharply during the war, and in Cote d’Ivoire
manufacturing collapsed. As a result, many families retreat to subsistence agriculture. Because
many postconflict countries are very poor, a large share of employment is in rural agriculture,
forestry, and fishing. For these dispersed activities, commercial production is highly vulnerable to
the breakdown of fragile transportation networks. Many of the economic victims are the rural
poor who lose access to cash livelihoods.

Agricultural value-added per worker is often stagnant in the five years after a war ends due to the
difficulties in achieving significant recovery in the rural sector (though there are large gaps in the
data for this indicator). In some countries there is an immediate postwar spurt in value-added on
the farm, followed by relative stagnation, while in others there is stagnation throughout the five
year period. In Rwanda, for example, recorded value-added in agriculture went up from $147 per
worker during the war to $186 right afterward, while in Guatemala, labor productivity in
agriculture remained nearly unchanged at about $2,250 for the first five years of recovery.
However, performance has been weak for a variety of countries, and the sector has not generally
emerged as a growth pole for postconflict recovery.

In wartime, investment collapses and capital stock deteriorates, including infrastructure such as
roads, houses and ports. The data show that gross investment as a percentage of GDP is very low,
on average, during war, particularly where conflict is extensive. But, on average, the investment
rate rises by more than 5 percent of GDP during the first five years of recovery (Figure 2-3). Most
of the rise is due to aid-financed public infrastructure, and/or, in resource-rich countries, a surge

3 Staines, Nicholas. 2004. Economic Performance over the Conflict Cycle. IMF Working Paper 04/95,
Washington, DC.
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in private investment. As with other indicators, there are considerable differences in performance
from one country to another. In Bosnia the investment ratio tripled from 12.3 percent of GDP
when the war ended in 1995 to 36.6 percent two years later. Liberia also experienced a large
increase, with investment nearly doubling from 8.8 percent of GDP to 15.9 percent in two years.
But in Cambodia and El Salvador the investment ratios actually declined in the five years after

the end of conflict, while in Mozambique the ratio was very volatile, in response to varying levels
of donor support.

Figure 2-3
Gross Fixed Investment as Percentage of GDP Before and After War
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Note: The sample here includes Bosnia, Cambodia, Chad, El Salvador, Ethiopia, Guatemala, Lebanon,
Mozambique, Rwanda, Serbia, and Uganda.

These empirical findings closely match the theoretical and analytical premises. Civil war has a
negative effect on economic output as assets are shifted away from domestic investment.# In the
private sector, uncertainty in the economic environment makes investing in local assets riskier
and liquid assets move out of the country. Similarly, government shifts expenditures away from
investment in the capital stock towards expansion of the military.

POVERTY AND INEQUALITY

The absence of regular time series data on poverty renders the analysis for this indicator
problematic. Indeed, not even one postconflict country has data on poverty and inequality that

4 Collier, Paul. 2000. Risk and Investment in Africa. Edited by Paul Collier and Catherine Pattillo.
Basingstoke: Macmillan and New York: St Martin's Press.
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would allow a comparison of the situation at the end of the conflict with changes during the first
five years of recovery. In addition, statistics on poverty and inequality produced in conflict or
postconflict situations are often based on poorly conducted or unrepresentative censuses and
household surveys, or measure households experiencing temporary displacement. Getting a
clearer picture of the evolution of poverty in postconflict settings will require improving the
statistical capacity in these countries early in the recovery process.

There is no doubt, however, that conflict severely aggravates poverty and inequality, as violence
disrupts livelihoods, drives up the price of basic goods, destroys infrastructure, disrupts public
services, and triggers large refugee flows that bring famine and disease to already disadvantaged
populations. The adverse effects are amplified for the poorest groups who are least able to cope
with shocks. In the aftermath of genocide and conflict in Rwanda, for example, agriculture and
other economic activity was interrupted and massive numbers of people were forced to flow
across the Congolese border. Where micro level data are available on the pre- and postconflict
conditions, they confirm the adverse impact of conflict on poverty and livelihoods. Researchers
using household survey data for Rwanda found that about 20 percent of the population fell into
poverty after the 1994 genocide.®

When the conflict ends, refugees return and resettle but infrastructure and public services only
gradually come back on line. If rapid growth can be achieved over the medium term poverty may
be reduced fairly rapidly. For example, a 1996-1997 national household survey done in
Mozambique four years after the peace agreement found that 69 percent of the population was
living below the absolute poverty line (i.e., level of income needed to obtain a minimally
adequate level of calorie consumption) given actual expenditure patterns.® A second survey done
in 2002, after six years of rapid growth, found that the poverty rate was down to 54 percent. This
decrease was corroborated by improvements in other indicators such as increased ownership of
bicycles, radios, and tin roofs.’

Two countries, El Salvador and Guatemala, have multiple observations on poverty and inequality
during the five year postconflict period. Using the PPP$1 threshold, EI Salvador had a poverty
rate of 20.8 percent in the third year of recovery (1995) and 25.3 percent in the fourth year
(1996). This large one-year jump must have been due to transient shocks, because later surveys
show the rate declining to 21.4 percent in 1998 and 19.0 percent in 2002. Over the period 1995 to
2002, inequality increased steadily, with the income share for the lowest 20 percent dropping
from 3.7 percent to 2.7 percent. Guatemala’s poverty rate declined from 13.2 percent in the
second year of recovery (1998) to 10.7 percent in the fourth year (2000). Here again, the short-
term change does not reflect a trend, as the poverty rate rose to 13.5 percent in 2002. Between
1998 and 2002, the share of income accruing to the poorest 20 percent also fell, from 3.2 percent
to 2.9 percent. Both countries therefore saw a highly asymmetric distribution of gains from
economic reform and recovery in the postconflict period.

5 Justino, P. and P. Verwimp. 2006. Poverty Dynamics, Convergence, and Conflict in Rwanda. IDS.
6 There are no data on poverty and inequality during the conflict.

7 See Chapter 2 of Nathan Associates’ Diagnostic Trade Integration Study for Mozambique (2003).
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The empirical record is less clear on how poverty affects the risk of conflict. Though most poor
countries do not descend into episodes of serious violence, they tend be more prone to conflict
and the risk of civil war declines for higher per capita income countries.8 In fact, all countries in
this study fall in the World Bank’s low- or lower-middle income groups; of all postconflict
countries, 61 percent can be classified as low-income and 39 percent as lower-middle income.®

How inequality affects the risk of conflict is still less clear. Many countries that have fallen into
conflict in the past several decades had high levels of inequality in some form: an entrenched elite
controlling resources, as in El Salvador or Colombia, or rival ethnic groups or factions, as in
Rwanda and Cote d’Ivoire. Empirical evidence that the risk of civil war increases in polarized
societies is significant but not uniform. Some argue that “objective measures of social grievance,
such as inequality, a lack of democracy, and ethnic and religious divisions, have had little
systematic effect on risk,” and that any effect of elite control may be associated instead with
dependence upon primary exports.19 In addition, a highly skewed distribution of income is not
necessarily associated with conflict. If that were so, then Brazil, which has one of the highest
inequality rates in the world, would find itself in constant civil war. In themselves, poverty and
inequality are not direct causes of most conflict. But coupled with bad governance, social
repression, group grievance, or simply the desire to capture the resource rents enjoyed by others,
abrupt changes in poverty and inequality can dramatically increase the risk of conflict—as in

Cote d’Ivoire (Exhibit 2-1).

Exhibit 2-1
Cote d’lvoire: From Success to Cautionary Tale

From the 1960s until the mid-1980s, Cote d’Ivoire was
among the most successful countries of West Africa. In
the first two decades of Independence, commodity
exports such as cocoa, sugar, and timber contributed to
high growth rates and rising wealth among many
segments of the population. Cote d’lvoire became a
regional hub for employment and transport, attracting
workers from poorer neighbors such as Mali and
Burkina Faso. In the 1980s, however, worldwide
recession led to a collapse in commodity prices and
significantly reduced the country’s terms of trade.
People who had been earning regular and comfortable

incomes experienced a sharp drop in their standard of
living. Poverty nearly doubled, rising from 25 percent
of the population living below $2 (PPP) per day in 1985
to more than 50 percent in 1998 at the outbreak of the
civil war. Likewise, the Gini index over the same period
rose from 37 to over 45.11 In the 1990s, street riots
became common and a rapidly deteriorating political
situation culminated in the civil war. Though poverty
and inequality were not the sole cause of violence, they
contributed to the growing divide between north and
south, a situation exploited by Robert Guei and Laurent
Gbagbo to maintain their hold on power.

8 Collier, Paul. 2007. Economic Causes of Civil Conflict and their Implications for Policy. In Leashing
the Dogs of War: conflict management in a divided world. Edited by Chester Crocker USIP Press Books.

9 World Development Indicators, 2007.
10 Collier 2007.
1wpl.
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DEMOGRAPHY AND ENVIRONMENT

Where other conditions may be ripe for conflict, certain demographic trends raise red flags: rapid
population growth, rising youth dependency ratios (population 0-15 per population 15-64), and
sudden changes in urbanization rates. For example, poor economic performance and rampant
unemployment coupled with a youth bulge—youth dependency ratio: percent of population
between ages 15 and 24, especially males—can cause instability.12 A youth bulge may facilitate
political mobilization and rebel recruitment, as in Sierra Leone and Liberia. In fact, most conflicts
involve poor countries with an age structure dominated by the young—and most of the world’s
poor are below 25 and unemployed. This holds true for countries in our data set, particularly in
Africa. Most of these countries had growing or exceedingly high youth dependency ratios before
entering conflict (Figure 2-4). In nearly all, demographic pressure was coupled with declining or
stagnant per capita incomes. Although there is considerable variation from country to country, the
youth bulge tends to peak during conflict then decline. Rwanda, for example, had some of the
highest youth dependency ratios in the world, reaching 106 in 1993. After the conflict in 1994
this number decreased gradually, reaching 96 five years later, and then 80 in 2005. This
demographic shift paralleled a sustained rise in real GDP. For 11 countries in our sample with
annual postconflict data, the median dependency rate fell slightly from 87 to 85 in the first five
years of recovery.

Figure 2-4
Youth Dependency Ratio at Onset of Conflict
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Protracted conflict also affects population growth. Most demographic data consists of
extrapolations from previous censuses, and the numbers are often subject to large revisions when

12 Henrik Urdal. 2004. The Devil in the Demographics: The Effect of Youth Bulges on Domestic Armed
Conflict, 1950-2000. World Bank, Social Development Paper No. 14, July 2004.
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another census provides a new perspective. With this caveat, available data are striking.
Population growth in DRC fell from nearly 4 percent five years before conflict to under 2 percent
at the height of violence. Population growth in Angola surged above 3 percent with the Lusaka
Peace Accords in 1994, fell as war resumed through the rest of the 1990s, and has been climbing
since hostilities ended in 2002. In Burundi, the same story can be seen. At the height of the
conflict, population growth fell to under 1 percent per year; with the return of stability it surged to
nearly 4 percent in 2005, the highest since the mid-1980s.

In sum, addressing the youth bulge may remove potential fuel for conflict. Short-term measures
include programs to provide education and economic opportunities (more broadly than programs
for ex-combatants). Furthermore, policies aimed at reducing the total fertility rate may be an
important avenue for reducing the risk of conflict in the future. This can be pursued through
education and health programs especially for girls and women, and programs to empower women
and improve their economic opportunities.

Urbanization

Some studies identify the urbanization rate as a risk factor for conflict, though the evidence is
ambiguous and the correlation not robust enough to influence policies; many of the most highly
urbanized societies during the last two decades have had a very low risk of conflict.

Before and during conflict, the urbanization rate may rise; after a conflict, it slows, but does not
reverse. Many of those who flee to the cities during a conflict do not return to rural areas when
the violence ends. In Bosnia, many of the internally displaced were from rural areas and were
older than the general population, while the refugees had left their cities to escape.

The experience of Mozambique exemplifies the dynamics of urbanization. As the civil war wore
on, more and more people moved to the cities and the urbanization rate rose from 13 percent to
more than 26 percent between 1981 and 1994. The increase slowed after 1994, but urbanization
continues (currently to 34.5 percent).

The risk that urbanization poses for a relapse into conflict may be manifested through other
factors, such as ethnic conflict and macroeconomic instability. Rapid urban growth can strain
service provision such as sanitation, electricity, and water. However, when people flee to rural
areas from decaying cities wracked by conflict the opposite relationship can occur.






3. Private Sector Enabling
Environment

In this section we review aspects of the enabling environment that affect the speed and efficiency
of private sector growth in postconflict economies. Sound fiscal and monetary policies, for
example, are essential for macroeconomic stability and the business environment determines the
general conditions for private investment. The external environment can provide the markets,
inputs, and technologies necessary for the private sector to re-emerge; and debt and exchange
rates influence the nature and composition of private activity in postconflict environments.
Improved security and reforms in macroeconomic policy, trade policy, and the regulatory
regime—some of which would have met overwhelming political resistance in the pre-conflict
environment—offer opportunities for sustained recovery. Conversely, inadequate attention to
control of private resources may rekindle the grievances that ignited the original conflict.

FISCAL AND MONETARY POLICY

A major challenge for postconflict economic recovery is regaining control of macroeconomic
policy. Relatively high fiscal deficits tend to be a legacy of conflict as war puts pressure on
governments to increase spending, impairs revenue collection, and weakens the quality of
economic management. During postwar recovery, improvements in fiscal and monetary policy
are a top priority and there is usually a trend toward stabilization as expenditures are contained
and financing improves through a combination of domestic revenue mobilization and aid inflows.

Unfortunately, standard international data sources provide very little coverage of basic fiscal
indicators for the first five years after the end of serious conflicts in our set of developing
countries. On overall budget balance, for example, standard sources provide five years of
postconflict data for only three countries, and on government expenses and government
revenuel3 for only one (Guatemala).14 The empirical record that does exist, however, shows that

13 All expressed as percentages of GDP, which itself may be a distorted measure when the baseline
framework for value added by sector is pre-conflict.

14 The main reason for this is the IMF’s adoption in 2001 of a new format for government financial
statistics based on accrual accounting; few developing countries have converted to the new format. See the
IMF’s Manual of Government Financial Statistics (2001). The World Bank converted the World
Development Indicators (WDI) to the new GFS data system in 2005. Since then, the WDI has mostly
blanks on fiscal data for most developing countries. So, while every country produces budget data
standardization is lacking. Thus, our fiscal analysis here is based largely on secondary sources (most of
which use the earlier IMF format for budget data), rather than direct analysis of internationally comparable
data.
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revenue is particularly vulnerable to conflict conditions and improves slowly when the conflict
ends, leaving governments unable to finance wartime expenditures or postconflict recovery
programs without strong donor support. For example, the ratio of revenue (excluding grants) to
GDP in Afghanistan was less than 5 percent in 2005. The situation was very similar at the end of
the major conflict period in the DRC. In postconflict Mozambique revenue (excluding grants)
between 1992 and 1997 was considerably higher at 12-13 percent of GDP, but was still
inadequate to finance reconstruction expenditures of more than 25 percent of GDP.

Revenue mobilization is difficult in wartime economies for a variety of reasons, such as political
instability, limited economic base, lack of government sovereignty over territory, and weak tax
base in the private sector. Weak capacity for revenue administration compounds difficulties, as
qualified staff and information systems are both scarce. Yet wartime expenditures often outstrip
revenue potential. Military and security expenditures are increased even if this undermines the
fiscal position. For example, military expenditure in Rwanda increased from 1.6 percent of GDP
in 1989 to 8.4 percent by 1994, and the size of the army increased significantly. On average, a
civil war raises military expenditure by 1.8 percent of GDP.15> In many countries this is partially
offset by a reduction in outlay for wages and salaries during war, but declining real wages for
civil servants only weaken public administration further. Many wartime governments also resort
to the banking system to finance the deficit, especially when external assistance is low, which
fuels inflation, further lowers real civil service salaries, and worsens the macroeconomic
situation.

During postconflict recovery the pressing need for reconstruction compels new spending and a
redirection of spending from military to productive uses. Many countries improve their fiscal
situation by managing expenditures prudently and mobilizing revenue, particularly in the form of
external assistance. Countries emerging from post1990 conflicts generally incurred much larger
deficits than those emerging from earlier conflicts, but external support, particularly from the
international financial institutions, permitted governments to achieve macroeconomic stability.

Thus, fiscal stabilization during recovery is difficult but achievable. Here, too, however, country
performance has varied widely, and it is hard to discern patterns. In several countries, better tax
policies, better fiscal administration, and strong leadership have dramatically improved revenue
mobilization as a share of GDP. In Rwanda, for example, the ratio of revenue to GDP rose from
3.6 percent of GDP in 1994 to 10.5 percent in 1998, and to more than 15 percent by 2005. In
other countries, weak revenue mobilization has been a symptom of a deeper problem of low state
capacity. For example, in Uganda, revenue as a percentage of GDP has stagnated around 10
