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Executive Summary

[Text]

" The authors are from George Mason University, Suffolk University, The University of Maryland, and The Uni-

versity of Maryland. See Acknowledgements for other important contributors to the ideas developed herein.
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Chapter I. The Challenge, Methodology and Conclusions®

The quest to understand and find the most appropriate way to deal with states whose political,
social and economic stability are precarious has become a central focus of U.S. foreign policy.
This document endeavors to assist in that process. It presents new methodological tools based on
the new institutional economics, together with detailed examples of their use. In an effort to
spare the less adventurous among us from having to read the full text, the present chapter
provides the background and challenges of this enterprise. It then lays out the rudiments of the
new methodology together with a summary of the analyses and conclusions for various

categories of these fragile states, described in more detail in the succeeding chapters.

1. Background

As noted in the “Foreign Aid in the National Interest” Report, violence, the instability and
violence inherent in fragile states threaten our national security and undermine development
efforts. President Bush’s National Security Strategy recognizes these links by elevating devel-
opment—in the broadest sense of improved political and economic performance— as a third

pillar, along with diplomacy and defense, of US national security. Nonetheless, while the thrust

! The authors are from George Mason University, Suffolk University, The University of Maryland, and The Uni-
versity of Maryland. See Acknowledgements for other important contributors to the ideas developed herein.

2 The principal authors of this chapter were Jack Goldstone and Clifford Zinnes.
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of the Monterrey Consensus and the creation of the MCA have emphasized rewarding good
development performance, they do little to suggest how best to address conditions where
development performance is exceptionally poor. A focused strategy on how USAID and its
interagency partners can work more effectively in fragile states is therefore needed to

complement MCA and other development efforts.?

At the end of June 2003, a Core Group of working-level USAID professionals was con-
vened to develop an annotated outline for the strategy. To support their efforts the IRIS Center of
the University of Maryland was asked under the framework of the PPC IDEAS Project to
assemble a team of multi-disciplinary experts to develop a substantive framework which would
underpin the new USAID Fragile States Strategy. The present document is a summary of the
methods, conclusions, and recommendations stemming from the deliberations of the IRIS team,

augmented with feedback from the USAID Core Group.

2. Challenge

The IRIS team was asked to support the USAID Task Force on Fragile States in its goal of
creating a strategy and framework with which to more effectively identify and address the needs
of fragile states. The USAID Task Force especially sought a framework that could guide broader
based and inter-agency efforts in this area (including other parts of the USG as well as other
donors). Toward this end, the IRIS team has created working groups of internationally acclaimed

economists and political scientists® to engage in the following:

O Build upon the existing literature and previous reports commissioned by USAID and

other donors.

0 Develop a typology of fragile states, providing indicators where appropriate.

? These themes are raised by USAID in “Fragile States: Failing, Failed and Recovering — An Outline for an Agency
Strategy”, USAID/PPC internal memo.

* See page xiii for a complete list.
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0 Identify major trajectories in the dynamics of change and the drivers that carry states into
and out of conditions of “state failure”; identify potential “tipping points” and opportuni-

ties for donor influence and intervention.’

0 Describe potential treatment options (country actions and USAID support), taking into
account a country’s history and cultural environment as well as the possible role of other

USG agencies and international donors.
3. Overview of approach

3.1  What are Fragile States?

99 Cey

States that are “failing,” “in failure,” or “recovering from failure,” may be considered as all—in
varying degrees—fragile states. But this begs the question—what is state failure? States can fail
in a variety of ways, and from a variety of causes. It is likely impossible, given this diversity of
experience, to develop precise and all-inclusive definitions of state failure. Thus we should focus

on working definitions that help us move toward analysis and treatments.

States can fail in the functional sense of losing the dominant role in enforcing law and
order in their territories. They can also fail in the normative sense of failing at those tasks that
we think states should do: enforce justice and protect minorities, provide the conditions for eco-
nomic growth, cope with natural and humanitarian disasters. We commonly consider states that
fail in either sense to be ‘failing’ states, in part because when a state fails in one regard it is

highly likely—although not inevitable—that it will fail in the other.

For working purposes, we can consider states to be “in danger of failing” if they show
any of a number of warning signs (discussed below and listed in Table 5). Typically states
appear on lists of states “at risk” because one or more of these signs suddenly becomes strikingly
visible. However, the sudden appearance of one or two such signs does not conclusively show
whether or not a state is “failing.” That determination depends on a more analytic match with
broad measures of state legitimacy and effectiveness, described in more detail below. One of the

goals in this project is to help USAID and other agencies go beyond responses to individual sig-

> It is interesting to note that, as early as 1991, one member of the team had already rigorously developed a theory of

institutional tipping points and their effect of economic growth. See Zinnes and McPherson (2002) for details.
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nals or symptoms of state fragility, and provide a holistic framework for analyzing, and respond-

ing to, the factors that underlie threats to social order.

Similarly, for working purposes, we can consider a state to have “failed,” or be “in fail-
ure” if it shows any of several patterns of extensive and severe distress or dissolution. These are
listed in Table 1. Yet again, merely showing these signs does not indicate what must be done to
revive the state; that too depends on a causal analysis of how legitimacy and effectiveness can be

restored.

Finally, a “recovering” state can be considered as any state that has emerged from failure
within the last five years and still shows the telltale warning signs of that they remain in danger

of failing.

Table 1: List of signs that a state is in failure

(1) Ruling Regime has been overturned and replaced by mass and elite actions outside of
constitutional or agreed-upon means, and order has yet to be restored; or

(2) Ruling Regime has lost control of 20% or more of its territory or population to armed
opposition forces; or

(3) Civil or Guerrilla war is ongoing with fatalities exceeding 1% of the population, or war
refugees exceeding 5% of the population.

While Table 1 (and Table 5, below) provide a quick means of provisionally identifying
‘failing,” ‘failed,” and ‘recovering’ states, the real task of analyzing the causes of failure, and

developing treatments requires a deeper look at how states succeed and fail.

3.2  Causes of failure and ‘tipping points’

Scholars who study state failures — including revolutions, civil wars, and economic underdevel-
opment—have taken two main approaches to identifying the social conditions that lie behind
these events. One approach focuses on long-term, deeply rooted characteristics of a society.
These include the degree of trust or social capital developed over long periods (Putnam et al.
1994, Fukuyama 1996, Coleman 1990), the degree of economic inequality sustained over
decades or centuries (Acemoglu et al. 2001, Engerman and Sokoloff 2002), whether there are
long-standing ethnic or religious fault-lines dividing a society (Horowitz 1985), or structural
conditions that lead to conflicts between the state and its own elites (Skocpol 1979, Goldstone

1991). Countries that have such deficiencies, it is argued, inevitably fail to make efficient use of
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their resources, suffer weak or declining economies, and fall behind other states. The combina-
tion of long-term decline and competition with other states leads to increased conflicts and state

breakdown.

These long-term characteristics of societies may identify important and pernicious social
patterns that produce state failure. Yet they leave policy-makers with little choice except to triage
societies and wait decades or centuries to see if such long-standing social characteristics will

evolve and change.

However, a different approach has been taken by scholars who focus on the impact of
institutions on current behavior. In the view of these “new institutionalist” scholars (Powell and
DiMaggio 1991, Brinton and Nee 1998, North 1990), people’s behavior is shaped by the institu-
tions under which they live. Good institutions produce good behavior and prosperous societies;
bad institutions produce bad behavior and poor societies. Unlike the view outlined in the pre-
vious paragraph, the “new institutionalists” argue that changing institutions can, in relatively
short order, lead to changes in behavior—for good or for ill. This is because institutions provide
incentives to individuals and groups to pursue certain activities; thus changing institutions cre-

ates new incentives, and hence different behaviors. Change can thus occur rather quickly.

As one example, despite great ethnic diversity, Yugoslavia held together as a peaceful
multi-ethnic state under the communist institutions developed by Tito for decades in the cold war
period. Tito’s communist party allowed all ethnic groups in Yugoslavia a significant role in gov-
ernance. Yet when Tito died, in the face of a massive economic crisis a new generation of
nationalist politicians tried to reshape state institutions by emphasizing ethnic and religious iden-
tities and building political and military institutions based on those identities. The result was a
major state failure, with civil war and genocide (Weingast and Figueiredo, 1999). Conversely,
and more positively, a number of countries that were poor, ethnically or religiously divided, or
had a recent past of political instability—and who are well outside regions that were historically
favorable to political and economic development—have shown themselves capable of rapid and
dramatic economic and political improvement. Examples include South Korea, Bangladesh,
Uganda, and Malaysia. These cases argue strongly that current institutions can make a major dif-

ference.

Of course, even the new institutionalists realize that institutions are not easily changed.

Grief (2002) has argued that institutions should be seen as self-reinforcing patterns of behavior,
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in which incentives exist that reinforce existing behavior, even behavior that has negative social
consequences. To change institutions, it is necessary to substantially disrupt or alter these self-
reinforcing patterns, so that new incentives, and hence new institutions, can take root. In some
cases, state failure may be necessary for a change to new and substantially different institutions
of governance. However, unless these new institutions are also strongly self-reinforcing, they are

likely to deteriorate, create instability and conflict, and perhaps worsen a country’s difficulties.

Analyzing failing states, and finding ways to avert failure, thus depends on identifying
clusters of institutions and incentives that produce stability, or which undermine stability whe
they change. The “tipping” points are not merely shifts in some index—such as employment, or
income per capita, or deaths—rather, they are shifts in the perceptions and incentives embodied
in institutional arrangements, such that people rather suddenly shift their behavior and alle-
giances to those institutions. We therefore need to analyze such institutions as wholes. When
states are failing, failed, or recovering, lasting stabilization depends on rebuilding institutions in

ways that provide lasting incentives to cooperative behavior.

4. Methodology

To meet these objectives, the IRIS team developed an approach comprising the following

sequential steps:
1. Create a descriptive typology of various types of state fragility

2. Identify stylized scenarios (generic cases of fragility) of countries in similar situations—

and a procedure for identifying them.
3. Develop analytic narratives of each stylized scenario.

4. Based on the analytic narrative, develop treatment strategies, together with the initial con-

ditions they require (or whose absence is necessary).

5. Consider the implementation and programmatic implications of the scenario-specific

treatment strategies.

4.1 Step 1: Developing descriptive typologies

USAID is confronted with on the order of 70 countries which could potentially be considered as

fragile states. Clearly, a strategy framework for them would have to involve grouping countries
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in some way. At the highest level and excluding non-fragile states, one could create two groups:
failed and functioning (not failed). This “typology” reflects two static situations—what econo-
mists might name “equilibria”. The USAID Fragile States Task Force chose to move beyond this
dichotomy by also considering the dynamic direction of fragility, i.e., whether the state was fail-
ing or recovering. Recognizing that a state could also be stationary or stagnant, the IRIS team
proposed, at an aggregate level, that USAID consider a six-case typology of fragile states. This is

shown in Table 2, together with some country examples.

Such a typology has eminent appeal since it effectively provides a mutually exclusive par-
titioning of fragile states. This can be illustrated graphically as in Figure 1. The Roman Numerals

in Figure 1 match those in Table 2.

Table 2: A descriptive typology of fragile states

Matrix View
Failing Stagnant Recovering
Functioning I (Zimbabwe) IT (Nigeria) 111 (Uganda)
Failed IV (Haiti) V (Somalia) VI (DR Congo)

While such a typology may be useful administratively, we stress that it is descriptive
only, i.e., it is based on the outcome dynamics (tendencies) and levels (condition) of the coun-

tries concerned. It is not a typology based on causal considerations.

Is a descriptive typology enough? Are the local political, economic and social conditions
of Haiti and of Somali similar enough such that they should receive the same treatment from
USAID? But these are presumably both failed states. What about Afghanistan and East Timor?
But these are presumably both recovering states. And what about Pakistan and Zimbabwe? But
these are presumably both failing states. In short, while two countries may observationally
display similar outcomes, the IRIS team recognized that it would not be generally possible to
make prescriptive or normative inferences from a descriptive typology. Rather, a typology based

on similar causes or drivers would be required.
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Figure 1: Six zones of dynamics for failing and failed states

A ' T |
Stable Region Zone II

Generalized institutional quality

y

Sequential tendency

4.2 Step 2: The PESS-EL framework and stylized scenarios

421 The PESS-EL matrix

Creating a country typology more suitable for identifying remediation treatments for USAID
interventions requires an approach recognizing the key role of institutional causes of a country’s
stability or instability. Such causes help to identify the drivers of change, “tipping points”, and
foundations of resilience. This requires an institutional “model”. Our model begins with several
components:

O A state’s capacity may be assessed along four dimensions of state-society relations: political
(who rules, and how much power do they have); economic (who has resources, and how
much); social (what social identities are recognized, and what is the status of various identity
groups); and security (how are police and the military used or misused). We refer to these as
the “PESS”” dimensions. The interaction of these dimensions is linked, in part, to the underly-

ing constitutional order.
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0 State failure occurs through some combination of loss of effectiveness and legitimacy (EL) of

the institutions of each of the PESS dimensions.

0 Countries can be grouped according to common Stylized scenarios (or archetypes), stemming

from similar institutional causes.

Regarding the PESS dimensions, one may consider the economic, social, and security
dimensions of a different order from the political dimension in Table 3. This is because while
economic, social, and security problems of legitimacy and effectiveness may be signs that politi-
cal problems are coming, they are not of themselves the critical factors. Thus a state may be eco-
nomically unjust and ineffective, but if these problems are not seen as wholly the fault of the
regime, then its political stability and security may be only modestly affected. Thus the most cru-
cial assessment remains political legitimacy and effectiveness, although problems in the other
domains are often signals of political troubles to come. Indeed, an effective and legitimate politi-
cal system is the main resource that societies have in coping with economic, social, and security
issues. It is generally ineffective or illegitimate governments that descend into failure when the

other PESS dimensions deteriorate and create political pressures.

The PESS dimensions and the effectiveness-legitimacy (EL) framework can be useful as
a practical check-list, both to make an operational diagnosis of a state’s capacity as well as to
plan remediation in regard to both effectiveness and legitimacy.® This can be done by collating
PESS with EL to form a PESS-EL matrix. Such a matrix may be used to summarize the whole
complex of a state’s capacity, as in Table 3. Using this approach we can begin to assemble warn-

ing signs of failure as shown in Table 5.

Similarly, the matrix can be easily modified to contrast alternative states, as in Table 4
which provides illustrations of three fragile states cases: stable, somewhat unstable, very unsta-
ble. Finally, these examples show how these “simply” terms reveal an important class of fragile
states, namely, those with adequate levels of effectiveness but low legitimacy. These may be
classified as “brittle states” since a sudden fall in effectiveness, say from a currency or terms of
trade shock that creates a sharp economic contraction, could lead to a sudden unraveling of appa-
rent stability. Possible past or future examples of this phenomenon might be Saudi Arabia, Ven-

ezuela, and the Ivory Coast.

® Note how issues of reconciliation may cross-cut several of these dimensions.
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Table 3: A PESS-EL matrix for state assessment

Effectiveness Legitimacy

Political
Economic
Social
Security

Table 4: An illustrative “PESS” grid for assessing three types* of fragile state capacity

Stable Unstable | Unstable II
Effective- Legitimacy Effective- Legitimacy Effective- Legitimacy
ness ness ness
Political High Med. Med. Low Low Med.
Security High Med. Med. Low/Med. Low Med.
Economic Med Med. Med. Med. Low Low
Social Med Med Low Low Low Med.

*Stable State: Medium effectiveness and legitimacy. Unstable State I: Medium effectiveness and low legitimacy.
Unstable State II: Low effectiveness and Medium legitimacy. Failed State (not shown): Low effectiveness and legi-
timacy.

Effectiveness. In using this matrix to assess state effectiveness, the bottom-line of effec-
tiveness is provision of minimal public services in each area. States that cannot enforce laws,
collect sufficient revenue, or administer and control their territory, are politically ineffective. For
the economic dimension, the critical issue is providing material sustenance. We thus ask if the
state can provide food security, access to water, land, jobs, a stable currency, and other resources
essential to maintaining material life. (Note: economic growth may be initial evidence of eco-
nomic effectiveness, but it is not sufficient. If growth is narrowly focused and highly unequal, it
may still leave a large portion of the population without economically secure access to resources
needed to maintain their accustomed livings. What seems to matter most for perceptions of eco-
nomic effectiveness is whether most of the population can generally maintain their accustomed
livings, or not). For social effectiveness, what matters is whether the state provides expected
social services (education, public health, usable transportation disaster relief, accommodation for
cultural/religious expression). Finally, for security, an effective state can provide safety to its

supporters and punish its enemies.
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Table 5: List of Warning Signs that a State Might be ‘Failing’

Political

Effectiveness

Legitimacy

Economic
Effectiveness

Legitimacy

Social
Effectiveness

Legitimacy

Security
Effectiveness

Legitimacy

Elections that are violent, whose results are contested, or judged to be improper
and unfair by international observers; attempted coup d’état; 3 or more presid-
ents or prime ministers in one year; government revenue 10% or less of GDP;
government loses effective control of at least 5% of its territory or at least 1% of
its population.

One or more groups are systematically excluded from political access, or politi-
cal office, or full citizenship; political protests or strikes involving at least 0.5%
of the population and repeated for 10 or more days.

Country is low or mid-income by World Bank classification, and one or more of
the following obtains: GDP/capita has fallen for 3 or more years, or is lower
than 5 years ago; national debt is over 10% of GDP; inflation has accelerated
for 3 or more years and is 30% or more per year; currency has been devalued
50% or more in the last 3 years; unemployment is over 20% for three or more
years.

One group (elite faction, ethnic group or subgroup, or family or cronies of state
leaders) is corruptly dominating the economy for their private benefit; one or
more groups face large-scale and systematic economic discrimination; state is
taking 45% or more of GDP.

Primary school enrollment is less than 60% and growing less than 5% per year;
government fails to act to alleviate consequences of natural or accident disas-
ters.

Specific regions or groups of population are deliberately not provided with pub-
lic services that are provided to others; specific groups are prevented from prac-
ticing their important customs or language; government seen as too dependent
on foreign support or otherwise betraying or departing from nationalist aspira-
tions.

More than 1,000 people killed in political violence in prior 3 years; more than
1% of population displaced by political violence in prior 3 years.

One or more groups systematically subjected to violence or deliberately not pro-
vided security by the state.
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While effectiveness is clearly an intuitive concept, further reflection reveal just how slip-
pery it can be. First, effectiveness has a relative and absolute aspect as far as perceptions are con-
cerned. An institution considered effective in The Philippines may well be considered a poor per-
former if in Singapore. Thus, to understand effectiveness one requires a benchmark of what is
feasible given the human, physical and financial capital available. Even if an institution is per-
forming at its feasible limits in a particular context, if its absolute performance is below a thres-

hold required for minimum services, then there will still be a perception of ineffectiveness.

As we show in Annex I, the degree of institutional effectiveness can be decomposed into
or determined by two components. The first depends on which institutional production frontier
the state (or the institution in question) embodies. This frontier (“function”) describes the admin-
istrative and organizational “technology” of an institution. It captures for a given level of man-
agement and institutional incentives the degree to which additional inputs—such as number of
employees, amount of information technology, feedback from beneficiaries—produce or are con-
verted into additional outputs, such as public goods or services. Institutional efficiency describes
for a given administrative technology the quality of management and institutional incentives. For
example, corruption or lack of interest by leadership of a ministry or agency can cause institu-
tional efficiency to decline. On the other hand, even if a government agency is producing the
maximum from the resource it is budgeted—for example, previous reforms put into place a high
productivity institutional technology—it may not be allocated enough resources (such as may be
the case with a national telephone company) or, perhaps, it may be allocated too many resources
(such as may be the case with a national water company)—examples of low institutional effi-
ciency.

Figure 2 shows this decomposition for two administrative technologies, the current one
and the best feasible one given the country’s conditions. First, if the state is consuming inputs of,
say, Ry, in its production of public goods and services with net benefits (value of outputs minus
the value of inputs) of NB, then by adopting through reforms the best feasible administrative
technology for its conditions, its institutional productivity would increase and the same level of
inputs would generate a higher level of net benefits, NB, in the figure. Second, holding the

administrative technology fixed (at its feasible best), efficient management would then expand
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state output to R,.” As observed, at R, net benefits of institutional output are maximized and

equal to NBs.

Figure 2: The decomposition of institutional effectiveness
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To help understand the distinction between the institutional frontier and institutional effi-
ciency, consider two analogies. First, think of a racing car, think of the institutional frontier and
efficiency as the distinction between the quality of the automobile and the incentive of the driver
to win. Second, think of an assembly line. Its performance depends on both the type of engineer-

ing technology it uses as well as how well managed are its workers.

7 We should underscore that we have abstracted in this example from the legitimacy dimension of effectiveness. For

example, expansion of output to a narrow group may not radically change perceptions of effectiveness overall.
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Why decompose institutional effectiveness this way? First, such decomposition allows
the analyst to be more focused and concrete in her assessment of institutional weakness. Second,
it allows one to propose more targeted and better tailored treatments. For example, the increase
in institutional effectiveness in the Dominican Republic’s customs system could be primarily due
to reforms related to computerization (improvements in the administrative technology). On the
other hand, the decline in institutional effectiveness in Romania in the 1990s could be primarily
due to the corruption accompanying an immature democracy (a decline in institutional effi-

ciency).

Legitimacy. Legitimacy can readily be made operational in terms of “fair shares.” Poli-
tically, if specific elite or popular groups are systematically and explicitly excluded from power
or actively repressed, then there is likely to be a perception of low legitimacy along the political
dimension. In the economic sphere, if specific elite or popular groups are systematically exclu-
ded from economic roles or access to resources; or if specific groups are monopolizing economic
gains, then there is likely to be a perception of low legitimacy along the economic dimension. In
the social sphere, if specific ethnic or social identity groups are explicitly excluded from publicly
provided goods and services by the state or faced with systematic discrimination, or their cul-
tures and customs are not respected or suppressed, then there is likely to be a perception of low
legitimacy along the social dimension. For security, if the security apparatus works to favor or
repress a specific social group, works erratically or indiscriminately against the population at
large, or fails to predictably and adequately enforce property rights then there is likely to be a

perception of low legitimacy along this dimension.

As in the case of effectiveness, it is necessary to decompose legitimacy into several pos-
sible channels. One often found in the literature [KS’s: REFERENCES] is between a legitimacy
of ends (purpose) and legitimacy of means (process). The former refers to the perceived fairness
or acceptability of the objectives, outcomes, or outputs of a state’s institutions; the latter refers to
the perceived fairness or acceptability of the means employed to achieve the ends. For example,
if a country has a high rate in illiteracy, providing higher education rather than primary school
education may be perceived as an illegitimate objective for social policy; providing primary
school education mainly in the main cities (e.g., Nepal) may be perceived as an illegitimate

means for social policy.
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These two channels of legitimacy, themselves, can be further divided into four different
perceptions, as summarized in Table 6. The perception of onerous unfairness refers to a “nega-
tive” aspect of legitimacy, i.e., the perception that one is not subjected to needless, discrimina-
tory, or predatory restrictions, harassment, or other measures (e.g., excess taxation). The percep-
tion of discretionary influence refers to a “positive” aspect of legitimacy, i.e., the perception that
one may, if one desires, exercise a right to influence one of the channels of legitimacy. The per-
ception of belief accordance refers to a “positive” aspect of legitimacy, i.e., the perception that
state follows precepts consistent with one’s beliefs, ideology, or custom. For example, Egypt is
currently struggling with appropriate policy for female headscarves; this is a question of belief
accordance as applied to ends. When the Iranian moral guard prevented girls from exiting from
their burning school until they had put on their headscarves, this raised the question of belief
accordance as applied to means. Finally, the perception of state effectiveness refers to a
“positive” aspect of legitimacy, i.e., the perception that state is trying its best to exercise its
responsibilities. This is different from our institutional effectiveness dimension, which is not
meant as a subjective measure.

It is important to make the distinction between channels of legitimacy and sources of
legitimacy. A state that scores poorly as per Table 6 on channels of legitimacy may still exude
legitimacy if its sources are perceived as legitimate. Two examples might be from a symbol of

authority, such as a monarch, or from a system, such as a parliamentary democracy.

Implementation perspective. It is not recommended that the first-pass construction of the

PESS-EL matrix during Step 1 of the methodology include decomposition of effectiveness as
illustrated in Figure 2 or of legitimacy to the levels found in Table 6. Execution of Step 3, below,
and the identification of appropriate treatments, however, may require this be done for some

rows of the PESS-EL matrix.

Table 6: The various channels and perceptions of legitimacy

Channel of legitimacy
Ends Means

Perception

Onerous unfairness
Discretionary influence
Belief accordance
State effectiveness
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To assess a states’ condition, filling in the PESS-EL table provides a quick “diagnostic”
indicating where problems lie, and how extensive they are. The cells in the PESS-EL matrix of
Table 3 for example, can be filled in with the number of warning signs showing at a given time,
taken from the list in Table 5 above. Thus one might have a zero, a one, or even a two or higher
number in any of the eight cells. Countries with many zero cells and only a few if any ones can
be seen as being at point “A” in the Figure 3 (page 41). Countries with roughly half of the
marked zeros and half with warnings are at point “B.” For such states, examining the cells with
warnings helps pin down exactly what must be changed to move to point “C.” On the other hand,
if most cells are showing warnings, the country is either at, or soon will be at, point “D” and

enter state collapse.

As a final illustration of the PESS-EL approach, Table 7 provides hypothetical matrices
for fragile states showing warning signs for Type-I or Type-II instability.

Further perspective. In light of the exalted pedigree of the term, legitimacy, it is worth

some brief asides before moving on. First, we have taken a fairly "open" view of legitimacy that
rests, in the end, on perceptions of justice as access and fairness, in government treatment of all
major groups. This is view, therefore is not dependent on a particular kind of regime—authori-
tarian regimes, if honest and fair, could be far more legitimate than democracies that are corrupt
and exclude or discriminate against major groups. What matters is how a regime works, not
merely how it is set up. Thus, one should not conclude from our approach that democratic elec-
tions by themselves, and without attention to how the resulting regime operates and how effec-

tive and legitimate its actions are, would solve fragility problems.®

¥ In fact and as will be seen below, the selection of Nepal for a case study (an “analytic narrative” in our
terminology) was in part, precisely because it is an example of how simply holding elections—in the 1990s, when

the King created a constitutional monarchy and instituted parliamentary government—can lead to unwanted results.
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Table 7: Type-1 and Type-11 PESS-EL tables of instability in fragile states

(A) Type | Unstable Fragile State
(Medium effectiveness, Low legitimacy)
Number of Warning Signs
Effectiveness Legitimacy
Political 0 2
Economic 0 1
Social 0 0
Security 1 1

(B) Type Il Unstable Fragile State
(Low effectiveness, Medium legitimacy)

Number of Warning Signs
Effectiveness Legitimacy
Political 1 0
Economic 1 1
Social 2 0
Security 0 0

Second, our approach stresses the link between perception and legitimacy. Note, for
example, the importance of symbolic reinforcement for legitimacy. Certain persons or institu-
tions—charismatic leaders, monarchs, traditional councils, religious leaders—have a presump-
tive legitimacy due to a history of being identified with fair and inclusive leadership. The loya
jirga in Afghanistan, the King in Nepal and Thailand, for example, have this character. Use of
such symbolic actors or institutions as a foundation for building legitimate order can be helpful.
At the same time, we would worry about going back too strictly to Weber's view of “legitima-
tion”. Traditional authority—that of kings, for example—is not inherently legitimate. In Nepal,
for example, the monarchy under King Birendra was very popular, in part due to the character of
the King, and the monarchy was a powerful and unquestioned symbol of national unity. But
after the massacre in the palace, and the actions of King Gyanendra, the monarchy seems to have
suddenly lost much of its prestige and appeal, and this year calls for its abolition have become
widespread. Efforts to bring back monarchy to Iraq, Iran, or Afghanistan all proved unsuccess-
ful. In short, what matters is what people perceive as legitimate. In some countries at some

times, the monarchy may have strong symbolic legitimacy; but that can quickly change as well.”

? Charismatic authority also is a double-edged sword. Certainly, the United States would like to find someone of

Afghanistan’s interim president, Karzai's appeal and stature in Iraq. But would we want another Khomeini? Argu-
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As has been pointed out, “[a]lthough lineage is probably not as salient today as it was
when Weber wrote, the appeal of monarchs, particularly in transitional periods has popped up
numerous times. Lineage may also underpin the durability of political families in some countries
that dominate an ostensibly democratic system. Still, charisma as a source of legitimacy seems to
be still very much in use, as we have seen with national liberation heroes as well as opposition
leaders in post-communist Europe. The durability of that legitimacy has risen or fallen with
effectiveness. The legal-bureaucratic model of legitimacy has been most closely married with

. . . 10
effective liberal democracies.”

Weber's third form of legitimacy—rational/bureaucratic legitimacy, in other words, legi-
timacy based on following widely-accepted rules—is close to what we are aiming at in Chapter
IV in our description of constitutional order as a goal for stabilizing societies. However, Weber's
concept of rational/bureaucratic legitimacy focused much more on the effectiveness and predict-
ability of rule-governed states and did not explicitly attend to issues of fairness across all
groups. Weber simply presumed that rational/bureaucratic states would be impartial; but Weber
had scant experience with ethnically divided societies in which one group would use a rationally-

ordered and efficient state apparatus to repress other groups.

4.2.2 The stylized scenarios

While the PESS-EL matrix is a powerful tool upon which to start to frame a fragile states stra-
tegy, it is not sufficient. First, having 70 PESS-EL matrices—one for each potential fragile
state—do not constitute a typology and are too much detail for formulating a comprehensive set
of fragile state strategies for USAID. Second, a state, as we stress throughout this document, is
an organic, holistic system. Filling in a series of cells does not of itself ensure that the cell entries

are mutually consistent.

Our approach, therefore, introduces an additional concept: the stylized scenario. These
are brief vignettes capturing the essence of the PESS-EL dynamics being observed for a group of

countries. The IRIS team found that a relatively small number of stylized scenarios were adequ-

able, he was even more charismatic (as were Mussolini, Hitler, and Lenin), but charismatic authority can—as Weber
himself observed -- be a source of revolutionary disorder, as charismatic figures often arise precisely to challenge
and overturn prevailing institutions.

1% Ann Phillips, paraphrase of personal communication.
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ate to capture all fragile states currently in existence.'' These stylized scenarios, listed in Table 9

and Table 10, are discussed briefly below and in detail in Chapter II and Chapter III.

To avoid confusion, it is important to be explicit about what the stylized scenario is and
what it is not. It is not an accurate description of the idiosyncratic dynamics of a particular coun-
try. Rather, it captures the flavor of the principle game occurring in countries with similar PESS-
EL drivers. Just as The World Bank uses a typology based on (official) income to classify coun-
tries for programmatic purposes, we propose USAID utilize a typology based on system dynam-
ics to classify countries for fragile state intervention purpose. Such a classification is suggested

in Table 11.

The stylized scenario helps in the first analysis to check and confirm the consistency of
the entries in the PESS-EL matrix. If the two are at odds, then one or the other—or both—can be
adjusted or enriched. This is an iterative process. Only once this process has converged should
one move on to the next step of the methodology. In arriving at the stylized scenarios described

in later chapters, this process has been allowed to run its course.

In practice, a country may manifest multiple stylized scenarios. Our maintained hypothe-
sis is that one or two are adequate to capture the principle drivers of change that would lead to a

tipping point.

[FIX: begin] Underpinning the stylized scenarios are *"three logics of threats to order."
These are also linked to the PESS-EL framework. logic of fear... logic of opportunity...
logic of vengeance...1.

The logic of fear is countered by a state that exercises effective and legitimate
security. The logic of opportunity cannot operate where political institutions are open to
all and the economy and social services are provided impartially to all. The logic of
vengeance can only be countered by removing (or putting to trial) the most egregious
criminals; but to prevent a further spiral of vengeance it is necessary to provide security,
and material support and public services, to impartially to all. In short, in states that are
recovering or strong, maintenance of positive PESS-EL conditions helps to forestall the

"logics of fear' that unravel social order. More concretely, examples of how third parties,

" Of course there is no reason why new stylized scenarios could not be developed if a country manifests previously

unobserved PESS-EL dynamics.
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donors, or state reformers have built institutions resistant to the logics of fear would be

useful.

[Neutral ground; ex ante threat of violence (excess ambition; 2, and 3...]

2. While neutral ground should improve the level of legitimacy and effective-
ness in acountry, it is not per se necessary. Neutral ground allows for
system feedback, which generally improves performance.

3. Neutral ground perhaps has two general uses. First for recovery, it is
likely a necessary condition. A second use, however, is to resolve disputes
within the various PESS-EL dimensions. The former may require outside
coordination and implementation; the latter should be part of the existing
institutions within the constitutional order.

It seems to me Jack and I have the following disagreement. He thinks legitimacy and
effectiveness block the three logics. The way | disagree is best explained with the example
of the logic of fear. Logic of fear creates security dilemmas. And one extraordinarily useful
way to void the security dilemma is to build up the power of defensive resources. Institu-
tionally this means separating the parties (autonomy, federalism etc.) or giving them block-
ing mechanisms in the form of vetoes (and this adds up to some form of *'power sharing').
Building up defenses is not the same as building up legitimacy or effectiveness. So while
building effectiveness and legitimacy helps, so does building defenses (in the case of the
logic of fear). That is why I suggested two dimensions (the neutral ground/legitimacy/effec-
tiveness dimension and the propensity to violence dimension). With two dimensions the
whole power sharing literature can be neatly integrated with what we do, as | think it must
be (it gets at something very important). Without the two dimensions | don't see any good
way to do it. [SEE CZ PARAGRAPH AT END OF SECTION 5.2 OF THIS CHAPTER]

To come full circle, it is useful to return to the simple trajectories of fragile states as
shown in Figure 1 the IRIS Smile institutional quality measure should be based on neutral
ground and propensity to violence. | believe it should be based on Legitimacy, E (or S), and
A. Legitimacy, on the other hand while effecting the probability of state failure, only affects
effectiveness to the extent that (i) a lack of Legitimacy leads to non-compliance or non-par-
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ticipation and (ii) that the non-compliance and non-participation reduces institutional

effectiveness (which it may not in all cases). [FI1X: end]

4.3 Step 3: The analytic narrative

Let us consider where we stand with the components of the methodology so far presented.
Through the PESS-EL matrix for a country we have a description of the key institutions whose
performance determines the degree and manner in which a state is fragile. By selecting the styl-
ized scenario(s) for a country we have a simplified description of the dynamics driving change. It
is tempting to ask why develop an additional apparatus for analysis. There are several compel-

ling reasons, which we present as a series of questions.

First, consider the PESS-EL matrix. It contains four rows. Each row may cover a plethora
of institutions. Which of these institutions are important in order to understand the underlying
dynamics of the stylized scenario? Likewise, how much disaggregated detail should one develop
for each row in the PESS-EL matrix? And to what extent are the dynamics (sub-stories) for each
cell themselves potentially important in order to understand overall country dynamics? For
example, assume our assessment leads us to know precisely the strategic interactions within the
institutions of the state (i.e., the “game”) responsible for the failing performance in the health
sector. Treating the problem may nonetheless be addressing merely a symptom of a larger (deep-
er) political-economic problem, say, of why the government does not care enough (or is unac-

countable to the affected constituencies) to reverse the situation?

Second, consider the stylized scenarios. By necessity, these are more or less context-free
in order for them to be generic. Moreover, more than one may apply simultaneously. How does
one tie the context-rich idiosyncrasies of a country’s institutions as described in the PESS-EL

matrix into the general dynamics of the stylized scenarios?

Finally, even if we felt satisfied with the institutional assessment as framed by the PESS-
EL matrix and stylized scenarios, how can we know how a treatment that we develop affects the
overall institutional dynamics in a society? For example, how can we know whether a donor
intervention to improve a government’s military capacity will strengthen or undermine that gov-
ernment’s legitimacy? And if we propose, as is typically done, treatments to correct particular
institutional failures or weaknesses within a PESS-EL row, do we not risk falling back into a

practice of “stove piping”?
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To address these methodological gaps we introduce a third component to our approach,
the analytic narrative. The analytic narrative is a (game-theoretically) consistent and organic
story or mini case study of (i) the initial conditions (ii) the players’ (stakeholders’) beliefs, stakes
(payoffs or rewards), and strategies, and (iii) the rules of the institutions governing the PESS
dimensions underlying the stylized scenario. It is important to note that one should describe the
stakes of each key stakeholder, even if the particular realization (outcome) did not or has not
occurred. Thus, for example, if a rebel movement escalates a conflict into all-out war rather than
negotiate, the analyst should still describe the stake the rebels would have in peace so as to more
richly understand their perspective. Likewise, particular attention should be paid to identifying

. . . 12
information asymmetries among players.

The analytic narrative permits one to test that the beliefs and strategies ascribed to the
players in a country are consistent with the PESS-EL institutions and resultant payoffs presumed
to exist under the stylized scenario. Conversely, the stylized scenarios are guides to constructing
the analytic narrative, in that elements of the scenarios can be drawn upon to construct a more

precise analysis of the actors and actions that matter in the country.

Putting these elements together, the PESS-EL matrix is a kind of accounting tool that
helps identify (and, as we show below, keep track of) what is changing or needs change. The
stylized scenarios are general accounts of actors and events that lead to changes in the institu-
tions within the PESS-EL cells. The analytic narrative is then the country-specific account that
identifies the particular actors and actions in the country, and their effects on the PESS-EL insti-

tutions in that country.

We can now address how the analytic narrative fills the methodological gaps raised by

the questions posed at the outset.

How much disaggregation is necessary for the PESS-EL rows? The analytic narrative
instructs us as to when to stop the descriptions of the individual cells. One disaggregates only so
far and to the extent required to establish the context of the stylized scenarios so as to ensure a
consistent analytic narrative. Have the key stakeholders (players) been identified? Are their

strategies consistent with their beliefs and actions? This process is aided by the analytic narrative

12 Information asymmetries refer to the distribution of knowledge about the facts on the ground or the beliefs,

strategies, and even objectives of the other players.
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matrix whose template is illustrated in Table 8. Likewise, it is the analytic narrative that allows
one to tie the context-rich idiosyncrasies of a country’s institutions as described in the PESS-EL

matrix into the general dynamics of the stylized scenarios.

Table 8: Examples of an analytic narrative matrix template

Players* Beliefs Strategies Stakes**
Oligarchy

Military

Juntas and civilian
governments
Rebel groups
Multilateral
organizations

U.S.

Etc.

*The list of players is only suggestive. The list will vary depending on the country application.
**In game theory, this is referred to as the payoff.

Finally, the analytic narrative provides a consistent and rich scenario within which to
consider how a proposed treatment affects the overall institutional dynamics. In this way, we can
avoid the practice of “stove piped” treatments since we begin from a more systemic framework.
In particular, regardless of whether the issue is one of transition process or policy objectives, the
analytic narrative allows us to run or “test” scenarios so as to create a more nuanced view of
country dynamics. This adds transparency to the assessment and makes the motivations behind
the treatments proposed explicit. This allows the difficult dimensions of legitimacy and effec-
tiveness to be debated with more clarity and focus within the donor community as well as with

their client governments.

For a state to move from a “fragile” condition to a “stable” condition implies that there
are endogenous social and institutional forces ensuring that the equilibrium is self-enforcing
(self-maintaining) and not riding a knife edge or a slippery slope. For most applications, the
stylized scenarios will not be detailed enough to adequately capture how such dynamics operate.
Without such an understanding, introducing (promoting) a particular set of treatments can be
problematic, since they may not support the self-enforcing forces. It is the analytic narrative’s

job to address this gap.

Prior to proceeding to the next step, it is worth pointing out a number of methodological
issues surrounding the analytic narrative. First, the analytic narrative can be seen to assist in

several ways. At its most straightforward and in a fashion analogous to PESS-EL matrix, the
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analytic narrative matrix as is as much a check-list as a framework for bringing together what is

known about the dynamics occurring.

Once a PESS-EL matrix has been developed for the specific time period of interest
(different periods require different narratives), one begins by trying to tell a logical story of
events over the period. This normally leads to identifying the appropriate set of stylized scenar-
i0s. To begin drafting an analytic narrative, one endeavors to place flesh on the skeleton of the
stylized scenarios. One approach is to ask why the main problem cells in the PESS-EL matrix are
acting the way they are. Tell stories about them. For the important ones, develop a rudimentary
analytic narrative matrix. Then look for overarching commonalities of the stories. While there
are likely to be several “games” being played, there is usually a primary game. Each side to the
conflict may have within its group a subsidiary game going on as well, which may or may not
need to be described in an analytic narrative matrix. In cases where there are more than two pri-
mary players in the main game, say the elite, the military, and the rebels, it is generally not pos-
sible to develop a very rigorous formulation. Nonetheless, the story (narrative) developed should
be consistent with the beliefs, strategies and payoffs ascribed—as well as vice versa. This typic-
ally requires quite a bit of back-and-forth. Inconsistencies point to the need for additional fine
structure to the story or further qualitative field work (or deeper examination primary sources) to
refine player beliefs, strategies and payoff attributions. The end product of these efforts is to
have the simplest, logically consistent story possible to explain the overall dynamics of the coun-

try and a completed analytic narrative matrix summarizing it.

To conclude, we reiterate that, while a closed-form solution to most—and even the sim-
plest games—imposes rather greater analytic demands than are normally available, such a formal
solution is not the goal of the analytic narrative exercise. In fact, the simpler the narrative, the
more likely it is to be successful (useful). What is important is to identify the institutional land-
scape within which one expects to intervene or influence and to do so in a systemic or holistic
way. The stylized scenarios are given the specificity of country context and implicit assumptions
are shed in favor of naked—and therefore potentially consistent—appraisal. Like any good

science, its practice is mostly art.
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4.4 Step 4: Treatments

By now it has probably become much clearer why most treatments to date to address fragility
have met with limited success. First, contrary to “stove-piped” approaches to problems, amelior-
ating fragility requires a holistic approach. For example, fixing economic growth problems (the
economic effectiveness cell) will not be sufficient to stabilize a state with political and social
illegitimacy. Rather, stabilizing fragile states requires an integrated strategy that addresses prob-

lems across the PESS table cells.

Second, fixing any one cell in a PESS-EL matrix is already a tough job. For example,
knowing that a state is failing in part because of some weakness in a PESS-EL matrix cell—say
due to corrupt government—does not tell us how to fix that problem. For this we argue herein
that only from the analytic narrative can incentive-compatible treatments be constructed.
Treatments must address causes and/or symptoms, depending on which is perpetuating state

failures.

[1-2 PAGES ON: EXPLANATION OF HOW TO INFER TREATMENTS FROM THE
ANALYTIC NARRATIVE. Also, how sub-stories (at the level of one or a group of PESS-EL

matrix rows) may be required to design treatments - Still to be drafted]

Finally, several points bear repeating. First, while we can indicate some institutional
requirements or guidelines for stable solutions, we cannot here develop appropriate treatment
strategies for every problem in every country. Designers of country-level PESS strategies will
have to work with country-experts and experts on procedures to develop policies that address the
specific problems in specific countries. PESS simply helps ensure that no major institutional
components of a stabilization strategy are missed—and that the legitimacy dimension is kept in

central view.

Second, the existing skills at USAID may need to be augmented by new specializations
or cooperation with NGOs with requisite skills. For example, establishing political legitimacy
generally requires three distinct phases: holding elections, engineering political party systems
capable of repeated competitive elections, and establishing institutions (strong legislatures and
courts) that will constrain executive authority. Different donors or agencies may be assigned

these distinct tasks. Of course, this creates coordination problems, and some thought will need to
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be given to establishing “stabilization” teams for specific countries that orchestrate joint efforts

by different donors and agencies to pursue the common aim.

4.5 Caveats and further considerations

Prior to launching into a summary of our conclusions from the application of the above method-

ology, the following caveats should be taken into consideration:

1. Recommendations are not constraints or dictates, but only meant to inform and offer

guidance.

2. Our focus on stylized scenarios is (i) to avoid having to argue about precise classifica-
tions of particular countries at specific point in time and (ii) because a fragile states stra-
tegy for USAID should be based on generalized needs to prevent and treat fragile states,

not on the idiosyncrasies of particular countries.

3. Treatments should not be implemented without first having a team of experts visit the
country to assess the appropriateness of a treatment and to tailor it to the specific institu-

tional and economic conditions of the country.

4. Some of the recommendations will likely be infeasible until and unless preceded by pro-

grammatic and organizational reform within USAID.

5. Much of what we propose has been said before, including by reports produced by the
USAID Office of Transition Initiatives as well as by the report of the Commission on

Post-Conflict Reconstruction.

Clearly the proof of the framework presented here will lie in its implementation. In this
regard we would like to underscore that any player wishing to influence the outcome of a
strategically difficult situation (a “game”) must accept the fact that they are an outsider and
acting without “complete” or “perfect” information. This carries a clarion implication that a
strong modicum of humility is in order on what one can know and orchestrate; this is true as
much concerning the importance of the path/trajectory as much as for the destination, which we

may not be able to know.

...Clearly, the approach we promulgate here is to develop a holistic strategy. This is one

whose chief aim is to maintain various important forms of balance, to make sure that no
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important consideration is crowded out. What are then the most important considerations that

need to be balanced? In a rough way our general method should include the following balances:

0 Balance between what needs to be done in a situation (if only it could be), and the oppor-
tunities in it for effective intervention (perhaps not the most needed, but possible). A
good program must be flexible enough to take advantage of opportunities as they arise.

0 Balance between building institutions (both their effectiveness and their legitimacy) and
developing minds. The chief instruments for developing minds are mass media and edu-

cational organizations (from elementary schools to universities); and

0 Balance between short term and long term thinking.

Scope for new options. Fragile states offer novel opportunities not available for more

robust states:
0 Secession, accession and agglomeration
0 Do we need to wait for chaos or precipitate a crisis?

0 When should USAID be proactive?

5. Summary

The main body of this document comprises chapters covering failed and failing states, a chapter
on recovery experience and strategies, and a final chapter on implementation considerations. We

summarize the main conclusions and findings of these chapters below.

5.1 Failing states

If we are to avoid simply compiling long lists of factors sometimes implicated in failing states, or
simply enumerate case studies, we need to look for broader patterns or trajectories that com-
monly underlie cases of failing states. We can identify five such “stylized scenarios” of pathways

to failure, as summarized in Table 9. These are analyzed in greater detail in Chapter I1.

Each of these stylized scenarios can be thought of as representing a “mode” (or set of
“modes” of state failure, or more analytically, a set of interactions by which the equilibrium
underlying stable governance breaks down. Recent advances in the theory of political economy
have argued that government should not be looked at as a single rational actor disposing of

resources and directing institutions. Rather, “government” is a set of institutions through which
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individuals or groups exercise control over people and resources. Whether or not a government
is stable depends on whether an equilibrium is achieved in which those individuals and/or groups
who participate in the government have incentives to keep participating, and in which neither
groups within or outside the government have strong incentives to seek to capture or escape the
government by non-institutional means. This means that both conditions by which government
breaks down, and policy interventions to avert such breakdown, need to be analyzed in terms of

the incentives and opportunities faced by various groups and individuals.

In Chapter II we illustrate analytic narratives for each of the five stylized scenarios
above. These stylized scenarios show that states can collapse in varied ways. However, all the
pathways involve some combination of events or actions that leads to a loss of state effective-
ness, state legitimacy, or both. The loss of effectiveness and/or legitimacy removes the incentives
for leaders and groups to participate in the state, or creates opportunities and incentives for them
to defect or oppose it. States can survive in a fragile state if they are moderately effective, or
moderately legitimate, even if the other characteristic of state capacity is weak. Yet when states
become weak on both counts, total collapse is likely to come soon. Yet, we begin to see some

guidelines emerging that may suggest ways to do the least harm:
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Table 9: Stylized Scenarios for Failing States

Stylized Scenarios* Countries

Escalation of communal group (ethnic or Rwanda, Liberia, Ivory Coast, Nigeria,

religious) conflicts™** Sudan

State predation (corrupt or crony corralling of Nicaragua, Philippines (1996), Iran (1979),

resources at the expense of other groups) Haiti (Duvaliers)

Regional or guerilla rebellion** Colombia, Indonesia, Georgia, Chechnya

Democratic collapse (into civil war or coup Nigeria, Pakistan, Haiti (Aristide), Bolivia

d’état)

Succession or reform crisis in authoritarian states |[[ndonesia (Suharto), Nepal, Pakistan (1971)
Soviet Union (1991)

Humanitarian and refugee disasters Ethiopia, Mozambique, HIV affected Sub-

Saharan Africa

* Also referred to as canonical cases or archetypes.
** May also result from an external intervention or spillover of an adjacent conflict (e.g., Liberia, Lebanon).

Carefully examine actions for their impact on both effectiveness and legitimacy. For

example, military or financial aid to an unjust regime may help keep its effectiveness up and
prolong it in power; but it may also undermine its legitimacy, and thus do nothing to ameliorate,
or may even worsen, its situation as an unstable state, failing in its lack of legitimacy. Giving
education or medical help to a country’s population through NGO’s that circumvent the govern-
ment may help provide services to that population; but it may also undercut perceptions of the

effectiveness or justice of that government, thus increasing the risks of state collapse.

Carefully examine how actions affect incentives and opportunities of leaders/groups.

Creating a flow of free resources (through oil development, large capital projects, or flows of
external aid) may simply provide an opportunity for corruption or for conflict among elite fac-
tions over access to or exclusion from those resources. Such a resource flow can therefore

undermine the equilibrium based on prior perceptions of state fairness and effectiveness.

The cases where external intervention is most likely to avert collapse are cases where
regimes retain medium or high legitimacy, but have low effectiveness. If likely success is the cri-
terion for intervention, then these cases should have highest priority. In such cases, aiding the
government in delivery of services, or in provision of economic or physical security, is likely to
help restore stability to the nation. In some cases, the use of third-party military forces to provide

security for both parties to a conflict may be necessary to create a climate of effective govern-
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ance in which parties can work toward an equilibrium agreement on how to restore institutions

that are seen as both effective and legitimate.

Where regimes are effective but lack legitimacy. These are state we defined as “brittle”,

above. Here, it is difficult to intervene to restore legitimacy. Efforts to do so (e.g., by holding
elections) are often undermined by the illegitimate authorities who fear losing power. It may be
better, if possible, in such cases to seek to terminate the illegitimate regime and replace it before
it loses effectiveness and then undergoes collapse. However, replacement can itself produce
chaos and collapse unless undertaken with very strong external intervention committed to
providing a framework of effective institutions until domestic forces can reconstitute effective
and legitimate institutions of governance. It also is crucial that replacement efforts draw on any
available prior individuals, symbols, or processes that are strongly associated with fairness and
hence legitimacy in the eyes of leaders and popular groups. These might be individuals who
suffered under the old regime (e.g., Mandela in South Africa, Aquino in the Philippines), or
political processes that had legitimacy prior to the replaced regime (e.g., the use of a loya jirga
council to choose leaders in Afghanistan). These are likely to be the highest cost and highest risk

interventions, but not impossible (e.g., 1986 Philippines).

5.2 Failed states
We have identified 36 states that failed at some time since 1980; 27 were war-torn. 15 are still
failed states. Persistent failure is typically, but not always, associated with war. More precisely:

0 All countries with civil wars fail (essentially by definition).

0 A few states fail without full-blown civil war.

0 State failure, whether or not associated with civil war, does not necessarily consign a

state to persistent failure (e.g., El Salvador; Uganda).

These observations are made more precise in Chapter III and result in the five stylized scenarios

summarized in Table 10.
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Table 10: Stylized Scenarios for Failed States

Stylized Scenarios*

Representative Countries

External Intervention

The war was ended by external intervention, and the
occupying authority is either still in charge or has recently
handed over power.

East Timor, Bosnia, Lebanon,
Cambodia, Liberia,

Negotiated Settlement
The main antagonists reached a negotiated settlement and
have laid down their arms.

[Nicaragua, El Salvador, Ethiopia
and Eritrea

Clear Winner
One party to the conflict emerged as a decisive winner.

[Uganda (in civil war),
Mozambique, Angola, Peru

Rebels Contained by the Government.

activity continues and there is no evident prospect of an|
end to the violence.

Colombia, Algeria, Indonesia (in

The government remains largely in control, but rebellAceh), Uganda (in the north)

Ongoing State Failure

The state remains mired in failure, and the prospects of a
resolution in the near future are dim or extremely uncertain.
Violence is most likely to be intermittent.

Somalia, Sudan, D. R. Congo

*Also referred to as canonical cases or archetypes.

For completeness, let us illustrate how “stylized scenarios” might reflect the dynamics

manifested in the persistent failures categories in Figure

would be the job of the analytic narratives.

0 Zone 1V. Case of failure without full civil war or ethnic divisions. Example: Haiti (Per-

haps hard to generalize, but an important case for USAID if only because it is close to the

US.).

0 Zone VI. Effectiveness and legitimacy declined over a period of two decades, and is pro-
ving difficult to reverse. GDP/capita was at its highest in the 1970s. Plenty of room to

consider roads not taken, role of aid, etc. The category is dramatic, but represents most

1. An expansion of such examples

Sub-Saharan African cases of persistent failure. Example: D. R. Congo.

Among the questions to answer might include: For each “PESS” dimension, what institu-

tional capacity needs to be built urgently? How can a country achieve sufficient fiscal health to

provide the essential publicly-provided goods and services

are essential? Usually, failure is accompanied by poor quality leadership (e.g., Mobutu, Kabila
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Snr; Duvalier; Aristide; Ratsiraka; Taylor). Contrast these with El Salvador or Uganda. While
strengthening governments—making them more efficient and legitimate—helps avoid persistent
failure; but some governments are not worth strengthening. How does one distinguish between

the two groups: Charles Taylor vs. Yoweri Museveni?

[[[CZ TO FINISH: As an aside, it is interesting to note that while most state failure
is accompanied by violent conflict, this is not always the case. Examples include most
republics in the former Soviet Union, all of Eastern Europe—and most recently Georgia,
Madagascar and Haiti. How might we use the framework developed above to explain—or
even predict—these two different paths? The answer lies in the nature of the constitutional
order—and its legitimacy— and on level of economic conditions, which is related to the
degree of state effectiveness. [Cost-benefit calculus of non-government antagonists: how
much do they have to lose? And is this really what underlies KS’s belief in the propensity-
for-violence dimension, together with institutional quality (legitimacy and effectiveness) as
the best way to capture these two failure paths? Where the underlying constitutional order
is deemed sufficiently legitimate, it may become the focal point for coordination of a non-

violent negotiated resolution to a conflict]]]]

We may now assign the stylized scenarios presented to the fragile states USAID is likely

to encounter. This is summarized in Table 11.

5.3 Recovery strategies

While work on failing and failed states has begun with causal similarities and then proceeding
toward identifying treatments, work on recovery lesions has begun with identifying treatments
and then seeking initial conditions required for their success. This work is also endeavoring to
identify the underlying dynamics of the PESS characteristics required for a successful recovery
strategy. Based on the work below, the group will analyze the various recoveries (or failed

recoveries) we have identified. Here, we pursue several.

First, we find two features which seem to moderate the recovery. One feature is the
nature of the basic conflict (whether ideological, e.g., Islamist movement vs. secular regime as in
Algeria and Iran, or revolutionary socialist movement as in Germany at the end of 19th century
or Nicaragua; or whether cultural-ethnic-religious, for which there is a long list of countries).

The other feature is the structure of conflicting groups. Key properties here are the number of
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groups (e.g., a two-group system as in Cyprus, N. Ireland, Sri Lanka; a few groups—more than
two—introducing coalitional dynamics, but small enough to make veto power for each group a
practical possibility; or many group which generally makes unanimity unworkable). A second
characteristic of group structure relates to the distribution of resources, key among these are pop-
ulation, wealth, and the armed forces. Important special case here are (i) all groups disarmed vs.
all groups armed and (ii) “market-dominant ethnic minorities”, i.e., small groups combined with

a great deal of wealth.

Table 11: Countries classified by fragile state stylized scenarios [INCOMPLETE]

Failing* Failed*

Country/Year EC | SP |[RG| DC | SR | EI [NS| CW | RC | OF

Albania X

Angola X X

Bangladesh

Cote d’Ivoire X

Cambodia X

D. R. Congo/2002 X

Ecuador

El Salvador/Early 1990s X | X X

Guatemala

Haiti/Duvaliers X X
Kenya/2001 X

Lebanon X X

Mozambique X

Nicaragua X

Nepal/2003 X

North Korea

Peru/1990s

Rwanda/1999

elialle

Somalia/2000

lte

Sudan

Uganda X X

Venezuela/2000+ X

Vietnam

Zimbabwe X X X

Note: “Recovering states” is relative to whether it was originally a failing or failed state.
*Codes refer to the scenarios found in Table 9 and Table 10.

Second, is the dimension is how groups interact. At the most general level we must solve

the problem of separate action (making it possible for the groups to act on some issues without
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outside interference) and the problem of collective action (making it possible for the groups to
act together on some issues). If we solve only the problem of separate action, the outcome is
secession. If we solve only the problem of collective action, the outcome is likely to be a highly
coercive unitary state. Both of these at least avoid war. In the case of the problem of separation,
there is the sub-issue of economic, social, and territorial boundaries, the allocation of powers to
the center and to the provinces (federalism, subsidiary), and the sequence of creating the boun-
daries—bottom up or top down. For the problem of joint action, two models are found. Under
“consociation”, the central decisions are made using the unanimity rule by a committee of repre-
sentatives of all the politically relevant ethnic groups or pillars recognized in the system. Alter-
natively, decisions can be delegated to some neutral party. But that requires the existence of neu-
tral parties. This leads us to identify ways of avoiding deadlock and building neutral ground (or
avoiding capture).

The third dimension relates to the constitution of the transition. Here we have one of the
more promising innovations in recent political experience: the development of distinctive institu-
tions and practices designed to be temporary and guiding the process of “recovery” in its early

stages. Examples of these are:
0 Roundtable negotiations in transitions to democracy.
0 The interim constitutional arrangements in South Africa

0 Transitional intervention by international bodies (e.g., the UN in East Timor, the U.S.

transition in Afghanistan)

There are some distinctive problems of such arrangements. First, appointed (rather than
elected) decision making bodies pose distinctive institutional design problems (e.g., the appoint-
ment procedures). Second is the issue of how to set deadlines and how to create the credibility of

the exit point from the transition.

The fourth dimension is the differentiation between what should or could be done in the
short run and what is suitable for the longer run. In either case, experience indicates that donor
success is diminished the greater is the perception of weak commitment and donor failure is
almost guaranteed if such a commitment is lacking from the outset. Collier (2002) has argued
that frequently donors actually provide the wrong pattern of assistance over time to failed

states—too much too soon and too little thereafter.
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Finally, we note that military action is likely to be part and parcel of a failed state techni-

cal assistance implementation.
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Chapter I1. Failing States™

[Introduction and summary of chapter]

1. The dual nature of institutions in failing states
1.1 State capacity: effectiveness and legitimacy

States react differently to pressures and crises depending on their capacity to respond. States
whose governments have adequate resources and solid elite and popular support can survive
powerful adverse pressures—ethnic competition, military setbacks, economic downturns, even
rural rebellions and revolutionary movements. For example, Argentina has continued to function,
even with high executive turnover and popular protests in the wake of a massive fiscal and eco-
nomic collapse. By contrast, even relatively mild pressures can be fatal to states with weak capa-
city to respond; thus the recent ethnic conflicts in Liberia and Cote d’Ivoire were no more over-
whelming than those currently found in Nigeria or Zimbabwe; but in Liberia and Cote d’Ivoire
the governments were so weak that they could not contain these conflicts and prevent civil wars.
Thus the most general principle regarding failing states is that such states lack the capacity to
deal with adverse pressures; to rescue them before they become failed states it would be
necessary (if possible) to shore up and restore, or in some cases to create, institutions that pro-

vide greater state capacity.

State capacity has been shown, in both comparative studies (Goldstone 2001) and expert
surveys (Levy 2003), to rest on two separate dimensions of government. One dimension can be
labeled “effectiveness”—having the administrative capability and the resources to carry out tasks
of governance. This consists of having adequate financial resources to pay state employees and
particularly to reward loyal elites and military forces; a disciplined military and bureaucracy that
is capable of providing administration, defense, and security; and sufficient intelligence/adminis-
trative capability to identify threats/problems and act on them. Both ruthless dictatorships and
open democracies can be effective, or ineffective. This dimension is a matter of getting tasks
done, not how the government is chosen or what its policies may be. Thus the governments of

western democracies are highly effective, but so too are many absolute dictatorships such as

1 The principal author of this chapter was Jack Goldstone.
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those of most Middle Eastern nations, Communist China, and the regime of Libyan strong man

Mu’amar Qaddaffi.

A second dimension can be labeled “legitimacy.” This consists of rulers being judged—
by both elites and popular groups—as being reasonably fair and jus