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PREFACE

This Guide to Economic Growth in Post-Conflict Countries seeks to develop comprehensive recommendations for USAID and similar donors on
how to encourage economic growth in countries emerging from conflict. The Guide is based on the premise that improved economic well-

being can enhance the prospects for sustaining peace and reduce the high percentage of post-conflict countries that return to violence.

The Guide is based on staff research and workshops organized by the Economic Growth Office of USAID’s Economic Growth, Agriculture,
and Trade (EGAT) Bureau during 2007-2008, augmented with input from other USAID and field implementers, staff of other United States
Government agencies (including the Department of Defense), the World Bank and International Finance Corporation, and several bilateral

donors and think tanks.

The Guide is intended for USAID field officers. In this respect, we think it fills an important gap. A former USAID Mission Director involved

in three of our major programs over the past decade recently commented on the draft that,

“I wished something like this had been right at my side as we tried to figure out what to do [in the early stages of my post-conflict
assignments] . . . This should really be required for reading and internalizing by anyone going into a post-conflict situation.”

As the Guide evolved, we realized that what we were learning would be useful to a broader audience and began to incorporate examples and

case analysis from the experience of other donors. We encourage readers to draw lessons for their own organizations and needs.

We hope the Guide spurs comment and further thought, and leads to improved depth of analysis — including on the outcomes and cost-
effectiveness of our donor programs — as experience builds. The views expressed here, however, are those of the authors and EGAT’s Office of
Economic Growth. They do not necessarily reflect the views of the United States Agency for International Development or the United States
Government.

I wish to express my appreciation for the staff of EGAT who have developed the Guide and for the professionalism they demonstrated in
showing how conventional development approaches can be adapted to the different world of post-conflict societies. Particular thanks are due to
Steve Hadley, who initiated the project and helped us to rethink priorities and sequencing of our donor interventions; and to the lead editors,
David Dod and James (Jay) T. Smith, who made sense out of the large and growing literature and drew thoughtfully from their own experience
and that of others.

Mary C. Ot
Director, Office of Economic Growth

Bureau for Economic Growth, Agriculture, and Trade
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EXECUTIVE SUMMARY

his Guide to Economic Growth in Post-Conflict Countries seeks to fill a gap in the information available to

decision-makers faced with the urgent, all-encompassing needs of a country emerging from conflict. The

Guide brings together lessons learned from past and current efforts to promote economic growth in

post-conflict countries. It proposes a new approach and provides concrete recommendations for establishing

effective economic growth programs that will improve well-being and contribute to preventing a return to

conflict. The Guide does not provide a checklist applicable in all post-conflict settings, although it does provide

the basis for constructing a checklist appropriate to a specific country context.

The lessons learned and program recommendations in
the Guide also are applicable in situations where
conflict has been limited to specific geographic regions
within a country, such as northern Uganda and
southern Sudan. However, because there still is much
to be learned about how economic growth programs
contribute to ending a conflict, it is unclear whether
the concepts presented here also apply in countries
currently in the midst of general conflict. Accordingly,
the Guide’s programming suggestions should not be

applied unquestioningly in mid-conflict situations.

The Guide is intended to be practical; it can be applied
in the chaotic circumstances that prevail in post-con-
flict settings. Part 1, A New Approach to Post-Conflict
Recovery, describes the economic impact of conflict and
suggests ways to set economic growth priorities. Part
2, Best Practices, discusses lessons learned and provides
recommendations for seven specific sectors: 1)
macroeconomic foundations, including both fiscal and
monetary policy and institutions; 2) employment
generation; 3) infrastructure; 4) private-sector develop-
ment, including both the private-sector enabling
environment and enterprise development; 5) agricul-
ture; 6) banking and finance; and 7) international trade

and border management.

ECONOMIC GROWTH PROGRAMS:
A SIGNIFICANT PART OF THE
SOLUTION

The purpose of economic growth programming in
post-conflict countries is both to reduce the risk of a
return to conflict and to accelerate the improvement of
well-being for everyone, particularly the conflict-
affected population. Economic issues may have
contributed to the outbreak of violence in the first
place, through the inequitable distribution of assets and
opportunities or simply a widely held perception of
inequitable distribution. Economic interventions need
to be an integral part of a comprehensive restructuring
and stabilization program. While economic growth is
not the sole solution to resolving post-conflict issues, it

can clearly be a significant part of the solution.

A NEW APPROACH

Evidence shows that early attention to the fundamentals
of economic growth increases the likelihood of success-
fully preventing a return to conflict and moving forward
with renewed growth. Since 40 percent of post-conflict
countries have fallen back into conflict within a decade,
it is critically important to heed this evidence and alter

the familiar donor approach, which focuses first on



humanitarian assistance and democracy-building, with

economic issues sidelined to be dealt with later.

Start early: Paul Collier, professor of economics at
Oxford University and leading expert on African
economies, argues that external peacekeepers and robust
economic growth have proven to be more critical than
political reform in preventing a return to conflict.!
Accordingly, many interventions designed to facilitate
economic growth can and should be implemented at the
very beginning of the rebuilding process, much earlier

than traditionally has been the case.

Address the causes of conflict: 1t s critical to under-
stand that paying immediate attention to economic
growth does not mean doing the same thing that
ordinarily is done in stable developing countries.
Post-conflict environments demand a different
approach. Countries emerging from violence have
fundamentally different characteristics as a result of
conflict. Most post-conflict countries were already poor
and badly governed prior to the outbreak of violence.
Their problems were almost always made worse by
conflict. More importantly, the nature of many of their
problems also changed. Post-conflict settings are
characterized by physical and human destruction;
dislocation, unemployment, and demobilization of
combatants; a weak and fragile government; high
expectations and a sense of urgency; and residual

geographic, ethnic, or other tensions.

Post-conflict economic growth programs must address as
directly as possible the factors that led to the conflict,
taking into account the fragility of the environment.
Planning has to be based on much more than the narrow
technical considerations of economic efficiency and
growth stimulation. Programs also must be effective at
expanding opportunities and increasing inclusiveness
throughout the population; they should be judged in part
on the basis of whether or not they help mitigate political

factors that increase the risk of a return to hostilities.

WHAT IS REQUIRED FOR SUCCESS?

Clear goals: Clear goals are critical, because — in the

chaotic circumstances that characterize the post-con

! Collier; Hoeffler, and Séderbom (2007).

flict period — everything seems to be needed at once,
and there may be many actors with differing priorities.
Each post-conflict situation is different, but in general,

economic growth programs should aim to:

* reestablish essential economic governance functions

and restore the government’s legitimacy;

*  boost employment and improve well-being as quickly

as possible;
address the root economic causes of the conflict; and,
* stabilize the economy and position it to grow rapidly.

Sensitivity to context: In the post-conflict context, there
must be heightened sensitivity to the political and social
dimensions of the conflict. Economic growth programs
must address these dimensions. Donors must consider
the nature of the conflict, the nature of the peace, and
the country’s level of development as it emerges from the
conflict. To be effective in such a sensitive political
environment, every rebuilding decision should include a
consideration of the impact it may have on the legiti-
macy of the government, on employment and improved
welfare, and on equity or perceptions of equity for the

various factions participating in the conflict.

A pragmatic approach: At the core of all donor-sup-
ported economic growth programs must lay a highly
pragmatic approach, based on an understanding of the
critical barriers to resuming growth. Such an approach
addresses simple issues first, removes barriers to the
informal sector, and is structured in a way that offers

the greatest immediate benefits in an equitable manner.

Host-country ownership: Post-conflict economic
growth programs need to be carried out with maxi-
mum host-country ownership of the reforms, using
national systems as much as possible. In addition,
initiatives should be developed through a well-coordi-
nated process that integrates multiple donors and the
host government. Donors need to make effective
coordination mechanisms a high priority from the

beginning,.

HOW SHOULD IT BE DONE?

Donors should begin work in multiple areas immedi-
ately and simultaneously, and begin early on to build

long-term capacity.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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Focus on the basics: Economic growth programming
should focus on the basics of a functioning economy,
with early emphasis on short-term effectiveness in
stimulating economic activity and creating jobs, rather
than on longer-term economic efficiency. In general,
short-term results should trump longer-term issues in
terms of programming choices. There are, however, no
hard-and-fast rules about these trade-offs. Judgment

must be applied in every case.

Establish priorities: During the immediate post-con-
flict period, there may be a narrow window of opportu-
nity to introduce difficult economic reforms. There also
may be extreme limits on the government’s capacity to
implement change. Often, so many changes are needed
that donors, working with the host country govern-
ment, have to set immediate priorities on the basis of
what will most quickly and most effectively generate

employment and stimulate the economy.

Understand recurring trade-offs: Substantial struc-
tural challenges and the ever-present risk of a return to
conflict mean that donors need to make decisions
quickly, balancing specific trade-offs that are much
more acute than in stable developing countries. Four

trade-offs recur:

¢ the need for ¢ffective economic solutions in the
short-term while moving toward more efficient

ones over time;

¢ the tension between the need to achieve tasks
urgently and the effect such actions (if they bypass
local institutions) might have on the government’s

perceived legitimacy;

¢ the conflicts that can arise between short-term and

long-term objectives; and,

e the desire to use the window of opportunity to
make dramatic economic reforms immediately
after the conflict, contrasted with most govern-
ments very limited absorptive capacity to manage

change.

Puay attention to sequencing: The termination of conflict
creates an immediate rebound of economic activity,
though typically not to pre-conflict levels. Donor and
government consumption of local goods and services
stimulates broader economic activity. Job-creation

programs generate a temporary upsurge in employment

and consumption. Donor and government investments in
physical and social infrastructure stimulate demand in the
short run and support growth in the medium and long
term. Regardless of the effectiveness of donor-financed
programs in the short run, however, it is the country’s
capacity to sustain economic growth that matters most for

long-term success.

Donors must work with local government and
non-governmental entities to quickly restore the
delivery of critical public services. This will almost
always require the use of external actors because of the
diminished capacity of host-country institutions
following a conflict. Donors should seek to associate
their activities and the activities of NGOs and
contractors they support with the host government in a
way that re-establishes its legitimacy. However, donors
should avoid “quick-fix” approaches that bypass
existing local capacity. Instead, donors should look for
opportunities to make use of local capacity and begin
rebuilding host-country capacity as quickly as possible.
A greater role for host-country institutions in deliver-
ing services will be one of the most effective ways to
re-establish the legitimacy of the host government.
Donors and the host government must also communi-
cate clearly and often to the public about what they are
doing together to meet people’s needs. These commu-
nications should be based on shared objectives for the
post-conflict recovery and informed by the work of

donor-host country coordination mechanisms.

The highly stylized diagram that follows illustrates how
post-conflict economic growth programming can be
approached. Early emphasis on providing humanitar-
ian assistance and expanding physical security must be
accompanied by programs to provide jobs and critical
public services, and reconstruct key economic infra-
structure. Rapid growth requires sound economic
policies to be established from the very beginning. In
the longer term, programs must build the host
country’s capacity to elicit the self-sustaining growth of
a healthy economy. As results are achieved in the
immediate post-conflict period, donors should assess
which initiatives should shift from an emphasis on
effectiveness and short-term results to a more tradi-
tional emphasis on economic efficiency and long-term

growth. The types of short-term programs that are



appropriate for creating jobs and improving well-being
immediately following a conflict cannot and should
not be funded in perpetuity by donors. There must be
the clear prospect of growth through sustainable,
productive, private-sector employment to displace
short-term donor programs. It must be kept in mind
that the patterns shown in the diagram are purely
illustrative; a great deal of flexibility must be built into
programs to allow them to respond to rapidly evolving

post—conﬂict circumstances.

WHAT SHOULD BE DONE?

In the short term: During the early post-conflict period,
donors may be required to carry out any or all of the
following, to ensure a successful economic transformation

and post-conflict recovery:

*  Vigorously promote local private-sector participa-
tion in relief and humanitarian assistance pro-

grams.

*  Phase down refugee camps as soon as possible, to
encourage displaced families to return to their previ-
ous economic activities, except where such activities

are no longer economically viable.

Ensure that the country has a viable currency,

accepted for trade and commercial transactions.

Ensure that the government can make payments
and collect revenues. Build the country’s capacity

to manage its fiscal responsibilities.

Avoid too much appreciation of the exchange rate,
such as that which can result from large donor ex-
penditures, which will reduce the country’s export

competitiveness.

Knock down as many obvious barriers to both
formal and informal economic activity as possible, as
quickly as possible. Such barriers could include ev-
erything from price controls to unnecessary admin-
istrative requirements. Consult widely with both the
public and private sectors to understand what needs

to be done to unleash economic activity.

Promote employment generation and stimulate
the economy. For maximum effect, do not place
undue emphasis on the ultimate sustainability

of the activities. Rather, the immediate goal is to
get labor and capital back to work, and quickly.
Employment generation programs should include,
but not be limited to, activities targeting ex-

combatants.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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Provide grants to a variety of groups, making

the time-limited nature of donor funding clear
from the outset. Grants may be made to support
government-managed public works, for example,
and should be made to a wide range of communi-
ty organizations, businesses, and conflict-affected

populations.

Reduce physical obstacles and eliminate barriers
to movement and commerce, particularly for rural
and agricultural markets. Promote the flow of
market information, and encourage the develop-
ment of regional and international markets for ag-
ricultural products. If needed, remove land mines;
make emergency repairs to power systems, roads,
railways, ports, and airports; restore basic utilities;

and establish modern communications systems.

Establish procedures for handling property and
contract disputes, including recognizing custom-
ary laws already in use. Establish a transparent,
binding process to resolve the claims of former
property owners returning to the country, balanc-

ing social and political constraints.

Do not view privatization as an all-or-nothing
choice. Sell small state-owned enterprises (SOEs)
to private investors or subject them to competi-
tion. Consider sustaining or restarting some of the
operations of larger SOEs to help generate em-
ployment. Avoid large, unsustainable subsidies to
large SOEs, however, and introduce measures such
as management contracts, hard budget constraints,
and competition. Keep in mind that the longer-
term objective is to ensure there will be effective
competition and, in many cases, privatization or

liquidation of SOEs.

Focus on local investment and local employers
(and possibly south-south investment) as a source
of increased demand. Do not rely on foreign
direct investment from developed countries to
generate this demand in the short term, because
most foreign investors will wait for the risk of

resumed conflict to abate before they invest.

¢ Ensure that basic economic data are collected to
monitor economic stabilization and the growth of

economic activity.

In the long term: As progress is achieved in each
programming area (which will occur at different rates
in different areas of activity) donors should shift away
from short-term fixes and increase their emphasis on
efficiency-enhancing, sustainable increases in produc-

tivity to maximize long-term economic growth.

Part 2 of the Guide, Best Practices, provides specific
recommendations for achieving short- and long-term
goals — and managing the transitions between them

— in each major sector of economic growth activity.



PART |

A NEW APPROACH TO

POST-CONFLICT RECOVERY

Forty percent of post-confflict countries return to violence
within a decade. In the urgent rush to help, donors do a
tremendous amount of good for many people, but nearly
half the time they fail to do what is needed to prevent a

return to violence.

Evidence shows that early attention to the fundamentals of
economic growth increases the likelihood of successfully
preventing a return to conflict and moving forward with
renewed growth. It is critically important to heed this evidence
and make early economic interventions an integral part of a
comprehensive restructuring and stabilization program.

While economic growth is not the sole solution to resolving
post-conflict issues, it can clearly be a significant part of the
solution.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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. Introduction

Bosnia, Kosovo, Serbia, Sierra Leone, Liberia, southern Sudan, Afghanistan, Iraq, and Timor-Leste: These are just

a few of the many countries in which USAID and other donors have implemented programs in the aftermath of

conflict. At times, programs have been carried out in the midst of continuing conflict. Much has been learned

from these engagements.

In abmost every case, recovery has been slower than

desired. Transforming and restructuring the economy

has frequently taken years longer than imagined.
Recent analysis indicates that 40 percent of all
post-conflict countries return to violent conflict within
a decade.?In the urgent rush to help, donors do a
tremendous amount of good for many people, but
nearly half the time, they fail to do what is needed to

prevent a return to violence.

The growth rebound following a conflict has almost
never been as robust as it could have been, because
insufficient attention has been paid to policies and
programs that would most effectively accelerate
growth and jobs. As a result, living standards have
remained low (below pre-conflict levels) longer than
necessary. Employment opportunities and improve-
ments in well-being, however, are critically important
for people dealing with an uncertain future. The delays,
in turn, have reduced confidence in the legitimacy of
the terms on which the conflict was ended and have

contributed to the likelihood that conflict will resume.

‘This Guide to Economic Growth in Post-Conflict
Countries proposes a different approach. It draws upon
lessons learned and reflects a growing consensus that
early attention to the fundamentals of economic
growth increases the likelihood of preserving peace and

moving forward with renewed growth.

By implementing economic growth programs in the
immediate aftermath of conflict, donors can better
addyess the underlying causes of conflict and reduce
the probability that it will return. The traditional
approach follows discrete phases: humanitarian assis-
tance, maintenance of security, and democracy-building,

only later followed by economic growth programs. The

2 Collier, Hoeffler, and Séderbom (2007).

Box I.1 A New Way of Thinking about Sequencing

Economic Growth Activities

In providing assistance to post-conflict countries,
there has been a tendency to follow a phased,
discrete, and largely non-overlapping sequence of
efforts: first, relief and humanitarian assistance are
provided; second, soldiers, refugees, and internally
displaced persons are reintegrated; third, physical
infrastructure is rebuilt; and last, economic reforms
are put in place.? But, as Lewarne and Snelbecker*
among others, have argued, following such a model

for the rebuilding process may not be sound.

Paul Collier; professor of economics at Oxford
University and leading expert on African economies,
argues that external peacekeepers and robust
economic growth have proven to be more critical
than political reform in preventing a return to
conflict.® Accordingly, many interventions geared

to facilitate economic growth can and should be
implemented at the very beginning of the rebuilding
process. Such an approach may involve early policy
reforms in taxes and regulation of production and
trade. It may also include changes in organizational
structures, such as strengthening the central bank and
reordering other government institutions (e.g., police,

courts, or registrars that protect property rights).

relief community already has begun to abandon this
obsolete “relief to development continuum” concept.
This Guide urges the relief community to accelerate that
change of practice and to rely even more on programs

that leverage and strengthen markets while saving lives

3 See Haughton (1998).
4 Lewarne and Snelbecker (2004).
5 Collier, Hoeffler, and S6derbom (2007).



and alleviating suffering. The Guide also asks economic
professionals to accept that short-term considerations are
immensely important to the success of post-conflict
economic growth programs. Distributional conse-
quences must always be a central part of their calculus.
All parties, particularly economic planners, need to
develop “conflict-sensitive” programs, taking into

account the local political and social context.

The Guide is not a checklist. It does, however, provide
the basis for practitioners to construct checklists of
activities for specific post-conflict situations. Part 1
describes the economic impact of conflict and suggests
ways to set priorities for accelerating growth in a

post-conflict environment:

o Chaprer II describes what makes post-conflict
countries different from other developing coun-
tries, differences that are critical for program

content and design.

*  Chapter III discusses key considerations for economic
growth programming, in response to the unique

circumstances of specific post-conflict countries.

*  Chapter IV provides concise, summary guidance
on the types of economic growth programs that
need to be in place immediately following the
cessation of violence and for programs that may

follow in later phases.

Part 2 of the Guide, Best Practices, combines the
principles set forth in Part 1 with lessons learned from
post-conflict experience, to suggest specific best

practice interventions in seven key sectors:

e Chapter V: Macroeconomic Foundations
A. Fiscal Policy and Institutions
B. Monetary Policy and Institutions

e Chapter VI:  Employment Generation
o Chapter VII:  Infrastructure
e Chapter VIII: Private-Sector Development

A. Private-Sector Enabling Environment

B. Enterprise Development
o Chapter IX:  Agriculture
o Chapter X: Banking and Finance
o Chapter XI:  International Trade and Border

Management

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES

Box 1.2 Post-Conflict vs. In-Confflict

The body of knowledge about effective economic
growth programs and priorities is greater for post-
conflict countries than it is for countries in the midst
of conflict. Accordingly, more attention is paid to
post-conflict countries in the Guide. Nonetheless,
it might be possible to base planning for countries
in the midst of conflict on the guidance offered
here. Once drafted, such plans should be revised
periodically to reflect the depth of dislocation and
destruction from an ongoing conflict. Having such
plans in place will facilitate rapid initiation of a post-

conflict program.

For countries where an ongoing conflict is limited
to specific geographic regions, programs and policy
reforms often can be pursued on a national basis, as
well as in relatively stable areas not directly affected
by the violence. In Colombia, for example, USAID
programs have helped achieve more rapid national
economic growth. This has created substantial
economic opportunities, which have reduced both
the incentives for and the feasibility of continuing
conflict in the affected regions.Where conflict is
largely restricted to part of a country, programs
should also anticipate and help facilitate the eventual
reintegration of that area and its people into the
national economy. (The exception, where devolution
is part of the peace agreement, is not addressed
here.) In the midst of conflict, it may be difficult to
get political support for such programs, but their
value will become evident once the conflict is

resolved and the rebuilding process is ready to begin.

3
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ll. Special Circumstances and Characteristics
of Post-Conflict Countries

Context matters enormously when developing
immediate, short-term, and long-term programs to
promote growth in post-conflict environments. This
chapter discusses the key characteristics of countries
emerging from conflict and describes the aspects of
their economies that are accentuated or caused by

conflict.

The characteristics of post-conflict countries are
Sundamentally different from those of stable develop-
ing countries. For this reason, a different approach to
programming is required. Standard economic pro-
grams, designed to address familiar development
problems, often are inappropriate or ineffective in
countries emerging from conflict. In these environ-
ments, effective programs require an understanding of
how economies change during conflict. It also is
important to understand what traditional post-conflict
recoveries have looked like and why those traditional

recoveries have often been inadequate.

The economic environment brought about by conflict
increases both the costs and the risks of engaging in
commercial activity and investing. During conflict,
the basis for vibrant private-sector activity and robust
growth is eroded. Conflict reduces physical security,
drives up inflation, and destroys the value of savings.

It threatens the rule of law, reduces the security of
property rights, causes capital flight, shrinks the size
and geographic scope of markets, dries up access to
credit and financial services, drives away public- and
private-sector managers and skilled labor, and destroys
schools, clinics, hospitals, and strategic infrastructure
for water, sewage, electricity, telecommunications, and
transport. Conflict also reduces the scope of regulation
and taxation, deprives the state of revenues to provide
essential public services, drives economic actors to
engage in safer, shorter-term transactions, and rewards
activities — many essential but some illicit and unsavory

— that profit from conflict-driven opportunities.

Economic growth programs must restore confidence
by reducing the higher-than-normal costs and
lowering the elevated risks of doing business. In
designing programs, however, planners face a host of

challenges as conflict subsides or is brought to an end:

* significant insecurity
* macroeconomic instability and uncertainty

* reduced rule of law and protection of property

rights
¢ limited access to credit and financial services
e damaged or destroyed infrastructure

e aloss of skills in the private sector and

government
 distorted labor markets
¢ distorted regulation of economic activity
* poor tax enforcement and collection

* a high proportion of informal economic activity

PATTERNS OF POST-CONFLICT
GROWTH

The “normal” pattern of recovery after conflict is
marked by an initial burst of economic rebound
activity but relatively disappointing progress
thereafter. One World Bank study® analyzed per capita
growth rates from 1974 to 1997 in 62 post-conflict
countries and found an inverted U-shaped curve for
post-conflict growth. Typically, although growth
rebounded in the first two- to three-year “peace-onset”
phase, it generally was not above average. Then, in
years four through seven, above-average growth rates
were achieved. The study states, “We have also found
that there appears to be no supra normal growth effect
during the first three years of peace, or beyond the
seventh year of peace.” Even when growth does
rebound following a prolonged conflict, it generally
takes a decade or more for a country to recover to

pre-conflict levels of income and well-being.

é Collier and Hoeffler (2002).



There are at least four sources of post-conflict growth:

1. Rebound: First, economic activity rebounds, due
to increased physical security. This rebound is
highly visible and involves many new economic

actors who were not active during the conflict.

2. Donor consumption: Second, an increased
presence of donor agencies generates demand for
local goods and services. This donor consumption
stimulates demand for services such as housing,
restaurants, hotels, and dry cleaners that serve
a small, high-income clientele. Donor demand
also may increase the cost of local professional
expertise and skilled labor, which donor field of-
fices need to operate and carry out programs. This
effect can be particularly significant in smaller
economies. Although it will stimulate the econ-
omy, donor consumption by itself is unlikely to

generate long-term, sustained growth.

3. Donor investments: The third source of growth
is the demand generated by donor investments
in a wide range of public goods. Investments
may range from agricultural rehabilitation and
extension programs, health clinics, and schools
to large infrastructure projects. A rapid surge in
donor consumption and/or investment spend-
ing, however, risks increasing the exchange rate,
thereby making the country’s exports less com-
petitive. Donors and governments must take care
to prevent this effect, known as “Dutch disease,”

from slowing the recovery.

4. Self-sustaining growth: The final source of
growth is the resumption and expansion of inter-
actions among all participants in the economy.
This natural, self-sustaining growth is the sign of
a healthy economy with a sound policy environ-
ment. Ideally, this growth occurs at a significantly
faster rate than before the conflict began, due
to changes brought about through post-conflict
policy reforms and economic growth programs.
Regardless of the effectiveness of donor-financed
programs in the short run, it is the country’s
capacity to sustain economic growth that matters
most for long-term success and which ultimately

permits donors to step aside.

KEY COMMON CHARACTERISTICS
OF POST-CONFLICT COUNTRIES_

Donors face a broad array of common challenges
in post-conflict environments. Any or all of the

following may be present:

A lack of security: The salient characteristic of
post-conflict countries, and the factor that affects
programming more than any other, is the degree to
which there is enough security to move about and
interact with the population. There may be different
degrees of security in different parts of the country.
This may limit the geographic reach of programs and
policies during the immediate post-conflict period.

It is important to increase steadily the degree and
geographic scope of security, not only through polic-
ing and the visible presence of armed authorities, but
also through political and economic means. This may
involve negotiating with aggrieved parties, resolving
issues about which groups can exercise authority, and
gradually achieving and demonstrating the economic

benefits of adhering to the peace agreement.

High unemployment: Most segments of the economy
rebound quickly and visibly. Construction, in particu-
lar, might be booming in the post-conflict capital city.
Nonetheless, it is important to remember that it will
take many years for economic activity to fully recover

to its pre-war level. Thus, unemployment of labor (and
capital) may be exceptionally high in relation to the
pre-conflict period or to similar non-conflict countries.
Many of the newly unemployed may be ex-combatants
or others who are perceived, due to behavior patterns
developed during the conflict, as posing ongoing risks to
peace and security. Generating employment is one of the

keystones of immediate post-conflict programs.

A need for rehabilitation and replacement of physical
infrastructure: The country’s physical infrastructure is
likely to have been significantly damaged or disassembled.
Frequently, the neglect of basic maintenance is an even
greater problem than destruction and vandalism. During
a lengthy conflict, a cumulative lack of maintenance re-
sults in infrastructure that must be reconstructed because
it is beyond salvaging. Of particular interest to enterprises,

the electricity grid may have shrunk to a narrow and
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Road rehabilitation
south of Jalalabad,
Afghanistan, makes
goods and services
more accessible

to families and
businesses, and allows
local producers to
reach larger markets.
(USAID/Afghanistan)

6 USAID

unreliable core. Roads are likely to be in poor condition
because they have not been regularly maintained. Ports
and airports often are inefficient and under-maintained;
they frequently serve as focal points for corruption. Clin-
ics, schools, housing, and other social infrastructure may
have suffered substantially from the need to compete

for limited resources. Donors in conjunction with the
host-country government must decide quickly which
infrastructure merits emergency restoration and which
infrastructure can be rebuilt after lengthier public procure-

ment procedures.

Weak host-government administrative capacity: During
protracted conflict, many of the most capable government
managers and other educated members of the workforce
flee the country. Most will be slow to return. As a result,
the post-conflict government’s administrative capacity

is likely to be particularly weak. Meanwhile, positive
economic results are urgently needed to strengthen the
new government’s legitimacy and stability. The need to
produce quick results may present unusual requirements
for donors helping to rebuild basic government functions.

Rather than just serving as advisors, donor-funded foreign

experts may need to be thrust into line responsibility,
actually managing some civilian government functions (as
was done in Kosovo). An external military body, such as

a United Nations-led military force, may need to serve as
the country’s primary police force. Donors may need to
negotiate with host-government leaders to achieve a work-
ing compromise on the division of sovereign authority in
some civilian areas. The speed of donor response in the
post-conflict period is critical, so donors must accelerate
the design of programs and the process of contracting and

mobilizing foreign experts.

A disproportionate impact on women: Economic
disparities for women often increase disproportionately
during conflict. There may be a higher-than-usual share
of women-headed households, with their corresponding
economic hardships. This makes it all the more urgent to
include women in transitional employment-generation
programs and to improve the enabling environment so

that women can participate fully in the economy.

The presence of multiple donors and aid organiza-
tions: There almost always are a large number of donor

governments, multinational organizations, and inter-



national NGOs on the ground, anxious to implement
reconstruction and stabilization programs. Each may
have different priorities, as well as different views on
how priorities should be pursued. It is critically im-
portant to establish a process for information-sharing
and coordination — both among donors and between
donors and the host government — to agree upon policy
issues and avoid working at cross-purposes or duplicat-
ing efforts. This is easier said than done. Coordina-

tion involves agreeing upon a leadership structure and
deciding who has the authority to convene a central
coordinating body. Donors and host governments also
need to establish multiple working groups to deal with
the bureaucratic and technical complexities involved in
responding flexibly and effectively to a rapidly evolving
post-conflict environment. The workload associated with
the coordination process often seems overwhelming to
understaffed donors and weak host-country administra-
tions, but effective coordination is paramount given the
large resource flows in play and the high risks of a return
to conflict. The critical importance of process issues can-

not be overemphasized.

THE POLITICAL AND SOCIAL
CONTEXT

Programs to address post-conflict problems must
confront as directly as possible the factors that led to
the conflict, taking into account the fragility of the
political environment. They must be “conflict
sensitive” in a way that programs designed in other
developing countries are not. Post-conflict countries
suffer from the same litany of problems as other
countries at comparable income levels, but their
problems go much deeper and are in key ways
fundamentally different as a result of conflict.
Infrastructure maintenance, for example, often is
inadequate in developing countries, resulting in high
costs or poor service for individuals and enterprises. In
many post-conflict countries, however, infrastructure is
not just in poor condition, it is nonexistent. It may
have been destroyed or not maintained at all during the
conflict. In deciding which infrastructure to rebuild,
donors and governments need to take into account not
only the infrastructure’s contribution to the resumption
of economic activity, but also the distribution of

benefits among parties to the conflict.

Post-conflict countries are also different from each
other. How different depends to a great degree on the
extent and duration of the conflict and on how it
ended. How long did the conflict last? Was it nation-
wide or more limited in geographic scope? How much
damage was done to physical infrastructure and to
social and political institutions? How was the conflict
stopped? How extensive was the disruption of com-
merce and general economic activity? What needs to be
rebuilt for such activities to resume? What can be

replaced with new technologies and practices?

Politics of the Conflict

Understanding the politics of the conflict is vital. What
fueled the conflict? Did the peace agreement help resolve
underlying hostilities or did it postpone dealing with
fundamental issues? Does the peace accord open up the
possibility of using assistance to address these fundamental
issues, or not? How fragile is the peace as a result of
whatever accord was reached to stop fighting? What are
each side’s expectations, as expressed in political settle-

ments? How is power to be shared?

Inequity and Discrimination

If inequity and discrimination were critical to a
conflict, and they almost always are, they will be
present in the new government’s economic decision-
making; they often override considerations of
economic efficiency. The issues that led to conflict will
always be present, and are often foremost in the minds
of the country’s political and social leaders. Sources of
hostility may be very deeply rooted and therefore very
difficult to eradicate. For a Kosovar, for example, the
roots of conflict may be traced back 700 years. The
new government may not be in a position to mitigate
inequity and discrimination, even if it has the will to
do so. In the worst case, the government may only pay
lip service to issues important to minorities and the

political opposition.

Donors need to encourage and promote inclusive
national processes and ensure that programs are
equitable. The driver of conflict, whatever it was, must
be addressed by all aspects of post-conflict programs,
and especially by economic planning. As noted by Dr.
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Richard Caplan, professor of international relations at

the University of Oxford:

“[E]conomic regeneration is critical for the
establishment of a sustainable peace in the after-
math of violent conflict. Economic deprivation
can be a source of civil strife, especially in soci-
eties where economic disparities coincide with
ethnic, religious, tribal or other kinds of social
differentiation. Where these disparities have
generated frustration severe enough to have led
to civil war, it is vital to take measures in the
immediate post-war environment to promote
economic development that can improve the
general welfare and thus weaken the economic

foundations of political violence.”

Powerful interests

In addition to perceptions of inequity, there is the
reality of powerful old interests that may attempt to
revive the former social and political structure of the
economy, in order to recreate their privileged position.
The ownership structure of the economy that existed prior
to the outbreak of conflict typically is reinforced by a
dense network of personal relationships. If representatives
of old interests are present in the post-conflict govern-
ment, there may be a concerted effort to press donors into
financing the rebuilding of old ownership structures,
rather than transforming them and subjecting them to
competition. According to a recent report on market

development in crisis-affected environments:

7 Caplan (2007).

“Underlying most market failures are power-

ful monopolies, only sometimes based on true
competitive advantage. More often, they are
based on ethnicity, political and family con-
nections, military control, or bureaucratic
control, which reaps rewards for corrupt of-
ficials. Market development programs attempt
to understand, transform, work around, or
confront such powerful market interests to open

markets . .. 78

To achieve rapid growth while addressing issues of
equity and bringing about a structural transformation
of the economy, donors must continuously deepen

their understanding of the country’s political economy.

Planning for economic growth programs must be
based on more than narrow, technical considerations
of economic efficiency and growth stimulation. It must
also be effective at opening up opportunities and
increasing inclusiveness. Programs must be judged in
part on the basis of whether or not they strengthen one
party to the conflict. The ex-ante economic structure
should not simply be rebuilt. Are the perceived inequi-
ties that led to conflict mitigated or reinforced by the
rebuilding program? How can programs increase the
perception of equitable treatment for all parties and still
be effective in bringing about renewed growth and
employment? The relentless pursuit of economically
efficient solutions must be tempered by the need to
demonstrate fairness and inclusiveness for economically
disadvantaged populations, while remaining mindful of
the need to move toward economic efficiency to assure

sustainability in the long term.

8 Nourse et al. (2007).



Post-Conflict Economic Growth

Programming — Some Fundamentals

Economic growth programs must be developed as an integral part of a comprehensive restructuring and stabiliza-

tion program. The broader program will include investments in political and economic governance, interventions

for social services such as health and education, the provision of humanitarian assistance, and the maintenance of

peace and security — without which there is little prospect for economic growth.

CLEAR GOALS

Clear goals, an awareness of key themes, and an
understanding of recurring trade-offs are important
Jor success. Clear goals are critical, because, in the
chaotic circumstances that characterize the post-con-
flict period, everything seems to be needed at once and
there may be many actors with differing priorities.
Each post-conflict situation is different, but the
following objectives can serve as a starting point for

designing economic growth programs:

* reestablish essential economic governance func-

tions and restore the government’s legitimacy

* boost employment and improve well-being as
quickly as possible
* address the root economic causes of conflict

e stabilize the economy and position it to grow

rapidly

SEQUENCING AND PROCESS

Economic growth programs in post-conflict environ-
ments, in contrast to those in stable developing
countries, require donors to devote significant resources
to non-traditional programs and to change how they
implement programs in order to achieve results more
quickly. Programs must be developed in a way that takes
into account the country’s key characteristics. For
example, to achieve rapid results in spite of a country’s
weak institutional capacity, donors may have to become
directly involved in repairing and constructing public
infrastructure, rather than waiting for multilateral

development banks to design and finance such programs.

Other examples of how donor processes must adapt to the
needs of post-conflict environments are discussed in the
next section of this chapter, Recurring Trade-Offs.

Implementing economic growth programs in
post-conflict environments requires much greater
attention to process issues than in most developing
country contexts. There must be particular emphasis
on the quality of coordination among donors and with
the host government, which in turn depends on field
staff specially trained to deal effectively with post-con-
flict issues. Ideally, donors and the host government
will develop shared objectives for the post-conflict
recovery and put in place mechanisms ranging from
frequent high-level consultations to regular, sector-
specific working groups. Mechanisms such as these will
help to avoid duplication of effort, ensure timely
implementation, and identify programming gaps and
needed adjustments in ongoing programs. Time and
again, practitioners have pointed out how critical it is
to act on the basis of information learned through
public—private-sector dialogue. Donors must consult as
broadly as possible with all stakeholders, coordinate
closely with the government (and in particular with
any champions of reform), and communicate clearly
and often with the public about what the donors are
doing with the government and host-country institu-
tions to meet people’s needs. To cope with inevitable
resistance to change, donors must follow sound
change-management practices. Flexibility must be built
into programs, allowing them to respond to rapidly

evolving post-conflict economies.

What have we learned about sequencing donor
interventions in post-conflict countries? Donors
traditionally have not focused immediately on the reform
of economic policies and institutions, but rather on

physical reconstruction, human capital recovery, and the
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social and economic reintegration of former combatants,
refugees, and displaced persons. All these are important
aspects of post-conflict recovery. However, economic
policy reforms, small-scale privatizations, market liberal-
ization, and anti-corruption reforms should also be
pursued vigorously and early in the post-conflict period,
limited only by the host government’s capacity to
implement them credibly and effectively. Donor pressure
for reforms can be a determining factor in their adoption,
strengthening the hand of reformers in government. Still,
donors should generally be careful not to undermine
host-country ownership of the reforms to ensure the
reforms are sustained. The purpose of this new approach,
which focuses earlier on taking the steps necessary to

re-start economic growth, is to bring about:

* adramatic shift from widespread humanitarian
assistance administered by foreign donors to an
environment where viable livelihoods are delivered

through the private sector

* a transformation of the pre-conflict economic
structure through the pursuit of feasible economic
policy reforms, which will increase both equity

and the potential for growth

The highly stylized diagram on the following page illustrates
how post-conflict economic growth programming can be
approached. Early emphasis should be placed on providing
humanitarian assistance and expanding physical security.
Without physical security, the likelihood of economic growth
is greatly reduced. Donors should immediately and quickly
build up programs, including the provision of key public
services and reconstructing infrastructure, to stimulate
economic activity and generate employment, while continu-
ing to implement security measures. In addition, donors
should focus immediately on supporting economic
stabilization through improved macroeconomic manage-
ment; this tactic will later yield significant benefits. Donors
should also act quickly to support policy and legal reforms
that will increase the potential for economic growth. Later, as
job opportunities begin to increase because more employers
offer sustainable, productive jobs, donors should phase down
and eliminate their programs for creating economic demand
and jobs. At this point, donors should turn their focus to
efficiency-enhancing programs that will help stimulate rapid,
sustained private sector-led growth. By combining a
private-sector orientation with policy reforms and programs

Box lll.1 Learning and Leadership

For both donors and government leaders, the
learning process about how rapidly economic
reforms can be introduced and what is required
for success will continue throughout planning and

implementation.

Following the 1994 national elections in Mozambique,
for example, the new vice minister of finance set
about reforming the corrupt, inefficient customs
administration. She politely turned down assistance
offered by donors.A year later; after concluding

that unassisted internal reform would not achieve
her goals, she obtained assistance from the United
Kingdom to carry out a comprehensive restructuring.
Although this effort continued for more than a
decade, within two years it produced many of the

results the vice minister had been seeking.

Collaboration produces sustainable results, but it
also requires local ownership, strong leadership,

and patience when the reforms are profound.

to strengthen markets, donors can increase prospects for
maintaining peace and renewing economic growth.
‘Throughout the post-conflict period, donors should pay close
attention to policy reforms, which will increase the chances of
success for all programs. The overall donor effort will change
in its composition as the recovery unfolds, but it should
remain robust for several years following the initial buildup. It
is important to keep in mind that the diagram is purely
illustrative, and programming must retain a great deal of
fexibility to deal with unforeseen developments and the pace

of economic recovery.

Chapter IV contains a more detailed presentation of

economic growth programming suggestions.

SERVICE DELIVERY AND HOST-
COUNTRY CAPACITY

The success of post-conflict economic growth pro-
grams will depend heavily on re-establishing security,
rebuilding the effectiveness of host country institu-
tions, and establishing legitimacy. “Sustaining the
peace ... depends on the capacity of public



Figure lll.1 Post-Conflict Economic Growth Program Emphases

administration to restore service delivery, reconstruct
infrastructure, and reintegrate those who have partici-
pated in or suffered from conflict into a more unified
polity.”® However, the host country’s capacity to carry
out these critical missions is generally inadequate in the
aftermath of conflict. Donors must quickly assess the
existing capacity and use other actors to fill the highest
priority gaps. However, donors should seek to associate
their activities and the activities of NGOs and
contractors they support with the host government in a
way that re-establishes its legitimacy. At the same time,
donors and the host government must begin the
process of rebuilding host-country capacity as soon as
possible. Ultimately, the host government’s legitimacy
will depend in part upon its effectiveness in ensuring

the provision of public goods and services.

Security, effectiveness and legitimacy ave interrelated.
Citizens tend to withdraw legitimacy from a government
that cannot deliver services effectively. Effectiveness is
connected to security because citizens engaged in schools
and jobs, with hope for improving their well-being, are

less likely to engage in crime or insurgency.

? Rondinelli (2006).
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Service-delivery activities that bypass existing local
capacity should be minimized. Donors and humani-
tarian NGOs are often best positioned to take the lead
in providing essential services and responding to
immediate needs. However, donors should already be
looking for opportunities to make greater use of
existing local capacity. If donors rely too heavily on
external actors, they may diminish rather than build
local capacity, risk creating dependency, and reduce the
chances for sustainability. While donors must act
urgently to save lives and restore essential services, they
must also be acutely aware of the risks of continuing in
a rapid-response mode and build local capacity to

replace expatriate organizations over time. '’

Donors and the host government must clearly
communicate how they are working together to meet
people’s needs. Communications are vital throughout
the post-conflict period to establish realistic expecta-
tions, gain the confidence of all parties, and build
public support. Communications also need to
emphasize how donors and the host government are
collaborating to ensure a robust post-conflict recovery
program. These messages play a critical role in strength-

ening the legitimacy of host-country institutions in the

0 Brinkerhoff (2007).



eyes of its citizens. “(It is) not just what an organization
does, but how it frames and communicates what it

does, (that) is important for legitimacy.”"!

Donor programs to deliver services and to increase
the effectiveness of host-country institutions must go
hand-in-hand. Donors should establish explicit
objectives for expanding and improving service delivery
with an increasingly greater role for host-country
institutions over time. This will require a host of
programs and a substantial investment of leadership
and staff time coordinating with the host government.
Examples include rebuilding a functioning civil service,
installing basic management systems, controlling
corruption, making health care and schooling available,
restoring roads and transportation networks, and
providing social safety nets. For effective basic services,
the capacity of the private sector and civil society in
developing country post-conflict settings will be

equally critical.”

1" Brinkerhoff (2005).
12 Brinkerhoff (2007).

In weighing the advantages and disadvantages of
different approaches to assisting post-conflict countries,
donors should consider the factors set forth in the

following table."

RECURRING TRADE-OFFS

In post-conflict countries, substantial structural
challenges and the ever-present risk of renewed
conflict mean that donors need to make decisions
quickly, and on the basis of specific trade-offs that
are much more acute than in stable developing
countries. The key trade-offs that tend to arise again
and again are urgency vs. legitimacy, effectiveness vs.
efficiency,™ short term vs. long term, and window of

opportunity vs. absorptive capacity.”

13 The table is based on Blair (2006).

Effectiveness can have different meanings in different con-
texts. Here, the term means doing what works without
regard to its sustainability or economic cost. Efficiency
here follows the economic definition, meaning that which
will cost society least in the long term.

While there often is overlap and these categories are not

TABLE I11.1 POST-CONFLICT SERVICE DELIVERY MECHANISMS

Civil Service Monitoring

competition

Devolution

Line bureaucracy

price

Tailored services
Flexible

Citizen control
Local
accountability

Experience in place
Incremental
expansion feasible

Insider privatization
sell-offs

Local elites dominate
Local corruption
Increased inequality
among localities

Bad habits persist
Serious reform more
difficult later on

Easily corrupted

Local expansion
Fragmentation of
career services
Opposition to
decentralization

Main service
delivery agency

Approach Advantages Disadvantages
PP 3 g Role and Control
Expensive
. . No local i il
Contracting through and/  Quick o local capacity buile
o . Not accountable .
or providing grants to Quality work Marginal Donors
. > . except to donor
foreign organizations Least corruption .
May undermine
legitimacy
uality of work .
. Quality . More expensive than
Domestic NGOs Less expensive . Donors
: host government Marginal ) -
Flexible work force Public opinion
L ) Cannot meet all need
ess corruption
Market failures
. Consumer choice Imperfect consumer Minimal
Private sector . . .
drives quality and knowledge involvement Market

Local citizens

Accountability
mechanisms of
central government




Urgent vs. legitimate

Urgent action designed to take advantage of an early
window of opportunity for reform must be weighed
against the effect such actions — if they bypass local
institutions — may have on the government’s perceived
legitimacy. Mistakes will be made in judging among all
the proposals for urgent action, but there should be due
consideration of each action’s effect on legitimacy. To
illustrate this point, consider the passage of a new
company law in the belief that it is needed to encourage
business activity and investment. Donors might believe
that such a law needs to be promulgated quickly, even
before a parliament has been formed or even if it means
pushing an imperfect law through parliament. If the law s
not widely seen as legitimate, however, doing so could
weaken the credibility of the government. In one such
case, prior consultation with the intended beneficiaries of
this law might have revealed how unnecessary this step

actually was in practice.

Effective vs. efficient

Effective, immediate solutions are not always
efficient, but may be important in some situations.
In post-conflict settings, there often is not time to
await the benefits of economically efficient solutions or
arrangements, because results must be achieved very
quickly to mitigate the risk of instability and a return
to conflict. A clear illustration of this trade-off is the
role of informal activity, which is likely to have
increased dramatically during a conflict. Most post-
conflict governments, however, want to establish their
authority over economic actors. Their first instinct may
be to limit informal activities, particularly where they
compete with state-regulated industries. In general,
however, governments should not seek to discourage
informal enterprises in the aftermath of a conflict. If,
for example, the national power grid has collapsed,
small private electricity suppliers may be meeting the
needs of residential and small-business consumers.
Although these informal suppliers are both costly
(economically inefficient) and not legally constituted
enterprises, the effective policy is to permit them to

continue to provide electricity as long as their services

mutually exclusive, each of these trade-offs makes a useful

distinction in practice.
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are in demand. This principle applies to almost all
post-conflict informal sector activity, with the excep-

tion of clearly criminal activities.

Short term vs. long term

Donors must be careful to prioritize short-term vs.
long-term programmatic needs. Post-conflict environ-
ments require extensive reforms, but do not require all
of them immediately. For example, foreign direct
investment is tremendously important for a country’s
long-term economic growth. In the short term,
however, it generally is counterproductive to devote
significant resources to attracting foreign investors, who
are unlikely to enter the market before investment
conditions justify it. They may have deep pockets and
bring new technologies and markets, but foreign
investors typically are less willing to risk their capital
than local investors, and often are less well-informed
about the true investment risks in a post-conflict
situation. In addition, devoting resources to attracting
foreign investors would divert government attention
from the most likely providers of early investment and
jobs: local investors and employers (and possibly
south-south investors). In the short term, the govern-
ment needs to take pragmatic steps to stimulate
demand and create jobs, rather than focusing on a

long-term payoff from foreign investment.

Window of opportunity vs. absorptive
capacity

In considering this trade-off; donors should be very
selective, introducing a set of changes that will
produce positive effects without overwhelming the
government's capacity to manage change or society’s
capacity to absorb it. The window of opportunity vs.
absorptive capacity trade-off will arise immediately

with a large number of proposals for change, requiring

13
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donors to exercise judgment along several dimensions.
At the end of a conflict, a break with the past fre-
quently opens a window of opportunity for reform.
There is a chance to introduce new, improved practices
and to change economic governance structures as a
new administration takes office. Although many
“stroke-of-the-pen” liberalizing reforms require little or
no absorptive capacity, there are also many policy,
procedural, and technological changes which, while
highly desirable, require the government and civil
society to have substantial technical and institutional
capacity. In evaluating the trade-off between a window
of opportunity and absorptive capacity, donors must
judge whether the country’s institutions, leaders,
managers, and human resources are willing and able to

implement and manage change.

In some cases (as is argued in Chapter X: Banking and
Finance) older “tried-and-true” methods will more
readily restore the functioning of the economy or of a
specific sector than better or more modern methods,
because of the time required to train everyone in the
new system. In other cases, a modern system is so
superior to an older tried-and-true system that the
payoff from reforms and restructuring makes it worth
the investment. Examples of this principle include the
use of information technology in financial management
systems (which can also be a useful tool for limiting
corruption) and the leap to cellular telecommunications

instead of restoring and relying on landline telephones.

UNINTENDED CONSEQUENCES

As donors act urgently to mount post-conflict programs,
their very presence and the influx of large resource lows
may result in a number of unintended consequences

that can set back the recovery they are secking. Examples

of unintended consequences include:

 displacement of the local private sector by over-

reliance on NGOs and expatriate contractors;

* undercutting the legitimacy of the new host gov-
ernment by failing to include its visibility in the

service delivery process;

* driving up wages and salaries, especially of skilled

labor; and,

e weakening of host country institutions by donors,
NGOs, and contractors aggressively hiring away
their best staff.

Also, a large donor response can lead to rapid inflation
and/or appreciation of the currency, a condition
known as “Dutch disease,” that can both slow down
and distort economic growth. Donors and the host
government should monitor the economy for signs of
Dutch disease and take appropriate measures to

mitigate its effect on economic growth.

In general, donors need to be alert to the unintended
consequences of their assistance and should attempt to
minimize them as they design and implement post-
conflict assistance programs. The second part of the
guide, Best Practices, provides examples and guidance
on dealing with these dilemmas and trade-offs in

specific sectors.



IV. Deciding What To Do When —
Prioritization and Timing

Each post-conflict situation is unique; there can be no single checklist for all situations. Nonetheless, there are key

elements that need to be included in most post-conflict strategies. This chapter discusses those elements and

describes the importance of conducting a rapid assessment, which is needed to set more detailed priorities. It also

provides broad guidance on the types of programs that are appropriate during the immediate post-conflict period

(usually two to three years in length) and those needed during later phases. This chapter will help planners verify

the degree to which their programs (along those of other donors) address the fundamental economic issues.

Post-conflict work is commonly referred to as “rebuild-
ing,” but this term may create the mistaken impression
that the idea is to put things back the way they were. It is
important to keep in mind that the way things were
contributed in some way to violent conflict. Accordingly,
the donors’ task is simultaneously to bring about
stability, a recovery of basic economic activity, and a
structural transformation of the economy that will
mitigate the economic factors underlying the conflict
and position the economy to grow rapidly. Planners
should not underestimate the challenges of doing all this
effectively but know that it can be and has been done

successfully.

RAPIDLY ASSESSING ECONOMIC
CIRCUMSTANCES

Time may not permit thorough analysis, but a rapid
assessment of a post-conflict country’s circumstances
and characteristics is a vital early step. In the
aftermath of a conflict, programming should start
immediately. Because there is not time to conduct the
detailed but time-consuming analysis that is a prerequi-
site for programming in stable developing countries,
assessments to inform programming must be done
rapidly. In designing economic growth programs,
donors need to address a number of key questions.
How badly has conflict disrupted commerce and
productive activity? Are markets functioning? If not,
what is preventing a resumption of market activity? Are

some markets missing altogether?

Informal assessments, based on consultation with a
wide range of economic actors, can provide vital
information about what needs to be done early on.

If a lack of physical security for expatriates limits

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES

mobility, donors can develop systems that rely on local
employees and organizations. Business people and
informal entrepreneurs, in particular, can report on
developments in local markets and provide regular
information on attitudes, prices, and the availability of
goods and services. To understand developments in the
economy, frequent interaction with local economic

actors is strongly encouraged.

Assessments should include basic information about the
state of the economy, in addition to extensive informal
consultations and data gathering. This information should
be related to the causes of conflict. Rapid assessment tools
are available from various organizations. The 2005
USAID publication “Conducting a Conflict Assessment:

A Framework for Strategy and Program Development” is

Box IV.I Using Informal Assessments

Mozambique in the mid-1980s followed a Soviet-
inspired regime of price controls. In this environment,
there was almost no incentive for potential vegetable
producers to supply the Maputo market. Every day,
customers formed long lines to access the limited
supply. There was no need for formal studies to
understand the market failure in this situation. It was
also easy to observe that there was no market for

vegetable seed supplies and small tools.

The USAID Mission in Mozambique agreed to
finance an initial supply of seeds and tools if the
government would abolish price controls on
vegetables. Once this happened, the vegetable
market flourished in short order, with increasing
amounts and varieties of vegetables. Growth of

input supply markets soon followed.
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particularly helpful. “Post-Conflict Reconstruction:
ESSENTIAL TASKS,” a document developed by the U.S.
Department of State’s Office of the Coordinator for
Reconstruction and Stabilization, provides a comprehen-
sive indicative list of tasks, including assessment tasks, in
matrix format. This list is a valuable guide to the issues
that need to be considered when developing post-conflict
economic growth programs. Because the range of
recommended tasks is extensive, a short-list of country-

specific priorities will have to be determined.

Assessments should identify the potential for “unin-
o o] » 7
7 consequences” of

should take these into account in designing interven-

programs and donors

tions. Donors should attempt to minimize such unin-
tended consequences as displacement of the local private
sector by over-reliance on NGOs, undercutting the
legitimacy of the new host government, driving up wages

and salaries, and weakening host country institutions

As the rapid assessment is being carried out, donors
can begin to identify and prioritize needed interven-
tions. The next section of this chapter lists typical
interventions required in the immediate post-conflict
period. It is followed by a list of requirements typical

during a program’s later phases.

TYPICAL REQUIREMENTS INTHE
IMMEDIATE POST-CONFLICT
PERIOD

Based on priorities identified by the rapid assessment,
donors might be required to carry out some or all of
the following to ensure a successful economic transfor-

mation and post-conflict recovery:

*  Vigorously promote local private sector participa-

tion in relief and humanitarian assistance programs.

*  Phase down refugee camps as soon as possible to
encourage displaced families to return to tradi-
tional economic activities and to rural employ-
ment (if such activities remain economically
viable), thereby reducing the population of idle,

unskilled workers in urban areas.

*  Ensure that the country has a viable currency,

accepted for commerce and trade. This can be

an international currency until the country once

again has the capacity to manage its own.

Ensure that the government can make payments
and collect revenues. Rely on easily administered
taxes and customs duties at first. From this base,
immediately begin to build capacity to manage
the money supply, oversee financial institutions,
and manage the central government budget. If
external debt discourages investment, negotiate
debt forgiveness and rescheduling. Seek to achieve

fiscal discipline as quickly as possible.

Avoid too much appreciation of the exchange
rate, such as that which can result from large donor
expenditures, which will reduce the country’s export
competitiveness and harm its potential growth from
export development. This important but complex
macroeconomic management issue may require

specialized assistance from economists.

Knock down as many obvious barriers to both
formal and informal economic activity as pos-
sible, as soon as possible. Such barriers may include
price controls, onerous business registration proce-
dures, or restrictions on who is allowed to apply for
import licenses. Consult widely with both the pub-
lic and private sectors to understand what needs to
be done to unleash economic activity. Do not limit
consultation to formal-sector actors only, since they
may be seeking to curb competition. Include small
farmers and private-sector agricultural interests, to

identify any special barriers to agricultural activity.

Promote employment generation and stimulate
the economy. While increased donor consumption
alone will provide a certain amount of stimulus,
immediate, broad-based impact requires a quick in-
crease in donor-financed investment. At the outset,
for maximum effect, donors should not be unduly
concerned about the ultimate sustainability of

the activities. The goal is to get unemployed labor
and capital back to work, and quickly. Although
sustainable investments are always preferable, time
constraints and inadequate data may not permit a
careful assessment of all proposed activities. Em-
ployment generation programs should include, but
not be limited to, activities targeting ex-combatants

from all sides of the conflict.



*  Provide grants to a variety of groups, making
the time-limited nature of donor funding clear
from the outset. Grants may be made to support
government-managed public works, for example,
and should be made to a wide range of community
organizations and businesses. Distribute cash to
conflict-affected populations and provide seeds and
tools to farmers through local vendors to facilitate
the return of displaced persons and refugees to

their farms.

*  Reduce physical obstacles and eliminate bar-
riers to movement and commerce, particularly
for rural and agricultural markets. Promote the
flow of market information and encourage the
development of regional and international markets
for agricultural products. If needed, remove land
mines; make emergency repairs to roads, railways,
ports, and airports; restore basic utilities; and

establish modern communications systems to pro-

In Lugendo, South Kivu
Province, Democratic

Republic of Congo,
community women

participate in a school

construction project.
Communities were
required to donate

labor and supply locally

available materials to

match donor assistance

for rehabilitation

projects. (Chemonics

International)

vide timely information about market conditions.
Ensure that infrastructure policies will sustain the
newly restored systems for water, sewage, electric-

ity, telecommunications, and transport.

* Establish procedures for handling property and

contract disputes, including recognizing customary
laws already in use. This will facilitate the return

of displaced persons and refugees to their land to
rapidly resume agricultural production. Establish

a transparent and binding process to resolve the
claims of former property owners returning to the
country, balancing social and political constraints.
Establish alternative dispute resolution mechanisms
to adjudicate contract disputes without recourse to
a full court procedure. As soon as possible, begin

a national dialogue about disputed or unclear
property rights that pose a serious obstacle to the

resumption of economic activity.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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o Sell small state-owned enterprises (SOEs) to
private investors or subject them to competition.
The complexity of preparing medium and large
SOE: for sale is likely to exceed host-country
capabilities. However, privatization need not be an
all-or-nothing proposition. Consider sustaining or
restarting some of their operations on an interim
basis to help generate employment.'® If government
capacity permits, introduce temporary measures
such as corporatization, management contracts,
or hard budget constraints to curb the excesses of
SOE management. Encourage the private sector to
take market share from SOE:s as state subsidies are
gradually phased out. Reduce the tariffs on imports
that compete with SOE products. Keep in mind
that the longer-term objective is to ensure there
will be effective competition and, in many cases,

privatization or liquidation of SOEs.

*  Focus on local investment and local employers
(and possibly south-south investment) as a source
of increased demand. Do not rely on foreign
direct investment from developed countries to
generate this demand in the short term,"” because
most foreign investors will wait for the risk of

resumed conflict to abate before they invest.

e Ensure that basic economic data are collected,
to monitor economic stabilization and the growth
of economic activity. This initiative is vitally im-

portant for determining future directions.

TYPICAL REQUIREMENTS IN LATER
PHASES

Since not all initiatives achieve results at the same rate,
the later phases will be entered more quickly in some

areas of activity than in others. It is important for

16 One author argues that,“Foreign actors should therefore
seek to limit large negative shocks to employment follow-
ing the cessation of formal fighting and consider policies
that move resources out of unproductive sectors gradu-
ally rather than suddenly. This means that such policies as
SOE privatization and bureaucratic overhaul may have to
be longer-term goals, while in the shorter term, security
should remain the priority”” See Butterfield (2007).

7 Some limited exceptions to this recommendation are

discussed in Part 2: Best Practices.

donors to maintain as much flexibility as possible, so
they can respond to different rates of change and to the

contingencies that inevitably arise after a conflict.

In setting priovities, donors must continue to apply a
“conflict lens.” It is important to recognize that for at
least a decade after a conflict has been resolved, the
country will continue to face a significant risk of
returning to hostilities. As program decisions are made,
the government or other authorities should be
encouraged to continue maintaining and expanding
the geographic scope of physical security, which is

critical to the growth of economic activity.

The host country should develop a strategic framework
to guide policy formulation and the choice of programs
during this phase. This task, under host-country leader-
ship and in coordination with the donor community, will
ensure that there is a common understanding and
agreement to work within the country’s own framework.
An economic growth program defined by the strategic
framework may require donors to support some or all of

the following initiatives:

*  Strengthen the major institutions of economic

governance.

*  Build the capacity of the tax and customs ad-
ministrations and introduce reforms in the tax
structure. Tax reform should include simplifying the
tariff structure and broadening the tax base. If there is
widespread corruption in the tax and customs admin-
istrations, carry out systemic reforms and changes in

personnel to increase efficiency and fairness.

*  Strengthen budget execution and budget planning
Jfunctions, including the capacity to interact produc-

tively with the parliament or other legislative body.

*  Build the capacity of the central bank to imple-
ment monetary policy and to oversee banking
institutions. Audit commercial banks and strength-
en bank supervision. Establish a sound policy
framework and modern oversight structures for
microfinance institutions. Build capacity within the

financial sector.

* Strengthen economic data collection and con-

duct a national population census.



Phase out job-creation programs that would
distort labor markets.

Improve the business climate by establishing
accepted measures of performance (such as

the Doing Business indicators'®) as benchmarks

for progress. Increase the availability of market
information. Support an expanded private—public-
sector dialogue, building on the consultations
begun during the immediate post-conflict period.
Reduce costs and increase incentives for informal

enterprises to voluntarily become formal.

Build a national consensus for a more open
economy to benefit from trade and encourage full
participation in regional (multi-country) customs
unions or trading areas. Build the country’s capac-
ity to analyze trade issues and participate in the
World Trade Organization.

Revise and strengthen laws concerning property

rights, using a national consultative process.

Continue to place a priority on infrastructure
that supports greater private-sector economic activ-
ity. Ensure that infrastructure policy is adequate to
sustain the infrastructure systems that have been
restored. Increase the proportion of investments in
infrastructure that meets standard benefit-cost crite-
ria. However, continue to be conflict-sensitive when
selecting investment projects, to ensure broadly
distributed benefits. Build public institutions’
capacity to analyze investment proposals, conduct
the procurement process, and manage and maintain
major infrastructure. As much as possible, encour-
age private-sector management of infrastructure

construction and operation.

Part 2, Best Practices, combines the principles described
in Part 1 with lessons learned from specific post-con-
flict experiences. It provides much more detailed
programming suggestions for key sectors, as well as
information about assessment tools and reference

documents to assist in carrying out program design.

World Bank (2007).

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES

AVAILABLE RAPID ASSESSMENT
TOOLS

Country Analytic Reports: USAID provides field
missions with short-term analytical services through
the Country Analytics. Normally, these reports

are prepared as desk studies, but for post-conflict
countries a field visit is also involved. Each coun-
try report assesses a broad set of indicators to help
identify trends, constraints, and opportunities in
such areas as the private-sector enabling environ-
ment and the pro-poor growth environment.
Indicators are analyzed against corresponding data
for comparable countries. For USAID users, see

htep://inside.usaid.gov/eg/tech-econ/index-html.
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PART 2

BEST PRACTICES

1he empirical record shows that the private sector provides the
main thrust for economic growth. The government, however,
also plays a fundamental role in creating an environment where
entrepreneurial drive, innovation, and investment can be
translated into long-term growth. Successful economic-growth
interventions in post—canﬂz'ct countries require donors to:

e help the host government ensure that it has control over state
revenue and expenditures to provide essential services for the
public, thereby enhancing its legitimacy and bringing about
recovery

* help create a friendly policy environment for enterprises, an
environment that will allow them to generate and retain
earnings, invest their own and borrowed resources, grow, and
create jobs

* support cost-effective programs for employment and income
generation; these programs must be conducive to building
community action and repairing infrastructure, but must not
disrupt the revival of private entrepreneurs and markets

* mobilize resources quz'c/e/y



V. Macroeconomic Foundations

Overarching Objective: 1o rein in inflation
and preserve price stability

Because inflation — especially at high rates — deters
business investment, erodes the value of family savings,
and can weaken or stall economic recovery, a central
objective for fiscal, monetary, and exchange-rate
management is to rein in inflation and preserve price
stability. Host governments must regain control over
state revenue and expenditures, and over the manage-
ment of monetary and exchange-rate policies. In the
post-conflict environment, some basic policy and
related institution-building interventions are needed to
ensure this control and maintain price stability. These
interventions cannot be merely short-term undertak-
ings. In their 2004 survey for USAID, entitled
“Economic Governance in War Torn Economies,”

Lewarne and Snelbecker concluded:

“In almost all reconstruction efforts, the task of
creating new [monetary and financial] institu-
tions has turned out to be harder and more
time-consuming than expected.”

Fortunately, the main levers of monetary and financial
stability usually fall within the post-conflict govern-
ments initial “zone of control” or the capital city and
the main commercial trading centers, allowing
monetary and fiscal assistance to be started early. Even
in these centers, however, the host government’s policy
and administrative structure is likely to be weak, with a
small number of highly effective ministers at the top
and a very thin cadre of skilled technical managers in
key economic ministries.

The International Monetary Fund (IMF) and the
World Bank normally take the lead in carrying out
initial assessments and providing short-term advice on
rebuilding the host government’s basic fiscal and
monetary management capacity. In addition, they
usually lead efforts to improve the accuracy and
collection of the financial and statistical information
needed to monitor the condition of the economy. The
IMF’s eatly technical assistance typically includes a
diagnosis and recommendations for improving
monetary management or tax policy and administra-

tion. Such assistance usually is short term and takes

place during intermittent visits, because the IMF has a
lower worldwide ceiling for funding long-term
technical assistance than do multilateral development
banks and bilateral donors. This leaves the IMF with
little “surge capacity” to carry out capacity-building
programs in post-conflict states. The World Bank is
likely to offer greater long-term resident assistance,
particularly for public-expenditure management
functions. With some exceptions, such as the Bank’s
quick response in Liberia since 2005 however, the
multilateral development banks are slow to assess,

approve, and mobilize relevant experts.

In most cases, USAID, the United Kingdom’s
Department for International Development (DFID),
and a few smaller bilateral donors have been able to
mobilize more quickly the type of substantial, long-
term resident technical assistance needed to rebuild the
capacity of fiscal and monetary institutions.

A. Fiscal Policy And

Institutions

Overarching Objective: To put the host country
on a path to greater budgetary self-sufficiency

High levels of donor assistance, ofien totaling more
than 20 percent of GDP during the initial
post-conflict years, are not likely to be sustainable
in the longer term. To adjust to this external
financial reality, the host government must be able
to mobilize “own revenue” adequately and ro
manage expenditures soundly.

POLITICAL AND SOCIAL ISSUES

Prolonged conflict typically decimates a government's
ability to collect revenue. In a few post-conflict
countries, such as Colombia and Lebanon, the main
public revenue collection mechanisms that existed prior
to the conflict may be functioning and largely intact. In

most cases, however, raising enough funds to cover the

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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public payroll is an immediate challenge. Reviving or
developing tax collection mechanisms then becomes a
high priority. These mechanisms must produce adequate
revenue, taking into account the minimal administrative
capacity that may exist. Both tax policy (revised tax laws)
and tax administration mechanisms are likely to need
modifications. These modifications should be designed
to: 1) minimize distortions to the enterprise sector;

2) be seen as fair and reasonable by the public; and,

3) be within the capacity of the tax administration to

manage well.

During the conflict, two parallel systems often evolve
Jfor payment of public services, many of which may
have been severely eroded or may even be nonexistent.
The host government budget funds ministerial payrolls
and other recurrent expenses under the government’s
control. Donor budgets fund most capital projects and a
wide array of services. Donor-funded services may
range from security, including peacekeeping forces
under international authority, to technical assistance
and equipment for line ministries. Through interna-
tional NGOs, donor budgets may also fund village-

level welfare and enterprise development activities."

KEY TRADE-OFFS

In post-conflict countries, substantial structural
challenges and the ever-present risk of renewed conflict
mean that donors need to make decisions quickly, and
on the basis of specific trade-offs that are much more
acute than in stable developing countries. In providing
fiscal management assistance, the key trade-offs are
effectiveness vs. efficiency, urgency vs. legitimacy, and short

term vs. long term.

Effective vs. efficient

Early in the post-conflict period, the host govern-
ment’s capacity to collect import duties and excise

taxes is usually stronger than its capacity to collect

1 One Liberian government official noted in 2005 that the

collective budgets of all of the foreign NGOs in Liberia

exceeded that of the national government.

sales and income taxes. For this reason, the most
effective strategy may be to maintain an initial
structure of broad-based import tariffs coupled with a
modest number of excise taxes. In the longer term,
however, economy-wide taxes such as value-added tax
(VAT, the most efficient type of tax for most develop-
ing countries) and income taxes are more efficient; the

country will need to shift its emphasis accordingly.

Import tariffs should be applied at a uniform rate
across all consumer and capital goods to avoid
distortion of purchase and consumption patterns, as
was done in Kosovo. Excise taxes should cover both
imported and locally produced products, and are most
effective when applied to products such as alcohol and
fuel, whose entry into the market can be readily
monitored, either at the port or ex fabrica. The country
also may need to impose an export tax on one or two
traditional commodity exports (such as tropical timber
in Liberia) until other, more management-intensive

royalty and tax regimes can be introduced.

Urgent vs. legitimate

If sufficient own revenue and donor grants are
available, the host government may decide to ramp up
expenditures quickly to meet urgent needs for public
services. Execution by the host government lends greater
legitimacy to the budget-spending process. Government-
procured services also may be less expensive than services

provided by foreign NGOs and donor contractors.

The host government’s capacity to manage the
spending process efficiently and with integrity is
likely to be weak. In Liberia, for example, more than a
year after the January 2006 installation of the Sirleaf
government, the U.S. Embassy reported that, although
budget execution had definitely accelerated, two
important obstacles remained. First, expenditure
requests were submitted late and appropriations
approved late because the government lacked the
capacity to prepare vouchers, procurement requests,
and other documents needed to justify expenditures.
Secondly, complying with the country’s Procurement
Act remained a challenge. This challenge was cited as
the principal reason for the gap between revenue

collection and expenditures.



Short term vs. long term

The sequencing of new revenue procedures and
technology must be carefully considered. In particular,
the appropriateness of tax policies must be assessed
before tax administration and collection systems are
modernized. In Bosnia, for example, the donor
community committed a major error by prematurely
modernizing the administration of a tax system that
was based on pre-conflict tax policies that overly

burdened and distorted private business operations.

During the early and middle post-conflict years, a
short-term reliance on revenues from border taxes or
other simple taxes (such as excise taxes) is likely to be
both necessary and appropriate. There are, however,

two important qualifications:

* To complement improved policies and administra-
tion for border and excise taxes, there should be a
review of the legacy system for direct taxes, espe-
cially corporate income and payroll taxes. Parts of
the direct tax regime may need to be amended or
scrapped. This may be likely, for example, if the
pre-conflict tax regime is highly punitive for law-
abiding businesses (as in the Balkans during the
1990s) or if corruption (side payments) among

administrative staff is too difficult to curb.

* Reliance on border taxes does not imply the use
of simple or manual methods for assessment and
collection. In a number of post-conflict countries,
such as Kosovo and Liberia, the use of Internet
and electronic methods to verify, value, and collect
import tariffs and other taxes has proven to be
both feasible and important during the early stages
of rebuilding fiscal capacity.

In the early phase of recovery, it often is important to
help the host government identify and eliminate
ad-hoc tax exemptions and improper waivers for
importers. These exemptions, not expressly provided by
law or treaty, often become widespread during the
conflict, facilitated by illicit side payments. In later
phases of recovery, maintaining a firm policy against
tax exemptions and “incentives” will remain important.
A broad, uniform definition of the base for tariffs, VAT,
and income taxes allows tariff and tax rates to be set

and kept low. It also reduces opportunities for evasion

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES

Box V.| Fiscal Decentralization

Decentralization can be a mechanism for limiting
conflict in ethnically diverse, post-conflict countries.
The intent is to develop an overall government
structure that more effectively protects minority
rights, allows minority groups an appropriate voice
in policy, and reduces the areas for disagreement
between groups by allowing each to make

its own decisions on public service delivery.
Decentralization can also be an effective means of

enhancing the quality of public services.

The policy setting should be structured so that key
incentives for efficient behavior are established, and

this requires:

e  hard budget constraints (apart from pre-set
budgetary grants, sub-national governments
must be required to balance their budgets
within their available own source revenues and
intergovernmental transfers without receiving
“gap-filling” grants from the national govern-
ment)

e elected local officials to ensure accountability
to the local population;

e  appropriate systems for reporting to the
national government and containing corruption

In Bosnia since the late 1990s USAID and the

Swedish International Development Agency (SIDA)

have been promoting such practices to develop

capable local government, with clear systems for
intergovernmental transfers, good local service

provision, and strong mechanisms for accountability.
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FIGURE V.| GOVERNMENT REVENUE AS A PERCENT OF GDP

Source: Nathan Associates’ calculations from Country Analytic Support Database

and corruption, which are inherent in all systems offering

multiple rates and exemptions.

In the longer term, the value-added tax and corporate
and personal income taxes will become priority. As the
country’s capacity for tax administration improves,
collecting the VAT and corporate and personal income
taxes (withheld by formal-sector employers) will be

emphasized. Taxpayer self-assessment will become

increasingly important during this phase, as sophistication
and recordkeeping improve. Later on, the VAT is likely to

become the largest single revenue source. As revenue from

VAT and income taxes grows, authorities will be able to
reduce tariffs on imports (to, for example, a 10 percent
uniform rate). This will reduce incentives for smuggling

and false invoicing, and will promote the development of

internationally competitive export and import-competing

industries. Broad income taxes are the most difficult to

administer effectively and fairly.

In most cases, the host country’s ability to mobilize
revenue other than border taxes evolves very slowly.
Figure V.1 shows the pattern of revenue recovery for six

countries that have full data for five years before and after

the end of a high-intensity conflict (as identified by
University of Maryland political violence analysis). On
average, the ratio of domestic revenue to gross domestic
product (GDP) starts to increase one year after the
conflict ends and climbs by nearly three percentage
points by year five. Even in year five, however, the
revenue yield is quite low, averaging 11 percent of
GDP. By comparison, the revenue yield by their
international peer group (calculated by income group
for each country at the time the conflict ended)
averaged 15.5 percent of GDP.

In the short term, in tandem with attention to fiscal
revenues, the authorities and the international
community must determine whether the budget
process works and whether the administration of
public expenditures is operational and effective.
Early donor support for budget execution and
planning s likely to be required, with an emphasis on
creating a single, consolidated set of treasury accounts
and establishing an expenditure management system

under the auspices of the ministry of finance.



Longer-term priorities for managing government
spending include subjecting the budget to indepen-
dent checks. Although it eventually will be important
to ensure that the budget is overseen in an effective
manner by the legislature and that it is audited by a
national watchdog agency, these independent checks

may not be feasible or reliable in the short term.

In many post-conflict countries, state-owned
enterprises — public utilities, 0il and mining compa-
nies, or dominant firms in trade, finance, or
manufacturing — may be important as a major
source of state revenue, as a serious drain on public
sector funds, or both. In the short term, there may be
the need and opportunity for strong new controls over
waste and corruption at such SOEs that will require
new management with cleaner hands, reinforced by
procedural and audit controls. Other reforms, such as
elimination of redundant or unqualified workers,
improvements in customer service, and possibly

privatization, may take longer to achieve.

PROGRAMMING OPTIONS

Donors should seek to shift political authority, budget
authority, and financial responsibilities from donor
mechanisms to the host government’s own budget as
Jast as possible, although in reality this process generally
takes many years. This shift is important for national
pride; it also may reduce the unit costs of providing
public services. It is vital, however, to ensure that public
financial management systems are efficient and able to

protect public resources from abuse and corruption.

Collaboration between donors and the host govern-
ment produces sustainable results, but requires local
ownership, strong leadership, and patience when the
reforms are profound. Generally, the host government
will recognize the need for and be receptive to donor
assistance with revenue collection and expenditure
management systems. In some cases, however, the
government may not truly want to introduce new
procedures and controls, which may in some areas
conflict with personal prerogatives customarily available
to government leaders. Just such a situation arose in
Liberia in 2004-2005, when donors sought to impose

controls over unprogrammed budget allocations for

“travel expenses” by various ministers and ministries

under the National Transitional Government.

In most post-conflict situations where the U.S.
government has played a leading role in rebuilding
fiscal institutions (e.g., El Salvador, Bosnia, Kosovo,
Afghanistan, and Liberia after 2005), authorities have
accepted or even embraced donor involvement in
thoroughly reforming their policies, systems, and
capacity to implement tax and spending functions.
Based on these cases, as well as other USAID experi-
ences, Gallagher (2007) has suggested the following

sequencing for donors’ fiscal capacity-building,

On the revenue side, the common aims of both
donors and host government should be to achieve
business-friendly systems, reduce compliance costs,
and curb corrupt behavior by tax officials. Donors
frequently focus on the design and administration of
customs, excise, VAT, and income tax systems. If
customs is the first priority for revenue reasons, a
balance is needed between taxing all imports effectively
and making traders’ administrative burdens as simple
and predictable as possible. (See Chapter XI:
International Trade and Border Management.)

On the expenditure side, the efficiency of government
spending needs to be improved. A number of practices

and procedures are important in achieving this efficiency:

*  Improved government treasury operations: As soon
as possible, a payroll system should be established
that helps remove ghost employees and channels
as many payments as possible through the banking
system. When feasible, a single treasury account sys-
tem should be implemented, where all government
revenues flow into one account system, and from
which all expenditures flow out. In the intermediate
period, an integrated financial management system
(such as those which USAID successfully helped set

up in Bosnia and Kosovo) should be implemented.

*  Better budget preparation and planning: An an-
nual budget should be prepared that reflects the
realistic needs of the line ministries. A structured
process for reshuffling budget allotments during
the year, to reflect actual revenue availabilities or

changes in budget priorities, will also be needed.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES
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TABLE V.l FISCAL POLICY AND INSTITUTIONS

Priority and Sequencing of Assistance

Activity Immediate | Intermediate Consolidating

Expenditure control

Receipts management

Indirect (tariffs, excise,
sales) tax control

Direct (income and payroll)
tax control

Financial control over state-
owned enterprises

Fiscal policy planning and
management capacity

Reform of tax policy

Economic and fiscal

statistics
High-intensity level of Lower-intensity level No assistance during
assistance of assistance phase

Development and approval of a public-sector invest-
ment budget: The budget must be subject to central
review to ensure proper prioritization, cost-benefit
analysis, and attention to financing future recurrent
costs, including appropriate cost-recovery mecha-
nisms and policies. Tendering for large contracts
should be subject to central procurement policies
and to cross-checks that reduce corruption.” (See
also Chapter VII: Infrastructure.)

Budget execution and audit: Effective monitoring and
control procedures for expenditures and an inde-
pendent, trustworthy audit agency need to be built.

These measures can help ensure that funds get spent

20

Even before local authorities take charge of major capital
investments, donors need to cooperate on capital budgeting.As
Lewarne and Snelbecker (2004) note in their review of the early
post-conflict period in Afghanistan, ““Specific capital construc-
tion projects pushed by individual donors should be funded

and phased through the fiscal authority so that there is not a
separation of the current and capital budget. This was one of the
main mistakes made by the European Agency for Reconstruc-
tions (EAR) and UNMIK in Kosovo,and one of the strengths of

the National Development Framework (NDF) in Afghanistan.”

for the purposes stated in the budget plan, and that
audits are conducted, which will lead to identifica-
tion, discouragement, and successful prosecution of

financial misconduct by public officials.

Financial discipline for state-owned enterprises may
be a high priority in countries where state-owned
infrastructure and enterprises have been major
conduits for waste and corruption and have become

a drain on the public treasury.

A role for expatriate managers or contractors? In
some politically robust environments, donors
may have authority to impose greater discipline
directly, either as interim managers (as in Bos-
nia and Kosovo) or within the framework of a
donor-host-government financial-control pact

(as in Liberia?!). In other post-conflict states,

2! Between 2006 and 2008, expatriate financial controllers in

Liberia, acting with signature authority at the Ministry of
Finance and at four state-owned enterprises, contributed
to major reductions in corruption and improved revenue
and expenditure management. See Dod and Nelson

(2008).



Box V.2 Contracting Out Management of

State-Owned Natural Resource Concessions

With both technical and financial assistance
provided by USAID, the Liberian Forestry
Development Agency in 2008 contracted out the
collection of stumpage and other fees that are paid
for the taking of exportable timber. During the
civil war, warlords and other actors had funded
their activities through extensive concessions

to private loggers, although only a fraction of

the required fees were actually collected by the
rump government.The U.N. Security Council
banned countries from buying Liberian timber
during the country’s civil war. This ban was lifted
during the term of the first democratically elected
government, which is now able once again to

exploit this important resource.

Under a five-year contract, a foreign company
(Société Générale Suisse) will now collect fees on
behalf of the Liberian government. Using a modern,
computer- and bar-code based chain of custody
system, the company will tag logs and stumps and
ensure assessment and collection of fees for every

tropical log felled and exported.

especially those with socialist traditions and

those where SOEs dominated the landscape and
represented major sources of employment, a more
indirect approach may be needed. For large SOEs,
financial performance and service delivery may be
improved through contracting out major compo-
nents of the firm’s operations. (For applications to

utilities and infrastructure, see Chapter VII).

o Applying hard-budger constraints: Sustaining employ-
ment and averting social unrest do not necessarily
require high-cost government subsidies (such as the
subsidies given in Kosovo to the electricity monop-
oly KEK and the mining conglomerate TREPCA).
The most straightforward solution for continuing
to operate SOEs under state management while
restraining subsidies is for the government to im-

pose a “hard budget constraint.”* Such a constraint

z See Moalla-Fetini et al. (2005).

limits SOE outlays for wages, materials, and invest-
ment to the cash flow that the enterprise can
generate and to the credit its bankers and creditors

are willing to supply against its business plan.

AVAILABLE RAPID ASSESSMENT
TOOLS

Assessment assistance is available from the USAID
Office of Economic Growth (EGAT/EG) and from a
fast-reaction contracting mechanism that provides
assistance for fiscal reform and economic governance.
(For USAID personnel, see http://inside.usaid.gov/eg/

contract_grant_svcs.htm#list_of_mechanisms.)
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B. MONETARY POLICY
AND INSTITUTIONS

It now is widely accepted that inflation, especially at high
rates, deters business investment and weakens economic
growth. In many post-conflict countries, one important
early challenge is to overcome inflation (or even hyperin-
flation) and preserve price stability. A second major
challenge is to restore or shore up the currency and
payments system, which provides a medium for transac-

tions and a store of value for the public.

Overarching Objectives:

® 10 help monetary authorities control the
money supply and credit growth, in ways
consistent with price stability

® 10 provide the private economy with an
efficient and safe system for private payments

POLITICAL AND SOCIAL ISSUES

A key political issue faced by most post-conflict coun-
tries is the need to establish an appropriate degree of
policy independence for the central bank. Over the past
50 years, the model of constitutional or statutory
independence for the central bank — including a long,
secure term of office for the central bank governor — has
become accepted around the world. This institutional
approach gives the central bank the authority to restrict or
limit the government’s access to credit from the banking

system, thus curbing this potential key source of inflation.

In some countries, the basic legal principles of central
bank independence may need to be introduced. In others,
the challenge is to select a strong central bank governor
and to help government leaders understand that the
central bank is not a politically compliant agency designed
to provide cheap or easy credit to cover the government’s
fiscal deficit. These principles are best established as tenets
of sound public administration, rather than simply as
IMF conditions during the duration of the donor-assisted

financial stabilization program.

Some post-conflict countries may wish to replace their
old currency with a new one. This type of currency

reform can be useful in a variety of ways. It can help

restore confidence, show a break with the past, deal with
simultaneous circulation of several versions of the national
currency, or combat widespread counterfeiting. Issuing a
new currency is an enormous logistical undertaking,
which requires a number of important steps: 1) designing
the currency (including security features); 2) determining
currency denominations; 3) choosing a printer; 4)
deciding on the quantity of the new currency to intro-
duce; 5) announcing and publicizing the conversion plan;
6) deciding a date and mechanism for conversion; 7)
distributing the new currency; 8) establishing terms for
the old-to-new conversion, including determination of
the conversion rate; and, 9) disposing of the old notes

taken from circulation.

KEY TRADE-OFFS

Donors providing assistance to post-conflict countries
must make decisions quickly, on the basis of specific
trade-offs that are much more acute than in stable
developing countries. In the area of monetary policy
and institutional reforms, the key trade-offs faced by
donors include effectiveness vs. efficiency and short term

vs. long term.

Effective vs. efficient

Rather than vesurrect and manage a national
currency, a number of post-conflict states have
adopted a strong foreign currency as their de facto
legal tender. This approach, followed by Timor-Leste
(which used the U.S. dollar) and Kosovo (which used
the Deutschemark/euro), obviates the need for the
central bank to manage the country’s monetary base. It
also automatically regulates price inflation. If the
national currency is retained, allowing the exchange
rate to float flexibly offers an alternative, low-tech

approach to central bank exchange-rate policy.

Retaining a separate national currency gives the
central bank some potential to manage real exchange
rate (RER) developments by intervening in the
exchange market. For this reason, it may be a valuable
tool. Post-conflict countries, especially small ones
where donor flows may constitute a large share of GDP,

risk experiencing significant RER appreciation when



they receive large amounts of foreign assistance.” A low
or depreciated RER has a positive impact on export
competitiveness and on employment in both the
export and the import-competing sectors of the
economy. In contrast, excessive appreciation of the
RER (unless prevented by the central bank buying on
the local market and accumulating foreign exchange)
can severely hamper domestic producers’ ability to
enter export markets or compete with imports — a

condition known as “Dutch disease.”

The central bank may need to provide temporary
licenses to pre-existing commercial banks, even if
there are doubts about the banks’ longer term
viability. Commercial banks provide the public and
the government with critical payments services (e.g., for
meeting employee payrolls). In many post-conflict
countries, pre-existing private or state-owned commer-
cial banks have a network of branches and facilities that
may be able to provide these services. In such a
situation, it may be best for the central bank to provide
temporary licenses to these existing institutions. Later,

as stronger competitors enter the banking sector, as

» Elbadawi et al. (2007) found that Nicaragua, El Salvador, and
to a lesser extent Mozambique were post-conflict countries

that experienced high ODA and appreciating RERs.

Drawing on previ-
ous experience in

Afghanistan, USAID
contractors assisted

the Iraqi Ministry
of Finance to intro-

duce a new national

currency, the lraqi
dinar. The currency
exchange began in
October 2003 and
was completed in
January 2004, con-

verting more than six

trillion Iraqgi dinars
at a value of $2.4
billion.

(Tom Hartwell)

credit skills become more important to bank viability,
and as bank supervision skills improve, a shake-out
may be needed to liquidate weak institutions or force
mergers. For example, in 2005 (six years into rebuild-
ing the banking system) Kosovo’s Central Banking
Authority determined that just such a shake-out was
needed; this eventually led to closure of one bank with

losses to depositors and to mergers for three other

banks.

Short term vs. long term

In some cases, a central bank and a commercial
banking system must be created from scratch. This is
necessary when neither a viable central bank nor commer-
cial banking system exist.>* In Kosovo and Timor-Leste,
for example, the IMF led the establishment of a central
payments office (CPO), managed by expatriate experts
and which provided transactional banking services
between the private sector and the government and
monitored government finances. In both cases, the CPO
evolved quickly into a banking and payments authority
with a stronger local legal foundation and with wider
central banking responsibilities, including the licensing

and supervision of commercial banks.

24 Lonnbérg (2002).
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TABLEV.Il MONETARY POLICY AND INSTITUTIONS

Priority and Sequencing of Assistance

Activity Immediate | Intermediate Consolidating

Monetary control for price
stability

Exchange-rate management
and/or currency reform

Strengthened inter-bank and
external payments systems

Licensing of commercial banks

Strengthened supervision of
commercial banks

Revised banking sector legisla-
tion

High-intensity level of Lower-intensity level
assistance of assistance

No assistance during
phase

Even where the central bank and a commercial
banking system do not have to be created from
scratch, it is important to gauge how well they are
performing their basic functions. Assistance may be
needed to ensure reasonably sound management of
monetary policy and sufficient transactional services so

as not to constrain the economy’s capacity.

In the longer term, the goal should be a transition into
a full, two-tier banking system consisting of a viable
central bank and the rudiments of a commercial banking
system including a number of participating banks,

microfinance, and non-bank financial institutions.

PROGRAMMING OPTIONS

In the early post-conflict period, the IMF usually leads
an initial assessment of the country’s monetary policy
and institutions. The World Bank, USAID, and other
donors also play important roles in this process, which
identifies areas where organizational reforms are needed
and establishes priorities for immediate donor assistance.

The assessment addresses such questions as:

*  What key steps should be taken in the monetary
and banking area to facilitate both basic
governmental functions and humanitarian and
rebuilding efforts by donors? (For example, should

payroll disbursing facilities and revenue collection

30 USAID

channels use existing or new bank branches?)

Which relevant institutions and resources are
intact? Does a viable central bank exist? If so,

is it able to design and implement appropriate
monetary policy? Which, if any, of the pre-conflict
institutions and policies should be restored to re-

establish a monetary authority?

Do ministries and state enterprises maintain multiple,
independent deposit accounts in local and overseas
banks? (In Afghanistan, for example, various entities
had $700 million in such accounts.) Are there any
effective procedures for the finance ministry or central

bank to monitor and control such accounts?

Is the central bank able to manage the country’s
monetary base effectively through exchange-mar-

ket or domestic interventions?

A plan of action must be developed to address the

weaknesses identified by the assessment. The central

bank (or the interim entities in place until a central

bank can be re-established) has a number of key roles,

including;

monetary control
foreign exchange market management

collection of market data on prices and exchange

rates

banking supervision and regulation



*  capacity-building for all of these key roles
* introduction of a new currency (in some cases)

Inflation control is the monetary authority’s prime
responsibility. Bringing inflation rates down to a low,
stable level is of immediate concern. In post-conflict
countries needing significant structural reforms and
“relative-price” adjustments, however, it may be best to
resolve some major economic and trade distortions
(such as those created by highly inefficient gasoline
subsidies in Iraq) rather than seek to bring down

inflation rates too quickly.

An organized foreign exchange market for the
national currency should be created, where appli-
cable. In order to manage the exchange rate, the
monetary authority needs a market where it can buy
and sell currency. Decisions need to be made about
who can deal in foreign exchange. Who can participate
in the official foreign exchange auctions that are
required when the government receives significant
revenue in the form of foreign currency? What rules
should apply to those auctions? Who is allowed to

trade in foreign exchange more broadly?

Existence of a “wholesale” payments and settlement
system between domestic banks and for international
transactions is a key building block for the system
needed by commercial banks to provide basic retail
payments services to the public. In many post-conflict
countries, the lack of such systems severely handicapped
the provision of depositary and payments services (see
Chapter X: Banking and Finance) that allow households,
businesses, and the government to transfer funds required

for normal monthly expenditures in a secure manner.

Building the monetary authority’s institutional capacity
is vital. Technical assistance in each core competency
should be accompanied by training aimed at strengthen-
ing the monetary authority’s operations. Frequently,
resident foreign advisors are needed to provide on-the-job
training to new central bank governors who may bring
high integrity to the job but may lack needed experience
and knowledge for much of the operational work at hand.
As the immediate post-conflict phase ends, donors should
finance more formal training activities, including both
in-country courses and regional workshops and seminars.
A limited number of high-level officials should be sent to

developed countries for training. In coordination with the

IMF and other donors, USAID or the U.S. Treasury
Department often play an important role in building
critical capacities in the payments, supervisory, and

money-market development and management functions.

The availability of good data, often ignored, is a key
component of a sound monetary policy-making process.
Statistical offices in post-conflict countries often have
greatly reduced capacity and are unable to produce good
data measures of inflation. In such cases, interim measures
for collecting consumer price data will need to be put in
place. Technical assistance and training from USAID and
other international donors may be needed to improve data

quality for policy-making.

AVAILABLE RAPID ASSESSMENT
TOOLS

See Chapter X: Banking and Finance.
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With the support of
USAID, rehabilitation
and construction of
irrigation canal sys-
tems improves agricul-
tural conditions for
local farmers and
creates immediate
employment for
Afghan men. (Ben
Barber)
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VI. Employment Generation

Overarching Objective: To generate increased
Jjob opportunities during the first several post-
conflict years

Donor-financed interventions are needed to
provide employment until security improves and
to deliver a broad-based stimulus to economic
activity through increased incomes for labor.

POLITICAL AND SOCIAL ISSUES

Population displacement during a conflict can
impede workers from returning to their traditional
employment. During a conflict, many workers move
into towns, which serve as safe havens, or into refugee
camps. These internally displaced persons (IDPs) often
have found economically viable ways to adapt to their

new locations; they may have limited incentives to

return to their pre-conflict occupations. Populations in
IDP or refugee camps may also face difficulties in
returning to areas where infrastructure has been
destroyed or become unusable through years of neglect.
Even with resettlement packages serving as induce-
ments to go back, people may be dissuaded from
returning by a perception — often accurate — of
insecurity and by a lack of access to schools and health

care at home.

In many post-conflict countries, donors and host
governments face pressure to generate employment
opportunities, which are seen as necessary for estab-
lishing and maintaining social tranquility. Two

challenges are typically faced by donors:

The country’s program for disarmament, demobi-
lization, reintegration, and repatriation (DDRR)
may require targeted efforts to provide ex-com-

batants with jobs, at least in the short term. A key



aim of these efforts is to keep potential “spoilers
of the peace” off the streets and help wean them
away from warfare and banditry, which remain
occupational alternatives. To ensure widespread
benefits, the DDRR program should also include

community participation.

e During the post-conflict period, the security situ-
ation and the commercial legal environment can
present very high risks to private investors and
enterprises. Because of these risks, there may be a
pronounced lag in the rebound of private enter-

prise and employment until security improves.

In response to these pressures, donors frequently have
sponsored mass employment programs, which provide
transitional employment to the targeted local labor
force and deliver vocational or remedial training and
skills development. Donor-financed employment-
generating activities can be implemented through
grants to private enterprises, NGOs, community
groups, local governments, or other public-sector
entities. Using a wide variety of organizations for this
purpose can help overcome a general lack of manage-

ment capacity among all such organizations.

KEY TRADE-OFFS

Donors providing assistance to post-conflict countries
must make decisions quickly, on the basis of specific
trade-offs that are much more acute than in stable
developing countries. In the area of employment
generation, the key trade-offs faced by donors include
effectiveness vs. efficiency, urgency vs. legitimacy, and short

term vs. long term.

Effective vs. efficient

The primary purpose of post-conflict transitional
employment is to provide work opportunities, not to
develop new enterprises or provide sustainable,
long-term jobs. In stable developing countries,
employment generation programs focus on sustain-
able employment and on training for jobs known to
be in demand, primarily relying on private employers
and private training providers. Policy attention
focuses on reducing legal and administrative barriers

to labor mobility as a means of increasing the labor

market’s efficiency.

In post-conflict settings, however, given the urgency of
responding to the pressures described above, the
sustainability of jobs becomes a secondary concern.
Many of the jobs offered through transitional employ-
ment programs are not likely to lead to future employ-
ment; they may only provide on-the-job training and
income for a short period. Nonetheless, this may be
sufficient if opportunities for other types of jobs begin

to appear as the economy revives.

Urgent vs. legitimate

The challenge for donors is to conduct transitional
employment programs in a participatory fashion and
still get them up and running quickly. The programs
must produce visible benefits quickly, often before the
host government has adequate capacity to oversee
them. This leads to the risks that donor-financed
employment programs, typically managed by interna-
tional NGOs may inadvertently reinforce the power of
local leaders who have been active parties to the
conflict; or, could be seen as undermining, rather than

reinforcing, the new government’s legitimacy.

These risks, however, need to be weighed against the
risk that newly demobilized combatants (and others)
will engage in destabilizing behaviors if there are no

opportunities to contribute positively to society.

Box VI.I Ensuring Community Involvement

and Program Legitimacy in Kosovo

In Kosovo, USAID enhanced legitimacy of

local reconstruction decisions by establishing
Community Improvement Councils comprised

of 12-15 people who reflected the diversity of
the local population. The Councils identified their
community’s priority reconstruction needs and
USAID provided the material resources. Members
of the Community Improvement Councils
emerged as representatives of their communities,
providing donors and international organizations
with information on real needs and priorities as

defined by Kosovars.
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TABLEVI.| EMPLOYMENT GENERATION

Priority and Sequencing of Assistance

Activity

Cash-for-work - trash cleanup and build-
ing repair

Cash-for-work - small-scale community
infrastructure rehab, road and culvert
crews

Revival of subsistence farming (vouch-
ers for tools, seeds; staple food until
harvest)

Induce return to rural areas and tra-
ditional employment (tools, materials,
cash; closure of camps for displaced)

Cash and meals for literacy, vocational

training, or workshop apprenticeships

Intermediate Consolidating

Immediate

High-intensity level of
assistance

of assistance

Lower-intensity level

No assistance during
phase

Short term vs. long term

Donors need to make clear that funding for transitional
employment programs is time-limited and will not
continue indefinitely. These programs are intended to be
short-term stimuli and must be understood as such by
participating communities. As economic revival proceeds,
donor-financed transitional employment-generation
programs will be phased out in favor of programs to
improve labor market efficiency and promote sustainable

private-sector employment.

PROGRAMMING OPTIONS

Donors and host governments must try a number of
different approaches to encourage workers to return
to the livelihoods that offer the quickest route to
productive, private-sector employment. Because of
the challenges involved in returning workers and
families to their farms and villages, both “push” and
“pull” approaches need to be used. Early in the
post-conflict period, a steady phase-down and closure
of refugee camps is an important tactic for “pushing”
workers toward sustainable private employment. To
help “pull” workers toward useful and eventually
long-term jobs, approaches commonly used in

post-conflict settings include:

* cash-for-work programs

transitional assistance to farmers and micro-entre-

preneurs
* vocational training programs

Donors usually rely on NGOs or contractors to
design and implement employment-generation
programs.® This approach is used because the central
government and line ministries typically have little
capacity to select program priorities, and even less
capacity to implement mass-employment, mass-
retraining, and safety-net programs effectively and
without corruption. Donor contractors or NGOs
establish partnerships, direct programs, or sub-grant
programs, often at the community level, to carry out

appropriate employment-generating activities.

The dispersion of community based development and
employment programs among many implementers can
lead to duplicative or inefficient efforts. Speaking to
different donors, community leaders will repeatedly identify
the same urgent targets to missions by multiple donors, so
donor coordination is critical. In Burundi, the World Bank

and Belgian and Norwegian donors were all in early stages

25 USAID’s efforts in this area are usually led by the Bureau
for Democracy, Conflict and Humanitarian Assistance, Of-

fice of Transition Initiatives (DCHA/OTI).




of preparing the same housing reconstruction kits (metal
roofs, windows and doors) for the same impacted villages
when these actors thought it wise to coordinate. To avoid

duplication, the donors then divided up the territory.

Two important principles help donor implementers
to set priorities for rebabilitation of community
infrastructure — consultation with the local commu-
nity and provision of matching contributions from
beneficiaries. Local community leaders almost always
are involved in identifying targets for rehabilitation,
both to meet specific needs and to promote local
ownership. Similarly, the provision of matching
contributions from the community, whether in the
form of land, materials, or volunteer labor, can be both
a test of the value of the target activity and a means to
reduce opportunities for corruption, resale, or appro-

priation of donated materials for an individual’s use.

Cash-for-work programs

The purpose of mass-employment programs is to
provide flat, low-wage job opportunities that will be
selected only by workers whose alternatives are very
unproductive or unprofitable, or by workers from the
most vulnerable populations. This approach minimizes
the risk of interfering with the revival of traditional
production (e.g., drawing away field workers needed for
seasonal farm planting or harvesting activities). Wages
generally are paid in cash rather than in food rations
alone, but may be supplemented by food served at the
worksite. This creates an incentive for workers to show
up every day and generates opportunities for local

“caterers” to enter the market economy.

Donors should establish clear, overarching guidelines
Jor selecting targets for work activities, drawing on
common, area-wide priorities that are conducive to
labor-intensive, low-skill work methods.
Responding to local priorities can result in a quite
diverse set of activities, as it did in Liberia in 2005-
2006. (See Box VI.2.) Infrastructure rehabilitation,
when it can employ sufficient numbers, generally is

preferable to vocational training.

A timely way to reach unemployed workers in
cash-for-work programs is to fund local private-

sector subcontractors or NGOs to carry out

activities.”® Although the alternative of funding
through local governments might have the advantage
of helping these governments become operational, their
disbursement process tends to be slow and to discour-
age the use of labor-intensive methods. Disbursement
delays may result in wage-payment delays, which can

lead workers to strike and protest.

Community-based approaches to employment
generation can help reduce conflict between ex-com-
batants and civilian workers. Because providing
employment benefits to former combatants has appeal
to peace-keeping forces (e.g., the UN military force),
donor efforts may be skewed in that direction. This
practice, however, can aggravate hostility and resent-
ment by war-affected civilian returnees. It is important
to integrate civilian workers and ex-combatants, but
doing so is not a guarantee against hostilities. In
Liberia, for example, both ex-combatants and war-
affected returnees were targeted for assistance, but
antagonism between the groups tended to boil over
into direct personal conflict at the worksite. To avert
these clashes, project officials chose not to segregate the
groups but rather to incorporate one or two counselors
as full-time behavior-management mediators within
each work group. Avoiding such problems is a strong
argument for community-based approaches, which
include community members as beneficiaries and
involve traditional local leaders in the design of

programs to help mitigate conflicts.

Assistance to farmers and
micro-entrepreneurs

Direct assistance to farmers often accelerates both the
recovery of agricultural production and the repatria-
tion of the population to farms and rural areas.
Farmers are the most commonly found entrepreneurs
in low-income post-conflict countries. For this reason,

“re-tooling” them with basic implements and seeds is a

% For example, for rehabilitation and upgrading of rural roads

in Liberia during 2004-2005, private local contractors ini-
tially bid for the contracted road segment using their pre-
ferred efficient means of construction.Then, an additional
payment was negotiated for the contractor’s commitment
to hiring and paying (at low, flat wages) an additional block

of local workers to assist with construction.

A GUIDETO ECONOMIC GROWTH IN POST-CONFLICT COUNTRIES

35



36

USAID

Box VI.2 Cash for Work Program: Liberia’s Community Infrastructure Program (LCIP)

The June 2005 work plan for LCIP called for employment-generating programs in seven counties, covering six

major areas:
e road and bridge rehabilitations e administrative building renovations
e school renovations e health center rehabilitations
e agriculture and agribusiness e environmental sanitation/drainage

LCIP activities during the first quarter of 2006 were very diverse and included:

I.  The start of construction on facilities for six rice
mills and two cassava-processing mills in Lofa,
Nimba, Gbapolu, and Capemount counties

2. Completion of the Bong Road

3. Continued rehabilitation of other, smaller feeder
roads in Bong and Grand Gedeh counties

4. Installation of palm oil processing equipment in
Foya, Lofa

5. Completion of the Gbarma—Wesua road project
in Gbapolu, with eight major log bridges and two
minor bridges constructed;

6. The start of construction on the Zleh town dam
project, which will support 250 acres of swamp
rice projects in Grand Gedeh County

widely practiced intervention in many post-conflict
settings, especially when the rural and farming
population has been displaced. Intervention is
generally carried out through grants. In the Philippines
in the late 1990s, for example, USAID introduced a
farming support program for ex-combatants, to help

fulfill promises in a peace agreement.

Apart from farming, USAID generally does not
recommend assistance programs that primarily help
ex-combatants and rural workers start their own
businesses. The reason is that most ex-combatants and
unskilled civilian laborers are unlikely to have the
business skills needed to become successful micro-entre-
preneurs. The high failure rates typical of business
start-ups are likely to be even higher for this group. If
the start-ups involve loan finance, many of these

workers may find that repaying a micro-loan is a

personal hardship rather than a means to a better future.

Vocational training programs

Vocational training is a popular donor approach in
post-conflict situations, even though its impact has not

7. Continuation of the RAP program in Bong and
Nimba counties

8. Continuation of the Monrovia Apprenticeship
Program, with 447 apprentices working in 59
businesses

9. Completion of rehabilitation and inauguration of
AMEU Hatcher Hall

10. ldentification and commencement in Monrovia
of community-development projects — a market
building, 15 road/bridge rehabilitation projects, |9
latrines,a community drainage clearing project,
and a footbridge. Three schools were rehabili-
tated and officially opened

been well-measured and the evidence of its success is
mixed. Worker training programs have often been viewed
as a way to absorb the unemployed and make them
employable. Classroom vocational training, using local
instructors with relevant skills (such as sewing or carpen-
try) has the greatest potential to reach large numbers of
participants. This approach, however, may not subse-

quently lead to sustainable employment.

A 1997 International Labor Organization (ILO)
report summarized post-conflict reintegration results in

Mozambique, drawing on a number of sources.”” With

z Maslen (1997) notes that,*...the Commission for Reinte-
gration (CORE) Assembly Areas for demobilization were
opened in late 1993 and the first soldiers arrived in early
1994.The demobilization process took anywhere from six
weeks to four months,...According to one report in Feb-
ruary 1996, CORE provided 12,000 ex-combatants with
vocational kits, employment promotion, and vocational
training activities, through programmes implemented
by the International Organization for Migration (IOM),
UNDRP ILO and the German cooperation organization,
Gesellschaft fiir Technische Zusammenarbeit (GTZ). ...As a

result of its reintegration projects, GTZ claimed to have



Under the Liberia
Community
Infrastructure Project
(LCIP), USAID assisted
the replacement of

an existing bridge

in Gbarpolu County,
Liberia. This 2004
project made
intensive use of local
labor, including ex-
combatants and war-
affected persons. (DAI/
Mike Godfrey)
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Box VI.3 USAID’s GEM-ELAP Project in

Mindanao

USAID introduced the GEM-ELAP project in
Mindanao, the Philippines, to help fulfill promises

in the September 1996 peace agreement between
the Government and the Mindanao National
Liberation Front. From 1997 to 2000, the project,
which targeted ex-combatants, assisted participants
with the startup or resumption of farming activities
(principally high-yield corn for local markets and
seaweed harvesting for export).An evaluation

and independent survey conducted at the end of
2000 found that most participants had benefited
substantially from the program.Average yields
improved by about one-third for corn and by about
half for seaweed harvesting, which became much
more prevalent in the target area. Input subsidies
ended after two cropping cycles, but 90 percent of
the corn and rice farmers who continued production

were using a similar set of seeds and fertilizers.

Meanwhile, as indicated by the evaluators, the
program’s pacification goal also was largely achieved.
Livelihood from ELAP farming had become a better
alternative for many former combatants. In Ramain
and Maguing, two communities in Lanao Province
on the island of Mindanao, the incidence of banditry,
burglary,and other illegal activities was reportedly
reduced to almost nil. Local authorities attributed
this to widespread ELAP participation in those

communities.'

'Mindanao State University—General Santos City Foundation,

Inc. (2001)

12,000 beneficiaries, the program (funded by USAID
and other donors) reached a significant number of
ex-combatants, although this number remained a small
proportion of the estimated 90,000 to 150,000
demobilized soldiers. (See Box V1.4.)

already created 6,200 jobs on paper for demobilized
soldiers in four provinces, of which 5,000 former soldiers
were actually employed.The head of the GTZ reintegra-
tion programme in Mozambique believed that a substantial

percentage of the jobs would be sustainable.”

Enterprise-based apprenticeship training has proven
to have a much greater likelihood to lead to sustain-
able employment than training in state-run voca-
tional or other classroom institutions. Apprenticeship
training is facilitated by providing financial incentives
to enterprises that accept workers as apprentices or
trainees, pay them an emolument, and hire them as
full-time employees. Moreover, additional employer
incentives may be needed to break other bottlenecks to
the expansion of their enterprises.”® After reaching a
proven skill level, the apprentice may then successfully
move on to self-employment or may continue to earn a

reasonable living wage at the participating enterprise.

Against its superior potential for producing sustain-
able employment, the enterprise- or workshop-ap-
prenticeship approach has two limitations. First,
within the target economy, the feasible number of
successful apprentice-trainees will be limited by the
capacity of the region or district to absorb the increased
supply of journeyman artisans in the given skill area
(welders, furniture makers, etc.). Second, costs per
trainee of successful workshop-apprenticeship pro-
grams are likely to exceed substantially the costs of
classroom literacy or vocational education. In USAID’s
experience in Liberia during 2004-06, costs forclass-
room training of ex-combatants for 6-8 months of
vocational training averaged $440 per participant.
Costs for the typical 9-month apprenticeship training
in a workshop setting averaged $1400 per participant,
with additional costs to assist the host enterprise
(which produced an average of 30 completed appren-
tice graduates each) amounting to about $40,000 per

workshop.”

2 For example, in the second and third years of the LCIP

employment program in Liberia, urban and rural ap-
prenticeship programs were initiated and expanded. These
programs offered incentives to master craftsmen in such
areas as carpentry, metal-craft, fishing, and masonry by
providing a project-funded structure (e.g., a 10-year lease)
and, for the first eight months, locally prepared lunches for
both employees and the master craftsmen.The program
also initially funded apprentice wage payments to employ-
ees; the considerable wage costs are now fully borne by
employers.

»  Chemonics International, Inc. and USAID/Liberia. (2008).



Box VI.4 Rebuilding Livelihoods: Mozambique

and Burundi

Following national elections in Mozambique in
November 1994, USAID sought to develop an
employment-generation program that would reach
as many ex-combatants as possible. The chosen
approach involved providing grants to a variety

of groups, including churches, community groups,
and private employers. Grants funded by USAID
and other program donors resulted in short- and
long-term employment for 12,000 ex-combatants.
To avoid identifying ex-combatants as deserving
special treatment, grant recipients employed a mix
of ex-combatants and civilians in their activities.
While many of the jobs were temporary,a number

of grants did result in longer-term employment.

In Burundi, USAID focused on vocational skills
training to promote successful community
reintegration and to address both land pressure and
a lack of economic opportunity. USAID’s program
trained students in six marketable vocations and
offered grants to student-formed associations.The
training emphasized off-farm income-generating
opportunities, which helped alleviate land pressure
and reduce poverty. In addition to literacy and math
education, students also received communications
and conflict-resolution training. Program recipients
included undereducated youth, returning

refugees, IDPs, ex-combatants, and members of
other vulnerable groups. Program participation

by undereducated youth and ex-combatants
successfully reduced violent incidents perpetrated
by these groups; both the students and their
neighbors stated that the students were less violent
and more productive citizens as a result of the

communications and conflict-mitigation training.

AVAILABLE RAPID ASSESSMENT
TOOLS

Provides mportant guidance for post-conflict transi-
tional employment programming USAID's 2007
publication, “Community-Based Development in
Conflict-Affected Areas — An Introductory Guide for
Programming,” (http://pdf.usaid.gov/pdf_docs/
PNAD]J132.pdf.) This document provides many
examples, including those described in Box V1.3

above, and discusses programming issues in detail.
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VIl. Infrastructure

Overarching Objective: To restore basic
infrastructure and infrastructure services
that are critical to the resumption of

€Conomic activity

Infrastructure is the productive backbone of any economy
and typically includes the physical networks and organiza-
tions needed to provide electric power, telecommunica-
tions, water and sanitation, transportation (roads, railways,
ports, airports, and canals), and dams. Adequate infra-
structure is essential if a country is to generate economic
growth, reduce poverty, and achieve international
competitiveness. In the aftermath of conflict, it is
important for donors and the government to quickly
prioritize among the key infrastructure bottlenecks. The
timely restoration of physical infrastructure and the
rebuilding of a country’s capacity to regulate and manage
that infrastructure are critical for achieving robust,
market-oriented, private-sector-led economic growth. In
addition, during the rebuilding process, there often is a
substantial need for reconstruction of infrastructure such
as health clinics, hospitals, schools, and government offices

to provide social services and improve standards of living.

POLITICAL AND SOCIAL ISSUES

An infrastructure strategy or activity should address a
number of political and social issues. Successful
approaches for dealing with these issues are well
understood today, and the literature on designing
effective projects is abundant. Key political and social

issues include the following:

The timely restoration of infrastructure services helps
build confidence in the post-conflict government and
makes a return to conflict less likely. Care is needed,
however, to ensure that the benefits of restored

infrastructure go to all parties to the conflict.

Tariff increases are affected by public opposition and
ability to pay. It is now well established that large tariff
increases are difficult or impossible when incomes have
bottomed out due to a conflict and when services are

poor. Typically, tariff increases need to be: 1) gradual;

2) matched with improvements in services; 3) accom-
panied by a public information campaign that explains
why tariffs are increasing; and, 4) supported by
statements from senior politicians about the need for
reform. It often is necessary to first stabilize services
and rebuild customer relationships, and then to
undertake a well-planned series of increases in real tariff
rates so as to bring them into closer alignment with
supply costs. This means that the enterprise will need
financial subsidies for several transitional years. In
practice, the amount by which tariffs can increase
depends heavily on a combination of political factors,
the rates paid by the public for services obtained
through the informal market (for electricity or water),

and the level of current tariff rates.

Tariff rates are often politicized. Tarifls are a political
issue. It is common for politicians to tell the public that
they will be charged very low electricity or water rates.
Such politicization of rates is particularly common prior
to elections. Tariff rates often need to be depoliticized
through multi-donor policy advocacy at the highest
levels of government. Another common approach is for
reforms to be accompanied by well-funded public
relations and customer service initiatives that explain the
reform program to citizens, provide information about
tariff and cost-recovery issues, and greatly improve
responses to customer complaints about billing and
service. This approach makes politicization of rates less

effective and less attractive to politicians.

The reconstruction and maintenance of road networks
often cannot be readily financed via tariffs (or tolls).
Required funds will typically need to come from
government appropriations at the national or sub-
national level. Donors can work with recovering host
governments to ensure that adequate funding is
forthcoming. Another option may be to allow a
company to collect a toll for use of a road that it
reconstructs or to award the company the right to

develop land along the reconstructed road.

Corruption is usually a political issue. Corruption is
common in pootly governed utilities. Often, over a

period of years, employees and public officials have



developed arrangements that take a significant portion
of the cash out of a utility through a combination of
kickback schemes for contracting, “leakage” in
customer collections, and undocumented sale of water
or electricity. In a sense, many pootly governed public
utilities have been informally privatized by employees
and public officials, with the benefit going to these
parties rather than to shareholders.

The poor generally can pay. Many studies have
documented that the poor often pay more for informal
sector electricity and water than they would if they had
a legal service connection and could buy at scheduled

tariff rates.’*® Deeply financially troubled utilities

% For example, a World Bank “Willingness to Pay” study in
Lagos, Nigeria, found that the poor paid between $1 and
$7 per cubic meter for water from private vendors, while
the official tariff rate at that time was $0.50 per cubic
meter. Most poor households were unable to obtain legal
connections to the network, so they bought their water
from private vendors most or all of the time.Another

study found that prices in New Delhi in 2003 were $0.025

Community members

work to install a new

system for distribution

of clean water in

Kauda, Sudan. (PACT)

typically cannot expand services to extremely poor
populations. However, it is remarkable how much the
poor actually have been able and willing to pay for
water and power when they get reliable, high-quality
service, as illustrated by experiences in Afghanistan,
Senegal, Tajikistan, and Uganda. In many cases, the
poor are willing to pay the actual cost of service; the
problem is the willingness of politicians and bureau-
crats to charge. Again, this is more of a political
problem than a technical one. Solutions include: 1)
raising tariffs to levels that allow reasonable cost
recovery in slums, to provide an incentive to the utility
to expand and maintain services in these areas; 2) using
private operating contracts that have explicit targets for
services in poor areas; and, 3) providing clear incentives
(and penalties) to staff and management for service

expansion in poor areas.

per cubic meter for service from public utility connec-
tions (not available in many slums), $2 per cubic meter
for water from private tankers, and $12 per cubic meter
when purchased from private vendors in bulk containers.

See Llorente and Zerah (2003).
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Government sovereignty is often the core issue. The
government’s control over the utility during a rebuild-
ing or transitional period is a major political issue. In
some cases, donors want the government to appear to
be a sovereign entity in control of basic services, even
though the government’s capacity to actually run a
public utility is extremely weak. The alternative is for
donors to convince the government to allow an
operating contract to be put in place for a limited
period of time, stabilize the situation, rebuild systems
and personnel capacity, and root out corruption. This
approach is common in Francophone countries, but

less familiar to U.S. assistance programs.’!

KEY TRADE-OFFS

Given the importance of restoring key infrastructure
services in post-conflict situations as quickly as
possible, host country governments and donors must
make decisions quickly on the basis of specific
trade-offs that are not nearly as acute in more stable
developing countries. In providing infrastructure
assistance, the key trade-offs involve: sectoral focus,
private participation vs. building a public-sector utilizy,
rapid vs. gradual investment in physical infrastructure,

short term vs. long term, and effectiveness vs. efficiency.

The goal of initial infrastructure rebuilding activities
should be to help restore production capacity and jobs
as quickly as possible while still meeting basic
bhumanitarian needs for housing, water supply, and so
on. From an economic perspective, addressing electricity
and road networks is likely to be particularly important,
but other types of infrastructure such as ports or
irrigation systems may be critical in some countries.
Sectoral priorities should be established through an
evaluative process that involves donors and government
officials from national and sub-national levels. Initial
infrastructure repairs (e.g., clearing irrigation canals or
restoring roads) often provide opportunities for unskilled

job creation on a significant scale.

3 The USAID report “Operating Contracts for Managing
Infrastructure Enterprises Under Difficult Conditions”
illustrates this concept.The report is cited in the Available

Rapid Assessment Tools section at the end of this chapter.

Rapid vs. gradual investment in physical
infrastructure

Investment in new physical assets should be matched
by a well-designed program of institutional strength-
ening. In post-conflict situations, there is often heavy
pressure to make large-scale investments in infrastruc-
ture rapidly, before major organizational improvements
have occurred. Without institutional strengthening,
however, there is a reasonably high probability that new
fixed assets will be poorly maintained and that revenues

from expanded service will not be realized.

Major physical investments also should be accompa-
nied by appropriately sized investments in the com-
mercial aspects of operating a utility. The udility will
not be sustainable if it has large physical asset invest-
ments, such as new generating plant investments, but
no improvements in its ability to manage customer

records and to generate and collect bills.

Short term vs.long term

Measures to restore services quickly after a conflict
may undermine achievement of financial viability in
the longer term. While prices for infrastructure services
often are set far too low to cover more than a small
fraction of the cost of providing services, price increases
are commonly deferred until infrastructure services are
restored and even improved. Thus, immediate improve-
ments in service often require donor-financed subsidies.
In the long-term, prices will have to be raised so that
service can be sustained at restored levels. Donors should
clearly establish at the outset the expectation that prices
will need to be raised for long-term efficiency and
sustainability. Donors should also support efforts to
build the capacity of the government and infrastructure

service providers to manage price-setting.

Effective vs. efficient

A set of infrastructure projects perceived to inordinately
benefit one party or one geographic region may
contribute to a return to conflict, no matter how
efficient the projects are at increasing well-being and
bringing about rapid economic growth. A great deal of

infrastructure will need to be rebuilt or repaired following



TABLE VILI INFRASTRUCTURE ASSISTANCE

Priority and Sequencing of Assistance

Item

Joint assessment of infrastructure
re-building priorities

Restoration of key humanitarian
infrastructure services

Restoration of key economic infra-
structure services

Infrastructure sub-sector reform

Institutional / regulatory capacity
building

User tariffs and collections

Immediate Intermediate

Consolidating

Use of operating contracts

High-intensity level of
assistance

of assistance

Lower-intensity level

Typically very little as-
sistance

a violent conflict of any significant duration. Even with
substantial financial pledges by donors, resources will not
be sufficient to rebuild everything at once. Choices must
be made among competing projects. One criterion must
be the infrastructure projects’ contributions to economic
growth. This cannot, however, be the sole criterion. The
projects’ contributions to the well-being of conflict-
affected populations must also be considered. The
infrastructure projects selected for immediate implementa-

tion must benefit all parties to the conflict.

PROGRAMMING OPTIONS

Donors’ urgent objective is to work with the post-con-
Slict government to restore basic services. The priority
should be to reconstruct infrastructure systems that are
vital for the recovery of economic production and the
distribution of products and inputs, as well as essential for
the well being and safety of large, well balanced segments
of the population. Donors should support physical
infrastructure projects that support economic activity at
the productive enterprise level, namely services that will
generate private incomes and employment. Priority
projects might include reopening and expediting traffic
through rural and urban roads,” ports, railroads, and

32 Issues to consider in the context of road construction/

rehabilitation include: appropriateness of road design and

airports. Other possible priorities, specifically power and
water (including the largest user of water, the irrigation
sub-sector), can present a great challenge because they

often demand large capital requirements.

Donors and the host government should establish
priorities through a joint evaluation process.® After a
conflict, many major civil works need significant
rebuilding and repair. The vetting process used to
determine project intervention priorities should
include basic economic cost-benefit analysis and a
review of the cost-effectiveness of alternative interven-
tions. Donor coordination and program planning is
vital, since resources are always scarce, and rapid but
careful assessments are needed before decisions can be

made on how to proceed.

safety standards (e.g,, paved vs. unpaved); the typically
weak technical and institutional capacity of local road
agencies, contractors, and consultants; and the desirability
of obtaining the participation of local communities and
civil societies in planning and implementation activities.
Local ownership in the projects can encourage the host
government to become operational more quickly, although
this may in practice require many years. Operating con-

tracts should be used in the initial recovery phase.
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U.S.Ambassador
Kristie A. Kenney,
together with the
Tawi-Tawi Provin-
cial Governor and
USAID Mission Di-
rector Jon Lindborg,
turned over a Wa-
ter Supply Project
in Tawi-Tawi, an
island in the South-
ern Philippines. The
water system’s
upgrade, under-
taken by USAID’s
Growth with Equity
in Mindanao (GEM)
Program, enabled
the Water District
to add 12,000 resi-
dents to the system.
Health officials now
expect a decrease in
waterborne diseases,
as residents benefit
from safe, potable
water.The water
system is one of over
850 infrastructure
projects constructed
under USAID’s GEM
Program with lo-

cal governments
throughout Min-
danao. (USAID/
Philippines)
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A critical choice for many infrastructure programs in
post-conflict countries is whether to try to rebuild
local utility companies or to use private-sector
participation to re-establish services, customer
relationships, and financial and operational
viability. Local politicians and bureaucrats often
would prefer that a public utility be rebuilt. This may
not, however, solve the utility’s serious operational and
financial problems or lead to acceptable service levels
over the medium term. Often, local politicians and
bureaucrats would rather keep the utility in public
hands. This preference may reflect “good” reasons, such
as maintaining sovereignty over public services and
preventing a backlash against privatization. It also can
reflect “bad” motivations, such as maintaining existing
corruption arrangements or prioritizing the interests of
public-sector employees over service quality, public

financial control, and customer interests.

Best-practice guidance for deciding between private
participation and building a public-sector utility

includes the following;

*  Determine the level and causes of performance short-
Jalls. If performance shortfalls are huge,* it often
is a sign that serious corruption is present. When
corruption is prevalent, it often indicates a serious
problem with both management and corporate
governance. In these conditions, the options often
are to replace management and establish new
corporate governance arrangements or to use a

private operating contract.

*  Remember that operating contracts can be used to
stabilize and rebuild the utility. It is important for
donors to be clear in dialogue with the host gov-
ernment that operating contracts, which are used
for a limited period of time (two to ten years), are
a tool to help rebuild services, operational and
financial conditions, customer relationships, and
staff capacity. Donors should point out that these

arrangements are not permanent, and that they of-

3 An example of a huge performance deficiency is Lagos

State Water Corporation’s nonrevenue water (NRW) in
2001, prior to reorganization of the utility. At this time, the
World Bank estimated that NRW was 97 percent of total
water produced.This means that revenues were collected
for only 3 percent of the volume of water produced by

the corporation.The rest was lost or stolen.



ten reflect very positively on government capacity

because of improved staff morale and services.

o Credible business plans are important. If the host
government requests a large amount of financial
support to rebuild infrastructure with public-sector
management, the utility needs to have a credible
business plan for the rebuilding period. Preparing
such a business plan is a relatively inexpensive activ-

ity, which can be supported by donors.

In each sub-sector, donors should strike a balance
between physical reconstruction and rebuilding the

institutions that manage and maintain infrastruc-

ture. This may require a conscious effort on the donors’

part since reconstruction is typically more tangible,
easier, and quicker than institution building.
Depending upon the duration, extent, and severity of
the conflict, a post-conflict country will likely require a
significant phase of reconstructing damaged or
destroyed physical infrastructure. During this phase, if
there was an exodus of managerial and technical
professionals during the conflict, the public institutions
that manage and maintain critical infrastructure may
also need to be rebuilt via donor-provided technical

assistance and training.

Successful infrastructure development typically requires

a two-pronged approach, with an emphasis on:

°  restoring core z'nﬁ’a:tructure and services. Donors

should:

0 promote inclusive sector strategies, working with

host-country officials

0 lower costs and increase access by using affordable,

detailed, and reliable design standards

0 rely on local labor and entrepreneurs whenever pos-

sible

0 anticipate and i