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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.



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.

o o

Kemal Dervis
Administrator
United Nations Development Programme
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Preface

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



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.

Vi



Viii

Acknowledgements

This report would not have been possible without the generous contribution of many individuals and
organizations. The authors wish to acknowledge their special debt to Kemal Dervis, Administrator
of the United Nations Development Programme (UNDP), for inspiring this report and for his con-
sistent support and encouragement. Kathleen Cravero, Assistant Administrator and Director of the
Bureau for Crisis Prevention and Recovery (BCPR), provided intellectual guidance for this work and
was unwavering in her commitment to initiate a series of reports on crisis prevention and recovery.

Contributors

Background studies, papers, case studies and notes were prepared on a large number of issues relat-
ed to the report. Contributors were Karen Ballentine, Musinga Bandora, John Bray, Graham Brown,
Vesna Bojicic-Dzelilovit, 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 Bojicic-DZelilovit,
James K. Boyce, Lakhdar Brahimi, Sarah Cliffe, Paul Collier, Kathleen Cravero, Alan Doss, Ameerah
Hag, Nora Lustig, Carolyn McAskie, Toga Mclntosh, José Antonio Ocampo, Hafiz Pasha and José
Manuel Salazar-Xirinachs. The authors gratefully acknowledge the support of the panel, but absolve
them of all responsibility for the views expressed in this report.

Consultations

Many individuals gave generously of their time and intellect in several workshops convened on the
report. The team thanks Jean Barut, Peter Batchelor, Tilman Briick, Eva Busza, Graciana del
Castillo, Rahul Chandran, Pedro Conceicédo, Alexia Deleligne, Gana Fofang, Shepard Forman, Scott
Gilmore, Macartan Humphreys, Selim Jahan, Lawrence Jeffrey Johnson, Judith Karl, Richard
Kozul-Wright, Alfredo Lazarte-Hoyle, Darryl Mcleod, Ronald Mendoza, Gary Milante, Eleonora
Nillesen, Madalene O’Donnell, Darini Rajasingham-Senanayake, Severine Rugumamu, Dirk
Salomons, Martin Sandbu, Thierry Soret, Martin Tisne, Momodou Touray, Remco Van
Wijngaarden, Philip Verwimp, Marc Vothknecht, Susan Woodward and Vanessa Wyeth. The team
also expresses its gratitude to the Management of the Rockefeller Foundation’s Bellagio Study and
Conference Center and the Greentree Foundation for their generous hospitality in hosting work-
shops on the report.



The report team is grateful to Pedro Conceicdo, Ronald Mendoza and Thierry Soret of the UNDP
Office of Development Studies for providing due diligence review and scrutiny of several drafts of
the report. Many UNDP colleagues commented extensively on drafts of various chapters of the
report and provided additional inputs. The team wishes to acknowledge the comments and sugges-
tions of Hodan Addou, Samuel Choritz, Selim Jahan, Bruno Lemarquis, David Morrison, Romesh
Muttukumaru, Stan Nkwain, Eugene Owusu, Christine Roth, Kori Udovicki and Moises Venancio.
The report benefited immensely from the advice and encouragement of colleagues in the
Communications Office and the Human Development Report Office on a range of technical and
production issues. The team gratefully acknowledges the help of Carlotta Aiello, Sarah Burd-Sharps,
Rajeswary Iruthayanathan, Cecilia Lopez, Maureen Lynch, Cecilia Ugaz and Cassandra Waldon.
Any errors of commission and omission are the sole responsibility of the authors.

/ P
John F. E. Ohiorhenuan

Director
Conflict Prevention and Recovery Report 2008




Contents

o] =311V o] o TSP PR iv
PTETACE ...t b bRttt b et n e e vi
ACKNOWIBAGEIMENTS ...ttt b e vii
Tables, DOXES aNA TIGUIES .....eiiuiieiieeiie et e et e et e s ae e srae e s raeennae e sreeenneean Xii
OVEBIVIBW ..tttk b btk s e bbbt b b e e b bt e bt b e e st e et e bt bt et et et e nbe b s XVi
Chapter 1 War, Peace and Durable ECONOMIC RECOVETY ... 2
1.1 The challenges of sustainable post-CONfliCt reCOVErY.........cccooviiiiiriieiciiiiseceee e 3
1.2 Defining post-conflict 8CONOMIC FECOVENY.......c.vciuiiiiiieitie sttt sre e 4
1.3 Why post-conflict economic recovery is important ..........ccccocevevienieneneseseeiese e 8
1.4 The need for a context-appropriate appProach ..........ccocooveieiiiiiinieicre e 9
1.5  OUtling Of the TBPOI ....c..icii et 10
[N [0 1= S TSP OU PP PUPRTTI 12
Chapter 2 The Legacies of Armed Conflict .........ccccceviviiciiinicccce e 14
220 A 11 oo 004 o o PRSP S 15
N o] o101 1= Tol U =T o oSSR 15
2.3 Economic factors that heighten the risk of conflict recurrence...........ccccooovvviieiiennee 17
2.4 The impacts of violent conflict on people, assets, institutions and incentives.............. 22
2.5  The effects of conflict on economic PerformMance .........cococvveviee v 34
2.6 Specific challenges of post-conflict development ..........cccoovveiviiiiii i 40
2 B o] o [+] 1] T ] o RS S T 41
0] 3SR PR P RUPRTPTP 43

Chapter 3 Strengthening the Indigenous Drivers of Post-Conflict Economic Recovery ....48

K J0 A 11 0o [ To4 1 o o ST 49
3.2 Rehabilitating INfraStrUCIUIE .......coviiiiie i e 51
3.3 Reinvesting in human Capital ............cooiiiiiiiiie e 59
3.4 Reintegrating ex-combatants and SPecial groups .........ccccoeeeririreieererine s 65
3.5 Securing economic opportunities and creating JobS ........ccccceviiiiiiiiic i 73
3.6 Strengthening local INSTIEUTIONS .......coiiiiiiieiericee e 79
3.7  Mediating access to fiNanCial rESOUITES ..........cocviiiieicieie e 84
3.8 Indigenous drivers and external assistance frameworks............ccccccvveveeieeiecciesie e 89
K JKe B o] o] 1] T ] o PR SST 93



Chapter 4 Macroeconomic policy considerations in post-conflict recovery ................ 106

O | 1o L1 Tod 1 o] o PSSR 107
4.2 ECONOMIC rECOVEIY IN PraCliCe.......ccveivieiieeieiieeiie st e ste et te et sreeste e et ere e 108
4.3 INFIAtioN AN FECOVETY ...t 112
4.4 Growth inclusiveness and human development during reCovery .........c.cccceeveeiveennn. 114
4.5 Macroeconomic drivers Of FECOVEIY ......ciiiiuiiie ettt 117
I @0 o Tod I3 o] PSSR 137
[N [0] (TP RUP PP PPPR PPN 139
Chapter 5 Economic recovery and the role of the state ...........cccoevevveivciicieiccen, 144
LTS A 11 oo [1Tod o] o ISR 145
5.2 The elements of & fUNCLIONING SEALE .........cociiiiiiiiiie e 146
5.3  The challenges of post-conflict gOVErNaNCe .........c.cccvevveiiiiiciic i 148
5.4  Pathways to effective institutions of governance and economic recovery .................. 153
5.5 Reconstituting State CAPACITY .......covervirieeereiie e 158
5.6 CONCIUSION ..ttt ettt sttt r e nbesneaneeneas 167
N 0] = S TP OUPRTPPR 168
2110 [ToTo | €-To] 1)V PSPPSR 172
DAt APPENTICES ...ttt bbb e bbb bbbttt 200

X|



Xl

Tables, boxes and figures

Tables
Table 1.1
Table 1.2
Table 2.1
Table 3.1
Table 4.1
Table 4.2
Table 4.3
Table 4.4

Boxes
Box 3.1
Box 3.2
Box 3.3
Box 3.4
Box 3.5
Box 3.6
Box 3.7
Box 4.1
Box 4.2
Box 4.3
Box 4.4
Box 4.5
Box 5.1
Box 5.2

Figures
Figure 1.1
Figure 2.1
Figure 2.2
Figure 2.3
Figure 2.4
Figure 2.5
Figure 2.6
Figure 2.7
Figure 2.8
Figure 2.9
Figure 2.10
Figure 3.1
Figure 3.2

Peace milestones and indicators Of PrOgreSS .......ccceeiveiiiiiiiiiiiiiiirerrr e e e re e e e e e e s e s sesssnenneenns 6
List Of POSt-CONTICT COUNTITES.......cviiviiiiiiiiieite st 7
Battle deaths versus total deaths in sub-Saharan Africa..........cccooeiiiiiiiiiiee 24
Main ongoing DDR programmes (active in 2007) ....cc.coovereririnieneneneese e 67
Strong Growth RecoVery (SGR) COUNTIIES. .......couiiiiieiieieie et 109
Weak Growth Recovery (WGR) COUNTIIES ....cvviveiiiieiieie e se et 110
CPIA ratings: SGR and WGR COUNTIIES.........couiiiiiiiiiiiieeeeeese s 116
Human development index: SGR and WGR COUNLIIES .....ccceiiiiviereeeiiiiiiee e ciiiiee e e 117
Maputo Urban Rehabilitation Project: Asphalt versus concrete paving for tertiary roads......58
PRODERE: Area development and peacebuilding in Central AMEerica .........cccooevvrveerennnne 77
Motorbike taxi associations in SIErra LEONE........ccooveiiiieieieee e 81
Use and effects of remittances: Some empirical VIeNCe..........cooereiiiiiiiiieiccces e 88
Liberians in the United States: better to stay Or retUrn? .......ccccocvevvviiiiveiese s 89
Hawala MONEY TrANSTENS .....oviieieieiiite et sb e 90
New approaches DY the TFIS ... 92
Enabling the private sector in post-conflict eCONOMIES ........ccevvevviviieie s 120
Monetary reconstruction in AfghaniStan ... 122
The ILO’s Better Factories Cambodia programme ........ccccoceevereseereeneseereeseseeeeseeseenees 127
How France and Italy used the Marshall PIan ... 129
Liberia clears its arrears with the IFIs and reaches HIPC decision point ..........c..cccceevane. 134
Particular need for good governance in the resource-abundant post-conflict country ........ 152
Liberia: Re-energizing the public SEIVICE ........cccviviiiiiiicce e 160
Provisions in recent Peace agreEMENTS ........coiirieeriririeriereeeee sttt eenes 9
GDP per capita and estimated risks of conflict ONSEt ..o 18
Adult HIV prevalence in selected COUNTIIES ......ccoeiieieriieeie e 25
Access to drinking water and sanitation in selected COUNIIES .........cocoviiieieiiiiienc i 26
Maternal mortality ratio and skilled attendance at delivery in selected countries ................ 26
Life expectancy at birth in selected COUNTIIES .......c.cviiiiiiiiiiiiree e 27
Numbers of refugees, IDPs and other ‘persons of CONCEIM'..........cccoviiriiieienieeiene e 29
SOUICES OF FEFUGEES ..ttt bbbt 29
Primary and secondary school indicators in selected COUNIIES ..........cccoeviiiiiiieiiniieienias 31
Average in-conflict GDP per capita growth in selected post-conflict countries .................. 37
Change in GDP per capita in selected post-conflict COUNEFIes .......ccccovvvviiiiiiiniiiceee 38
Teleconnectivity in selected post-coONfliCt COUNTIIES ........ccvvveiiiiieiccice e 52
Private infrastructure investments after CONFliCt ..o 53



Figure 3.3
Figure 3.4
Figure 3.5
Figure 3.6
Figure 3.7
Figure 3.8

Figure 3.9

Figure 3.10
Figure 3.11
Figure 3.12
Figure 3.13
Figure 3.14

Figure 3.15
Figure 3.16
Figure 3.17
Figure 4.1
Figure 4.2
Figure 4.3
Figure 4.4
Figure 4.5
Figure 4.6
Figure 4.7
Figure 4.8
Figure 4.9
Figure 4.10
Figure 4.11
Figure 4.12
Figure 4.13
Figure 4.14
Figure 4.15
Figure 4.16
Figure 4.17
Figure 4.18
Figure 4.19
Figure 5.1
Figure 5.2
Figure 5.3
Figure 5.4
Figure 5.5
Figure 5.6

Private participation in infrastructure development ............ccocoieiiiiiiiine e 54

Public investment in developing COUNTIIES .......iiviiieeieeceeciie et 54
Sectoral allocation of public expenditure in AfFICa. ... 55
ODA allocated to infrastructure and total ODA ..ot 55
ODA allocated to infrastructure: Global versus sampled post-conflict countries ................... 56
ODA allocated to infrastructure: Strong Growth Recovery (SGR) versus Weak Growth

Recovery (WGR) countries (3-year MOoVing aVEIage).........cuuurerveieerererienseeseseniesseseeeenes 56
Adult and youth literacy rates in selected COUNTIIES ........c.coveiieiieiiieie e 59
Infant mortality rates in Selected COUNTIIES . ........ciiiiriiiiire e 60
ODA allocation to health and education: Global versus sampled post-conflict countries ....61
ODA allocated to health: SGR versus WGR groups (3-year moving average) ................. 62
ODA allocated to education: SGR versus WGR groups (3-year moving average) ............. 62
Ratio of health and education expenditure to defence expenditure in selected countries,

19952000 ...ecveetiitiieeiet ettt ettt ettt s bRttt n e R e Rt bt nes 63
Dimensions of a post-conflict employment PoliCY ..........ccoviiiieiiiiiiiiie e 76
Workers' remittances in selected post-conflict countries, 2006 ...........ccccooveieieiieicnieiiennns 86
Workers' remittances: SGR Versus WGR COUNTIIES .....cvoveiiiieienieieese e 87
GDP per capita growth: SGR versus WGR COUNTIIES .........ccoririiciiiiiiecee e 110
GDP per capita in selected SGR and WGR countries (year conflict ended, group) ................ 111
Inflation before the end of war: SGR versus WGR COUNIES .........ccoovviriiiiiiiiiciens 112
Inflation and GDP per capita growth: SGR versus WGR COUNtries .........ccccoeeveivvenennn. 113
Inflation and GDP per capita growth in Mozambique and Uganda ............ccccoovvneninnne. 113
Inflation and GDP per capita growth in conflict-affected countries ...........ccccooeveniennne. 114
Growth incidence curve in Mozambique, 1996-2002 ..........cccocvriverierisieeresnsee e seaee e 114
Social inclusion and Equity CPIA ratings: SGR versus WGR countries ...........c.ccoceeevenee. 116
Export growth: SGR versus WGR COUNTIIES ......oivviiveieiieiecie e 118
FDI: SGR VErsus WGR COUNTIIES ....voveeieeieiiieiiesie st esie et sie e s 118
Trade competitiveness index: SGR versus WGR COUNEIIES ......ccvvcvvevveviecievieieeiesie e 124
Government revenue in selected countries and groups of countries .........ccccccovvviienennne 124
Public sector deficit without aid financing: SGR versus WGR cOUNLries .........cccocveeennene 126
France and Italy’s GDP per capita, 1869—1995 .........ccoeiiiiiiiiiiieieece e 128
ODA flows: SGR versus WGR COUNTIIES .......oiiiiiiiiiieieiieeesiese e 130
GDP per capita growth and ODA as a share of GNI in selected countries ...........c.coc..... 131
Fiscal deficits (including grants) in selected COUNTIIES ........ccoviiiieiiiiiiieeee e 132
Share of fiscal deficit financed by grants in selected COUNtries..........cccccvevveveiecicce i, 132
Debt service to GNI: SGR Versus WGR COUNEIIES .....vevveviiverieniiieieiesiesiesie e 135
Some governance indicators for selected post-conflict countries and three regions, 2007 ....148
The evolution of governance indicators for selected post-conflict countries ............c......... 149
The rule of law for selected post-conflict countries and three regions ..........cccccceevveeeene. 151
The control of corruption for selected post-conflict countries and three regions................ 151
Budget support in Selected COUNTIIES ......coiiiiiiiiiiiere e 162
Tax revenues as a share of GDP in Mozambique, Rwanda and Uganda ...............cccoevee.. 163

Xiil



X1V

Acronyms and Abbreviations

AfDB African Development Bank

ASOFERWA Association de solidarité des femmes Rwandaises

BCPR Bureau for Crisis Prevention and Recovery

BMZ Bundesministerium flr wirtschaftliche Zusammenarbeit und Entwicklung (German Federal

Ministry for Economic Cooperation and Development)
CBMES Community Based Monitoring and Evaluation System

CBO Community-based organizations

CIDA Canadian International Development Agency

COHRE Centre on Housing Rights and Evictions

CPIA Country Performance and Institutional Assessment (World Bank)
CSDG Conflict Security and Development Group

DAI Development Alternatives, Inc.

DBS Direct budget support

DDR Demobilization, disarmament and reintegration

DDRR Demobilization, disarmament, rehabilitation and reintegration

DFID Department for International Development (UK)

EBLS Equipment-based labour-supported

EC European Commission

EITI Extractive Industries Transparency Initiative

EPCA Emergency Post-Conflict Assistance

ERP European Recovery Programme (Marshall Plan)

EU European Union

FDI Foreign direct investment

GDP Gross domestic product

GEMAP Governance and Economic Management Assistance Program (Liberia)
GICHD Geneva International Centre for Humanitarian Demining

GNI Gross national income

GSM Global Systems for Mobile Communications

GTZ Gesellschaft fur Technische Zusammenarbeit (German Technical Cooperation)
HDI Human development index

HIPC Heavily indebted poor countries

ICBL International Campaign to Ban Landmines

ICC Interim care centres

IBRD International Bank for Reconstruction and Development (\World Bank)
IDA International Development Association (World Bank)

IDP Internally displaced person

IFAD International Fund for Agricultural Development

IFI International financial institution

ILO International Labour Organization

IMF International Monetary Fund

INEE Interagency Network on Education in Emergencies

IRIN Integrated Regional Information Networks

KFW Kreditanstalt fir Wiederaufbau (Credit Institution for Reconstruction)
LBES Labour-based equipment-supported

LDC Least Developed Country

LICUS Low Income Countries Under Stress (now the Fragile and Conflict Affected Countries) Program
LIP Local Initiatives Project

MDGs Millennium Development Goals

MDRI Multilateral Debt Relief Initiative



MDRP
MDTF
MFA
MIGA
MISFA
MIX
NGO
NORAD
NPV
NRA
NRM
ODA
OECD
PAR
PCNA
PRGF
PPI

PPP

PRI
PRIO
PRS
RENAMO
RER
ROSC
RUF
SDR
SES
SGR
SIDA
SRA
TSS
UCDP
UNAIDS
UNAMSIL
UNCTAD
UNDG
UNDP
UNDPKO
UNEP
UNESCO
UNHCR
UNICEF
UNODC
UNPBC
UNPBF
UNSC
USAID
WDI
WEO
WFP
WGR
WHO
WILPF
WWI
WWII

Multi-Country Demobilization and Reintegration Programme
Multi-donor trust fund

Multi-Fibre Arrangement

Multilateral Investment Guarantee Agency (World Bank)
Microfinance Investment Support Facility for Afghanistan
Microfinance Information Exchange

Non-governmental organization

Norwegian Agency for Development Cooperation

Net present value

National Resistance Army (Uganda)

National Resistance Movement (Uganda)

Official development assistance

Organization for Economic Co-operation and Development
Projet d’appui a la réhabilitation

Post-conflict needs assessment

Poverty reduction and growth facility

Public—private infrastructure

Public—private partnership

Political risk insurance

International Peace Research Institute, Oslo

Poverty reduction strategy

Mozambique National Resistance

Real exchange rate

Reports on the Observance of Standards and Codes
Revolutionary United Front

Special Drawing Rights

Senior Executive Service (Liberia)

Strong Growth Recovery

Swedish International Development Cooperation Agency
Semi-autonomous revenue authority

Transitional subsistence support

Uppsala Conflict Data Program

Joint United Nations Programme on HIV/AIDS

United Nations Mission in Sierra Leone

United Nations Conference on Trade and Development
United Nations Development Group

United Nations Development Programme

United Nations Department for Peacekeeping Operations
United Nations Environment Programme

United Nations Educational, Scientific and Cultural Organization
Office of the United Nations High Commissioner for Refugees
United Nations Children’s Fund

United Nations Office on Drugs and Crime

United Nations Peacebuilding Commission

United Nations Peacebuilding Fund

United Nations Security Council

United States Agency for International Development
World Development Indicators

World Economic Outlook

World Food Programme

Weak Growth Recovery

World Health Organization

Women's International League for Peace and Freedom
First World War

Second World War

XV



Overview

New office building alongside a building waiting for restoration as part of the 1.8 million
square meter reconstruction project for Beirut’s central district, Beirut, Lebanon, July 2004
(George Georgiou/Panos Pictures)
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I

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.* In a few short
years, civil war in Céte d’'lvoire displaced 750,000 people internally and triggered refugee outflows
of half a million people.? 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.® The Fund for Peace
recently ranked the country in its Failed State Index as the seventh weakest state in the world.*

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.® 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:

What kinds of policies are needed to get the development process restarted?
What must the national authorities strive for and what actions must they take?
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:

ceasing hostilities and violence;
signing of peace agreements;
demobilization, disarmament and reintegration;
return of refugees and internally displaced persons (IDPs);
establishing the foundations for a functioning state;
initiating reconciliation and societal integration; and
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.®

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:

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.

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.

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.).

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.

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.

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.

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:

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.

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.

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.

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.

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.

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:

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.

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.

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.

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.

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

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.

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.

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.

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.

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.

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.

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

! 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.

¥ UNDP, 2007a.

* Fund for Peace, 2008.

® Human Security Center, 2008.

8 See Chapter 1 for this list of post-conflict countries.
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