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Foreword

Since the end of the Cold War, around 100 violent conflicts have come to an end across the world.
Although this is the result largely of the internal efforts of individual countries, it is also due to the
dramatic increase in support from the international community. Still, for far too many countries, the
war-to-peace transition continues to be fragile and reversible.

The challenges faced by post-conflict countries are more serious in several respects than those faced
by poor but peaceful developing countries. They include severely weakened state capacity, destroyed
physical, human and social capital, distorted economic incentives, widespread poverty and massive
unemployment. Some also have to cope with criminal networks that plunder their resources, and for-
mer warlords who resist relinquishing power. These conditions place war-torn countries at continu-
ing risk of relapsing into violent conflict.

The economic policy priorities for countries in post-conflict recovery should take these differences
into account. They should include minimizing the risk of conflict recurrence and restoring confi-
dence in social, political and economic institutions. Towards this end, according to the findings
reviewed in the report, it is important to enhance the ability of the state to provide security for house-
holds and communities, including economic security, by enforcing the rule of law and delivering
essential social services. At the same time, economic recovery priorities must focus on employment,
encourage productive investment, mitigate business risks and reduce group inequalities.

These are significant challenges requiring assistance from the international community. This is why
the United Nations (UN) system places such great emphasis on supporting different facets of con-
flict prevention and recovery and peacebuilding efforts in so many countries. Integral to this agenda
is the United Nations Development Programme’s (UNDP) work, together with UN and other devel-
opment partners, on supporting countries in the aftermath of conflicts through activities such as
helping to restore livelihoods, shelter and government capacities.

Building on UNDP’s work and experience in this area, this report argues that post-conflict recovery
strategy and policy should be anchored in the local engines of economic recovery. Many institutions,
modes of interaction and economic activities adapt to and survive conflict. This report provides ideas
for how post-conflict countries can build on their existing capacities to assume primary responsibil-
ity for their own recovery.
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Regarding the international community, the report recognizes its fundamental role in supporting
post-conflict recovery, but maintains that national actors must take the lead. Through this lens the
report examines how the legacies of conflict might be dealt with at household and community,
macroeconomic policy and state levels.

Through its analysis of how the international community can best work together with and in sup-
port of post-conflict countries, we hope that this report provides valuable ideas on how we can fur-
ther improve on our collective record of preventing relapse into conflict and laying the foundations
for lasting peace and sustainable development.

Kemal Derviş
Administrator
United Nations Development Programme 
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UNDP promotes development worldwide, including in the most vulnerable societies and in
countries facing extremely challenging conditions. Countries damaged by disaster and armed
conflict are precisely those where the failures of development have already undermined social
resilience, institutional capacity and effective governance.

The Bureau for Crisis Prevention and Recovery (BCPR) works around the world to restore the qual-
ity of life for men, women and children who have been devastated by natural disaster or violent con-
flict. Carving stability out of chaos, BCPR continuously seeks new ways to prevent conflicts and the
destruction they cause. Promoting economic recovery is critical to conflict prevention. Setting the
stage for a broad-based recovery that benefits all citizens without favouritism or discrimination can
bring forth gradual, peaceful development and avoid years of destructive conflict.

Our experience in more than 100 countries has taught us that those that suffer the most from vio-
lence or natural disaster are the countries that have failed to develop effective governance, strong
institutions, widespread employment opportunities, and basic services and security for citizens. Yet
with UNDP support, many countries recovering from crisis have made significant progress along the
road to development. Our goal is not only to help them recover quicker and better, but to ensure that
recovery efforts are crisis-sensitive, promote gender equality, and reflect the realities on the ground.

An important part of the work of UNDP is to consolidate knowledge and experience in key develop-
ment areas, including crisis prevention and recovery. BCPR promotes learning about these two themes
among UNDP partners within and beyond the United Nations family. We are pleased to introduce
the report entitled Post-Conflict Economic Recovery: Enabling Local Ingenuity, the first in a series of
reports on crisis prevention and recovery. It seeks to deepen our understanding of the pivotal role that
economic recovery plays in consolidating peace in the fragile aftermath of violent conflict, and reaf-
firms the critical importance of fostering national capacities and promoting indigenous processes.

Given the urgency of protecting lives and livelihoods and the high human costs of failure, we hope
that this report will offer the broad peacebuilding community a better understanding of the chal-
lenges of post-conflict development, as well as opportunities to “build back better”.

Kathleen Cravero
Assistant Administrator and Director
Bureau for Crisis Prevention and Recovery 
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UNDP Disclaimer:
The analyses and policy recommendations of this report do not necessarily reflect the views of the
United Nations Development Programme, its Executive Board or its Member States. The report is
an independent publication commissioned by UNDP. It is the culmination of a collaborative effort
by a team of consultants and advisers and BCPR staff. John Ohiorhenuan, Senior Deputy Director
of the Bureau for Crisis Prevention and Recovery, led the effort.
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The challenges of post-conflict economic recovery
Armed conflict terrorizes and kills large numbers of people. In the Democratic Republic of the
Congo, nearly a decade of violence in the 1990s led to over five million deaths, due directly to con-
flict-related casualties, as well as to disease and malnutrition exacerbated by conflict.1 In a few short
years, civil war in Côte d’Ivoire displaced 750,000 people internally and triggered refugee outflows
of half a million people.2 And of course, genocidal slaughter in Rwanda and Bosnia provide particu-
larly tragic examples of the extreme human toll of violence and war.

The economic and political consequences of violent conflict are enormous as well. The legacy of conflict
includes substantial loss of livelihoods, employment and incomes, debilitated infrastructure, collapse of
state institutions and rule of law, continuing insecurity and fractured social networks. After a quarter of
a century of protracted conflict, Afghanistan stands as one of the most impoverished, conflict-prone
states in the world, and ranks near the bottom of all human development indicators.3 The Fund for Peace
recently ranked the country in its Failed State Index as the seventh weakest state in the world.4

Recent research indicates, however, that the number of armed conflicts globally—those that erupted
either during or after the end of the Cold War in 1989—is in decline.5 There are now about 35 coun-
tries that can be described as having entered a post-conflict phase since then. Many of these are low-
income countries where conflict has made the already difficult challenges of promoting development
much more complex. Economic recovery is essential for reversing and transforming these adverse
conditions, and to reduce the risk of a reversion to violence.

This report is about how countries can rebuild the foundations and establish the conditions for
self-sustaining, inclusive growth in the immediate aftermath of violent conflict. It asks three basic
questions:

n What kinds of policies are needed to get the development process restarted?

n What must the national authorities strive for and what actions must they take?

n How can the international community be most helpful?

The report focuses on economic recovery because a sound economy is a fundamental requirement for
human development, and because, in the post-conflict context, broad-based economic recovery is
critical for avoiding the recurrence of violence.

This report examines the challenges of recovery from three angles. First, it looks at indigenous driv-
ers of economic recovery. How best can the capacities and institutions that have survived a conflict
be nurtured and reinforced? How can the efforts and initiatives of households, communities and
enterprises be strengthened as they strive to rebuild their lives at the end of a conflict? Indigenous
drivers provide the most viable platform on which to base post-war recovery efforts and internation-
al support. Policies that harness and build on social processes and interactions on the ground, and on
local capacities, are more likely to be successful and self-sustaining.

Second, the report examines the macroeconomic policies that post-conflict countries can deploy in
pursuit of recovery. When war ends, countries face serious macroeconomic problems including mas-
sive unemployment, moderate to high inflation, chronic fiscal deficits, high levels of external and
domestic debt and low domestic revenue. Successful economic recovery subsequently involves the
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challenging tasks of steering a course that manages inflation whilst attaining respectable growth,
makes the best use of aid, builds a conducive environment for private investment and attains reason-
able fiscal autonomy. Fortunately, there is extensive experience to draw on from many countries that
have negotiated post-conflict recovery.

Third, the report analyses the role of the state in the economic recovery process. After war, the recov-
ery and rehabilitation of the state itself is a priority, particularly because a functioning state is essen-
tial for peace consolidation. The governance and institutional needs that are critical both to economic
recovery and peace consolidation include: restoring effective government control over public finances;
reconstituting mechanisms for oversight and accountability; recreating a professional public adminis-
tration; and rebuilding representative and inclusive political mechanisms and institutions.

Dynamics of post-conflict economies
Defining ‘post-conflict’ is not a straightforward task. In some situations, conflicts recur after a short
period of peace. In other cases, some violence continues even when conflict has ostensibly ended.
There is often no easy ‘before’ and ‘after’. This report characterizes post-conflict countries according
to their progress along a range of ‘peace-building milestones’. A post-conflict country should be seen
as lying somewhere along a continuum on each of these milestones, recognizing that it could some-
times move backwards. As long as a country does not slip back on too many of these milestones at
once, it can reasonably be expected to continue towards recovery. The following are the most impor-
tant peace-building milestones:

n ceasing hostilities and violence;

n signing of peace agreements;

n demobilization, disarmament and reintegration;

n return of refugees and internally displaced persons (IDPs);

n establishing the foundations for a functioning state;

n initiating reconciliation and societal integration; and

n commencing economic recovery.

Using this approach, most of the countries whose conflicts ended after the Cold War come within a broad-
ly accepted core set of post-conflict countries. The analysis in this report focuses on these countries.6

The most tragic consequence of conflict is, of course, the immense loss of lives. In addition, violent
conflict invariably generates widespread destruction and degradation of physical capital and infra-
structure; reduced levels of human capital due to deaths, disease and displacement; capital flight and
the collapse of economic growth; loss of jobs, employment opportunities and livelihoods; weakened
institutions; and a decline of social capital, particularly the ‘bridging’ type of networks that reach
across ethnic or communal divides. State capacity is generally weakened with the result that the state
can no longer finance basic services or infrastructure.

War also causes significant changes in the structure of the economy. In particular, it leads to a sub-
stantial increase in subsistence agriculture and informal activities as people who have lost formal
employment opportunities struggle to survive through informal production and exchange. Illicit
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activities also typically expand as conflict reduces the state’s power to regulate, and increases oppor-
tunities for drug production and trade, smuggling and theft. To be clear, therefore, the economy never
disappears altogether, even during the most pervasive and long-lasting conflicts. Some normal eco-
nomic activities remain, but there are also shifts in economic activity reflecting the changes in struc-
ture and incentives that accompany conflict. Some of the new activities are directly related to conflict,
such as the production of and trade in arms. Others flourish because the war situation permits them,
such as brigandage, smuggling and drug production and trade.

A recurrent theme throughout this report is the importance of context. While some general trends
and common characteristics of post-conflict economies can be discerned, there is a high degree of
variation across countries. The length, scope and intensity of conflict, the terms of the peace and the
level of development achieved prior to conflict all affect the situation on the ground, and the
prospects for recovery. Some countries emerge from war with a reserve of economic assets, human
capital, functioning institutions and a formal economy that still works. Others do not, and face larg-
er hurdles to both sustainable peace and economic recovery. Policy and programme regimes must be
designed and tailored to each case and circumstance.

Countries recovering from war remain susceptible to the recurrence of conflict. Historical evidence sug-
gests that there will be a recurrence in one quarter to one half of these countries. Post-conflict recovery
activities must therefore be conflict-sensitive: they should not aggravate the risk of return to violence.
Indeed, they should actively evaluate the distributional impacts of programmes and policies—includ-
ing impacts on horizontal inequalities—to ensure that tensions are not inadvertently aggravated.

Recovery is a process of socioeconomic transformation and not the mere restoration of past struc-
tures and dynamics, or a simple return to pre-war levels and trends. As such, recovery is multidimen-
sional and takes time. War results from as well as in socioeconomic and political imbalances. Such
imbalances are major factors in the outbreak of conflict in the first place and high risk factors in the
recurrence of conflict. Hence, the extent to which a country is ‘recovering’ from war must be deter-
mined in the light of progress in these areas.

Nurturing indigenous drivers
The ultimate aim is to establish the conditions for self-sustaining economic growth and human
development while addressing the major risk factors for conflict recurrence. Gender equity must be
a key concern in the recovery phase, to recognize the different contributions that men and women
make to economic and sociopolitical life, and to ensure, as a moral imperative, equal access to oppor-
tunities irrespective of gender.

Post-conflict recovery policy must begin with a robust understanding of the indigenous drivers of
recovery. People who live in post-conflict settings do not, in general, wait passively for external agents
to finance and direct their activities. Rather, they take charge of their lives with determination and
show hard work and ingenuity in resuming or developing new economic activities. Recovery is like-
ly to be more sustainable if it is grounded in the full understanding of these social dynamics and insti-
tutional processes, and if it fosters local capacities and initiatives.

Placing local actors and resources at the centre of recovery efforts should not, however, undervalue
the crucial role of external assistance. In most cases, local efforts alone are not likely to be sufficient,
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given the magnitude of needs and the capacities available on the ground, and the various obstacles
and challenges that obstruct their full development. There is, undoubtedly, a major financial and
technical support role for external partners in working with, building on, and enhancing the efforts
of people and their communities and institutions. The message is that external partners and agents
must recognize and work with indigenous drivers, harnessing and building on social processes and
interactions on the ground.

Some of the major challenges that people and countries face in the aftermath of war include recon-
structing social and economic infrastructures, generating employment and livelihoods, reintegrating
ex-combatants, reconstituting institutions and social capital, and mobilizing financing for recovery.
The overarching message is to recognize that minimizing the risk of conflict recurrence is a critical
priority in recovery efforts, and to do this requires understanding of the factors that may have con-
tributed to the conflict.

The following are among the key requirements for nurturing indigenous drivers:

n National actors must take the lead in the recovery process. The best support for post-conflict
countries is to work with them to have this capability in place in the shortest possible time.

n Using the logic of recovery alongside conflict risk minimization, basic services provided to ex-
combatants should be extended to the host communities, and training programmes should be
designed not only for ex-combatants but also for the large number of civilian unemployed
youth. Massive public works interventions may be needed to jump-start employment creation.

n In restoring livelihoods, start by building on what is left after the conflict: for instance, by
salvaging partially damaged crops and by providing seeds and tools for the rapid initiation
of the next crop cycle, and by restoring or replacing damaged livelihood inputs (fishing nets,
canoes, etc.).

n Draw on pre-war structures and practices (where they were not a source of tension) to re-
establish local consultative mechanisms to anchor the rebuilding of local capacity, particular-
ly for policy and planning design and implementation. Avoid capture of these processes by
people who still have more of a stake in war than in peace.

n Avoid excessive reliance on parallel mechanisms to deliver development assistance. Instead,
carefully weigh the costs of routing assistance through the state against the benefits of build-
ing the state’s capacity to manage and deliver services to its citizens. Invest in local resources,
procure supplies locally and enhance the capacity of the private sector.

n Microfinance and remittances play crucial reinforcing roles in economic recovery.
Microfinance can fund self-employment and ease the financial constraints on poorer house-
holds; but its limited potential to generate jobs means it cannot be the anchor for economic
recovery overall. Remittances are an important source of support to households, particularly
for financing education and health. They should be actively encouraged by reductions in
transactions costs and by linking them directly to development activities.

n Multi-donor trust funds (MDTFs), and similar pooled funding mechanisms, are an impor-
tant vehicle to give post-conflict leadership the breathing space to re-establish local consul-
tative mechanisms and anchor the rebuilding of local capacity.
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Macroeconomic policy design and management
Analysis of the macroeconomic conduct and performance of countries in recovery indicates that
economic recovery is incremental and that policy sequencing is vital. Recognizing the imperative
of reducing conflict risk, macroeconomic policy regimes should focus first on jump-starting the
economy and on fostering private investment. Other considerations, such as bringing down infla-
tion or raising domestic revenue, are probably better addressed as second-order priorities. More
complex reforms, particularly in the domains of financial liberalization and privatization, risk
backfiring if the appropriate regulatory regime is not in place. Reforms should be introduced in
a way that is compatible with the domestic political economy realities in each country.
Specifically, the evidence confirms the importance of commitment and credibility. Successful
recovery requires the leadership of governments and domestic political elites that are serious
about economic reform and consolidating peace.

Growth alone does not define economic recovery, but it is a necessary component. Dividing coun-
tries recovering from conflict since 1989 into two groups according to their growth performance
helps highlight the dynamics of post-conflict economic recovery. Not surprisingly, this exercise
shows that growth matters. A return to steady and respectable growth is essential for sustainable
economic recovery, the generation of badly needed jobs and the restoration of investor confi-
dence. It is particularly important in post-conflict settings that growth be inclusive, broad-based
and conflict sensitive.

The following are among the key requirements for good post-conflict macroeconomic performance:

n Successful growth recovery requires a gradual and sequential approach to reforms. The
sequencing of reforms strengthens the reformers in government and builds the political will
and institutional capacity to design and implement more difficult reforms later on. Such a
gradual approach also allows post-conflict authorities to build the self-confidence and gen-
eral goodwill that can then be deployed for more complex reforms.

n Recovering economies need to be particularly creative in soliciting the return of private invest-
ment. A robust risk-sharing facility can help bridge the gap between the private and social
returns that characterize post-conflict situations. The considerable social returns include sig-
naling that peace has been reestablished, which may crowd in additional investment.They also
include the significant conflict risk reduction effect from the employment being generated.

n Countries in post-conflict recovery must re-establish monetary and exchange rate manage-
ment regimes as soon as possible. They need a central bank that is substantially autonomous
and immune to political pressures. Good exchange rate management is essential in post-con-
flict countries for restoring and maintaining trade competitiveness.

n Financing recovery and creating employment are the priorities of fiscal policy. Another key
concern in the immediate aftermath of conflict should be to start rebuilding the capacity of fis-
cal institutions as quickly as possible. Public expenditures can be recovery enabling if they effec-
tively address horizontal inequalities, promote inclusive growth and generate employment.

n To regain the confidence of the population and rebuild trust after years of uncertainty and
violence requires the provision of jobs and basic social services for individuals and house-
holds. For communities and local government that means revenue sharing, institutional
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strengthening and relative fiscal autonomy; while for business it means political stability,
clearly articulated economic policies and a commitment to rebuilding investment-enabling
institutions. Restoring public services is an excellent start to rebuilding the social contract.

n Aid can be effective and important to post-conflict economic recovery. Managed well, aid
does not undermine growth or competitiveness. Indeed it may be an important factor in sus-
tained and high levels of growth. This requires external partners to make early and predictable
disbursements of aid, and faster and deeper debt relief. It requires the governments of recov-
ering countries to use the early dividends and space provided by official development assis-
tance (ODA) to restore and reform the institutional capacities and policy-making process.

The role of the state
This report examines three of the core requirements of a functioning state—legitimacy, authority and
effectiveness—in the context of recovery from conflict. Conflict undermines the legitimacy of the
state, and the post-conflict leadership must work to re-establish legitimacy by including all major
stakeholders in social and economic processes. In particular, it must strive to bridge inequalities
between different groups. Similarly, it needs to rebuild its authority by re-establishing a social con-
tract and regaining the ability to introduce and implement the required policy regime. Further, new
states must assert their effectiveness by restoring their capacity to administer social, political and eco-
nomic processes and to enforce individual and community security.

Among the key considerations in the role of the state in economic recovery are the following:

n A continuing absence of security will seriously undermine recovery and economic develop-
ment. Providing security to all citizens and promoting the rule of law are top priorities for
post-conflict recovery.

n Restoring state legitimacy in post-conflict states goes beyond transitional elections. It is
imperative to restore representative institutions that foster an inclusive political process, par-
ticularly to mitigate the risks of conflict recurrence posed by political exclusion and contin-
uing socioeconomic and inter-group inequalities.

n The ultimate measure of an authoritative, legitimate and effective state is one that has estab-
lished a ‘social contract’ entailing the reciprocation between the state’s provision of security,
justice and economic opportunity and citizens’ acceptance of the authority of the state.

n Priorities for ensuring sustainability of the state include building core capacities and partic-
ularly an effective civil service. Almost as soon as hostilities end, strenuous efforts are need-
ed in training and retraining civil servants and public sector managers, and in improving
incentives to attract returnees to the service.

n Restoring fiscal capacity means strengthening local revenue mobilization capacity, and con-
trolling corruption and rent seeking, especially in states with abundant natural resources.

n Recovery efforts must work with and from the political, institutional and resource endow-
ments actually available on the ground. These may include informal institutions and forms
of governance that lie outside the generally accepted model of the developed countries.
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Summary of key conclusions
Post-conflict countries differ from each other in important respects, including the level of income,
the damage done by war, the nature of the peace and the resource base. Policies need to take these
differences into account.

n The first requirement is that all recovery programmes should be context appropriate and
based on a full assessment of the particular circumstances of the country.

n Second, conflict never leaves a tabula rasa—a ‘clean slate’. Local economic drivers often
flourish and many local institutions and modes of social interaction survive during conflict.
Post-conflict recovery efforts must understand, build on and work with the social and insti-
tutional dynamics as they are on the ground.

n Third, successful post-conflict recovery requires not only sustained economic growth, but
also a pattern of growth that is likely to reduce the risk of conflict recurring. As such, growth
must be accompanied by employment expansion and must address horizontal inequalities.

n Fourth, macroeconomic policies must give priority to minimizing conflict risk, even as they
promote growth. This may mean tolerating moderate inflation and budget deficits. Critically,
recovery efforts must also promote policies that attract private sector investment as well as
the return of skilled workers.

n Fifth, aid can be very important for recovery, especially in the early stages. But the manage-
ment of aid must be subject to the logic on promoting and using indigenous drivers and, to
the greatest extent possible, should not be a vehicle to promote parallel systems.

n Sixth, a strong and inclusive state is essential for securing stability and recovery. Post-
conflict countries need to rebuild state capacity quickly, including the capacity to collect rev-
enue and allocate it effectively. Improved transparency is especially important in natural
resource-rich countries where there is much potential for rent seeking.

Overview notes 
1 Estimates based on five surveys sponsored by the International Rescue Committee (IRC) measuring mortality rates

between 1998 and 2007. For more information, see IRC, 2008.
2 UNHCR, 2007.
3 UNDP, 2007a.
4 Fund for Peace, 2008.
5 Human Security Center, 2008.
6 See Chapter 1 for this list of post-conflict countries.
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A schoolchild uses the light emitted from a private compound to complete homework late at
night, Monrovia, Liberia, December 2005. (Tim A. Hetherington/Panos Pictures)
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1.1 The challenges of sustainable post-conflict recovery
As the Cold War ended in 1989, a number of civil wars fueled by its antagonisms came to an end,
while some new ones erupted across the world. Many of these new wars have also since ended, in
some cases partly due to international peacekeeping interventions. There are now perhaps 35 coun-
tries that may be described as having entered a post-conflict phase since the early 1990s. Many of
these are low-income countries and thus pose additional challenges to policy makers and the inter-
national community working for post-conflict recovery.

Countries emerging from violent conflict face extraordinary constraints mobilizing the human and
financial resources that are urgently needed, first for humanitarian relief and subsequently for econom-
ic recovery. Often critically short of almost all types of expertise, newly installed (often transitional)
authorities have to deal simultaneously with several major challenges. They have to preserve the peace
and safeguard security; re-integrate ex-combatants and resettle internally displaced persons (IDPs) and
returning refugees; rehabilitate essential infrastructure and key public institutions; and restore private
investors’ confidence. They must also revive the public finance regime and reassert control over key
national assets. Finally, they must promote conditions that make the resumption of conflict less likely,
including by generating employment opportunities, tackling horizontal inequalities1 and rent seeking, as
well as by re-establishing mechanisms to ensure the rule of law, such as transitional justice processes.

The implications of these extraordinary constraints have yet to be fully recognized by the interna-
tional community and reflected in its design of strategies and programmes of assistance for post-
conflict countries.2 At the outset, it bears emphasizing that the post-conflict economy is not simply
a ‘normal’ economy that happens to be in great distress. In particular, the massive destruction of
assets, the disruption of social networks and the distortion of
signals and incentives that generally constitute the legacy of
violent conflict indicate a long transition to ‘normalcy’.3

Because “we now understand that the process of returning from
a war situation to a normal development situation is one of
overlapping stages—like colours in a rainbow—rather than a
series of discrete steps that follow neatly one after another”,4 we
also recognize the need for special creativity in policy design,
sequencing and implementation.

Conflict diverts resources from production to destruction. The
economic legacy of conflict also includes capital flight, the
destruction of assets and a corresponding reduction in eco-
nomic production. Furthermore, the distorted system of asset
acquisition and resource use in conflict situations leaves behind
a perverse system of incentives and a highly disabling environ-
ment for legitimate private-sector investment. Capital flight
and investor confidence can be particularly difficult to reverse when hostilities end. Markets will
have been severely compromised at all levels from village produce exchanges to national commod-
ity and financial exchanges. With the devastation of legitimate economic activity, parallel, often
illicit economies emerge that enrich warlords and sustain their constituents. Given the difficulties
in reviving legal economies in the aftermath of violent conflict, these parallel economies constitute
a continuing lure.
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Even after the ostensible end of conflict, insecurity and sporadic violence obstruct recovery and recon-
struction efforts and impede the resumption of basic services, such as electricity, water and gas, and other
normal economic activities. The pervasive instability also hampers the re-establishment of government
authority and administrative services at the local level. Initiating post-conflict recovery is greatly compli-
cated by the simple fact that the state often has little revenue to pay for even such basic expenditures as
civil servants’ salaries. Moreover, contestation among key political stakeholders over who has legitimacy

and authority can further exacerbate the situation by undermining
people’s confidence in the state.

This is a typical picture of the post-conflict economy. However,
there are important exceptions where state functions and regular
economic activities have been maintained reasonably effectively
during conflict. This is particularly likely to be the case where the
conflict has been confined to a relatively small part of a country.

1.2 Defining post-conflict economic recovery
What does economic recovery mean in the aftermath of war? From
a strictly economic perspective it could mean the return to pre-
conflict output and employment levels. Indeed, one perspective
views recovery as a return to the highest level of gross domestic

product (GDP) per capita attained during the five years preceding the conflict.5 It is possible, however,
that growth rates in the period before the outbreak of violence may have been very low, or even negative.
In these cases, it it is not desirable for the country to return to its pre-war GDP growth trajectory.

A much broader perspective sees economic recovery as achieving socio-economic well-being, involving
“food security, public health, shelter, educational systems, and a social safety net for all citizens… [and]…
an economic strategy for assistance that [is] designed to ensure the reconstruction of physical infrastruc-
ture, to generate employment, to open markets, to create legal and regulatory reforms, to lay down the
foundation for international trade and investment, and to establish transparent banking and financial
institutions”.6 Such a maximalist definition runs the risk of conflating recovery from conflict with over-
coming underdevelopment more broadly. In contrast, a narrow emphasis on growth alone may under-
state the sheer complexity of managing the economic consequences of conflict as identified above. For
instance, as Tony Addison argues, growth that favours only a narrow elite risks perpetuating or even exac-
erbating grievances and therefore raising the incentives for violence among those who remain marginal-
ized. More crucially, it provides no relief to the poor who almost always bear the brunt of war.7

The international community works with several notions of recovery. For instance, the World Bank
advances the notion of post-conflict reconstruction, which it defines as “the rebuilding of the socio-eco-
nomic framework of society” and “the reconstruction of the enabling conditions for a functioning peace-
time society, explicitly including governance and rule of law as essential components”.8 Emphasizing
capacity development, the United Nations Development Programme (UNDP) sees recovery as the
process of return from instability and conflict to a ‘normal’ development trajectory, where a country has
“reacquired the capability to make and implement economic policy as part of a largely self-sustaining
process of economic governance”.9 At a minimum, economic recovery requires the establishment of basic
security, the reassertion of the rule of law, a coherent macroeconomic framework and an effective system
of oversight and accountability. Where a post-conflict country has also been able to rebuild the founda-
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tions for domestic revenue mobilization, and for repairing the damaged social and human capital matrix,
it may be said to be on the path of sustainable recovery.

Successful economic recovery, therefore, cannot simply be a return to pre-war income levels and growth
rates. Rather, it must involve growth rates that permit a structural break with the past.This means growth
must be sustained at significantly higher than historical rates, and should be accompanied by significant
employment creation and by action to reduce severe horizontal inequalities. Terms such as ‘recovery’,
‘reconstruction’ and ‘rebuilding’ might suggest a return to the status quo before the conflict. Typically,
however, developmental pathologies such as extreme inequality, poverty, corruption, exclusion, institu-
tional decay, poor policy design and economic mismanagement will have contributed to armed conflicts
in the first instance and will have been further exacerbated during conflict. Accordingly, post-conflict
recovery is often not about restoring pre-war economic or institutional arrangements; rather, it is about
creating a new political economy dispensation. It is not about simply building back, but about building
back differently and better. As such, economic recovery as conceived in this report is essentially transfor-
mative, requiring a mix of far-reaching economic, institutional, legal and policy reforms that allow war-
torn countries to re-establish the foundations for self-sustaining development.

When then does the business of economic recovery begin? Possible benchmarks could be the conclusion
of a peace agreement or a clear military victory. However, these events do not always signal an effective
end to violence, often because there are many warring factions. Another benchmark could be the decline
of battle deaths below a certain threshold; but such numerical
thresholds do not necessarily signify the beginning of a sustainable
transition to peace. One approach defines the post-conflict transi-
tion in explicitly transitional and provisional terms: a “situation
where a conflict … has subsided to a degree to which … interna-
tional assistance is both possible and sustainable”.10 However, not
only is this view too externally driven, but in some cases aid has
been sustained even during the course of conflict.

In this report, we suggest characterizing post-conflict countries
according to their progress over a range of ‘peace milestones’.11

Using this approach, a post-conflict country is seen as lying along
a continuum marked by these milestones. It is acknowledged that countries can sometimes move back-
wards, but as long as a country does not slip back on too many at once, it can reasonably be expected to
continue towards recovery. The following are the most important peace milestones:

n cessation of hostilities and violence;

n signing of peace agreements;

n inception of demobilization, disarmament and reintegration;

n return of refugees and IDPs;

n establishment of the foundations for a functioning state;

n initiation of reconciliation and societal integration; and

n start of economic recovery.
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Envisaging recovery as a
journey rather than a desti-
nation, we may identify
some possible indicators of
progress (Table 1.1).

Three general points need to
be made about these mile-
stones. First, we may
observe regress in these
processes, including in terms
of hostilities restarting.
Second, activities and inter-
ventions contributing to
these processes can, and
should, be undertaken wher-
ever possible, even during
the conflict phase itself.
From the perspective of
policies towards post-con-
flict economic recovery, it is
never too early to start. In
many countries, internation-
al support for development
has been suspended or post-
poned during conflict
because the conditions are
regarded as inappropriate,
while the external resources
that are provided are focused
on humanitarian aid.12

Admittedly, ongoing con-
flict makes it more difficult

to implement recovery policies, and indeed may affect their design, as we see today in Afghanistan
and Iraq. In other cases, as in Sierra Leone for example, it was possible to initiate some recovery
activities even while the conflict was still going on in the late 1990s and up to 2001. Several months
before the actual end of fighting, the government and its external partners were already seeing the
light at the end of the tunnel. Third, while reaching some of these milestones may be partly contin-
gent upon the prior achievement of other milestones no strict sequential order needs to happen. For
instance, refugee repatriation often commences soon after the cessation of violence and hostilities,
even when formal political agreements are not yet in place, or when conflict parties are still negoti-
ating a settlement.

Using this multivariate approach, Table 1.2 lists the countries that are generally accepted as being
‘post-conflict’ among countries whose conflicts ended after 1989.13
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Cessation of hostilities
and violence

Reduction in the number of conflict fatalities
Reduction in the number of violent attacks
Time passed since major fighting stopped

Signing of political/peace
agreements

Signing of and adherence to ceasefire agreements
Signing and implementation of a comprehensive political agreement
which addresses the causes of the conflict
Endorsement of peace/political agreement by all major factions and

parties to the conflict

Demobilization,
disarmament and
reintegration

Number of weapons handed in
Number/proportion of combatants released from military duty and

returned to civilian life
Number/proportion of combatants released from active duty and

returned to barracks
Number of military barracks closed
Success of reinsertion programmes for ex-combatants
Reduction in total number of active soldiers and combatants
Spending cuts on military procurement

Return and resettlement
of refugees and IDPs

Number/proportion of displaced persons and refugees who have
returned home voluntarily

Number of displaced persons and refugees still living involuntarily in
refugee centres within the conflict country or abroad

Establishment of a
functioning state

The extent to which impunity and lawlessness has been reduced
The extent to which the rule of law is introduced and maintained
The extent to which corruption has been reduced
Tax revenue as a proportion of GDP

Achieving reconciliation
and societal integration

Number of violent incidents between groups reduced
Perceptions of ‘others’ (via surveys)
Extent of trust (via surveys)

Economic recovery Restored economic growth
Increased revenue mobilization
The restoration of economic infrastructure
Increased private sector investment

Possible indicators of progressPeace milestones

Table 1.1 Peace milestones and indicators of progress
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Afghanistan a,b,d 1978–1991, 1991 2002, 2005d On-going insurgency–

Angola a,b,c(2001),d 1975 1994, 1997 2002 Peace– –

Azerbaijan a,b,c,d 1991 1994 Peace–

Bosnia and Herzegovina a,b,c(1990),d 1992 1995 Peace–

Burundi 1 1991 2002 Peace, with implementation challenges–

Cambodia 2 1970 1975, 1978–1991 Peace–

Chad 3 1965 1988, 1990, 2006–2007 Revived insurgency–

Congo, Democratic Republic of the a,   c,d 1996 1997, 1998–2001 On-going insurgency–

a,b,c,dCongo, Republic of 1993 1997, 1998–1999 Peace–

Côte d'Ivoire 4 2002 2004 d–

Croatia a,b,c,d 1991 1993 Peace–

El Salvador a,b,c,d(1980-1991) 1979 1991 Peace–

Eritrea 5 1974 1991 Peace, with unresolved border disputes–

Ethiopia a,b,c,d 1974 1991 unresolved border disputesPeace, with–

Georgia a,b(1992),c,d(1993) 1991 1994 Peace, unresolved territorial claims–

Guatemala a,b(1996),d(1995) 1965 1995 Peace–

Guinea-Bissau a,b,c(1998),d 1998 1999 Peace–

Haiti
a

1991 1995 Continuing instability–

Indonesia (Aceh) a,d 1990 2006 Peace–

Kosovo a,b,c,d 1998 1999 Peace, unresolved status–

Lebanon a(1991),b,c 1975 1990 No comprehensive settlement–

Mozambique a,b,(1981),c(1979),d 1976 1992 Peace–

Namibia a,b(1965),c(1976) 1973 1989 Peace–

Liberia a,b,c,d 1989 1990, 1992–1997, 1999–2003 Peace–

Nepal a,b,d 1996 2006 Peace (elections held in April and July 2008)–

Nicaragua a,b,c,d(1981-1989) 1978 1979, 1979 1990 Peace– –

Papua New Guinea a(1998),b,1997,d 1989 1996 Peace–

Rwanda a,b,c,d 1990 1993, 1994, 1998 1999, 2001 Peace– –

Sierra Leone a,b,c(1998-2001),d(2000) 1991 1996, 1997–2001 Peace–

Solomon Islands b 1998 2003 Peace–

Somaliland region) 6,a,b,c(1989) 1988 1991 Unresolved territorial status–

Sri Lankaa,b,c,d 1983 2002, 2005 On-going insurgency– –

Sudan (North/South conflict) a,b,c,d 1983 2002 Peace–

Tajikistan a,b(1998)c,d91998) 1992 1997 Peace–

Timor-Leste a,b,d 1975 1999 Peace–

Uganda a(1987),b,c 1979 1991 Peace–

Current statusMajor conflict episode(s)Country

No comprehensive settlement

with

Somalia (

Table 1.2 List of post-conflict countries

Note on sources: This list of post-conflict countries is confined to armed intra-state conflicts that ended, or significantly diminished, after the end of the Cold
War. It is derived from the best available and most recent evidence of leading conflict databases. Continuing discrepancies among these databases regarding
the dates of conflict onset and termination, as well as the categorization of the conflict, are a result of different selection criteria, periods of coverage, and the
analytical purposes of individual databases. For a full discussion of the empirical and methodological challenges of defining civil war, armed conflict, and other
forms of political violence, see Sambanis, 2004a.

Notes on table:
1

Burundi: Date of conflict onset: 1991 (a and d), 1993 (b and c). Date of conflict termination: 2002 (c), 2005 (b). End of major hostilities: (d). End of conflict: 2006 (d), no data (a).
2

Cambodia: Date conflict onset: 1967 (d), 1970 (a,b, and c). End major violence: 1989 (b and d), 1991 (a and c). End conflict: 1997 (b and c), 1998 (d).
3

Chad: Date of conflict onset: 1965 (a,b), 1966 (c ). Episodes of major violence: 1965-1997 (a), 1965-1994, 2005-2007 (b), 1966-1971, 1980-1988, 1990 (c), 2006 (d).
4

Côte d’Ivoire: Date conflict onset: 2000 (b), 2002 (d). Date conflict termination: 2005 (b), 2004 (d). No data (a and c).
5

Eritrea was part of Ethiopia during this conflict. As Eritrea became an independent state as a result of the conflict, it is considered as a separate post-conflict country.
6 Somaliland region: The self-declared republic of Somaliland, formerly known as the northwest region of the Somali Republic.

a
Sambanis, 2003, and
Doyle and
Sambanis, 2006,
Table 3:1.

b
Marshall, 2008.  

c
Gleditsch, 2004.  

d
UCDP, 2008.
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1.3 Why post-conflict economic recovery is important
Major episodes of violent conflict inflict great suffering on people and cause considerable damage to
the economy, as described in Chapter 2. Thus the most obvious reason post-conflict economic recov-
ery is important is to reverse some of this destruction, to generate incomes and to improve social
services for the long-suffering populations. In the short to medium term some hardship can be alle-
viated by aid, but ultimately countries have to generate their own resources to meet the bulk of their
population’s needs. This requires economic recovery and growth.

The second reason why post-conflict economic recovery is important is that it can help reduce the
risk of conflict recurrence. Of course, if conflict returns it threatens economic recovery itself.
Chapter 2 indicates some economic conditions that can raise the risk of conflict recurrence. Major
risk factors are low per capita incomes; weak economic growth; the existence of severe socioeco-
nomic horizontal (group) inequalities; a deficiency of employment opportunities, especially for
young men; and the existence of abundant high-value natural resources. Successful economic
recovery can contribute directly to reversing the first two conditions of low per capita incomes and
weak economic growth. However, economic growth in itself may not contribute directly to the
other conditions. Dealing with these risk factors necessitates a so-called ‘conflict-sensitive’
approach.14 Such an approach also requires that recovery interventions consciously avoid aggravat-
ing conflict, for instance by anticipating their implications for group inequalities. This approach
suggests that policies for economic recovery should seek to expand employment rapidly, reduce
horizontal inequalities where they are severe, build a sustainable fiscal basis for the state, and
reduce the rent seeking that is often associated with the presence of valuable natural resources.
Broadly speaking then, inclusive economic growth will do much to reduce the risks of conflict
recurrence, and is important for this reason, as well as to improve people’s lives generally.

There is a growing awareness of the importance of economic issues for sustained peace, as shown
by the increase in the number of economic and economic governance conditions in peace negotia-
tions and peace agreements. A recent World Bank/UNDP-commissioned survey found that provi-
sions related to macroeconomic policies, financial, business, investment and labour-regulatory
frameworks and regional wealth allocation increased significantly between the periods 1990–1998
and 1999–2006, as have references to social welfare, education, health, and employment policy
(Figure 1.1). Likewise, the inclusion in such agreements of provisions concerning public adminis-
tration and governance (for example, civil service reforms, the reorganization of public administra-
tion policies, anti-corruption strategies, and policies on revenue collection mechanisms) increased
three-fold between the two periods.15

This increasing recognition of the importance of economic recovery has led to new approaches
that seek to integrate economic recovery into broader strategies of post-conflict peace building.
Greater policy emphasis and donor resources in post-conflict countries are now being directed to
a range of socioeconomic tasks beyond the conventional objective of macroeconomic stabilization
in support of consolidating peace. Specialized units have been established by multilateral and
bilateral development agencies to work on issues of post-conflict recovery, reconstruction and
transformation. Such units include UNDP’s own Bureau for Crisis Prevention and Recovery
(BCPR) and the World Bank’s Low Income Countries Under Stress (LICUS) initiative (now the
Fragile and Conflict Affected Countries Program).16 Their objectives include support to post-con-
flict countries in rebuilding civilian infrastructure, promoting economic opportunity and ensuring
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the socioeconomic as well
as the political inclusion
of marginalized groups,
and reforming the legal
and regulatory founda-
tions for trade and invest-
ment.17 In tandem, there
has been a renewed focus
on restoring and reform-
ing the institutions of eco-
nomic governance that are
the essential anchors of
thriving markets. This has
led to an increase in post-
conflict projects that
emphasize the early recov-
ery of human and social
capacities and to state-
building initiatives that
target improved gover-
nance and professional
capacity for fiscal manage-
ment, as well as the funda-
mental reform of civil administration and regulatory capacity.18

1.4 The need for a context-appropriate approach
Although most post-conflict countries have some similarities, they do usually differ in many impor-
tant respects, and require different policies to direct recovery. However, it is possible to group post-
conflict countries loosely around certain commonalities and variations in a way that is helpful for
formulating policies.

First, countries may be differentiated by their level of per capita income. Most post-conflict coun-
tries are characterized by low incomes, although some are middle-income countries. Low-income
countries generally have special problems including deficient infrastructure and human resources,
heavy dependence on external aid, and high indebtedness. They may also find it especially difficult
to attract private overseas capital.

A second source of difference is whether or not there are sharp horizontal inequalities. These pose
particular problems for policy makers. On top of the normal development objectives of growth and
poverty reduction, policies must be introduced to reduce these disparities.

Third, countries rich in natural resources differ from those lacking such resources. This is partly because
these resources could be used to finance much of a country’s own recovery, so that these countries could
be less dependent on the international community. Resource-rich countries may also find it easier to
attract foreign investment, if only to help exploit the resources. On the other hand, such resources often
lead to increased levels of corruption and rent seeking and thereby raise the risks of conflict recurrence.
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Fourth, countries differ in terms
of how much economic destruc-
tion happened during the con-
flict, the loss of human and
financial capital and the under-
mining of institutions. They also
differ in terms of the internation-
al conditions they face. Two par-
ticularly important ones are the
international commitment to
provide them with resources to
sustain peace and promote recov-
ery and development, and the
extent to which they are caught
in regional conflict entangle-
ments.19

1.5 Outline of the report
Chapter 2 considers the factors
likely to raise the risk of conflict
recurrence, and then examines
the legacies of armed conflict and
the challenges they pose for post-
conflict peace-building and eco-
nomic recovery. The achievement
of a stable peace is the single
most important factor for achiev-
ing sustainable economic recovery.
However, although peacekeeping
efforts have recorded greater suc-
cess over the last decade, many
post-conflict countries remain
seriously vulnerable to renewed
conflict. The chapter highlights
the type of post-conflict condi-
tions that appear to make conflict

recurrence more likely. Low incomes, slow growth, high levels of inequality and mass unemployment
place additional burdens on already fragile societies, and therefore increase the risks of conflict recur-
rence and development setbacks. Chapter 2 suggests that targeting these factors should be central in
well-designed, conflict-sensitive policies for economic recovery. It points, therefore, to the three crit-
ical objectives of restoring economic growth, generating productive work, and tackling horizontal
inequalities. Policies to reduce the conflict potential of natural resources are also needed.

Chapter 2 also details the damage done to physical infrastructure, economic assets and human capac-
ity, and to the critical institutions of economic governance. Even though conflicts destroy lives and
livelihoods, the chapter shows that some economic activities continue during and remain after war.
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While civil war destroys a good deal of the formal economy, it does not destroy economic life alto-
gether. Rather, it pushes production, trade and commerce from the formal into the informal sector.
The chapter sets out one major theme of this report, which is that despite their many similarities,
post-conflict economies do vary in many ways from country to country. The actual situation depends
on the length, scope and intensity of the armed conflict, the
terms of the peace and the level of development prior to conflict.
Some countries emerge from war with a reserve of economic
assets, human capital, functioning institutions and a formal
economy that still works. Others are not so lucky and face large
hurdles both to sustainable peace and to economic recovery.

Chapter 3 considers mechanisms and policies for promoting
context-appropriate and conflict-sensitive development. The
many informal economic activities that emerge during and after
conflict provide some scope for war-affected populations to
cope, and sometimes create, new opportunities for entrepre-
neurs. War economies do not end with the formal cessation of
hostilities. They shape and constrain the context for peace-building generally, as well as the poten-
tial for the successful reconstruction and recovery of the formal economy. The chapter introduces the
notion of ‘indigenous drivers’ of economic recovery. This notion is intended to capture how the spon-
taneous efforts and initiatives of local communities, individuals, households and enterprises to regain
their lives after conflict stimulate and propel economic activity. Against this background, the chap-
ter examines whether and how external interventions can help or hinder the productive capacities of
war-torn states.

The chapter emphasizes the need to understand fully the social, political and economic tensions that
may have contributed to, or even may have newly arisen, in the course of conflict. This message is
critical whether the issue is demobilizing, disarmaming and reintegrating of ex-combatants, creating
employment and restoring livelihoods, or rehabilitating the social and economic infrastructure. In
particular, post-conflict recovery strategies must be based not merely on needs assessments but also
on capacity assessments, in order to better ground assistance efforts in supporting local ingenuity.
Instruments such as post-conflict needs assessments (PCNAs) must be deepened to include full
capacity assessments, entailing an inventory of local knowledge and existing initiatives. Multi-donor
trust funds (MDTFs) or similar pooled funding mechanisms should be perceived as an important
vehicle to promote local leadership and coherence in financial support for recovery. Even if they pro-
vide only a small proportion of overall financial flows, they are ideal instruments for predictable,
unearmarked multi-year financing. They can give post-conflict leaders much-needed breathing space
to re-establish local consultative mechanisms and to anchor the rebuilding of local capacity for pol-
icy and planning design and implementation. They can also be a feasible mechanism for focusing on
sensitive issues, such as land and property rights.

Chapter 4 reassesses the macroeconomic policy frameworks for post-conflict recovery. Based on the
available data for post-conflict countries it looks more closely at the macroeconomic drivers of recov-
ery, focusing on a subset of 29 countries. It finds that war-torn countries that have been successful in
re-establishing functioning economies have been able to do so using quite varied sets of policies. To
determine elements in the substance, processes and mechanisms of policy that may explain the diver-
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sity of recovery experience, the chapter reviews approaches to trade and investment facilitation, mon-
etary policy, fiscal policy, the management of official development assistance (ODA) and debt man-
agement. It notes broad differences in the sequencing, nature and pace of reforms, and in matters of
competitiveness and policy credibility. It also explores issues of restoring monetary and financial
oversight, and of revenue mobilization and fiscal autonomy. On the expenditure side, it looks at how
recovering countries have balanced the tension between the requirements of macroeconomic stabili-
ty and sustaining social and political stability.

The chapter suggests that there is considerable merit in explicit policy sequencing. It also suggests
that successful economic recovery requires governments and domestic political leaderships that are
truly committed to economic reform and to catalysing post-conflict recovery. Aid and debt relief can
be useful in allowing post-conflict governments some political and fiscal space to design policies and
seek social and political buy-in. It is critical, however, that aid does not undermine local capacity but
works with and builds on it.

Chapter 5 explores the role of the state in economic recovery. Reconstituting a capable state is often
an imperative for consolidating peace and for sustainable development, because the legitimacy,
authority and effectiveness of the state have most probably been fractured prior to the eruption of
full-blown conflict. The chapter highlights variations in the capabilities of post-conflict states, and
explains why neither one size nor one model for state-building reform fits all contexts. It examines
key institutional capacities, such as public administration and regulatory oversight, which are essen-
tial to economic revival. The chapter describes how successful economic recovery and the consolida-
tion of peace can happen under diverse constitutional, institutional and political conditions. It
re-emphasizes the critical need to identify and better harness the functioning institutions of gover-
nance that may already exist. It concludes with a summary of the implications for international
efforts for fostering self-sustaining state capacities for post-conflict economic recovery.

Chapter 1 notes
1 Frances Stewart defines horizontal inequalities to be “severe inequalities between culturally defined groups” which she

differentiates from vertical inequalities, “which line individuals or households up vertically and measures inequality over

a range of individuals”. See Stewart, 2002, p. 3.
2 As recently as 20 May 2008, the United Nations Security Council (UNSC) conducted, at the request of the British

Government, an open debate addressing challenges impeding international efforts to assist with post-conflict recovery

and peacebuilding. For the statement of the Security Council President see UNSC, 2008.
3 The differences between the ‘normal’ and ‘post-conflict’ economies apply also to economies in the aftermath of massive

natural disasters. The main differences between the post-conflict and post-natural disaster settings are, firstly, the

greater likelihood that effective state capacity exists in the post-disaster situation and, secondly, the greater likelihood of

renewed violence in the post-conflict situation.
4 UNDP, 2005a.
5 Flores and Nooruddin, 2007.
6 Mendelson-Forman, 2002.
7 Addison, 2003.
8 World Bank, 1998.
9 UNDP, 2005a.
10 AFDB, 2004.
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exist. The first generation cases, better described as traditional peacekeeping, were overtaken in the 1990s by second-

and third-generation interventions that include more explicit post-conflict peacebuilding components. See Doyle and

Sambanis, 2006.
14 For more on conflict-sensitive development policy see: Anderson, 1999; Gaigals and Leonhard, 2001; and International

Alert, 2006.
15 Suhrke et al., 2006.
16 Since the mid-1990s, units focusing on ‘peace-building’, ‘conflict-prevention’, ‘post-conflict’, and more recently ‘stabi-

lization and reconstruction’ have been created by USAID, the UK Foreign and Commonwealth Office, the

Governments of Sweden (SIDA), Norway (NORAD) and Canada (CIDA), as well as the World Bank. One example

is the Post-Conflict Reconstruction Unit of the UK Foreign and Commonwealth Office. Development agencies are

also now firmly integrated into ‘whole of government approaches’ to conflict prevention and peacebuilding. For more
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2.1 Introduction
The legacies of contemporary armed conflict are devastating: death, disease, destruction, population
displacement, economic dislocation, human and capital flight, massive impoverishment and social
breakdown. The diversion of resources from production to destruction incurs a double economic loss:
one due to loss of labour and investment, and the other from the damage inflicted on production
facilities, infrastructure, societal networks and communal relations. The severe negative consequences
of armed conflicts push these countries further off track towards achieving the Millennium
Development Goals by 2015.1

Not all post-conflict countries have experienced total devastation, however. While countries
such as Afghanistan, the Democratic Republic of the Congo, Liberia, Sierra Leone and Somalia
have seen their states collapse as a result of conflict, others such as Croatia, Guatemala and Sri
Lanka have survived with their political systems, administrative capacities and economies large-
ly intact. Moreover, even for those countries that do suffer extensive economic and institution-
al destruction, what remains is not a tabula rasa. Wars do not destroy economic life altogether.
Typically, the severe developmental damage that violent conflict inflicts on the formal sector
shifts economic activity to the informal sector. As several studies have made clear, these ‘war
economies’ are dynamic and complex.2 They reshape, but do not eliminate, patterns of accumu-
lation, exchange and distribution. Moreover, the patterns of violent predation and criminalized
economic exchange that thrive during the anarchy of war do not disappear when conflict ends,
but continue to pose serious and distinctive challenges to post-conflict recovery. From this per-
spective, although post-conflict contexts may provide a window of opportunity for transforma-
tive institutional and policy reforms, these legacies determine just how open that window
actually is.3 If post-conflict development strategies are to have any chance of succeeding, policy
makers and the international community must ensure that their recovery strategies not only
build on the institutional remnants, but also take into account these relatively new dimensions
of indigenous dynamics.

This chapter proceeds as follows. In the following section we discuss the importance of avoiding
conflict recurrence, and review the main factors that make post-conflict countries particularly vul-
nerable in this respect, first by considering how the nature of wars and peace agreements affect the
likelihood of conflict recurring and second by reviewing the root economic causes of conflict as a
source of renewed hostilities. Next, we look at the main economic legacies of war and the charac-
teristics of post-conflict countries that set the context for post-conflict policies. We then consider
the extent to which post-conflict countries and ‘normal’ developing countries face different devel-
opment challenges and implementation environments. In the light of the general legacy of conflict
and the discussion of factors associated with recurrence, we conclude by identifying major objec-
tives that should inform post-conflict policy formulation.

2.2 Conflict recurrence
A major obstacle to economic recovery and development in post-conflict countries is conflict
recurrence. At some stage, many conflict countries pass through episodes that turn out to be only
a temporary cessation of violence and hostilities.4 Angola, Burundi, the Democratic Republic of
the Congo, Indonesia, Liberia, Rwanda, Sierra Leone and Sri Lanka, among others, have all
experienced renewed violence after the conflicting parties signed comprehensive ceasefire or
peace agreements.
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Although it is generally agreed that post-conflict countries face a higher risk of experiencing
(renewed) armed conflict than non-conflict countries, there is considerable variation in the estimat-
ed rate of conflict recurrence. An influential World Bank study in 2002 estimated that conflict coun-
tries on average had a 50 percent risk of experiencing renewed conflict within five years of the
original conflict ending.5 However, a recent World Bank study estimated that the risk of conflict
recurrence was significantly lower, with conflict countries having a 23 percent risk of returning to war
within four years.6 The variation in the estimates of the risk of conflict recurrence arises because dif-
ferent studies use different datasets or different methodologies. This is a common problem facing all
quantitative studies of armed conflict, whether their objective is to understand the likelihood of con-
flit onset, the probability of recurrence, or the duration and costs.

Whether the risk of confict recurrence is 25 percent, 50 percent or something in between, it is
nonetheless typically higher than that of conflict onset. In an effort to help policy makers design
more effective interventions in post-conflict situations, a growing body of research has sought to
identify factors that contribute to increasing the risk of conflict recurring. In general, if the underly-
ing or root causes of a conflict are insufficiently addressed in the post-conflict phase, a recurrence of
violence becomes more likely. Other relevant factors include the nature of the conflict and its impact
on both the state and the country’s political economy.

The characteristics of a conflict, such as its duration, the number of casualties and the way in which
it ended, appear to affect the risk of it starting up again. Empirical evidence indicates that the longer
the original conflict lasted, the more likely the peace will endure.7 One explanation for this finding
is the ‘war weariness effect’ on combatants and the population at large.8 Another explanation is that
conflict parties are able to gather more accurate information about the military strength and capabil-
ities of their opponents when conflicts last longer. The reduced uncertainty about the existing bal-
ance of power can subsequently help bring about a more stable and viable peace.9 But the observed
inverse relation between conflict duration and conflict recurrence is tempered by the finding that a
higher number of casualties—which is itself correlated with the length of the conflict—appears to
increase the risk of recurrence, arguably because this hardens animosity and undermines trust
between opposing parties and their supporters, making cooperation in the post-conflict era much
more difficult.10

The way in which an armed conflict comes to an end also appears to affect the risk of recurrence.
Armed conflicts end in three main ways: by outright military victory of one party, by a negotiated
ceasefire or peace agreement, or just by burning out. Several early studies concluded that decisive mil-
itary victories lead to more stable post-conflict environments than when armed conflicts end by
negotiations.11 One study found that the risk of conflict recurrence dropped by 70–90 percent when
there was an outright victory.12 In contrast, “indecisive military outcomes leave all sides capable of
resuming the fight, and no one fully satisfied with the terms of the peace”.13 Another study conclud-
ed that when violence was based on struggles between competing identity groups, only 21 percent of
the civil wars that ended in a military victory were followed by renewed violence at a later stage, com-
pared to 67 percent of those that ended at the negotiating table.14

The main reason suggested to explain these findings is that the losing side’s organizational and insti-
tutional structures are severely impaired or even completely destroyed, making it more difficult for
them to take up arms again.15 Moreover, by controlling the monopoly of physical force, the victors
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are in a good position to repel a renewed uprising. Explanations have varied for why armed conflicts
that were ended through negotiated agreements appear more likely to be renewed. They include that
parties to a conflict may only have signed a peace agreement in order to rearm and reorganize their
forces, enabling them to restart the violent conflict at a later stage;16 that negotiated settlements may
create power struggles, which can undermine the effectiveness of post-conflict governments;17 and
that negotiated settlements are “likely to result in veto groups that will not surrender power for social
change whose impact on them is uncertain”.18

However, by our own analysis of conflicts that have ended since 1989, those that ended in peace
agreements have a considerably lower rate of recurrence (14 percent) than the overall rate of 47
percent. Conflicts that ended in outright victory for one side had a recurrence rate of 45 percent,
and all of those with an ambiguous ending recurred.19 This is consistent with other findings which
show that peace accords supported by the United Nations and generous development assistance
produce better outcomes than military victories alone.20 The difference from earlier conflicts may
be due to the greater presence of international peacekeeping forces in post-conflict situations that
have ended with peace agreements in the years since 1989. Since the end of the Cold War an
increasing number of conflicts have been resolved through
negotiations rather than by outright victory by one side,21 while
at the same time there have been more international peace-
keeping interventions, with a four-fold increase in the number
of United Nations peacekeeping missions between 1987 and
1999.22 Multinational peace operations can provide strong
incentives for conflict parties to cooperate with one another
and abide by the terms of a peace agreement by raising the
costs of defection and obstruction of the peace process.
Moreover, the involvement of third parties can help mitigate
post-conflict security dilemmas by providing credible guaran-
tees of stability and disarmament.23

Empirical evidence demonstrates that international peacekeep-
ing interventions have helped war-torn countries achieve greater
stability. One study examining all conflicts from 1945 onwards
found that the risk of their renewal dropped by 32 percent when
United Nations peacekeepers intervened.24 United Nations
peacekeeping missions appear to be particularly effective in pre-
venting the resumption of hostilities in the first few years after conflict.25

2.3 Economic factors that heighten the risk of conflict recurrence
Research has established a number of factors that generally raise the risk of conflict in developing
countries. Post-conflict countries are subject to these same risks, and the fact that they have suffered
conflict suggests that they are especially exposed and vulnerable to them. These risk factors include
low per capita income, weak economic growth, the presence of socioeconomic horizontal inequali-
ties and abundant high-value natural resources. These risk factors are even more acute in the pres-
ence of high unemployment, especially among youth.26 If the risk factors are not, or are insufficiently,
addressed in the post-conflict period, they may contribute to a resumption of violence.
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Low income
Lower levels of GDP per capita are correlated with a higher risk of armed conflict (Figure 2.1).27 Being
a poor country is statistically significantly correlated with most forms of violence, except terrorism.28

Due to lower rebel recruitment costs, it is argued that rebellions are more feasible in low-income coun-
tries and are thus more likely to occur there, regardless of individual and group motives. Low rebel
recruitment costs not only make conflicts more likely but also increase the risk that conflicts will resume
once they have ended.29 Moreover, governments in low-income countries generally have fewer resources
with which to suppress conflict. Wealthier countries, on the other hand, not only have higher rebel
recruitment costs but are also better able to protect their assets because they can raise larger amounts of
state revenue that allows them to respond more effectively to a violent rebellion, either by pacifying or
crushing it.30 Accordingly, low-income post-conflict countries such as the Democratic Republic of

the Congo, Liberia and Sierra
Leone are at considerably
greater risk than middle-
income post-conflict countries
such as Bosnia and Herze-
govina and Georgia.

Poor economic 
performance
Economic growth in post-
conflict countries reduces the
risk of renewed armed con-
flict, as it does the risk of con-
flict onset.31 One study found
that the growth rate in con-
flict countries in the five years
prior to conflict, including
cases of conflict recurrence,
was on average only 0.5 per-
cent—far lower than the aver-
age of 2 percent in countries
that remained peaceful.32

Growth rates vary greatly
across post-conflict coun-
tries. Some have rapid

growth whereas others languish. It has been estimated that post-conflict countries whose growth rate
remains stagnant over a 10-year period following a civil war have a high risk (over 40 percent)  of
conflict recurring. If the growth rate averages 10 percent over the same period, the risk of renewed
armed conflict is reduced to 25 percent.33

One explanation for the positive correlation between economic growth and the reduced risk of con-
flict onset and recurrence is that growth stimulates job creation, which reduces grievances and makes
armed conflict less attractive to would-be rebels. Moreover, the legitimacy of post-conflict govern-
ments is closely tied to a country’s economic performance. Where economic recovery is strong and
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governments are able to deliver essential services, they generally enjoy greater popular support. The
capacity of post-conflict governments to generate economic growth, however, is clearly constrained
by the degree of conflict-related destruction (among other things). Compelling evidence indicates
that countries that have experienced less destructive armed conflicts usually have greater post-con-
flict economic growth. On the other hand, countries emerging from very long and destructive civil
wars sometimes register negative growth rates for up to six years after the end of war, making them
particularly susceptible to conflict recurring.34

Socioeconomic horizontal inequalities
In recent years, socioeconomic horizontal inequalities—i.e. inequalities between culturally defined
groups—have become increasingly recognized as major causes of violent conflicts. Inequalities are
defined in terms of uneven economic opportunities, unequal access to land and natural resources,
and group-specific differences in standards of living, along with other basic socioeconomic indica-
tors.35 Such inequalities can cause feelings of frustration and discontent that sometimes provoke vio-
lent group mobilization and conflict along ethnic, religious, or regional lines.36 The correlation
between horizontal inequalities and conflict risk contrasts with the relationship between vertical
inequalities and conflict—i.e. inequalities among individuals or households. In the latter case, the
evidence is quite mixed.37

Socioeconomic inequalities between different regions, ethnic or religious groups often result
from such factors as the differential impact of colonial and post-colonial economic policies,
regional climatological and ecological differences, and discriminatory political and economic
systems that deliberately favour one ‘cultural’ group over others.38 Burundi and Rwanda have
been mentioned as cases where colonial policy favored of a minority group, leaving behind con-
ditions of sharp inequalities.39

The effects of socioeconomic horizontal inequalities on conflict have been shown in numerous case
studies and several quantitative country and cross-country studies.40 For instance, one study cover-
ing 35 to 55 developing countries (according to the availability of data) measured social horizon-
tal inequalities by average years of education and economic inequalities by average household
assets.41 The study, covering the period between 1986 and 2003, found a significantly higher prob-
ability of conflict onset in countries with severe social and economic horizontal inequalities.42

Another study used district-level data to explore the impact of horizontal inequalities on conflict
between ethnic and religious groups in Indonesia. It found that horizontal inequality in child mor-
tality rates and its change over time were positively (and significantly) associated with the occur-
rence of ethno-communal violence, after controlling for a number of intervening factors including
population size, ethnic diversity and economic development.43

Yet another study found, in the context of the Nepalese conflict, a statistically significant association
between district-level relative deprivation in terms of human development and the incidence of vio-
lent deaths in that district.44 Sharp horizontal inequalities can contribute to conflict even in the pres-
ence of positive economic growth, as seems to have occurred in Rwanda, for example. There is also
evidence that socioeconomic horizontal inequalities are more likely to lead to conflict where they are
associated with political horizontal inequalities (i.e. inequalities in the ethnic and religious distribu-
tion of political opportunities and power, including control over the presidency, the cabinet, parlia-
mentary assemblies, the army, police and regional and local governments).45
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The risk of renewed conflict posed by socioeconomic horizontal inequalities depends on:

n how inclusive the post-conflict political system is;

n whether or not conflict itself has remedied such inequalities, as in the case of successful
ethno-regional secession;

n whether or not previously excluded or marginalized groups or regions have gained more
equitable economic and political standing from peace agreements and their implementation;

n whether prior injustices associated with real and perceived discrimination against an
aggrieved group are satisfactorily addressed;

n how the dynamics of inter-group relations are affected by the conditions of post-conflict
peacebuilding and development.

Those designing post-conflict policies thus need to investigate whether horizontal inequalities were
an important cause of conflict and, where they were significant, to include policies to correct such
inequalities to prevent them from becoming a source of conflict recurrence.46 Attention will need to
be given, for example, to the distributional impact of macro-recovery programmes, the distribution
of aid and public expenditure and the possibility of affirmative action in employment and education.

Remove the secondary causes that have produced the great convulsions of the world
and you will almost always find the principle of inequality at the bottom. Either the
poor have attempted to plunder the rich, or the rich to enslave the poor. If, then, a
society can ever be founded in which every man shall have something to keep and
little to take from others, much will have been done for peace.47

Dependence on lucrative natural resources 
Violent contestations over natural resource wealth have figured in a number of contemporary civil
wars including in Angola, Colombia, the Republic of Congo, Côte d’Ivoire, the Democratic Republic
of the Congo, Liberia, Myanmar, Sierra Leone and Sudan.48 Considerable evidence shows that the
presence of lucrative natural resources such as oil, diamonds, gold and tropical timber affects the inci-
dence, and sometimes also the duration, of violent conflict.49 However, estimates vary as to the extent
of the risk associated with a country being rich in natural resources.50 This may depend on the type
of resource, the size of the revenues it generates, its geographical location, the type of conflict and
the regulatory and institutional qualities of governance. Current research shows, for example, that
primary commodity export dependence per se is not so significant a risk factor as once thought,51 and
that different primary commodities affect the risk of conflict in distinct ways.

Overall, oil- and gas-producing countries are the most vulnerable to the outbreak of civil war. Even though
the percentage of oil- or diamond-rich countries experiencing conflict is not markedly different from non-
resource-rich countries, the risk of conflict is much higher for a given level of per capita income. Among both
low- and middle-income states, oil producers have a higher risk of conflict than non-oil producers—nearly
double in the case of low-income countries for the period 1992–2006.52 Moreover, there has been a decline
since the end of the Cold War in the number of civil war outbreaks occurring in non-oil-producing states.
Indeed, the growing risk of conflict for oil producers since the end of the Cold War may not be due solely to
the greater number of oil producers in the world, but a reflection of a strong link between oil and conflict.

Post-Conflict Economic Recovery: Enabling Local Ingenuity20



Various explanations have been offered for the connection between lucrative natural resources and
civil war.53 One is that the presence of such resources motivates ‘greedy’ actors to fight in order to
exploit the resources for private gain.54 Another is that natural resources provide war financing for
both government and insurgent forces.55 And a third reason lies in the perceived inequity of the dis-
tribution of resource revenues. The presence of high-value natural resources frequently causes or
accentuates horizontal inequalities.56 For example, where resources are located in a particular region,
but their revenues are channelled to other parts of the country, grievances sometimes arise among
local inhabitants who may seek autonomy or separation.57

Today’s high commodity prices and insatiable demand for oil and mineral commodities have pushed
natural resource exploration and extraction into countries that are already fragile, poor and with weak
governance capacities. These factors are likely to mean that natural resources will continue to pose a
significant risk of conflict in the developing world.58

To be clear, natural resource wealth can be a great asset for post-conflict recovery, but it does pose
particular challenges for regulation and distribution, as will be further discussed in chapter 5. A
dependence on natural resource wealth does not doom countries to an eternal recurrence of conflict.
Natural resources have been used to productive developmental ends, not just in stable democracies
such as Norway, but also in low- and middle-income countries such as Botswana, Chile and
Mozambique.

Youth unemployment
The existence of severe unemployment and underemployment, especially among young males, seems
to increase the risk of conflict. Several observers have suggested that the risk of instability and violent
conflict in developing countries is high because of the demographic composition of the population,
notably a large proportion of youth, especially young men.59 Indeed, according to Urdal, “in countries
where youth make up 35 percent of the total adult population,
the risk of conflict, with all other factors being equal, increases by
150 percent compared to countries where youth make up only 17
percent of the adult population, as in most developed countries”.60

However, the problem is not the sheer numbers of youth, as this
observer seems to imply. Many developing countries, particularly
in sub-Saharan Africa, have a preponderance of young people,61

but most of them have not experienced civil war.

Most research on youth violence demonstrates that so-called
‘youth bulges’ alone are not what matters. Rather, it is the lack of
economic opportunities due to the underlying socioeconomic
and political barriers that young people face that raises the risk of violence.62 Young people, men
mostly but women too, are frustrated by their lack of social recognition and by deficient education-
al and employment opportunities. This leaves them alienated and, in many cases, susceptible to
recruitment, whether by rebels or government armies, if only to secure a livelihood.

As post-conflict countries are typically characterized by low economic growth and high unemploy-
ment, they are especially vulnerable to renewed fighting if job creation efforts fail. Moreover, poten-
tial host countries invariably restrict migration, which could have provided a safety valve. For
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example, some 62 percent of young people in Bosnia and Herzegovina said they would leave the
country if given the opportunity even after a decade of post-war recovery efforts.63 Some studies have
suggested that allowing much freer movement within regional labour markets and into developed
countries would help to resolve the youth crisis in Africa and elsewhere.64 Yet, the furthest most
young people can migrate currently is to cities within their own country, where on arrival they find
little outlet for their talents and energy, driving some of them towards crime.65

Providing occupations for young men returning from conflict is thus an important way of avoiding
recurring conflict. This implies the need, among other things, to adopt labour-intensive methods of
production where possible, as will be further discussed in Chapter 3.

2.4 The impacts of violent conflict on people, assets, institutions and incentives
The legacy of violent conflict is invariably the widespread destruction and degradation of physical
capital and infrastructure; reduced levels of human capital due to deaths, disease and displacement;
lost employment opportunities and livelihoods; weakened institutions and a decline of social capital,
particularly the ‘bridging’ type of networks that reach across ethnic or communal divides;66 growth
collapse and capital flight; and changes in the structure of the economy. We will now consider some
of these characteristics in more detail.

Damage to physical capital and assets
The destruction of infrastructure such as bridges and roads is often one of the most visible aspects of
the damage brought about by armed conflict. A country’s physical capital is often seriously damaged
because ports, telecommunication and electricity infrastructure, energy plants and other economically
important physical facilities are directly targeted by one of the warring parties in order to gain a strate-
gic advantage. Another factor that contributes to the downgrading of a country’s physical capital is the
lack of spending on infrastructural maintenance by the government during the course of an armed
conflict. This is often the result not only of on-going insecurity and violence, but also of a decline in
overall government revenues, an increasing share of which is devoted to military spending.67

The loss of physical capital may be very substantial and can severely restrict the capacity for economic
recovery in the post-conflict period.68 For instance, during the civil war in Mozambique some 40 per-
cent of immobile capital in the agriculture, communications and administrative sectors was destroyed.69

Some two-thirds of Timor-Leste’s infrastructure was destroyed in the mayhem that followed the 1999
referendum on independence from Indonesia. The destruction of, and damage to, physical capital has
an important impact on a country’s economic activities and productive capabilities. It also imposes seri-
ous hardships on civilian populations through the loss of safe drinking water, sanitation and power sys-
tems (Figure 2.3). As a result of Liberia’s civil conflict, for example, pipe-borne water remains essentially
non-existent (and most modern sanitation services are absent), whereas about 45 percent of the urban
population and 23 percent of the rural population enjoyed such access prior to the war.70

A particularly important physical asset in the rural-based economies in which the majority of con-
temporary armed conflicts take place is land. Subsistence farmers and agricultural labourers often
lose access to their land as a result of their displacement or of land grabs by warring factions. In the
Democratic Republic of the Congo, for example, much land was forcibly occupied, claimed and
exploited for minerals by the conflict parties, taking it away from crop and cattle production.71 The
loss of land and its outputs can lead to widespread food insecurity. Large land areas in post-conflict
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countries are also frequently rendered inaccessible by landmines and other unexploded ordinance.72

In 2001, Cambodia had more landmines and unexploded ordnance than any other country in the
world, with 6,422 villages (46 percent of the total) contaminated.73 Clearly, in addition to the future
human toll from unexploded ordnance, the prospects of economic recovery in post-conflict countries
are severely hampered by the detrimental legacy of landmines on agricultural production.

Armed conflicts can also bring about serious environmental damage, both directly and indirectly.
Environmental problems include land degradation and deforestation and may affect prospects for
long-term peace, food security and sustainable development.74 Environmental damage is often par-
ticularly severe in resource-rich countries. For example, the rapid growth of unregulated mining of
valuable coltan deposits underlying arable land in the North and South Kivu regions of the
Democratic Republic of the Congo has destabilized hillsides, causing landslides that have destroyed
fields.75 About half of the land seized for unplanned, artisanal mining has become unsuitable for agri-
culture.76 Extensive illegal logging in the Democratic Republic of the Congo77 may have seriously
compromised wildlife habitats. The destruction of Liberia’s main hydropower plant and smaller
power plants has increased the use of charcoal and wood fuel as energy sources, accelerating defor-
estation and atmospheric pollution.78

In Sudan, the country’s long history of civil war has damaged the environment through population
displacement, weak governance and underinvestment in sustainable development. Agriculture is the
most badly-affected sector as it is beset by many forms of land degradation as well as by riverbank
erosion, invasive species, pesticide mismanagement in the large irrigation schemes and water pollu-
tion. Deforestation is also occurring at a fast rate (more than 0.84 percent a year): between 1990 and
2005, Sudan lost 11.6 percent of its forest cover. Such deforestation is likely to get worse in the com-
ing years because of the expected return of massive numbers of refugees and of IDPs.79

Finally, there are losses in the physical assets of the poor, including their houses and livestock. These
assets tend to be eroded or destroyed, abandoned following forced migration or expropriated by looting
rebel or government forces. In Dili, for example, anti-secessionist pumped petrol into houses and burned
them down.80 In Uganda, a survey among households who fled the violence in the centre of the country
during the civil war in the mid-1980s, found that two-thirds of respondents had lost all their assets as a
result of the violence as well as the extensive looting by both sides.81 In Mozambique, the national cattle
stock was reduced by almost 80 percent during the course of the conflict: “Cattle were lost because of
direct rebel activity, that is rebels stole them to feed their troops and killed them to spread terror, and
because of indirect effects of warfare, namely a lack of feed and veterinary attention during the war”.82

The human costs
Armed conflicts also generally result in the reduction of a country’s human capital. While the most
direct human capital costs are deaths as a result of war-related violence, battle deaths usually consti-
tute a small proportion of the total number of casualties. As shown in Table 2.1, the shares of actu-
al battle deaths have ranged from under 2 percent to close to 30 percent of total war deaths for
conflicts in sub-Saharan Africa.

In many recent conflicts, civilians have been deliberately targeted by armed groups, either to achieve
certain strategic or political objectives, such as the creation of an ethnically homogeneous territory,
or to deny safe havens to rival combatants, or simply in order to loot civilian homes and other assets.
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Civilians have also fallen victim
to the increasingly indiscrimi-
nate use of weapons such as
landmines. For instance, in
Nepal landmines killed 415
people between 2004 and
2006, 57 percent of whom were
children.83 In Afghanistan,
landmines and unexploded
ordnance killed between 150
and 300 people per month in
2000, half of them children.84

Many contemporary armed
conflicts result in large num-
bers of indirect deaths due to
famine, disease and lack of
health services, such that,

“war-exacerbated disease and malnutrition kill far more people than missiles, bombs, and bullets”.85

Famine—resulting from a combination of war reducing the availability of food and sharply chang-
ing entitlements as food prices rise and people losing their jobs or other sources of incomes—can
account for a massive number of deaths, as illustrated by Ethiopia in the early 1980s.86 Indirect
deaths generally attract less international media attention, except when deaths escalate sharply, as
occurred recently in the Darfur region in Sudan.87 There also tends to be accelerating mortality rates

due to the collapse of healthcare systems, and the spread of
killer diseases such as HIV/AIDS, malaria, tuberculosis and
other infectious diseases.

Health
World Health Organization (WHO) data on 23 major diseases
indicate that armed conflicts substantially increase the incidence
of contagious diseases.88 Although the interplay between vio-
lence and infectious diseases is complex and variable, evidence
suggests that the greater the wartime violence and the poorer
and more vulnerable the country, the greater the number of peo-
ple who fall seriously ill or die from these diseases.89 HIV/AIDS

tops the list, affecting both sexes and nearly all age groups.90 Widespread rape by HIV-positive sol-
diers during warfare is often a major cause for the rapid spread of the disease. Country data show a
high prevalence among a number of conflict-affected countries (Figure 2.2).

Epidemiological research in Uganda, for example, has shown that the initial spread of HIV/AIDS
was closely associated with the armed conflict that started in 1979.91 While it was present in Uganda
before the outbreak of the conflict, contagion was sporadic. The continuous rape, promiscuity and
dislocation during and after the civil war led to an epidemic. The spread of the virus from south to
north Uganda followed the same path as Idi Amin’s soldiers after the war in 1979. However, more
recent research suggests that the link between civil conflicts and HIV/AIDS is complex and highly
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Sudan (Anya Nya rebellion) 1963–73 250,000–750,000 20,000 3–8%

Nigeria (Biafra rebellion) 1967–70 500,000– 2 million 75,000 4–15%

Angola 1975–2002 1.5 million 160,475 11%

Eritrean insurgency)
Ethiopia (not including

1976–91 1–2 million 16,000 <2%

Mozambique 1976–92 500,000 –1 million 145,400 15–29%

Somalia 1981–96 250,000–350,000 66,750 19–27%

Sudan 1983–2002 2 million 55,000 3%

Liberia 1989–96 150,000–200,000 23,500 12–16%

Democratic
Republic of the Congo

1998–2001 2.5 million 145,000 6%

Country Years Estimate of total
war deaths

Battle
deaths

Battle deaths as
a percentage of
total war deaths

Table 2.1 Battle deaths versus total deaths in sub-Saharan Africa

Source: Lacina and Gleditsch, 2004, cited in Human Security Centre, 2005, p. 128.

Note: Non-battle deaths are due mainly to war-exacerbated disease and malnutrition.

In most of today’s armed-
conflicts, war-exacerbated 
disease and malnutrition kill
far more people than missiles,
bombs, and bullets.



context specific. Indeed, in a few cases, the spread of the virus may even have slowed down as a result
of armed conflict because of restrictions on movements. Sierra Leone, for example, was insulated
from the growing HIV epidemic in West Africa because around 90 percent of its population
remained in the country as IDPs.92 In any event, most experts agree on the importance of HIV-relat-
ed interventions in post-conflict situations, given the vulnerability of both civilians and soldiers.

Poor access to clean water can contribute to the spread of diseases even years after the end of a con-
flict (Figure 2.3), significantly impacting the health status of conflict-affected populations. The
health of populations in post-conflict environments is also greatly affected by deteriorated health sys-
tems. Where state capacity has collapsed or been weakened by war, the health system itself is often
a casualty. In its place, in many cases, healthcare ends up being provided informally or by private sec-
tor improvization, with mixed results at best.

In Mogadishu, Somalia, for example, a profusion of small-scale providers is supplemented by a number of
hospitals that charge for treatment.93 Prices are relatively affordable, with medical consultations costing
around US$0.50 per visit.94 However, this improvized system carries significant risks including the wide
circulation of outdated or fake drugs.95 Similarly, after years of state neglect followed by civil war, the health
system in the Democratic Republic of the Congo is completely degraded, and its population suffers from
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Figure 2.2 Adult HIV prevalence in selected countries

Source: Data from UNICEF, 2008, statistical tables.

Note: ‘Developing countries’ are all developing countries. ‘Least Developed Countries’ (LDCs) are a subset of developing countries, recognized as such by the United Nations
General Assembly, comprising the 50 countries ranked lowest, according to a set of indicators reflecting income, quality of life and economic vulnerability. See UN-OHRLLS, 2005.
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Source: Data from UNICEF, 2008, statistical tables.
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Figure 2.4 Maternal mortality ratio and skilled attendance at delivery in selected countries

Source: Data from UNICEF, 2008, statistical tables.
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numerous preventable diseases including cholera, leprosy, malaria, polio, tuberculosis and typhoid. With
many Congolese medical personnel having left the country, medical facilities are severely understaffed.
Patients must often provide their own bedding and buy their own medicines, hypodermic needles and
sterile gloves, which are sold on the streets outside the facilities. These incredible hardships have fostered
considerable resourcefulness (not always positive) on the part of staff and patients. Regarding the hospi-
tals as places of last resort—lieux de mort (places of death)—people rely on homemade remedies or drugs
sold in makeshift neighbourhood pharmacies that may be counterfeit. Doctors attempting to supplement
their meagre wages set up small clinics in their homes without proper equipment and in poor hygienic
conditions, endangering the lives of their patients. Hospitals facilitate such moonlighting by introducing
reduced working schedules, and such practices contribute to the further decline of the formal system.96

Maternal mortality ratios in conflict-affected countries tend to be extremely high, often exceeding
the average for Least Developed Countries (LDCs), in part as a result of insufficient skilled staff
attendance at births (Figure 2.4). Child survival also tends to be adversely affected. One study shows
infant mortality rates rising during conflict in 12 countries and decreasing in only four. Infant mor-
tality increased significantly in Mozambique, Somalia and Uganda in the 1980s.97

These mortality indicators and the larger socio-economic conditions they reflect explain why con-
flict-affected countries continue to face very low life expectancy several years after the end of armed
violence, even by LDC standards (Figure 2.5). In some cases life expectancy at birth stalled around
45 years (as in Rwanda and Liberia) or even decreased (for example in Côte d’Ivoire, in the
Democratic Republic of the Congo and in the Republic of Congo) between 1990 and 2006. In con-
trast, Figure 2.5 also shows that life expectancy for developing countries as a whole increased from
55 to 65 years (about 20 percent) over the same period.
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Figure 2.5 Life expectancy at birth in selected countries

Source: Data from UNICEF, 2008, statistical tables.
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A further consequence of conflict is poor mental health. Mental illnesses and psychological problems
among combatants and civilians due to armed conflict can be extensive, although estimates vary
widely. Surveys taken in 2002 in Sierra Leone, for example, found that 15–25 percent of young peo-
ple had severe symptoms associated with traumatic war exposure, and 5–10 percent of all young peo-
ple were judged to require mental health interventions or a qualified evaluation.98 In the 1990s,
one-third of refugee children in Central America were categorized as suffering post-traumatic stress
disorder, while in Angola the figure was as high as 90 percent.99 In Bosnia, clinical reports of refugees
in treatment show levels of war-related depression of 14–21 percent and post-traumatic stress syn-
drome symptoms ranging between 18 and 53 percent.100 A study of Lebanon found that one in four
Lebanese had suffered a mental disorder during their lifetime.101 The active participation of young
people in many of today’s armed conflicts can leave a harmful socio-psychological legacy.102

Population displacement
Population displacement is another major human capital cost. Forced migration separates people
from their sources of livelihood, cuts off their access to healthcare and education, and heightens their
vulnerability to violence and predation. The 2005 Human Security Report notes that while wars in the
1950s, 1960s and 1970s were associated with high death rates, they did not generate very large flows
of displaced people.103 In contrast, primarily because of the increased targeting of civilians and because
of “the displacement of population groups as a motive and weapon of conflict”,104 contemporary
armed conflicts usually result in large numbers of displaced persons and refugees. Increasingly, dis-
placement has been internal rather than across borders. Human capital is also lost as a result of the
voluntary migration of skilled talent and labour, the so-called ‘brain drain’. Entrepreneurs, profes-
sionals and intellectuals—key players in any development process—often leave conflict countries
both during and after the conflict for better personal security and opportunities abroad. Moreover,
people who emigrate during wars, and the diaspora communities they form, often provide a channel
for continuing emigration after the end of a conflict.105

According to the Office of the United Nations High Commissioner for Refugees (UNHCR), the
global number of refugees was about 9.9 million at the end of 2006, and there were about 12 mil-
lion IDPs (see Figures 2.6 and 2.7).106 The UNHCR figure for ‘persons of concern’ (i.e. refugees,
asylum seekers, returnees, IDPs and stateless persons) stood at 32.9 million at the end of 2006, 56
percent higher than in 2005. This increase was mainly due to the deterioration of conditions in con-
flict-affected countries, particularly Colombia, Iraq, Lebanon, Sudan, Sri Lanka and Timor-Leste,
and the subsequent increase in IDPs. For instance, in Sri Lanka the protracted armed conflict
between the Government and Tamil Tigers escalated dramatically at the beginning of 2006, lead-
ing to an additional 300,000 IDPs.107 In the Darfur region in Sudan, internal displacement has pro-
ceeded at an unprecedented pace since 2003, with IDPs currently numbering 1.84 million.108 

The plight of refugees and IDPs is often compounded by the hostility they face from local ‘host’ pop-
ulations. They are frequently blamed for a wide variety of social problems, as, for example, in Pakistan
where Afghan refugees were said to “have caused social problems, including an increase in crime, drug
addiction and drug trafficking and illegal trade. Local people say that the Afghans take their jobs and
drive up real estate prices”.110 However, evidence indicates that foreigners are overwhelmingly the vic-
tims rather than the perpetrators of crime.111 In Johannesburg, for example, 72 percent of migrants and
refugees reported that they, or someone they lived with, had been a victim of crime, compared to only
43 percent of South Africans.112
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Source: Data drawn from UNHCR, 2007.
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Source: US Committee for Refugees and Immigrants, 2007.
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Education and human capital
Conflict has a negative impact on both the
remaining stock of human capital and
additions to that capital through the educa-
tion system. First, it reduces the stock of
those with a formal education and produc-
tive skills due to injury, death and migra-
tion. It may also induce some professional
deskilling among combatants, whereby
they lose some of their previously acquired
professional skills during years spent fight-
ing. Second, it affects the conditions of
human capital formation and replacement
through reduced access to education and
training. One study estimated that half of
the 104 million children out of school
worldwide live in countries affected by or
recovering from conflict.113

The destruction of a country’s education-
al infrastructure can be very widespread
and often has serious long-term effects on

a post-conflict country’s economic recovery and development. For instance, during Liberia’s 15-year
civil war, at least 50 percent of all schools were destroyed,114 depriving 800,000 children of educa-
tion.115 In Timor-Leste, this percentage was even higher with an estimated 95 percent of classrooms
destroyed or severely damaged in the violent aftermath of the 1999 referendum on independence.116

In Kosovo, Bosnia and Herzegovina and Mozambique, respectively, 65, 50 and 45 percent of schools
required repair or reconstruction after war.117 School facilities are often targeted because they are seen
as representing the state, but facilities are also expropriated to serve as barracks or storage. Sometimes
they are simply looted or occupied by the various fighting factions (and sometimes by IDPs).118

The loss of educational personnel during conflict can also be very substantial. In Rwanda, for
instance, more than two-thirds of the primary and secondary school teachers were either murdered
or fled, while the educational system in Cambodia was almost completely bereft of any trained or
experienced teachers at the end of the Khmer Rouge terror regime.119 In both countries, this has been
found to have a lasting negative effect on the educational achievements of affected cohorts, with a
particularly sharp impact on secondary education in Cambodia.120

Moreover, cutbacks in public educational expenditure lead to deterioration in the quality as well as the
quantity of education in conflict countries.121 A study using United Nations Educational, Scientific
and Cultural Organization (UNESCO) education data for conflict countries between 1980 and 1997
shows that educational systems experienced sharp cutbacks in spending during times of war, partly
because of a shift in government spending in favour of the military.122 One study found that states in
conflict experienced a 3.1 to 3.6 percent annual decline in spending on education.123 In Nicaragua, for
example, while defence spending as a share of GDP rose from 3.6 percent in 1978 to 18.9 percent in
1989, spending on education fell from 3.8 to 2.5 percent over the same period.124 However, there have
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been significant exceptions. In Guatemala, expenditure on education as a percentage of total govern-
ment expenditure stayed more or less the same during its civil war (about 19.5 percent), while educa-
tional expenditure in Burundi increased from 8.6 percent in 1988 to 11.2 percent in 1995.125 

Enrolment rates often fall during conflict. This is due to destruction of schools and low educational
spending, as well as factors such as increased household poverty, displacement, and the death or flight
of teachers. Schools are also often closed for safety reasons or occupied by combatants for operational
purposes. This was the case, for example, in Angola and Mozambique,126 where primary schooling
enrolment rates fell sharply. In other cases, however, enrolment rates did not drop as much, often
because of initiatives improvized by local private actors and communities themselves. In a few cases,
such as Guatemala and Nicaragua, primary enrolment actually rose.127 In Guatemala, as well as in El
Salvador, rebel movements supported primary and sometimes secondary schools. In almost all coun-
tries communities have been able to continue providing some schooling even in very difficult condi-
tions.128 In Somalia, mainly through community efforts, the number of private schools increased
during the civil war,129 though enrolment remained low, partly due to the nomadic lifestyle of more
than half the Somali population.130 As a result, while primary school indicators, especially female
enrolment ratios, tend to be low during times of conflict, they display significant resilience and seem
to rebound fairly quickly afterwards to the levels of poor non-conflict countries (Figure 2.8). The pic-
ture is bleaker at the secondary and tertiary levels, where enrolment rates usually collapse during con-
flict.131 The stronger immediate impact of war on higher education may be due to the greater
likelihood of those students becoming combatants than their younger peers.
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However, “a striking feature of education during conflict is that it almost never comes to a complete
standstill for an extended period” and “in almost all cases communities struggle to continue provision
of schooling even under the most difficult conditions, using alternative accommodation and flexible
or multiple shifts”.132 The relative resilience of education indicators is particularly visible at the primary
level, as discussed above. It should also be noted, in terms of human capital, that conflict can generate
the opportunity to learn new skills, some of which may be useful in post-war contexts.133

Capital flight
Due to macroeconomic uncertainty, rising inflation and depreciating exchange rates, as well as
the widespread destruction and looting of private assets, conflict-torn countries are often con-
fronted with extensive capital flight. This depletes a country’s financial assets and can hinder
investment and thereby undermine long-term growth. Capital flight is difficult to estimate as
some data sources show this rising during conflict, while others show a slight decline.134 However,
one estimate suggests that 9 percent of the private wealth of a typical conflict country is held
abroad before the outbreak of the conflict and about 20 percent after the war ends.135 Moreover,
some estimates suggest that in the years following the resolution of a conflict, capital flight often
increases further—a kind of ‘war overhang effect’—because investors adjust their asset portfolios
only gradually and are less willing to assume the same risks as they were prior to the outbreak of
war.136 This, in turn, may reflect the fact that once a country has had one civil war, it is seen as
likely to experience a relapse, even if peace is achieved. Therefore, risk levels do not return to their
pre-war status.137

Capital flight in post-conflict African countries has been especially high. For instance, about two-
thirds of Uganda’s private wealth was estimated to be held abroad in 1986, compared to an estimat-
ed 36 percent of total African private wealth.138 Ultimately, lost capital only returns when policies
have been improved and economic and political risks reduced.139 Where the source of capital flight
has been the looting of national resources by a corrupt elite, return is highly unlikely. Where the
source of capital flight lies in loans contracted during the conflict for purposes of prolonging the con-
flict, the legitimacy of those debts may well be open to question.140

Weakened institutions, state capacity and social capital
During conflict, many state institutions are seriously weakened due to neglect and a lack of funding
and as a direct result of the conflict itself. Post-conflict countries are all likely to experience some
degree of state failure, with variations from case to case. A failed state, or one with severely eroded
capacity, increases the risk of conflict recurring because it is unable to provide essential public serv-
ices such as education, health, employment and especially security.

The extent to which governing institutions are degraded varies greatly from country to country,
however. In relatively localized conflicts in well-established states, such as Colombia, Indonesia
and Sri Lanka, or the United Kingdom vis-à-vis Northern Ireland, the state’s day-to-day function-
ing may be hardly affected by conflict. However, at the other extreme are countries where armed
conflicts have led to the collapse of the state. In the Democratic Republic of the Congo and
Somalia, state institutions were weakened to the point of complete breakdown. In other cases, the
state may survive conflict, or a new state may emerge, but without firm control over the entire
country. Contemporary Afghanistan is a clear example of this.
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The ability of state institutions to provide essential public services to a broad swathe of their populations
and to enforce property rights and the rule of law is critical for a properly functioning economy. Without
administrative and fiscal capacity—civil service systems, a central bank and public procurement systems,
for instance—governments cannot resume delivering essential services, gain political support, attract
financing for reconstruction or maintain economic and social stability. In Afghanistan, for example:

The key economic institutions including the Central Bank, budgeting, accounting,
tax collection and customs, statistics, civil service, law and order, and judicial systems
had become extremely weak. Even though extensive public administration proce-
dures and regulations existed, most had not been applied for many years. Only a lim-
ited number of basic administrative functions continued to be carried out during the
years of prolonged conflict; many mid-level and lower-level government employees
had left their jobs.141

Moreover, civil conflicts can result in a reconfiguration of property rights, especially with respect
to land ownership, which can disrupt agricultural investment and output. Instruments of vio-
lence, rather than customary or legal title, can become the dominant determinants of land own-
ership and use. In light of the breakdown of property-related institutions and norms and
population displacement, land tenure conflicts—which are often high before war anyway—rise
sharply during and after armed conflicts.142 The loss of property rights can also become a major
obstacle to peace. For example, once Mozambique’s civil war ended, significant confusion about
the resolution of land tenure disputes complicated peace efforts.143 In Nicaragua, the Contras
rearmed themselves during the peace process over misunderstandings about issues of land
access. And in El Salvador, the delay in implementing a land transfer programme for ex-com-
batants (due to donor and government reluctance to finance it) became a major obstacle to peace
making and blocked complete demobilization.144

The absence or weakness of state capacity gives corruption and criminal activities the room to
flourish. Without a reliable judiciary, disputes cannot be resolved promptly and transparently,
thus sustaining violence as a means of settling them. Indeed, it is typically the case that post-con-
flict countries find it extremely challenging to ensure the sustainable revival of the judicial sys-
tem or to protect it from political intrusion or corruption.145 The rehabilitation of institutions may
be even more urgent than rebuilding physical infrastructure since their effective functioning is
critical for restoring minimal confidence, stability and predictability. Without functioning state
institutions, any effort to restart and sustain formal economic activity is also likely to fail.146 This
situation is further complicated by the fact that most conflicts also destroy much social cohesion
and trust, as well as community-level networks—the essential if informal mechanisms that make
productive economic and social exchange possible. The breakdown of trust then widens the scope
for opportunistic and criminal behaviour, which undermines the values of honesty, hard work and
human dignity. It also brings to the surface, or aggravates, ethnic and religious hatreds and
enables those in control to adopt exclusionary policies.147

A few post-conflict countries have managed to cope in the absence of a functioning government.
Some have adapted wartime organizations to the new demands of peacebuilding, others have made
use of traditional systems of authority and allocation, while still others have ‘purchased’ state capac-
ity to jump-start public administration by contracting services with the private sector or NGOs.
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After decades of conflict, for example, Uganda fashioned its post-war governing system from the
military organization of the National Revolutionary Movement (NRM). In the Somaliland region,
long-established clan networks became the foundation for a participatory and inclusive govern-
ment that has promoted peace and recovery against incredible odds. More recently, in conflicts
such as in Afghanistan, post-conflict governments have hired international firms to provide key
services such as procurement, financial management and audit services. These have had limited
success, however, owing to their inability to function well in the unpredictable post-conflict envi-
ronment.148 Moreover, excessive reliance on imported capacity can undermine the development of
domestic capacity by putting off the training and development of domestic human resources.
Ultimately, national actors must take the lead in achieving effective political and economic gover-
nance—and they must have this capability by the time the involvement of the international com-
munity starts winding down.149

Where the challenge to state authority is sub-national, the state’s capacity to deliver public services
and improve the socioeconomic situation of its citizens may not be seriously affected. This has been
the case in Sri Lanka where the main theatre of conflict has been in the northern and eastern
provinces, as well as in Uganda, which, as discussed in Chapters 4 and 5, has enjoyed strong econom-
ic growth and socioeconomic development despite protracted conflict in the north. Even when post-
conflict states are able to deliver public services, some may be unwilling to implement inclusive and
remedial policies aimed at addressing the underlying causes of conflict. Indeed, particular post-con-
flict states that are dominated by certain ethnic and religious groups may seek to preserve their
group’s privileges and therefore resist the adoption of inclusive policies. The persistence of such polit-
ical horizontal inequalities is not only a major cause of violent conflict onset,150 but also increases the
risk of conflict recurring if they persist in the post-conflict era.

While studies show that democratization and inclusive politics offer a remedy for repeated cycles of
poverty and conflict in the long term, the democratization process may actually increase the risk of
conflict recurrence in the fraught conditions of conflict-affected states. This is particularly the case
where elections are held before the capacities of the state and civil society to support electoral out-
comes are developed. Some studies have shown that countries with political regimes that are an inco-
herent mix of authoritarian and democratic features (so-called ‘anocracies’) have a higher risk of
conflict starting or recurring than fully fledged democracies or highly autocratic regimes.151

Autocratic regimes, in fact, are associated with a lower risk of conflict onset and recurrence as they
are better able to prevent violent uprisings (often by clamping down on human rights). Clearly, how-
ever, such regimes do not provide satisfactory long-term solutions to issues of poverty reduction, sus-
tainable development, good governance and stability.152 On the other hand, once well established,
democracies have a much lower risk of conflict because they provide greater opportunities and access
to power for all groups and individuals. This underlines the importance of caution in how fast dem-
ocratic institutions are introduced, the need to be sensitive to circumstances, and the importance of
measures to promote peace, security and development.153

2.5 The effects of conflict on economic performance
Conflict almost always affects the rate of growth of a country’s economy as a result of the negative
effects on it has on physical and human capital, markets, investment and trust (as previously dis-
cussed).154 But economic changes go beyond this, with conflict often transforming economies and
bringing about a switch to informal activities, many of which are often illegal.
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Decline in output
The lack of any standardized methodology for calculating the costs of conflict means that estimates
across regions or countries tend to vary considerably. It is nonetheless clear that the economic con-
sequences of armed conflict are often dire. A number of studies have attempted to assess the costs of
conflict by comparing actual growth with what is likely to have happened in the absence of conflict.
A recent report estimates the aggregate costs to the 23 African countries that have had a violent con-
flict between 1990 and 2005—as measured by the loss of GDP growth—to be US$284 billion (or,
on average, US$18 billion per year over the period).155 Collier and Hoeffler estimated the cost of “the
typical civil war in a low-income country” to be about US$54 billion.156. In an earlier study of civil
wars during 1960–1992, Collier had estimated that each year in conflict took an average 2.2 percent
toll on the affected country’s potential GDP.157 Other studies have come to similar conclusions on the
estimated impact of armed conflict on GDP.158 One found that the GDP per capita of 14 countries
affected by civil war between the 1960s and the mid-1990s had declined on average by 3.3 percent
annually during war.159

Contemporary armed conflicts (post-1990) differ from pre-1990 conflicts in certain respects. They
tend to be of shorter duration, and the opposing parties to the conflict are less likely to be support-
ed by external military players. Also, the pace and depth of economic contraction during post-1990
conflicts have tended to be much greater: one study estimated that pre-1990 conflicts resulted in an
average 1.7 percentage point reduction in real GDP growth below normal over the whole conflict
period, while the average reduction during post-1990 conflicts was 12.3 percentage points.160

However, perhaps because of the deeper economic contractions caused by contemporary armed con-
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flicts, or the greater amount of post-conflict aid, several of these economies seem to have experienced
larger growth rebounds once conflicts ended than did earlier post-conflict episodes.161

It is also important to recognize that the ‘growth impact’ of conflict differs substantially country to
country, depending in part on the proportion of the population actually fighting or being threat-
ened, the duration and geographical spread of the conflict, and the extent to which the central gov-
ernment has collapsed. For instance, where armed conflicts are concentrated in peripheral areas,
such as with Uganda’s northern insurgency, the economic engine of the country may be largely unaf-
fected. However, where armed conflicts spread throughout a country’s territory, as in Afghanistan,
Cambodia and Mozambique, they usually inflict immense economic damage. Further, where armed
conflicts are relatively short, and where their intensity is low, the destruction in terms of human lives
and physical infrastructure tends to be much less than in cases where widespread and intense fight-
ing has continued for long periods of time.162 The economic impact of armed conflicts is also heav-
ily dependent on how the war is fought. For instance, the use of mines has a very large and
widespread negative impact in an agrarian-based society, not only on food and possibly export pro-
duction but also on the economy as a whole. It also depends on such factors as the international
reactions to the conflict in terms of financial flows and trade policies. Trade embargoes may have a
particularly negative impact on countries dependent on trade, such as oil-exporting countries that
import most food items.163 

A deteriorated macroeconomic environment lies behind many of the adverse changes in conflict
countries. As will be discussed in Chapter 4, these include reduced taxation receipts and high budg-
et deficits; accelarating inflation; rises in current account deficits as import restraints fail to match
the fall in exports; and debt build up, some of which are due to arms purchases and capital flight
during the conflict.164  Additionally, and perhaps more crucially, the pre- and post-conflict develop-
mental challenges that countries face are usually very different. Armed conflicts not only result in a
reversal of ‘normal’ development, but also put post-conflict countries on a new and typically more
problematic economic path. The World Bank calls these negative social and economic consequences
of armed conflicts “development in reverse”.165

Figures 2.9 and 2.10 show the impact of conflict on GDP per capita  in selected post-conflict coun-
tries.166 There are significant differences in the reduction in GDP per capita between conflict-affect-
ed countries, but the effect is typically largely negative. The overall effect of a conflict on a country’s
GDP per capita is a function of its average in-conflict growth rate and of the duration of its con-
flict. In-conflict GDP per capita growth was strongly negative in Afghanistan, Azerbaijan, Croatia,
Georgia, Guinea-Bissau, Liberia, Nicaragua, Rwanda, Sierra Leone, Solomon Islands, and
Tajikistan. In Angola, Chad, Mozambique and Uganda, the average annual decline in GDP per
capita was more modest at below 2 percent. A few countries have experienced positive growth over
their conflict periods, with Bosnia and Herzegovina, Guatemala and Papua New Guinea having
higher levels of GDP per capita at the end of the conflict. Several factors may account for these dif-
ferences in growth trajectories, including, as noted earlier, the characteristics of the conflict coun-
try’s economy, the reaction of the international community and the nature of the conflict—notably
its geographical scope, intensity and duration.

The relationship between the duration of conflict and growth (and their resulting combined effect
on the overall change in GDP per capita) can potentially run both ways. On the one hand, it is pos-
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sible that the longer the conflict, the greater its cumulative negative impact on growth. On the other
hand, it is also possible that longer conflicts result in greater growth resilience, thanks to the evolu-
tion of coping and adaptation strategies. The latter effect seems apparent in the sample in Figures
2.9 and 2.10, with longer conflicts appearing to be associated with more resilient in-conflict GDP
per capita growth (Figure 2.9).167 Overall, however, it seems that ‘duration’ is the key factor driving
the total change in GDP per capita during conflict. On average, longer conflicts tend to take a slight-
ly greater toll on GDP per capita than shorter conflicts (Figure 2.10).168

Structural changes in the economy
The difficulty many post-conflict countries have achieving a speedy economic recovery after con-
flict is partly due to their weak pre-conflict developmental state. But it also has much to do with
the nature of the economic transformations that have taken place during the violent conflict and
how these changes shape post-conflict economic relations. Wartime ‘trajectories of accumulation’169

are the result of frequently violent and “radical changes in the allocation of resources and activities
among sectors and institutions, as well as among households and social groups…”.170 An important
consequence of these changes
is the destruction of a good
deal of the formal sector,
those economic activities that
have legal status and are sub-
ject to taxation, regulation
and surveillance by local and
national political authorities.
While rebuilding a post-con-
flict country’s formal econo-
my must be a central focus, it
is essential for policy makers
to take into account the
informal economies that
emerge from the rubble of
the formal sector.

Conflict tends to lead to a
substantial rise in informal
activities that are outside the
purview of government taxa-
tion and regulation.171 Many
of these informal activities
occur as people who have lost
formal employment opportu-
nities struggle to survive through informal production and exchange. Illicit activities also typically
expand as conflict reduces the state’s power to regulate and increases opportunities for drug production
and trade, smuggling and theft. Informality is a pervasive feature of all developing economies, but infor-
mal economies in countries coming out of conflict tend to differ in both magnitude and nature from
those in more ‘normal’ economies. It is impossible to measure informal sector activity accurately, and
the problem is even greater for war-torn countries. Indeed, one of the most recent, extensive research
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efforts to estimate the size of
informal economies in 110
developing countries explicit-
ly excluded conflict countries
for “lack of data”.172

In the absence of quantitative
data, two examples may throw
some light on the informal
sector in the post-conflict set-
ting. In Afghanistan, during
the peak of conflict, almost all
the economy was informal,
and today large swathes
remain outside the formal
sector. There is a broad spec-
trum of ‘normal’ informal
productive and trading activi-
ties in agriculture, non-agri-
cultural production (such as
furniture making and housing

construction) and services. However, opium production has re-emerged as one of the largest economic
sectors, with just under 5 percent of agricultural land devoted to poppy and more than 3 million peo-
ple involved in its cultivation.173

In Mozambique the conflict saw an explosion of informal urban activities:

The war-weary city of Chimoio hummed with economic activity. … The markets in the
peri-urban suburbs and the city centre bustled with trade. …At home or in improvised
workshops in the city men and boys worked with metal scrap and timber, producing
household utensils and hardware such as pots, tables, doors and window frames.
…Cooked foods—roasted nuts, cassava and bread—as well as sweet beer were mostly
prepared at home and sold at the market, on the main roads and in the city centre.174

In these cases, the existence of extensive and profitable activities means that many people have an inter-
est in them continuing and thus may have impeded efforts to bring the economy under official control.

The informal sector in the post-conflict economy is not only likely to be relatively larger than in nor-
mal developing countries, it is also likely to be different in how it works and whom it benefits the
most. Recent studies of war economies show how informal economic activities in times of war differ
in terms of how they help some to wage war, others to profit from it and many others just to survive.
One such study identifies these three roles as ‘combat’, ‘shadow’ and ‘coping’ economies, with most
war economies displaying features of all three.175

In combat economies, ‘combat networks’ fill the gaps created by destroyed social bonds and com-
munity-level exchanges, and “[r]ent-generating wartime activities are no longer a grubby sideline
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Figure 2.10 Change in GDP per capita in selected post-conflict countries

Sources: World Bank, 2007a and Heston, Summers and Aten, 2006.

Note: Countries are ranked from left to right; countries with the shortest conflicts are on the left and those with the longest on
the right. The conflict periods considered are those during which economic  activity is expected to have been most affected on
a continuous basis.



of violent conflict but have become one of its central features”.176 The elite from all factions tend
to be the prime players in such economies, but others include criminal profiteers and speculators.
These elites resort to corruption and criminality, including the illegal exploitation of natural
resources and sometimes even the capture of diaspora remittances and aid flows.177 Armed groups
use these revenues to finance and sustain conflict.

Shadow economies are characterized by economic activities conducted outside state-regulated
frameworks and not audited by state institutions. They include, but go beyond, the combat
economies. The main actors here are entrepreneurial elites who exploit the situation generated by
a mix of corruption, weak governance and porous borders for
the purpose of profit. They may even engage across enemy
lines to conduct lucrative commercial deals. For example,
although transport merchants were primary backers of the
Taliban in Afghanistan, these entrepreneurs frequently under-
mined the Taliban’s economic blockade of Hazarajat by keep-
ing trading networks open.178

Coping economies encompass the activities adopted by the
civilian population as a means of coping and survival in the
absence of government-provided services and employment in
the formal sector. For example, the production of simple items
such as pots, furniture and tools and the production, cooking
and sale of food are very common survival activities.179 In
Afghanistan, by the end of the 1990s, about 20 percent of the population depended on poppies
(for opium production) for their livelihoods. The opium business clearly illustrates the overlaps
between the combat, shadow and coping economies as it is “simultaneously a conflict good, an
illicit commodity, and a means of survival”.180

Combat and shadow economies complicate economic recovery after war in several ways.181 First,
they may limit the political window of opportunity for effecting policy change after war. Very
often, those who profit from war are also its victors. They are able to use their accumulated wealth
and power to influence the terms of peace agreements in their favour (as in the Democratic
Republic of the Congo today and in Liberia under Charles Taylor) or to undermine agreements
they deem unfavourable (for example, the Revolutionary United Front (RUF) in Sierra Leone after
the 1999 Lomé Peace Accord).182 Very often, too, ex-fighters become part of the transitional gov-
ernments charged with overseeing both peace implementation and post-conflict economic recov-
ery. Their interests do not always coincide with the objectives of transparent fiscal systems,
economic justice or other reforms aimed at promoting general welfare and national economic
recovery. In some cases, the sheer volume of the ill-gotten profits available to post-conflict govern-
ing elites can far exceed donor funding, thereby reducing donor leverage for reform.183 The contin-
uation of combat and shadow economies also complicates already poor state capacities to mobilize
tax and customs revenues. Not only do they undermine revenue capabilities, they also reduce the
financing available to the state to rebuild infrastructure and strengthen social service provision,
while also bolstering the economic base of state rivals.
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Lost employment and livelihoods
Contemporary armed conflicts can have a severely negative impact on employment through a
variety of mechanisms such as disrupted markets, lower levels of public expenditure and a reduc-
tion in essential supplies of imports for productive activities. Civil wars generally constitute a
shock to the demand sides of labour markets (in contrast to international wars that generally con-
stitute a shock to the supply side), as private and public investment collapse. This, in turn, leads
to very high and persistent unemployment just when war-torn populations and returning com-
batants need jobs the most.184

Following conflicts, jobs tend to be scarce and those available frequently pay much less than con-
flict-related work did. In addition, job seekers’ skills are often ill-suited to post-conflict rebuilding
needs.185 The lack of job opportunities for young people is especially significant since they often
constitute a large proportion of the population of post-conflict countries. Young men who are
returning from war and are unable to find productive employment may end up having to partici-
pate in illicit activities or take up arms again, whether domestically or in a neighbouring country.
Even those who manage to find jobs can find the purchasing power of their wages eroded by the
high inflation rates that are sometimes experienced by conflict economies. The Democratic
Republic of the Congo and Nicaragua, for example, both suffered hyperinflation during the last
years of their conflict as their governments strained to finance their expenditures, and in particu-
lar to pay for soldiers.186

Many recent conflicts have also taken a heavy toll on subsistence farming and forestry and fishery
enterprises. The damage is related to the disruption or destruction of transport and communications
networks, farm workers fleeing for safety or to join government or insurgent military units, and
women who stop tending their fields for fear of attacks by soldiers.187 

Although few reliable data are available on the size and nature of labour markets in post-conflict
countries, very high unemployment and underemployment seem to persist long after the cessation
of mass violence. Unemployment is often alleviated through survivalist activities in the urban infor-
mal sector or agriculture—activities that are difficult to record. While estimates of unemployment
tend to be unreliable, especially in poor countries with a small formal sector, available estimates
show high levels of unemployment. For example, in Bosnia and Herzegovina immediately after the
war, unemployment was estimated at between 70 and 80 percent.188 By 2004, official data showed
unemployment still hovering around 40 percent.189 In Afghanistan in 2004, unemployment was
reported to be around 30 percent with another 30 percent working part-time or in jobs for which
they were overqualified.190

2.6 Specific challenges of post-conflict development
The characteristics of post-conflict countries vary considerably owing to a number of factors. These
include security factors such as the nature of the conflict and its geographical scope, political factors
such as the nature of the peace settlement, institutional factors such as the character and strength of
the state, and economic factors such as the level of development and the impact of the conflict on
economic activity.

Many of the problems faced by post-conflict countries appear similar to those of many poor devel-
oping countries that have avoided conflict. However, war-related destruction and distortions make
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the development challenge more onerous for post-conflict countries. Further, the implementation
environment of post-conflict countries appears to be more challenging than that of developing
countries that have not been recently affected by conflict. The following may be more severe in
post-conflict countries than in the ‘normal’ developing country:191

n a lack of basic security and corresponding low levels of confidence among economic agents;

n low fiscal capacity due to administrative weaknesses and lack of political support, reducing
the government’s revenue and tax base;

n a weak administration and judiciary that is unable to check illegal economic activity;

n a high level of criminal activity, which often surges in the post-conflict period, and much
predatory behaviour among the elites, especially in resource-rich countries;

n sudden massive movements of people; and

n deep macroeconomic challenges, often including large budget deficits, high inflation and a
high debt burden.

There are challenges however that are specific to post-conflict countries. These include:

n generalized insecurity and armed violence;

n high risk of armed conflict recurring;

n unexploded ordinance;

n armed groups contesting the legitimacy of the new government;

n widespread inter-group violence;

n massive destruction of infrastructure and institutions;

n war (or warlord) economies;

n severe scarcity in human capacity (massive population displacement: IDPs, refugees, diasporas);

n collapsed labour markets; and

n militarized international intervention.

2.7 Conclusion
Notwithstanding the devastating destruction suffered by post-conflict countries, they are not ‘blank
slates’ on which the international community or other actors can build new economic and social sys-
tems. For a recovery strategy to work, it must acknowledge the home-grown dynamic legacies of civil
conflict and consolidate those aspects which have the greatest potential to contribute to longer-run
structural change, economic development and state building.192 This means dealing with the rem-
nants of the institutions, however compromised, as well as with the vested interests that perpetuate
conflict dynamics. Dealing with this situation will require new approaches that support, while they
may well also constrain, the ‘winners’ as they consolidate power after the conflict ends.
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In addition, given the many and diverse causes of war, and the varied economic, political and social
circumstances of conflict countries, post-conflict recovery strategies need to be tailored to the specif-
ic circumstances of individual countries. Restoring economic foundations in ways that lessen the risk
of war recurring is the greatest challenge for post-conflict recovery. At the same time, the advance-
ment of economic growth and development—and ensuring that the poorest countries share in the
benefits of globalization—are essential for reducing the future incidence of civil wars. Sustainable
peace and development require a society with a social and political infrastructure that can build a
consensus across religious, social and ethnic lines on how best to use the society’s assets—and in a
way that allows for the participation of different groups. This has been referred to as an ‘infrastruc-
ture for peace’.193

The analyses of what makes conflict recurrence more likely help to indicate the requirements for
post-conflict economic recovery policies. A post-conflict economic recovery programme needs to
reconstruct physical facilities and rebuild institutions, as well as to institute appropriate macroeco-
nomic policies to lay the foundations for economic growth. It also needs to address the factors like-
ly to raise the risk of conflict recurrence. The latter vary between societies, but critical issues (besides
weak economies) include high unemployment levels and deficient employment opportunities, severe
horizontal inequalities and the presence of high-value natural resources.

This report identifies four major objectives for post-conflict recovery:

n providing the conditions to generate economic recovery and growth;

n generating employment and other economic opportunities, especially for youth;

n tackling horizontal inequalities, if severe; and

n managing natural resources and distributing the revenues in a transparent and equitable way
(particularly relevant to countries rich in natural resources).

All of these objectives are important for the well-being of populations. But they are also important
for reducing the risk of conflict recurring and the consequent further undermining of development.
Of course, the importance of each will vary according to the particular legacies of conflict. In addi-
tion, and underlying all these policies, the need to restore the capacity of the state is critical in soci-
eties where it has been seriously compromised.
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3.1 Introduction 
War-afflicted populations display a remarkable degree of resourcefulness and ingenuity in respond-
ing to adverse circumstances, both during conflict and afterwards. A great deal of economic activity
is undermined or altered during conflict, but much still continues. When conflict ends, local com-
munities, individuals, households and enterprises are eager to resume economic activity and recover
their livelihoods or find new ones. Which economic activities they can carry out in the aftermath of
conflict depends on their particular circumstances and location, such as whether they live in a rural
or urban area, and whether they were displaced and are now returning or staying put.

The common factor across all these settings is that the end of conflict sees people unleashing con-
siderable energy and resilience to get their lives back. This chapter explores how best to support and
build on this drive in order to accelerate and strengthen self-sustained economic recovery. The notion
of ‘indigenous drivers of economic recovery’ denotes the efforts and initiatives of local communities,
individuals, households and enterprises that stimulate and impel economic activity after war. It also
implies the need to understand historically the social and production relations, the institutional
dynamics and the relations of power that are at work in the aftermath of conflict.1

Amos Sawyer, President of Liberia’s Government of National Unity from 1990 to 1994, captured an
important aspect of indigenous drivers:

In the case of Liberia where we have had over 15 years
of war and before that some other 10–15 years of inter-
mittent violence, one cannot ignore the mechanisms and
institutions that helped people survive. … Clearly ordi-
nary people had some capabilities of their own, even if
they were residual. Villages were plundered; young boys
went in and burned down villages, killing a lot of peo-
ple, but some people as a whole community survived.
What did they do? My idea basically is that we need to
understand these internal capabilities.2

Examples of socio-economic continuities during conflict abound
in all sectors. They include maintaining or reviving farms; run-
ning microenterprises; maintaining schools, healthcare centres
and roads; and keeping mutual help associations running. At the
end of conflict, people continue to face various obstacles and challenges that impede recovery.
Among the most common are the pervasive personal and community insecurity, the fragility of the
infrastructure, the frailty of social networks and the lack of access to productive capital.

The indigenous drivers perspective locates the efforts of individuals, households and communities
within their socio-historical context and highlights these as the most viable platform on which to
base post-war recovery and international support. The premise is that local actors are the best placed
and have the strongest incentive to rehabilitate their livelihoods after war. Post-conflict recovery poli-
cies that harness and build on local capacities and on social processes and interactions on the ground
may require more preparation time, but because they respect local conditions and people’s actual cir-
cumstances they are more likely to be successful and self-sustaining in the long run.
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While this approach places national and local actors, institutions and resources at its centre, it recog-
nizes the crucial role of development assistance. At the community level, the spontaneous efforts are
simply not sufficient, given the magnitude of needs and the limited capacities available. At the
national level, the considerable resources required after war are usually beyond the means of govern-
ments. Development assistance is needed, but it must be designed and implemented with two key
objectives and one overriding principle in mind.

n The first objective is to support and complement ongoing indigenous efforts, while address-
ing their limitations. The second objective is to lay the ground for further ‘locally grown’ ini-
tiatives, paying particular attention to the obstacles and unmet needs that may constrain their
future development.

n The obvious starting point for these objectives is an initial post-conflict needs assessments.
Beyond this, a capabilities assessment as well as a political economy analysis would pro-
vide a properly grounded baseline of what and how people are already contributing to the
recovery process.

n In addition, the overriding principle behind all activities and initiatives undertaken in support of
these objectives must be to abide by the ‘do no harm’ principle. This means that any action that
could stir up social tensions or otherwise increase the likelihood of a relapse into conflict must be
avoided. Development support strategies must thus take full account of the political, ethnic and
religious dynamics that have emerged from or may have contributed to conflict in the first place.

Conceptually, the indigenous drivers approach includes, but goes beyond, participation and local (or
national) ownership. It allows people and communities, as well as national institutions, to establish
the priorities for post-conflict recovery and for reshaping or reforming institutions. This approach
can be expected to modify the conventional set of criteria against which interventions are identified,
evaluated and selected in contexts characterized by multiple objectives and constraints. The approach
also encompasses the familiar notion of capacity development. However, it is larger because of its
additional focus on reducing conflict risk. Nurturing indigenous drivers involves explicitly identify-
ing the capacities, capabilities and tensions inherent in systems and processes and in organizational,
community and even national dynamics as observed in the immediate aftermath of conflict. Recovery
policies should respect these dynamics even as they determine where they may need to be modified
or strengthened.

This chapter has eight sections beyond this introduction. Drawing from the legacies of war described
in Chapter 2 and focusing on the challenges they pose for recovery, we examine how indigenous driv-
ers can be reinforced and stimulated in six critical areas (covered in the next six sections): reconstruct-
ing basic economic infrastructure; reconstituting human capital; reintegrating ex-combatants and
displaced populations; providing employment and livelihoods; rebuilding social capital, local institu-
tions and governance mechanisms; and mediating access to finance.

Even with our emphasis on indigenous drivers, development assistance remains necessary.
Accordingly, the penultimate section looks at how the development assistance frameworks typically
deployed immediately after war ends can be better adapted to support and help remove impediments
to indigenous drivers. A final section summarizes the issues and draws out the key messages.
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3.2 Rehabilitating infrastructure
The rehabilitation of infrastructure is critical for the recovery of war-torn countries. In sub-Saharan
Africa, rates of access to electricity are around 75 percent lower in conflict-affected countries than in
countries that have not been affected.3 Similarly, there are less than a third as many phone lines per
100 people, only half as many roads are paved and the proportion of the population with access to
treated water is 15 percentage points lower than in non-conflict-affected countries.4 In Kosovo,
almost eight years after the cessation of mass violence, there were still power cuts several times a
week, even in the capital city Pristina, often lasting several hours. Water cuts also occur.5 In Liberia,
handpumps were still the main source of drinking water in Monrovia several years after war ended
in 2003, even though US$5,000 would have partly rehabilitated the main pipe from the treatment
plant and about US$12 million would have restored running water to the whole city.6 Such deficien-
cies are not universal across post-war countries however, and their infrastructure is occasionally actu-
ally better than the averages for their regions.

From an economic perspective, infrastructure facilitates economic activity by lowering unit costs,
enlarging markets and facilitating trade. One example of this is the rapid spread of cell phones (dis-
cussed further below) and the significant economic benefits this has brought, particularly in assisting
the diffusion of market information. Yet some recent research, including in post-conflict countries,
gives a more nuanced view suggesting that the effect of infrastructural investment on productivity
and output is highly context-specific.7 This underlines the importance of undertaking rigorous analy-
sis of local needs and priorities.

As indicated in Chapter 2, the case for physical infrastructure rehabilitation goes beyond the econom-
ic argument because it also has a direct impact on development outcomes such as health and education.
Improvements in these areas will often have a large positive impact on long-term economic growth.8 In
particular, the restoration of water and sanitation infrastructure has a direct impact on health.

In post-conflict settings, infrastructure rehabilitation projects can provide much-needed employment
and economic opportunities, with substantial multiplier effects on local communities and the aggre-
gate economy if materials and labour are sourced locally. This indicates a great opportunity to build
on and strengthen indigenous drivers. Even food-for-work schemes, as deployed in many post-con-
flict settings, could be modified to support indigenous drivers.9 The development impact of these
schemes is enhanced where food is bought from local sources, as this allows supplying households to
obtain cash, which could then be spent locally on other goods.10

An important preliminary policy deduction seems to be that the case for post-conflict infrastructure
cannot rest solely on the standard ‘growth’ argument, a view that may have favoured mega projects
over rural feeder roads and community infrastructure, for instance. Ultimately, the question is not
whether infrastructure as such is good in post-conflict settings, but what type of projects and exter-
nal support are most needed and most conducive to sustained recovery.

Local responses to infrastructure provisions: the example of telecoms
In some cases, local populations and entrepreneurs have been able to take the initiative in improving local
infrastructure, sometimes with the help of family members in the diaspora. Overall, however, these
efforts are generally inadequate to tackle the magnitude and types of needs on the ground. This suggests
that the rehabilitation of infrastructure will usually need significant support from the donor community.
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Improvements in telecommunications have been one of the most notable developments in post-con-
flict countries, particularly in Africa. In the last decade, mobile phone companies have typically been
among the first to enter conflict-afflicted areas “as soon as—or even before—conflicts end”.11

Substantial investments are not needed to establish cellphone networks, nor do they depend on pre-
carious physical investment. The existence of substantial ‘pent-up demand’ for telephony makes the
mobile phone market very attractive to investors.12 In 1999 in the Democratic Republic of the
Congo, for example, a Gambian entrepreneur paid US$2 million for a Global Systems for Mobile
Communications (GSM) license to supplement the 15,000 landlines in a country of more than 60
million people. He was eventually also able to install software and equipment for pre-paid phones
and, despite ongoing instability, all four major factional leaders allowed cellphone towers to be erect-
ed without any additional fees being paid. The company now has three million subscribers (half of
the total in the country), and was recently valued at US$1.6 billion.13

Re-establishing landlines can prove more difficult, but in some instances the process has actually been
facilitated by the absence of a national government that is able to regulate and tax the industry.14

Residents of Mogadishu
were able to have new
landlines installed in only
three days (compared with
waiting times of weeks or
months in neighbouring
countries that have func-
tioning governments and
monopolies in the telecom-
munications sector). In
2004, cyber cafés charged
only US$0.50 an hour for
Internet access.15 Thus,
post-war communications
infrastructure has been a
rather positive story (Fig-
ure 3.1).

The record of local small-
scale telecom providers is
mixed, however, underlin-
ing the need for more
effective public interven-
tion and external support.

Small providers typically face the challenges of securing adequate financing, assuring consistent qual-
ity and reaching all sectors of society. Cellphone networks may not reach the very poor as the cheap-
est handsets, priced at around US$20–30, are an enormous investment for households with a yearly
income of only a few hundred dollars.16 One response has been for poor people to purchase just a
SIM card and use this in a handset rented from a roadside kiosk. Another has been the emergence
of phone ‘shops’ (often just street stalls), where the shopkeepers’ cellphones can be used on a per-call
basis. In Papua New Guinea, a donor-sponsored initiative appointed a woman from each of several
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villages to run such shops. Not only did the scheme spread access to telecommunications, it also gen-
erated income for (a few) rural women.17 The question is: in these settings, how can large private or
public sector investment best support the efforts and address the needs of local populations?

Private versus public investment in infrastructure rehabilitation
There is no reason in principle why large investors cannot help meet post-conflict infrastructural
needs. However, small-scale enterprises are often the main players in the short term, and evidence
points to an inability of large private investment to respond fully to the challenges of rebuilding
infrastructure. A key problem is the fact that private investors are inevitably guided by profitability
above social considerations, which
may lead to the neglect of the needs
of local populations. Privately funded
electricity projects generally start
emerging around three years after
conflict has ended, with major capital
works like transmission grids, gas
pipelines or large power generators
being installed only after six years
(Figure 3.2). Private investment in
transport infrastructure and water
tends to come even later, with trans-
port tending to favour ports rather
than roads or rail.18 Shortages and
delays in private investment have
been particularly severe in countries
where war has been so prolonged or
geographically pervasive that state
capacity has collapsed.

The continuation of post-war risks
may partly explain why, by some esti-
mates, 25 conflict-affected countries
described as ‘weak or non-functioning’19 received on average only US$46 million annually (0.74 percent
of their GDP) as private investment in infrastructure20 between 1990 and 2002, compared to an aver-
age of US$455 million to 107 non-conflict developing countries (0.92 percent of their GDP).
Furthermore, four of these countries received no private infrastructure investment whatsoever.21

Large private investment, when it does materialize, has tended to favour regions linked to lucrative
industrial sectors and exports—paying less attention to the needs of poorer areas and vulnerable
groups within the country. In Mozambique, for example, roads and rail are being installed along the
east–west axis in order to bring goods to and from harbours. North–south infrastructure, which could
foster food security, has received lower priority. New foreign investors in Africa, such as China,
appear to be following the same pattern. Of US$5 billion China aims to spend on economic and
social infrastructure in the Democratic Republic of the Congo, the two largest projects are a road
linking the mineral-rich north-east to the Zambian border, and a railway linking the mining heart-
land of Katanga to the port of Matadi.22 These investments do not include building feeder roads.23
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and local infrastructure that could
facilitate livelihood improvements for
local populations. Neglecting to
invest in poorer areas or in infrastruc-
ture that benefits poorer groups can
exacerbate horizontal inequalities.

Figure 3.3 illustrates the overall spread
of private participation in infrastruc-
ture development in 31 post-conflict
and conflict-affected countries.

Clearly, there is a strong case for pub-
lic intervention (broadly interpreted)
in rebuilding and developing infra-
structure in post-conflict settings.
However, public and ODA spending
on infrastructure actually stalled or
declined during the 1980s and 1990s.
It is well documented that public
investment—and especially public
spending on infrastructure—has been
declining (as a share of GDP) in the
developing world over the past two
decades24 (Figures 3.4 and 3.5).

A major reason for the decline in
public investment in infrastructure
has had to do with shifting develop-
ment cooperation priorities embod-
ied in the structural adjustment
programmes of the 1980s and
1990s.25 While this was not their ini-
tial intention, these programmes typ-
ically resulted in ‘fiscal adjustment’
falling disproportionately on public
investment in infrastructure.26 This
was acknowledged in a 2004
International Monetary Fund (IMF)

report.27 The Commission for Africa also concluded that the sharp reduction in infrastructure invest-
ment “was a policy mistake founded in a new dogma of the 1980s and 1990s asserting that infra-
structure would now be financed by the private sector.”28

Two other sets of factors have affected aid priorities. First, criticisms of ‘tied aid’, concerns about cor-
ruption and outcries about ‘white elephants’ have influenced the donor community to shift from
infrastructure towards social and public administration programmes.29 Second, widespread accept-
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ance in the late 1980s and early 1990s
that poverty was multidimensional
generated renewed emphasis on edu-
cation and health as critical dimen-
sions of human development. This
shift towards the social sector became
international protocol in 1995 at the
World Summit for Social
Development held in Copenhagen. It
was later to become embodied in the
Millennium Development Goals
(MDGs) agenda.

What then has been the trend in
post-conflict countries? Figures 3.6,
3.7, 3.8 and 3.9 are derived from
ODA allocations to a sample of 21
countries30 that have become post-
conflict countries since 1989. Figure
3.6 indicates that while total ODA to
these countries increased sharply
since the early 1990s (from US$4.2
billion in 1991 to US$10.3 billion in
2006), the share dedicated to eco-
nomic infrastructure was highly
volatile over the period. After a
decline in the early 1990s, and a
rebound between 1996 and 1998, it
dropped sharply over the next few
years, resulting in an overall decline
from 20 to 10 percent of total ODA
between 1991 and 2000. This share
decreased further to an even lower 5.9
percent in 2002 (driven by an overall
reduction in volume from US$850
million in 1991 to US$620 million in
2000 and US$550 million in 2002,
see Data Appendices). Figure 3.7
shows that both features (volatility
and an overall drop caused by a sharp decline from 1996 to 2002) are also noticeable at the global
level, but are more pronounced in the case of the sampled post-conflict countries.

A clear upward trend is noticeable since 2002–2003, both at the global level and in the sample.
This might be explained by several factors, such as the substantial support to post-war infrastruc-
ture reconstruction in Azerbaijan, Georgia, Liberia and Sierra Leone, and the renewed interest in
infrastructure from the donor community. Yet the infrastructure ODA received by the 21 coun-
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tries, as a percentage of their GDP,
has been rather stable over time,
with the average fluctuating between
one and two percent.31

This, however, does not mean that
these countries have not benefited
from an increased emphasis on infra-
structure from the donor community
in the aftermath of conflict. Figure
3.8 shows average ODA allocated to
infrastructure as a share of total
ODA in two groups of countries for
which sufficient data are available:
Strong Growth Recovery (SGR)
countries and Weak Growth
Recovery (WGR) countries.32

Interestingly, starting at comparable
levels, it appears that the average
share of ‘infrastructure ODA’
received after conflict increases more
rapidly in the SGR than in the
WGR group. Furthermore, while the
former keeps rising in the medium
run to close to 20 percent, the latter
starts falling and drops below 10 per-
cent.33 In both cases, these trends
typically follow the massive destruc-
tion and the low allocation for infra-
structure during conflict.

On balance, the evidence seems to
indicate that infrastructure may not
have received enough attention from
external partners, even in post-con-
flict countries where massive destruc-
tion has occurred. Fortunately, the
picture is slowly changing. World
Bank lending to infrastructure
declined from a high of US$8.5 bil-
lion per year in the 1980s and 1990s
to US$5.7 billion in 2002, represent-

ing only 30 percent of its total lending.34 However, infrastructure has been put ‘back in the center’
of the World Bank’s agenda since 2003.35 The Bank increased its global commitments involving
infrastructure to US$9.9 billion in 2007—half of which was for transport—a 24 percent increase
over the previous year.36 As an example, US$37 million was allocated in 2007 by the World Bank
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and the European Commission to rebuilding infrastructure in Liberia, including major bridges on
principal road corridors, road maintenance and rehabilitating the capital Monrovia’s main water
treatment plant to at least 50 percent of its capacity. The programme is also providing potable
water in secondary cities and marketplaces, and post-harvest
handling facilities for cocoa, coffee and other cash crops.37

Similarly, in the Democratic Republic of the Congo, a multi-
donor Emergency Multisector Rehabilitation and Recon-
struction Project budgeted US$1.1 billion for transport, roads,
electricity and water supply improvements between 2002 and
2005.38 This new strategic shift has resulted in a slight increase
in the share of ODA dedicated to infrastructure globally as
well as in conflict-affected countries.

Post-conflict countries should be regarded as having a prima
facie case for substantial external support for infrastructure
development. Such support could be via direct budget support or loans with high grant elements.
Infrastructure could also be a priority for investment guarantees, such as those provided by the World
Bank Group’s Multilateral Investment Guarantee Agency (MIGA).

Technical and institutional challenges facing large-scale infrastructure rehabilitation projects
While the recent evolution in ODA priorities is welcome, large-scale infrastructural rehabilitation
continues to face significant challenges in early post-war periods. The shortage of local technical
capacities is often a major problem, as technical knowledge and skills may have deteriorated during
the war and senior technical personnel may have been killed or have left the country. In Mostar,
Bosnia, all workers in the local water company with knowledge of the distribution network had either
died in the war or had emigrated.39 In Timor-Leste, prior to the conflict, managers and skilled tech-
nicians had been predominantly Indonesian and they had subsequently left.40 Such capacity shortfalls
have a number of negative consequences,41 including delays in enacting essential regulatory and
structural reforms in infrastructure sectors.

In some cases, externally-sponsored initiatives have not been sensitive enough to the legacies of war.42

In Bosnia, for instance, the donor community helped rehabilitate basic services as a means of attract-
ing back displaced populations. The responsibility for these services was then turned over to the
newly installed federal, state and municipal agencies, even when this meant splitting water compa-
nies and resources between Muslim and Bosnian Serb population centers, with all the associated
operational problems and implications for social tension.43

On the other hand, there is evidence of the positive impact of an approach that recognizes the piv-
otal role of local populations and local dynamics. In a number of countries, including Cambodia
and Rwanda, labour-based infrastructure construction was found to be 10–30 percent less costly
than capital-intensive options and created between two and four times more employment.44 As
noted in Chapter 2, this is especially important in a post-conflict context. In the first 10 years of
operation after 1992, the Labour-based Rural Infrastructure Rehabilitation Project in post-con-
flict Cambodia provided local workers with over 3 million paid workdays (50 percent of which
were for women) and trained hundreds of managers, private contractors and government staff. It
rehabilitated over 600 km of rural roads, 80 bridges, 460 culvert crossings, 26 irrigation water gates
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and 55 km of irrigation canals.45 Another con-
text-sensitive approach is described in Box 3.1.

Unfortunately, the opportunity to be context
sensitive is often missed. In Iraq, foreign con-
tractors have pursued capital-intensive methods
and even shipped in labour from South Asian
countries, despite local unemployment rates
being as high as 50 percent with substantial
underemployment as well.46 In the same way in
Timor-Leste, labour-based infrastructure tech-
niques were sidelined in favour of equipment-
based approaches.47 In Mostar, Bosnia, an
agreement to share the output of two electric
plants was undermined by a unilateral agree-
ment with the Bosniacs by the World Bank to
repair one of the plants, which provoked the
Croats to repair the other and led to ineffi-
ciencies in its electricity grid.48 These distor-
tions often reflect the institutional biases and
economic priorities of external actors, but can
also result from local procurement regulations
excluding local small contractors from partici-
pating in public works.49

Several interesting initiatives to overcome these
distortions deserve a mention. The Eritrean
Government was able to restrict technical assis-
tance and imported resources when it was felt
that there was sufficient local capacity for recov-
ery programmes initiated following the end of
conflict in 1991.50 The idea has been extended
further by the International Labour Organ-
ization (ILO) in its proposals for ‘community
contracts’, whereby local communities are them-

selves contracted to carry out infrastructure projects.51 In other instances, construction and trans-
port tenders have been allocated in small chunks suitable to low-technology methods.52

Policy implications
Five policy messages emerge by viewing infrastructure through the prism of indigenous drivers.

n Small-scale local responses and community-led efforts should be nurtured.

n Initiatives with demonstrated direct developmental effects, such as those which improve
access to water and sanitation and those which foster complementarities between large-scale
and small-scale projects, should be promoted.

Post-Conflict Economic Recovery: Enabling Local Ingenuity58

BOX 3.1 MAPUTO URBAN REHABILITATION
PROJECT: ASPHALT VERSUS CONCRETE PAVING
FOR TERTIARY ROADS

This World Bank-financed project, completed in 1997, tested the

application of concrete paving for tertiary roads. These roads proved

to be cheaper to build and maintain and more sustainable than the

standard asphalt paving. The concrete paving method was initially

resisted by the international engineering firm contracted to design

and supervise road construction. The Bank agreed with the Road

Department of the Ministry of Construction to experiment by con-

trasting the two technologies on short road segments with compa-

rable heavy vehicle traffic and subsoil conditions. Although the

asphalt road was built more quickly it relied almost entirely on

scarce foreign exchange. It required foreign engineers and import-

ed fuel, asphalt, machines and spare parts. The concrete paved road

took longer to build, but used more labour inputs and only the local

materials of sand and cement. Within a year, the lack of periodic

maintenance on the asphalt road resulted in potholes. Meanwhile,

the concrete absorbed rain through cracks between slabs and

required no maintenance. By year three, the rolling carpet of the

asphalt road had to be replaced, and by year five the road had to be

virtually rebuilt, more than doubling the original investment cost.

In contrast, ten years later, the concrete paved road required only

minimal maintenance and was still fully functional. The experiment

paid off also in policy impact. Although asphalt roads are still being

built in parts of Mozambique, a recent ordinance stipulates that all

new or unpaved streets in the city of Maputo will be surfaced with

concrete paving in the future.

Source: World Bank, 2006c.



n Interventions should be geared to regions and infrastructure sub-sectors where the local pri-
vate response has been inadequate, so as not to displace successful indigenous enterprises.

n To the maximum extent possible, materials and labour should be sourced locally to enhance
local multiplier effects of infrastructure projects and, ideally, as an instrument for communi-
ty building. This could be achieved, for instance, by stipulating the technologies to be used
in infrastructure programmes.

n The need for conflict sensitivity in any intervention remains paramount. This implies under-
standing the social and ethnic dynamics that may have contributed to or resulted from the
conflict to ensure they are not exacerbated by infrastructure programmes.

3.3 Reinvesting in human capital
The ability of people to take their lives back after war depends significantly on the human capital
they embody.53 Human capital stock—considered as the stock of education, skills and aptitudes
embodied in labour—is usually sig-
nificantly depleted by conflict, and
this can undermine the prospects for
economic recovery. Hence, reversing
the damage and investing in people
is an important aspect of post-con-
flict economic recovery. In rehabili-
tating post-war human capital, it is
important to take into account and
address the inequities in societies
that may have contributed to conflict
dynamics in the first place.

Conflict has a negative impact on
education in general, although it
usually has less of an impact on pri-
mary education than on secondary
and tertiary education (see Chapter
2). Indeed, in the countries for
which data are available, primary
school enrolment in post-conflict
countries has on average exceeded
the median enrolment ratio in non-
conflict developing countries as early
as the third year after conflict ended.54 Nonetheless, in many conflict-affected countries, adult liter-
acy rates have remained below the average for developing countries several years after conflict has
ended (Figure 3.9).

Secondary and tertiary education levels also begin to recover during the first year of peace, but
remain approximately 5–10 percentage points below other developing countries even seven years
after the end of war.55 This lasting effect may be explained by the higher operating, maintenance
and opportunity costs56 associated with secondary and tertiary education for households and com-
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munities impoverished by war.57 Further, these levels of education require more highly qualified
teachers who may simply no longer be in the country or even alive.58

Some of the investment needs for human capital (re)formation can be met through activities and ini-
tiatives that require limited resources and knowledge, as with primary schooling. However, the very
low secondary and tertiary education indicators and the predominance of teenagers and young adults
among ex-combatants can entail the loss of a generation’s human capital. Reintegration programmes
could help avoid this loss by providing vocational training, formal education or on-the-job training.
Creative ways of providing formal primary education or skills to young people above primary school
leaving age have been explored in Northern Uganda, the Somaliland region and Southern Sudan, for
instance. So-called ‘alternative basic education’ initiatives may be particularly relevant for post-con-
flict countries. These use, for example, radio programming (phone-in programmes, dramas, audience
participation), vouchers for educational or vocational training (with options including driving, com-
puting, tailoring, etc.) and accelerated learning schemes (condensing eight years of schooling into

four).59 The decision on which of
these interventions receives the
most investment should depend
on the specific circumstances and
local needs.

In most cases, health indicators
remain deplorable for several years
after conflict ends, especially
among children.60 Infant mortality
rates in Afghanistan, Angola,
Liberia and Sierra Leone, among
the highest in the world, have
hardly improved over the past 15
years as shown in Figure 3.10.
Another study61 of 27 post-conflict
countries found that even seven
years after the end of war almost
eight percent of all infants still
died before they reached the age
of one (this study actually exclud-
ed Afghanistan, Angola, Liberia
and Sierra Leone for lack of lon-

gitudinal data). In addition, the prevalence of acute malnutrition among under-five-year-old children
can be as high as 81 percent in conflict-affected populations, as in the displacement camp of Ame in
southern Sudan in 1993.62

In contrast, the aforementioned study shows that adult female mortality dropped sharply post-con-
flict even below the median for non-conflict developing countries of 260 per 100,000 adults.63 Adult
male mortality has tended to fall only slightly (from approximately 320 to 310 per 100,000 adults by
the seventh year of enduring peace), a level only slightly higher than the rates observed in non-con-
flict developing countries (around 300 per 100,000 adults).64
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As a result, and as discussed in
Chapter 2, life expectancy at birth
has often remained very low in post-
conflict countries and has in some
cases stalled at around 45 years
between 1970 and 2006 (Chapter 2,
Figure 2.5).

Funding education and health
post conflict 
Efforts to support education and
health after war have been hampered
by several common factors, the most
important of which perhaps has
been inadequate resources, or their
inappropriate timing and use. As
discussed earlier in this chapter, the
proportion of aid budgets allocated
to health and education increased
during most of the 1990s. But even
then, it remained relatively modest in
general in conflict-affected countries in the 1990s and 2000s, averaging only around seven percent of
all aid.65 Analysis of the levels and trends of ODA allocations to the health and education sectors in
our 21 sampled conflict countries shows that they differ from the global trends and levels over the
past 15 years (Figure 3.11).66 In comparison to the global figures, more has been dedicated to health
and less to education, narrowing if not inverting the difference between both sectoral allocations
observed globally. Overall, however, relatively less ODA has been spent on both sectors in these
countries than the global average.

In the aftermath of conflict, ODA allocations to education and health differ (Figures 3.12 and 3.13).
After conflict, the share of ‘health ODA’ declines steadily for several years for both groups before it
picks up again for the WGR group. The 4 to 5-year drop in the share of ODA allocated to health
after conflict might reflect the inevitable withdrawal of humanitarian assistance shortly after war
ends. This was the case in Uganda, where relief and rehabilitation funds that initially provided for
recurrent health costs (drugs and salaries), were subsequently removed, which then had a negative
impact on user rates.67

In contrast to health, the average share of ODA going to the education sector for both WGR and
SGR groups follows an upward trend starting from a few years before the end of conflict countries
(Figure 3.13). It is noteworthy that the SGR countries manage to recover better in spite of signifi-
cantly lower levels of post-war ODA dedicated to education. This suggests that these low levels do
not necessarily constitute a binding constraint to growth.

Low public spending on education and health suggests that given the particular hardship imposed
by war, both sectors have been under-funded in conflict-affected countries, especially when con-
trasted with defence expenditure (Figure 3.14).

Strengthening the Indigenous Drivers of Post-conflict Economic Recovery
61

Health, global
Education, global Education, sampled countries

Health, sampled countries

A
s

a
p

er
ce

nt
ag

e
of

to
ta

lO
D

A
re

ce
iv

ed

Figure 3.11 ODA allocated to health and education: Global versus sampled
post-conflict countries
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Overall, the evidence points to
only limited amounts of ODA
and public spending going to
education and, particularly,
health in post-conflict coun-
tries. Significantly, five post-
conflict countries (Angola,
Azerbaijan, Burundi, the
Democratic Republic of the
Congo and Tajikistan) spent
less on health and education
combined (as a proportion of
GDP) than they did on mili-
tary expenditure between
1995 and 2000.

Designing and supporting
successful education and
health interventions
Experience of successful
recovery interventions has
shown that at least three
key closely related concerns
must guide programme
design. First, all interven-
tions must abide by the ‘do
no harm’ principle and be
particularly sensitive to con-
flict dynamics.68 It is critical
to avoid exacerbating social
tensions in the rehabilita-
tion process. In Bosnia and
Herzegovina, for example,
control of education was
decentralized to the three
political entities. On the
one hand, this had some
positive consequences for
the empowerment and cul-
tural recognition of each
community. On the other
hand, however, the curricula
featured separate national

histories and religious instruction, thus accentuating divisions between the communities. This
also led to some minorities facing problems accessing schools.69
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Source: OECD, 2008a and the authors’ calculations.
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Explicit conflict sensitivity has been critical to the successful restoration of health services in some
cases.70 In Mozambique, for instance, the distribution of food and the provision of health services to
previously inaccessible areas played an important role in decreasing tensions and restoring freedom of
movement. In an attempt to tackle historical imbalances in service provision, initial reconstruction was
focused on rural areas and less privileged communities. NGOs were encouraged to revive health serv-
ices in areas controlled by the Mozambican National Resistance (RENAMO). Further, the retraining
of health staff working in RENAMO areas “demonstrated government willingness to build peace and
opened the way for the progressive reintegration of rebel areas into a common administration”.71 In
Cambodia, health workers from three of the four main factions were integrated into the interim health
administration, even in advance of the internationally mandated government.72

Indeed, some initiatives can be used as a bridge for peace and reconciliation. Mozambique empha-
sized education as a peace and community-building instrument. ‘Peace education’ initiatives pro-
vide a range of formal and informal educational activities to inculcate skills, attitudes and values
that promoted tolerance, diversity and non-violent approaches to conflict. It has been found that
these are most effective if they are part of the national curriculum rather than stand-alone initia-
tives promoted by outsiders, and also if they are linked to wider peacebuilding activities in com-
munities.73 Education programmes have also provided ‘quick wins’ in the post-conflict
environment, as the reconstruction of schools and the return of children can be one of the most
effective ways to demonstrate a peace dividend to the local population and to help the government
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rebuild the social contract. In the same spirit, accelerated learning programmes have been devel-
oped in Liberia, Sierra Leone and Uganda after their conflicts ended.74

Second, even when conflict recurrence is not a central concern, ensuring the localization and context
appropriateness of interventions is still important, and often fruitful. In Timor-Leste, in the early
2000s for example, the school year and agricultural cycles were coordinated so that children could
assist their parents while still attending school.75 Additionnally, school fees and the requirement to

wear a school uniform, which tend to exclude poor children,
were waived as part of a broader pro-poor agenda.76 In combina-
tion with the World Food Programme’s (WFP) school feeding
programme, these policies fostered inclusiveness and resulted in
an increase in primary school attendance, especially among the
poor, girls and children in rural areas.77

Context sensitivity is obviously critical when it comes to mental
health; but this dimension has yet to be fully recognized. In
much of sub-Saharan Africa, for instance, post-conflict mental
health is approached via ‘social healing’, which entails tradition-
al reconciliation processes, including the performance of sym-
bolic rites within the community.78 When psychological
assistance is provided within external assistance programmes, it
is often according to Western rather than indigenous norms.

Post-conflict truth commissions also go some way toward social healing. However, many victims of
violence indicate that they would prefer some direct contact with the perpetrators, rather than sim-
ply having an official audience to whom they recount their suffering.79

Third, the end of conflict often creates an opportunity to redress pre-war distortions and inequities,
notably those associated with horizontal and gender inequalities. For instance, post-conflict educa-
tion programmes and school curricula must avoid the simple reproduction of traditional gender roles.
Youth training programmes customarily give relatively less attention to females than males. Even
when girls enter vocational courses, they are often groomed into gender stereotypes and trained for
trades with a lower earning potential than those reserved for males. There are exceptions, however,
that show the potential of a different approach. In Eritrea, for example, large numbers of women
were able to find employment in the construction sector during post-war reconstruction. They devel-
oped a reputation for being more reliable, and generally producing higher quality outputs, than their
male counterparts.80

In health, similarly, it has been observed that “…in most cases, many of the weaknesses observed in
post-conflict health sectors actually pre-date the crisis”.81 Uganda’s post-conflict rehabilitation effort
has been cited, for instance, as not fully addressing the underlying pre-war systemic horizontal
inequalities in health service provision between the northern and southern districts, as well as
between urban and rural areas.82

There are, however, examples of reasonably successful interventions for the delivery of essential
health services in a way that focuses on the needs of the most vulnerable. In Afghanistan, a basic
health services package helped restore services “that in some areas ha[d] not been available for more
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than a decade”.83 In Mozambique, an expanded programme on immunization was provided for chil-
dren under five, tetanus immunization was provided for pregnant women and vitamin A supplements
were given to high-risk populations.84 Addressing systemic flaws may also entail introducing new
management and procurement systems, such as for supplying medicinal drugs. In the Democratic
Republic of the Congo, a drug supply system “which started small in order to respond to the collapse
of general supply mechanisms has become a central element in the recovery of the health sector, and
a model to be considered outside the [country]”.85

Ensuring conflict and context sensitivity and redressing historical inequities can only be achieved on
the basis of a sound and early analysis of local realities. Whenever possible, this analysis must start
immediately with—or even before—the transition from war to peace, as was the case in the
Democratic Republic of the Congo,86 Mozambique87 and Timor-Leste.88 Related to this, the most
effective and sustainable external interventions are rooted in and
capitalize on local capacities and initiatives.89 When possible,
engaging with and supporting the state has been critical to many
such successes, as was the case in Mozambique and Timor-
Leste. However, especially when the state’s capacity is weak or
its legitimacy is still contested, it also entails working with other
local actors including community-based organizations.90

Policy implications
In reconstituting human capital after conflict, four main policy
considerations may be identified.

n First, rehabilitation should aim to reform rather than
merely restore pre-existing systems, following a rigorous
analysis of their pre-war flaws and distortions.This will typically require carrying out in-depth
needs assessments very early, if possible even before the formal end of hostilities.91 Education
and health sectors, by their nature, greatly shape and are influenced by social norms and inter-
actions. As such, the overarching need for conflict sensitivity in all assistance programmes and
projects is particularly acute for these sectors.

n Second, it is important that new programmes and initiatives aimed at restoring or support-
ing basic service delivery (mainly primary education and essential healthcare needs) build, in
the first instance, on local knowledge and efforts.

n Third, whether the health or education sector should be given priority must depend on the
state of each system, the war damage suffered and the needs of the economy.

n Fourth, restoring and improving the economic infrastructure, though important, should not
be at the expense of health and education. Ideally, donor funding should be increased in
absolute terms for both post-conflict infrastructure and social sector rehabilitation.

3.4 Reintegrating ex-combatants and special groups
War creates a number of special groups whose reintegration into the larger community is critical,
because of either their greater vulnerability or the potential for their neglect to lead to conflict
relapse. These groups include combatants (male, female and child soldiers), dependants of combat-
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ants and, in the larger civilian population, IDPs and returning refugees. When war ends, some mem-
bers of these groups are able to reinsert themselves without help, but the vast majority require some
tailored assistance to return to normal life, rejoin the labour force and contribute to peace and nation-
al recovery. Ex-combatants, for instance, have traditionally benefited from demobilization, disarma-
ment and reintegration (DDR) programmes. The following sections explain these programmes and
discuss how their benefits can be extended to other special groups and to the larger community.

Objectives and modalities of reintegration programmes
DDR programmes are assigned the ambitious objective of serving both as peacebuilding and eco-
nomic recovery instruments in the aftermath of war. Their disarmament and demobilization phases
contribute directly to consolidating peace, while their reintegration activities—the primary objective
of which is to foster economy activity—provide civilian occupations that help create a sense of nor-
malcy and routine and cultivate social stability.92

DDR programmes have become a cornerstone of peace and recovery packages designed by external
partners. They were first developed in Central America in 1989 and have since then figured promi-
nently in several conflict countries with a strong United Nations presence, notably in Africa and Asia
in recent years.93 There were 19 DDR programmes active worldwide in 2007 (Table 3.1). These have
been subject to various appraisals and standardization efforts.94 While these efforts have helped to
highlight the critical issues, their implications have yet to be fully put into practice.

There is usually a standard set of actions involved in DDR programmes, even if the content and
modalities often vary. There were significant differences, for instance, between the programmes run
in Mozambique on the one hand and Liberia and Sierra Leone on the other, reflecting the fact that
in the former there was a functioning government at the end of conflict. In the other two countries,
establishing a viable government was part of the immediate post-war challenge.

The disarmament phase typically includes collecting, documenting and destroying weapons.95

Demobilization involves the encampment, verification of status and registration of ex-combatants. This
is sometimes accompanied by the provision of so-called transitional support to cover the immediate
needs of combatants and their dependents and to help ease their transition from military to civilian life.96

The reintegration phase97 refers to the process by which ex-combatants and other beneficiaries acquire
civilian status and (hopefully) gain sustainable livelihoods and income.98 Different services and opportu-
nities are offered in support of that objective, including vocational skills training, apprenticeships, formal
education, counselling and medical services, financial and start-up support for agriculture and alternative
livelihoods, tools, subsistence and safety allowances and temporary employment opportunities. The
menu of training options may include information technology, carpentry, masonry, tailoring, driving and
auto mechanics, for instance. Moreover, reintegration programmes often promise support in finding or
creating employment as part of the country’s broader recovery and development strategies.99 In general,
participants can choose their preferred option. In countries with significant numbers of child soldiers, or
where the conflict lasted so long that even the older soldiers have only a limited education, the formal
schooling option is quite popular (but is often not feasible for all of them).100

It is important to keep the gap between these three stages to the minimum feasible. This is particu-
larly because “the transition from demobilization to reintegration can be a challenging time for ex-
combatants struggling to come to terms with their new identity and role in the society”.101 Short-term
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interventions or quick-impact projects can help smooth this transition, but they should not become
substitutes for longer term reintegration and recovery programmes.102

Multi-donor trust funds (MTDFs) are the favoured financing instrument used by the donor
community103 to pool and disburse the funds provided to DDR programmes.104 This instrument
allows for greater flexibility, harmonization and alignment.105 In addition, however, substantial
segments of DDR programmes have historically been supported or managed by a wide range of
donors and NGOs, offering different kinds of support programmes on a large scale.106 In Liberia,
for instance, various development partners offered different packages of support for reintegration,
and combatants were largely free to choose from them. For example, the European Commission
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supported two vocational training projects implemented by local NGOs. Between October 2004
and October 2005, the projects trained around 2,600 ex-combatants in different trade areas across
the country. Another European Commission project (the Peace and Stabilization Project with the
Danish Refugee Council) targeted both ex-combatants and non-combatants (IDPs, returnees and
the resident population) to ease immediate frustrations and keep people away from criminal
activities. The project injected more than half a million dollars into the local community.
Similarly, the Liberia Community Infrastructure Project, funded by the United States Agency for
International Development (USAID) and implemented by Development Alternative Inc. (DAI),
targeted an estimated 30,000 individuals, of whom 18,000 were ex-combatants and 12,000 were
war-affected civilians.107

Key issues and considerations
This section describes four key issues for setting up and implementing DDR programmes. These are
the targeting and eligibility of potential beneficiaries; the adequacy and sustainability of programmes;
implementing activities and coordinating actors; and the importance of fostering ownership, encour-
aging participation and building the capacity of people and organizations.

Targeting and eligibility
Although DDR programmes are, by definition, aimed at ex-combatants, a critical challenge is determin-
ing the extent to which they should be directed solely at this group. Granting ex-combatants special treat-
ment may arouse hostility within the larger community, which often sees this group as having been most
responsible for the conflict. On the other hand, the individuals and the groups who have been trained and
institutionalized into violence do need special attention to reduce the risk of conflict recurrence.

As in the Liberian case mentioned above, complementary programmes are sometimes initiated to cater
to war-affected communities and unemployed non-combatants. This reflects the growing consensus
that it is essential to find the right balance between addressing ex-combatants’ specific needs and those
of their larger communities. Certainly, in the context of longer term integration, experience points to
the importance of moving from targeted to community-wide programmes as soon as possible.108

Even within the ex-combatant community, DDR programmes often do not adequately consider
female and child combatants. While the ex-combatant population is typically predominantly adult
male, there have been significant numbers of child soldiers and female combatants in places such as
Liberia, Sierra Leone and Uganda.109 Their needs are often neglected. For example, disarmament cri-
teria that focus on the possession of arms or ammunition tend to exclude female combatants because
they are less likely to have a weapon of their own for various reasons.110 In addition, special arrange-
ments are often required for the dependants of ex-combatants, who are principally coerced wives, sex
workers (‘camp followers’) and children, all of whom rely entirely on the ex-combatants for their
livelihoods and safety. Accordingly, they require different orientation arrangements, including mech-
anisms to help break the dependency bond.

In Sierra Leone, for instance, no special programmes or arrangements were initiated for women ex-
combatants111 (an estimated 7.5 percent of fighters), or for those who had been abducted by the dif-
ferent fighting factions and abused in various ways. On the other hand, with an estimated 12 percent
of combatants under 18 years of age, an early decision was taken to provide separate, direct assistance
to child ex-combatants under the auspices of the United Nations Children’s Fund (UNICEF).112
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Disabled and war-wounded combatants constitute one group of combatants that are extremely dif-
ficult to reach and reintegrate. The few specific efforts made for such people have proved rather
promising. For instance, a UNDP pilot project launched in November 2002 in the Democratic
Republic of the Congo assisted 1,870 war-wounded combatants.113 As shown in table 3.1, specific
assistance for disabled soldiers was part of only 5 of the 19 programmes surveyed – in Angola,
Burundi, Eritrea, Rwanda and Sudan.

Beyond meeting the needs of those who have been directly active in conflict, reintegration should
also address the war-induced vulnerability of other groups. Indeed, reintegration ought also to
provide to the larger communities the tools, skills and support
that enable people to ‘take their lives back’ and to contribute
to recovery. The potential of returning refugees and IDPs to
support the recovery process depends partly on the extent to
which their human capital has been depleted or replenished
whilst living away from home, which in turn depends on
where they have been (in camps, for instance or reasonably
settled within a host community) and for how long. Some
refugee and IDP camps provide some education and training
programmes and some encourage economic activity around
camps and in the hosting communities.

Sierra Leone offers a picture of some the challenges of rein-
tegrating returnees and IDPs. Between 2000 and 2004,
UNHCR supported the repatriation and reintegration of some 272,000 Sierra Leonean refugees
returning from Guinea and Liberia.114 As is the usual practice, these returnees were given a food
and a non-food package as well as some cash for transportation to their homes. It was agreed
with the government that similar protection and assistance standards and criteria would be
applied to both returning refugees (under UNHCR auspices) and returning IDPs (under gov-
ernment auspices). Since many communities were made up of almost an equal number of both,
the standardization seemed fair and it minimized friction. Unfortunately, the outcome was that
the lower government standards set for IDP reintegration assistance were applied to both
groups. Food rations were provided for only two months rather than for six months as original-
ly planned. This was subsequently increased to four months, but that was still far short of what
was needed to tide over returnees until their first harvests. In comparison, between 1980 and
2000, UNHCR had provided Laotian returnees with 18–24 months worth of rice and rations or
cash grants.115 For non-food items too, adopting the government’s standard in Sierra Leone
meant that the returning refugees received assistance that was less than the UNHCR repatria-
tion packages distributed in other operations. The package (plastic sheets, kitchen sets, water
cans, hurricane lamps, soap and other goods) was inadequate in the devastated areas of return
where sufficient shelter was seriously lacking.

The UNHCR evaluation of this operation expressed concern about the inability to provide a proper
package to the IDPs (and therefore to the returnees). It pointed out that, in general, the global vari-
ation in assistance packages may be due to political factors such as the visibility of operations and the
funding priorities and vested interests of key players on the international scene.116 It would seem that
the level of actual needs was a secondary consideration. It recommended that, as a matter of princi-
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ple, UNHCR ensure that the requirement of comparability in assistance to IDPs and returnees does
not result in lowering standards below the normal minimum.117

In general, many war-torn countries are hard pressed to absorb large numbers of returning refugees.
Often, refugee repatriation merely swells the size of IDPs, placing a strain on both economic recovery
and social stability. Some refugees return to their homes and can resume their previous activities, but oth-
ers are unable to do so and thus become IDPs. Assistance to returning refugees and IDPs, as in DDR
programmes, must be aligned as much as possible with broader employment, livelihoods and income-
generating policies and programmes. Experience indicates that well-designed DDR programmes can
enhance the benefits of these broader programmes. Again, this underscores the importance of planning
ahead and of investing in a deep understanding of the capacities and needs on the ground.

Adequacy and sustainability
A second key consideration is how to ensure that DDR programmes are adapted to the characteris-
tics and long-term needs of their beneficiaries, both at the individual and community levels. For
example, while rank and file ex-combatants are typically poor, uneducated and poorly skilled, there
are significant exceptions such as in Ethiopia, where ex-soldiers were found to have much higher
educational qualifications than non-soldiers.118 DDR programmes should ideally reflect these diver-
sities as well as the context in which conflict ends.
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A larger challenge faced by many DDR programmes is how to capture and respond to local needs
and market conditions.119 Given the security environment and the associated collapse of most mar-
kets, it is usually extremely difficult to undertake serious labour demand analysis. For example, in
Sierra Leone many ex-combatants were trained for tailoring, tie dying and soap making, whereas
demand for these goods and services was low.120 In Kosovo, similarly, almost half of ex-combatants
who participated in the DDR programme were trained to be car mechanics, clearly beyond the needs
of the market.121 In Liberia, out of the 40,000 ex-combatants asking for formal education, 10,000
wanted computer training. In the end only 4,722 were trained in this area after it was determined
that the market was unlikely to absorb a larger number.122

Post-training support and assistance for entering business are two areas where DDR programmes
have also been criticized.123 In a survey of more than 1,000 ex-combatants in Sierra Leone, over 75
percent said the training they received had prepared them well for their work and more than 90 per-
cent felt they had been taught skills that were in demand. Nevertheless, when asked for suggestions
for improving DDR, 54 percent recommended more support in
finding jobs after training, 47 percent said the training period
should have been longer and 30 percent identified a need for
support to start small businesses.124

Cash-for-work schemes that provide short-term manual
employment as part of or in transition to reintegration have been
criticized for being too short term in their outlook and for not
equipping trainees with the appropriate skills to be integrated
into the job market.125 These schemes can generate a significant
infusion of money into the local economy (as they typically pay
one or two dollars per day)126 and they keep people busy in often
volatile and dangerous situations.127 However, they do not gen-
erally result directly in reintegration.

While DDR programmes are usually not fully aligned to the
needs of local labour markets, it is important to acknowledge
the fundamentally dysfunctional nature of these markets after
war. Youth programmes in Sierra Leone, for example, were
aimed at moving people into the formal economy when the
employment market was capable of absorbing, at most, only 5 percent of trained young people
from these programmes in addition to the 10 percent already in formal employment.128 Graduates
of training programmes are therefore often disappointed and frustrated when they cannot find
work, especially since optimism on entering the programme is usually very high. In Kosovo, almost
all ex-combatants believed they would be employed after demilitarization, even though almost 30
percent of them had been unemployed before joining the Kosovo Liberation Army.129 A similar
story has been found in Liberia.130 While people can be trained in carpentry, mechanics or small
business management, their chance of sustainable employment is heavily contingent on the state
of the market and the health of the local economy.131 That discrepancy between reintegration pro-
grammes and the local economy’s capacity to absorb labour continues to be an obstacle to econom-
ic recovery, and underscores the need for specific interventions to support livelihoods, employment
generation and the creation of an enabling economic environment.
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Coordination and implementation
A third challenge in DDR programmes is coordinating myriad players by a government whose capacity
has been seriously devastated by the conflict. In Liberia, DDR activities were financed through a US$70
million UNDP-managed trust fund and by so-called ‘parallel programmes’.132 These parallel programmes
were financed from outside the trust fund by bilateral and multilateral agencies,133 in addition to their
contributions to the fund, to support projects implemented by NGOs and sub-contractors. The pro-
grammes adopted various approaches, including training, cash-for-work programmes and community-
based initiatives, which provided short-term employment to war-affected populations.134 However, the
existence of two DDR vehicles proved challenging for coordination, coherence and effectiveness. It was
difficult to monitor participation across schemes, to identify individuals who had registered with more
than one institution in the hope of benefiting from several programmes.There was evidence, for instance,
of dual registrations in the programmes supported by the European Union and USAID. Perhaps more
critically, some ex-combatants dropped out of vocational training programmes to participate in short-
term programmes. Later, a significant number of those who had chosen ‘cash-for-work’ rather than train-
ing programmes returned to the DDR coordination centre claiming not to have been successfully
reintegrated. UNDP estimated in mid-2007 (more than two years after the disarmament process was
completed) that there were still about 9,000 ex-combatants who needed to be assisted with reintegration.
A key conclusion of an evaluation undertaken for the European Commission was that “there are obvi-
ous and significant issues of inconsistency in the overall implementation of the [DDR] Programme given
the various parallel Reintegration Programmes”.This led to the recommendation that “projects be imple-
mented under one administrative layer and greater programme policy consistency (…) ensured”.135

Fostering ownership, participation and capacity building 
Perhaps the biggest challenge of all is how to foster effective local participation and ownership of
DDR programmes. Massive donor involvement is generally necessary to fund DDR programmes.
Yet, experience has shown that it is possible to increase national ownership and broad-based partic-
ipation and to place greater emphasis on local capacity building than is commonly the case, and that
such programmes are more likely to be successful and sustainable.136 In Afghanistan, for instance,
there has been an explicit aim to transfer responsibility for DDR to the government as a means of
fostering ownership and strengthening local capacities.137

Stakeholder and community participation in the planning phase can also be enhanced in several ways,
although time constraints can limit the depth of consultation, especially in the early stages of a DDR
programme.138 Lessons from Sierra Leone and Tajikistan suggest that dialogue forums allow all parties
to discuss and contribute to shaping programme design. Even in places where central government
authority was weak, such as in the Somaliland region, community participation in DDR planning has
been very helpful in promoting national ownership of the process and more effective use of programme
resources at the local level. In Sierra Leone, forums were set up with UNDP support to discuss demo-
bilization and reintegration within an environment of reconciliation. These forums enabled the govern-
ment, the army, civil society organizations, donors and religious and traditional leaders to develop a
framework for national capacity building in the context of peacebuilding. This process sought to lessen
tensions by increasing transparency, allaying anxieties and clarifying intentions about military force and
political activities. It served as the basis for the DDR programme and for restructuring the army.

Greater ownership of the policy-making process can also be achieved through establishing a tempo-
rary multi-actor national body that includes relevant government officials (military and civilian) and
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representatives from business, labour, civil society and religious groups. In many cases, this has taken
the form of a national commission for DDR, whose role may be given added authority by being man-
dated through the peace agreement, as was the case in the 1996 Guatemala Peace Accord. Among
the 19 DDR programmes in operation in 2007, 13 involved a national commission, with the mili-
tary component often playing a predominant role.139

Policy implications
Five key principles emerge regarding programme design and implementation that could guide future
DDR interventions.

n First, the design of DDR programmes should be based on a sound assessment of the local con-
text—political, economical and cultural. It is particularly important that the targeting of spe-
cial groups be context sensitive. Local communities and community-based organizations
should be very actively involved in the design process, beyond being occasional sub-contrac-
tors.

n Second, DDR programmes must take a longer term view than has been the case historical-
ly. The full reintegration of ex-combatants depends on how quickly the economy can expand
to provide the demand for labour. It is particularly important, therefore, that training pro-
grammes be designed creatively to anticipate skills that will be needed as the economy
rebounds, rather than those that reflect the current market profile or the (understandably)
uninformed desires of ex-combatants. Moreover, training could be longer and more rigorous,
and graduates could be given support over a longer period to find or create jobs.

n Third, wherever possible, basic services provided to ex-combatants should be extended to
the communities around the demobilization camps. For instance, integrating the provision
of healthcare services into the local community system would improve the quality of
healthcare broadly and could serve to ease tensions between former combatants and the
community at large.

n Fourth, a clear distinction should be made between activities and programmes designed to
support the integration of ex-combatants and those that merely keep them off the streets
temporarily. As much as possible, temporary employment schemes should be extended to the
larger population. Specialized training programmes, which take into account the possible
influence of war trauma, should continue to be provided to ex-combatants. However, it
would often help to ease social tensions if parallel programmes of assistance in upgrading
skills and finding employment could be provided to the larger civilian population.

n Fifth, better coordination among the main providers of DDR financial support is essential.
This would enable a clearer distinction between activities specifically supportive of ex-
combatants and those that are more generally indicated by the many challenges to recovery
in post-conflict situations.

3.5 Securing economic opportunities and creating jobs
Successful recovery is one that generates and sustains the domestic leadership in economic, employ-
ment and income growth. Rapid recovery of employment and livelihoods helps reduce the probabili-
ty of conflict recurring and ultimately saves on outlays for security and crime prevention. Employment
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programmes are especially important in post-conflict settings for several reasons.140 First, ex-combat-
ants consistently say their top priority is getting a job. Also, regular work in civilian jobs helps create
a sense of normalcy and routine, which contributes to social stability. Furthermore, civilian employ-
ment helps ex-combatants recover more ‘normal’ social and emotional networks, which were lost while

they were in a military unit. Moreover, public employment pro-
vides the transition solution as private employment depends on
recovery having gained some momentum.

Fostering jobs and livelihoods in the immediate aftermath of war
must be an economic and political imperative for public policy
and donor interventions. The importance of employment is
reflected in the first allocations from the newly established
United Nations Peacebuilding Fund (PBF). Money has been
assigned to Burundi, Liberia and Sierra Leone, and employment
generation was a key priority in the submissions from all three
countries. The United Nations Peacebuilding Commission
recalled that in Sierra Leone “marginalization and political exclu-
sion of youth was identified by the Truth and Reconciliation

Commission as one of the root causes of the civil war”.141 In Bosnia and Herzegovina, job creation was
a priority of the ‘Jobs and Justice’ agenda that the administration agreed with the IMF, the World
Bank and the European Union—with a goal of 60,000 new private sector jobs by the end of 2004.142

However, post-conflict countries face very severe challenges providing jobs and restoring livelihoods.
Economic reforms intended to create macroeconomic stability and fiscal sustainability may be con-
ducive to growth and employment in the long run; but they are often weak on employment creation
in the short to medium term. Policy conservatism can be detrimental to employment generation,
which is necessary to absorb demobilized combatants. In Mozambique, for instance, NGO workers
criticized the post-war structural adjustment programmes on that basis.143

One of the greatest challenges is constructively employing a large number of young people. They are
likely to be ex-combatants and many could turn to violent crime as part of an organized rebel group
or gang. The post-conflict rise of gang violence in Guatemala that quickly spread to other neighbour-
ing countries demonstrates what can go wrong if the special needs of young men in particular are not
addressed. Unfortunately, young men with a history of violent behaviour, such as combat, generally
face multiple obstacles to employment (not least of which may be their history of violence). Other
problems may include illiteracy, psychological problems, lack of work experience and weak social,
family and community ties.

The UN’s three-track approach to employment creation
As part of the new priority assigned to post-conflict employment, the United Nations Secretary-
General recently commissioned a system-wide policy paper on the subject. The report, prepared
with broad participation across the system, proposes three distinct but interlinked tracks of
employment policies.144

The first track focuses on war-affected and vulnerable individuals. It aims to consolidate security
and stability with high-visibility, labour-intensive public work programmes as a means to provide
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temporary jobs, strengthen local skills and rebuild economic and social infrastructures. It contains
short-term responses like emergency employment schemes and basic start-up grants, and it targets
primarily (but not exclusively) conflict-affected individuals, such as youths and ex-combatants, who
are at a high risk of relapsing into violence. These programmes are often accompanied by short-
cycle training programmes.

In Sierra Leone, for example, the United Nations Mission in Sierra Leone (UNAMSIL)
employed ex-combatants to build roads as part of high-visibility and quick-impact projects to
give credibility to peacebuilding.145 In Mozambique, a feeder road programme began even before
conflict ended and was scaled up rapidly when it did end. It provided eight million worker-days
of employment for 40,000 people, and rebuilt roads vital to the recovery of the country’s rural
agricultural economy.146 In Sri Lanka, a programme supported by UNDP provided building mate-
rials to displaced persons and paid them to build their own houses. Extending this, a small com-
munity finance association was later set up to fund small businesses and recreate livelihoods.147

Ideally, public work programmes should use local capacities and inputs rather than imported ones
in order to stimulate the economy in addition to providing work. They should also strive for last-
ing socioeconomic benefits.148 Contracts tendered to local
organizations, associations and firms can help build local skills
and knowledge and can also foster local enterprise capacities.
Activities amenable to this approach include irrigation projects
with a focus on smallholder farmers, water, sanitation and solid
waste management in urban and rural areas, feeder roads and
rural access infrastructure, and the reconstruction or rehabilita-
tion of public buildings.149

The second track focuses on communities and is aimed at
building labour demand by fostering local economic recovery.
This entails investments in socioeconomic infrastructure and
local institutions, restoring the natural resource base and
rebuilding local government capacity. It is also an opportuni-
ty to assist in the introduction of value-adding, income-gen-
erating activities, such as the cultivation of high-value crops,
agri-business and food processing. These community-based or livelihood-based initiatives also
seek to find solutions to the serious challenges faced or posed by the economic activities (mostly
informal, sometimes criminal) inherited from the conflict era.

The third track is wider in scope and aims at long-term employment creation and provision of
decent work at the macro-level. This includes interventions geared towards changing industrial
structures, nurturing the local private sector and labour markets, inducing foreign investment and
strengthening intersectoral linkages. It also involves fostering social dialogue to define by consen-
sus the ‘rules of the game’, including addressing sensitive issues like human rights, gender equality
and protection for marginalized groups. It can begin immediately after conflict ends and be inten-
sified with increased stability. One of the major aims of the whole process is to encourage a transi-
tion from aid-supported employment to unsubsidized private and public sector job growth. Figure
3.15 illustrates how the priorities of the three tracks cover an increasingly wider target group.
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Enabling private investment
and entrepreneurship includes
removing obstacles to doing
business by, for example, clar-
ifying property rights, simpli-
fying tax and license systems
and making tax systems at
every level more transparent
and uniform. Wherever pos-
sible, foreign and local busi-
ness should be accorded
equal treatment. Legislation
aimed at businesses and the
self-employed could include
provisions to simplify tax
regimes, for the enforcement
of contracts and for property
rights. Such legislation is
often needed to remove bar-
riers to business entry and
exit, and to enable access to

information technologies. Over the longer term, these policies can help ‘formalize’ the informal sec-
tor by making the evasion of rules and regulations less beneficial, thus improving the quality of jobs
in a manner consistent with decent work and safe workplaces.

Area-based development approaches to livelihood restoration
A significant feature of war is that it often creates chronic poverty for many households.150 Livelihood
interventions in these circumstances must be particularly innovative to enable these households to
escape the poverty trap. In agricultural areas, livelihood programmes commonly distribute seeds, pes-
ticides, fertilizers and tools. However, some very interesting interventions have provided larger cap-
ital goods directly. For example, in Terekaka, southern Sudan, between 2001 and 2002 the provision
of a fibreglass boat with an outboard motor enabled agro-pastoralists, who had lost most of their cat-
tle when displaced by war, to diversify their livelihoods.151 In North Kivu, eastern Democratic
Republic of the Congo, where cattle were looted or killed and cheese making and abattoirs were no
longer productive, a local NGO purchased goats and started a rotation programme.152

Outside agriculture, livelihood programmes often seek to train individuals in new trades to expand
their options. There may be some room, as indicated above, to promote new income-generating
activities that enhance the value chain, such as food processing. However, as a recent report recom-
mends,153 there is considerable merit in starting with a focus on rehabilitating competencies, activi-
ties and sectors that were present before war, rather than embarking on riskier new initiatives. It is
usually more cost effective to capitalize on and complement what already exists, identifying “where
people are, what they have and what their needs and interests are”.154

This is the basic premise of community-driven development and area-based development. In many
cases such initiatives have brought development programmes closer to the circumstances and needs
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Figure 3.15 Dimensions of a post-conflict employment policy

Source: UNDP and ILO, 2008.

Note: ‘Intensity of focus’ is both qualitative and quantitative, denoting the extent of policy and programme commitment to
each avenue for employment creation. It capures the idea that over time emphasis shifts from one track to another as the
economy returns to ‘normalcy’. 



of poor people. Success lies in ensuring that
interventions are sensitive to the complex and
specific environment and dynamics that
emerge from conflict. Area-based develop-
ment schemes (such as the Central American
programme described in Box 3.2) seek to
reactivate the local economy through three
types of interventions.

n First, they seek to strengthen local
governance mechanisms and social
capital, including by nurturing
providers of business services and
other services and by building the
capacity of community-based insti-
tutions to absorb and manage a
resource surge.

n Second, they promote complementary
dispute resolution programmes,
including through participatory invest-
ments in local socioeconomic infra-
structure and productive activities.

n Third, they implement local econom-
ic recovery programmes through an
inclusive approach to decision mak-
ing and the participatory selection of
activities.155

Promoting alternative livelihoods
A serious challenge in creating post-war
livelihoods is the fact that, even by typical
developing country standards, an extremely
large number of people have been reduced to
surviving in the informal sector. In Bosnia
and Herzegovina, for instance, official
employment remained stagnant around
600,000 while informal sector employment
more than doubled, from just over 200,000 in
1998 to about 500,000 in 2005.156

Informal activities raise various challenges,
but the most serious is when these activities
are illegitimate or plainly criminal. Achieving
sustainable recovery under such circumstances
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BOX 3.2 PRODERE: AREA DEVELOPMENT AND 
PEACEBUILDING IN CENTRAL AMERICA 

The PRODERE development programme for displaced persons, refugees

and returnees was a local-level programme implemented between 1990

and 1995, aimed at recovery, development and peacebuilding in Belize,

Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua. It consisted

of six national projects (one in each country) and three regional sub-pro-

grammes, and had total funding of US$158 million. PRODERE was a UNDP

programme, run in association with UNHCR, ILO and WHO. Several other

UN agencies also participated. It generated additional parallel funding of

approximately US$40.5 million. The programme benefited approximate-

ly 510,000 persons directly in an area totalling 480,000 km2, involving 93

municipalities and 2,200 local communities. The cost per direct benefici-

ary was calculated as US$46 per year.

PRODERE contributed to the resolution of more than 75,000 legal issues

including personal documentation, land ownership and permits for resi-

dence and work under its rights protection activities. Under its aegis, 815

civil society organizations were legally created, including development

committees, associations and cooperatives. Production, employment and

income-generating projects benefited more than 37,000 persons through

technical assistance and skills training, and more than 28,000 producers

received credit totalling in excess of US$11 million for microenterprises

and agricultural development. Local development agencies were estab-

lished in which organizations of small and medium producers participat-

ed. More than 340 schools were built or rehabilitated, 4,700 educators

trained, 53,000 people received adult education and school curricula were

developed. A total of 105 healthcare centres were built or rehabilitated

and more than 9,000 community health workers were trained.

PRODERE’s approach evolved from humanitarian assistance and restrict-

ed operations at its start in 1990 into a full-scale development pro-

gramme by 1994, operating at the departmental (supra-municipal)

level. Its success has been attributed to its support for local institutions;

its strategic planning; its establishment of local systems of production

and employment, health, education and environmental management;

its protection of human rights and justice; its good linkages to national

sectoral policies; its support to government investment and disburse-

ment; its operation of social investment funds; and the triggering of

complementary efforts by other donors.

Source: UNDP, 1999; Lazarte et al., 1999.



is daunting, as Afghanistan illustrates. According to the United Nations Office on Drugs and Crime
(UNODC),157 the net area used for poppy cultivation (for opium) increased by 17 percent, from
165,000 hectares in 2006 to 193,000 hectares in 2007. This represents 4.3 percent of agricultural
land, with more than 3 million people (14.3 percent of the population) involved in opium poppy cul-
tivation. Total farm gate value of opium as a percentage of 2007 Afghanistan GDP was 13 percent.

Trying to apply ‘orthodox’ reforms to restrict the informal economy will not work with those who
depend on illegal economic activities out of necessity or greed. Criminal economies will not be abol-
ished by fiat, especially when such activities are an integral aspect of global market dynamics.158 Co-
opting or engaging warlords is politically highly controversial and may involve some unsavoury
trade-offs;159 but unfortunately it may occasionally be necessary for economic continuity in the short
term, and essential to getting policy reforms implemented.160

There is some potential for avoiding the mutation of nefarious economic activities during war into a
criminal peace economy.161 This may entail building on and transforming certain kinds of informal
sector activities rather than seeking immediately to abolish them, as has been proposed for opium
production in Afghanistan.162 Ironically, perhaps, the war economy could be an excellent training
ground for entrepreneurship.163 Warlords are often key nodes in functioning trade networks and they
have large pools of financial capital at their disposal, albeit obtained through dubious means.164

Indeed, it appears that households with access to wartime shadow economies (such as the black mar-
ket in food aid) have, by accumulating assets, done significantly better in post-war recovery.165 For
example, a truck driver engaged in the gold business during the Bosnian war was subsequently able
to build up a construction company in Mostar worth US$250 million.166

It is critical that those who depend directly or indirectly on local warlords for welfare or jobs167 are taken
fully into account during alternative livelihood interventions.168 It is obviously extremely difficult to find
legal opportunities for these people that are as attractive as criminal ones.169 In Afghanistan, for exam-
ple, opium poppy production remains crucial for household survival. Gross income from opium pro-
duction ranges from six times the income from rice, to ten times the income from irrigated wheat, and
20 times the income from rain-fed wheat. In addition, traders and traffickers often provide the inputs
and take delivery of the product at the farm gate. Nuts and orchards may generate higher revenues than
opium poppies, but they require substantial multi-year investments that are beyond the means of most
farmers.170 As part of the UNODC 2007 Afghanistan Opium Survey, almost 3,000 farmers were asked
their reasons for growing or not growing opium poppies. Among the growers, 54 percent gave poverty
alleviation or high sale price as their answer. The possibility of obtaining a loan and high wedding costs
(16 percent and 13 percent, respectively) were the other major reasons.171

Such complexity further reinforces the idea that promoting alternative livelihoods must be based on
a comprehensive approach and a long-term perspective. The Afghanistan experience points to the
imperative of mainstreaming counter-narcotics efforts into national development programmes. To be
effective, programmes must cover the whole economy with different types of specific activities
depending on the socioeconomic and agricultural landscape.172

Policy implications
Fostering economic and employment opportunities may be achieved through a wide spectrum of
programmes and approaches that differ in their objectives, instruments, sectoral focus and time-
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frames. The choice of a particular type of support must be made on the basis of a sound analysis of
the local context and its intricacies, as many examples underline the negative consequences and
missed opportunities arising from inadequate context sensitivity. Providing jobs on an inclusive basis,
so as to combat horizontal and gender inequalities, is also important.

Moreover, it is necessary to ensure that short-term targeted and longer term wider benefits are com-
patible, indeed complementary. In many cases, interventions geared towards specific immediate
outcomes (public work programmes, for instance) can have consequences for the sustainability of
peace. Similarly, policies geared towards longer term objectives (such as fostering industrial link-
ages) are substantially influenced by the realities of the immediate post-war period. It is preferable
to start from and build on existing activities, skills, structures and systems, rather than to impose
ready-made and overly ambitious solutions. In many cases, taking this approach will result in very
different interventions than would otherwise have been the case. This includes using local labour
and inputs whenever possible, but also identifying and strengthening existing or potential intersec-
toral linkages at the local level.

3.6 Strengthening local institutions
Restoring and strengthening local governance mechanisms after conflict is perhaps the key enabling
factor in economic recovery. The term ‘local institutions’ includes these governance mechanisms, as
well as the formal and informal rules that guide social interaction at the local level. It also covers social
capital, the web of family and social connections that define and inform social behaviour. In addition,
it includes issues of property rights, particularly the conditions governing access to land and housing.

Securing access to land and property rights
Many of the world’s conflicts are linked, either directly or indirectly, to questions of access to
resources, including land, which makes the issue of property rights a central one. Competition over
land has indeed been a critical factor underlying many conflicts. Across a range of countries like Côte
d’Ivoire, Eritrea, Ethiopia, Mozambique, Rwanda, Sudan and Timor-Leste, land has either con-
tributed to raising the economic profitability of violence or provided a political justification for it.173

Even where land or property disputes are not a cause of conflict, they are almost universally a major
consequence, especially in civil wars.174 In some cases, those who have profited from war or emerged
as the political victors take advantage of their power to grab land. Finally, the presence of landmines
constitutes a major obstacle to the productive use of land in many post-conflict countries.175

Compounding post-conflict property rights issues is the fact that government records of legitimate
titles are often destroyed (sometimes deliberately) during conflict. In Timor-Leste, during the war,
militia groups directly targeted land title offices and records. In Dili, militia members took the
records outside, set fire to them and then torched the building itself. Approximately 80 percent of all
underlying land records in Dili were unrecoverable and, because most of Dili’s inhabitants were
forced to flee so quickly, most copies of land titles records or certificates were left behind and lost in
the general destruction.176 In the immediate aftermath of the conflict, there was a rush to occupy hab-
itable houses. The relatively widespread pattern of ad hoc occupation by persons other than the pre-
conflict occupants continues to generate considerable social conflict.177

Another complicating factor is the existence of a plethora of overlapping customary, informal and
formal legal frameworks,178 some of which may in fact have created social tensions and instability. In
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Afghanistan, farmers who are frustrated and disillusioned by the failure of local courts to resolve dis-
putes have turned to informal shura councils, which were a creation of the Taliban. In Sierra Leone,
rural land is controlled mostly by a small group of leading families and lineages. In some instances,
the tight control on land allocation exercised by village elders has led to the exclusion of large num-
bers of young people from opportunities in the rural economy.179

Effective markets require the clear delineation of individual and community property rights. Often in
post-conflict settings these rights are lost through appropriation and displacement. It is therefore

important to (re)establish strong local institutions to help restore
legitimate access. This means early strengthening of the rule of
law and access to justice mechanisms even as return and reinte-
gration are taking place. It also entails timely, fair, transparent and
equitable resolution of conflicts over land and property rights.

Typically, two broad property rights issues tend to arise: first,
protecting the tenure security of people in conflict-affected
areas; and second, restoring the property rights of returning
IDPs or refugees, and/or offering fair compensation or alterna-
tive property resources to them. There is an emerging corpus of
internationally agreed best practice with regard to property
rights issues in post-conflict settings, such as the Pinheiro
Principles180 for land and property restitution, which “are the cul-
mination of more than a decade of international and local activ-
ities in support of the emerging right to housing and property
restitution as a core remedy to displacement”.181 Local and

national institutions need to be empowered to examine claims related to property and land, and they
must have the necessary technical and institutional capacities to fulfil the required functions. Efforts
must be made to ensure that all parties respect local courts and community-based mechanisms.

The property rights and tenure security of particularly vulnerable groups—such as widows and
orphans, the disabled, youth and, often, women in general—must be specially recognized and pro-
tected. Young women may be at a particular disadvantage in many places as prevailing ownership
rules favour men and land grabbing by local or national elites sometimes occurs in post-conflict set-
tings. These factors can both reduce economic opportunities for local populations and be a cause of
tension and frustration within local communities. The rule of law and access to justice must be aimed
at protecting against such discriminatory and unfair behaviour. Wherever possible, action should be
taken to highlight this risk and to support local and national institutions in their efforts to prevent
land grabbing and discrimination.

Strengthening social cohesion and social capital
War transforms but does not always destroy social capital. This truism must be taken into account in
the recovery phase. ‘Bridging’ social capital (between groups) is often profoundly damaged, but
‘bonding’ social capital (within groups) is not necessarily lost. Where the conflict has an ethnic
dimension, the latter may even be strengthened (not always to the good), somewhat similarly to the
increase in nationalism that occurs during interstate wars.182 However, the range for solidarity often
shrinks towards the clan and even the nuclear family unit.
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Solidarity, which may have appeared spontaneously at the beginning of war—particularly between
members of the same ethnic groups—has often disappeared by the end of it, and been replaced by a
monetization of social exchange: hospitality and assistance are priced rather than given charitably.
Indeed, the prevalence of extreme poverty during lengthy wars seems to lead to disillusionment with
collective actions and solidarity, even after the return of peace and the hope of a rapid improvement
in living conditions.183 In Afghanistan, for example, urban social fragmentation has gone beyond eth-
nic lines leaving the most nuclear form of social organization—i.e. the family—as the only support
network.184 Community actions (such as installing district councils) struggle to develop. Such social
fragmentation can be expected to have economic ramifications.

Yet, new forms of solidarity based on reciprocity may emerge.185 A group of women living in the same
neighbourhood, for example, may join to cultivate a plot of land, preparing the field and contributing
money to buy seeds or plants. They may help each other by carrying water, sharing whatever tools they
have and watching over the produce when
harvest time is near. Others might decide to
buy a bag of manioc collectively at wholesale
prices and divide it up in order to reduce the
retail cost of amounts consumed by individual
families.186 Communities might come together
to form business associations. In Sierra Leone
for instance, such business associations
employed ex-combatants (Box 3.3).

In other cases, traditional associations may be
strengthened during conflict to severe adverse
effect. In Sierra Leone, for instance, the secret
societies such as the Poro for men and Sande
for women—which notably incorporate exci-
sion in their rituals—were actually strength-
ened during wartime.187

There is potential to build on promising local
initiatives to restore social capital and regulate
social interactions in support of collective
efforts. An excellent example of building on
traditional African processes and methods of
conflict prevention and justice administration
is the Gacaca, a communal system of conflict
resolution, reconciliation and justice adminis-
tration in Rwanda. It is a participatory
process where individuals or communities in
conflict (victim and perpetrator) submit their grievances to a jury of their peers for adjudication.
Individuals participate by electing representatives, acting as judges, locating and adducing informa-
tion and giving evidence about the crime. Where a guilty verdict is reached, punishment involves
reparations and contrition as a necessary condition for reconciliation and closure. Localizing justice
and dealing with impunity ensure that justice is visible to the victims, linking retributive justice and

Strengthening the Indigenous Drivers of Post-conflict Economic Recovery
81

BOX 3.3 MOTORBIKE TAXI ASSOCIATIONS IN SIERRA LEONE

In the main provincial towns of Sierra Leone, the two-wheeled motor-
bike taxi has tended to replace conventional four-wheeled cars.
Businessmen import the machines from Conakry and offer them to rid-
ers on hire-purchase terms over six months. Several motorbike renters’
associations have emerged, in which self-reintegrated ex-combatants
are prominent. The association in Kenema has more than 600 members
throughout the Eastern Province, with an elaborate constitution. Its
executive members work with the police and civil society to report
night-time movements by suspected thieves. In Makeni, the associa-
tion has 100–200 members and a rather unruly ex-combatant mem-
bership, with problems in getting members to ride less recklessly and
with insurance. In Bo, the association has 380 members, of which 28
percent are former [Revolutionary United Front] combatants and 64
percent are former [Civil Defense Force] combatants. Its executive
board works to improve discipline and safety, contests police harass-
ment and has opened up training to 45 female riders. Two riders often
share a bike so that it is available for hire up to 24 hours a day.

Source: Richards et al., 2004.



reconciliation in a way that is critical to recovery. Gacaca courts were introduced to speed up the
genocide trials in Rwanda in 2002 as a response to the backlog of untried cases. In 1999 there were
over 120,000 people held in prisons and detention centres on charges of genocide crimes. Only 6,000

cases had been judged between 1996 and 2002. By the end of
December 2007, however, approximately 1 million people
accused of involvement in the 1994 genocide had appeared
before the Gacaca courts. Of these, more than 800,000 have now
been tried, with most cases reaching completion.188

The idea of peacebuilding through the actual process of eco-
nomic activity is also particularly interesting. Historically, (legit-
imate and illegitimate) trade has always taken place across
supposedly divided national or ethnic lines. Examples include oil
trade across the Abkhaz/Georgian border, vodka and weapons
between Chechens and Russian military officers, the Trans-

Caucasian Ergneti market, and the extensive links between Croatian networks, Bosnian Serbs,
Montenegrins and Belgrade mafia in trafficking drugs, cigarettes and oil.189

There is some room, therefore, to make peacebuilding an explicit part of the economic process. In
Burundi, for instance, the Dushirehamwe network of Hutu and Tutsi women established farming
cooperatives that achieved economies of scale through joint production and sale of agricultural prod-
ucts. They were also able to donate cattle, sheep and seeds to others in need.190 In Kosovo, Mercy
Corps supported businesses with multi-ethnic workforces, procurement and business links between
ethnic groups, and events that brought together individuals engaged in similar activities (e.g. agri-
business conferences).191 Kosovar-Albanian dairymen have begun supplying milk to Serb cheese
manufacturers, and Kosovar-Serb and Kosovar-Albanian beekeepers came to an agreement by which
honey would be marketed under a single multilingual label.192

The European Union has provided funding to rehabilitate the Inguri Dam (in Georgia) and the
neighbouring electricity generation plant (in Abkhazia). The two sides must cooperate if either is
to benefit which, despite public belligerency, they have actually done for several years with very few
stoppages.193 Sometimes the geographical scale is smaller. In Rwanda, for example, the Government
has encouraged coffee plantations where Hutus and Tutsis work together; the daily contact is seen
as a means of speeding up reconciliation by fostering relationships and building communities.194

Such interlinkages help three dimensions of peacebuilding: personal transformation, relationships
between groups and wider conflict dynamics.195 As emphasized by a member of Rwanda’s Unity and
Reconciliation Committee:

You don’t reconcile in a vacuum. There must be a practical programme; there must
be something that brings people together. As they work together, cleaning the cof-
fee, they talk together so they start talking business but later they start talking fam-
ily affairs. It fosters relationships and reconciliation.196

Addressing institutional discrimination
The social pressures that led to or may have emerged from conflict continue to affect socioeconom-
ic life even after the formal cessation of hostilities. If ethnic divisions were a feature of organized vio-
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promising local initiatives to
restore social capital and 
regulate social interactions in
support of collective efforts.



lence, and possibly a root cause, they will certainly remain a problem during the post-conflict period
and need to be fully considered and alleviated. Concerns about institutional discrimination have been
raised in places such as Kosovo with the treatment of Kosovar-Serbs under Kosovar-Albanian rule;
and in Timor-Leste on the treatment of ethnic minorities.

Gender discrimination is also often a feature of conflict-affected societies. Overall, contemporary
warfare, despite its massively increased toll on civilians, still kills many more men than women and
recruits many more male soldiers than females. So warfare leads to an increased proportion of
female-headed households, both during and after war.197 However, female-headed households tend
to remain poorer than male-headed households.198 After the Mozambique war, for example, female-
headed households had on average 33 percent less income, 43 percent less consumption and 51 per-
cent less food consumption per capita compared to male-headed households.199

This disparity is rooted in continued gender inequalities in education and skills acquisition,200 access
to job markets and land,201 customary law-sanctioned dispossession of inheritances202 or impediments
to economic activity. In addition, men returning from war have tended to resume prior power rela-
tions by displacing women as household heads. Thus while war may empower women economically,
such empowerment is greatly constrained by social norms and laws and is often only temporary.203

Strengthening local governance institutions and capacity
Post-conflict environments are typically marked by the absence or weakness of governmental insti-
tutions for long periods, as well as by intense social tensions on the ground. In such contexts, devis-
ing alternative solutions for governance at the local level assumes
some urgency. This consideration is reflected in the logic of area-
based development programmes.

Perhaps the most extreme examples of the complete disinte-
gration of central governance institutions in recent years are
Afghanistan in the 1990s and Somalia since 1991. Even in
less extreme cases, the PRODERE example (described in Box
3.2) shows that fostering local governance and supporting civil
society organizations can empower people and local organiza-
tions to accelerate economic recovery and to claim and exer-
cise their rights or carry out human rights advocacy. Local
traditional authorities can play an important role in dispute
resolution, in particular with regard to access to property and
other natural resources (including forests, fishing areas and
grazing land, etc.). By focusing on gender equality and the
inclusion of vulnerable groups while building the capacity of
traditional authorities, these programmes can help build
important linkages with government or other non-traditional power structures and institutions at
the local level. These linkages may also be important in terms of the sustainability of peace,
employment and reintegration. Prior to working with these authorities and investing in their
capacity, a careful conflict assessment should have been made so that reconciliation is indeed pro-
moted. It is also necessary to make special efforts to ensure that women and youth are equal ben-
eficiaries of any distribution processes.
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Policy implications
As a general principle, assis-
tance interventions must rec-
ognize that peacebuilding
and economic recovery do
not happen in a social vacu-
um. Indeed, their success
greatly depends on the types
of incentives and opportuni-
ties inherent in the social cap-
ital matrix and in the ‘rules of
the game’. External assistance
must seek to strengthen and
adapt, as necessary, existing
mechanism and processes of
social interaction.

3.7 Mediating access
to financial resources
As a result of massive decapi-
talization caused by war, poor-
er households in particular

need assistance with access to some financial resources to support their efforts to rebuild their lives and
contribute to the overall recovery.The less poor households may be able to borrow from the formal finan-
cial market and some poor households from (typically usurious) informal capital markets. However, the
poorest households do not have the collateral to make these options feasible. Lack of finance jeopardizes
household efforts to get out of poverty in two ways. First, it prevents them from adequately mitigating the
effects of shocks should they occur. Second, it constrains their investment options and induces productive
choices aimed at minimizing risk rather than maximizing output.204 In Rwanda, for example, those whose
homes were destroyed or who lost land ran a significantly higher risk of falling into poverty.205 In
Mozambique, severe rural poverty followed the huge decline in cattle stocks from over 1.3 million in 1982
to 0.25 million in 1992.206

This section examines microfinance and remittances, which are two sources of financing that have
played a significant role in post-conflict settings.

Microfinance and local credit institutions
Microfinance caters particularly to low-income or vulnerable clients who have no access to main-
stream financial institutions. Globally there are about 500 million active clients served by microfi-
nance programmes.207 Microfinance mechanisms such as rotating credit and savings associations have
traditionally been important in many developing countries. A good example is the hagbed in Somalia.
Groups of around 10 to 20 women who trust each other initiate credit-sharing arrangements among
themselves. The chairperson is chosen according to her influence in the clan and the respect she
enjoys. Participants pay daily or weekly contributions to the group, depending on their income level.
Hagbed money has traditionally been utilized to purchase household goods or jewellery, but is now
more commonly invested, used as start-up capital for small businesses or to replenish inventories.208
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There is hardly a country with an experience of conflict over the past 20 years that has not experi-
mented with microfinance.209 However, there is no specific data source to track the size, profile and
impact of post-conflict microfinance.210 Cambodia has the longest experience in post-conflict micro-
finance,211 while the Microfinance Investment Support Facility for Afghanistan (MISFA) is one of
the world’s largest microfinance programmes in a conflict-affected setting in terms of the absolute
number of clients, benefiting over 350,000 clients as of February 2007.212 Individual country studies
suggest wide variations in the scale of microfinance, measured by the number of clients in relation to
population—from under one percent in Eritrea, for example, to five percent in Papua New Guinea
and over six percent in Bosnia and Herzegovina.213

With all the social, political, economic and political considerations that are inherent in the post-con-
flict setting, there is some tension between the commercial and social objectives pursued by microfi-
nance providers. Some analysts see microcredit as an effective tool for alleviating war-inflicted
economic hardship and for fostering economic development and peacebuilding. Others argue that it
is significantly limited in scope, outreach and sustainability.214

Bosnia and Herzegovina presents an excellent case study of post-conflict microfinance. The sector was
developed there as part of an internationally assisted programme to support recovery following the dev-
astating 1992–1995 conflict. Its growth in such a short time provides an opportunity to draw some gen-
eral lessons on the merits and limitations of microfinance during post-conflict economic recovery.215

The main vehicle for building the microfinance sector, which was virtually non-existent before the war,
was the Local Initiatives Project (LIP) initiated by the World Bank. LIP1, officially launched in 1997,216

together with its follow-up LIP2, aimed to provide financial resources to people wanting to start their
own small businesses and to take an active role in rebuilding their livelihoods instead of depending on
state social welfare funds. By 2000, five years after the end of war, microcredit organizations supported
by LIP had disbursed 50,261 loans to 19,361 clients for a total of KM148 million (US$67 million).217

By 2005, 380,000 loans had been disbursed to 98,852 clients, half of whom were women, for a total of
over KM1.2 billion (over US$700 million). It is important to note, however, that this was equivalent to
only 5 percent of the value of the commercial banks’ loan portfolio. It is estimated that some 200,000
jobs were preserved or created between the initiation of the project in 1997 and its end in June 2005.218

Microcredit seems to have been particularly beneficial to people affected by conflict, such as the dis-
placed, returning refugees, war invalids and demobilized soldiers. Over time, it enabled them to over-
come some of their conflict-induced vulnerabilities. Seventeen percent of total loans were disbursed to
displaced persons and returnees, who constituted about a quarter of all clients. This greatly helped
reduce their dependence on humanitarian aid. The projects reportedly also had a significant positive
impact on two groups that are critical to post-war economic recovery, namely women and young peo-
ple. Two major and several smaller NGOs targeted women exclusively, and women were an important
beneficiary group for all microcredit suppliers. Having their own business is often empowering for
women, elevating their role in the household and the community.219 Regarding young people, it is strik-
ing that the some 70 percent of all employees in microcredit organizations are under 30 years old.220

Overall in Bosnia and Herzegovina, microcredit has been an important response to the challenges of
recovering from conflict at the household and community levels. This indicates that it should be inte-
grated into overall policy frameworks for post-war economic recovery.
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An important adaptation of microfinance critical to post-conflict environments is a need to combine
the provision of microfinance services with capacity-enhancing initiatives, such as skills advancement
and training schemes, which are crucial in enabling microcredit clients to make the best use of the
opportunities to create and sustain productive employment.

The social and political benefits of post-conflict microfinance might actually be as great as its eco-
nomic benefits. Conflict pressures could be reduced if microfinance is able to alleviate poverty and
inequalities where these are causes of conflict, and low-intensity conflicts are more likely to be
reduced if populations are imbued with more economic optimism and opportunities.221 The provision
of credit can also bring together competing groups in common enterprises, thus reducing mutual
prejudice and building social capital.222 In Bosnia and Herzegovina, microcredit organizations were
among the first to open commercial contacts across the internal border.223

Overall, the Bosnia and Herzegovina story suggests that microcredit can be effective and long lasting
in funding productive self-employment activities. However, its impact on creating new jobs is more

limited, as is its effect on gen-
erating economic growth. Its
essential role in a post-war set-
ting is as a recovery tool at the
household and community
level, in the transition to the
broad-based economic recov-
ery that creates large-scale
employment and improve-
ments in income. Micro-
finance cannot be seen as a
panacea for financing post-
conflict economic recovery, but
it can make a critical contribu-
tion to the process of sociopo-
litical reconciliation.

Remittances
Remittances have also helped
many households to counter-
act transient poverty. Accord-
ing to a recent report from
the International Fund for
Agricultural Development

(IFAD),224 remittances amounted to US$300 billion globally in 2006 and involved over 1.5 million
separate transactions.225 Figure 3.15 indicates the magnitude and range of remittance flows received by
post-conflict countries in relation to their GDP.

While the evidence in not definitive, it seems likely that post-war economies rely more heavily on
remittances than non-conflict economies.226 In any case, it does seem that remittance flows increase
after conflict, with massive surges in a few countries, particularly Bosnia and Herzegovina and
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Figure 3.16 Workers’ remittances in selected post-conflict countries, 2006
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Lebanon (Figure 3.17). As
such, in post-conflict situa-
tions, remittances can con-
tribute to recovery both at the
micro- and the macroeco-
nomic levels (Box 3.4). At the
macroeconomic level, they
can contribute to correcting
balance of payments deficits.
At the household level, they
constitute an income that can
be used in various ways.
They are a stable source of
income security because their
flow is not diminished during
economic slumps—indeed
the flow actually increases
during times of crisis, prompt-
ed by phone calls to relatives
for help.227 Remittances thus can act as an insurance against transient poverty. Furthermore, as part of
households’ strategies to smooth consumption in the presence of shocks, they may be counter-cyclical
and help prevent further decapitalization.228 As described by an interviewee in the Somaliland region:
“Remittances are the backbone of the Somaliland economy... If they were not sent people would not
have survived like this.” 229

A much-debated issue is whether remittances are primarily used towards consumption or investment
expenditures. The evidence on this is unclear, not least because of definitional, conceptual and
methodological problems.230 Strictly speaking, household expenditures on health and education are
consumption expenditures (the sum paid for a visit to the doctor or for school fees, for instance).
However, they do contribute to building human capital. Analytically, consumption spending is not a
problem if it fosters growth through local multiplier effects.231 In addition, where jobs are not avail-
able anyway—as in much of sub-Saharan Africa—remittances can be the only source of income that
keeps young people from living on the streets and resorting to crime for survival.232

The spillover effect may be weak in countries that have to import most goods. In the Somaliland
region, for example, where US$100 million is spent each year on the popular stimulant chat (qat),
even this ‘essential’ product is wholly imported from Ethiopia.233 In extreme cases, remittances may
contribute to a Dutch disease-like effect234 by keeping the exchange rate high and further discourag-
ing domestic production of tradable goods, as happened in Albania and Moldova.235

Thus, a more important question is whether and how remittances can contribute to recovery. There
are contrasting views on the extent to which remittances are used as working capital (to set up shops,
import and export businesses and taxi, bus or trucking businesses, for instance).236 Yet, as discussed
above, even when they are not used for investment in the strict sense, remittances can yield long-term
benefits by building human capital. In Haiti, while around 42 percent of remittances are expended
on food and clothing and only four percent is channelled into business, 30 percent is spent on edu-
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cation and health.237 The evidence sug-
gests that many of these households
would not be able to spend on education
and health without remittances.238 The
advantages of remittances therefore need
to be viewed against the costs of attract-
ing the diaspora back (Box 3.5).

On the negative side, the role of remit-
tances in conflict financing and conflict
relapse has frequently been highlighted.
Some empirical work suggests that the
risk of conflict recurrence is significantly
higher in those countries that have, pro-
portionately, the largest diaspora group
abroad, apparently because of their role in
financing insurgent groups at home.239

Enhancing the role of remittances
In recent years, several big improve-
ments have been made to remittance
infrastructure, increasing the volume of
flows and the efficacy of their dispersal.
In the Somaliland region, for example,
the expansion of international commer-
cial flights and the enhanced availability
of telecommunications have boosted the
remittance economy. Somalis living
abroad can more easily contact their
families at home and are no longer left
wondering if the remittance money they
sent reached their relatives.240 Although
the United States shut down Al-
Barakaat—the largest hawala enterprise
(see below) facilitating fund transfers to
Somalia241—other informal enterprises
appear to have been able to provide
alternative channels.

To enhance the role of remittances in supporting post-conflict recovery, two avenues may be
explored. First, as noted in the IFAD report, while transactions costs have fallen over the last
decade they are still quite high, except in high-volume remittance corridors like Latin America. It
is important to try and further reduce these costs to maximize household receipts and improve the
competitiveness of the formal remittance vehicles. Because, for instance, banks do not operate in
many rural areas, households depend on an informal transfer network; and with the economic
deterioration caused by conflict, the same applies to many urban households. The more quickly
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BOX 3.4 USE AND EFFECTS OF REMITTANCES: 
SOME EMPIRICAL EVIDENCE

Several studies on the use and effects of remittances have been under-
taken. Adams used a household data set from Guatemala to analyse
how remittances affect the spending behaviour of households. His
results show that recipients of remittances spent marginally more on
education, health and housing than on items such as food. For instance,
households receiving internal and international remittances spent 45
and 58 percent more, respectively, on education than did households
with no remittances. Similarly, Kugler found that remittances were
associated with an increase in human capital accumulation in recipient
households in Colombia (11 percent higher spending on education).
Kugler also identified potential benefits to aggregate education and
employment through spillover effects. Edwards and Ureta used data
from El Salvador to analyse the effect of international remittances on
households’ schooling and found that remittances reduced school
dropouts much more than other sources of income (10 times more than
other income in urban areas and 2.6 times more in rural areas). Acosta
et al. analysed household surveys of 11 Latin American countries and
found that “access to remittances”was positively and significantly asso-
ciated with higher educational attainment in six of them. Only in two
countries (Dominican Republic and Jamaica) was the effect always
non-significant. They also found that the impact of remittances
changed in the various countries by gender and across rural and urban
areas. Yang found that the positive income shock to households in the
Philippines in the form of an increase in remittances due to an appreci-
ation of the migrant’s currency against the peso resulted in higher
human capital accumulation (more spending in education, less child
labour and more child schooling). Yang also studied the effect of an
increase in remittances on entrepreneurship, and found that the num-
ber of hours worked in a household enterprise (self-employment), and
the likelihood of starting relatively more capital-intensive household
enterprises, were both increased.

Sources: Adams, 2005; Kugler, 2005; Edwards and Ureta, 2003; Acosta et al., 2007;
Yang, 2006.



financial institutions can reach the poor
and rural households, the faster trans-
actions costs are likely to fall. It is
important to explore the inclusion of
remittance intermediation in the port-
folio of microfinance institutions.

The more people know about the advan-
tages of the formal system, the more like-
ly it is that they will use it. An innovative
attempt to reduce the information deficit
is a website that provides comparative
information on methods of remitting
money from a range of European coun-
tries to 34 countries in the developing
world, including Afghanistan, Bosnia
and Herzegovina, Rwanda and Sierra
Leone.242 This may be helpful where a
wariness of formal methods of transfer
stems partly from a lack of information.243

Second, the IFAD report also suggests that banks could leverage the development impact of remittances
by setting up account-to-account transfer systems rather than cash-to-cash, as is predominantly the case
now. The idea of cross-selling financial services to recipients of remittances, after they have built up a
credible credit history, is one that the report also proposes as a way of leveraging the impact of remit-
tances. Some good practices may be found in countries with a sophisticated institutional framework for
reaching out to the diaspora. For example, Brazil and Ecuador channel remittances to entrepreneurship
projects using specialized banks, and Morocco and Senegal have commercial banks that offer special
services for migrants.244 At the receiving end, Home Town Associations have sometimes begun organiz-
ing recipients to pool resources into productive projects.245 However, both the account-to-account and
the cash-to-cash transfer systems require decent telecommunications infrastructure that may not always
be available. In contrast, the hawala system (Box 3.6) provides a good example of a locally grown system
capable of operating in post-conflict landscapes where institutions and infrastructures are weak.

In conclusion, remittances already provide a key means of alleviating poverty. Indeed, their impact
can be even greater per unit than that of traditional foreign aid, because they go directly to house-
holds and increase consumption and saving without leakage to the bureaucracy. However, remit-
tances could be even more useful in post-conflict economies if they were better leveraged to support
productive investments.

3.8 Indigenous drivers and external assistance frameworks
The basic message of this report is that economic recovery is quicker and more sustainable when it
supports and builds on indigenous drivers because local actors are the best placed and have the
strongest long-term incentive to engage in activities conducive to sustained economic recovery.

Typically, however, these spontaneous, locally grown efforts are not sufficient to meet the needs and
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BOX 3.5 LIBERIANS IN THE US: BETTER TO STAY OR RETURN? 

During Liberia’s civil war, 3,600 Liberians were granted temporary protection

in the United States, and some of them have been living there since 1991.

They were scheduled to return home in September 2007 but many of them

send money to relatives in Liberia and will not be able to do so when they

return. Miatta Yawson, for example, says around 20 people in Liberia—

aunts, uncles, cousins, nieces and nephews, many of whom live together in

a makeshift shack—depend on the money she sends each month from the

home she and her husband now own in a Philadelphia suburb. In

Minneapolis, meanwhile, so many Liberians work in healthcare that hospital

and city officials have begun lobbying to let them stay. Similar protected sta-

tus was cut off by the United States in 2004 for several thousand Sierra

Leoneans, who then had to return to Sierra Leone.

Source: Ludden, 2007.



challenges on the ground. Development
assistance remains necessary but it should
harness, build on and remove impediments
to indigenous drivers. If development sup-
port respects local conditions and people’s
actual circumstances, and is embedded in
and strengthens local capacities in the long
run, it is more likely to be successful and
the results self-sustaining when external
assistance is reduced. This implies using
and strengthening local skills, labour and
networks to the greatest extent possible so
as to generate local spillover and stimulate
knowledge and capital accumulation.

The emphasis on indigenous drivers
indicates a need to re-examine the
development assistance frameworks that
are most often deployed immediately
after wars end. Instruments such as
PCNAs typically entail asking questions
about the distributive impact, inclusive-
ness, sustainability and effects on local
capacities of existing initiatives.248

However, they usually stop short of full
capabilities assessments entailing an inventory of local knowledge and domestic initiatives. More
importantly, there is a recurrent concern that, even with their shortcomings, the results of PCNAs
are often not taken fully into account in constructing post-conflict financing mechanisms, in
making resource allocation decisions and in designing and prioritizing programme interventions.

In the case of poverty reduction strategy papers (PRSPs), the long-standing concern about the lim-
itations of the process of building broad-based support across central and local governments and in
the public consciousness applies with greater force in post-conflict settings. The 2005 World
Bank/IMF review of the PRS approach acknowledged that, while the process has expanded the space
for dialogue over time, participation has remained broad rather than deep.249 Parliaments, for
instance, are often not fully engaged, and the PRS process has had limited impact on discussions of
the macroeconomic framework and related structural reforms.

The challenge of developing and implementing the PRS is even more daunting in post-conflict
countries. The realities in these countries impose additional constraints on the capacity of their
national leadership to lead the dialogue. Yet, the PRS process must also reflect the security, political
and humanitarian imperatives and it must be conflict sensitive. Fortunately, there are some good
practices that could be more widely adopted. Burundi, Rwanda and Sierra Leone examined issues of
regional disparities, unequal access and ethnic dynamics in their analysis for the PRS. Bosnia and
Herzegovina adopted a conflict-sensitive participatory process that included all regions and ethnici-
ties and was approved by parliament.250
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BOX 3.6 HAWALA MONEY TRANSFERS 246

In the absence of formal money transfer systems provided by commercial

banks or enterprises—or simply because formal systems are unwieldy or

expensive—remittances are often transmitted through informal money

transfer systems, including the famous hawala system in countries like

Somalia. This is a trust-based money transfer system that moves as much as

US$1 billion into Somalia every year. The remitter gives a hawala agent in

London, for example, the sum in cash, paying a commission of perhaps five

percent. The agent deposits the cash in a local bank account to be transferred

to the hawala company bank account in Djibouti or Dubai. The agent then

alerts the clearing house in a regional Somali capital (or, most often,

Mogadishu). The clearing house, in turn, passes the details (probably by cell-

phone) on to whichever agent is geographically closest to the intended

recipient. Usually the recipient will already have been contacted directly by

the remitter to let them know the money is coming, and will then contact

the agent. The agent cannot rely on official identity papers in Somalia, so will

quiz the recipient about clan lineage and other questions provided by the

remitter before delivering the money. The whole transaction is usually com-

pleted in 24 hours.247

Source: Omer, 2003.



MDTFs have a special importance in post-conflict settings as donors may be uneasy about chan-
nelling resources directly in the form of budget support because of weakened national structures and
financial safeguards. While they constitute a small share of overall aid flows, they are sometimes
mandated in peace agreements or established as a collective external funding response to a PCNA as
a precursor to direct budget support. ‘Single-purpose’ MDTFs can be valuable as vehicles to support
such areas as civil service salary payments and DDR. Despite their link to national needs assess-
ments, however, ‘multi-purpose’ MDTFs have not been strongly driven by an overall strategy. Rather,
the grant-giving nature of the funding vehicle has led to a ‘projectization’ of resource allocation.
Issues such as prioritization, sequencing, modalities of assistance and equity in coverage (demograph-
ic, geographic and social vs infrastructure investment, for instance) that may have been highlighted
in the PCNA are frequently diminished or lost once funding starts flowing.

On the other hand, MDTFs offer a precious platform for dialogue among donors, the host govern-
ment and other actors (e.g. NGOs) on good practice, aid policy, prioritization and objective setting,
project standards and implementation arrangements—all of which can provide some capacity devel-
opment and trust-building spin-offs. Recent reviews of MDTFs by the UNDG and by the World
Bank in 2006 identified significant potential added value as an impetus for broader aid coordina-
tion (including greater alignment with national priorities), attracting non-traditional donors and
pooling risk. Higher levels of participation in MDTF-like pooled funding mechanisms can consti-
tute an important antidote to earmarking and lack of coherence (though many believe that it is pre-
cisely because of restrictions on earmarking that MDTFs continue to channel such a small
proportion of overall flows).

In response to the special needs and circumstances of post-conflict countries and high costs of dis-
engagement, the international financial institutions (IFIs), and to a lesser extent bilateral donors,
have been revising aid allocation policies and procedures to enable them to act more quickly and
more flexibly in fluid conflict-affected environments (Box 3.7).

The analysis in this chapter indicates the need to improve the process of post-conflict recovery sup-
port from needs assessment, to development of plans and programmes utilizing consistent standards
and criteria, to financing. The indigenous driver approach suggests a process that has nationals
clearly in the lead, even while recognizing the challenges of a fully inclusive exercise in an immedi-
ate post-war setting. The process would incorporate a common approach to defining the recovery
challenge. It would make prioritization and sequencing explicit; include a robust needs and capac-
ity assessment; and make capacity development, conflict risk assessment and a full analysis of gen-
der roles explicit in project design. It would develop an implementation scheme that maintains full
transparency (including through a public information campaign). It could provide a platform for
standard setting in each country context, related to such issues as local procurement, geographic dis-
tribution and equity, full gender mainstreaming, costing methodologies and sequencing into longer
term investment planning (including MDG assessments and PRSPs), and channelling of resources
to local institutions. Because of the proxy role the multi-purpose MDTF tends to play in the coun-
try-level aid coordination architecture in the early post-conflict period, it could be an ideal instru-
ment for such a coherence platform if there is sufficient political will on the part of the major
players. When started early (before full national assessment, which can take many months after the
signing of a peace agreement), the establishment of an MDTF can assure discretionary early recov-
ery capital to support local coping and economic regeneration initiatives. Once a full assessment
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process (like a PCNA) has been completed, the MDTF provides the platform for predictable,
unearmarked multi-year financing according to the peacebuilding and sequencing storyline agreed
in the PCNA and resulting plan (assuring continuity into the implementation phase, decisions on
resource allocation and project methodologies). MDTFs can be a feasible mechanism for focusing
on sensitive issues such as land and property rights, and provide a risk-sharing mechanism for crit-
ical early venture capital to restart local economies and private concerns that may not be attractive
to individual donors in uncertain post-conflict settings.

Critics sometimes fault MDTF administering agents for charging excessive overheads or favouring
their own projects over national/local initiatives. The unequivocal position of this report is that
national and local initiatives should get clear precedence. Even if in the early stages such initiatives
need some external support, exit should be quick. As for the overhead charges, they are an unavoid-
able cost of business. Financial and technical intermediation does cost money, particularly in situa-
tions of transitional governments, weak or uneven national and local capacities, and weak or
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BOX 3.7 NEW APPROACHES BY THE IFIS

The World Bank’s International Development Association (IDA) is using several new modalities to improve aid allocations and has expanded its

ability to support post-conflict recovery through increased financial resources and a new policy framework with changed allocation procedures

for severely impacted post-conflict economies. Special post-conflict assistance is available in excess of what these countries would normally be

allocated based on performance (as measured by the Bank’s Country Performance and Institutional Assessment—CPIA).251 Traditionally, IDA’s

performance-based allocation system provides resources based on a complex formula incorporating the CPIA, population, the gross national

income per capita, portfolio performance and governance assessments, although the measure also does factor in country needs. Moreover, grant

financing is being used with greater frequency in post-conflict settings in order to alleviate the debt sustainability burdens of the recipient gov-

ernments. Under both IDA 13 and IDA 14, there is an increased concessionality of IDA assistance and a greater attention to countries’ risk of debt

distress. In parallel, in 2004 the Bank created a LICUS Trust Fund of US$25 million for low-income countries under stress, now the Fragile and

Conflict Affected Countries Program. A Post-Conflict Fund has also been developed as an important operational vehicle to ensure greater

resource transfer to post-conflict countries, although the money dispersed from both funds has not been large. Also, greater focus has been

placed on improvements in donor coordination, coupled with strengthened national ownership through the PRSPs, in order to improve the tim-

ing and programming of aid disbursements.

The overall goal of the various instruments is to improve the predictability of resource flows to post-conflict countries, strengthen the basis for judg-

ing resource needs, and ensure equity of treatment across countries and regions. IDA management has developed a new methodology to monitor

post-conflict progress indicators, indicators that are used to measure changes in post-conflict countries and that are more heavily weighted to issues

not captured in the CPIA. In sum, the challenge for IDA, as for other donors, will be to increase both the volume and predictability of flows and incor-

porate the special needs and circumstances of post-conflict countries without jeopardizing the performance-based allocation system.

In parallel, as part of a greater plan to prioritize financial aid and technical assistance for African countries emerging from conflict, the IMF has

approved an Emergency Post-Conflict Assistance (EPCA) in support of economic reconstruction after natural disasters or conflicts. Providing both

technical assistance and policy advice, EPCAs are focused on countries where there are strong balance of payment difficulties after violent con-

flict and a need to strengthen reserves, and where conflict has been disruptive of country institutional and administrative capacity. Potentially

faster disbursing than traditional IMF instruments, such as the poverty reduction and growth facility (PRGF), EPCAs also have the added bene-

fit of having as a prerequisite arrears clearance only to the Fund (as opposed to the Paris Club and other donors).

Source: World Bank, 2004a; IMF, 2008a.



non-existent banking systems. This understanding is intrinsic to the design of the MDTF as it rec-
ognizes that national systems cannot yet accommodate direct budget support or provide all necessary
intermediation services. Perhaps a more important focus is not
on the overheads themselves (which are frequently monitored
closely by multilateral governing bodies) but rather on the seri-
ousness of the efforts to engage national and local capacities and
to strengthen these capacities (which may incur higher interme-
diation costs at the beginning), and on the exit strategies—
established from the outset—to hand over to national/local
partners according to defined and monitorable benchmarks.

3.9 Conclusion
Summarizing broadly, three overarching considerations emerge
for nurturing indigenous drivers of economic recovery. These are
conflict sensitivity, gender equity and context appropriateness.

In supporting recovery, external assistance must avoid aggravating
tension points. Indeed, it should seek to significantly reduce them. Chapter 2 showed that the existence
of high levels of horizontal inequalities predisposes countries to conflict. Where this has been an impor-
tant factor, post-conflict policies should aim to reduce such inequalities. This involves assessing their
extent and introducing appropriate policies to address them. For example, where horizontal inequalities
are manifest in the marginalization and exclusion of certain groups, external support should seek to pro-
mote participation of those groups in decision making. Promoting an inclusive political system is crit-
ical where exclusion is severe, as this can be a clear and immediate threat to peace.

Policies to tackle socioeconomic inequalities can be direct or indirect. Direct policies target particu-
lar groups with respect, for example, to group shares of education, employment or investment.
Indirect policies are universal in application but have the effect of improving the relative position of
particular groups. Direct policies have been adapted to improve the position of particular groups in
Canada, Malaysia, Northern Ireland, South Africa and the United States. One approach is the use
of procurement as a way of enforcing anti-discrimination laws; another is to enforce affirmative
action targets; a third way is to stimulate entrepreneurial activity among particular groups.

In the United States, public sector contracts have been used to tackle under-representation of
minorities, and the Public Sector Works Employment Act of 1977 requires that at least 10 percent
of every local works project grant goes to minority businesses. In Malaysia, Bumiputra (ethnic
Malay) companies receive a margin of preference in competing for contracts. In South Africa, poli-
cies adopted to correct the gross black–white inequalities include targeted procurement and a black
empowerment objective to enhance black ownership of private capital. Direct policies have also been
used to improve the position of women, both politically and economically—for example, by institut-
ing microfinance for women only, or by setting targets for female education or employment.

Indirect policies can be effective where, as is often the case, particular groups are regionally located—
so that regional infrastructure can be designed to reduce inequalities. This has been the approach
recently adopted in Nepal, after years during which these issues were neglected.252 Progressive sys-
tems of taxation and expenditure—favouring poorer people—also contribute to reducing group
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inequality.253 This needs to be considered in the design of both direct and indirect taxation. Land
reform may also be important, where land distribution favours one group over another. Inequalities
in land ownership among ethnic groups in Kenya and between whites and blacks in Zimbabwe have
been a source of resentment and, sometimes, violent disputes.

The importance of fully integrating gender considerations in all post-conflict policies and pro-
grammes has been emphasized throughout this chapter, but it bears restating for two main reasons.
First, ensuring that women and girls have equal access to employment opportunities, education,
health and finance is a moral imperative and is central to the notion of human development.
Second, women and girls are key economic and sociopolitical assets in the recovery process.
Rwandan women played a critical role in economic recovery in the aftermath of the 1994 geno-
cide. In this traditionally patriarchal society, where women were not previously visible in the eco-
nomic structure, they mobilized themselves to take on roles traditionally played by men. They
formed associations and cooperatives for social and economic reconstruction and led community-
based economic initiatives, such as housing construction, coffee cultivation and handicrafts. They
also organized themselves to build schools, as with ASOFERWA (Association de solidarité des
femmes Rwandaises), which is credited with having built the first model village (also called ‘peace
village’), provisioned with water, electricity, and education and health infrastructure. Through this
initiative ASOFERWA also fosters peace and reconciliation, as its schools are attended mostly by
genocide orphans and children of genocide suspects.254

The issue of gender equality has attracted considerable attention in the international community over
the last decade. United Nations Security Council Resolution 1325, passed in October 2000, requires
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among other provisions equal participation for women in decision-making and peace processes.255

While conflict and violence have an impact on both women and men, the effects are different. The
social changes brought about by war disrupt normative gender roles and can profoundly affect
women’s and men’s livelihoods strategies in the aftermath. Armed conflict may mean that an indi-
vidual’s ability to make a living is compromised, but it can also have the effect of forcing people to
learn new skills. It is imperative, therefore, that gender analysis is central to PCNAs, as well as to
project and programme design. Moreover, women must be equal participants in these processes.

The indigenous driver approach requires finding the right balance between historical, immediate and
long-term considerations. This means ‘building back differently’ as necessary, rather than merely
‘rehabilitating’ what previously existed. It means reconciling the need for quick and visible gains with
considerations of the long-term requirements of recovery. In essence, a ‘good’ programme is one that
is optimally adapted to the local context by taking full account of local and national capacities and
seeking to build on existing practices in a creative manner. It is one where local communities are
actively engaged in strategic decision making, even as they consciously seek to build bridges across
old sources of tension.

The analysis in this chapter has highlighted the importance of the interaction between, on the one
hand, the demographic profile and dynamics of the conflict-affected society and, on the other, the
dominant modes of livelihood. The nature of recovery activity and therefore of the indigenous
drivers depends very much, for instance, on whether the population is mainly rural or urban; on
whether it is younger or older; and on how extensive the conflict-induced displacement of people
is. These questions underscore the importance of analysing the nature of indigenous drivers with-
in specific demographic contexts.

Good physical infrastructure and physical security create a context in which economic activity can
take place most efficiently. Human capital, financial resources and local institutions constitute the
micro- and meso-level assets and resources through which the goods and services that signal recov-
ery can be generated. Employment policies and private-sector development are crucial for sustained
recovery. The priorities for policy makers are to remove obstacles to economic activity, enhance
incentives and intervene to provide direct support where necessary. In every case policy must be
designed in a conflict-sensitive manner. These micro- and meso-foundations of economic recovery
can, in turn, be reinforced or undermined by the way macroeconomic reforms are undertaken. This
is explored in the next chapter.
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4.1 Introduction
One of the most daunting challenges facing countries in post-conflict recovery is designing and imple-
menting a macroeconomic policy regime that is appropriate to their particular circumstances. The high
risk of conflict recurrence detailed in Chapter 2 creates an additional sense of urgency. Ideally we could
visualize a virtuous circle whereby peace allows communities to regain their land and livelihoods, which
raises their incomes. Increasing incomes not only contribute to fuelling economic activity, they raise the
opportunity cost of conflict relapse to potential combatants. But economic recovery is a fragile, com-
plex process, and its determinants are as much political as they are economic. Should the process be
derailed for any reason, political or economic, the unravelling could also be cumulative.

Political and economic stability tend to be mutually reinforcing, and yet in the immediate aftermath
of war tensions often arise between political and economic stabilization objectives. For instance, large
post-war fiscal deficits may induce governments to defer salary payments, fuelling discontent and
unrest.1 It is critical, therefore, for post-conflict economic policy design to recognize the political
dimension and the incremental nature of the recovery process.

Lowering the probability of conflict relapse and consolidating peace have to be fundamental priorities in
the making of post-conflict macroeconomic policy. As discussed in Chapter 2, conflict is typically pre-
ceded by a combination of horizontal inequalities, a skewed distribution of the economic surplus and
resource rents, and poor overall socioeconomic performance. In other words, almost by definition, con-
flict suggests that some groups have not benefited from or con-
tributed to economic activity as much as they could have. Further,
conflict also implies that some groups have been seriously harmed
or have harmed others, creating intense mutual resentment.

Recognizing this reality, economic policy must aim not just to
rebuild what was destroyed by war or recreate the status quo from
before the conflict; it must seek to break with the past. This means
pursuing policies that are conducive to more inclusive growth and
enhanced human development. Stronger growth is associated with
rising incomes and expanding opportunities for human develop-
ment. In the post-conflict setting, economic policy must con-
sciously and actively cultivate broad-based growth and
development as part of the peace consolidation agenda.

Another implication of the structural, institutional and social capital damage brought by conflict
is that repair will take time, and recovery must be an incremental process. Policy makers must
rank multiple high-order priorities and build on the early dividends and the promise of peace to
convince domestic and external actors to engage and invest. Such an approach will increase the
likelihood of economic recovery as a self-fulfilling prophecy. The special challenge for post-con-
flict macroeconomic policy then is to kick-start the engine of economic activity, stoke it contin-
uously without choking it off, and create an enabling environment for long-term change based on
a cumulative strengthening of the indigenous drivers of economic recovery.

For post-conflict countries, this is a tremendous task. Conflict typically leaves countries with severe
macroeconomic problems. A shrunken economic base, moderate to high inflation, chronic fiscal deficits,
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high levels of external and domestic government debt and low domestic government revenues are among
the more prominent features of these economies. These factors heavily constrain the functioning of the
state and limit its ability to provide basic services, and often to cover its recurrent expenditures.The weak
fiscal and current account positions signal difficulty in marshalling the resources required to jump-start
the economy. A volatile international environment, characterized by trade fluctuations and hard-to-pre-
dict aid flows, results in considerable loss of policy maneuvrability. Concomittantly, growing arrears to
both foreign and domestic creditors disqualify many post-conflict countries from immediate debt relief.

The task of breaking the so-called conflict trap is not insurmountable. There are well-known histor-
ical examples of countries that enjoyed a successful recovery in the term’s most stringent sense, such
as post-World War II (WWII) France and Vietnam since the 1980s.2 Even more recently, some
much poorer war-affected countries have managed to break with the past and staged reasonable, even
impressive recoveries. Mozambique and Cambodia are examples. Luck may have played a role, but
in most cases these countries have managed creatively the instruments and resources of economic
policy that governments have at their disposal. The lessons from successful recoveries indicate that,
in addition to the usual fiscal, monetary and exchange rate policies, the post-conflict policy regime
must include employment policy and business environment policy.

These issues are the subject of this chapter. As with other dimensions of recovery described in
preceeding chapters, macroeconomic policy must be conflict-sensitive, context-appropriate and
pragmatic in order to sustain recovery as well as peace. The next section describes the different
dimensions of economic recovery and highlights the diverse experiences and trajectories of 29
countries that have emerged from civil conflicts since the end of the Cold War in 1989. Many of
these countries were not performing well even before conflict; in fact, in roughly a third of them
growth was negative before conflict. Also, during conflict, GDP per capita fell by more than 25
percent in over half of the sample. Nevertheless 11 out of the 29 countries have staged fairly
robust economic recoveries, with post-conflict GDP per capita growth averaging 4 percent or
higher.3 Perhaps more importantly, these countries grew significantly faster than before conflict
started (Table 4.1). We recognize, however, that growth alone cannot fully define recovery. We
therefore complement the growth story with a review of inflation and inclusiveness as key dimen-
sions of economic recovery.4

The following section examines more closely the macroeconomic drivers of recovery. We look for ele-
ments in the policies and the policy process that may explain the diversity of recovery experiences.
We review approaches to monetary policy and fiscal policy as well as the management of ODA. We
also look at trade and investment facilitation, and debt management. We note broad differences with
respect to sequencing, nature and pace of reforms, as well as issues of competitiveness and policy
credibility. We review the question of restoring monetary and financial oversight, and we examine the
major fiscal considerations: revenue mobilization, the tax regime and fiscal autonomy. On the expen-
diture side, we examine how countries in recovery have balanced the tension between the require-
ments of macroeconomic stability against sustaining social and political stability.

4.2 Economic recovery in practice
How is economic recovery best described, given its multifaceted and multidimensional nature? This
section attempts to capture and describe the various aspects of economic recovery as it is actually hap-
pening in a group of 29 post-conflict countries for which reasonably robust data are available.
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Determining how far a country is along the path of economic recovery requires some criteria and
benchmarks to assess progress. As a first approximation, the growth of per capita output is used to get
a sense of the extent to which countries are recovering. We split a set of 29 countries where conflicts
ended after 1989 into two groups: one group contains those countries that have experienced sustained
GDP growth per person for a significant period after conflict, the other is comprised of those that have
not.5 The first group includes those countries that have met two criteria:

n post-war GDP per capita growth averages 2 percent per year or higher;6

n average post-conflict growth rate is higher than pre-conflict, hopefully indicating a break
with the past or a transition to a new higher growth path.

The results indicate that just about two-thirds (18) of the countries for which data are available have
fared reasonably well in the first few years after conflict. As introduced in Chapter 3, we refer to this
group as SGR (Strong Growth Recovery) countries, with perhaps half of the members of this group hav-
ing clearly moved to a much stronger and sustained growth path. The other one-third (11) of countries
in our set have experienced significantly weaker recovery. We call them WGR (Weak Growth Recovery)
countries. Tables 4.1 and 4.2 list the countries in each group.7
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Country, start and
end dates considered

Average annual
pre-conflict 1

GDP per capita growth

Span of
conflict
(years)

Average annual
in-conflict

Number of
years post-

conflict 4

Average annual
post- conflict

Post - minus
pre-conflict growth5

(percentage points)GDP per capita growth GDP per capita growth

Table 4.1 Strong Growth Recovery (SGR) countries

1 Starting from 1970 unless otherwise mentioned
2 Data start in 1991
3 Data start in 1986
4 Up to 2007
5 A positive difference indicates an improved performance over GDP per capita pre-conflict growth rates, or a potential break with the past

Source: Authors’ calculations based on World Bank, 2007a; IMF, 2007a; and Heston, Summers and Aten, 2006.



Figure 4.1 shows the average
GDP per capita growth tra-
jectories of both groups pre-
and post-conflict. It shows
that the average per capita
growth for SGR countries was
significantly lower than that of
the WGR group during con-
flict (–7 vs –3.1 percent on
average). At the same time,
average per capita growth
rebounds more sharply and
remains higher for SGR
than for WGR countries.
Admittedly, such an observa-
tion must be viewed with cau-
tion. It could be the case that
the post-war GDP per capita
of SGR countries grows much
faster than that of the WGR
countries simply because of the
sharper drop during, and espe-
cially, as Figure 4.1 shows,
right before the end of conflict.9
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Country, start and
end dates considered

Average annual
pre-conflict 1

Span of

conflict

(years)

Average annual

in-conflict

Number of

years post-

conflict 2

Average annual

post- conflict

Post - minus pre-

conflict growth3

(percentage points)

Burundi 1991–2002 1.8% 12 -2.9% 5 0.4% -1.3

Congo, R ep. of 1993–1999 2.1% 7 -1.4% 8 1.8% -0.4

Côte d'Ivoire 2002–2003 -0.6% 2 -3.2% 4 -0.1% 0.5

E l S alvador 1979–1991 2.0% 13 -2.5% 16 1.9% -0.2

Eritrea
4

1974–1991 1.1% 18 -0.9% 16 1.2% NA

Guatemala 1965–1995 NA 30 0.9% 12 0.6% NA

Guinea-Bissau 1998–1999 0.4% 2 -13.2% 8 -3.2% -3.5

Haiti 1991–1995 -0.3% 5 - 4.9% 12 -0.1% 0.1

Namibia 1973–1989 -2.8% 17 -1.0% 18 1.6% 4.4

Nicaragua 1978–1990 1.7% 13 - 6.8% 17 0.8% -0.9

Papua New Guinea 1989–1996 0.7% 8 1.7% 11 -1.2% -1.9

Average 0.6% 11.5 -3.1% 12 0.3% -0.4

GDP per capita growth GDP per capita growth GDP per capita growth

Table 4.2 Weak Growth Recovery (WGR) countries

1 Starting from 1970
2 Up to 2007
3 A positive difference indicates an improved performance over GDP per capita pre-conflict growth rates, or a potential break with the past
4 Until the end of the war in 1991 Eritrea is considered as part of Ethiopia and the same figures are reported for both countries

Source: Authors’ calculations based on World Bank, 2007a; IMF, 2007a; and Heston, Summers and Aten, 2006.
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Figure 4.1 GDP per capita growth: SGR versus WGR countries8
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per capita GDP growth for all countries with data (weight is share of country’s population in total group’s population). See
Data Appendices for details.



Indeed, such early but transient ‘rubber band’ effects have been observed in several countries including
Bosnia and Herzegovina, Georgia and Lebanon, as well as Rwanda, Sierra Leone and Afghanistan, which
grew at double-digit rates on average for the first three years after conflict.10 However, as Figure 4.1 also
shows, it is remarkable that when weighted by the share of population in the sample, the drop in growth
rate is quite similar for both groups, but their post-conflict trajectories still diverge substantially.

The true nature of an early and sharp post-conflict growth surge can be difficult to discern if it is not
sustained.11 It is noteworthy that growth remains significantly higher over a longer period for SGR
countries than for WGR countries, both in terms of simple and weighted averages.12 It could be con-
jectured that an early surge in growth brings benefits and dividends that help kick-start the recovery
process and put the country on a higher growth path.

The average post-war growth performance in the SGR group is 5.7 percent annually, in sharp con-
trast to a near stalling (0.3 percent) on average in the WGR group over very similar average recovery
periods of about 11–12 years.13 It is worth pointing out that the average pre-conflict growth perform-
ance of WGR countries was actually better than that of the SGR countries: 0.6 percent vs –0.8 per-
cent (0 percent without the strongly negative growth performance of Bosnia and Herzegovina). The
difference in their medium-term trajectories is all the more striking. There does seem to be a signifi-
cant difference between the ‘growth experiences’ of the members of the two groups.14

Within the SGR group, Cambodia, Mozambique, Rwanda and Uganda had impressive sustained
GDP per capita growth as shown in Figure 4.2.
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Figure 4.2 GDP per capita in selected SGR and WGR countries (year conflict ended, group)
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Cambodia and Mozambique display particularly impressive growth performances, with a doubling
of their real GDP per capita within 15 years after war, at an average (annualized) growth rate of 5
percent and 5.5 percent, respectively. Uganda’s real GDP per capita increased by 50 percent between
1991 and 2007 and Rwanda’s by nearly 70 percent between 1994 and 2007 (at average growth rates
of 2.9 percent and 4 percent, respectively). Even with such achievements, it took Mozambique and
Uganda over 20 years (just about a generation) to reach (and, in the case of Mozambique, largely
surpass) the highest level of GDP per capita they had achieved in the five years leading up to war.
As of 2007, Cambodia and Rwanda still had not quite reached that level. El Salvador, with a decent
1.9 percent average annual growth rate since its 1991 peace accord (which puts it at the doorstep of
the SGR group), has also surpassed its pre-conflict level of GDP per capita. Other countries, such
as Guatemala and Nicaragua, seem not to have been able to find a path to sustained high growth.

An important manifestation of successful recovery is obviously the absence of conflict recurrence. On
that count, stronger growth does seem to reduce the risk of conflict relapse, since only about one in
five SGR countries have experienced major conflict recurrences, while the recurrence rate for WGR
countries is about 40 percent, twice as high.15

4.3 Inflation and recovery
While the growth performace of countries affected by conflict varies, high inflation is typically its corol-
lary. Sometimes hyperinflation occurs, as in Nicaragua where inflation reached 13,000 percent in 1987
(See Data Appendices). Figure 4.3 shows that inflation in the five years before the end of war can reach

very high levels.16 The average
exceeds 1,300 percent for
WGR countries three years
before peace, but this is driv-
en entirely by Nicaragua.
Excluding this country, infla-
tion is consistently and sub-
stantially lower for WGR
countries in the five years
leading to the end of conflict.

Still excluding Nicaragua, the
average rate of inflation in
WGR countries remains lower
than in SGR countries for sev-
eral years (five or six) after the
end of war, when the situation
reverses with both rates falling
to single digits (Figure 4.4).
Interestingly, Figure 4.4 also
shows that the stronger earlier
growth performance of SGR
countries was achieved in spite

of high rates of inflation (70 percent one year after the end of war, when growth per capita reaches 8.9 per-
cent), while WGR countries did not seem able to take much advantage of continuing reasonable inflation.
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Figure 4.3 Inflation before the end of war: SGR versus WGR countries 

Source: IMF, 2007b.

Note: Inflation measured as change in consumer prices (annual %). The SGR group does not include Afghanistan, Bosnia and
Herzegovina, Croatia and Georgia; the WGR group does not include Namibia.



There is also evidence of the
complexity of the growth-
inflation dynamic at the
country level. The Republic 
of Congo, the Democratic
Republic of the Congo, Chad
and Burundi all brought down
inflation to single digits the
year after conflict ended. The
Democratic Republic of the
Congo and Chad had reason-
ably strong recoveries, but in
both cases inflation was back
in the double-digit range a
few years later. Inflation
remained low in the Republic
of Congo, but the growth per-
formance has been consistently
poor. In Mozambique and
Uganda, among the strongest
growth performers, inflation
averaged 50 percent and 25
percent per year, respectively,
for four years after conflict,
while average per capita
growth exceeded 5 percent
and 2.5 percent per year over
the same period. Unambig-
uously, however, inflation
abated as growth picked up
(Figure 4.5).

Average inflation fell dramat-
ically in SGR countries dur-
ing the first five post-conflict
years (and continued to drop
later). Across all post-conflict
countries, as Figure 4.6
shows, increasing growth is
typically associated over time
with declining inflation.
Equally important perhaps,
Figures 4.5 and 4.6 also suggest that high inflation rates and high growth rates are not incompatible,
even though over the medium run they seem to be inversely correlated. In sum, these different results
clearly indicate that low inflation is not a necessary or sufficient condition for high growth in the early
recovery period and that recovery may temporarily combine high inflation and high growth rates.
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4.4 Growth 
inclusiveness 
and human 
development 
during recovery
Recovery is likely to be more
sustainable when it benefits
all, rather than only a small
proportion of the population.
It is now generally recognized
that economic growth does
not automatically benefit the
poor. Where, for instance, the
major driver of post-conflict
economic growth is a capital-
intensive resource extractive
industry, the benefits may
reach only a small fraction of
the population. In Angola, for
example, as in most mineral-
rich countries, investment by
foreign investors in the oil
sector has led to high eco-
nomic growth, but that
growth has not yet generated
significant backward or for-
ward linkages to the broader
economy nor generated sub-
stantial employment.17

On the other hand, when
economic growth stems from
activities that engage a large
segment of the population
and where the gains can be
marshalled to broaden the
tax base and provide revenue
for services, a more inclusive
outcome can emerge. Such
an outcome can contribute to
reducing the risk of conflict
relapse because rising

incomes tend to make combat less attractive—in other words, as previously noted, they raise the
opportunity cost of engaging in conflict. There is some evidence that the stronger growth enjoyed by
some countries has been associated with significant inclusiveness. A growth incidence curve for
Mozambique, comparing 1996 (when the first major household survey took place) and 2003 shows
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that growth has been both rapid and broadly inclusive,18 as the consumption of all groups increased
between 2 percent and 5.5 percent during the period 1996 to 2002 (Figure 4.7). Though consump-
tion of the bottom 2–3 percent of the population grew at just over 2 percent annually, in contrast to
the 4.5–5 percent growth rates enjoyed by the richest deciles, this contributed to a significant decline
in the prevalence of poverty, from just under 70 percent to about 54 percent.19

The main reason growth—as measured by growth in consumption—has been inclusive is its source
in the agriculture sector, which employs the vast majority of the working population. In particular,
investment by large private wholesalers in recreating grain markets has benefited food-deficit and
poorer households.20 The creation of livelihoods for small producers, especially in the agriculture and
rural non-farm sectors, was thus an important by-product of macroeconomic reform. Yet Figure 4.7
also shows that the consumption gap between the rich and the poor widened during that time, high-
lighting the fact that inclusive growth does not necessarily mean ‘pro-poor’ growth (i.e. growth which
benefits the poor disproportionately).

Uganda’s mixed record on inclusive growth is also instructive. When agriculture boomed during the
1990s growth was inclusive. From 2000 to 2003, agricultural growth lagged, due in part to low cof-
fee prices, and the majority of the rural poor saw their incomes drop. Overall, poverty fell sharply
during the 1990s from about 55 percent to 34 percent, then rose somewhat to 38 percent in 2003.21

Evidently, strong agricultural growth made growth more pro-
poor and inclusive during the 1990s. These experiences high-
light the importance of focusing on those sectors that employ
the vast majority of the population if recovery is to be inclusive.

We also compare inclusiveness between our two groups using
the World Bank’s Country Policy and Institutional Assessment
(CPIA) ratings22 (Figure 4.8 and Table 4.3) for fifteen SGR and
eight WGR countries for which they were available in 2007.23 It
appears that the SGR countries sampled tend to implement
more inclusive policies than the WGR countries sampled, with
a 13 percent higher average score for the ‘Policies for social inclusion/equity’ cluster.24 Furthermore,
the SGR countries outperformed the WGR countries in all five sub-categories of the cluster: SGR
countries score 18.3 percent higher for “building human resources” (education and health services),
14.4 percent higher for “equity of public resource” or how public spending is distributed, 11.4 per-
cent higher for social protection and labour policies (safety nets and labour market regulation), and
10 percent higher on gender equity.

Again, recognizing that the direction of causality—if any—is uncertain, and that there is some con-
troversy about the CPIA ratings themselves,25 an interesting inference can be drawn. In considera-
tion of the stronger average growth performance by SGR countries in 2007 (around 7 percent versus
1 percent for the WGR countries), these observations suggest that, at the very least, stronger growth
is not hampered by more inclusive, equitable policies.

Human development
Table 4.4 complements the growth dimension of recovery by showing, where available, the human
development index (HDI)26 for SGR and WGR countries.27
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Inclusive recovery requires
that we focus on those 
sectors that employ the bulk
of the population.
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SGR countries

Afghanistan 3.5 3.0 3.0 3.2 2.5 2.0 2.5 2.3 2.0 2.5 3.0 2.0 2.0 2.3 1.5 3.0 2.5 2.0 2.0 2.2 2.5
Angola 3.0 3.0 3.0 3.0 4.0 2.5 2.0 2.8 3.0 2.5 2.5 2.5 3.0 2.7 2.0 2.5 2.5 2.5 2.5 2.4 2.7
Azerbaijan 4.5 4.5 5.0 4.7 4.0 3.0 3.5 3.5 4.0 4.0 3.5 4.0 3.0 3.7 3.0 4.0 3.5 3.0 2.5 3.2 3.8
Bosina and Herzegovina 4.5 3.5 4.0 4.0 3.5 4.0 4.0 3.8 4.5 3.0 3.5 3.5 3.5 3.6 3.0 3.5 4.0 3.0 3.0 3.3 3.7
Cambodia 4.5 3.0 3.5 3.7 3.5 2.5 3.5 3.2 4.0 3.0 3.5 3.0 3.0 3.3 2.5 3.0 3.0 2.5 2.5 2.7 3.2
Chad 3.0 2.5 2.5 2.7 3.0 3.0 2.5 2.8 2.5 3.0 2.5 2.5 2.5 2.6 2.0 2.0 2.5 2.5 2.0 2.2 2.6
Congo, Dem. Rep. of the 3.5 3.5 2.5 3.2 4.0 2.0 3.0 3.0 3.0 3.0 3.0 3.0 2.5 2.9 2.0 2.5 2.5 2.5 2.0 2.3 2.8
Ethiopia 3.0 4.0 3.5 3.5 3.0 3.0 3.5 3.2 3.0 4.5 4.0 3.5 3.5 3.7 3.0 4.0 4.0 3.0 2.5 3.3 3.4
Georgia 4.5 4.5 5.0 4.7 5.5 3.5 5.0 4.7 4.5 4.5 4.0 4.0 3.0 4.0 3.5 4.0 4.5 3.5 3.0 3.7 4.3
Mozambique 4.0 4.0 4.5 4.2 4.5 3.5 3.0 3.7 3.5 3.5 3.5 3.0 3.0 3.3 3.0 3.5 4.0 3.0 3.0 3.3 3.6
Rwanda 4.0 4.0 3.5 3.8 3.5 3.5 3.5 3.5 3.5 4.5 4.5 3.5 3.0 3.8 3.0 4.0 3.5 3.5 3.5 3.5 3.7
Sierra Leone 4.0 3.5 3.5 3.7 3.5 3.0 2.5 3.0 3.0 3.0 3.5 3.0 2.0 2.9 2.5 3.5 2.5 3.0 2.5 2.8 3.1
Solomon Islands 3.5 3.0 2.5 3.0 3.0 3.0 2.5 2.8 3.0 2.5 3.0 2.5 2.0 2.6 2.5 2.5 2.5 2.0 3.0 2.5 2.7
Tajikistan 4.0 4.0 3.0 3.7 4.0 3.0 3.5 3.5 3.5 3.5 3.0 3.5 2.5 3.2 2.5 3.0 3.0 2.5 2.0 2.6 3.2
Uganda 4.5 4.5 4.5 4.5 4.0 3.5 4.0 3.8 3.5 4.5 4.0 3.5 4.0 3.9 3.5 4.0 3.0 3.0 3.0 3.3 3.9

Average

Average

3.9 3.6 3.6 3.7 3.7 3.0 3.2 3.3 3.4 3.4 3.4 3.1 2.8 3.2 2.6 3.3 3.2 2.8 2.6 2.9 3.3
WGR countries

Burundi 3.5 3.5 2.5 3.2 3.5 3.0 2.5 3.0 4.0 3.5 3.0 3.0 3.0 3.3 2.5 3.0 3.0 2.5 2.0 2.6 3.0
Congo, Rep. of 3.0 2.0 2.5 2.5 3.5 2.5 2.5 2.8 3.0 2.5 3.0 2.5 2.5 2.7 2.5 2.5 3.0 2.5 2.5 2.6 2.7
Cote d'Ivoire 3.0 2.5 1.5 2.3 3.5 3.0 3.0 3.2 2.5 1.5 2.5 2.5 2.5 2.3 2.0 2.0 4.0 2.0 2.0 2.4 2.6
Eritrea 2.0 2.0 2.5 2.2 1.5 2.0 2.0 1.8 3.5 3.0 3.5 3.0 2.0 3.0 2.5 2.5 3.5 3.0 2.0 2.7 2.4
Guinea-Bissau 2.0 2.5 1.5 2.0 4.0 3.0 2.5 3.2 2.5 3.0 2.5 2.5 2.5 2.6 2.5 2.5 3.0 2.5 2.5 2.6 2.6
Haiti 3.5 3.5 2.5 3.2 4.0 3.0 2.5 3.2 3.0 3.0 2.5 2.5 2.5 2.7 2.0 3.0 2.5 2.5 2.0 2.4 2.9
Nicaragua 4.0 4.0 4.5 4.2 4.5 3.5 3.5 3.8 3.5 4.0 3.5 3.5 3.5 3.6 3.0 4.0 4.0 3.0 3.0 3.4 3.8
Papua New Guinea 4.5 3.5 4.5 4.2 4.5 3.0 3.0 3.5 2.5 3.5 2.5 3.0 2.0 2.7 2.0 3.5 3.5 2.5 3.0 2.9 3.3

3.2 2.9 2.8 3.0 3.6 2.9 2.7 3.1 3.1 3.0 2.9 2.8 2.6 2.9 2.4 2.9 3.3 2.6 2.4 2.7 2.9

D. Public Sector Management and InstitutionsC. Policies for Social Inclusion/EquityA. Economic Management B. Structural Policies

Table 4.3 CPIA ratings: SGR and WGR countries

Note: For calculation of the cluster averages, all criteria are equally weighted within a cluster; overall IRAI is calculated as the mean of the score of four clusters. Scale: 1=lowest, 6=highest.

Source: World Bank, 2007e.



Since GDP per capita is a component
of HDI we would expect, other
things being equal, that HDI would
increase faster in the SGR group—
and indeed it does. Among our set of
29 countries the HDI index deterio-
rates in only two countries—Papua
New Guinea and Namibia—both in
the WGR group. The fastest HDI
increase took place in Rwanda, with
Mozambique, Uganda and Ethiopia
all logging respectable performances.
Chad showed the weakest HDI
recovery of the SGR group.28

4.5 Macroeconomic drivers
of recovery
To understand better what policies
have worked best to support recovery
in post-conflict environments, this
section reviews in greater depth the
experiences of our group of coun-
tries.29 In addition to countries that
are in our list, the particular experi-
ence of Vietnam will be discussed
when appropriate. The section dis-
cusses five sets of policies, which col-
lectively constitute pillars of macro-
economic policy in post-conflict countries. These are trade- and investment-enabling policies, mon-
etary policy, fiscal policy, the management of ODA flows, and debt relief.

Investment- and trade-enabling policies
Promoting an environment that fosters investment and trade—particularly exports—is a key driver
of recovery. In this section, we describe first the performance of our cohort of countries and then
review the corresponding policy approaches that may account for the major differences observed.

Figure 4.9 compares the average export growth of SGR and WGR countries. It shows that starting
at lower levels on average, post-conflict export growth increased sharply for the SGR group in the
first two to three years (topping 20 percent as early as two years after the end of conflict). Export
growth remains on average significantly higher and much less volatile for the SGR than for the
WGR group in subsequent years.

Foreign direct investment (FDI) has also been crucial for recovery in a number of countries. Figure 4.10
shows that FDI tends to be higher in SGR countries, and particularily so in the first few years following
the end of conflict. The trend mimics that of economic growth—with a sharp drop at the end of conflict
and massive surge post-conflict—and the result is a large differential in FDI inflows between the two
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11998855 11999900 11999955 22000000 22000055

Afghanistan .... .... .... .... .... ....
Angola 162 .... .... .... .... 0.45
Azerbaijan 98 .... .... .... .... 0.75
Bosnia 66 0.80

Cambodia 131 .... .... 0.54 0.55 0.60

Chad 170 0.34 0.36 0.38 0.40 0.39

Congo, Dem. Rep. of the 168 0.43 0.42 0.39 0.38 0.41
Croatia 47 0.81 0.81 .... 0.85
Ethiopia 169 0.31 0.33 0.35 0.38 0.41

Georgia 96 .... .... .... .... 0.75

Lebanon 88 .... 0.69 0.73 0.75 0.77

Liberia .... .... .... .... ....

Mozambique 172 0.29 0.32 0.34 0.38 0.38

Rwanda 161 0.40 0.34 0.33 0.42 0.45
Sierra Leone 177 .... .... .... .... 0.34
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AAvveerraagge 113322 00..4411 00..4499 00..4499 00..4488 00..5577

Burundi 167 0.35 0.37 0.35 0.37 0.41

Congo, Rep.of 139 0.57 0.56 0.55 0.52 0.55
Côte d'Ivoire 166 0.45 0.45 0.44 0.43 0.43

El Salvador 103 0.61 0.65 0.69 0.72 0.74

Eritrea 157 .... .... 0.44 0.46 0.48
Guatemala 118 0.57 0.59 0.63 0.67 0.69
Guinea-Bissau 175 0.30 0.32 0.35 0.37 0.37
Haiti 146 0.46 0.47 0.49 .... 0.53
Namibia 125 .... .... 0.70 0.66 0.65
Nicaragua 110 0.60 0.61 0.64 0.67 0.71
Papua New Guinea 145 0.48 0.50 0.53 0.54 0.53

AAvveerraaggee 114411 00..4499 00..5500 00..5533 00..5544 00..5555

SGR countries

Countries

WGR countries

HDI HDI HDI HDI HDIRRaannkk
22000055

Uganda 154 0.42 0.43 0.43 0.48 0.51

and Herzegovina

Table 4.4 Human development index: SGR and WGR countries

Source: UNDP, 2007a.



groups in the early (three to
four) years after conflict when
the economy is in great need of
resources and peace dividends.
Over the medium term, both
groups seem to converge to
similar levels, before beginning
to diverge again.

The experiences and approach-
es of recovering countries to
doing business have depended
on their individual characteris-
tics and circumstances. Some
natural resource-rich coun-
tries, such as Mozambique,
have been highly attractive to
FDI.30 The evidence shows
that FDI favours resource-
rich countries and sectors.31

However, beyond mere
resource endowment, there is
also evidence that policies
matter. Mozambique’s relative
political and macroeconomic
stability, a relatively liberal
trade regime, cheap labour and
sound exchange rate manage-
ment have played an impor-
tant part in its performance.
Cambodia, where oil was dis-
covered only recently,32 had a
big surge in apparel exports in
the five years after the war.33

Similarly, Vietnam’s impres-
sive performance in the 1990s
had little to do with minerals
and metals.

In the immediate aftermath of conflict, companies are reluctant to invest because of continuing secu-
rity, political and business risks. Protracted physical insecurity, widespread corruption, cumbersome or
inefficient legal and regulatory systems, destroyed infrastructure and a poor stock of human capital all
contribute to a poor investment climate. Low or uncertain financial returns deter the engagement of
private enterprise. As noted above, the main exceptions are in natural resources and, as noted in
Chapter 3, sectors such as telecommunications. For most countries, however, in the immediate after-
math of conflict the bulk of financial inflow typically comes from foreign aid; significant private
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Figure 4.9 Export growth: SGR versus WGR countries

Source: World Bank, 2007a.

Note: Value of exports of goods and services (constant 2000 US$), calculated as percentage change. The SGR group does not
include Afghanistan, Angola, Liberia, Sierra Leone and Solomon Islands; the WGR group does not include Burundi, the
Republic of Congo, Haiti and Papua New Guinea.
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investment comes in only several years after conflict has ended. Getting private enterprise to enter
post-conflict economies significantly earlier remains a continuing challenge that requires additional
creativity to raise the financial incentives for companies to invest in key sectors (Box 4.1).

Two lessons may be drawn from the review of business-enabling policies. First, most successful growth
recovery countries have implemented reforms early on, yet with a gradualist and sequential approach. By
most accounts, countries such as Mozambique and Uganda have implemented ‘orthodox’ reforms,
focused on macroeconomic stability and structural reforms, with significant donor support. For political
and historical reasons, Vietnam’s and Cambodia’s reforms have had a more ‘unorthodox’ flavour, espe-
cially in the former case with a tightly state-led recovery. And yet,
far from implementing ‘shock therapy’, all these countries have
adopted a sequential, step-by-step approach, with early, often eas-
ier, reforms facilitating and laying the ground for those that follow.

Policy makers in Mozambique initially enacted foundational
reforms, which were relatively easy to implement and which pro-
vided the basis on which other reforms could be built.34 These early
reforms focused on overcoming fiscal crises, curbing hyperinfla-
tion35 and achieving basic macroeconomic stability. Once the foun-
dation was laid, more ambitious reforms in the banking system,
investment regime and public finance became easier to implement.
This sequencing of reforms not only strengthened the hand of
reformers in the government but also allowed the building of the
political will and institutional capacity that would be needed later
to design and implement more difficult reforms. Vietnam also presents an interesting case study for a
step-by-step economic reform process tailored to indigenous needs and realities. For instance, its trade
liberalization followed a two-stage strategy, with a gradual reduction in tariffs and non-tariff barriers that
gave local firms time to adjust and strengthen before being fully exposed to international competition.
In Uganda, economic reforms broadly followed three phases: stabilization and recovery measures, struc-
tural adjustment and liberalization, and structural and institutional reforms. A large economic recovery
programme focusing on stabilization and devaluation measures, coupled with essential investments in
infrastructure rehabilitation, was followed by price and structural reforms, including the legalization of
the parallel exchange market and the abolition of the state monopoly on coffee marketing. Finally, ambi-
tious reforms were introduced in the 1990s to strengthen the public financial management system,
restructure the banking sector, and improve revenue collection. As a result, and helped with significant
donor support, Uganda was able to regain investors’ confidence.36

In addition to their economic benefits, the gradualist approach used by these countries further allowed
them to build the self-confidence and general goodwill that could then be deployed for introducing more
complex reforms. To regain the confidence of the population and rebuild trust after years of uncertainty
and violence requires the provision of jobs and basic social services for individuals and households. For
communities and local government it means revenue sharing, institutional strengthening and relative fis-
cal autonomy; for business it means political stability, clearly articulated economic policies and a commit-
ment to rebuilding investment-enabling institutions, especially financial networks and key public services.
The lesson is that the ‘gradualist’ approach allows recovering economies to build on early dividends in a
self-reinforcing manner. This means that the early years are critical in determining the recovery path.
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Successful growth recovery
countries have in general
adopted a sequential, step-by-
step approach, with early,
easier, reforms facilitating and
laying the ground for those
that follow.
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BOX 4.1 ENABLING THE PRIVATE SECTOR IN POST-CONFLICT ECONOMIES

Considerations to foster private sector involvement in post-conflict settings include:

n Initiate reforms as early as possible. There is a relatively narrow window of opportunity to establish a new status quo that is

conflict-sensitive, more inclusive and which promotes economic transformation. It is critical to embark on such reforms in the period immedi-

ately following the end of a conflict, before the possible entrenchment of opposing political interests.

n Prioritize governance and security reforms. Ensuring physical security, property rights protection and transparency in the

justice system are central to improving the business climate and attracting private investment anywhere, but particularly so in the high-risk

environments of post-conflict economies. Laying the basis for these immediately sends a powerful signal that may raise the confidence of

domestic and foreign investors alike in the future of the economy.

n Empower local entrepreneurs. Supporting local business development is essential to economic recovery as the revitalization

of domestic enterprise signals the return of ‘normalcy’, in addition to restoring local markets and providing employment. Key steps for engaging

the local business community include improving its access to finance, through such mechanisms as microcredit and, even more importantly,

encouraging its continuing participation in policy dialogue with the government and policy makers.

n Promote foreign investment. Perceptions of risk delay entry of private enterprises into post-conflict environments. For exam-

ple, extractives industries may be quick to pursue exploration contracts in resource-rich countries, but may delay long-term investments in pro-

duction until they are better assured of a country’s stability. Incentives such as tax allowances and political risk insurance (PRI) may encourage

foreign investors to enter the post-conflict market earlier. The World Bank’s Multilateral Investment Guarantee Agency (MIGA) could be an

important mechanism to help reduce the hazards of investing in unstable markets. A donor-funded investment guarantee facility that extends

PRI access to domestic investors has been proposed in the report of the Commission for Africa. Extending political risk coverage to domestic and

regional investors may encourage them to invest earlier than they were previously considering;

n Promote public–private partnerships (PPPs). PPPs allow the private sector to deliver services previously (or traditionally)

provided by the public sector. In the post-conflict setting, the model could be used creatively, particularly in restoring essential infrastructure

and rehabilitating schools and health facilities. In addition to the direct recovery dimension, PPPs could help grow domestic private enterprise

if special efforts are made to link the main private leader to domestic suppliers and subcontractors.

n Be realistic about investment opportunities. Individual company calculations for investing vary according to their size, sec-

tor and corporate strategies. While participation of larger, transnational corporations companies may represent a strong vote of confidence for

local stability, investment from these entities may not be realistic in the short term. Policy makers may want to focus on smaller, local or region-

al actors who have greater familiarity with local conditions and who may have a greater stake in local economic recovery. The reasons for such

additional interest from regional enterprises may well include strong cultural linkages.

n Develop strategies to enhance risk sharing. Recovering economies need a robust risk-sharing facility to help bridge the gap

between private and social returns that characterize post-conflict situations. While private returns to the investor may be low, the social returns

are usually considerable. These include the signalling that peace has returned that may attract in additional investment, and the employment

generated that may reduce conflict risk. This divergence between private and social returns suggests an important market failure correction role

for a publicly funded financial facility. The scope of such a facility could include bearing the cost of doing project design and financial structur-

ing in a fully consultative and conflict-sensitive manner. It could also bear some of the cost of borrowing as an incentive for early entry into high-

priority sectors such as energy, construction or export industries. 



Second, privatization and financial sector reforms were often part of the wider ‘pro-business’ reform
package, with varying results. Many post-conflict countries have engaged in large-scale privatization
programmes to sell state assets to private entrepreneurs. In Mozambique, Bosnia and Rwanda, for
instance, external partners made privatization an important conditionality in the policy reform.37 In
Lebanon, a wide range of enterprises and public utilities were transferred to the private sector.38

Given the shortage of public funds, privatization presents a practical way to raise resources.
Privatization has also been promoted as an instrument to stimulate the private sector and initiate the
crucial mobilization of domestic and foreign resources.

In practice, however, the record of post-conflict privatization has been mixed as a result of a variety
of obstacles, even in strong performing countries like Mozambique, where privatization was at the
forefront of economic reforms. Privatization was often undertaken without sufficient preparation and
without having installed an adequate regulatory, financial and competitive framework. In some post-
conflict economies with flourishing criminal networks, privatization has frequently been a ‘garage
sale’ for the personal enrichment of corrupt business interests or, as in Sierra Leone, taken over by
powerful elites, and thus failed to bring about an efficient market.39 Similarly, according to one ana-
lyst, “six of the 14 state-owned banks operating in Bosnia and Herzegovina were ‘informally’ priva-
tized during the war, including the transfer of assets to war criminals”.40 In other cases, as with
Mozambique’s largest bank, privatization was essentially a sale to foreign companies, raising concerns
about national sovereignty.

Against this situation, some governments have opted to encourage private participation in infrastruc-
ture provision and public service delivery, rather than sell assets. In some situations, governments have
encouraged competition between the public sector and the private sector. Ethiopia, for instance, intro-
duced private banks side by side with state banks to induce greater competition in the banking sector.
In Cambodia also, “hundreds of tiny private power networks established themselves throughout the
countryside during and after the civil strife of the 1990s, effective-
ly filling the void left by the non-functioning national utility”.41 In
that situation, the government chose wisely to do nothing to
impede new entrants into the business. In Vietnam, an effective
and viable approach was found to be the restructuring of public
enterprises and bringing them under market discipline.

Policy implications
There are many ways to improve the business and investment
climate, and some approaches are more ‘orthodox’ than others.
In all cases, however, there was no doubt that the government
meant business. This was demonstrated in efforts to restore
credibility, confidence and competitiveness. Domestic resource
endowments and conditions play a role, but commitment and
policies seem to matter more. The sequencing and context-appropriateness of these reforms seem to
go a long way, casting doubt on the benefits of ‘shock therapy’ in restoring an enabling environment.
Gradualist approaches strengthen the feasibility of recovery, with early dividends paving the way for
further reforms in a self-reinforcing manner. In resource-rich economies, FDI and exports could pro-
vide the basis for such dividends. In less-endowed environments the role of donors in kick-starting
the recovery process is likely to be critical. In all cases, creativity is required of the state.
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Government commitment 
to restoring credibility,
confidence and
competitiveness is paramount
for improving the business
and investment climate.



Re-establishing a credible and efficient monetary policy regime
Rebuilding the domestic financial and banking sector to protect depositor interests and help chan-
nel resources between savers and investors has been one of the greatest challenges of post-conflict
recovery. Weak supervision and regulation of the sector is typically a by-product of under-resourced
and understaffed central banks. This may result in regulatory forbearance under the pressure of pow-
erful interests, including war criminals, leniency in the licensing of banks and general failure to curb
emergent bank crises.42 It is critical, therefore, to re-establish a functioning central bank—or its
equivalent—as a first step towards strengthening the financial and banking sector.

Re-establishing the central bank is also pivotal for managing monetary policy and exchange rates in ways that
that will help accelerate and sustain recovery. In environments where bartering may have been substituted for
currency transactions, the government must enact policies to restore the credibility of the monetary system
and its authority over it. In parallel, post-conflict governments need to meet their financial obligations,
including paying employees, pensioners and suppliers. A credible monetary policy must thus balance the
needs for price stability with the need for liquidity to lubricate the economy and jump-start development.

The indigenous drivers approach suggests that the starting point for rehabilitating the central bank
should be to assess the existing institutional capacity and build upon it. In countries like Rwanda where
the central bank shut down during the war, the first challenge was to reopen it. In Afghanistan, amidst
difficult circumstances, a strong effort by the government successfully led to the central bank’s introduc-

tion of a local currency that facilitated
economic management and helped
state-building (Box 4.2).

In Afghanistan, Bosnia and Herze-
govina, and Croatia, the timely over-
haul of monetary policy reduced the
contribution of price instability to
aggregate uncertainties, while in
Tajikistan any beneficial effects of
post-conflict currency replacement
were eroded by the return of mone-
tary indiscipline. 43

Two types of monetary regimes have
typically been used in post-conflict set-
tings, because of their strong commit-
ment to price stability and low
technical requirements from the cen-
tral bank. The first, the use of a foreign
currency (usually dollarization), does
not carry the requirements of a central
bank and is immune to government
interference. Dollarization, however,
has drawbacks because it limits the
country’s ability to cope with external
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BOX 4.2 MONETARY RECONSTRUCTION IN AFGHANISTAN

After the 2001 war, there was a pressing need in Afghanistan to rebuild the econ-

omy and strengthen key institutions. Years of civil war had left Afghanistan with a

shattered economy, a weak central bank, no local currency and an ineffective pay-

ments system. The economy was heavily dollarized, and there was a proliferation

of foreign currencies as well as counterfeit ones. Under these circumstances, the

government decided to introduce its own currency so it would be easier to meet its

financial obligations, enhance state power and improve economic efficiency.

Moreover, with a new currency, confusion could be eliminated. During a nine-

month period, the government hired a reputable German printer to print the new

notes and developed and implemented complex logistical plans for the safekeep-

ing and distribution of 500 tons of new notes throughout the country. Through

buying and selling dollars, the central bank created liquidity during the transition

period. The moneychangers, the hawala, were brought into the exchange process

and were very important for its success. As a result, in less than a year the govern-

ment had a reliable currency for budgetary operations and an important symbol

for state-building success.

Source: Coats, 2007, p. 237–238.



adverse shocks. Dollarization may protect the country from financial instability, but it deprives national
authorities of control over monetary policy. It can also have a negative wealth effect, because the wealth
of poor people who hold local currency declines as the currency depreciates with respect to the dollar.44

A country choosing to use a foreign currency is essentially giving up the revenue it can collect from
seigniorage. Full dollarization in Liberia would have increased the economy’s vulnerability to external
shocks in addition to removing the government’s revenue from seigniorage.45 Monetary management
becomes more difficult since the central bank has very few levers to influence the supply of money. Due
to these weaknesses of dollarization, most of the recent post-conflict economies have favoured keeping
their own currency.

A second option is a currency board arrangement under which a country pegs its exchange rate to a
foreign currency and backs its money supply with foreign exchange. Such an arrangement allows the
central bank to capture the seigniorage and retain the political benefits of a national symbol.46 One
place where a currency board has been successful in reducing inflation and preventing the central bank
from printing money has been Bosnia and Herzegovina. In this case, the fact that discretion over mon-
etary policy was not assigned at the Dayton Peace Accords facilitated acceptance of the Accords by
the Bosnian, Croatian and Serbian representatives.47 Reserves in the Bosnian Central Bank more than
doubled between 1995 and 2000, the first five years of recovery, and inflation fell significantly.48

In economies experiencing hyperinflation (inflation rates of 50 percent or more on a monthly basis),
partially fuelled by the monetization of fiscal deficits, tight fiscal and monetary instruments may be the
only available remedy. In the Democratic Republic of the Congo, breaking a vicious cycle of hyperin-
flation and falling currency required a decisive stabilization policy involving a major tightening of the
fiscal stance.49 In some countries, soft pegs may help anchor the currency and give greater operational
flexibility to the central bank, but there will be considerable pressure on the central bank to manage the
exchange rate regime effectively and withstand political pressures to lend to finance government
deficits. A successful monetary and exchange rate regime in a post-conflict country will require a cen-
tral bank that is substantially autonomous and immune to political pressures to fully fulfil its role.

Good exchange rate management has also proved to be essential in post-conflict countries for main-
taining trade competitiveness. An appreciation of the currency is a real concern in a poor rural econ-
omy where agricultural exports are important (such as coffee exports in Ethiopia, Rwanda and
Uganda), and where a fall in the domestic value of these exports can have serious consequences for
rural poverty and employment. In addition, a short-term signal to firms that traded goods are less
profitable may discourage or delay critical investments in export and import-competing industries.
There is some empirical evidence of the economic benefits of preventing an inflation-adjusted
exchange rate appreciation in order to maintain competitiveness.50

Figure 4.11 shows that the SGR group (with stronger export growth performance than the WGR
group) benefited from an increase in their trade competitiveness. The loss of competitiveness could
also be a particular concern for post-conflict countries that receive large aid inflows, which could
potentially lead to currency appreciation as discussed later in this chapter.

Policy implications
This review of post-conflict monetary policy experiences suggests that “prompt, well-executed and
publicized monetary policy overhaul is beneficial for reducing uncertainty, facilitating assistance and
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establishing that the orien-
tation of the post-conflict
government is towards the
social good”.51 It also shows
that there are several dif-
ferent ways to reach similar
goals and that the choice of
an appropriate monetary
regime depends on the
economic fundamentals
and institutions of the
economy.

Fiscal policy
The main challenge for
post-conflict fiscal policy is
to find the right balance
between competing exi-
gencies, at a time when
needs are great and capaci-
ties are very weak. Given
the high risk of conflict
recurrence, fiscal policy
must support the consoli-
dation of political stability,
while not jeopardizing
macroeconomic stability.

The high inflation and
indebtedness that are typi-
cal of post-conflict coun-
tries reduce the scope for
further deficit financing.
Post-conflict countries also
usually display very low
government revenue/GDP
ratios,53 as a result of weak-
ened capacities for tax col-
lection and the widespread

war-induced informality that reduces the tax base (Figure 4.12). Furthermore, like most developing
countries, they have greater reliance on indirect taxes—especially trade taxes—than on direct taxes.
While the revenue/GDP ratio tends to follow an upward trend after conflict, domestic revenues
remain largely insufficient to meet recovery needs.

The first consideration in restoring the fiscal capacity of the post-conflict state is the re-establish-
ment a proper and functioning tax administration. This is discussed in Chapter 5. The second con-
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sideration is reform of the tax system. Corresponding to the overall approach of this report, reform
should be guided by pragmatism, gradualism and conflict sensitivity. Pragmatism suggests that such
reforms should start from whatever system and taxes are in place. This might, for instance, entail
reducing the number of tariff rates and classifications, as in Afghanistan, where “25 tariff rates that
ranged from 7 to 150 percent were replaced with a simplified six-rate structure”.54 Pragmatism is also
manifest in the case of the IMF-supported introduction of a levy on coffee export in Timor-Leste,
although in some other cases orthodoxy has prevailed—in Guatemala for instance, though revenue
enhancement was included in the peace accords, priority was given to cutting tariffs.55

Gradualism implies the momentary toleration of ‘second-best’ policies that permit revenues to be
mobilized quickly while the economy expands and capacities are rebuilt. Practices such as withhold-
ing taxes on wages (as in Afghanistan, Bosnia and Herzegovina and Timor-Leste) and a presump-
tive tax on small business (in Timor-Leste) can help lay the foundation for a more efficient personal
and corporate tax system in the future. In Timor-Leste, the export tax on coffee was subsequently
replaced by a general income tax as the recovery progressed. In Mozambique, the Government, with
support from the IMF and DFID, contracted a private firm (Crown Agents) for a ‘build, operate,
and transfer’ system that resulted in increases in revenue mobilization from customs.56

Finally, and perhaps most importantly, reforms to the tax system must be conflict-sensitive. Their
impact on vertical and horizontal inequalities must be explicitly considered. Even as we consider the
usual questions of revenue-generating potential, administrative feasibility and efficiency, we must
also recognize the imperative of keeping the risk of conflict recurrence low.

The third aspect of restoring fiscal capacity has to do with the size of the tax base. This depends
primarily on the size and dynamism of the taxable formal economic sector. In the aftermath of con-
flict, it is critical to re-establish the control of the state over the territory and the corresponding eco-
nomic activity. It is particularly important to rebuild and expand activity in the formal sector. This
requires not only the use of taxes as incentives, but also the use of government expenditure alloca-
tion to the same end.

The level and pattern of public expenditures affect the prospects of recovery in many ways. Meeting
basic needs offers a tangible peace dividend for war-torn societies, and is central to state legitimacy and
the social contract between the state and society.57 Public expenditure can be the initial main engine of
growth and development and is the main source of the peace dividend, which is essential to peace con-
solidation. But if public expenditure increases too rapidly to meet such urgent priorities as employment
creation, large fiscal deficits and inflation may follow. There is some evidence that in post-conflict set-
tings, each incremental episode of inflation leads to additional capital flight (or currency substitution)
undermining domestic seigniorage revenues and potentially destabilizing domestic financial markets.58

Fortunately moderately high inflation may not hamper growth, as discussed above.59 Still, a middle
ground needs to be found between the imperatives of macroeconomic stability and the imperatives of
maintaining peace. For post-conflict countries, the short run is particularly important. The macroeco-
nomic goal of price stability and the peace-building goal of political stability must be pursued togeth-
er. The former requires efforts to minimize budget deficit while the latter may require special
expenditures to implement peace-accord commitments or to meet urgent social needs. In such settings,
macroeconomic orthodoxy is impractical.60 In Guinea-Bissau, wage arrears have contributed to pro-
found unrest and undermined administrative effectiveness. In the Central African Republic,61 “the
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accumulation of large arrears
and the irregular payments of
wages to civil servants and
military personnel have led to
prolonged labor strikes and
army mutinies”.62 On the
other hand, in some cases,
high inflation can also create
unrest.63

Figure 4.13 shows that SGR
countries ran larger public
sector deficits than WGR
countries. This suggests that
there may be some room to
run relatively high post-con-
flict public sector deficits.

Public expenditures can be ‘recovery enabling’ if they are able to effectively address horizontal
inequalities, promote inclusive growth and generate employment. Some countries have been rather
successful at this. Cambodia combined additional Multi-Fiber Arrangement (MFA) quotas for gar-
ment exports with an ILO-run factory certification programme to create a very rapid increase in
manufacturing employment, particularly for young women (Box 4.3). El Salvador managed to trans-
form its rural, employment-generating social investment funds into a system of cash transfers target-
ing women in the poorest villages.64

The evidence from several post-conflict experiences suggests, however, that this is seldom achieved.
For instance, a study of the distributive incidence of post-war public expenditure in Guatemala
found a persistence of both vertical inequalities and horizontal inequalities between Guatemala’s
indigenous and non-indigenous populations.65 Further, in comparison to other countries at similar
levels of income, the budget allocations for health expenditure, as well as for secondary and tertiary
education, were regressive.

And yet, given the importance of horizontal impact of expenditure inequalities as risk factors of conflict,
policy makers must ensure that public expenditures contribute to enhancing the well-being of the less-
privileged regions and groups so as to alleviate grievances. At the very least, it must not be regressive. As
with revenue mobilization, this requires a sound analysis of the distributive impact of expenditures.66

Policy implications
Two main policy implications may be drawn from the discussion of fiscal policy. First, the distrib-
utive impact of fiscal policy and its effect on conflict dynamics must be central considerations in
deciding on revenue and expenditure policies. Such a concern might call for decisions regarding
deficit targets, tax reforms or expenditure programmes that differ from those that would have pre-
vailed in non-conflict settings. Second, timing and sequencing are particularly important. A key pri-
ority in the immediate aftermath of conflict is to create economic and employment opportunities
and to start rebuilding the capacity of fiscal institutions as quickly as possible. One of the most crit-
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ical needs after war is restoring
the social contract between the
state and the citizens, even if
dealing with a transitional
authority. In such circumstances,
the first order of business should
be for the state to regenerate
goodwill via the provision of
public goods and the delivery of
social services. Such an approach
will also provide significant
assurance to the populace that
their tax payments (when they
are imposed later) will be put to
good use. Too much focus too
quickly on taxing the population
might be counter-productive,
especially because the tax base
has been so severely eroded by
conflict. Rebuilding the institu-
tions for revenue mobilization
will lay the groundwork for sub-
sequent increases in tax revenues
as the economy recovers.67

Official development
assistance
Beyond the private sector and
governments, ODA constitutes a
pillar of recovery for most post-
conflict countries today. To gain
some insight as to whether and
how ODA can support economic
recovery, we start by drawing
some lessons from the experience of the first modern post-conflict reconstruction package, and
arguably the first ever large-scale external assistance programme—the European Recovery
Programme after World War II, known also as the Marshall Plan.

Most importantly, the Marshall Plan did not help ‘restore’ the pre-war economy of Europe; rather it
helped Europe break with the past and move on to a new, higher growth trajectory (see Figure 4.14
for France and Italy) supported by stronger and wider social safety nets. It also helped alleviate the
bitter nationalist and ethnic rivalries that had driven centuries of devastating wars in Europe.

There are clearly important differences between contemporary countries in post-conflict recovery and
Italy, France and Germany in the aftermath of World War II. The latter ranked among the most devel-
oped nations in the world in 1939, and had solid institutions and high stocks of human and physical cap-
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BOX 4.3 THE ILO’S BETTER FACTORIES CAMBODIA PROGRAMME

Ensuring that some labour standards are observed is an important consideration both for

the health and safety of local workers and for the reputation of companies operating in

fragile post-conflict environments. International interventions may be directed to help put

in place an adequate regulatory framework. In 2001 the United States and Cambodia

entered a three-year trade agreement increasing Multi-Fiber Arrangement (MFA) quota

access to the US clothing market. The government of Cambodia asked the ILO to develop a

factory working conditions certification programme to make sure labour laws were

enforced in its garment factories. In response, the ILO initiated the ‘Better Factories

Cambodia’ certification programme. 

The garment sector is critical to Cambodia’s economy and employs a substantial portion of

the workforce, the majority of which are young women: at the start of the programme, an

estimated 90 percent of the workers in the industry were young women, mainly from rural

areas, and 85 percent of them were under 26. The ILO hired and trained its own factory

inspectors to monitor and report on working conditions and to help companies bring their

factories in line with Cambodian labour law and ILO standards.

The programme has since been cited by large corporate buyers as an inducement to use

Cambodian factories. As a result, exports expanded rapidly and nearly a million jobs have

been created by these factories. Employment of women in the industry grew at nearly 20

percent annually between 1993 and 2001 (albeit from a very low base) as the industry

grew from 5 percent to almost 12 percent of total employment during this period. By

some estimates one in eight Cambodian families have at least one member at work in a

garment factory.

By raising its labour standards Cambodia was able to increase its market access. This sort

of donor-supported certification and inspection programme is especially useful in war-

torn countries with weak technical capacities for oversight and enforcement.

Sources: ILO, 2005; ILO, 2006; Becker, 2005; Polaski, 2006.



ital. Most of the former are
poor rural economies domi-
nated by agriculture and
resource industries, perhaps
with the exception of
Bosnia and Herzegovina,
Croatia and Lebanon. How-
ever, when the Marshall
Plan was launched in mid-
1947, Europe’s devastated
economies were suffering
high inflation, rationing,
social unrest, and even a
short but violent civil war in
Italy. Two years later, infla-
tion had fallen back into

single digits, budget and trade deficits had narrowed and investment and productivity growth began a
remarkable 30-year run.68

What lessons can be drawn from the design and implementation of the Marshall Plan? First, the
effort and resources that went into the Plan were considerable. Financial input ranged between
US$20 and US$30 billion a year at today’s prices over four years.69 This is equivalent to 30 percent
of the total ODA provided by all major donors in 2007.70 Its ambition went beyond restoring a pre-
war order; it aimed for a qualitatively different socioeconomic order.71 The volume of aid provided
much-needed fiscal space for Europe, allowing the countries to finance the reconstruction of key
physical infrastructure, to extend social safety nets, to ease shortages of basic necessities and to relax
price controls and rationing. This helped governments regain some popularity and boosted confi-
dence that recovery was on track.72

Second, its predictability made medium- and long-term planning feasible, and enabled consultation
among different political factions within beneficiary countries. This helped buy time and policy
space to build political consensus, including on the role of private and public enterprise.74 France
and Italy’s governments were in ‘delayed stabilization’ mode: divided political factions blocked fis-
cal and price reforms fearing their constituents would be hurt. By reducing the share of the budget
deficit financed locally, easing the distributive conflicts that drive up wages and prices and thus
relaxing the urgency of sharp adjustment, and by compensating potential losers, Marshall Plan
funds helped break the deadlock.75

Third, limited conditionality enabled context-appropriate decisions to be made with respect to the
absorption and spending of aid. Critically, for instance, as discussed in Box 4.4, both France and par-
ticularly Italy ‘saved’ some of the funds they received to build up reserves, lower debt and help stabi-
lize their exchange and inflation rates. Not absorbing aid reduced pressure on the exchange rate to
appreciate. By 1950 Italy’s trade plus services deficit shrank to just US$47 million, though 1950 aid
flows were US$239 million. In part because inflation fell, financial stability improved and key export
industries flourished—Italian textiles for example—and the political coalition assembled to secure
Marshall Plan funding proved durable.76
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Overall, the Marshall Plan served as a catalyst for Europe’s recovery by combining generous aid with
conditions on economic policy in a particularly creative way, laying the groundwork for sustained
growth. Repairing structures damaged by war is clearly necessary for recovery, but rehabilitating and
reshaping institutions is crucial for long-term economic development. By helping governments sta-
bilize their finances and build new political coalitions, the Marshall Plan helped redraw the basic
social contract among key economic players in Europe and laid the foundations for the process of
economic integration that began in earnest during the 1950s.

Recent external assistance efforts to conflict-affected countries
The flow of ODA to post-conflict countries since the late 1990s has generally been large and has
increased steadily. Further, an increasing share of this aid has been on concessional terms, with a high
grant element and a marked shift from project to programme aid, reflecting both the concern over
excessive debt levels and an increasing emphasis on greater ownership.

A distinctive characteristic of post-Cold War conflict has been a change in the aid pattern.77 During
the Cold War, foreign aid tended to be higher during conflict as donors picked one side or another
to support. For instance, among the countries in our sample, El Salvador shows this pattern of aid—
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BOX 4.4 HOW FRANCE AND ITALY USED THE MARSHALL PLAN

Like many post-conflict aid programs until recent years, aid initially provided by the Marshall Plan was tied to imported goods and services,

and was conditional upon U.S. approval of budgets and spending programmes.  For every dollar contributed by the Marshall Plan, recipient

governments were required to deposit matching amounts in local currencies into a ‘counterpart fund’ controlled by U.S. administrators. These

administrators maintained final authority over aid distribution and usage, and occasionally used this authority to influence the course of eco-

nomic policies in recipient countries, for example to advance financial stabilization policies or to deter nationalization programmes.

At the same time, however, recipient governments were still able to exercise some policy control to establish domestic spending priorities for

Marshall Plan funds. Decisions about the use of aid varied from country to country. Some countries preferred to see aid funds added to total

imports or ‘absorbed’.73 Others chose to use aid to pay down foreign debt or accumulate dollar reserves. France did spend most of its aid on

additional imports, using Marshall Plan funding to finance its current account deficit and to help reconstruct and modernize its industries in

such sectors as coal, transport and steel.  Italy, by contrast, did not, using aid instead to accumulate reserves and pay down debt.  Indeed, Italy

absorbed only about half of its aid inflows on average and just 20 percent in 1950. Italy’s motive was in part to avoid the currency apprecia-

tion that would have created demand for imports but discouraged exports, particularly the country’s clothing exports. Accumulating reserves

and paying down foreign debt was also a way for Italy to rebuild confidence in the Lire.

Another example of the varying ways in which France and Italy utilized Marshall Plan funding for recovery relates to the use of aid to finance

fiscal deficits. Counterpart funds used to finance fiscal deficits often lead to greater government spending on infrastructure, social programs,

etc., in line with donor preferences to see aid spent on additional goods and services. However, governments may be unwilling to increase fis-

cal spending. Again, France did ‘spend’ most of its aid inflows while Italy only used roughly a third (36 percent) of its counterpart funds to

finance fiscal spending.

Both countries engineered successful post-war recoveries while using aid in a fashion that suited domestic priorities but that sometimes devi-

ated substantially from donor conditions and expectations. 

Source: Casella and Eichengreen, 1994.



high during conflict, but
low after conflict ended.
However, since 1989 there
has been a tendency for aid
inflows to shrink during
conflict, to increase sharply
in the first few years after
conflict, and to taper off
later on.

There is, however, signifi-
cant heterogeneity across
countries, with important
economic and policy impli-
cations (Figure 4.15).

ODA to post-conflict coun-
tries has tended to favour SGR countries, such as Afghanistan, Bosnia and Herzegovina,
Mozambique and Uganda, as opposed to WGR countries like the Republic of Congo, Guinea-
Bissau or Burundi.

By and large, aid as a share of gross national income (GNI) is very similar for the two groups before
and during war, and then again between five years and later after war ends, with a ratio in the range
of 10–15 percent (and more stable levels for WGR countries). The main divergence occurs during the
five years immediately after the end of war, with SGR countries enjoying a much more pronounced
increase in aid as a share of their GNI at a time when they also enjoy on average, higher growth rates
than WGR countries. The overall difference is large: six percentage points per year on average for five
years. For African countries in particular, this difference in the level of aid raises important questions,
given that, as previously noted, roughly the same proportion of countries (half of them) in each of our
groups are African (6 of 11 in the WGR group and 9 of 18 in the SGR group).

The pattern revealed by Figure 4.15 does not necessarily imply that aid causes rapid economic recov-
ery, as causality could in fact run the other way: successful and peaceful recoveries (following severe
wars) attract more donor attention. Aid may also, by design, follow more successful peace accords or
UN intervention, which would then be the determining factor. However, the data suggest that a big
spike in aid immediately after conflict ends may contribute to strong growth performance, and at
least does not impede it. Many countries that have out-performed their pre-conflict growth rates
have done so in an aid-abundant environment. Of course, not all countries that receive substantial
aid grow rapidly. Some, like Namibia, have not. Further, there are examples of countries that have
had post-war GDP growth rates around or above 2 percent on a sustained basis without substantial
ODA (Vietnam for instance, and, more recently, El Salvador to a lesser extent).

On average in our sample, aid surges after conflict, but then falls to about 10 percent of GNI seven to
nine years after conflict (Figure 4.15). For some countries, aid inflows continue to average 15–20 percent
of GNI for sustained periods (this high aid group includes Ethiopia, Mozambique, Namibia, the
Democratic Republic of the Congo, Nicaragua, Rwanda and Uganda). A sub-group that includes
Rwanda, Mozambique and Ethiopia dominates the sharp surge in growth of strong recovery countries.
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Figure 4.15 ODA flows: SGR versus WGR countries

Source: World Bank, 2007a.



Uganda’s economy grew more slowly, but the aid inflows lagged as well. Mozambique and Rwanda
received the largest foreign aid spikes near the end of conflict: the upswing in aid started earlier in
Mozambique, averaging over 40 percent of GNI by 1990, two years before the war ended. Aid to
Mozambique surged again during the 2002 floods 10 years after the end of conflict. For Ethiopia and
Uganda, aid inflows rose after conflict ended (Figure 4.16).

Significantly, it appears that the pattern of growth recovery broadly mimics the flow of aid, with growth
recovering first in the countries that received the biggest doses of aid (Mozambique and Rwanda).
Growth in Ethiopia and Rwanda started later and was uneven, but a late second surge of aid helped to
boost Ethiopia’s growth rates after 2000. At the country level and for the group as a whole, greater aid
inflows are broadly correlated with faster growth.78

What are the variables at play? First, grant aid helps to cover the budget deficit, sometimes to a very
large extent. In some cases, countries have used aid to pull themselves out of slumps (Figures 4.17
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Figure 4.16 GDP per capita growth and ODA as a share of GNI in selected countries
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and 4.18) by using it to plug
part of the gap between
domestic revenues and expen-
ditures. In that sense, the
share of ODA that is spent
complements domestic rev-
enues, providing additional
resources towards implement-
ing priority expenditures.
Figure 4.18 indicates that
grants have typically helped to
plug a large proportion—
well above 50 percent on aver-
age since the mid-nineties—
of post-conflict fiscal deficits
in Ethiopia, Mozambique,
Rwanda and Uganda.79

Aid provided in the form of
direct budget support (i.e. aid
transferred to national treasur-
ies, and managed via govern-
ment budgetary procedures) is
by nature fungible, so that it is
difficult to assign specifically
by type of expenditure. But
that fungibility means that it
can cover investments as well
as recurrent costs—such as
civil servant salaries. Ceilings
on the government wage bill
have become a lightning rod
for concerns that health and
education services are not
being rehabilitated fast enough.
Among our core strong recov-
ery group the wage bill was

lower before conflict, then rose in the late 1990s. In WGR countries the wage bill fell from pre-conflict
levels, and was much more variable. To the extent that a higher wage bill represents higher public sector
employment, this has not been a drag on growth. More aid, particularly more predictable aid, in the first
years after the end of wars also allows countries to engage reforms more gradually and to plan ahead.

Some countries have saved a portion of their aid to build up reserves or pay down debt, much like
France and Italy did. Doing so has helped keep inflation down and has created additional stimulus
to the local economy. While saving some of the aid may help reduce inflationary pressures, the case
for spending a large share of ODA seems quite robust in light of the magnitude of needs on the
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ground. Further, as indicated above, high inflation is not incompatible with high growth and the
SGR countries ran larger public sector deficits for at least a few years after war.80

Aid may also have had an impact on economic performance
through more indirect channels. Using aid to build social consen-
sus enables and fosters local policy initiatives, beyond merely
repairing the damage wrought by war. Inclusive growth policies
may have been made easier by aid. As shown below, SGR countries
do receive on average more aid immediately after conflict ends and
their policies have tended to be more inclusive. Such a deduction
would be compatible with the interpretation of the success of the
Marshall Plan provided above. The ‘political’ benefits of more and
earlier aid may well be as important as its direct economic benefits.

Another important consideration for the use of aid is the rela-
tionship between aid inflows and currency appreciation through
the phenomenon known as the Dutch disease.81 However, the
relationship is far from obvious. A study found that in 30 out of
the 36 post-conflict countries considered, post-conflict aid inflows were not associated with real
exchange rate (RER) appreciation, and sometimes the RER depreciated instead.82 The study exam-
ines seven cases in more detail, finding that even large surges in aid into Ethiopia, Uganda and
Rwanda had almost no effect on the competitiveness: in fact the inflation-adjusted exchange rate
depreciated somewhat. The conclusions are clear:

The assessment of macroeconomic outcomes of aid in the seven country experiences
suggests that post-conflict countries see aid as an important source for both financ-
ing post-conflict spending needs and strengthening public-sector financial positions
by saving part of aid inflows. The latter takes the form of reducing public debt
and/or hoarding international reserves, which are ways to prevent larger RER appre-
ciation. Therefore it does not come as a surprise that the evidence on the simple
association between aid and RER appreciation is very mixed in this sub-sample.
Most post-conflict aid-recipient countries appear to have exercised the option of not
fully absorbing or spending aid. All this suggests the absence of large-scale Dutch
disease during the post-conflict cycle.83

There were, however, examples of post-conflict RER appreciation, but they seem largely disconnected
from aid inflows. In El Salvador and Nicaragua and to a lesser extent in Burundi, the exchange rate did
appreciate in the post-conflict period, and in all three cases post-conflict growth was disappointing. But
Burundi experienced its RER appreciation seven to eight years after conflict, when aid inflows had begun
to ebb. In the case of Nicaragua, the exchange rate continued to appreciate in spite of a rapid and sharp
cutback in aid (from a high of over 70 percent of GNI a year after conflict to less than 25 percent three
years after conflict). El Salvador did not experience a substantial post-conflict aid surge, with post-con-
flict aid peaking at seven percent of GNI one year after the end of conflict and decreasing steadily to less
than 1.5 percent of GNI nine years after conflict (see Data Appendices).84 Further, despite receiving larg-
er inflows of aid than WGR countries on average, SGR countries did not face RER appreciation—on
the contrary—so that competitiveness and export growth did not suffer (Figures 4.11 and 4.15).
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Using aid to build social
consensus enables and fosters
local policy initiatives, beyond
merely repairing the damage
wrought by war. Inclusive
growth policies may also be
facilitated by aid.



The way aid was used mattered.
Uganda, for instance, avoided a
loss of competitiveness due to aid
inflows the same way Italy did in
1949: by not absorbing all of the
(large amounts of ) aid it received.
Uganda refrained from using its
aid inflows to import more than it
exported. Uganda’s concern to
keep its exchange rate from
appreciating may have been due
to the fact that 75 percent of its
population lives in rural areas and
depends mainly on agriculture, its
primary export sector, for its
livelihood.85

It is important to recognize that
while larger aid inflows may
indeed pose both management
and macroeconomic challenges
to receiving countries, they also
provide greater flexibility in find-
ing uses that suit local needs.

Debt relief
Aid in the form of debt relief does
not provide a fresh inflow of
external finance.86 It does, howev-
er, provide some ‘fiscal space’ for
the post-conflict state authorities
by facilitating the lowering of
interest rates, allowing for some
incremental borrowing, and mak-
ing it easier for subsequent aid
inflows to be spent on recovery
rather than used on repayments.

War is typically associated with a
substantial increase in the stock of
debt87 and possible debt overhang,88

with well-known pernicious con-
sequences for macroeconomic
prospects.The conceptual and tech-
nical questions raised by debt relief,
either in the form of rescheduling or
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BOX 4.5 LIBERIA CLEARS ITS ARREARS WITH THE IFIS AND REACHES
HIPC DECISION POINT 

On 18 March 2008, Liberia became the thirty-third country to reach its decision point and

to qualify for debt relief under the enhanced HIPC initiative. The decision followed Liberia’s

clearances of its long-standing arrears to the IMF and the World Bank’s IDA. It also came as

recognition and in support of  “the Government’s steadfast pursuit of reforms over the last

two years” and “will provide the boost needed to address the remaining, monumental

challenges faced by this post-conflict country”, according to Ms Obiageli Ezekwesili, Vice

President of the Africa Region of the World Bank. Under the terms of the agreement,

Liberia will receive interim debt relief from some creditors, but in order to qualify for irrev-

ocable debt relief at the completion point, Liberia is expected to “maintain macroeconom-

ic stability ..., prepare and implement a Poverty Reduction Strategy for at least one year;

and implement pivotal reforms in the areas of governance, PFM [public financial manage-

ment], debt management, as well as other structural and social measure”. Upon reaching

the HIPC completion point, Liberia will become eligible for World Bank assistance under its

MDRI, from the African Development Bank and (beyond HIPC assistance) from the IMF. 

The specifics of the Debt Relief Operation were as follows:

n Liberia’s public and publicly guaranteed external debt was estimated at US$4.7 bil-

lion in nominal terms as of 30 June 30 2007.

n Debt relief under the enhanced HIPC initiative is estimated at US$2.8 billion in net

present value (NPV) terms, equivalent to a 90.5 percent reduction of its debt after

the full application of traditional debt relief mechanisms. Over time, this will reduce

Liberia’s debt service payment obligations by about US$4.0 billion in nominal terms.

n Following approval of the decision point by the Boards of IDA and the IMF, the IMF

began to provide its share of HIPC assistance of [Special Drawing Rights (SDR)] 448

million in NPV terms (equivalent to US$732 million), of which SDR 20 million (or

US$32 million) will be delivered through the concessional element of its arrears

clearance operation over the interim period. IDA has already provided its share of

HIPC debt relief (US$375 million in NPV terms) through the grant element embed-

ded in the clearance of arrears to both the International Bank for Reconstruction and

Development (IBRD) and IDA. Under the HIPC initiative’s burden-sharing approach,

the remaining estimated HIPC debt relief (US$1.7 billion in NPV terms) will be pro-

vided by Liberia’s other creditors.

n MDRI debt relief from IDA could amount to US$36 million in NPV terms, assuming

that Liberia reaches its completion point in the last quarter of 2010. Liberia is also

expected to receive additional debt relief from the IMF to fully cover its remaining

eligible debt outstanding at the completion point currently estimated at SDR102

million in NPV terms (or US$167 million). 

Source: IMF, 2008d.



forgiveness, have been much debated as part of the design of the Heavily Indebted Poor Countries and
Multilateral Debt Relief Initiatives (HIPC and MDRI).89 As these initiatives were not specifically designed
for the post-conflict economy, there have been additional challenges utilizing them in such settings.

Countries in post-conflict recovery could benefit politically and economically in many ways from the
prospect and process of debt relief, including through its signalling effect as a peace dividend and the
greater room to manoeuvre
that it provides.90 For
instance, debt relief may help
reduce political grievances by
freeing resources for urgent
broad-based public spend-
ing.91 Further, the debt relief
process and its political and
economic fallout may raise
donors’ incentives and options
to provide more aid.

In recent years, multilateral
debt relief mechanisms have
been revised to provide
greater flexibility regarding
the length and content of the
good ‘track record’ needed
for the so-called ‘decision
point’, the requirements for
the ‘completion point’, and
the pace of delivery of inter-
im assistance.92 While these revisions are favourable, they are not specific to post-conflict countries.93

As a result, post-conflict countries continue to experience difficulties and delays in reaching both
decision and completion points for post-conflict HIPC eligibility. In August 2007, 22 eligible coun-
tries had passed completion point, of which only six were post-conflict.94 In contrast, six out of nine
HIPC-eligible countries that have not reached decision point yet were post-conflict.95 Post-conflict
countries also tend to remain in the ‘interim period’ for an extended period of time,96 reflecting the
view that “prolonged periods for policy improvements and institutional strengthening are required in
a post-conflict setting”.97

Debt relief does seem to have favoured SGR countries, even though the direction of causality
remains a critical question. Except for Nicaragua, all the post-conflict countries that have passed
completion point are SGR countries,98 whose interest payments as a share of their GNI are two to
three times lower than those of the WGR group in the few years after war (Figure 4.19).

Overall, over a third of both our SGR and WGR countries received some debt relief, which has con-
tributed to lowering their debt ratios in the long term.99 In many cases, however, their debt ratios
remain unsustainable, and issues of debt overhang and constrained policy and fiscal space persist.
Debt sustainability analyses suggest that Ethiopia, Nicaragua, Rwanda and Uganda (all post-
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completion point countries) will not be able to maintain HIPC threshold ratios for the entire post-
completion point period.100 An internal World Bank review of debt relief finds that the HIPC ini-
tiative alone cannot reduce debt to sustainable levels but needs to be accompanied by efforts to
improve the ability of countries to meet their remaining debt payments.101

Thus, engaging and monitoring the debt relief process early on as a driver of the larger peace and
recovery process might yield more promising results than delaying the inevitable (debt relief ) and
risking the avoidable (conflict relapse). It is also clear that debt relief alone is not sufficient for recov-
ery, and must be complemented by other measures to generate more dynamic economic activity.

Policy implications
The discussion of the use and management of ODA and debt relief for economic recovery has high-
lighted two policy implications. First, the benefits of ODA can be as political as they are economic.
ODA can provide much-needed ‘breathing space’ to governments to build political consensus and
goodwill, engage in broad internal consultations and plan better for the medium term. This requires
from external partners early and more predictable disbursements of aid, as well as faster and deeper
debt relief, in a manner that gives additional discretion to the beneficiaries. For governments of coun-
tries in recovery, it means using the early dividends and space provided by ODA to restore and reform
institutional capacities and the policy-making process.
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Second, ODA can have a significant effect on economic recovery if decisions on its use and manage-
ment are made in a strategic and context-appropriate manner. Countries must answer important ques-
tions, such as what amount of ODA should be spent, what amount absorbed, and for what purpose,
and these answers must be based on a sound analysis of the needs and constraints of the economy. In
most cases, a strong argument can be made for spending most of the ODA received so as to help finance
larger fiscal deficits in the face of massive recovery needs. But it may also make sense to save some of it
depending on the prevailing conditions (level of debt, characteristics of the export sector, etc.). ODA in
the form of technical assistance can also ensure that capacities to
make such decisions are strengthened.

4.6 Conclusion
A few lessons may be drawn from the analyses, and particularly
from the experiences of the countries that fared relatively well in
post-conflict recovery. First, restarting and sustaining economic
growth must be a central concern for policy makers. An increas-
ing level of output per capita provides the foundation for eco-
nomic recovery. It indicates that people are getting their lives
back and that the country is back in business. To this end, imple-
menting reforms to improve the investment climate is key. To be clear, economic growth does not
fully capture or ensure sustainable economic recovery. But it is a necessary condition. There is no
example of long-term post-conflict recovery without a sustained increase in output per capita. Higher
income levels increase the opportunity cost of conflict and help consolidate peace. They also create
opportunities and widen options. Growth constitutes a good second best indicator that the deeper
structural changes that robust economic recovery implies are actually possible.

Among the most pressing structural changes is the need to pay greater attention to the distributive
impact of growth. There is no evidence of a necessary trade-off between the growth and equity objec-
tives of economic policy. On the contrary, strong recovery countries are also those that paid more atten-
tion to social inclusion and equity. It is feasible and desirable, therefore, to ensure in the post-conflict
context that growth is inclusive and broad-based—i.e. that it benefits all groups and income levels. For
growth to be inclusive and broad-based, it has to support those sectors of the economy in which most
people are engaged, chiefly agriculture. In addition to well-targeted livelihoods and employment pro-
grammes, this requires the avoidance of currency appreciation in economies that are highly dependent
on agricultural exports. Even inclusive and broad-based growth
may not, however, be sufficient to redress horizontal inequalities as
quickly as is needed to avoid the risk of conflict relapse. In such set-
tings, more ambitious, voluntaristic redistributive reforms and
social programmes might be needed.

Second, the experiences of the strongest performers point to the
importance of timing and sequencing and to the benefits of a
gradualist approach to reforms. Post-conflict economies are
analogous to damaged engines, which regain their functioning
and increase in power as key pieces are repaired and fuel is pro-
vided in greater quantity and better quality. This suggests that there are first-order priorities, such as
reducing the risk of conflict, promoting the resumption of investment activity and installing an
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appropriate institutional framework. Other considerations are probably not at the same level: bring-
ing down inflation to single-digit levels, pursuing competitiveness or raising taxes right after conflict
ends. Policy makers should promote recovery that is self-reinforcing, by building on early economic
and political dividends to generate goodwill and buy-in for subsequent reforms. Excessively complex
reforms, particularly in the domains of financial liberalization and privatization, risk backfiring if a
proper regulatory regime is not yet in place.

Indeed, the first years after the end of conflict appear to be crucial. The data presented in this chap-
ter show a clear tendency for SGR countries to fare significantly better than WGR countries
according to various indicators in the early post-conflict years, presumably setting the stage for
stronger medium- to long-term performances. The question is not whether quick action is needed,
but what set of policies is most appropriate in the immediate aftermath of conflict, and is more like-
ly to create the conditions for recovery. Importantly, there is evidence of the catalytic role that ear-
lier, deeper donor involvement may play—through debt relief, project or programme aid—by
providing the type of breathing space that is so precious in post-conflict settings, especially when
ODA is likely to constitute the main source of finance for several years.

Third, as noted above, political will, conflict sensitivity and context appropriateness appear to be key
ingredients for success. The common refrain that ‘there is no one-size-fits-all’ policy package applies
particularly to complex and volatile post-conflict economies. This means that there is no unique path
to recovery and that policies should be based on country circumstances, with a particular emphasis
on the drivers and dynamics of conflict. More broadly, what works in one country may not necessar-
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ily work in another; the examples of ‘orthodox’ Mozambique and ‘unorthodox’ Vietnam highlighted
the simple fact that there are multiple paths—or policy mixes—that can lead to recovery. On this
note, the use of ODA must also respond to domestic realities and needs. Some countries occasion-
ally ‘saved’ some aid to bring down their debt or build reserves
and prevent their currency from appreciating rather than to pur-
chase imports or finance fiscal deficits. In some cases, these deci-
sions were appropriate as they tended to boost exports and
protect the large rural and agricultural economies that character-
ize many conflict countries, especially in Africa. In that regard,
early debt relief may increase the flexibility of countries in their
use of aid inflows.

What most successful countries have in common is that they intro-
duced reforms in a way that was compatible with the prevailing
domestic political and economic realities. In addition, these coun-
tries typically had governments and that were serious about eco-
nomic reform and catalysing post-conflict recovery.

While they do not provide a ready-to-use recipe, these considerations—supporting economic activ-
ity and ensuring that it benefits many rather than few; acting early on in a strategic, gradualist and
well-sequenced manner; recognizing and addressing the specific needs and risks on the ground—
could constitute a platform for post-conflict economic policy making.

Chapter 4 notes
1 As was the case in Guinea-Bissau and the Central African Republic. Ghura and Mercereau, 2004.
2 Vietnam is not formally included in the list of post-conflict countries examined in this report as the conflict ended and

recovery began before 1989. However, it remains a useful case from which to learn lessons for successful recovery.
3 To give an order of magnitude this means that at this rate GDP per capita in these countries will double in roughly 17 years.
4 Employment growth was highlighted in Chapter 3 as a crucial condition and positive expression of post-conflict recov-

ery. Hence, we would also like to measure recovery by how successful growth is in producing a rapid expansion of employ-
ment opportunities. Unfortunately such data is often impossible to generate in the immediate aftermath of war. Most
countries that are members of the Organisation for Economic Co-operation and Development (OECD) in fact only
began monitoring unemployment in earnest after World War II. Though ILO data is improving, very few countries have
annual employment data (El Salvador is an exception), and employment in the informal sector is very difficult to define
and track in any case. Since the Great Depression the main mandate of macroeconomic policy has been on reducing
unemployment (even though much of their focus has actually been on keeping inflation low); unfortunately, in the poor,
rural agriculture-based economies now frequented by conflict, unemployment is hard to measure, and consistent data on
employment is almost non-existent, in part because most employment is in the informal and almost by definition unmea-
sured sectors of the economy.

5 There is also a third group of countries that are not part of this analysis, where conflict is either localized in one region
such that economic activity is not significantly disrupted (such as Aceh province in Indonesia or the contested areas of
Sri Lanka), or where conflict is still ongoing.

6 Here and throughout the chapter, ‘average’ growth rate refers to annualized growth rate, i.e. the constant annual growth
rate that would have yielded the observed growth rate over multiple years, rather than simple averages.

7 The countries that are listed in either table are post-conflict countries listed in Chapter 1 for which sufficient data was
available. The start and end dates considered are based on the information and data provided in four major databases.
Given the difficulty in clearly defining when a conflict started, ended or paused, there are some differences among the
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sources. In these cases, we used the Uppsala database as the primary source. See UCDP, 2008. Occasionally, a judgement
call was required regarding end and start dates, as the Uppsala database often continues to measure low-level violence
after the accepted end to a conflict. This was approximated based on when the conflict fell into the category of a ‘minor’
one (under 1,000 deaths per year) in the Uppsala database. Further, the report focuses on the entire period in which eco-
nomic activity was disrupted, which may include some short-lived peace periods within the conflict period.

8 In this figure, as in all the subsequent ones in the chapter, the countries in each group are as listed in Tables 4.1 and 4.2
unless otherwise mentioned.

9 This would mean that the growth performance reflects, for instance, largely unused productive capacities and lower GDP
levels at the end of conflict for instance, than a deeper transformation that could lead to a long-term sustained increase
in output. Note that the majority of, but not all, countries were in conflict during the entire 5-year period before the end
of war considered in Figure 4.1. Note also that post-conflict data does include observations for the countries whose
recovery period is less than 9 years.

10 France’s GDP per capita also grew 16% the first year after the WWII ended before falling back to more sustainable but
still substantial single-digit growth the following year. See Saint-Paul, 1994.

11 Which could be the case in the Democratic Republic of the Congo, Angola and Sierra Leone, since they are less than 6
years out of conflict.

12 The transient decline in weighted average per capita growth 7 years after the end of conflict seems mostly driven by
Ethiopia.

13 To be fair, it is possible that with a bit more time the Republic of Congo for instance could join the ranks of the SGR
countries.

14 Significantly, the countries in both groups do not otherwise differ substantially in their characteristics. The pre-conflict
average GDPs of countries in both groups are quite similar (averaging US$783 over the 5 years before conflict in SGR
countries for which data is available, and US$737 for WGR countries for which data is available. See World Bank, 2007a.
In addition, both the length and end date of conflict in the two groups are very similar, as evidenced by their respective
average numbers of years in conflict and post-conflict. Admittedly, our approach cannot control for all observable and
non-observable factors, but these characteristics cast doubt on the hypothesis that post-conflict trends simply reflect
major pre-conflict differences or ‘time-specific’ factors. It does seem that the explanation lies, at least in part, in the dif-
ferent post-conflict policy experiences of the countries.

15 See Data Appendices for the specific countries. For further information see Collier et al., 2003.
16 i.e. inflation during conflict when conflict spanned over more than 5 years, which is the case for all countries but

Azerbaijan, Bosnia and Herzegovina, Côte d’Ivoire, Croatia, Guinea-Bissau and Solomon Islands.
17 As of 2005, some 70 percent of the population were still in abject poverty despite a growing economy. The Economist,

2005b. In 2003, the Directors of the IMF Executive Board “noted that decisive structural reforms beyond the oil indus-
try are essential to fostering economic diversification, creating employment opportunities, and increasing productivity in
the non-oil economy” (IMF, 2003), and in 2007, the Directors “called for faster structural reform to develop the non-oil
sectors of the economy” see IMF, 2007c.

18 In a ‘growth incidence curve’, the total income of the population (generally from household surveys) is recorded at two
points in time and divided among 100 or so groups each including one percent of the population or households.

19 James et al., 2005.
20 Addison, 2005.
21 Kappel et al. 2005.
22 Technically, comparisons are based on the IDA Resource Allocation Indices (IRAI), used as part of the Country Policy

and Institutional Assessment. In this section and throughout the report, however, we simply refer to the IRAI as CPIA
ratings.

23 Croatia, Lebanon, and Liberia are the three SGR countries for which no CPIA ratings were available in 2007; El
Salvador, Guatemala and Namibia are the three WGR countries for which no CPIA ratings were available in 2007.

24 It can also be noted that the SGR countries sampled score higher on average than the WGR countries sampled in the
three other CPIA clusters as well: ‘Economic Management’, (+ 24.7%); ‘Structural policies’, (+ 8.1%); ‘Public Sector
Management and Institutions’ (+ 6.9%).

25 Like any rating system that depends on the subjective judgments of experts, the CPIA has important limitations. One
problem is reverse causality: good economic performance may influence policy ratings even though the CPIA evaluators
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are explicitly instructed to focus on policies not outcomes. Also those who evaluate policies often work closely with the
government and even author the policies being evaluated. Still ratings in specific areas may reveal relative strengths or
weaknesses in institutions and policy, even when overall ratings are swayed by good performance or close relations with
World Bank officials.

26 The HDI is “a summary composite index that measures a country’s average achievements in three basic aspects of human
development: health, knowledge, and a decent standard of living. Health is measured by life expectancy at birth; knowl-
edge is measured by a combination of the adult literacy rate and the combined primary, secondary, and tertiary gross
enrolment ratio; and standard of living by GDP per capita (PPP US$). For source and details on the HDI calculation,
see UNDP, 2008a.

27 Note that our post-conflict countries include 7 of the 10 countries with the lowest-ranked HDI levels in the world.
28 Chad ranks extremely poorly in all indicators and indices of the HDI (158th in terms of life expectancy, 137th for adult

literacy, 162th for enrolments ratios and 151th for GDP per capita in 2007. See UNDP, 2007a.
29 Research on recovery from conflicts (and natural disasters) has flourished in the past two decades and great insights have

been provided by the statistical analyses of economists and political scientists alike. Many of the results found in this lit-
erature apply to this group of countries, and are noted as relevant. However, it is also the case that countries recovering
from civil conflicts after 1990 present a unique set of challenges and opportunities, which is one reason we turn to the
countries themselves for evidence on what works and what does not.

30 For example, the Mozal aluminium smelter has contributed to strong export performance and attracted more than US$1
billion alone in foreign investments. See World Bank, 2007e for more details.

31 One study finds that in the 1990s, over US$100 billion were spent on assisting three dozen nations recover from con-
flict. See Forman and Patrick, 2000.

32 See UNDP Cambodia, 2006 for a further discussion of the details and effects the recent oil discoveries may have on the
recovering economy.

33 This was due partially to Southeast Asian investment in textile exports in Cambodia to take advantage of their quota-
free access to American markets, part of the Paris Peace Agreement in 1991. See Bargawi, 2005.

34 Kulipossa, 2006.
35 This does not contradict the fact that high inflation and high growth rates are compatible. Avoiding hyper inflation,

(defined as inflation rates exceeding 50 percent per month), does not necessarily mean inflation must be brought down
to single-digit levels.

36 For an assessment of post-conflict recovery in Uganda, and particularly, the World Bank’s support role, see Alcira et al., 2000.
37 For a broader discussion of privatization and conditionality practices at multilateral agencies such as the World Bank and

the IMF, see Bull, Jerve and Sigvaldsen, 2007.
38 Kauffmann and Wegner, 2007.
39 Keen, 2005
40 Addison et al., 2001 p. 6
41 Schwartz and Halkyard, 2006, p. 2-3.
42 Addison et al., 2001.
43 Starr, 2004.
44 McKinley, 2004.
45 Honda and Schumacher, 2006.
46 Coats, 2007.
47 Coats, 2007.
48 Starr, 2004.
49 Akitoby, 2004.
50 Hausmann and Rodrik (2005) claim that El Salvador’s slow growth has been caused by an exchange rate appreciation.

Elbadawi et. al. (2007) also present some empirical evidence that an overvalued exchange rate slows growth in a sample
of 78 post-conflict and other developing economies. Rodrik, 2004  further argues that the sharp depreciation of Uganda’s
exchange rate contributed to its rapid recovery after 1989 (see also Figure 4.11).

51 Starr, 2004, p. 20.
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52 The competitive index is a trade-weighted ‘real’ or inflation-adjusted, exchange rate—with the year conflict ends set to
100 for both SGR (red) and WGR (blue) countries—showing the price of a bundle of consumer goods relative to the
price of traded goods. Since consumers prices have a significant wage component, a falling index means wage costs are
falling for exports (and the price of imports is rising for wage earners). Both effects tend to benefit local producers of
traded goods. Though the aid surge is larger in strong recovery countries, the inflation-adjusted exchange rate does not
appreciate; instead it becomes weaker, making exports more competitive and imports more expensive. Consistent with
an increase in competitiveness, exports increase more rapidly in the SGR countries.

53 “The size of government revenue relative to GDP in war-torn societies typically is far below the average for other coun-
tries with similar per capita income.” Boyce, 2007, p. 4, based on Gupta et al., 2007, who finds a negative relationship
between government revenue and conflict in a sample of low- and middle-income countries. Addison et al., 2004 report
that the intensity of conflict, as well as its presence, negatively affects the revenue/GDP ratio.

54 Carnahan, 2007, p. 3.
55 Boyce, 2007.
56 Hubbard, 2005.
57 Wheeler et al., 2006.
58 Davies, 2007a.
59 Heinz (2006) presents evidence that frequent reductions in inflation slow employment growth, disproportionately affect-

ing women. Recent studies suggest that targeting inflation rates below 5 percent may damage short-term employment
creation while inflation rates between 5–15 percent contribute to sustained employment growth. For more information
see Goldsbrough, et al, 2007.

60 Boyce, 2007.
61 The Central African Republic is a useful case to examine but was not included in either group because it did not reach

the threshold of 1,000 deaths in the period examined.
62 Ghura and Mercereau, 2004, p. 4.
63 Civil unrest often accompanies periods of sustained high inflation in developing countries. Hyperinflation in Argentina

sparked violent clashes in the 1980s and early 1990s (See Brooke, 1989), while rampant inflation in Zimbabwe inspired
ongoing strikes in medical, education and mining sectors at the turn of the century, see USIP, 2003. More recently, frus-
trations over rising global food and oil prices have fuelled global unrest, inciting violent riots in countries such as Burkina
Faso and Cameroon. See Musa, 2008.

64 El Salvador’s Red Solidaria represents a concerted effort to incorporate the poorest groups in rural areas and to boost edu-
cation and health investment. See Britto, 2007.

65 Rodas-Martini, 2007.
66 Boyce and O’Donnell, 2007.
67 Gupta et al., 2005.
68 Casella and Eichengreen, 1994.
69 Lewarne and Snelbecker, 2004.
70 The 22 member countries of the OECD Development Assistance Committee, the world’s major donors, provided USD

$103.7 billion in aid in 2007. See: OECD, 2007.
71 UNCTAD, 2006, pp. 66-69.
72 Casella and Eichengreen, 1994.
73 To increase the overall supply of goods available aid must lead to an increase in imports over exports. Aid which does

increase the trade deficit is said to be ‘absorbed’. Similarly, aid to government can be ‘spent’ on goods and services in
excess of domestic revenues: aid used to finance additional government spending is said to be ‘spent’. But in both cases
governments may choose to ‘save’ aid funds by paying down domestic or foreign debt or by accumulating reserves. Various
methods of ‘saving’ aid inflows are frowned upon by donors who generally want aid funds to finance particular projects
and programs (as did Marshall Plan administrators).

74 Dornbusch et al., 1993 pp. x–xi.
75 Saint-Paul, 1994 and Casella and Eichengreen, 1994.
76 See Casella and Eichengreen, 1994, for a further discussion of stabilization in these two countries.
77 Staines, 2004.
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78 This might seem an obvious conclusion, but the controversy over aid effectiveness and even more so about the adverse
effect on aid indicates that it is not.

79 There is no compelling evidence that higher levels of ODA reduce governments’ incentives to raise domestic revenues.
And if such were the case, some form of ‘aid conditionality’ could be imposed as a corrective.

80 McKinley, 2004.
81 Aid or any large inflow of foreign currency tends to make the local currency stronger, and raise the price of non-traded

goods. If the exchange rate is fixed, this can be inflationary, unless monetary policy is tight to the point that wages fall
in nominal terms. In turn, currency appreciation reduces the potential profits of exporters and import competing indus-
tries, including agriculture and foodstuffs (where imports are available) and dampens the demand for traded goods, there-
by slowing economic and employment growth. There is a number of scenarios under which aid inflows need not lead to
currency appreciation, for instance if it increases the productivity of non-traded goods sectors, including people, electric-
ity, rents etc. A fall in the price of non-traded goods caused by aid could be one longer term reason currencies do not
appreciate, but a different explanation is pursued here.

82 Elbadawi et al., 2007.
83 Elbadawi et al., 2007, p.9.
84 Though remittances did increase sharply, and the large increase in remittance inflows was associated with a decline in

domestic savings and investment.
85 See Reinikka and Collier, 2001 for a more detailed analysis of the effects of Uganda’s post-conflict economic policies.
86 Under the OECD Development Assistance Committee’s scoring of ODA, debt relief is eligible to be reported as ODA

in the year it is granted. OECD, 2008b.
87 Alvarez-Plata and Brück, 2006.
88 Debt overhang refers to the situation when a country’s debt is sufficiently large that expected debt service costs deter for-

eign and domestic investment. See Sachs, 1989.
89 For a brief description of the HIPCs and MDRIs see IMF, 2008b.
90 Addison et al., 2004; Addison and Murshed, 2001; Alvarez-Plata and Brück, 2006.
91 Addison and Murshed, 2001.
92 The ‘decision point’ is the point at which countries have qualified for assistance under the enhanced HIPC Initiative; the

‘completion point’ is the point at which countries that have qualified for irrevocable debt relief under the enhanced HIPC
Initiative and have received MDRI relief. See IMF, 2008c.

93 The clearance of large protracted arrears to international financial institutions that characterize many conflict-affected
countries (notably Liberia, Somalia and Sudan), which is a critical pre-condition for resuming normal working relations
with international creditors, is one area where innovative and specific approaches have been devised, including bridging
loans secured from bilateral donors in order to clear arrears and resume international financial assistance. But timing gaps
between arrears clearance operations and HIPC decision point have created additional fiscal burdens on cash-con-
strained Treasuries. See Alvarez-Plata and Brück, 2006; IMF, 2008c.

94 IDA and IMF, 2007. These 22 countries are Benin, Bolivia, Burkina Faso, Cameroon, Ethiopia, Ghana, Guyana,
Honduras, Madagascar, Mali, Malawi, Mauritania, Mozambique, Nicaragua, Niger, Rwanda, São Tomé and Príncipe,
Senegal, Sierra Leone, Tanzania, Uganda, and Zambia.

95 The nine countries are Central African Republic, Kyrgyz Republic, Sudan, Comoros, Togo, Côte d’Ivoire, Nepal, Eritrea,
Somalia.

96 For up to five years. The interim period refers to the time between the decision and completion points under the HIPC
Initiative. As of August 2007, post-conflict interim countries were Afghanistan, Burundi, Chad, Republic of Congo, the
Democratic Republic of the Congo, Guinea-Bissau, Haiti and most recently Liberia, while Guinea and the Gambia were
non-conflict affected interim countries. IDA and IMF, 2007.

97 IDA and IMF, 2007, p.11.
98 Nicaragua’s conflict ended in 1990, which may explain why it has managed to reach completion point.
99 Quartey, 2002. The debt ratios increase in the immediate aftermath of a peace accord, as external funds begin flowing in,

but then decrease over time, particularly after debt relief.
100 Kitabire and Kabanda, 2007.
101 World Bank, 2006f.

Macroeconomic Policy Considerations in Post-conflict Recovery
143



Post-Conflict Economic Recovery: Enabling Local Ingenuity144

A UN vehicle  passes by a sign “If You Cannot Help Us, Please Do
Not Corrupt Us” welcoming visitors arriving at Lungi airport in
Freetown, Sierra Leone, April 2002. (Teun Voetten/Panos Pictures)
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5.1 Introduction
In even the most war-damaged environments, economic activities continue and populations retain
some ability to rebuild based on their own resources, ingenuity and energies. When conflict ends and
basic security is established, some degree of spontaneous recovery always occurs. People return to
their homes and livelihoods, or adapt to new conditions to engage in other forms of entrepreneur-
ship or income-generating activities, often in the informal sector. This element of early post-conflict
recovery may contribute to a significant spurt in growth in the immediate aftermath of war.

Too often, however, such growth is short-lived. As discussed in the preceding chapters, there are sev-
eral reasons why this may happen. Continuing security challenges and unresolved political, legal and
social disputes may undermine the confidence of individuals, communities and businesses. For exam-
ple, uncertainty over the final status of Kosovo and the international status of the Somaliland region
has impeded their ability to benefit from fuller integration into the global economy.1 Similarly, inad-
equate resources for the restoration of basic economic infrastructure, such as roads (especially rural
roads), energy or communications, can undermine progress towards successful post-conflict econom-
ic recovery.

A decisive factor in determining whether the early impetus for economic revival translates into sus-
tainable recovery and longer-term development is the leadership and capacity of the post-conflict
state. Leadership is needed to ensure that the productive ener-
gies and assets of households, communities and enterprises are
adequately channelled towards the recovery effort. The leader-
ship of the state is also needed to foster and protect an enabling
environment for economic activity that can promote both secu-
rity and growth. Indeed, the broader peacebuilding community
now generally recognizes the indispensability of a functioning
state to post-conflict stability and recovery.2 This is why it has
placed a high premium on assisting war-torn countries to
rebuild their institutions and capacities for accountable and
effective governance and, in some cases, to redress the legitima-
cy and capacity deficits that contributed to armed conflict in the
first place.

The most critical governance and institutional needs for post-
conflict recovery are the restoration of the state’s capability,
including the creation of a professional public administration
and civil service; the rebuilding of representative and inclusive
political institutions; and the establishment of mechanisms for
oversight, accountability and financial controls. Critical as these needs are, there is little agreement
on how best to achieve them. Much of the research and policy attention has focused on the role of
external actors in post-conflict state building, rather than on the role of domestic players in fashion-
ing their own institutional capacities for economic recovery.3

This chapter looks at the role of the state from the angle of the leaders on the ground. The next sec-
tion provides context by summarizing the normative characteristics of functioning states. The follow-
ing section focuses on the broad question of the role of good governance—as measured by some
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common indicators—in the process of economic recovery. The subsequent section examines alterna-
tive approaches that post-conflict countries have adopted in rebuilding effective institutions of gov-
ernments in order to lead the process of economic recovery. The fifth section discusses the main
elements of reconstituting the capacity of post-conflict states. It looks first at the question of rebuild-
ing the civil service, and then at some specific mechanisms such as tax and expenditure regimes and
the role of external assistance. The chapter concludes with a summary of the implications for inter-
national efforts that aim to foster self-sustaining state capacities for post-conflict economic recovery.

5.2 The elements of a functioning state
It is generally recognized that a functioning state must demonstrate three critical attributes. These

are authority, legitimacy, and effectiveness.4 These features are
interlinked, as lack of authority diminishes effectiveness, while
states that are unable to deliver services may lose authority and
legitimacy. Typically, post-conflict states are weak on at least
one, and often all, of these dimensions. In cases where war has
been won by decisive military victory, such as Angola, authority
is likely to be quite strong but legitimacy and effectiveness may
remain low, at least in the first few years after the conflict. Such
an outcome would be particularly likely where victors hesitate to
initiate inclusive political and economic reforms. In cases where

the post-conflict country is a newly created state, such as Timor-Leste, a strong sense of national sol-
idarity means that legitimacy is likely to be very high, but the very newness of the state may mean
that its authority is weak, as is effectiveness, because basic political, security and economic institu-
tions may be lacking.5 Where war has left some functioning institutions, and where political consen-
sus exists on peace consolidation and reconstruction, governing institutions are likely to have a
reasonable level of authority and effectiveness.

n Authority: Perhaps the most fundamental aspect of a viable state is its ability to provide basic
physical security throughout its territory. At a minimum, the state should be able to fend off
armed challengers and to exercise a ‘legitimate monopoly of violence’ within its borders. It
should also be able to provide its citizens, and their property, protection from criminal violence
and from the predations of the powerful. In this broader sense, re-establishing authority requires
reforming the security sector—including rebuilding the police and the judiciary—as well as dis-
arming non-governmental forces. Where the state lacks the authority to provide basic security,
recovery, reconstruction, resettlement and investment in productive economic activities will be
impeded. As several recent studies confirm, a secure environment is the single most important
factor for developmental progress in countries afflicted by armed conflict.6 Not only does basic
security give confidence to war-affected populations to return and rebuild, it also gives confi-
dence to foreign donors and businesses to invest greater resources in economic recovery.

n Legitimacy: A legitimate state is one that is representative of, and accountable to, its citizens.
To heal the deep divisions of war, legitimacy depends upon a credible system of political inclu-
sion of major societal groups at all levels of government. Typically, in post-conflict settings,
legitimacy is reconstituted through the political process, including peace agreements, consti-
tutional conventions and transitional democratic elections. However, while these political
reforms are desirable, they are not always necessary or sufficient to ensure the broader legiti-
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macy of the state. Especially where predatory and exclusionary governments contributed to
the outbreak of war, populations are likely to view the state, if not reconstituted, with distrust
and fear. A legitimate government is one that provides palpable benefits, such as security, jus-
tice, basic services and economic opportunity, and does so in ways that are responsive to local
needs. The greater the legitimacy of a government, the easier it will be for a government to
gain the compliance of citizens and producers in paying taxes to underwrite public goods.

n Effectiveness: To secure lasting peace, states must be reasonably capable and effective. Even
the most democratically-constituted states will be unviable in the absence of administrative
capacity to implement peace agreements, enforce rule of law, rebuild physical infrastructure
and reconstitute local government. From the perspective of sustainable economic recovery,
an effective state must have the capacity to initiate appropriate economic recovery policies;
mobilize revenues to underwrite the costs of state reconstruction and socioeconomic recov-
ery; and provide core public services, including citizen security and the protection of prop-
erty, essential social services such as health and education, and basic economic infrastructure
such as energy. Rebuilding state capacity requires the restoration of core institutions of eco-
nomic governance and fiscal administration and, where necessary, rebuilding a cadre of com-
petent, professional civil servants. Without the policy-making and administrative capacity to
generate economic activity, protect investments and provide basic social services, govern-
ments will remain vulnerable to the dual traps of poverty and violence.7

Political stability and economic recovery depend, ultimately, on resolving these three basic chal-
lenges. As discussed in Chapter 3, war-torn societies exhibit a wide range of capacities and resources
for self-help, some of which may have even been strengthened by the adverse conditions of war.
Even in the most extreme cases of state collapse, such as Afghanistan, Liberia and the Democratic
Republic of the Congo, the institutional environment is not terra nullius. Community organizations,
traditional authorities and even non-state armed groups may have sustained prior practices of
administration and governance, or built basic organizational capacity and legitimacy that survives
the overall destruction of the state. Acknowledging, working with and managing these proto-insti-
tutional endowments, however imperfect, contribute to building more robust forms of governance,
and failing to do so may jeopardize the legitimacy and effectiveness of post-conflict authorities.8

The primacy of the political: rebuilding the social contract
For war-torn countries, the real challenge is often not the reconstruction of state structures. In many
cases, state structures themselves have been implicated in the eruption of violence in the first
instance. The real challenge lies, therefore, in instituting the attributes of legitimacy, authority and
effectiveness which were wanting before or have been destroyed by the conflict. This is a highly
transformative process. And, because it is called for in settings where political consensus is weak,
political legitimacy is fractured and vested interests are powerful, it is also an inherently conflictual
one. In these contexts, seemingly benign technical decisions about rebuilding institutional capacities,
improving governance, ensuring responsible fiscal oversight or promoting rule of law often carry
exceptional significance and have profound distributional and political ramifications. Much depends
on the specific political dynamics of each post-war environment. State-building reform programmes
must, therefore, be particularly context appropriate and conflict sensitive.

The restoration of authority, legitimacy and effectiveness is a long-term project. Its success depends
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largely on the domestic contestations over power and wealth, and the ability of the society to determine
for itself the nature of the social contract between the government and the governed. This is not merely
a plea for the primacy of ‘local ownership’. Fundamentally, it is recognition of the historical record of state
formation and the importance of indigenous political and economic relations in shaping the social con-
tract from which legitimacy and effectiveness emerge.9 From this perspective, even the best-designed and
best-resourced technical and financial strategies for improved governance in post-conflict settings can fail
to generate the enabling conditions for domestic actors to negotiate a viable social contract. Put simply,
the social contract is a reciprocal relationship between state provision of security, justice and economic
opportunity and citizen acceptance of the authority of the state.10 The ultimate measure of an authorita-
tive, legitimate and effective post-conflict state is its success in re-establishing such a social contract.

5.3 The challenges of post-conflict governance
The existence of a (positive) correlation between good governance and a broad range of desirable
development outcomes is widely recognized, although the direction of causality has not been estab-
lished.11 Improvements in such areas as political environments, legal frameworks and democratic
accountability have been linked to better economic and social indicators, including per capita income,
maternal and child health, and literacy. Overall, it is believed that good governance pays a large devel-
opment dividend. In the specific context of economic recovery, good governance includes the capac-
ity of governments to formulate sound economic policy, provide effective regulation and oversight,
and manage public revenues and expenditures in an efficient, equitable and transparent manner.12

The diverse characteristics of post-war states
There is considerable variation in governance performance among post-conflict countries, as shown
in Figure 5.1. The chart presents recent governance indicators for selected post-conflict countries,

juxtaposing them against the
regional averages for sub-
Saharan Africa, Latin
America and South Asia.
The indicators come from a
quality-of-governance survey
undertaken for the World
Bank, which aggregates the
views of a large number of
enterprises, citizens and
experts in both industrial and
developing countries.13 The
dimensions of governance of
particular interest for this
report are defined as follows:
‘voice and accountability’,
“measuring perceptions of
the extent to which a coun-
try’s citizens are able to par-
ticipate in selecting their
government, as well as free-
dom of expression, freedom
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Figure 5.1 Some governance indicators for selected post-conflict countries 
and three regions (2007)

Kaufmann et al., 2008b.



of association, and a free media”; ‘government effectiveness’, “measuring perceptions of the quality of
public services, the quality of the civil service and the degree of its independence from political pres-
sures, the quality of policy formulation and implementation, and the credibility of the government’s
commitment to such policies”; and ‘regulatory quality’, “measuring perceptions of the ability of the
government to formulate and implement sound policies and regulations that permit and promote
private sector development”.14

Figure 5.1 shows that some conflict-affected countries managed to retain reasonably good perform-
ance levels (compared to regional averages). For instance, Sri Lanka, El Salvador, Mozambique and
Uganda display performances on the three indicators that are at or above their respective regional
averages. In contrast, Sierra Leone and Liberia are well below sub-Saharan averages on two indica-
tors, while the Democratic Republic of the Congo is below on all three.
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Different post-conflict countries have fared differently in establishing or rebuilding functioning state
institutions. Figure 5.2 shows the evolution of the governance situation from 1996 to 2006 for four
post-conflict countries: Bosnia and Herzegovina, Guatemala, Mozambique and Sierra Leone has
made significant progress in all three governance indicators (i.e. ‘voice and accountability’, ‘govern-
ment effectiveness’ and ‘regulatory quality’) since the end of civil war in 1995. Sierra Leone has also
done particularly well with regard to improving ‘voice and accountability’ since its civil war ended in
2001. In contrast, Guatemala and Mozambique have made much less progress. In both countries,
governance performance has remained more or less the same (and sometimes has slightly worsened)
since their civil wars ended in 1995 and 1992, respectively.

The importance of the rule of law
The rule of law is associated with basic justice, which is at the core of international peacebuilding
efforts. As the UN Secretary-General affirmed in his 2004 Report on the Rule of Law and Transitional
Justice in Conflict and Post-Conflict States:

[The rule of law is] a principle of governance in which all persons, institutions and
entities, public and private including the state itself, are accountable to laws that are
publicly promulgated, equally enforced and independently adjudicated and which
are consistent with international human rights norms and standards.15

The rule of law has invariably failed when countries enter conflict and remains precarious for a long
time after conflict ends. Figure 5.3 shows the state of the rule of law in some post-conflict countries
several years after the cessation of hostilities. Without rule of law, citizen and community security are
likely to remain uncertain. Lowering the levels of economic criminality requires the capacity to pros-
ecute economic predators. Improved security is required for people to re-engage in their livelihoods
and is an important enabler of private sector return. Rule of law is also the proper context in which
to establish the appropriate framework to protect investments, enforce property rights and resolve
property and commercial disputes.

Many post-conflict authorities, with some help from external partners, are placing considerable
emphasis on efforts to establish the rule of law. In some cases, as a prerequisite to the disbursement
of funds, donors are demanding that national governments agree to direct international engagement
in the rule of law in a way that may compromise aspects of state sovereignty. For example, the
Governance and Economic Management Assistance Program (GEMAP) concluded in 2005
between the (then) Transitional National Government of Liberia and international donors (the
International Contact Group for Liberia) requires international participation in such judicial func-
tions as the Anti-Corruption Commission.16

More and more, external partners, sometimes including multilateral agencies, are getting involved in
judicial projects, commercial legislation and even legislative reform. It has indeed been observed that
“IFIs have started to take a position on what laws are good laws rather than simply advocating the
consistent promulgation and enforcement of laws irrespective of their content”.17 It is generally
accepted that the role of external partners should at best be advisory and should be based on mem-
ber state consent. In post-conflict societies, however, the poor state of its systems and the absence of
high-level functionaries to negotiate with external partners often makes the role of partners more
directive than is desired.18
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The challenge of corruption
Overcoming corruption is
central to restoring popular
trust in government in
war-torn states. Figure 5.4
shows that the control of
corruption is substantially
weaker than average
among post-conflict coun-
tries. Post-conflict coun-
tries in general carry
significant opportunities
for rent-seeking behaviour
due partly to the wartime
economy. The problem is
often compounded by the
weak capacity for budget-
ary management and fidu-
ciary oversight. The
attention of the interna-
tional community to issues
of corruption in aid-receiv-
ing countries has risen sig-
nificantly over the last 20
years. The main driver of
this interest has been con-
cerns about the effective-
ness of aid in producing
expected results, particular-
ly results that can be shown
to their donor country tax-
payers and electorates.

In the last few years, howev-
er, there has been greater
focus on the impact of cor-
ruption in the context of
security and development.
Whether defined narrowly,
as the abuse of public office
for private gain, or more
broadly, as a the subversion of
rule of law to reward special
interests by state and non-state actors,19 corruption can have a corrosive effect on political legitimacy and sus-
tained economic recovery. Accumulating research on the subject suggests that real or perceived corruption is
a powerful source of popular discontent and sometimes violent regime delegitimation.20 In addition, corrup-
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Figure 5.4 The control of corruption for selected post-conflict countries and three regions

Source: Kaufman et al., 2007.

Note: Control of corruption measures the extent to which public power is exercised for private gain, including petty and grand forms
of corruption, as well as ‘capture’ of the state by elites and private interests.
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Figure 5.3 The rule of law for selected post-conflict countries and three regions 

Source: Kaufmann et al. 2007. The conflict years are based on the PRIO list of armed conflicts 1946–2006,
which is available at: http://www.prio.no/CSCW/Datasets/Armed-Conflict/UCDP-PRIO/.

Note: Rule of Law measures the extent to which agents have confidence in and abide by the rules of society, in particular the quality
of contract enforcement, the police and the courts, as well as the likelihood of crime and violence.



tion can impair the authority and effectiveness of the state to manage and oversee national economic devel-
opment.21 Post-conflict states with abundant natural resources often find their recovery challenges com-
pounded by this wealth because it is a major source of rent and therefore a major theatre for contestation
among the domestic leaders (Box 5.1).

For most post-conflict countries, however, ODA is the best short-term option for recovery finance.
In both cases, transparency and accountability in government expenditure are essential to improving
governance. Equally important, a good image makes a country more attractive to both public and pri-
vate investment and donor support.

While the post-conflict environment throws up new opportunities for corruption, it can also offer new
opportunities for reformers within government, the larger population and their external partners to tack-
le corruption.The challenge is to address the issue without undermining state sovereignty, without desta-
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BOX 5.1 PARTICULAR NEED FOR GOOD GOVERNANCE IN THE RESOURCE-ABUNDANT POST-CONFLICT COUNTRY

Natural resource abundance offers the potential to underwrite economic growth and improvements in socio-economic well-being. Angola, for

instance, has financed its economic recovery largely through its natural resource wealth. Angolan GDP is estimated to have increased from US$11

billion to US$45.2 billion within four years of the civil war ending in 2002.22 Oil generates 40 percent of the GDP and approximately 90 percent

of government revenue.23 Diamonds have been another major revenue source, with government revenue from this source more than tripling,

from US$45 million to US$165 million over the same four-year period.24

At the same time, however, natural resource abundance could pose significant danger to recovery due to contestation over access. As discussed

in Chapter 2, resource-rich countries are at higher risk of experiencing outbreaks of civil war and of encountering greater impediments to achiev-

ing both an early resolution of conflict and a peace that holds.25 In the Democratic Republic of the Congo, many areas rich in precious metals still

fall outside the effective ambit of government regulation. In Liberia, ex-combatants occupied the country’s largest rubber plantation through-

out the transitional period, stalling efforts to revive production and generate badly needed revenue. 

Weak institutions doubly handicap resource-rich post-conflict countries. Already beset by the governance pathologies of poor accountability and

rent seeking that tend to afflict resource-rich countries, they are also burdened by the wartime destruction of authority, legitimacy and capac-

ity of governing institutions. This double-deficit means that resource-rich post-conflict countries may be even more challenged to reassert con-

trol over and manage the natural resource abundance in ways that support peace and economic recovery. 

For natural resources to contribute effectively to broad-based and durable post-conflict economic recovery, improvement in resource manage-

ment transparency is essential.26 Over the last two decades, the international community has actively promoted such transparency. For instance,

the IMF has been encouraging oil-producing countries to make public their monthly or quarterly oil production data.27 Other donors and civil

society groups have also focused on the issue. For example, the Extractive Industries Transparency Initiative (EITI), launched at the 2002 World

Summit on Sustainable Development in Johannesburg, aims to strengthen governance by improving transparency and accountability in the sec-

tor by advocating a global standard for companies to publish what they pay and for governments to disclose what they receive.28

Similarly, the Publish What You Pay coalition of over 300 international NGOs calls for the mandatory disclosure of the payments made by oil, gas

and mining companies to all governments. The coalition also calls on resource-rich developing country governments to publish full details on

revenues.29 More operationally, the World Bank and other partners have been working with transitional governments to reform the legal frame-

work governing the extraction, taxation and trade in lucrative natural resources.30



bilizing a fragile peace and without overburdening state capacity or undermining it. In order to reduce
corruption, countries need to build the capacity to design and enforce anti-corruption statutes and leg-
islation, establish proper procedures to scrutinize government payments and disbursements, and moni-
tor regularly the movement of resources from disbursement to use.31 Perhaps most importantly,
communities should be actively involved in this monitoring process, as in Uganda’s Community-based
Monitoring and Evaluation System (CBMES). This grassroots programme initiated by the Uganda
Debt Network in 2002 encourages participation of local community members in monitoring implemen-
tation of poverty programmes and government expenditures.32

5.4 Pathways to effective institutions of governance and economic recovery
The critical differences among countries in post-conflict transition underscore the message that
recovery strategies must adapt to local dynamics. Yet the implicit, if not explicit model for function-
ing states that guides international peacebuilding and recovery efforts today is based on the demo-
cratic market models of the West. Some researchers speak of a contradiction between the:

universal values (predominantly those in the liberal tradition of individual human
rights, democratic governance and market-oriented economics) espoused by interna-
tional organizations and donor governments on the one hand, and the particular social
practices, political traditions and cultural expectations of the host society on the other.33

This model encompasses a very broad set of objectives, including
promoting democratization and inclusiveness, ensuring accounta-
bility and responsiveness, and empowering civil society. The model
also suggests particular approaches to reforming military and judi-
cial bodies, and to building the policy, fiscal and administrative
capacity of the state. This model may be highly desirable in nor-
mative terms. But empirical evidence suggests that neither peace-
building per se nor economic recovery necessarily depends, at least
in the short term, on the sort of all-encompassing state-building
programmes that guide today’s international peacebuilding
efforts.34 In some cases, a maximalist state-building agenda may
even unwittingly serve to undermine the creation of effective states
and the prospects for economic recovery by overwhelming limited
national capacities, inflating popular expectations for palpable
peace dividends and unleashing new forms of political contestation
before processes of peaceful conflict management can be fully insti-
tutionalized.35 Moreover, some of these requirements may be
inconsistent with really important aspects of the post-conflict set-
ting. For example, Western style majoritarian democracy, with its
winner-take-all electoral rules, may not easily permit full inclusive-
ness of minority ethnic groups.

Historically, the process of modern state formation in the developed world has shown that resilient and
prosperous states are those that ‘got their institutions right’. The right institutions include those that
ensure security of property rights, enforce contracts, enhance voice and accountability, manage the mar-
ket effectively and provide a social safety net for citizens. It is becoming increasingly obvious, however,
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from the variety of institutional forms that prevail in the advanced countries that ‘getting institutions
right’ does not depend on any one model. Indeed each of these objectives could be achieved in a num-
ber of different ways: in post-conflict settings, the ‘ideal’ model of governance may be less conducive to
peace consolidation and sustained recovery than ‘second best’ institutions and forms of governance that
lie outside the Western ‘best practice’ model.36

Two contrasting paths towards effective institutions of governance
An examination of how war-torn countries have achieved a measure of political stability and established
the foundation for development shows that different approaches are feasible. Both have occurred under
varied constitutional and institutional settings and forms of governance, including one-party systems
(Vietnam), no-party systems (Uganda), transitional democracies (Sierra Leone, El Salvador), de jure
statelessness (the Somaliland region), as well as some form of direct international administration
(Bosnia and Herzegovina, Timor-Leste). We examine in some detail here two alternative pathways
towards (re)-building functioning institutions in war-torn societies. First, Uganda’s successful political
and economic reconstruction after the National Resistance Movement (NRM) took control in 1986 is
examined. Then the case of the Somaliland region of Somalia is reviewed. The Somaliland region has
managed to establish some degree of security and effective governance over the past 17 years while
forming part of a state that is still challenged by conflict.

In both cases, state development was largely locally-driven, based on National Resistance Councils in
the case of Uganda, and customary authorities in the case of Somaliland. In Somaliland, recovery was
largely financed by diaspora remittances with relatively little external aid or assistance. In Uganda’s
case, it was accompanied by substantial international aid and policy conditionality. The contrasting
experiences illustrate the conclusion that there is no single formula for success in state building.

Uganda
When the NRM under the leadership of Yoweri Museveni took over power in Uganda in 1986, it
inherited a ravaged economy and society,37 the product of recurrent civil war, misgovernance and two
decades of gross repression and misrule.

While the major civil war ended when Museveni took power, the new government continued to face
substantial insurgency in the North and in the East. By 1991, the country was at relative peace,
although significant rebellion from the Lord's Resistance Army has continued to present times. The
war had far-reaching consequences. As described by one scholar:

A once impressive economic and social infrastructure lay devastated by war and lack
of maintenance. Farms and industrial enterprises lay abandoned as farmers, workers
and managers fled in search of safety. The more experienced and skilled personnel in
the civil service, terrorized by successive repressive regimes, had fled to safer pas-
tures. Those who were forced by personal circumstances to stay behind were deeply
demoralized by physical insecurity, the collapse of discipline and management sys-
tems, and declining real incomes.38

It is estimated that between 1980 and 1985 alone, tens of thousands of people were killed and hun-
dreds of thousands (mostly civilians) displaced as a result of the fighting between the then Ugandan
government forces and Museveni’s National Resistance Army (NRA). This fierce civil war com-
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pounded the already severe development reversals of the regime of Idi Amin, with its gross misman-
agement of the economy, forced deportation of the largely professional Asian population, and brutal
repression of civil liberties. In 1986, Uganda experienced negative economic growth and hyperinfla-
tion, and the economy was saddled with a heavy debt overhang and serious balance of payments
problems. The country’s GDP shrank by 40 per cent between 1971 and 198539, and its GDP per
capita dropped by close to 30 percent between 1971 and 1991.

Since the early 1990s, as discussed in Chapter 4, Uganda’s fortunes have changed dramatically for
the better, underpinned initially by prudent macroeconomic stabilization policies, sustained broad-
based growth and enhanced governance. Following its victory in the civil war, the NRA succeeded in
extending its authority across the country, and in rebuilding the decimated institutions and capaci-
ties for governance. Uganda has since enjoyed relative political stability and a strong economic recov-
ery with GDP and GDP per capita growing on average by 7 percent and 3 percent a year,
respectively, between 1988 and 1995.40 As shown in Chapter 4, GDP per capita grew by 50 percent
between 1991 and 2007. Inflation was also reduced substantially (particularly after 1993) from 215
percent in 1987 to around 7 percent in 1995. From 1992, following significant improvements in
investor confidence and a corresponding reduction in the country’s overall risk rating, private invest-
ment also started to rebound. This in turn strengthened the ongoing economic recovery. By 1997, the
average income of Ugandans had increased by 40 percent in the space of a decade, albeit from a very
low base. In 2000, a household survey revealed that the share of the country’s population living in
poverty had dropped from 56 percent to 35 percent in just eight years.41

How did Uganda manage this dramatic turnaround? One part of the answer, discussed in chapter 4 (and
indeed the most common explanation), is Uganda’s adoption of macroeconomic stabilization policies and
fiscal reforms and the generosity of donors in funding them.42 This aid was conditional upon Uganda’s
adoption of the standard structural adjustment prescriptions of the day: fiscal discipline, a market-deter-
mined exchange rate to boost export, the liberalization of commodity markets, particularly in the coffee
sector, the restitution of confiscated Asian properties, and active encouragement of domestic and foreign
investment.43 The extent of Uganda’s adherence to donor policy frameworks has led some to conclude
that Uganda’s recovery was largely, if not wholly, a donor-driven and donor-managed affair: a (success-
ful) case of externally-driven, aid-induced policy reform.44 But this
explanation ignores both the role of Ugandan leadership in deter-
mining the parameters of reform as well as the institutional trans-
formation underpinning them. According to Weinstein:

The ownership of policy reform that was the hallmark of
Uganda’s experience resulted from hard-driving Ugandan
technocrats who pushed the World Bank and IMF to
transfer resources and autonomy to policymakers in
Kampala rather than Washington. Aid conditions helped
the Ugandan government implement difficult reforms in
the early stages, but the good institutions that supported a
consensus in favour of policy reform were home grown.45

Under Museveni’s leadership, peacebuilding and economic recovery went hand-in-hand with a process
of state reconstitution that built upon the organizational coherence and capacities of the National
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Resistance Councils. These were quasi-administrative, grassroots bodies that the NRA had developed
in the course of the civil war. In 1986, these became the basis upon which elected Local Councils estab-
lished vehicles of participation and governance. The Councils provided a means of community organ-
ization, local consultation, dispute resolution and local service delivery. While abjuring multi-party
democratic competition, the Museveni leadership developed a self-styled ‘no-party’ system that was
inclusive, incorporating elements of political and former military rivals into leading executive positions
and the army, thereby consolidating a degree of political legitimacy that extended beyond NRM adher-
ents. As the government initiated economic recovery, it pursued a dual strategy of offering uncondition-
al amnesty to those rebels without a criminal record, and intensifying military operations. Meanwhile,
members of some of the former opposing fighting forces were integrated into the national army.

Uganda’s recovery involved the articulation of a clear and robust vision, as well as the design and con-
struction of institutions of government that generate economic growth and empower the citizenry.
Perhaps most importantly, the origins of these institutions lay in the guerrilla war itself as Museveni
designed the Resistance Council system to finance and support his mobile army. He institutionalized
deliberate processes to generate political support, and constructed a broad-based movement capable
of drawing in members of other ethnic groups, enabling him to consolidate power nationwide.

The Somaliland region
In contrast to Uganda, recovery in the Somaliland region has been largely financed through remit-
tances and diaspora trade and commercial linkages over the last 17 years. Somaliland has achieved
remarkable recovery even in the absence of significant development assistance.46 Like the rest of
Somalia, the Somaliland region still ranks low in terms of human development.47 However, it has
shown steady improvement in basic health provision, resulting in greater life expectancy and lower
infant and maternal mortality rates. Primary and secondary school enrolment rates have likewise
shown a steady increase, although they still fall short of the country’s developmental needs. Notably,
primary school enrolment rate, at only 37 percent in 2000, is comparable with neighbouring coun-
tries such as Djibouti (32 percent) and Ethiopia (35 percent).48

Poverty levels show a similar pattern.The populations of Somaliland’s urban centres enjoy average per capi-
ta incomes that compare favourably with regional averages and are well ahead of many post-conflict states
in sub-Saharan Africa.49 Improvements in physical infrastructure, especially sanitation and telecommunica-
tions, have been driven by a resurgent private sector, and have led to significantly improved access even
among poorer segments of the population. While there are continuing severe deficiencies in access to clean
water and road transportation, Somaliland has seen improvements in the delivery of basic public goods.50

Somaliland’s economic recovery has gone hand in hand with its successful transformation to a relative-
ly stable region. As in other war-torn countries, it encountered setbacks in the early stages during its
efforts to disarm and demobilize combatant groups, and in 1994–95 it witnessed renewed inter-clan
violence. By the late 1990s, however, the incorporation of erstwhile militias into a ‘national’ armed force
was more or less complete, as was the return and resettlement of some half million IDPs and refugees.51

Two factors have been crucial to Somaliland’s relative recovery success in the absence of both third-
party security guarantees and significant development aid. The first is that, like the rest of Somalia, it
has long relied on regional trading networks and local customary practices for economic survival.
Informal clan-based credit systems traditionally provide the means to extend credit, transact commerce,
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adjudicate disputes and protect assets in the key sector of the livestock trade, upon which Somaliland’s
economy still depends. During the years of civil war the region became more heavily reliant on these
informal practices, not only for economic survival but also for the furtherance of its political objectives.52

Cross-boundary networks have provided the chief source of reconstruction income to Somaliland in the
form of remittances.53 The volume of remittances to Somalia as a whole is difficult to quantify, as they
flow largely through informal mechanisms. Still, by several authoritative accounts, Somaliland’s annu-
al remittance receipts since 1991 have far exceeded other financial inflows, whether development assis-
tance, humanitarian relief or private investment.54 As one World Bank study details, while these
remittances generally support household-level consumption needs, they have also financed small busi-
ness development.55 The channelling of remittances largely
through informal money transfer mechanisms has broadened the
scope for these institutions to take on greater roles as commercial
lenders and to act as principal agents of finance for local invest-
ment and entrepreneurship.56

In general, private investors, finding innovative ways to com-
pensate for the lack of sovereign risk insurance, have driven
Somaliland’s economic recovery. They have taken advantage of
legal and regulatory mechanisms in external jurisdictions to
conduct business in Somaliland. For example, several private
airlines operate in the region but are based in foreign jurisdic-
tions so to satisfy global safety standards, to assure access to
credit risk insurance and to secure their commercial base. An
official of one such firm based in Djibouti notes that such an
arrangement enables underwriters to write policies to insure
the company’s aircraft. This location also enables airlines to
manage inter-airline agreements with foreign carriers, gain
access to global reservation systems and organize electronic
mechanisms to collect fares, all of which require mutually
agreeable venues for resolving possible commercial problems.57

A second factor in Somaliland’s recovery has been its reliance on customary rules and institutions to
rebuild basic institutions of political authority and governance. Historically, British colonial policy of
‘indirect rule’ meant that very little was done to alter traditional laws and institutions unless a specif-
ic aspect conflicted with British law. Although the policy was guided more by the financial cost of
direct administration than respect for local culture, it helped to maintain customary laws and tradi-
tional institutions. The resilience of these indigenous systems provided the basis for the restoration
of political authority and governance in Somaliland when the union government collapsed. Tribal
leaders got together and formed a council of elders. After months of deliberation and consultation,
Somali clan representatives created an elected legislature in 1993. The clan elders’ council became the
basis of the upper house of the legislature, and was complemented by the creation of a lower house,
where seats are distributed by clan. This arrangement has been described by one scholar as “a hybrid
of Western political institutions and a Somali system of clan representation”.58 It provided the basis
from which Somalilanders were able to deliberate constitutional reform, re-establish pluralistic pol-
itics and create a region-wide system of representation and administration.59
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A degree of peace and stability has been essential to the efforts to build an effective, if still limited
public administration in the Somaliland region. To be sure, its experience has not been without set-
backs and problems, such as an embattled media and, beyond the clan system, a weak civil society.
However, its relative success shows that war-torn countries or regions do have some capacity for
‘autonomous recovery’60 and may even be capable of rebuilding functioning—if still imperfect—insti-
tutions of governance in the absence of substantial external state-building assistance.61

5.5 Reconstituting state capacity
Reforming the civil service
Strengthening the machinery of government is perhaps the most important priority for improving
state performance in post-conflict economies. The obvious starting point for the post-conflict coun-
try seeking to reform its public sector is retrenchment and weeding out of ghost workers, i.e. those
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A hairdresser cuts hair in a makeshift barbershop that he has set up in the abandoned tax department of the National Bank of
Liberia, Monrovia, Liberia, June 2005 (Tim A. Hetherington/Panos Pictures)



workers who are on payroll but do not actually perform any function and do not show up in the work-
place. However, the post-conflict setting of the exercise means that the government must be concerned
as much with enhancing its effectiveness as with the larger question of ensuring that such reforms sup-
port peace consolidation and economic recovery. For instance, against the need to reduce the size of
the bureaucracy to raise efficiency, the state must weigh considerations relevant to avoiding a high risk
of conflict recurrence. Dismissing unnecessary civil servants will not only add to the general employ-
ment problem but also lead to disgruntlement among an articulate section of the population. Moreover,
it is important that all major groups are represented in the bureaucracy. In the immediate post-conflict
period, therefore, it may be politically desirable to incorporate some of those who have worked for rebel
administrations—which might require expansion rather than retrenchment. As discussed in the case of
Uganda, this grossly inflated the size of the army (and the defence budget), but was critical to sustain-
ing peace.62 The absorption of combatants into the army was eventually followed by a successful World
Bank-supported DDR programme.63 In sharp contrast, in Iraq after the 2003 invasion, there were mass
dismissals of military personnel which seems to have fuelled the violent opposition.64

The overall record of post-conflict countries with regard to strengthening of administrative capacity over
the last two decades has not been spectacular. While there has been some success in keeping the wage
bill under control and strengthening the basic ‘plumbing’ of public administration through eliminating
ghost workers, creating an accurate database of employees linked to the payroll and setting up a system
of basic controls, the longer term state capacity building has been much more challenging. Post-conflict
civil service reform must be particularly concerned with improving the training and skills of existing staff,
especially where the conflict has lasted for a long time. It may also need to provide special incentives to
attract back educated personnel from abroad. Reforms in public expenditure management will help mon-
itoring government spending and rationalizing spending according to government goals.

Right after cessation of hostilities, while new national leaderships are being constituted (and still
being contested), donors often try to compensate for weak national capacities in several ways. One
is to have NGOs provide direct service delivery, for example, having NGOs implement the health
and education programmes for returning populations and IDPs. As noted in Chapter 3, NGOs
were widely used in Liberia to implement aspects of the DDR programme. For external partners
seeking to act quickly and effectively, there is an obvious attraction in this model. However this
approach runs the risk of giving rise to an enduring parallel structure which substitutes for the
state in the delivery of services or management of resources. Where this parallel structure endures,
it becomes fundamentally subversive to government efforts to rehabilitate and expand the capaci-
ties of state agencies to design and implement public policy. Indeed, excessive dependence on these
entities tends to create enclaves of economic activity and potentially strong islands of excellence
without improving local human or institutional capacity. In the worst-case scenario, it can supplant
state functions and ultimately hurt the legitimacy and sovereignty of the state.

Our indigenous drivers approach would suggest that reconstituting the capacity of the state has
to be a first order priority, even as various domestic influential groups contest the politics and the
peace consolidation process. As described in Chapter 2, a dire shortage of skilled personnel, par-
ticularly civil servants, is a typical legacy of conflict. Unfortunately, reinstating such policy lead-
ership capacity has not usually been among the leading priorities in external support for recovery.
For instance, despite the dire capacity needs, civil service training in Afghanistan did not begin
in earnest until 2005.65 Similarly, it has taken the Liberian government over two years to mobi-
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lize the support it needed to initiate its Senior Executive Service (SES) programme which is
expected to provide the dynamic leadership for Liberia’s new public service (Box 5.2).

The role of aid
As discussed in Chapter 4, aid is a major pillar of recovery for most post-conflict countries. It gives
national authorities additional resources and discretion to restore policy-making capacities, and cru-
cial political space to work on building an internal consensus on overall recovery strategy. The need
for early and more predictable disbursements of aid was stressed. However, foreign assistance with-
out a corresponding focus on rebuilding the skills of local counterparts can undermine the rebuild-
ing of institutions in post-conflict settings.

An often-repeated example is Afghanistan, where it is claimed that external assistance undermined
capacity building in the government bureaucracy. This is because civil servants receive an average pay
of US$50 per month while Afghan nationals working for NGOs and the UN and bilateral aid agen-
cies earn more than US$1,000 per month. It is said that this results in a brain drain from the man-
agerial tier of the government to menial positions in the aid system.66 Another example is Cambodia,
where expenditure on foreign technical assistance by donors substantially exceeds the total civil serv-
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BOX 5.2 LIBERIA: RE-ENERGIZING THE PUBLIC SERVICE

After decades of neglect and decline due first to highly intrusive political leadership and then to almost 25 years of conflict, Liberia’s civil serv-

ice had suffered a severe decline in effectiveness and a massive loss of qualified staff. By the start of President Johnson Sirleaf’s administration

in January 2006, the civil service was unable to lead and manage reforms and deliver essential services to the public. A cadre of high perform-

ing public servants, properly trained, well motivated and adequately compensated, needed to be put in place as quickly as possible. The gov-

ernment considered this objective infeasible within the confines of the current civil service structure. Increasing salaries and allowances across

the board, though perhaps justified to compensate for the erosion of purchasing power, was not considered a feasible solution to the under-

lying problem.

The government sought to create a group of public service leaders who would take ownership of the reform process and move it forward. It

insisted that Liberians must become the drivers of change. To this end, the government initiated the Senior Executive Service (SES) pro-

gramme, identifying 100 ‘high leverage’ positions in the civil service. Each of these posts typically involves the management of a significant

level of public resources and effective performance of its responsibilities usually has a significant impact on the well-being of the country as a

whole. The core of the programme is in ministries that have either financial or economic policy oversight functions, such as finance, budget,

planning and economic affairs, or major service delivery responsibilities such as public works, health and education. Recruitment to these posi-

tions is highly competitive, with incentives set generously enough to entice expatriate Liberians to return. Beyond salaries substantially high-

er than the current scales, the programmes’ incentives include monetizing all allowances and matching the incentives provided by a

market-based comparator group. The programme also ensures that the senior executives have appropriate authority and autonomy as well as

continuous professional development. The government expects to be able to take full responsibility for the SES, eventually folding it into the

rest of the civil service reform process. At the beginning, however, it expects that its external partners will bear the US$9.7 million cost of the

programme for the first three years. Those who lose their jobs as a result of the new scheme will be given significant support. The programme

will offer them training and counselling, job search support and exit pay for staff whose positions have changed or disappeared (although in

light of Liberia’s conflict situation, termination will be considered a last resort).

Source: Government of Liberia, 2007; UNDP Liberia, 2007b.



ice bill, and salaries to international agencies and their contractors dwarf local salaries.67 Relatively
expensive expatriates may be needed to give the post-conflict country the skills it needs, but it is crit-
ical that their number be limited to what is absolutely essential. There is some evidence, however,
that not enough effort is put into finding indigenous capacities. A participant at a recent UN Security
Council discussion on supporting post-conflict countries observed that in Afghanistan there were

countless Afghans with skills that the UN could have used. If we had made it a pri-
ority to train Afghans at the outset of the mission, we could have hired many of
them to serve as clerks, mechanics and in other capacities. Instead, we brought in
international staff to do those jobs. Even if we couldn’t find the expertise we need-
ed in the country, there was a 3 million-strong Afghan diaspora—most of them
across the border in Pakistan and Iran. If we had made an effort to visit these com-
munities we might have found many capable Afghans to work with us.68

The possible crowding out effect, where competent local staff are recruited by the aid agencies at
salaries the government cannot match, poses a different kind of challenge. The real question is how
quickly such international presence can be reduced so that the recipient government can obtain the
maximum benefit from external assistance. Aid resources should be used to build state capacities as
quickly as possible, including the capacity to manage the recovery and development processes. In
post-conflict settings, particularly in the early days of recovery,
there is often a large peacekeeping operation and other interna-
tional presence. As a result, only a fraction of total external
resources dedicated to peace consolidation passes through the
government budget. The bulk of the resources is often handled
directly by external partners for necessary operations (such as
security and stabilization) that may not build state capacity or
contribute directly to national development. In Afghanistan for
example, from 2002 to 2004, 66 percent of resources being spent
in the country was controlled by UN agencies, bilateral aid agen-
cies, international NGOs and private contractors in the position
of direct implementers and decision makers.69

The real challenge here for recovery is that the resources meant for
post-conflict reconstruction and development should be to the
maximum extent possible controlled by the government. The
dilemma is that in an Afghan-type situation, there is an absolute
shortage of high-level skills due to years of conflict. It is such con-
straints that the large number of international personnel is supposed to address. However, emergency
interventions offered by donors to kick-start recovery, while necessary, have often created a proliferation
of technical assistance, some at unsustainably high costs. In a bid to get the job done parallel institution-
al arrangements for implementation are often created at the expense of developing government capaci-
ty.70 The larger the number of expatriates doing development work, the less room there is for local
expertise to learn by doing. The long-term solution is to build local capacity as soon as possible. In the
interim, however, and as part of the process of building the indigenous capacity, one solution may be to
have two people on the same job for a short period. The idea would be to pair a highly skilled expatri-
ate with an indigene inside the government bureaucracy rather than have a parallel organisation of expa-
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triates doing what is essentially government business. There could still be a pay disparity, but the expa-
triate’s exit would come much sooner.

Another challenge, and one that is widely recognized, is the unacceptably high administrative costs as gov-
ernment agencies cope with multiple donors. The proliferation and duplication of aid agencies in post-
conflict countries complicates the government’s job. Over the years, there has been a growing overlap of
mandates among the various aid agencies, and a blurring of their traditional roles. In addition to the mul-
tilateral agencies, bilateral agencies and an increasing number of NGOs are also active independently.
Coordinating them and staying on top of their agenda can be quite a challenge for the typically weak post-
conflict government. This is one of the most important reasons for recovery assistance: to build as quick-
ly as possible the capacity of the local leadership to ‘own’ the country’s recovery process.

In recent years, particularly as a consequence of the Paris Declaration on Aid Effectiveness,71 growing
attention has being paid to the provision of direct budget support, as mentioned in Chapter 4. Direct
budget support, provided early and with minimum control, can reinforce economic recovery and peace
consolidation. Indeed some analysts have noted that:

The early shift to programme aid—combined with large increases in technical cooper-
ation funding—enabled Sierra Leone and Rwanda to improve macro-economic stabil-
ity, to rebuild institutions, to plan and prioritise public expenditure, and to meet key
recurrent costs to support basic services. Traditional ‘post-emergency’ instruments may
arguably not have been able to meet these broader objectives. In Sierra Leone, DFID
provision of budget support during the conflict arguably contributed to economic sta-
bility and post-conflict recovery.72

In some post-conflict coun-
tries, international donors
have been leaders in providing
budget support, as in the cases
of Rwanda and Sierra Leone
and Uganda.73 However, the
idea of DBS has not yet been
fully embraced, particularly in
fragile settings. Figure 5.5
shows the share of DBS for a
select group of developing
countries, including a number
of post-conflict countries. At
best, as in Rwanda,
Mozambique and Uganda
(and in non-conflict
Tanzania), DBS is only just
about a third of total ODA.
Admittedly, the typical post-
conflict setting is particularly
risky, in part because of the
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weak capacity of the state. Providing budget support in such circumstances may be seen as an act of
optimism. But it is precisely such “optimism of the will”74 that is essential to help the post-conflict
country reconstitute the state and rebuild its capacity to own and lead the recovery process.

Rebuilding public finance capability
Many post-conflict states rely heavily on external aid, at least initially, for the resources they require for
the recovery of the economy and the provision of public services. Ultimately, however, sustainable recov-
ery requires that post-conflict governments develop the institutional, administrative and fiscal means to
underwrite directly the provision of these services. This depends, in turn, on the ability of the state to
mobilize, allocate and spend domestic revenues. The payment of taxes by the citizenry is an essential
aspect of the social contract and the ties between citizen and state.75 Hence, the size of public revenue
relative to national income is a good indicator of the relative strength or weakness of the state. The
objectives of revenue mobilization in post-conflict settings, as in all settings, are to pay civil servant
wages and to underwrite public services, as well as to finance capital expenditures and reduce aid
dependence. Additionally, the capacity to mobilize revenue is an essential characteristic of an effective
tax administration.

Developing countries in general have a substantially lower tax-to-GDP ratio than developed coun-
tries. For post-conflict countries, the war-induced disruption of economic life means that they typi-
cally begin their recovery with an even lower tax base. In Afghanistan, for example, the level of
revenue (excluding grants) in relation to GDP was 4.5 percent in 2004.76 Figure 5.6 shows the trend
in the tax/GDP ratio for Mozambique, Rwanda and Uganda from 1984. In all cases the ratio at its
best was only around 15 percent.

Post-conflict governments are
often constrained by a lack of
administrative capacity to
identify and tax sources of rev-
enue. Effective tax collection
requires fairly elaborate
administrative machinery,
including technical experts,
administrators and judicial
support mechanisms. Where
these capacities are strong,
states have several options for
revenue mobilization, includ-
ing taxes on income, property
and sales. Where they are not,
it could mean, at best, unreal-
ized revenue potential; at
worst, it leaves revenue sources
vulnerable to capture by non-
state actors. For example, in
the Democratic Republic of
the Congo, it has been esti-

Economic Recovery and the Role of the State
163

0

2

4

6

8

10

12

14

16

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

A
s

a
p

er
ce

n
ta

g
e

of
G

D
P

Uganda

Mozambique
Rwanda

Figure 5.6 Tax revenues as a share of GDP for Uganda, Mozambique and Rwanda

Source: World Bank, 2003b; World Bank, 2005g; IMF, 2007a.



mated that between 60 and 80 percent of customs revenues are not collected by the central government,
but instead are used to finance militia operations through taxes taken at border crossings.77

As discussed in Chapter 4, post-conflict governments can seek to expand the size of the revenue
base through policies that promote investment, trade and economic growth, and by rebuilding the
capacity to tax existing incomes and assets. Both avenues are necessary for long-term sustainable
economic recovery. While the first is a challenge for macroeconomic policy making, the second
is a challenge of institution and capacity building. Without an effective capacity to translate
gains from economic growth into gains for public finance, state coffers are unlikely to benefit
from post-conflict economic growth when it does occur.

However, as noted in Chapter 4, with their limited administrative capacity in the face of urgent
expenditure needs, post-conflict governments often have to depend on a very narrow range of
taxes. They rely mainly on indirect taxes such as import duties and other trade taxes for a large per-
centage of their revenue, since these taxes are relatively easy to collect at the border and do not
require complex administrative machinery. For example, almost all revenues in Kosovo stem from
imports, which are subject to a uniform tariff, sales taxes and excises, while much of the domestic
economy remains virtually untaxed.78 As is well known, indirect taxes can be regressive, but they
can be designed to exempt the goods primarily consumed by the poor, notably food, and to tax
high-income goods more heavily.

Taxes that have been recommended by the IMF for a range of post-conflict situations include with-
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holding taxes on wages (Afghanistan, Bosnia and Herzegovina and Timor-Leste) and a presumptive
tax on small business (Timor-Leste). Taxation of large urban landholdings is another revenue-rais-
ing possibility that has been suggested.79 Another is to concentrate capacities and resources on
enforcing compliance on the small pool of the largest taxpayers.80

The World Bank cautions, however, that an overemphasis on raising taxation in the immediate after-
math of conflict could be seriously counterproductive. In an evaluation of its work in support of post-
conflict reconstruction in Uganda, one of the lessons learned was that “a low level of taxation over
the recovery period in a post-conflict country such as Uganda is critical. Even where aid is set to
decrease in the medium term, the fastest route to self-reliance is unlikely to involve rapid increases
in the tax burden in the short term”.81

There is indeed some merit in not trying to raise domestic taxes too quickly, especially when the
social contract remains fragile. It has been suggested, however, that reducing tax exemptions on post-
war aid flows could help to prime the pump for domestic revenue-collection capacity. In the early
post-war years, aid often is the single biggest component of the formal-sector economy. In the spir-
it of rebuilding the capacity of the state as quickly as possible, there is some potential avenue toward
this end in taxing imports brought in under aid agreements. One reservation against such a tax is that
it is essentially equivalent to budget support. This is true, but it is precisely the point that the fiscal
autonomy such taxes give to national authorities is the appropriate way to build its fiscal capacity.

A related suggestion has been made that employees of international organizations and their con-
tractors could be taxed too.82 This would require weighing the additional costs of setting up the
system against its potential benefits. The most obvious direct costs would relate to negotiating
double taxation agreements. But there would be a larger question of parity—ensuring that inter-
national civil servants employed in post-conflict settings do not carry a heavier tax burden than
those in non-conflict settings.

Rebuilding fiscal institutions in the wake of conflict involves creating the appropriate legal and
regulatory framework, establishing a central fiscal authority for mobilizing revenues and for coor-
dinating external assistance, and installing mechanisms for deciding on and implementing revenue
and expenditure policies.83 The relative sequencing of the three measures will depend on the par-
ticular country conditions. In some countries all three elements may already be in place, as in Sri
Lanka. And, in general, these steps were followed in such new states as Bosnia and Herzegovina
and Timor-Leste.84

Given the heavy dependence of post-conflict states on customs duties, a relatively low-cost starting
point for increasing revenue is to strengthen customs management and oversight at major ports and
border crossings to deter extra-legal capture by non-state actors. This has the double benefit of redi-
recting revenues toward legitimate authorities while undermining the financial strength of potential
peace spoilers. Where national customs enforcement capacities are weak, support may come initial-
ly from international peacekeeping forces. In Afghanistan and Liberia, for example, peacekeeping
forces were deployed to monitor key border crossings.85

National capacity to control the illicit trade in lucrative commodities such as diamonds and timber
has also been aided by UN sanctions and global certification regimes. In the case of Sierra Leone, for
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example, the combination of UN embargoes, national certification and the global certification sys-
tem provided by the Kimberley Process86 led to an increase in official diamond exports.
Correspondingly, revenues rose from US$10 million in 2000 to US$130 million in 2004.87 Targeted
World Bank assistance to customs reform in the Democratic Republic of the Congo, which stream-
lined and reduced bulky customs payments, helped to increase customs revenues nearly threefold
between 2002 and 2005.88 In Mozambique, the IMF contracted a private customs management
agency, Crown Agents, to build, operate and transfer the facility, which resulted in significant
increases in customs revenue.

One instrument to mobilize revenues where fiscal governance and administration are weak is the
semi-autonomous revenue authority (SRA). SRAs have been established with the aim of enhancing
revenue collection, improving tax administration and reducing opportunities for ‘leakage’, whether
through administrative inefficiencies or political interference. SRAs are specialized tax units, inde-
pendent of central ministries in terms of both governance and financing. They are sometimes seen as
a more efficient alternative to regular taxation procedures through established government depart-

ments, particularly in cases where such ministries are subject to
political influence and other rigidities. Freed from established
public sector constraints on wages and promotion, SRAs have
greater flexibility in hiring and firing based on merit and other
performance criteria. Their financing is typically based in part
on a percentage of revenues collected, rather than fixed ministe-
rial budgets, thereby strengthening incentives for more efficient
revenue collection. They are accountable to governing boards,
the composition of which is typically designed to insulate their
operations from political influence. While not unique to post-
conflict countries, they have been adopted in a number of post-
war countries, including Guatemala, Mozambique, Rwanda and
Uganda.

International experience suggests that an institutionally separate
and self-financed revenue authority with operational distance
from the Ministry of Finance could help increase tax revenues in
low-income and post-conflict countries.89 In Ghana, a semi-
independent authority established in 1985 successfully con-
tributed to raising tax revenue as a proportion of GDP from 7
percent in 1984 to 16 percent in 1996.90 In Uganda, tax revenues
as a percentage of GDP increased from 8 percent in 1991, when
the Ugandan Revenue Authority was established, to over 12 per-

cent by 2000 (Figure 5.6). But evidence also shows that SRAs are no panacea. In many cases,
improved revenue performance has been short-lived. In the case of Rwanda, for example, there was
initial progress but then taxes dipped. Some have argued also that SRAs may be victims of their own
success: the more effective they are in mobilizing revenue, the more attractive they become to polit-
ical interference.91 This suggests that the sustainability of these institutions depends very much on
the extent of commitment and self-restraint of government leaders.92 Evidence further shows that
while SRAs may enable new and more effective management and oversight mechanisms, these ben-
efits do not necessarily flow back to established ministries. In sum, while SRAs can offer much-needed
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revenue enhancement in the short-term, they are a stop-gap mechanism at best and no substitute for
the more thorough public sector reform that sustainable revenue mobilization requires.93

Improving expenditure disbursement and allocation
The other side of public fiscal management lies in the government’s capacity to plan and implement pub-
lic expenditures. For the post-conflict state, it is particularly important to view public expenditure prior-
ities through the lens of conflict risk minimization. Expenditure policy must strive to be inclusive in basic
welfare expenditure and in providing health, education and public infrastructure. Indeed, as noted above,
a post-conflict government’s ability to provide basic services is often critical to rebuilding popular legit-
imacy and reviving a viable social contract.To help support peace consolidation, public expenditures must
be fairly distributed, and must contribute to reducing horizontal inequalities and enhancing the well-
being of the poorer segments of the population. Evidence from some post-conflict experiences suggests
that this does not always occur. A study of the distributional incidence of post-war public expenditure in
Guatemala, for example, finds that much of the public expenditure was not fairly distributed.94

Post-war trends show a persistence of both vertical inequalities and horizontal inequalities (between
indigenous and non-indigenous populations) in Guatemala.95 The budget allocations to human
development are highly skewed, with expenditure on both secondary and tertiary education as well
as health expenditure for hospitals being regressive. In Mozambique, both aid and government
expenditure have generally tended to be highly concentrated in the relatively privileged southern part
of the country.96 In a trend paralleled in a number of post-conflict countries, public expenditure,
instead of redressing disparities in private expenditure, often mirrors them.

5.6 Conclusions and policy implications
The most conducive environment for sustainable post-conflict economic recovery is one that assures
citizens of their security, supports inclusively distributed development, provides an adequate infra-
structure, protects property and investment from theft and predation, ensures predictable and fair
taxes and incentives to all economic agents, and reduces the costs of doing business. In the short
term, substitute external actors can help provide some of these enabling conditions in the absence of
effective states. In many cases, initial security and stabilization have been achieved backed by inter-
national peacekeepers. Meanwhile, a range of non-state actors, including NGOs, the foreign private
sector, traditional authorities and even former armed groups, have undertaken the reconstruction of
basic infrastructure and the provision of basic social services, often with the financial support of the
international donor community.97

In the longer term however, there can be no substitute for the role of the state in post-conflict recov-
ery. The sustainability of economic recovery and peace depends on the restoration of a legitimate,
effective and accountable state. Post-conflict countries differ substantially regarding the strength and
capacities of the existing state institutions as well as the institutional challenges facing them. Policies
to address these institutional challenges must recognize this diversity. They must work with the polit-
ical, institutional and resource endowments that are present on the ground. Post-conflict societies are
endowed, and survive conflict with, informal institutions and forms of governance that may be more
viable and legitimate than imported models in bringing about peace, stability and development. So-
called ‘first best’ models of state building derived from the West may be less appropriate to the
achievement of stability and sustainable development than institutions grounded in the real-world
conditions of post-conflict societies.
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State legitimacy in post-conflict states clearly goes beyond transitional elections. Its real substance
derives from installing representative institutions, which foster inclusive politics and mitigate the risk
of conflict recurrence through paying attention to continuing socioeconomic and political inequali-
ties among groups. The ultimate measure of an authoritative, legitimate and effective state is one that
has established a ‘social contract’, the reciprocity between state provision of security, justice and eco-
nomic opportunities, and citizen acceptance of the authority of the state. Key institutional challenges
that need to be addressed in order to establish such a state are, among others, the promotion of secu-
rity and the rule of law, the control of corruption and rent seeking, the establishment of an effective
civil service with respectable fiscal institutions and revenue mobilization capacity.

International support is often crucial in the early stages of economic recovery and post-conflict insti-
tution building. Transparency and accountability are thus essential to attract such support. At the
same time several potentially perverse effects of international aid need to be urgently
rectified.Crucially, a serious problem in post-conflict settings is the ironic situation where the abun-
dance of aid undermines government efforts to rehabilitate and expand state capacities. A substan-
tial portion of overall aid resources is used to maintain the presence of the international community.
But that presence is clearly not a long-term option. Sustainable economic recovery requires that
external programmes of support devote significantly more resources than currently to rebuilding local
capacity from the very beginning. This may raise the cost of recovery if, for instance, a local counter-
part is maintained for each key public management position. But even in such cases, the short-term
increase in the cost of recovery is more than compensated in the long term. This is the most effec-
tive way to nurture indigenous drivers.
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