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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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Vesna Bojic̆ić-Dz̆elilović, James K. Boyce, Eva Busza, Charles Call, Victor Davies, Judith Karl,
Armin Langer, Emmanuel Letouzé, Darryl Mcleod, John F.E. Ohiorhenuan, Frances Stewart,
Momodou Touray, Claire Umubyeyi and Remco Van Wijngaarden.

Advisory Panel
The report benefited greatly from intellectual advice and guidance provided by a distinguished advi-
sory panel of experts. The panel comprised Tony Addison, Philbert Afrika, Vesna Bojic̆ić-Dz̆elilović,
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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.
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5 Human Security Center, 2008.
6 See Chapter 1 for this list of post-conflict countries.
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