







Economics 3321









Economics of Conflict









Professor Michael Spagat









Spring 2006
Seminar 2 – The Costs of Conflict
How costly is conflict?  

The book, Breaking the Conflict Trap, The World Bank, 2003 (WB) takes a stab at this question in chapters 1 and 2.  Reflecting the state of knowledge in this area, it is light on quantitative specifics.  But at a minimum it provides good guidance in thinking through the main issues that arise.
To the extent there is quantitative information there is a big methodological problem that looms in the background.  Most of the information comes from “cross-country regressions.”  Essentially this means that analysts are working with datasets that have countries as their basic units.  For each country the dataset will record many facts such as economic growth rates, natural resource dependence, whether or not they are at war, population density, etc.   Then analysts run regressions, trying to predict, for example, economic growth rates depending on a menu of factors including economic fundamentals and whether or not there has been a war.  
There are well-known problems with this approach, the most serious of which is often called the endogeneity problem.  Despite the fancy-sounding name the issue is simple.  It’s a fact that wars occur in poor countries.  Perhaps this means that poverty causes war.  Perhaps this means that war causes poverty.  In reality the causality probably runs both ways.  But how do we disentangle these two things?  There are techniques that can help here, although they go beyond the scope of this class.  Here I just wish to observe that much of the following material is subject to the endogeneity critique so you should be cautious not invest a lot of confidence in causal links.
Let’s go back to the costs of conflict.
First and foremost must be the human cost of conflict.  People get killed, injured, raped, kidnapped, uprooted from their homes, psychologically traumatized, infected with diseases and forced to join armed groups.

The trend from international war to civil war has tended to put civilians increasingly in the line of fire.  In fact, war strategies often target civilians specifically.  Warring parties want civilians to support their side and not the other.  When an armed group is pessimistic about its chances of building support it might deliberately force people to flee.  Sometimes armed groups massacre civilians as a warning to others that they must support that group or else risk similar treatment.  
There are some health effects of conflict that are worth a closer look.  It is fairly obvious that in a war doctors can be killed, hospitals can be destroyed and money can be diverted from medicine to military hardware.  But there are some more subtle health effects as well.  Diseases are spread through the mass movement of people.  Displaced people often do not travel on proper roads in order to avoid armed groups.  But such behaviour increases their disease exposure, for example, to mosquitoes carrying malaria.  Also, soldiers often rape (as well as hire prostitutes), spreading sexually transmitted diseases, sometimes even intentionally.  Diseases are also spread by refugees living together at close quarters.  
One would expect conflict to bring higher military spending.  [To reinforce what we’ve just learned about endogeneity note that conflict can cause higher military spending but higher military spending might lead to conflict.]   WB observes that counties in conflict tend to spend 2.2% of GDP more on the military than those out of conflict.  This looks like a pretty big effect although, again, I would not conclude that conflict causes additional military expenditures of 2.2% of GDP on average. 
Another characteristic of war is that people flee their homes.  They often lose many possessions when doing this but I am not aware of any attempt to quantify these costs.  This flight takes various forms.  People who are rich enough or who have skills that are in demand might be able to simply relocate and find employment abroad.  Other people might have few options other than living in camps.  If these camps are within the country these people are referred to as “internally displaced”.  If the camps are across borders then they are called refugees.
People anticipate that their wealth might get stolen or destroyed and pre-emptively transfer it overseas.  If educated people relocate overseas then there is a flight of human, as opposed to physical, capital.

A subtle consequence of human flight is the breaking of community ties, trust, etc...  with loss of economic potential.

We would expect war to discourage investment.
War is often accompanied by criminalisation.  

Wars also spread costs across borders.  Pools of weapons in a country at war often migrate to other countries.  Refugees flow across borders requiring care and spreading diseases.  It is plausible that countries with a neighbour at war tend to increase their military expenditures.  There can also be negative neighbourhood effects on investment and trade.
